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Mr. KoLBE. Good afternoon. The Subcommittee on Treasury,
_ Postal Service and General Government will come to order.

Commissioner, we welcome you here. We are happy to have you
once more before the subcommittee on this oversight hearing, and
we look forward to hearing from you today.

Let me just set the tone for what we are trying to do here today
by giving a little bit of overview for this hearing. The purpose is
to talk about electronic tax administration, where we are and
where we are going. It is a very timely issue. The country, indeed
the world, is becoming very adept at using electronic media in daily
life. Every day we find more services that are being offered elec-
tronically, and more transactions that are being conducted through
the use of electronic means. :

As people become more comfortable using digital technology, as
the technology itself improves and becomes more widely available,
the development and implementation of the Federal electronic tax
administration has to proceed appropriately and with all due
speed. So while this is a timely issue it is certainly not an entirely
new issue to the Internal Revenue Service. Indeed, the IRS Re-

" structuring and Reform Act of 1998 has a whole title on this area
that talks about electronic filing and provides for the establishment
of the electronic commerce advisory group.

Industry is offering a wide range of electronic tax services to tax
filers, including no-cost filing options under certain circumstances.
The IRS, through its Office of Electronic Tax Administration, has
been working for a long time now to develop and implement as-
pects of electronic tax administration.

In the tax season that has just ended, 27 percent of all the tax
returns that were filed, that is 35 million out of 130 million, were
filed electronically. But we still have some issues that need to be
looked at, and that is the purpose of the hearing today.
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Some of the issues involving electronic tax administration, par-
ticularly Internet interactions, appear to break some new ground
for the IRS and impact fundamental concepts regarding the rela-
tionship of the IRS to the American people. These concepts include
the establishment of rules and pricing policy for tax services, the
voluntary compliance system on which our tax system is founded,
the relationship between the IRS and the tax preparation industry
and, of course, 1ssues of privacy.

The IRS has made recent announcements regarding its plans and
expectations for moving forward with electronic tax administration.
Our purpose is to get a better understanding of these plans und ex-
pectations, to provide a forum for hearing concerns and perspec-
tives from outside groups that include members of the tax prepara-
tion industry.

So we will have two panels here. We will begin with Mr,
Rossotti, a panel of one here, who will be followed by a panel of
three outside witnesses. We will hear from Charles Lacijan, a
former chairman of the Electronic Tax Administration Advisory
Committee; Edward Black, President and CEO of the Computer &
Communications Industry Association; and Paul Harrison, who is
President and CEO of FreeTaxPrep.Com.

Before I turn to you, Mr. Rossotti, for your opening statement,
let me ask Mr. Hoyer if he has any comments that he would like
to make. Mr. Hoyer.

Mr. HoYER. No. I welcome the Commissioner to the hearing
roltim, and we look forward to his testimony and the testimony of
others.

Mr. KoLBE. Thank you very much.

Mr. Rossotti, we will let you begin with your statement. As al-
ways, we will put the full statement in the record, if you would pre-
fer to do it that way, or however you want to proceed here.

Mr. RossoTTI. I have submitted the full statement.

Mr. KOLBE. The full statement will be put in the record.

Mr. RossorTi. As you noted, Mr. Chairman, the IRS Restruc-
turing Act had a whole section concerning electronic filing. Prob-
ably one of the most prominent parts of that was to establish a goal
that 80 percent of returns be filed electronically by 2007.

More broadly, I think we have, as you noted, Mr. Chairman, de-
fined electronic administrations to be all of our transactions with
the public; and our overarching goal is to really convert most of
those to electronic means. To meet this objective, we not only have
to make it technologically possible, we have to make it attractive
to the public for them to change from their traditional paper way
of doing business to electronic.

Now, while our goal, I think, is clear as laid out in the Act and
in spite of the fact that we, I believe, have made some very signifi-
cant progress over the last two years, I have to say we do not have
all the answers yet as to how we are going to achieve this goal. We
keep finding new and complex issues, as you noted in your opening
statement, as new technology comes about, but also as we learn
more about what taxpayers need and want. So given this kind of
changing, dynamic environment, we are constantly seeking advice
from the Congress, from industry and especially from the Elec-
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tronic Tax Administration Advisory Committee, which was estab-
lished for this purpose.

I want to thank you, Mr. Chairman, for holding this hearing. I
think it is very timely to lay out these issues.

Now let me briefly and with the help of this chart, which is also
in the back of the testimony, just give a very short overview of how
this system works. Taxpayers can file electronically in one of three
ways: through tax practitioners, directly from a home computer or
over the telephone. A number of private companies that are shown
on the chart play a role.

For all forms of electronic filing it is important to note that a re-
turn must be prepared electronically in order to be filed electroni-
cally. It is really a combination of those two, and that creates a lot
of the benefit. And just three options—the first option on the top
there, which is currently used by 25 million taxpayers, is the one
in which a taxpayer goes to a tax professional, a tax preparer, to
file their return. In our jargon these are known as electronic return
originators, and last year 25 million returns were filed by this
method.

I think, as shown on the chart, most of the tax practitioners who
electronically file returns for taxpayers actually transmit their re-
turns through bulk transmitters that collect the forms. Usually,
these are the same firms that provide the practitioner the tax soft-
ware; and last filing season there were about 77,000 active practi-
tioners and/or EROs and all but about 5,300 of them filed through
their software provider, their bulk transmitter. About 5,300 of
them actually filed with us directly.

The IRS does not charge any fees for electronic filing or receiving
these returns, but many of the electronic return originators do
charge a fee to their taxpayers for that service. Some of them do
bundle that in the tax preparation fee.

The second option, which is becoming prevalent more rapidly, is
the one in which the taxpayers file directly from their home com-
puter. They put the software on the home computer and use that
commercial software to prepare the return and then transmit it.
This software can actually either reside on their own personal com-
puter or it can reside on a Web site, which is a newer option. The
taxpayer accesses the software through the Web site. When the re-
turn is completed, the taxpayer can transmit that information by
modem to the software provider who, in turn, transmits it to the
IRS; and last year there were about five million taxpayers who did
it that way.

We do not receive tax returns directly from individual taxpayers
from their home computers. We receive that from the software pro-
viders who provide the software. The tax software providers some-
times charge the taxpayers a separate fee for transmitting it, but,
more commonly, they bundle that with the software that they pro-
vide either through the Web site or for purchase cost.

Then there is a third option which is called TeleFile, which is for
really very simple returns, 1040 EZ, in which some taxpayers can
simply pick up a Touch Tone phone, dial in some numbers, and
then it actually computes the tax and transmits it to us. Last year,
we had 5.2 million taxpayers do it that way.

Those are the three ways to electronically file.
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I think, going back again into the RRA to determine how we get
from where we are right now, 35 million, 27 percent, as you noted,
to the 80 percent, the Congress wrote in both some guidance for us
and a process as to how we should go about working in this market
process.

One is they encouraged us to work in partnership with the pri-
vate sector to improve the offerings of filing services that were
available; and it mentioned three kind of things, reduce barriers,
provide incentive and, to quote the conference report, press for ro-
bust private sector competition. Those were the words from the Act.
I think we have tried to act on those suggestions from taxpayers
and the industry and practitioners to make filing more attractive
and remove barriers.

One of the key barriers is to make it possible to actually file all
the individual returns through this electronic means. Up until now
that has not been possible because we could not accept certain
kinds of schedules and forms. We are solving that problem rapidly
for this upcoming filing season 2001. We are adding 23 more forms
to the program, and we will roll out the remaining 40 forms and
schedules in 2002. So that means by 2002, which is the season
after next, we will have solved that problem. All of the forms and
schedules will be able to be filed electronically with some very, very
minor exceptions; and the importance of that is it does open up
about four million more potential taxpayers.

But I think, more importantly, the practitioners tell us they want
to do business one way. They do not want to do some with paper
and some electronically. So that problem is rapidly being solved,
and by 2001 it will be solved.

The second key barrier that we are eliminating is the fact that
up until now electronic filing has not been truly paperless. In some
cases—in most cases, it was required to send a signature document
in by paper, even though you filed electronically. That problem will
be solved in this coming filing season. Working with chief counsel
and the Justice Department we have come up with a way, having
tested it for a couple of years, to use a personal identification num-
ber as the taxpayer’s signature, with a few exceptions, in this com-
ing season. This will now be extended to taxpayers nationwide who
will be able to select their own pin, provide some additional data
to us and file electronically without any paper. That would be true
for all three methods.

The third important point is, traditionally, most electronically
filed returns were those where the taxpayer received a refund and
they got them faster, and that is one of the attractions. But we
would also like to encourage taxpayers who actually have a balance
due, as we call it, in other words, they owe the IRS money instead
of the other way around, to be able to file electronically. In order
to make that possible we are accepting more electronic payment
mechanisms, debit payments through TeleFile, accepting credit
cards for Form ES, which are the estimated tax payments, and also
for taxpayers who have extensions of time to file. So, essentially,
through either debit cards or credit cards, taxpayers will be able
to pay balances due in most cases electronically rather than
through paper.



5

The fourth thing, which is still in the prototype stage and is
more of a longer term effort, is that especially for our electronic re-
turn originators, we would like to extend our electronic communica-
tion not only for the filing process, but through other forms of com-
munication that we have. We have a pilot that is working on re-
solving account-related issues in a secure way through the Inter-
net. It will be one of our major goals through our technology mod-
ernization.

Finally, in terms of marketing, with the authorization of the Re-
structuring Act and the funds that this committee has provided, we
do have a marketing campaign which has been quite successful;
and next year—we will show you the chart after that—there is
some new marketing that we will be doing that revolves around the
idea of stressing that over 30 million Americans are already using
e-file. We are now beginning to promote not just awareness of it
but the specific values to the taxpayer. Those are some pretty im-
portant steps that are taken that we have heard from the industry
are needed.

Having taken those steps, or when we will have taken them over
the next 15 to 18 months, there is one additional hurdle, however,
that we—or barrier, if you will—that we have heard from taxpayer
practitioners and others, which is the cost to the taxpayer. As it is
now, taxpayers must either pay a fee to a preparer or pay a fee to
buy or use software to prepare and file their returns. It was to try
to address this issue that the President included two provisions in
the fiscal 2001 budget proposal. One was a proposed tax credit for
electronic filing. The second was a provision requesting the IRS to
find ways to allow taxpayers to file over the Internet at no cost to
themselves.

Since there has been some confusion about it, especially this lat-
ter proposal, I would like to clear up a couple points, or at least
attempt to right now, that have been I think points of confusion or
concern about this.

One is, it was not and is not intended that this provision is re-
lated to the IRS itself offering tax software preparation or filing
services in any form. That was not the intent. We can elaborate on
t(:ihat, but I believe that would not be a wise thing for the IRS to

0.

Secondly, with respect to confidentiality of taxpayer data, it is
clear that this must be assured under all circumstances as is re- .
quired by law; and there was no implication or intention in any
form that any of the protections for taxpayer confidentiality would
be modified or compromised in any way, shape or form.

Finally, I think it is the IRS’ intent to try to follow the provisions
of the law concerning the promotion of robust competition in the
industry and potential use of incentives to make e-filing more at-
tractive and to reduce the cost to the taxpayer. Our approach here
was to ask the industry for suggestions on how to accomplish this
objective, which we have done by putting out a request for them
to tell us what their ideas are. We think this approach is consistent
with the thoughtful advice that we have received from the advisory
committee.
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Mr. Chairman, I just want to conclude here and say that we be-
lieve there is a challenge to meet these goals, but we are working
closely with Congress and the industry to try to achieve them,

[The information follows:]
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Introduction: Meeting the Challt;nge

Mr. Chairman, the IRS Restructuring and Reform Act of 1998 (RRA 98) set forth
the mandate that at least 80 percent of returns be filed electronically by 2007. Reaching
this and the other Electronic Tax Administration (ETA) goals is an enormous challenge,
but well worth the effort. A strong ETA system provides many potential benefits to
taxpayers, practitioners and our tax administration system. Increased electronic filing of
returns can improve service and the efficiency of tax administration by speeding refunds
to taxpayers, providing positive acknowledgment that a return has been received and
reducing the need to correct errors.

On a broader scale, improved electronic exchange of information with taxpayers
and practitioners advances all three of the IRS’ strategic goals: service to each taxpayer,
service to all taxpayers and productivity through a quality work environment.

A robust ETA program will reduce time spent by taxpayers dealing with the IRS.
We will reduce the number of phone calls we have to answer and because of these two
factors we will free up our compliance employees to focus on real compliance issues,
rather than just retrieving or correcting information.

The first and most visible ETA initiative was allowing taxpayers to file 1040
returns electronically. This year, 35 million individual taxpayers took advantage of this
option. However, we are expanding our reach. There are also major opportunities we
can exploit in virtually every aspect of tax administration by converting from paper-based
to electronic methods of doing business. The Internet, in particular, offers exciting new
opportunities. The IRS web site, the Digital Daily, has already received almost 1.3
billion hits this year. Our business systems modernization program will provide the
essential technological foundation for this major transformation of the way the IRS does
business.

Mr. Chairman, the IRS’ overarching goal is to conduct most of its internal and
external transactions by electronic means. To meet this objective, we must make it not
only technologically possible, but also attractive to the public to make a permanent
change from paper to electronic means.



However, while our goal is clear, and in spite of the important progress we have
made "~ our ETA program, we still have much tolearn. Our ETA strategic plan does not
contain all of the answers we need to achieve our goals. The rapidly changing market
and technology environments create more opportunities, but also raises significant
questions. Indeed, RRA 98 recognizes that the achievement of the overall goal of
converting most transactions from paper to electronic is an on-going process that
constantly brings up new and complex issues.

Given this environment, we are constantly seeking advice from Congress,
industry, and especially from our advisory committee, the Electronic Tax Administration
Advisory Committee (ETAAC), as we formulate our plans and programs. Mr. Chairman,
I thank you for holding this hearing at such a critical moment and we welcome this
opportunity to explore with the committee this important subject and some of the issues
and challenges we face. :

Electronic Filing for Individuals

Taxpayer can file electronically in one of three ways: through tax practitioners,
directly from a home computer, or over the telephone. A number of private companies
play a role in this process, as shown on the attached chart. One thing that is common to
all forms of electronic filing is that a return must be prepared electronically in order to be
filed electronically and it is the combination of the electronic preparation and filing that
creates much of the benefit of the process.

In the first option, the taxpayer goes to a tax professional who is authorized by the
IRS to file returns electronically. This individual is also known as an Electronic Return
Originator (ERQO). In most cases, these tax professiongls prepare the taxpayer’s return
using software they purchase from a variety of software vendors and then transmit it to
the IRS on the taxpayer’s behalf. In the last filing season, 25.2 million individual
returns were filed by this method.

As shown in the chart, most tax professionals who electronically file returns for
taxpayers send their returns to bulk transmitters. These bulk transmitters are defined as
companies who transmit over 1,000 returns to the IRS. Usually, it is the same firm that
provided their tax preparation software. There are 20 such firms who act as bulk
transmitters nationwide. Last filing season, there were over 77,000 active EROs, and of
these, 60% (over 46,000) utilized bulk transmitters and the rest (31,000) utilized over
5,300 direct transmitters to get the returns to the IRS.

The IRS does not charge a fee for electronic filing. However some EROs charge
a fee for this service to taxpayers, while others offer it free of charge or include it in their
tax preparation fee. Most companies who provide software and transmission services to
practitioners charge a fee to the practitioner for the transmitting their returns to the IRS.

In the second option, taxpayers prepare returns on a personal computer using
commercial tax preparation software. When the return is completed, the taxpayer
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transmits the information by modem to a bulk transmitter, usually the company who
provided the tax preparation software, who in turn transmits it to the IRS.

In a recent variation of this process, some providers now offer tax preparation
services over the Internet. In this process, the tax preparation software resides on a web
site. The taxpayer signs onto the web site, uses the software to prepare the return, and
then requests that it be sent to the IRS. The operator of the web site collects the returns
and transmits them to the IRS.

Last year approximately five million taxpayers filed their returns through their
home computer, almost double the previous year's volume

Tax software providers sometimes charge a separate fee for transmitting a return
to the IRS, but increasingly these fees are being included with the purchase cost of the
software or the fee for use of the software on the web site.

The third option is TeleFile. This is an interactive program that allows qualified
taxpayers to file simple Federal returns (Form 1040EZ) electronically using the TeleFile
toll-free number and a touch tone phone. A personal computer is not necessary. Only
those taxpayers receiving a TeleFile booklet in the mail are eligible to use this option.
Last season, almost 5.2 million taxpayers filed through TeleFile.

Overall, 12 million taxpayers also chose to file both their federal and state tax
returns simultaneously in a single electronic transmission. This year, 35 states and the
District of Columbia participated in the program.

Mr. Chairman, let me also note that paper and electronic return preparation and
filing are also offered through IRS local offices as well as Volunteer Income Tax
Assistance (VITA) and Tax Counseling for the Elderly (TCE) sites. Taxpayers may go to
local IRS offices to have their returns prepared because they do not choose, or cannot
afford, to either pay a professional tax preparer or buy a personal computer and tax
software. The tax software we use in our offices is competitively procured in the open
market. Through this method, the IRS both electronically prepares and files simpler
returns for lower-income taxpayers at the taxpayer’s request.

RRA 98: Charting ETA’s Course

Mr. Chairman, as I mentioned in the opening of my testimony, RRA 98 set forth
the mandate that at least 80 percent of returns be filed electronically by 2007. To help
meet this goal, Congress required that the “Secretary of Treasury establish a strategic
plan to eliminate barriers, provide incentives and use competitive market forces to
increase taxpayer use of electronic filing.”

Congress further encouraged the IRS to work in partnership with the private
sector to improve electronic filing services. The RRA 98 conference report further states:
“The provision on private sector cooperation is clarified to provide that the IRS should
cooperate with and encourage the private sector by encouraging competition to increase
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electronic filing of returns. The intent of the conferees with respect to this provision is
for the IRS and Treasury to press for robust private sector competition.”

In order to achieve RRA 98’s ETA mandates, the IRS has listened to taxpayers,
industry and practitioners. We heard that we must make electronic filing more attractive
and remove barriers. Let me briefly discuss our ongoing efforts to address these
concermns.

One, the IRS must address the frustration that taxpayers and practitioners
experience when they cannot file some forms electronically. For the 2001 filing season,
we are adding 23 additional forms to the 1040-e-file program. These include Form 2106-
EZ for un-reimbursed employee business expenses; the Form 2688 application for
additional extension of time to file and Form 8379 for injured spouse claims.

We plan to roll out the remaining 40 forms and schedules for the 2002 filing
season. This means we will open e-file eligibility to 99.1 percent of all taxpayers,
potentially adding 3.8 million new e-filers to the growing rolls. Equally important, it
means that preparers will be able to go essentially 100 percent electronic for all of their
customers by 2002.

Two, the IRS will make electronic filing paperless by eliminating the requirement
for a separate paper document with the e-file return. The IRS has tested the use of a
Personal Identification Number (PIN) code as the taxpayer’s signature, eliminating the
need to file the paper jurat. The tests have been a resounding success.

. 5.4 million taxpayers participated in the Practitioner PIN pilot compared
to 499,606 taxpayers for all of 1999. Taxpayers were able to select a PIN when
filing through 18,000 participating preparers.

. Use of the on-line filing Customer Numbers also increased significantly
from 660,209 to.1.4 million this year. Under this pilot, the IRS distributed
Customer Numbers to taxpayers who prepared their own returns using tax
preparation software to file from their home computers.

Next year’s program will extend this option to taxpayers nationwide, with some
exceptions, who will be able to select their own PIN, then file electronically without any

paper.

Three, this filing season, more electronic payments options have been made
available to taxpayers, such as accepting debit payments through TeleFile and accepting
credit cards for Forms 1040ES, estimated tax payments, and Forms 4868, extensions of
time to file. As of September 2nd, 209,424 payments averaging $2,935 were made via
credit card and another 237,281 payments averaging $1,614 were made by Automated
Clearing House (ACH) Direct Debit where taxpayers can authorize either their checking
or savings account to be debited.

Four, we are prototyping a Secure Messaging System that will provide
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participating practitioners with a web-based means for resolving account-related issues.
The pilot will involve a limited number of practitioners and will involve the resolution of
notices, account problems, transcript requests and installment agreements. A major
priority of our Business Systems Modernization Program is to build a secure
infrastructure that will permit authorized practitioners to exchange information with the
IRS through the Internet.

Five, contributing to this year’s successful e-filing season was IRS’ new
marketing campaign, “30 Million Americans Use IRS e-file.” In conjunction with its
advertising agency, and as authorized by RRA ‘98, the IRS developed a fully integrated
campaign with TV, radio and print advertising. Let me point that as the e-file program
matures, our data- and market-driven marketing campaign is shifting away from merely
promoting awareness of e-file to emphasizing its value, such as saving taxpayers time.

I also want to applaud our practitioners’ efforts to expand e-filing through
innovative programs such as H&R Blocks’ Refund Rewards. H&R Block also
distributed hundreds of public service announcements to TV stations to promote e-filing
in 2000.

Remaining Barrier

By the year 2002, the barriers and obstacles I discussed will be largely solved.
However, one hurdle remains to be surmounted: cost to the taxpayer. Taxpayers must
either pay a fee to a preparer, pay a fee to buy software or to use software over the web.
In some cases, a fee for filing is combined with a fee for software and some vendors have
offered lower-cost or even no-cost filing through web sites.

Nevertheless, in most cases today, there is a cost to the taxpayer which is greater
than simply taking the TRS paper forms, filling them out with pen and pencil and mailing
them in with a stamp. Notwithstanding the advantages of preparing and filing
electronically, some taxpayers are deterred by the cost. As you are aware, Mr. Chairman,
some even write letters to the IRS and Congress complaining about the cost.

To help address this problem, the President included two provisions in the
Administration’s FY 2001 budget proposal: a tax credit for e-filing, and a provision
requesting that the IRS find ways to allow taxpayers to file over the Internet at no cost to
the taxpayer. There has been some confusion concerning the latter proposal that I hope 1
can clear up today.

One, it was not, and is not intended that the IRS would offer preparation or filing
services itself in any form.

Two, confidentiality of taxpayer data must be assured under all circumstances.
The IRS has no authority to allow anyone to use taxpayer data for any purpose other than
transmission to the IRS except as provided for under specific regulations.
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Three, it is the IRS’ intent to follow the provisions of the law concerning
promotion of robust competition in industry and the potential use of incentives to make e-
Jiling more attractive and to reduce the cost to the taxpayer. Our approach is to ask
industry for suggestions as to how to accomplish this objective. At this time, we have no
plans beyond soliciting input from the industry on this matter.

Since the ETAAC also plays an important role in this process, it is appropriate to
quote from their recent report, which 1 believe contains some very wise counsel:

“In support of the goal of no-cost e-filing and tax preparation over the Internet,
the ETAAC believes that the most appropriate actions the IRS can take to provide
taxpayers with a wide choice of low-cost and no-cost tax preparation and filing
options over the Internet are to continue to: 1) encourage competition, 2) seek
industry views on which barriers inhibit lower-cost to no-cost private sector
supplied options, and 3) stimulate electronic filing through its creative advertising
campaign and make electronic filing convenient to use through such
improvements as the acceptance of additional forms and the elimination of paper.

“The ETAAC also recognizes that the Internet changes rapidly and business
models are in constant evolution, and even revolution. The ETAAC believes that
a re-assessment of the marketplace should be made in two years to assess whether
the range of choices for electronic filing over the Internet includes no-cost options
for taxpayers. If no-cost choices do not exist, the ETAAC believes the IRS would
then be justified in evaluating, in conjunction with ETAAC, whether an electronic
template, or other approach, is an appropriate and needed tool to promote no-cost
e-filing over the Internet....”

Conclusion

Mr. Chairman, the Restructuring Act clearly recognizes that Electronic Tax
Administration is a fundamentally important aspect of modernizing the IRS and one of
the cornerstones of efficient and effective tax administration. However, meeting the
mandates and challengers of RRA 98 will not be easy. It will require changing the way
nearly all business is conducted — shifting all of our practices from paper to electronic
means. Although we have a clear direction from RRA 98, we are also in unexplored
territory. This is a rapidly changing field, and we do not have all the answers. However,
we are working closely with Congress and our stakeholders, including industry, to get the
answers and then implement the best ETA program we possibly can.
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Mr. KOLBE. Good timing. We have our 5-minute warning here on
the vote. We will go take it. We have two votes, and then we will
be right back and begin our questions.

Mr. RossOTTI Sure. Thank you.

Mr. KOLBE. The subcommittee will stand in recess temporarily.

[Recess.]

Mr. KoLBE. The subcommittee will come to order agam

At the suggestion of two of our members that it might be—and
I think it is a good suggestion—that it might be useful to have the
private sector panel speak so that we could get—the questions for
the Commissioner might come out of the things that are said by
them. If that is acceptable to you, Commissioner, why dont we go
ahead and ask you to step aside a moment? We will ask the second
panel to come up here, if you would—all three of you, yes.

Let me, if I might, welcome this panel of outside witnesses here
to the hearmg

We have, first, Mr. Charles Lacijan, who has chaired the Elec-
tronic Tax Administration Advisory Committee during the produc-
tion of the most recent report, the one in June. We will submit a
copy of this report for the record here and place it in the record;
and we thank you very much, Mr. Lacijan. We found it very helpful
to us in preparation for this heann

Mr. KoLBE. We also have Mr. Edward Black, who is President
and CEO of the Computer & Communications Industry Association.
The members of that association include a variety of companies
that are engaged in electronic tax preparation and filing.

Finally, we have Mr. Paul Harrison, who is Pres1dent and CEO
of FreeTaxPrep.Com, a relatively new company, who has a strong
interest in electronic tax administration.

We thank you for being with us today. All of you represent dif-
ferent aspects of electronic tax administration issues, and I think
we look forward to hearing your testimony and views on this topic.

Your full statements can be placed in the record, and if you pre-
ferred, if you would—and I would hope you would—each summa-
rize it so we can go directly to questions.

Mr. KOLBE. We will begin with you, Mr. Lacijan, if you might.

Mr. LACIJAN. Thank you, Mr. Chairman.

My name is Chuck Lacijan. I am the Senior Technical Advisor
for The Implementation Group, a Washington, D.C., based con-

sulting firm. I also served as chair of the Electronic Tax Adminis-
tration Advisory Committee from September, '98, to June 2000, and
have also evaluated electronic filing issues while serving on the
staff on the National Commission on Restructuring the IRS. I will
summarize my written statement as you requested.

I would like to acknowledge that in 1995 this committee initiated
the formation of the IRS restructuring commission. Its final report
and the subsequent legislation has led to a number of new direc-
tions at the IRS, including that of electronic tax administration.

Certainly, as we heard today, electronic tax administration is one
of the most important elements of IRS business systems mod-
ernization. If you take that, combined with the development of the
new data engine which will provide timely and accurate tax data
and post-filing applications, that is really the heart and soul of the
modernized IRS.
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My written statement provides some background on the impor-
tance of electronic tax administration and how it can help the
whole tax administration process run more smoothly, and I would
c}tirtainly refer you to my statement to get some of the details of
that.

I have also included in the written statement the role of ETAAC
and its membership; and I certainly want to stress that the June,
2000, report from ETAAC was a consensus among the 22 members
who serve on the committee and who represent a very broad spec-
trum of electronic tax administration stakeholders.

But let me quickly go to the issue at hand and that is how to
best use the Internet to achieve low- and no-cost tax prep and e-
filing. Certainly, the ETAAC supports this objective because it be-
lieves that no-cost e-filing encourages more taxpayers to e-file.

My written statement identifies several approaches that the
ETAAC evaluated. The option that involves an IRS offering of its
own product either directly or through working with a few selected
providers was thought to be inappropriate at this time in favor of
letting the private sector continue to provide this capability. This
position was based on the belief that the clear choice of public pol-
icy should be to let the private sector provide the capability for this
no-cost electronic filing tax prep, with the Federal Government
only stepping in if the private sector does not meet the need.

The reason for this recommendation was simple. It is that com-
petition works. I think ETAAC believed that competition is the
most effective way to provide taxpayers with the widest range of
tax prep and e-filing services. The marketplace has made consider-
able progress towards this goal in the last few years; and I think
my fellow panelist, Mr. Paul Harrison, is proof positive that com-
petition works and can deliver taxpayer options for both low-cost
and no-cost electronic filing for tax prep.

The ETAAC also recommended that the marketplace be assessed
in two years to determine if competition is having the desired ef-
fect. If not, ETAAC believed that the IRS would then be justified
in evaluating, in conjunction with the ETAAC, if an electronic tem-
plate or other approach was an appropriate needed tool to promote
no-cost e-filing over the Internet.

However, ETAAC is not advocating that the IRS should do noth-
ing. I would say quite the contrary. ETAAC believes there are some
appropriate actions that the IRS can take. That is, one, to continue
to foster competition; two, to seek industry reviews on which bar-
riers lower or inhibit lower and no-cost private-sector-supplied e-fil-
ing options; and, three, to stimulate e-filing through creative adver-
tising and making it more convenient to use.

I would like to now discuss an issue that has arisen after ETAAC
submitted its report on June 30, 2000; and here I am getting into
the area of personal opinion as opposed to ETAAC consensus, as
the ETAAC has not had an opportunity to meet as a group to form
the consensus since our June 2000 report was submitted. In July
of 2000 the IRS issued the Request for Information or an RFI that
I think has caused some confusion in the marketplace. The stated
purpose of the RFI was for the IRS to seek comments and input
from the public and private industry concerning IRS providing free
tax prep and filing of individual tax returns over the Internet.
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At the heart of the issue was the following statement taken out
of the President’s 2001 budget request. No later than tax year 2002
the IRS would be required to offer one or more options to the public
for preparing and filing individual income tax returns over the
Internet at no cost to the taxpayer. If the IRS offered such options
through contract arrangements with authorized IRS e-file pro-
viders, it would be with the assurance that the taxpayer’s tax re-
turn information would not be used by the provider without the
t%xspayer’s permission for any purpose other than submission to the

I think, despite denials by the IRS in several forums that it did
not intend to get into the tax prep business, a number of private
sector firms believe that the RFI was actually the first step to do
just that. I think the resulting confusion concerning the IRS’s true
intentions has caused some turmoil in the marketplace.

Congress is now being asked to articulate a public policy to ad-
dress the perceived threat of IRS entry to the marketplace that
previously has only been occupied by the private sector. I think
that several recommendations from the ETAAC June 2000 report
can serve as guiding principles in formulating such a policy; and
I have four items I would like to mention.

First, the clear choice of public policy should be let the private
sector provide the desired capability, with the Federal government
only stepping in if the private sector is not meeting the need. Sec-
ond, for the next 2 years, do not pursue the public policy that
would require the IRS to offer no-cost e-filing over the Internet.
Third, the IRS, with the support from ETAAC, should assess the
marketplace in 2 years to evaluate whether the Internet includes
no-cost e-filing options for taxpayers and make the judgment
whether an IRS entry in the marketplace is needed. Lastly, the
IRS should be encouraged to take the appropriate steps, as I just
mentioned earlier.

In closing, I just want to make one observation. Congress has
laid ambitious goals for the IRS for e-filing—80 percent by 2007;
and these goals only can be met by partnering with the private sec-
tor. However, partnerships require a sense of trust if they are to
work; and, unfortunately, the current situation—gives little evi-
dence that the trust needed to succeed is actually present.

I am not here to assess blame to any one organization. I think
it is really a question of deciding where we go from here. That is
the real challenge, and I hope that the guiding principles that I
laid out will be effective in helping the committee reach a decision.

‘That concludes my testimony.

Mr. KoLBE. Thank you very much, Mr. Lacijan.

[The information follows:]
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Statement of Charles A. Lacijan
The Implementation Group, Sr. Technical Advisor
Chairman, Electronic Tax Administration Advisory Committee
1998-2000

Testimony Before the Treasury, Postal Service and General Government Subcommittee
of the House Appropriations Committee

Chaiman Kolbe, Ranking Member Hoyer, and Members of the Subcommittee, my name is
Chuck Lacijan, and I am the Senior Technical Advisor for The Implementation Group, a
Washington, D.C. consulting firm. Since September 1998 I have served as chairman of the
Electronic Tax Administration Advisory Committee (ETAAC). I also have prior relevant
experience as Senior Policy Advisor on the staff of the National Commission on Restructuring
the IRS, in which capacity 1 was responsible for technology and electronic filing issues.

In 1995 this committee initiated the formation of the National Commission on Restructuring the
IRS:The Commission’s final report, and the resulting IRS Restructuring and Reform Act of
1998 (RRA 98), set a new direction for the IRS in many areas, including electronic tax
administration. Title II of the Act established a Congressional policy that paperless filing should
be the preferred and most convenient means of filing Federal tax and information returns, and set

a godl for the IRS of having at least 80 percent of these returns filed electronically by the year
2007.

Electronic tax administration, and electronic filing in particular, is one of major elements of IRS
modemization. Two other critical elements include the development of a modem data engine that
creates a single source of timely and authoritative data, and modemnized post-filing applications

that eliminate dozens of stovepipe systems and take advantage of the modemized database to
deliver both customer service and compliance improvements.

Electronic filing introduces productivity savings by shifting resources away from the labor
intessive processing of paper retumns into customer service. Taxpayers benefit directly also, as
electronic filing has a much lower error rate than paper filing. In a broad sense, electronic filing
makes the entire tax administration system run far more smoothly. Electronic filers generally
prepare their tax retums using software, reducing errors. Exrors are further reduced by avoiding
error-prone manual processing by the IRS. These two types of errors exceed 20 percent for paper
retums, but are only about one percent for electronic returns. Although many of these errors are
detected and corrected by the IRS, those that go undetected place burdens on both taxpayers and

the IRS in the post-filing environment. This burden is compounded by the archaic nature of
legacy databases at the IRS.

Recognizing that the electronic filing goals established in RRA could only be achieved through
cooperation between the IRS and the private sector, RRA 98 required the IRS to create an
electronic tax administration advisory group and gave it two missions. The first mission is to
helpthe IRS meet its electronic filing goals by providing it with private sector input. The second
mission is to provide Congress with an annual report that describes the IRS’ progress in meeting
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its electronic filing goals, the status of its strategic plans, any legislative changes necessary to
assist the IRS in meeting the goals, and the effects of electronic filing on small businesses and
the self-employed.

This past year, ETAAC had 22 members representing a broad spectrum of stakeholder interests,
inchding:

tax preparers, including some who operate small businesses

tax preparation software companies serving both individual and business filers
payroll services

the financial community

big business

the academic community

state government

individual taxpayers

A list of the ETAAC members and their positions is attached to this statement. The broad base of
interests represented by these members ensured we gave thoughtful consideration to our

recommendations. The following perspectives and recommendations are based on the ETAAC's
June 2000 report to Congress.

The ETAAC sees electronic tax administration playing a critical role in a modemized IRS, and
belicves the underlying purpose of electronic tax administration is to be an enabling mechanism
that transforms the IRS into a modemn financial institution offering taxpayers world-class service.
The electronic filing goals established in RRA 98 represent one metric to evaluate IRS progress
towards achieving this transformation, but the underlying objective remains to improve service to
taxpayers by providing them with electronic means of conveniently interacting with the IRS.

In using electronic tax administration to transform itself, the IRS must overcome these critical
challenges:
1. Continuing to develop a strategic planning process to achieve goals.

2. Encouraging all professional tax preparers to become Electronic Return Originators
(EROs) and convincing them that filing and communicating with the IRS electronically is
preferable to other methods.

3. Increasing electronic filing among self-preparers.

4. Increasing electronic interactions between the IRS and businesses, including filing,
payment, and communication activities.

5. Forming strategic alliances with businesses, federal government agencies, states, and
other organizations to facilitate and promote the growth of electronic tax administration.

Ofparticular interest to this subcommittee is the role that the Intemet can have in electronic tax
administration. The Internet has changed many aspects of our culture, and the ETAAC’s vision is! -
that it can revolutionize tax administration as well. As the IRS develops more strategies for
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interacting with taxpayers electronically, the ETAAC believes that the Internet must be an
important part of those strategies.

The Internet will be a revolutionary tool for the facilitation of all tax administration activities.

. TheIR8 is in the process of enabling Internet payment and communication systems and ETAAC
is very supportive of these efforts..However, for the preparation process there is a highly - -

developed private sector activity encompassing tax preparers, accountants, software providers

and outsourcers. Filing is the outcome of the preparation process, and to some extent it is not

possible to supply filing without some aspects of preparation. This fact raises a number of issues

in regard to how involved the IRS should be in the preparation process given its role as an

auditor and reviewer of whether or not taxpayers have complied with the tax code in determining

their taxes.. In addition to the appropriateness of the IRS' role, there is also the question of

whether the IRS should provide a service that the private sector is already providing.

The ETAAC has been most interested in the use of the Internet to provide low- and no-cost Form
1049 tax preparation and e-filing options to taxpayers. The ETAAC supports this objective
because it believes it will lead to an increase in e-filing, but recognizes there are several ways to
achieve it. The IRS should carefully consider marketplace conditions in developing its plans for
achieving no-cost Internet tax preparation and e-filing.

There are several approaches the IRS could adopt to achieve no-cost Internet tax preparation and
e-filing. One approach is entering the marketplace with its own product, either by developing a
software product intemnally or acquiring it through a competitive procurement. This approach
would represent a significant change in current policy. Currently, the IRS does not provide or
approve tax preparation software and the risk for the use of these products lies with the
individual taxpayer. A more appropriate variation of this approach may be to offer an electronic
template or form that allows taxpayers that have already computed their taxes manually to
transmit their returns to the IRS electronically. This approach would try to create a distinction
between electronic filing and preparation with electronic output.

A second approach to entering the marketplace would be for the IRS to align itself with a limited
number of “authorized e-file providers™ that offer no-cost e-filing. This approach would have the
effect of limiting competition and reducing the likelihood of new competition in the marketplace.

Ultimately, this approach could have the effect of limiting competition and reducing taxpayer
choices.

These two approaches are both characterized by having the IRS enter the marketplace in some
way. A third approach is to achieve this objective through the private sector, which is the intent
of RRA 98. The ETAAC believes that the clear choice of public policy should be to let the
private sector provide the desired capability, with the federal government stepping in if the
private sector does not meet the need. The ETAAC believes it is inappropriate at this time to

pursue a public policy that would require the IRS to offer no-cost electronic filing over the
Intermet.
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Thisposition is based on the belief that the marketplace has made noticeable progress towards
achieving no-cost electronic filing over the Internet in the past two years, and additional progress
towards this goal is expected next year based on publicly announced plans. My fellow panelist,
Mr. Paul Harrison, is proof positive that competition works and the marketplace is developing
taxpayer options for low- and no-cost electronic tax preparation and filing. Would the type of

innovation shown by Mr. Harrison occur if the IRS was offering its own product for free tax
preparation and e-filing?

TheETAAC’s recommendations on the use of the Internet for electronic filing are grounded in
the belief that competition is the most effective way to provide taxpayers with the widest range
of performance and price options for tax preparation and electronic filing. Promoting the most
intease competition among private sector companies and pursuing policies that allow these
companies to reduce unnecessary costs is the best action the IRS can take in pursuit of the goal of
no-wst electronic filing for taxpayers.

TheETAAC is not advocating that the IRS should do nothing. Quite the contrary. In support of
the goal of no-cost e-filing and tax preparation over the Intemet, the ETAAC believes that the
most appropriate actions the IRS can take to provide taxpayers with a wide choice of low-cost
and no-cost tax preparation and filing options over the Internet are to continue to: 1) encourage
competition, 2) seek industry views on which barriers inhibit lower-cost to no-cost private sector
supplied options, and 3) stimulate electronic filing through its creative advertising campaign and
making electronic filing convenient to use through such improvements as the acceptance of
additional forms and the elimination of paper.

TheETAAC also recognizes that the Internet changes rapidly and business models are in
constant evolution, and even revolution. The ETAAC believes that a re-assessment of the
marketplace should be made in two years to assess whether the range of choices for electronic
filing over the Internet includes no-cost options for taxpayers. If no-cost choices do not exist, the
ETAAC believes the IRS would then be justified in evaluating, in conjunction with ETAAC,
whether an electronic template, or other approach, is an appropriate and needed tool to promote

no-cost e-filing over the Internet. The IRS and ETAAC should track progress in meeting this
objective on an annual basis. )

I would now like to discuss an issue that has arisen since the ETAAC submitted its report on
Ture 30, 2000. | am now venturing into the area of personal opinion, rather then ETAAC
consensus, as the ETAAC has not met since June 2000, and, more importantly, when the next

ETAAC meeting occurs in the fall, the two-year terms of 17 of last year’s 22 members, including
mire, will have expired.

In july 2000 the IRS issued a Request for Information (RFT), TIRNO-00-H-00007, that has
caused a great deal of confusion in the marketplace. The stated purpose of the RFI was for the
IRS to seek comments and input from the public and from private industry conceming IRS
providing free tax preparation and filing of individual tax returns over the Internet At the heart

of the issue was the following statement, taken from the President’s FY 2001 budget request, that
appeared in the RFI: :



22

"No later than tax year 2002, the IRS would be required to offer one or more options to
the public for preparing and filing individual income tax retumns over the Intemet at no
cost to the taxpayer. If the IRS offered such options through contract arrangements with
Authorized IRS e-file Providers, it would be with the assurance that the taxpayer’s tax
retum information would not be used by the Provider without the taxpayer's permission
for any purpose other than submission to the IRS."

Despite denials by the IRS in several forums that it did not intend to get into the tax preparation
businsess, a number of private sector firms believed that the RFI was the first step in doing just
that The resulting confusion concerning the IRS’ true intentions has caused turmoil in the
private sector marketplace.

Congress is now being asked to articulate a public policy to address the perceived threat of the
IRS'entry into a marketplace that previously has only been occupied by the private sector. 1
believe that several recommendations from the ETAAC June 30, 2000 report can serve as
guiding principles for Congress in formulating such a policy:

¢ the clear choice of public pelicy should be to let the private sector provide the desired
capability, with the federal government stepping in if the private sector does not meet the

need

Because the marketplace has made noticeable progress towards achieving no-cost

electronic filing, it is inappropriate at this time to pursue a public policy that would

require the IRS to offer no-cost electronic filing over the Internet.

There are appropriate actions the IRS can take to provide taxpayers with a wide choice of

low-cost and no-cost tax preparation and filing options over the Internet, such as

encourage competition, seek industry views on which barriers inhibit lower-cost to no-~

cost private sector supplied options, and stimulate electronic filing through creative

advertising and adding additional convenience features

» The IRS, with support from ETAAC, should assess the marketplace in two years to
evaluate whether the range of choices for electronic filing over the Internet includes no-

cost options for taxpayers and make a judgement whether an IRS entry in the marketplace
is needed.

In dlosing 1 would like to make an observation. The ambitious goals thé Congress has placed on
the IRS can only be met by partnering with the private sector. Partnerships require a sense of
trust if they are to work. Unfortunately, the current situation gives little evidence of having the
trust peeded to succeed. 1 don’t believe it’s productive to try to find fault or place blame on any
oneorganization. The real challenge is figuring out where we go from here. The guiding
prizciples I have enumerated will only be effective if both sides work together.

That concludes my testimony. I will be glad to answer any questions.
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ETAAC Members
1999/2000

Title

Owner, Abalos & Associates

President & CEO, Federal Liaison Services, Inc.

Chief Tax Counsel & General Auditor, Microsoft Corp.

National Advisor, Chair National Technology Committee, AARP
Professor of Accounting and Information Systems, Johnson State
College

AVP, Electronic Commerce, H&R Block Tax Services

President, T.Gilden, Inc.

President, Grimes Income Tax, Inc.

Jackson Hewitt Tax Service, franchise owner in Arkansas
President, First Data Corporation — Cash Tax Isc.

Co-owner, W. R. Kirkendall, EA

Sr. Technical Advisor, The Implementation Group

Director, Processing Services, California Franchise Tax Board
President, Tax Back, Inc.

Professor of Accounting & Taxation, Grand Valley State University
Administrator, Information Resources Management Division, South
Carolina DOR

Partner, HELJAN Associates

Director, Enterprise Technology Services, Merrill Lynch

Vice President, Wachovia Bank, N.A

VP & General Manager, Professional Products Group, Istuit, Inc.
Sr. VP of Product Planning, Ceridian Corporation/Ceridian Tax Service
President, John D. Stoller, CPA
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Mr. KoLBE. We will hear from Mr. Black.

Mr. BrAack. Mr. Chairman and members of committee, I am Ed
Black, President and CEO of Computer & Communications Indus-
try Association. I am very pleased to be here today to testify on be-
half of the high technology industry regarding the future role of the
U.S. Government in electronic commerce and specifically as it per-
tains to electronic tax services.

CCIA is an industry association representing Internet computer,
telecommunications, software and electronic commerce compames
ranging from small entrepreneunal firms to some of the largest in
the industry. OQur member companies employ well over half a mil-
lion people and generate annual revenues exceeding $300 billion.
We believe technology policy issues currently before Congress are
critical to the future health and growth of the American economy.

Although the instant question is whether the IRS should get into
the role of providing electronic tax preparation services to the pub-
lic, the real public policy question at stake is much larger and more
profound.

In 1997, President Clinton issued a report that declared, “For
electronic commerce to flourish, the private sector must lead.”

We believe it is this principled approach that has helped the U.S.
technology industry to grow dramatically to the distinct benefit to
American consumers and workers.

Other governments have heavily regulated e-commerce, man-
" aging and directing competition or offering government-sponsored
goods and services, distorting their economies and stunting their
economic growth, which brings us to the matter before the com-
mittee, the Internal Revenue Service’s offering of free electronic tax
preparation services over the Internet.

The Congressional mandate of achieving 80 percent electronic fil-
ing of individual income tax returns by the year 2007 is a worthy
goal and one the private sector enthusiastically supports. However,
the Congressional mandate for electronic filing applies only to the
filing of tax returns. Congress has not mandated or even provided
authority to the IRS to offer tax preparation services.

Private sector innovation and competition has enabled the Amer-
ican taxpayer to prepare and file their income tax returns elec-
tronically at very low cost or at no cost. The options available to
consumers are numerous, and a number of market leaders even do-
nate their Internet-based services to low- and middle-income tax-
payers at no charge.

It is difficult to understand, therefore, why the Federal govern-
ment would seek to interpose itself in this robust marketplace.
Given the success of free market competition in electronic financial
services, it is difficult to understand why the IRS would con-
template setting price controls on the products and services of this
industry or try to regulate its commercial business and revenue
models, as IRS officials have discussed doing this spring.

We believe that such regulation would be a fundamental mistake
that would actually endanger our ability to achieve the electronic
filing ohjectives that Congress has brought forth as the national
policy by impeding the development of a competitive market for
such services.
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There appears to be no identified justification, no unmet need in
the marketplace to justify IRS entry into electronic tax preparation
and to offer it to the public as a new Federal service. Our economic
system does not countenance the injection of the government into
competitive private markets in this manner. Internet-based elec-
tronic financial services are a core competency of the private sector.
Most importantly, this approach runs counter to a sound economic
and public policy, including the administration’s own position on
electronic commerce.

As my colleague has mentioned, even the IRS’s ETAAC com-
mittee, its own advisory committee, strongly recommends against
pursuing this policy.

The Office of Management and Budget’s Circular A-76 provides
a strong policy foundation for decision making in this area. That
presidential directive was formulated during the Eisenhower ad-
ministration, but it has been forcibly and effectively reissued and
formulated ever since by every President.

It says, “in the process of governing, government should not com-
pete with its citizens.” It further provides that “a commercial activ-
ity is not a governmental function.”

A number of Members of Congress have proposed an immediate,
government-wide moratorium suspending those activities that
would duplicate or compete with established private sector elec-
tronic commerce businesses. We believe this 1s a thoughtful ap-
proach that will enable Congress to determine the proper govern-
ment role in the emerging new economy.

We believe Congress and the Administration should act now to
implement this recommendation. We look forward to participating
in the policy review that lies ahead and to contributing the exper-
tise and insight of high technology to this dialogue.

In the meantime, however, we think it is vital that the sub-
committee step into the breach, uphold the Administrative Proce-
dures Act and OMB Circular A-76 by declaring the simple fact
that no authorization or appropriation exists for the IRS to under-
take its announced electronic tax preparation services project and
that further activity should cease in order to permit Congress to
perform its lawful constitutional function.

We think the assessment of every President since Eisenhower,
Kennedy, Johnson, Nixon, Ford, Carter, Reagan, Bush and Clin-
ton—was correct that it is not a proper function for the government
to do this and that a competitive enterprise system characterized
by individual freedom and initiative is the primary source of na-
tional economic strength.

1 appreciate the opportunity to appear before the committee
today, and I look forward to working with you.

[The information follows:]
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Chairman Kolbe, Members of the Sub ittee, I am Ed Black, President and CEQ of the

C & C ications Industry Association (CCIA). I am pleased to be here today to
mnfy on behalf of the high-technology industry regarding the future role of the United States
Government in electronic commerce, and specifically as it pertains to electronic tax services.

CCIA is the mdustry iati ing Internet, | icati software,

P P >

and el ce panies ranging from small, entrepreneurial finms to some of the

largest in the industry. CCIA’s member companies employ well over a half-million people and
generate annual revenues exceeding $300 billion.

We appreciate the opportunity to join you here today because we believe the technology policy
issues presently before Congress are critical to the future health and growth of the American
economy. The matter before the Subcommittee today is an excellent example. Although the
instant question is whether the IRS should get into the role of providing electronic tax preparation
services to the ing public, we believe the real public policy issue at stake is much larger
and more profound.

ln 1997 President Clinton and Vice President Gore promulgated a report entitled "A Global
Fi k for El ic C " This Presidential Directive to the heads of Executive
agencies declared that:

"Governments can have a profound effect on the growth of electronic commerce.
By their actions, they can facilitate electronic trade or inhibit it. Knowing when
to act and — at least as important — when not to act, will be crucial to the
development of electronic commerce.”

"For electronic commerce to flourish, the private sector must lead.”

» ko

"In some areas, government jnvolvement may prove necessary to facilitate
electronic commerce and protect consumers. Where governmental involvement
is necessary, its aim should be to support and enforce a predictable, consistent,
and simple legal environment for commerce.”

We believe this principled approach to electronic commerce is a significant reason why the
technology industry in the U.S. has grown so dramatically and robustly in the last severa) years,
to the distinct benefit of American consumers and workers.

Indeed, the United States has become the world’s dominant provider of Internet-based services,
including electronic financial services. Some governments have been far less enlightened in the
governance of ce and have p d a heavy-handed, regulatory role, or even sought to
manage and direct competition in the industry. Other governments have continyed to intrude into
their domestic commercial markets by offering government-sponsored goods and services, thus
distorting their economies and shmting their economic growth.

But that has not happened here in the United States. Here, our policymakers have employed a
rational, limited approach to government intervention in e-commerce that has been
extraordinarily beneficial to the performance of our economy, allowed dramatic growth in jobs,
and facilitated our global economic leadership.
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In addition to the Administration's progressive policy position on e-commerce, the President also
made an extraordinary declaration in his State of the Union Address on January 23, 1996 about
the role of government in this couniry. On that day he professed that "the era of big government
is over” in our nation. That declaration reflected the belief that government can no longer afford
to try to be all things to all people, and has learned the lesson that it does not do all things well.

Instead, in a drive to reengineer and reinvent government, Congress and the Administration set
about the task of setting realistic and achievable goals and objectives for Federal agencies,
enacted legislation to restructure and reform critical parts of our government, sought to establish
perfn- -based t models, created chief information and chief financial officers to

I discipline, and set in motion a national movement to modernize the public
sector, 1mplementmg electronic government and seeking to improve service to the citizen.

Part of this effort involved turning to voluntary ailiances with the private sector to address some
societal needs -- seeking to create public-private partoerships by which the public good can be
advanced without rigid government control or excessive intervention. Such a model emphasizes
cooperation, self-restraint, and mutual respect to facilitate government and industry working
together, collaboratively, in the public interest,

Public-private partnership holds great promise for this country if we can learn to embrace it and
utilize it effectively, but what does it really mean? It does not refer to government contracting-
out for its needs instead of building its own solutions, which is merely a make-or-buy decision in
government procurement. Public-private partnership means something altogether different.

The Progressive Policy Institute has done some seminal work in this area, and it merits our
serious consideration. In their landmark "New Economy Task Force Report: Rules of the Road”
they note that:

In the old economy, bureaucracy was how we addressed many major public
policy problems. In the New Economy, we must rely on a host of new public-
private partnerships and aliiances.

In the New Economy, boundaries of all sorts have blurred . . . . [R]ather than
acting as the sole funder and manager of bureaucratic programs, New Economy
governments need to co-invest and collaborate with other organizations -~
networks of companies, universities, non-profit community organizations,
churches, and other civic organizations -- to achieve a wide range of public
policy goals."

Compared to government, these organizations have a number of advantages.
They are usually closer to the customer and tend to have greater capacity to solve
problems because they can be more flexible, leverage additional resources, and
face bottom-line pressures to boost performance. Yet public policy has only
begun to explore the potential of bottom-up, decentralized networks assuming the
lead role in solving pressing societal problems.

The Institute built on this important work with a new study issued just this spring entitled "Digital
Government: The Next Step in Government Reengineering." That report lays out twelve
principles for implementing digital government. Of particuiar interest in the context of today's
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hearing is Principle Eleven: "Federal Efforts Should Compl Not Duplicate Private Sector
Efforts.”
The study went on to note:

In some inst: government agencies have recently pursued strategies where

good electronic government ideas have evolved into-electronic commerce
initiatives, where the Government took on a rol¢ of providing commercial
products or services to consumers in competition with the private sector.
‘Whether the subject is the [U.S. Postal Service] and glectronic bill presentment
and payment, or a state agency with electronic tax preparation services, or a
federal department wanting to commercially sell its electronic payroll services,
these forays cross the line into Electronic Commerce.

LA

[D]igital government efforts should be focused on those innovations and
initiatives which are necessary to fimdamentally improve service to the citizen in
inherently governmental functions, and to provide significantly better access to
public information resources. Public funds, whether appropriated by Congress or
generated through systems such as the Postal Rate Base, should not be used as
venture capital to launch governmental agencies into competition with the private
sector. There are too many necessary functions of Government which are either
going unfulfilled or are being poorly performed in outmoded ways, to be able to
justify in an era of limited budgets spending taxpayer dollars on activities which
fundamentally change the role of government in our economy.

House Majority Leader Dick Armey has stated similar concerns regarding the government's
entanglement in e-commerce:

Unfortunately, as the industry matures and the competitive stakes get higher, it
can be easy to lose sight of the principles of freedom that have led to such
success. Government solutions can be a tempting alternative to a competitive
marketplace, but as they say, 'if you lie down with dogs you may wake up with
fleas.' So far the industry has achieved its great success primarily because
government has not been involved.

Which brings us to the specific case with which the Appropriations Committee has been
grappling: the proposal for the Interna] Revenue Service to offer one or more free electronic tax
preparation services over the Internet to American consumers.

The congressional mandate of achieving 80% electronic filing of individual income tax returns by
the year 2007 is a worthy goal, and one the private sector enthusiastically supports. The private
sector invented and developed electronic tax preparation, and is annually transmitting millions of
tax returns electronically to the government. The volume of these transmissions is growing
dramatically every year. However, we must be clear that the congressional mandate for
electronic filing applies only to the filing of tax returns -- Congress has not mandated or even
provided authority for the IRS to offer tax preparation services.
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]
The marketplace today, through private-sector innovation and competition, has made it possible
for the American taxpayer to prepare and file el ically their i tax returns at very low
cost or at no cost. The opti ilable to are robust, and a number of market leaders
even donate their Internet-based services to low- and middle-income taxpayers at no charge.

In this environment it is difficult to understand why the Federal government would be seeking to
interpose itself in this marketplace in order to offer electronic tax preparation and filing options
directly to consumers. And more than that, given the success of free market competition in this
industry, it is difficult to understand why the IRS would contemplate setting price controls on the
products and services of this industry, and regulate the ial Internet busi and

models for these electronic financial services, as was discussed by IRS officials this spring

These ideas seem to be reestablishing Big Government all over again as the preferred method of
any pressing public policy matter. It almost appears as if the Federal government is saying to us
that if we are going to achieve the goal of 80% electronic filing, the government is just going to
have to go and do it itself, as well as expand into the offering of tax preparation services. We
believe that would be a fundamental mistake and would actually endanger our ability to achieve
the electronic filing objectives the Congress set forth as national policy by impeding the

develop of the competitive market for such services.

There appears to be no identified justification -- no unmet need in the marketplace -- to validate
any proposal to absorb electronic tax preparation as a service to be offered to the public under the
auspices of the Federal povernment. While that strategy may have allure to some, it is fraught
with many serious and insurmountable flaws. In addition, our economic system does not
countenance the interjection of the government into competitive private markets in this manner --
Internet-based electronic fi ial services are a core competency of the private sector.

In March of 1998 the IRS announced that it would be developing and launching its own products
and services for electronic tax preparation. That announcement was highly controversial at the
time, and the plan did not proceed. However, in the two and one-half years since then, the plan
has reemerged in a number of new forms.

In January of this year, language appeared in the President's Fiscal Year 2001 Budget directing
the IRS "to provide taxpayers with [] one or more no cost options for preparing and filing .
individual income tax returns over the Internet beginning no later than tax year 2002."

In February the agency d plans for a competitive procurement of these services. In
May, when he was asked whether the government would enter the market for tax preparation
services with their own product if industry didn't respond as hoped, the Assistant Commissioner
for Electronic Tax Administration declared that the agency "hope(s) it doesn't come to that."
Likewise, in May, Assistant Commissioner Barr publicly pronounced an objective of lowering
national pricing for electronic tax preparation services to "zero", and that the agency was
carefully reviewing the Internet business models of the industry to determine "what revenue
model makes sense.” While other statements by the agency have disavowed such intentions,
these are very troubl to those of us in the private sector.

We believe American consumers would not be well served by the government seeking to
manipulate markets and establish for itself a role as a purveyor of commercial goods and services
to the public, or as an FCC-style regulator of electronic financial services. These are not the core
missions and objectives of the Internal Revenue Service, either in its original charter or even in its
revised form under the 1998 Restructure and Reform Act.
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Most importantly, in the context of good government, such an approach runs counter to sound
economic and public policy, including the Administration's own position on electronic commerce.

It does not serve the taxpayer well for the government to neglect the changes and innovations
necessary to make electronic government a reality, and instead to focus on trying either to
duplicate the services the private sector is already offering, or to try to manage competition,
revise business models, and run the industry.

Similarly, the intentions of the IRS procurement strategy, as described in multiple news
interviews, is to use possible changes to the existing Use of Tax Data rules, and how they might
be applied in the firure, as an incentive to get private companies to drop their product prices to
government-set price levels. The fact that such an idea would even be seriously contemplated
underscores how anxious some in the IRS have been to make a role for the agency in this
electronic commerce marketplace. But the fact that the IRS would use a procurement vehicle as
the preferred methodology for changing the application of these regulations is completely
inappropriate.

The President's 1997 e-commerce policy directive to agency heads required that old paper-era
regulations be updated and modemized to facilitate electronic commerce. We wholeheartedly
support that presidential mandate, and believe the IRS should comply with it. The 30-year-old
Use of Data regulations do require updating, but the Administrative Procedure Act is clear about
the lawful methods and procedures for conducting a public rulemaking that would respect the
interests and rights of the citizens of this country.

In terms of the broader issue we are addressing at this hearing, we believe there is clearly a better
way to advance the public interest than the path that has been followed in this matter to date. The
innovative thinking of political scientists, economists, and experts in public administration have
concluded that public-private partnership can provide the opportunity to advance significantly our
public interest goals without government control and intervention. Even the IRS' own Federal
advisory committee, the Electronic Tax Administration Advisory Committee (ETAAC), has
strongly recommended against the IRS pursuing its Geclared strategy in this area in its recent
Annual Report to Congress.

What is truly unfortunate about the strategy the agency appears to be pursuing is the degree to
which it has dismissed the extensive private-sector efforts to bring these important services within
the reach of all Americans, regardless of means. Vohmtary Digital Divide initiatives of the
private sector have already made commercial electronic tax preparation and filing services
available to lower income Americans for free. These public service initiatives have existed for
several years, and have demonstrated dramatic year-to-year growth in usage. Citizens do not
need a computer or software, or a credit card, to take advantage of these Digital Divide initiatives.
Instead, lower-income taxpayers can go to any public Internet access location, go online, and
prepare and file their tax returns at no charge. These public service offerings are also provided
without expenditure of public fimds, in the form of either government budget or staff resources.
We believe these types of voluntary public-private Partnership initiatives should be encouraged,
not supplanted, by the IRS.

If no other policy direction or guidance has been adequate for the IRS to formulate its planning
on these matters, Office of Management and Budget Circular A-76 ought to have provided the
strong policy foundation with which to make the right determination. That presidential directive,
formulated by the Eisenhower Administration and renewed by every President since, clearly

67-864 00-2
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states: "In the process of governing, Government should not compete with its citizens.” Circular
A-76 further provides that a "commercial activity" is not a "governmental function.”

This presidential directive, in place for half a century, would seem to remove any lingering
uncertainty about our national policy. However, as some agencies have pointed out in the face of
scrutiny, a presidential directive like Circular A-76 is not "legally enforceable." That simple fact
leads us to the conclusion that further action by Congress and the Executive Branch is necessary.

Congress needs the time to deliberate the complex issues presented in this very significant policy
disp A ber of Members of Congress have proposed an i diate gover wide
moratorium, suspending those government activities that would duplicate or compete with
established private sector electronic commerce services. This thoughtful approach would enable
the exercise of congressional oversight to determine the right law and policy for the United States
going forward, and what the proper role should be for our government in the emerging New
Economy. We believe Congress and the Administration should act now to implement this
recommendation.

To assist in the necessary analysis and review of the issues surrounding this debate, CCIA has
commissioned an independent economic policy study, to be released later this month, which will
review the implications for our economy, and for public policy, of this developing trend. As part
of this analysis, nationally récognized economists will propose guidelines for helping to
determine when government should intervene and insert itself in these circumstances, and when
sound economics and prudent policy di gover L1 i

We look forward to participating in the policy review that lies ahead, and to contributing the
expertise of the high-technology industry to this dialogue. In the meentime, however, it is vital
that this Subcommittee step into the breach, and uphold the Administrative Procedures Act and
OMB Circular A-76, by declaring the simple fact that no authorization or appropriation exists for
the IRS to undertake its announced electronic tax preparation services project, and that further
activity must cease in order to permit Congress to perform its lawful constitutional function.
Instituting such a moratorium will permit both the Congress and Executive Branch to make
measured, thoughtful determinations about what policy best serves the American taxpayer and the
American economy.

In that assessmeﬁt, we believe Presidents Eisenhower, Kennedy, Johnson, Nixon, F ofd, Carter,
Reagan, Bush, and Clinton were correct when they declared in OMB Circular A-76 that:

"The competitive enterprise system, characterized by individual freedom and initiative, is
the primary source of national economic strength."

CCIA appreciates the opportunity to appear before the Sub ittee, and we app your
interest in and attention to this extremely important matter. I would ask the Chairman if I might
be permitted to submit for the record several informational documents.
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Mr. BLACK. I do have some relevant documents that I would like
to submit for inclusion in the record, if I could.

Mr. KoLBE. Those documents will be placed in the record at this
point—at the point of your testimony, Mr. Black. Thank you very
much. We will get those from you.

Mr. Harrison.

Mr. HARRISON. Thank you, Mr. Chairman. My name is Paul Har-
rison, and I am the founder, CEQO and President of
FreeTaxPrep.com. FreeTaxPrep is a venture capital-backed com-
pany which was founded in December of 1999, and starting with
the 2000 tax season we will be offering free tax preparation and
free electronic filing over the Internet.

I would like to assure everyone here that the management of this
company is both experienced and very serious about this initiative.
The management alone has over 60 years of experience in the tax
technology software and electronic filing business.

We also understand how critical preparing and assisting people
with the preparation of their taxes is, and we take that responsi-
bility very seriously in the way we approach this industry.

In responding to the IRS’ 80 percent initiative, I think there are
some things that we all need to understand when we look at how
difficult it is going to be to achieve that goal. First and foremost,
tax software and electronic filing have been around for 15 years.
I have been involved with tax software from the consumer side
since 1990.

To date, only 20 percent of the people who prepare their own re-
turns use tax software, and only 10 percent file their returns elec-
tronically. That leaves 55 million individuals who prepare their
own returns who do not file electronically. Getting those people to
file electronically is going to be very large hurdle to achieve by the
year 2007.

We believe there are three impediments to achieving that goal
that need to be overcome. The first one is awareness. We applaud
the IRS for the advertising campaigns that they are undertaking.
We applaud the fact that there have been budget dollars allocated
toward creating awareness with consumers regarding e-filing. But
we are concerned that that is not the most effective way to drive
consumer usage of products and services that allow them to file
their returns electronically.

The research that we have done with consumers, reveals that
consumers hear the ads for e-filing, but they don’t know what it is
and they don’t know how to do it. So we feel what is required is
a much more directed campaign, which tells consumers what are
the options you can use to file your returns electronically. This ap-
proach would be much less expensive than the current method,
which is very expensive, for creating a brand for e-filing.

The second impediment to the 80 percent goal is access. Not ev-
eryone has access to a computer. Not everybody has access to com-
puters with modems. I believe there is good news there. All of the
recent research shows that the highest area of growth in both com-
puter usage and in Internet usage, is in the middle- to lower-mid-
dle-income demographic. That is the demographic that is currently
least involved with electronically filing their tax returns from a
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self-preparation standpoint. So there will be access. Access is mov-
ing very quickly into those segments.

The last impediment to the 80 percent goal is price. This is a
very, very serious impediment to achieving this goal.

We are a consumer products company, and as a consumer prod-
ucts company, we always look at things from the viewpoint of our
customer, the consumer.

Filing your taxes is not a discretionary event; it is something
that you have to do. Most people do not view it as an enjoyable
event; it is a chore. When people are being requested to file their
returns electronically, their first question is, what is in it for me.
What people see at this point in time is that electronic filing bene-
fits the IRS, it makes the IRS’ handling of paperwork easier; and
there is no benefit to the consumer, because they don’t understand
that electronic filing is easier, and they have to pay for it.

Let me give you a very similar example. Prior to forming
FreeTaxPrep.com, I spent the last five years implementing online
banking systems for the largest banks in North America. When we
started doing this work for banks like Bank of America, and
serveral others, the banks—wanted more customers doing banking
online. We did research with consumers, and consumers said “You
are nuts; we are not going to go online and pay you for the privi-
lege to make your life easier and to allow it to be less costly for
you to process a transaction.” Citibank finally jumped the hurdle
and said, It is free.

Guess what? In a 6-month period of time, Citibank added more
customers for online banking than the whole industry combined.
Every other bank got in line and followed, and they are all happy
they did it, because it broke the logjam and created millions and
millions of consumers who are on online banking now.

The challenge that we are facing here is very similar. If we don’t
provide a free option for consumers, there are going to be some peo-
ple who are willing to pay, there are going to be people who want
a more branded type of solution. But for the masses, it is going to
have to be free to achieve this 80 percent.

We are very committed to this model, and we will succeed in this
model. And we will succeed upholding the highest standards of se-
curity and privacy for the consumer.

I can assure this committee that we have no intention of using
any consumer data without total approval of the consumers. We
will always ask consumers to opt in to letting us use their data.
We will not try to trick them by having the box checked on the
screen. We will always ask them to opt in.

We will give full disclosure to consumers. We will never sell the
data, we will never rent the data, and we will not solicit these cus-
tomers without their approval for products and services. We want
to be the poster child of how you can do this and how you can do
it right without compromising the goodness of the consumer and
the privacy of the consumer.

We do believe the IRS can help companies like us succeed. We
would like to see the IRS have advertising campaigns that are a
little more focused on the solutions in the industry.

We brought to the IRS earlier this year a very extensive mar-
keting plan on how we felt they could help us. That marketing plan
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did not include one budget dollar that the IRS would have to ex-
pend to help us in our efforts. Quite honestly, we are disappointed
that we have not received any response to those recommendations.
We think we understand why that is, but to date there hasn’t been
a lot of progress and we have essentially taken some different
courses with our marketing efforts.

The whole issue of resisting the entry to a market of companies
like ourselves is really based on a simple fact. In 1998, tax prepa-
ration software for our citizens was an oligopoly. There were two
companies providing that service. In 1993, I was on the wrong end
of the Justice Department blocking a merger of those two tax com-
panies, and it was still in oligopoly in 1994.

In the year 2000, tax preparation software is an oligopoly. There
are economic interests that the two companies that control this
market have right now to prevent free tax preparation from being
successful. We have been very disturbed that there have been arti-
cles in some of the major newspapers throughout the country try-
ing to strike fear in the hearts of consumers that free is bad, sug-
gesting that if someone is offering free tax preparation, they are
going to misuse your data.

There have been articles written that the IRS is going to sell the
consumer data in return for its free tax preparation. We don’t be-
lieve that, we don’t advocate that and that doesn’t need to happen
for this to be successful. We plan on proving that in our efforts in
the industry.

The biggest risk here is that these efforts to try to taint free tax
preparation on the Internet are going to slow down the process. We

-believe this is what has caused the IRS to be unresponsive to our
request for marketing programs and working with them. And quite
honestly, companies like ourselves are dependent upon raising
money 1n the venture capital community, and they ask us the ques-
tion, does the IRS support what you are doing.

We would like to see some more support from the IRS.

In closing, I can assure you, we will adhere to the highest stand-
ards possible. We will be good partners of the government, we will
be good partners of our customers, and we will be good partners
of the IRS. We want to make this work. We are committed to mak-
ing it work. And we will provide the taxpayers of this country a se-
cure private online solution which is free for both preparing their
taxes and electronically filing them.

And I thank you for the opportunity of speaking today.

[The statement of Mr. Harrison follows:]
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Mr. KoLBE. Thank you very much. I think the testimony of all
of you has been very helpful.

Could I get the three of you to kind of roll your chairs to the side
so we can get the Commissioner up here. There we go.

Now, if we could just get everybody to slide down a little bit, we
will get the Commissioner up there at the table. Everybody, thank

ou.

I think this is very useful information for us to have, and it
raises some real questions. I am not on the authorizing committee,
of course, which crafted this language about electronic filing; and
so maybe among all of you, you can help me understand this a lit-
tle bit. It is important for us and the Appropriations Committee be-
cause we have the responsibility to be sure the IRS is doing its job
of implementing congressional intent. '

On the one hand, we have the idea of the goal of the 80 percent
filing. We have the idea of providing free filing on the Internet, free
filing through the IRS. On the other hand, although that may be—
although Mr. Harrison has told us it is not to some, it might sound
like this is inconsistent in the marketplace—how do you do some-
thing free? I think I know the answer that Mr. Harrison would give
to us.

So let me begin by asking the Commissioner whether you believe
it is possible to have free filing to the IRS and have it done through
the private sector?

Mr. RossoTTI. I think it is possible because it is being done now.
Even last year there were some offers—as I think Mr. Black noted,
there are some companies that offer free filing to people that file
certain kinds of returns, usually lower-income returns, and those
are potentially fairly significant.

In addition to that, there is at least one company that 1 am
aware of, maybe others, that offer either no-cost or low-cost filing
through the Internet; and Mr. Harrison has noted that he is going
to be offering some services.

So I think the market is developing much as ETAAC noted, and
I think, contrary to what you may have heard, the IRS is simply
trying to foster that trend. I mean, the act itself simply says that
we are supposed to—I think words are “reduce barriers,” “provide
incentives” and “provide for robust competition.” Those are the
three pieces in the act.

We have not used any financial incentives which were author-
ized, because the industry told us they would rather have us work
on reducing barriers rather than do that—although that possibility
could exist. But we have asked, through the RFI. And again we
may have unintentionally caused some confusion here, but the pur-
pose of the RFI was to solicit—gee, it would seem 1 didn’t know
“on” from “off.”.

hMr. KoLBE. That is one of those computers that handles all of
those.

Mr. ROSSOTTI. But really our intent was simply to solicit from
the industry and our representatives of the industry here what
ideas they had as to what we could do to basically try to support
this trend, which is already happening to some degree, but we
would like to support it as much as possible. And, you know, we
don’t know really all the possibilities that exist out there.
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I mean, the Internet especially is a fast-changing market. We
don’t know all the business models that people have. So we would
like to get as much input as we can from the industry and use that
to see if there are some things that we could do.

Mr. KOLBE. Does the idea of making it possible for people to do
free electronic filing mean that the IRS needs to provide a software
program to make that happen?

Mr. RossorTI. I don’t believe that that is true. I really—having
been a part of the software business myself, and now having been
in the IRS, I think we have enough to do with developing software
for the things that we have to do internally, that it is not good
sense for us to get—that is not necessary.

But I think you know the access that we should support or:

Mr. KOLBE. So you believe you can meet the terms of the act
without actually getting into the software business?

Mr. RossoTTL 1 believe that we can. I mean, I obviously won’t
know everything we can do, but I think that there is enough going
on in the industry that if we do what the act says—press for com-
petition, provide incentives—we need to find out more from the in-
dustry, what kind of support they need.

Mr. Harrison said he would like to get more support from us, you
know, in some form. I am not sure exactly what that means, but
we would like to find out from companies like his what it is that
they would want. We have links on our Web site for example.
Maybe we could do more links on our Web site to refer people to
companies that offer these services.

Mr. KOLBE. Let me turn now, if I might, to the industry people
here and ask them the response to that question. I take it, the con-
cern you have, or at least what we heard certainly from Mr. Black
as a concern, is that you are not at all sure that the IRS really does
intend to meet the requirement of the reform act without devel-
oping its own software.

Would that be a fair recapitulation of your statement?

Mr. BLACK. Partly, Mr. Chairman, yes. The IRS can get into the
marketplace by them actually writing their own software or by try-
ing to pick winners and losers by perhaps identifying one firm, and
making an exclusive contract. So they could do it through a con-
tract.

Mr. KoLBE. Do you see that happening? What is your—are you
concerned that this is a potential problem, or is this something that
you see some——

Mr. BLACK. There have been a number of statements made by
IRS officials, ETA officials, that have indicated that was the intent.
There was an indication during deliberations on authorizing legis-
lation, in fact, to obtain certain authority that moved in this direc-
tion. I think the Commissioner has made a very articulate state-
ment about not wanting to move in this direction, but I am not at
all sure that that is universally shared within all parts of the agen-
¢y, and we constantly sense that there is such a desire.

I should also add that while we fully support the goal of elec-
tronic filing at 80 percent, we do not think there is any national
mandate to move towards zero-cost, free filing. If the private mar- -
ket can get there—and it is clearly moving to lower costs, and peo-
ple that provide these services have great public services in pro-
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viding low- and middle-income taxpayers that opportunity—we
think that is great. If the market moves there, so be it.

Mr. KOLBE. You do not think—let me just see if I understand.

You do not think there is a mandate. Is that a goal, though, a
pulz’lic policy goal that we should be moving towards, of no-cost fil-
ng?

Mr. BLACK. I don’t think that there has been such a goal estab-
lished by either Congress or the executive branch. If that is a goal
that we should perhaps consider pursuing, then, the policy process
of the U.S. Government ought to make that decision. But that has
not been a decision that has been made, so far as we can tell, by
any statutory authority, nor any presidential directive. So we think
that, if this is a public policy decision people want to make, we will
d?;)ate it. We think the arguments are yet to be made on both
sides.

Mr. KOLBE. If I am filing, not electronically, if I can figure out
all the forms and get them filled out myself on paper, the cost of
filing is the stamps to mail it. So it can be done free other than
the postage cost.

Mr. BLACK. The cost of filing entails tremendous man hours,
huge cost. That is what software, through logarithms, in essence
replaces. There is a huge cost to the private sector in technological
development research to, in fact, create it and an ongoing need to
update those logarithms to do the tax preparation. So there is a
savings

Mr. KOLBE. There is a savings in time. There is no question that
time is dollars, time is money. But in actual cash outlay, you are
saying there is a difference.

Commissioner, do you see that as accurate, that there is no man-
date in the legislation to move to

Mr. RossotrTi. No, I don’t think there is a mandate in the legisla-
tion to reduce the cost of filing to zero. I think the mandate in the
legislation or the goal in the legislation is to find a way to get to
80 percent, and we are supposed to do that by three means. One
is—you know, again I go back to “reduce barriers,” “provide incen-
tives” and “press for robust competition.” I think that is what we
should do.

That is a perfectly reasonable set of guidelines. It also provides
a process for us to consult with ETAAC, which has been designated
to be set up under the legislation. And we have been consulting
with ETAAC. I think their advice in the June 30th report is pretty
wise advice; I certainly accept that advice.

I think the idea of the RFI we put out was an attempt, although
there might have been confusion about this, to simply solicit indus-
try views about how we could do what it is, who is to press for ro-
bust competition and support the industry in the direction it seems
already to be moving, which is to provide more services at less cost.

I think, as I said in my prepared testimony, that based on what
I have heard—and I think Mr. Harrison’s research showed this—
that there are a number of barriers that stand in the way of get-
ting beyond the level we are at now. Not all of them are costs, but
one of them is cost.

We do certainly hear from taxpayers that they—some taxpayers
are concerned about the fact that they have to pay a fee to elec-
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tronically file their tax return, and if they can use a stamp not to—
whether that is rational on their part, based upon how much time
they would save or not, it nevertheless is certainly something that
we believe is a view held by some taxpayers.

Mr. KoLBE. Mr. Black.

Mr. BLACK. Mr. Chairman, I think what is lost here is there has
been a recent request for 1nformat10n that is, in essence, a procure-
ment to provide this service.

Mr. RossorTTI. It is simply a request for information.

Mr. KOLBE. There seems to be some dispute about this.

Mr. RossOTTI. In our information, it is just a request for people
to provide views. There is no procurement involved. There is no
specific proposal. There is no more contemplated. All we have
asked is for people to give us views and answers to some questions.

I am afraid I have to correct that. That is not an accurate state-
ment.

Mr. KoLBE. Mr. Black, I would be interested in hearing your
thoughts about that. A request for information is very different
from an RFP, which is a request for a proposal which is a specific
contractual obligation at that time IRS intends to enter into upon
completion of that. Is that not correct?

Mr. BLACK. It is not an RFP, that is correct. But as we view it,
in essence what it really is doing is requesting that kind of connec-
tion to the private sector and asking for private-sector participa-
tion; and we see that what can go on here is in essence picking
somebody in the private sector to be the arm of the IRS in pro-
viding this service.

Actually, that is what we think is happening.

Mr. KoLBE. I take it your real concern at this point, as I hear—
what I heard in your testimony—what you have said again, Mr.
Black, is the idea of the IRS picking and choosing winners here;
is that it?

Mr. BLACK. That has certainly been part of it.

If I may make reference to the cover letter of the RFI itself, it
does say that “the IRS plans to issue a subsequent solicitation for
the purposes of identifying organizations who are willing to offer
free tax preparation, and electronic filing via the Internet.” It says
“this RFI is for planning purposes only. Responses to this RFI are
not offers and cannot be accepted by the Government to form a
binding contract,” but they do plan a general solicitation. It is the
first step in a procurement process.

It is not an RFP itself, but it appears to be a step in the procure-
ment process.

Mr. KoLBE. Well, I don’t want to get into the “he said, you said,”
but let me ask the Commissioner to respond to that statement.

Then I will ask Mr. Price for some questions.

Then I want to go to some other areas and involve the other peo-
ple here.

Commissioner, that statement about subsequently seeking
proposals

Mr. RossoTTl. I think what we intend to do is look at the re-
sponses we have gotten. By the way, we have gotten about 150 re-
sponses so far. So therefore we presume there are a lot of different
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views as to what could be done and what should be done, and until

we look at that, we are not going to have—

err. KOLBE. Where are these coming from? Are these coming
om——

Mr. RossoTTI. Industry.

Mr. KOLBE. From Internet as well as software and——

Mr. RossorTi. There is a wide variety of people that have re-
sponded. I am afraid that—you know, it is possible that we contrib-
uted to the confusion, but I think I should make it clear that there
isn’t anybody in the IRS that is going to do anything, to put it very
bluntly, that I don’t agree they should do, because that is why I
am the Commissioner.

I have stated on the record here to the committee that we are
not doing a procurement, so if there is someone that has told Mr.
Black that we are doing a procurement, let me know who it is, be-
cause that is not going to happen, Mr. Black.

Mr. KOLBE. Once again, we are going to get interrupted. I am
going to see how far we have to go before we go.

This is the vote on the continuing resolution.

Mr. Price, I will ask you for some questions.

Mr. PrICE [presiding]. Thank you, Mr. Chairman. Let me echo
mﬁ thanks to the entire panel, both panels for your testimony here
today.

I would like to concentrate on the Commissioner’s testimony
mainly, although I do want to say, Mr. Harrison, I am intrigued
by what you say and that—what you said and some other services
that I have learned about are the pretexts for the question I would
like to pose to the Commissioner.

The Commissioner has said more than once that the hurdle to
be surmounted, cost to the taxpayer, is a significant barrier to the
80 percent goal we all want to reach. This morning, actually, I re-
viewed a tax return and it was not a return from a particularly
low-income taxpayer, a tax return that was filed electronically for
free this year via H.D. Vest Online, and I have a little information
about this service.

This—I don’t mean to single out this company particularly; I am
interested in how typical this is, or how feasible this is to become
more widespread.

H.D. Vest—this article from E-Commerce Tax News by David
Harristy, June 25th of this year, says H.D. Vest has a plan to pro-
vide free tax return preparation services. Services include both
Federal and State individual income tax returns, as well as free
electronic filing. According to the company, from January 28th to
April 17th, there were more than 1.5 million unique visitors to the
H.D. Vest site; of these, more than 260,000 prepared and e-filed
their 1999 income tax returns free of charge.

How does this work? Where is the profit in this? Well, the article
goes on that when an individual comes to the H.D. Vest site for
free tax return preparation, the site provides information on other
services that are available from local affiliates. The hope is that
users of free services will eventually become buyers of premium
services.

Now, I assume that there is already evidence, pretty convincing.
evidence, that free filing via the Internet is possible, is feasible, is
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electronically workable. Is this something the IRS, Mr. Commis-
sioner, is in any way encouraging? Are there aspects of it that you
are concerned about? Is this, in fact, the wave of the future?

Mr. RossorTi. Well, I think it is certainly something that we are
observing carefully. I think it points to the fact that the industry
is responding with new and creative options as to how we can im-
prove the services that are available.

Mr. Harrison noted that he is starting up a company. I think
what we simply are trying to do, notwithstanding maybe some of
the confusion that we may have caused inadvertently, is to simply
support these—you know, these trends which seem to be moving in
the right direction.

There may well be things that we can do in the way of sup-
porting or encouraging or advertising or marketing or working with
companies that are offering services that are going in the direction
that I think we all want, which is to offer more services at less cost
to the taxpayer.

Mr. PricE. There are other hurdles to taxpayer acceptance, some
of which you have referred to—data security, personal privacy, the
prospect of being put on some kind of e-mail mailing list—and then
tﬁe f)roblems this could pose, I suppose, for dispute resolution down
the line.

You, of course, have testified very strongly that confidentiality of
taxpayer data must be assured under all circumstances. Do these
online services pose particular challenges in that regard? Has the
IRS’s role in overseeing these services and working with these pro-
viders in offering greater assurance to taxpayers that their data is
secure, their privacy is protected?

Mr. RossoTTI. I think that our role is actually spelled out in the
statute or in the regulations. There is a specific regulation, known
as Regulation 7216, which actually deals with tax people who are
tax preparers. And although the Internet is new, it has been deter-
mined that companies who offer tax preparation software over the
Internet are considered tax preparers, and they are governed by
this particular regulation. And it really spells out pretty concretely,
with some very strict limitations as to the privacy of taxpayer data,
the confidentiality of taxpayer data, including the issue of use, or
reuse, of any information on the return.

So what our goal is, or our—I guess our need is to make sure
that we administer that regulation, get questions as they come up,
if there are new issues that haven't been considered before; and try
to get industry input or industry questions about any new ques-
tions that might come up.

But fundamentally the standard is set by law. It is our job to ad-
minister that and to provide any new answers that might be com-
ing up as a result of the new technology.

I think more broadly, you know, protection of confidential tax in-
formation, that is one of the most fundamental aspects of the whole
tax administration system. There are many, many things, you
know, that the IRS would like to do with technology which we are
being very cautious about simply because of the paramount need
to protect the security and confidentiality of taxpayer data. We
have no interest and no authority to relinquish or in any way
weaken that standard.
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So our role is to administer the standards that exist in the pro-
tection of taxpayer data. Clearly, there could be some novel issues
that come up as the result of new technology which, with the help
of our counsel, we have to react to. But the policy, I think, is quite
clear and it is set by law. :

Mr. PrRICE. And you seem to have little doubt that the IRS’s prop-
er role can be clearly delineated.

You have some interest—I think, some responsibility—to pro-
mote and encourage the provision of these services, to consult with
those providing the services, to make certain that it is meeting
your specifications, to make certain that there are consumer protec-
tions involved. .

You are satisfied that there is not a problematic gray area there,
where the agency might go into a more overtly promotional mode?

Mr. Rossorti. Well, I think that there is not a gray area in the
sense that the IRS should be getting into, or would intend to get
into, the business. I think that would be very unwise, either by
contract or in any form.

I think, though, where it comes into the question, to provide in-
centives and promote robust competition there is certainly a ques-
tion and there may be differences of view as to how we should do
that. I mean, ETAAC said we should continue to press for competi-
tion; the law says we should press for robust competition, and it
also says we could provide incentives, working with companies to
do cooperative advertising perhaps. ‘

We don’t know what the requests are, or the ideas are, that the
industry has come up with in response to our RFI.

So there isn’t any question about the protection of taxpayer data.
That is set by law and it is of paramount value and importance in
the tax system. I don’t think, at least from my point of view, there
18 any gray area in terms of the IRS either by—in any form, really,
getting into the tax preparation or tax—even the tax filing busi-
ness.

I think where you get into the question is, what does it mean,
you know, and what are the appropriate things to do when it says
“provide incentives” and “press for robust competition.” That is
what we are trying to find out. The purpose of the RFI was really
to find out what views we might receive from the industry about
how we could proceed there. And there could be disagreements
about that.

But I think that is really the question: what should we be doing
to provide incentives and press for robust competition?

Mr. PrICE. 1 appreciate that answer. It does seem to me that the
industry complains notwithstanding the fact that the industry is
going to depend on the IRS to promote electronic filing if they are
to succeed, and that this should not be an adversarial situation.

Mr. RossOrTI. I don’t think it should be. I think, for the most
part, our interests coincide. That doesn’t mean there couldn’t be,
you know, disagreements about some specific item.

It is also the case, though, that the law provided, I think, an in-
teresting process. It said where there is any disagreement, we
should consult through ETAAC, which is what we would intend to
do. So, I mean, before we could do anything of any significance—
there would not be anything that we could do on our own—we
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would consult with ETAAC as the designated advisory group to

work with us on any initiatives that we might take.

N MI‘; PrICE. Thank you. We have a vote on. What is our process
ere?

Mr. HOYER. We are going to recess pretty soon.

Following up, I understand this question wasn’t asked. I am
sorry that I wasn’t here for all the testimony, but I am going to
read all the testimony. I was on the House floor discussing the next
continuing resolution bill.

There is some concern expressed by the fact that the IRS would
align itself with certain e-authorized vendors. Do you have any
plans to align yourself with any vendors?

Mr. RossOTTI. We have no plans. Well, we have all the electronic
return originators, about 77,000; we are not aligned with any one
of them.

I think that—you know, the question that may come up as we
receive input to this RFI is, what proposals do people have to work
with us in a cooperative way. We certainly would not be authorized
through this RFI process to pick, you know, one company or a
small set of companies or any subgroup of companies. But the ques-
tion that we are asking for is what are their ideas about how we
. could effectively work with them—you know, whichever ones are
interested in working with us—and before we would be able to do
anything on that, we would certainly consult with ETAAC. That is
what is described by the statute.

Mr. HOYER. Thank you, Mr. Commissioner, and gentlemen. The
chairman is going to be back. I can’t come back because I have a
3:30 meeting, which will obviously be pushed back. But the chair-
man indicated he would be back. So we will recess the hearing
until the chairman returns. Thank you.

[Recess.]

Mr. KoLBE. The subcommittee will resume. I apologize. That was
the last interruption for the day, so at least we don’t have to do
this again. I apologize—all of you, I suspect, have testified before—
or certainly been around hearings here enough to know how votes
tend to interrupt these hearings. But sorry that this has happened.

l$Let me go back to a couple of other things that I wanted to talk
about.

First, Commissioner Rossotti, the plans you are talking about for
reducing the barriers, the things that you need to do to enhance
the electronic filing, to what extent is this dependent on your mod-
ernization plans, your technology modernization plans; and I might
add, your reorganization perhaps?

Mr. ROSSOTTL. Well, I think that, as with all the things, you
know, Mr. Chairman, we tried to segment things we can do imme-
diately from things that will take longer.

The immediate things

Mr. KoLBE. I think your button is off.

Mr. RossoTTI. The immediate things that we are doing over the
next filing season and the following filing season are largely being
done by upgrading the existing legacy systems, because that is the
only way we can get those done in that period of time; and those
are well under way.
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However, some of the longer-term things are dependent entirely

on the technology modernization and, in particular, to be able to
convert our ability to do business with taxpayers and practitioners
beyond just filing; in other words, to be able to do other kinds of
transactions—to do the whole tax administration process, to pro-
vide them access to taxpayer accounts, to do electronic messages—
those things are entirely dependent on our technology moderniza-
tion. :
And, in fact, the request that, you know, we have been working
with your committee on for the 2002 release has steps in that di-
rection. So that would allow; for example, electronic originators to
communicate with us in a secure way over the Internet for such
things as applying for applications and eventually exchanging ac-
count data.

So those things are very important, and they will fit into the
overall process of creating a greater incentive for people to do busi-
ness with us electronically.

But the immediate steps that I specifically mentioned of elimi-
nating the need for the paper form and extending the filing option
to all the forms and schedules, those are more tactical initiatives
that we need to get done right away through our existing legacy
systems.

Mr. KoLBE. By the way, your mentioning the additional forms
raises just one thing in your testimony I just wanted to ask—this
is kind of an aside. You said with that it would then be possible
for 99.1 percent of people who file electronically. What is the nine-
tenths—what is the 1 percent that gets left out?

Mr. RossOTTI. There are some, honestly—we have lots of little
schedules that are used by people in very limited circumstances.

Mr. KOLBE. So there are some of the forms that will not be—

Mr. ROSSOTTI. Just a few things. I don’t frankly know what is
limited; I don’t think it is technical. I think there are some legal
requirements, but effectively they affect a very small number of
people. We consider that will be as close as we need to get.

Mr. KOLBE. One of your modernizations is the Security and Tech-
nology Infrastructure Release, as it is called, STIR, which provides
the security infrastructure foundation necessary for conducting the
business functions, such as electronic services. Would you comment
on the GAO conclusion that this project needs to go through a rig-
orous assessment of security threats and vulnerabilities?

Mr. RossSOTTI. We agree with that. It does need to and it will be-
cause that is the sort of core infrastructure project that will provide
appropriate security mechanisms for essentially all of our tech-
nology modernization. So it is literally the critical component in
terms of security. And we will—through a rigorous security assess-
ment, we have a number of resources available to us to do that.
One of them is our own internal security office, which we built up
considerably; the other one is MITRE Corporation that has a great
deal of expertise.

We will be using all the resources, as well as that of the prime
contractor; to assess the threats and issues that will arise. That
will be an ongoing process. We will be doing that as part of the de-
velopment process, but also as we move through it and we learn
more about threats that might exist.
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So we concur with that recommendation, and we intend to pur-
sue that vigorously.

Mr. KoLBE. Okay. Let me turn back to some of the testimony
that we heard from the other panel.

Mr. Harrison spoke about the concerns that have been expressed -
on 1tl:he privacy issue. I think some of the others alluded to that, as
well.

Commissioner, you did too.

Let me just ask this question as a kind of a—in terms of being
provocative, not necessarily expressing my view of it, but just to
take an extreme position, what difference should the privacy issue
make before the information gets to the IRS?

If I want to go out with some private company—with Mr. Har-
rison’s company or somebody else—sell it, let him use it, if I know
that he is using it, if he wants to tell me that that is my business,
or my problem, perhaps, but until it gets to you, until it is trans-
mitted through the Internet or electronically to you, what concer
do you have about that? '

Mr. RossotTI. Well, I think that is definitely a broad policy issue
that has been probably thrashed out over the years. But in that
policy-making process which is incorporated in, you know, Section
7216, which is the part of the regulation that regulates tax pre-
parers—this is way before there was an Internet; this deals with
tax preparation business—I think the policy decision was made—
and this is long before I was here—that in this sense, the people
that prepare tax returns are part of the tax administration process
and that there are some protections that need to be established for
the taxpayer as to how their data would be used or not used. And
those policy decisions were incorporated in—you know, and they
have been long-standing policy decisions that have been in place in
business for a considerable period of time.

And I think—you know, it is interesting that those were made
before. You know, I think in recent years the issue of privacy has
become a greater public concern, or at least it has been expressed
more vocally; and yet, you know, even prior to this time, there was
a reasonably strict regulation—actually quite strict regulations
that were established to protect taxpayer data even while it was
in the hands of people who prepare the data.

In a sense, the tax preparation industry is, I guess, viewed in
that sense as part of the broader tax system. And certainly we view
it that way. We view tax preparers as very important partners; the
tax system wouldn’t work without them. But there is a balancing
act there that has been established in the form of this policy. As
I see it, our role at the IRS is simply to administer that policy the
best way we can. And certainly if there are those issues that arise
b}tlacause of technology, we would have to try to find answers to
those.

So the policy is pretty well established.

Mr. KOLBE. So the policy is that tax preparers are guided by cer-
tain requirements of protecting the privacy even though they are
in the private sector and that is before the information is trans-
mitted to you.

So, Mr. Harrison—now, the others can comment on this as well—
did you agree with that? And if you do, it is pretty obvious how a
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tax preparer that does it not electronically, or even electronically
now, and I walk into their office—just use a name—an H&R Block,
when I walk into their office, it is pretty obvious how they get their
compensation; they charge me a fee for preparing my return.

You are talking about a system where you don’t do that, where
it could be done free, which means that you have got to get your
financial reward in some other fashion. How do you do that and
protect the privacy at the same time?

Mr. HARRISON. Well, first off, we agree with the assessment that
the Commissioner has stated regarding the privacy provisions. I
would say that there is a question—while we plan fully on fol-
lowing those, there is a question as to—it is wrong for us to say,
It is our data; and I think it is wrong for the IRS to say, it is their
data, because in the end it is the individual’s own data and we
must not to lose sight of that.

However, in our business model, we really are focused on the fact
that there are $146 billion of tax refunds that are issued each year.
And the consumer is very concerned with convenience and very mo-
tivated by convenience. We want to make it convenient for the con-
sumer to put those refunds to their intended use whether that is
putting them in touch with a merchant where they can buy a prod-
uct from that merchant, whether it is putting those funds into an
investment account of some type, whether it is getting a loan
against those funds. Whatever it may be, that is how we are fo-
cused on our business model.

We do not need to use taxpayer’s individual data to do that. We
are not going to be looking at how much money they make. We are
not going to be looking at what type of deductions they have, how
many children they have, anything of that nature.

I would say that if there is one thing I would request that the
IRS look at, it is the use of electronic signatures. The regulations
are currently written to require an actual written signature, as-
suming that people are in tax preparation offices. That does not
work in the electronic world.

The IRS has made great strides in allowing taxpayers to file
paperless returns. I think the next thing they need to be able to
do is to allow the individual to use that code that they create elec-
tronically to allow companies like ourselves to use that data for
other means.

Mr. KoLBE. I don’t want to lose the thread of what I was talking
about here about—according to your testimony, you are well on the
way to solving that problem; are you not?

Mr. RossorTI. I think what Mr. Harrison is saying, we are well
on the way to solving it with respect to the things that have been
of most concern in the past, up to now, which is having taxpayers
file their return electronically and having to send in a separate
piece of paper with a signature. That problem is going to be
stopped as soon as this current season.

Mr. KOLBE. So they will not have to send in a separate piece?

Mr. RossoTTI. They will not have to for the purpose of filing
their return.

But what I think Mr. Harrison might be referring to—correct me
if I am wrong—is what would be required for a taxpayer to give
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a firm permission to, for example, market some other service or use
their name in some other way.

Mr. KoLBE. Directly to the individual? '

Mr. RossorTl. In other words, the taxpayer under the rules—the
tax preparer is not allowed to use the taxpayer’s information in any
way, shape or form to market without their permission, without a
physical signature——

Mr. KOoLBE. Oh, without a physical signature.

Mr. ROsSsSOTTI [continuing]. For that purpose.

Mr. KoLBE. Okay. And, Mr. Harrison, you are saying that that
is the area where the signature issue has to be addressed?

This is in the rules governing tax preparers, I gather.

Mr. HARRISON. Yes. We believe that is the main thing that needs
to be addressed.

We believe there are ways over the Internet of ensuring that it
is a legitimate signature. We would sign up for all of the audit pro-
visions where people come in and audit, that we are actually re-
ceiving these signatures, before we use the data; but clearly that
hurdle does have to be overcome.

Mr. KoLBE. So this is the kind of signature you would get at the
time somebody comes in or comes through the Internet, contacts
you to do their return, you prepare the return and file it. You
would get it, and that is the way basically you get the compensa-
tion for your company; once you have that signature on file, you
can then market the information not about their tax return, but
only about making available information about how they could use
their refund; is that right?

Mr. HARRISON. Right. We have ways now, we have a revenue
model that is not totally dependent on that signature. There are
things we can do within the rules that do not require that signa-
ture. However, not being able to get that signature electronically
is actually going to force misuse of that data.

Earlier there was a reference to H.D. Vest. They wanted to use
the personal data to help people do financial planning and to turn
them over to a real-person financial planner. Because of these reg-
ulations, what they did—and we don’t approve of what they did,
but what they did was, they had a taxpayer go to their site and
they said, We would like to collect your personal financial informa-
tion; and they did that up front in the context of a financial plan-
ner.

Then they said, by the way, we will use that data to fill out your
tax return. So they somewhat sidestepped that regulation by col-
lecting the data first and doing the tax return second.

We don’t think that should have to be the case. We just feel
the1i<:,1 needs to be a way to facilitate a signature in the electronic
world,

Mr. KOLBE. The business you are doing seems to be posing some
very interesting questions. And I have no objections to it; I think
it is very good for the consumer. But it is interesting, I would not—
if I were XYZ Investment Company, Brokerage House, I would not
be able to go to the IRS today and say, hey, I would like to buy
a list of everybody that is getting a refund, just so I could do a
mailing to them. I don’t want any other information about their re-
turn; I just want a list of everybody who is getting a refund, but
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I would like to contact them about a way in which they could put
that money to good use here.

Mr. HARRISON. That clearly is not our intent. What we will do
at the end of a tax return is tell the taxpayer that there are var-
ious things you can do with this refund. If you would like, you can
get a check from the IRS. If you would like, we have a relationship
with X Brokerage Company; we can electronically deliver that
money directly to an investment account.

But consumers will always be given the option of what they want
done. We will not supply the names in that context.

Mr. KOLBE. Mr. Lacijan, you spoke a couple times in your testi-
mony about the problem of trust. And I wonder if you would talk
about that a little bit, in what you see as the relationship between
the electronic tax preparation industry and the Internal Revenue
Service.

Is trust an ongoing problem that we haven’t solved or figured out
yet, or how are we doing in that regard?

Mr. LACIJAN. Just a little side comment first: If the IRS could
sell the names of everybody getting a refund, the need for future
appropriations would go way down.

I think the discussion at the table has confirmed my testimony
that the RFI has caused some confusion in the marketplace, and
we are not quite up at the partnership level yet. Certainly, I think
there are things we need to work together on to overcome that. I
think there needs to be very open communication on both sides of
the issue from IRS to industry and industry back to IRS. ETAAC
certainly is one way to do that.

There are industry groups that exist in addition to ETAAC. But
clearly industry dislikes uncertainty. You can’t expect someone to
invest millions of dollars in a concept for a product and then find
out 6 months after that the IRS is going to offer the same product
for nothing. So there clearly needs to be a sense of openness in
terms of what IRS is planning to do and what they expect the pri-
vate sector to do.

Mr. KoLBE. Is the IRS making good use of ETAAC, of the Elec-
tronic Tax Administration Advisory Committee? How do you feel
the relationship between, if not the whole industry and IRS, be-
tween at least your advisory committee and the IRS has been?

Mr. LACWIAN. I think among some of the members the issuance
of the RFT after we made our report caused some concern that their
advice, the advice we gave in the June 2000 report, wasn’t being
followed; that they would have expected that IRS would not have
issued the RFI in light of the recommendations in the ETAAC re-
porfi not to pursue a public policy to have IRS offer its own e-filing
product.

This was in the belief that the RFI was leading to the IRS offer-
ing its own product. So I think that is part of the confusion of
which I spoke.

Mr. KoLBE. Commissioner, I gather you would say this is a mis-
understanding?

Mr. RossorTI. I have acknowledged—first of all, I believe that—
as I have tried to do very diligently, I think, with almost all of our
stakeholders, all of our stakeholders, I do believe there is an impor-
tant relationship in trust and open communication.
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Every once in a while, I have to concede, it breaks down for
whatever reason; then we have to repair it.

But with respect to this RFI, there has been a
miscommunication. It was not our intent, you know, to do anything
other than solicit industry views about how we could promote the
objective of reducing the cost and making electronic tax prepara-
tion more available over the Internet. It is not, I think, anything
more than that. .

There are certainly things some people probably said that could
be interpreted that way. My purpose—one of my purposes here
today was to try to clarify that and to make it clear that was not
the intent.

I think that we do have to acknowledge that while we have to
have a good relationship and an open relationship, that there are
different views within the industry. I think we have heard some of
them here today. And there is a question, I think when you were
just coming back, that Mr. Hoyer asked me: Is there a gray area?

I don’t think there is a gray area about what the IRS’ role is in
terms of providing services, because I don’t believe that we should
provide tax preparation services or tax software.

I think where the question might arise is with respect to the part
of the law that says we should provide incentives and encourage,
quote, “robust competition”; you know, what it means, what that
means exactly, is open to some interpretation. And I think that we
do have a commitment to work with ETAAC to get their input and
their advice that, I think, has been very good in the past. I don’t
see anything in their June 30 report that I don’t agree with. As a
matter of fact, they indicated, in two years they might reconsider
and get into some sort of a product. I think that could happen.

But that is a thing that they propose. I would be very skeptical
of even that, because I don’t really see that that kind of an ap-
proach. I think that would be getting the IRS further even than I
would want to see us get into.

So I do believe that there is a need to, every once in a while, im-
prove communication where it breaks down. I think there might
have been some confusion that we created here. But, you know, one
of the advantages of this hearing is that it helps to clear that up.

Mr. KOLBE. If we can do at least that I would appreciate that.
Yes, Mr. Lacijan.

Mr. LACIJAN. As a the follow-up, I think in the three years that
Commissioner Rossotti has been commissioner external stake-
holders would give him very high marks for outreach.

Mr. BLAaCK. Mr. Chairman, first, I would like very much to asso-
ciate myself with the comments of Mr. Lacijan. I think it is impor-
tant we remove the cloud. We want the trust. We very much want
to work in partnership with the IRS. Right now, we do have this
cloud of uncertainty hanging over us, and while you were gone we
talked about how the language——

Mr. KOLBE. Excuse me for interrupting. But do you see that
cloud as being created by this RFI?

Mr. Brack. Tremendously so. There were statements made by
IRS officials which were reported in the press that basically used
the terms RFI and RFP interchangeably over the course of a whole
industry conference. In addition to that, with the President’s budg-
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et submission, the fact sheet of the IRS itself for this year’s budget
said, “the IRS could implement this option by issuing a Request for
Proposal to the industry requesting vendors to submit proposals
that would meet these requirements.” So there are out on the
record indications that indicate there is some intent of the IRS to
move this way.

But the Commissioner made some very useful, strong statements
today; and if we can take some of that, in essence, as a pledge they
are not moving in that direction and if, frankly, the committee
would adopt the ETAAC recommendation to signal in its language
accompanying Treasury-Postal appropriations that there should be
a two-year moratorium on the IRS moving into this area, that
would remove the cloud.

We would say that it is not going to happen. They will have been
told it will not happen. There is a moratorium,

Now let’s sit down together and work and really make electronic
filing, make e-government work well and smoothly for the taxpayer
and not worry about this issue, whether they will compete directly
or indirectly with the private sector. I think you would provide a
great service by clarifying that, removing for everybody that issue
from the table.

Mr. KoLBE. I want to follow up. It looked like, Commissioner,
you wanted to make a response.

Mr. RossoTTI. No.

Mr. KOLBE. Let me ask the three people from the private sector,
if this happens and if we can remove these doubts or uncertainties
here, do you think the market is much greater even then what we
have seen today? The Commissioner said 150 responses to the RFI
so far. I think some of you have indicated there was low industry
response to the RFI.

Mr. ROssOTTI. At the time I think of the original date it may
have been too tight a date, and we didn’t get that many. We just
extended that a little bit, and we got a lot more responses.

Mr. KOLBE. So you are getting a lot more responses. Do you
think this field—we haven’t even touched the field yet in terms of
the amount of competition that is possible out there in the market-
place. Mr. Lacijan.

Mr. Lacijan. I think that is true. Let me give you one example.
I don’t know of anything specific in the works, but in my much
younger days I can remember when banks gave away free toasters
for signing up an account. The new economy version of that would
be for a bank that is offering online banking saying, if you bank
with us, As a competitive edge, we will allow you to access a tax
prep product for nothing and facilitate technology just as part of
our normal service. That is kind of a normal model that could eas-
ily be just around the corner. That is one example of how the mar-
ketplace might react to provide more e-filing for nothing.

Mr. BLACK. Mr. Chairman, if I could, a robust private sector is
I think what we have, what we all say we want, and I think it is
important to remember when we talk about competition with the
IRS 1 think we interpret the language of promoting robust competi-
tion slightly differently. Because in our mind that means let the
dynamic of the marketplace work, and if the marketplace’s dy-



60

namic is really working well you will have competition, you will
have innovation. That is what really does it.

What hurts the marketplace is an attempt to artificially jump in
and interfere with it, and that is where there may be some worry
that, in an attempt to help it, you can have collateral damage in
the different dynamic in the marketplace. We see lots of exam-
ples—it’s not just taxes. It is a whole package of financial services
offered on the Internet electronically, many other companies who
don’t care about the IRS. But, in fact, we see a lot of different peo-
ple, lots of people packaging different kinds of services in a wide
range of ways. But people will not be anxious to create and inves-
tors will not be anxious to invest in companies if they think they
will be competing against a branch of the U.S. Government. That
stifles the dynamic marketplace, not helps it.

Mr. KoLBE. Thank you.

Mr. Harrison.

Mr. HARRISON. I would just question the assertion that there is
dynamic competition that exists today.

Mr. BLACK. You are it.

Mr. HARRISON. As I previously stated, for 12 years there has only
been two companies that have survived in this sector. I know of at
least three companies that entered the online tax preparation busi-
ness last year that will not be coming back this year because of
how difficult it is to survive. I would say the biggest cost associated
with this business is acquiring the customers.

Mr. KOLBE. I am sorry. Is what?

Mr. HARRISON. Acquiring the customers. And the IRS can play
a significant role in helping us acquire the customer while they are
achieving their goal of the 80 percent electronic filing. That is
" where we really believe the effort has to be in helping people in the
industry succeed, and that is going to require the IRS be proactive
and not just sitting on the sidelines and watching people come into
this industry and fail because they can’t provide an economic model
that works.

Mr. KoLBE. Why is it that difficult to acquire customers? I mean,
unlike some other things, we know that every April 15 or some-
where between January and April every single one of us who is out
there working is going to file a return. It should be a nice market
base to work from.

Mr. HARRISON. Well, we live in this industry, and it is amazing,
until you do consumer research, you don’t realize how little people
know about what we do every day. But if you get a focus group to-
gether and you sit down and talk to people, most people don’t even
know that financial software exists for doing their taxes, and it has
been around for 15 years, let alone do they know that there is an
option of electronically filing it. And surely they don’t know there
is an option for doing that for free.

So there is an awareness capability here, and the IRS has the
credibility and ability of creating that awareness very quickly be-
cause they touch every one of those 125 million homes that has to
file a tax return. I can guarantee you that a mailing from the IRS
explaining this to consumers will get a lot more attention than a
mailing from freetaxprep.com.

Mr. KOLBE. Let me turn to Commissioner Rossotti.
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Commissioner, what do you see as the IRS role in terms of edu-
1c;lal.t:ing your filing public about the options that are available to

em?

Mr. RossoOTTI. I think this is really the essence of it. Because, as
I see it, I don’t see any value or benefit to us either by directly or
by contract actually offering these services. On the other hand, I
do see a value potentially. We need to get people’s ideas of how this
should be best done, of letting them know what the options are and
helping to educate them, perhaps through our Web site, perhaps
through our marketing program. That is what we really were ask-
ing for, as I see it, through this RFI: What can we do?

1 would categorize that under the category of providing incen-
tives and pressing for robust competition. I would not think that
just standing by is consistent with the mandate we have that says
to press for robust competition. We could do that, and we could just
stay and say we’ll see what happens. I think the ETAAC report
said we should—part of the recommendation was that we should
promote competition, which is the same thing that the law says.

There might be some disagreements about what that consists of.
People could say that interfering with the private sector, if we do
anything, to even let people know that there are options out
there—and I don’t think I would go that far. I think that wouldn’t
be consistent with our mandate.

That is a long way of us getting into the business of either pro-
viding software directly or through contracts. That is why I have
no hesitation in saying that is not our intent. There is potentially,
I would say, some disagreement that could arise about what it
would mean for us to take any initiative based on whatever input
we got from the industry to actively inform the public or let them
know what the options are that they would have to get better serv-
ices at lower costs.

Mr. KOLBE. So you do see marketing the options as one of your
functions, one of your roles.

Mr. ROSSOTTI. I could see that would be one of our roles. I think
that is what it says we are supposed to do. We already do that
now, but in a very, very general way. I think Mr. Harrison said
maybe there is some more targeted or concrete way. We are not the
experts on figuring out how to market products or how to let the
p}lllblic know. We are interested in getting the industry’s views on
that.

Mr. KOLBE. Mr. Black.

Mr. BLACK. We think there is a lot of benefit in making more
people aware of the benefits of electronic filing, and I think the
very fact than Mr. Harrison stated that there is such a large num-
ber of people who don’t avail themselves of this service is a great
indication that there are great market opportunities for companies
to market to that. But I do think we have to be careful how we will
support going out educating consumers. It is important that the
government—again, there is a winner-and-loser issue-—not do it in
a way that is not balanced and fair and evenhanded.

If all of sudden they say we are going to highlight a couple of
companies over other companies or a certain kind of service over
another service, we can get into very dangerous territory. But, yes,
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I think as long as it is truly, evenly balanced I think there is a
great role in promoting the benefits of electronic filing.

Mr. KoLBE. Final question—at least I think this is my final one.
Mr. Harrison, you spoke about the need for doing something about
changing the rules, regulations with regard to the signature that
allows you to be able to have access to the market information,
from a marketing standpoint, the information that you have about
tax, the tax preparation and the filing that you are doing. I would
like all of you to comment on whether or not there are other areas
where—and the Commissioner as well—where we need to make
changes in either the rules or regulations or in the law to make
this work better than it is right now. In other words, what can you
tell us that we should be looking at here in Congress to make sure
that we are moving towards a world of electronic tax filing that we
are not now doing?

Mr. HARRISON. The only other thing I would add—and I would
say it is a gray area right now—but it is very difficult especially
to build a business plan for a new company when there is this gray
area that you are trying to work around. We don’t think there is
a huge amount of advertising revenue associated with this busi-
ness, but there is some. Right now, it is not even clear if you can
run an advertisement on a Web site that does tax preparation.
That is no different than telling someone that has an H&R Block
office that the person next door to them can’t have an advertise-
ment outside because someone will walk past it to get to the tax
store. We are a store, a virtual store but we are a store. And not
being able to have advertisements that are not driven by the con-
sumer data—not just general purpose advertisements—not being
able to have that on your site——

Mr. KOLBE. You are not talking about advertising about your
business. You are talking about other kinds.

Mr. HARRISON. Other kinds—third-party advertising—for exam-
ple an advertisement on our site that shows someone doing a tax
return and drinking Coke instead of Pepsi.

Mr. KoLBE. The regulations now prohibit that or you are not
sure?

Mr. HARRISON. It is a gray area.

Mr. RossorTi. This is what I meant before. I think the regula-
tions are out there. We certainly have the obligation to enforce
those and administer those. There are some new questions as to ex-
actly how to interpret them in the light of Internet that we prob-
ably need to work on.

Again, we need to get some questions from the industry. This is
another point. Any conclusions that the IRS would come to with
the help of counsel would in all cases, as is required by law, be
public inclusions that we would put out in the appropriate forum,
not in the forum of any particular company, giving advice to any
particular company. They would be public statements that would
answer questions for everybody to know what the answers were.
That is the way the process works.

Mr. KoLBE. Mr. Black or Mr. Lacijan, anything we are missing
here that we should be looking at from either a regulation or law
change?
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Mr. BLAcKk. Mr. Chairman, I think it is an excellent question.
And to follow up on the Commissioner’s comments, we think that
updating rule 7216 is exactly what we have been advocating, that
in fact the IRS should conduct a public rule making process to up-
date and modernize the rule to deal with the e-commerce era. Pub-
lic rulemaking would permit full public comment, sunshine, and let
consumers’ rights really be aired. We need to modernize the rule.
It needs to be done in a way consistent with the President’s e-com-
merce policy directive for all agencies, and that is what we have
been asking for. We think that is the way to go. Not requests for
information and quasi procurements, but let’s go through a formal,
public, sunshine rulemaking.

Mr. KOLBE. Mr. Lacijan.

Mr., Lacian. To avoid repeating what some of the other panel
has said, let me take it to an entirely different area.

The ETAAC strongly endorsed the President’s proposal for a $10
tax credit. Now that has some expense associated with it, but clear-
ly, in terms of public policy, we are talking in terms of potential
tax cuts in the billions and almost a trillion dollars. This would
cost about half a billion a year. But, in essence, the repeat rate
among e-filers is very high. The satisfaction rate as measured by
public surveys of e-files compared to other files is also in the 70s,
compared to around 50 percent. It would build up a tremendous de-
mand for e-filing that would allow practitioners to build up infra-
structure, and I think it would have a tremendous impact on mak-
ing the whole tax administration system run far more smoothly by
getting all this information in electronically, In the end, I think ac-
. tually it would be worth the expense of the half a billion doliars
it would cost.

Mr. KoLBE. That leads to an—I said final question, but it leads
to an interesting thought, Commissioner. Have you done any cost-
benefit studies of this to say for every 1 percent additional elec-
tronic filing what the IRS can save, what taxpayers can save? Do
we know?

Mr. RossorTi. What taxpayers can save, no, we have not done
that, but what we can save, yes.

Mr. KOLBE. I am sorry. When I said taxpayers I meant through
the IRS, not individually.

Mr. RossorTi. In terms of direct cost, we have estimated what
that would be on a per-term basis. There is short-term cost savings
for every return next year, just in terms of the labor. But then
there is a bigger cost saving if we get to the point where we have
a sufficient volume that we can consolidate some of our activities.
So we do have that information, and it is attractive. It is one of
the things we are counting on to be able to deliver all of the serv-
ices that taxpayers want within the limits of the appropriations be-
cause we know there is going to be limited appropriations and so
we have to make technological improvements. So that is one of the
things we are counting on to be able to deliver over the next years.

Of course, it happens year by year. It does not happen all at
once. It happens as we gradually convert people from paper to elec-
tronic.

_ Mr. KoLBE. So the $10 tax credit really ends up being a cost sav-
ings.

67-864 00-3
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Mr. RossorTl. You aren’t going to save $10 per return. I think
the $10 tax credit was intended for a limited period of time. I think
it was for five years. I characterized it lightly as kind of an intro-
ductory offer. As Mr. Lacijan said, once they do it electronically
they will probably not go back to paper. I think the thought was
to get people into the electronic system with this incentive for the
$10 to offset whatever transitional costs they have might have; and
then once they got on, and especially if the cost to the taxpayer
after that were to come down, then it would make it attractive for
them to stay. So I don’t think it was intended as one for one.

Clearly, we are not going to save $10 directly in internal appro-
priations, but I think that would be a one-time kind of a thing for
Just a few years to get people into it. Then once you got them
there—but I really think the problem is getting them. Once they
get there, and assuming the cost to them is reasonable, they are
probably not going to go back to filing on paper.

Mr. KOLBE. Mr. Lacijan.

Mr. LACIJAN. What the Commissioner said is very true. But the
real cost savings might not just be the few dollars per return that
the IRS saves. It has been well publicized that the error rate for
paper return is about 20 percent and for electronic returns is 1 per-
cent. So some of those 20 percent of the errors that paper returns
introduce that don’t get caught filter into notices downstream, and
a lot of man hours get spent resolving notices and people going to
practitioners. So the real cost savings, which probably are undocu-
mented, are downstream after filing occurs.

Mr. KOLBE. Gentlemen, thank you. Is there anything I haven’t
asked that I should have asked? Is there anything you would like
to say in closing that I have not given you an opportunity to say?

If not, I would like to thank all of you. I think this has been, for
me, extraordinarily enlightening. I hope this has been one of those
hearings where we actually contributed something in a tangible
way to maybe clearing the air a bit between the industry and the
IRg, and I hope we have helped to stimulate the communications.
I want to thank all of you again for coming and participating today.

Mr. BLACK. We appreciate your leadership. Thank you.

Mr. KOLBE. The subcommittee stands in recess.
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QUESTIONS FOR THE RECORD SUBMITTED BY
CONGRESSWOMAN ANNE NORTHUP
TREASURY/POSTAL SUBCOMMITTEE

Hearing on the Electronic Tax Administration
October 3, 2000

Internal Revenue Service

Question 1: You have stated that the IRS has no plans to provide or offer electronic
tax preparation services to the public. However, in the IRS language in the FY01
Budget, and in your own procurement announcement earlier this year, the agency
specifically states that its objective is to "provide" free electronic tax preparation and
filing services to the public and to "offer” one or more such options to consumers by no
later than 2002. Since those words are from the agency's own official documents, is it
your testimony that the agency's meaning has changed, or that those words
mischaracterized the agency's intent from the outset?

Answer: The IRS does not intend to offer Internet preparation or filing services itself in
any form, nor do we plan to contract with a limited number of private companies to
provide these services indirectly. In fact, the IRS is planning to work closely with the
private sector to find ways to achieve the free electronic filing objective. In particular,
we will consult extensively with the Electronic Tax Administration Advisory Committee
(ETAAC) on any policies we may be considering before we implement them.

It is also important to note that we have not begun any sort of procurement. We used
the Request for Information process to solicit and obtain information -- to ask industry
for suggestions on how the private sector might offer low-cost or free tax preparation
and electronic filing over the Internet. This action was consistent with the provisions of
the IRS Restructuring and Reform Act of 1998 (RRA 98) concerning promotion of
robust competition in the industry and the potential use of incentives to make e-filing
more attractive and to reduce the cost to taxpayers.

Question 2: You have stated that the agency "plans” no further action after this RFI
procurement process you have just conducted. However, the RFI document itself tells
the public that:

The IRS plans to issue a subsequent solicitation for purposes of identifying
organizations who are willing to offer free tax preparation and electronic filing via
the Internet in exchange for some combination of monetary or non-monetary
consideration.

Should we interpret your comments today to mean that the IRS previously had plans to
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go further, but that you have abandoned those plans and now will take no further action
on this?

Answer: Our plan was and is to solicit input from the industry on this matter and then,
based on those comments and in careful coordination with ETAAC, consider
appropriate next steps. In fact, we are currently analyzing the responses we received
from the RFI and intend to share that analysis with the ETAAC at its December meeting
and make it public after that. Any action we take based upon the responses to the RFi
will be designed to encourage and facilitate the availability of electronic filing options
and ensure that all taxpayers have access to electronic filing options.

Question 3: The Congress has received a letter today from a large nhumber of current

“and former members of the Electronic Tax Administration Advisory Committee. That
letter states that they repeatedly advised the Electronic Tax Administration not to
pursue their E-Commerce agenda, but that they were ignored as the ETA went ahead
with their procurement anyway. Why do you believe the ETA ignored this advice and
do you feel the advisory committee should continue to exist or be dissolved?

Answer: The ETAAC, which was established by RRA 98, plays a vital role in Electronic
Tax Administration and should be continued. We have every intention of acting in
concert with ETAAC as we seek ways to reduce barriers to electronic filing. We take
ETAAC's advice very seriously. In fact, Commissioner Rossotti quoted from its June
30, 2000 Annual Report to Congress as evidence of the sound guidance that the
Committee gave the IRS on this matter:

“In support of the goal of no-cost e-filing and tax preparation over the Internet,
the ETAAC believes that the most appropriate actions the IRS can take to
provide taxpayers with a wide choice of low-cost and no-cost tax preparation and
filing options over the Intemet are to continue to 1) encourage competition, 2)
seek industry views on which barriers inhibit lower-cost to no-cost private sector
supplied options, and 3) stimulate electronic filing through its creative advertising
campaign and make electronic filing convenient to use through such
improvements as the acceptance of additional forms and the elimination of
paper.

“The ETAAC also recognizes that the Internet changes rapidly and business
models are in constant evolution and even revolution. The ETAAC believes that
a re-assessment of the marketplace should be made in two years to assess
whether the range of choices for electronic filing over the Internet includes no-
cost options for taxpayers. If no-cost choices do not exist, the ETAAC believes
that the IRS would then be justified in evaluating, in conjunction with the ETAAC,
whether an electronic template, or other approach, is an appropriate and needed
tool to promote no-cost e-filing over the Internet...."

2



67

Consisting of representatives from various groups including, tax practitioners and
preparers, transmitters of electronic returns, tax software developers, small and large
businesses, employers and payroll service providers, individual taxpayers, state
govemments, and financial industry members, the ETAAC provides valuable and
continuing input on the development and implementation of IRS' strategic plan for
Electronic Tax Administration. We will continue to work closely with ETAAC in the
coming years.

It is also important to point out that the IRS is seeking information, not conducting a
procurement. The IRS issued an RFI to solicit industry opinions on how the private
sector might offer low-cost or free-tax preparation and filing over the Internet. This was
not the first step in a procurement process. It was an effort to get the best information
possible to enable us to develop productive ways of reducing barriers to electronic filing
and promote robust competition as required by RRA 98.
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QUESTIONS FOR THE RECORD SUBMITTED BY
CONGRESSWOMAN JO ANN EMERSON
TREASURY/POSTAL SUBCOMMITTEE ) -
Hearing on the Electronic Tax Administration
October 3, 2000

Internal Revenue Service

Question 1: If at least four private companies now provide or will provide in 2000 free
online tax preparation and free e-filing of some or all 1040 forms, why is there any need
for additional government-sponsored services? How many providers of free services
are needed for "robust" private-sector competition?

Answer: “Robust private-sector competition” cannot be defined solely in terms of the
numbers of providers. The IRS believes that it also invoives additional factors such as:

s taxpayer segments that are served and the choices available to these various
segments;

o access to the service, or in other words, a taxpayer’s ability to take advantage of the
service;
quality of the service;
relative size of the competitors within the market; and
trends in the marketplace.

It is also important to note that the IRS has no preconceptions about whether additional
government sponsored services are needed. That is why we plan to work closely with
the ETAAC to develop any policy recommendations in this area.

Question 2: Does OMB Circular A-76 offer any useful guidance in defining those
services which are appropriate for government and those which are appropriate for the
private sector? s there a principled way to draw such lines?

Answer: OMB Circular A-76 and associated implementing instructions give general
guidance to agencies in determining which specific activities are commercial (and can
be contracted out) or governmental (and cannot be contracted out). There is no
specific guidance directly bearing on the subject of tax preparation software or
electronic filing. Agencies have the authority to determine which activities are
"inherently governmental." A principled way to make such a decision requires careful
judgment on the applicability of OMB's general rules to the IRS’ specific activity.

Question 3: A recent poll by the Council on Excellence in Government reported by the
Washington Post (9/29/00) found that 66% of 1,003 adults were “extremely concerned"
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about hackers breaking into government computers and 55% were "very concerned”
about government employees misusing personal information. Given a recent GAO
study that found privacy deficiencies in government web sites, what assurances can
you provide that a government web site for online tax return filing won't be a risk?

Answer: The privacy of taxpayers is of utmost importance to the IRS. We are devoting
considerable resources to evaluate security and privacy concerns in every aspect of
electronic tax administration and to ensure that taxpayer information receives the
highest levels of protection. It is also important to note that the IRS does not plan to
offer individual tax preparation or filing services over the Internet in any form. In
addition, the current IRS web site, the "Digital Daily,” does not contain confidential
taxpayer information. That being said, the IRS is committed to developing systems and
processes that comply with stringent government security standards to adequately
protect the confidentiality of taxpayer data. At this point in time, however, the
confidentiality of information transmitted over the Internet cannot be guaranteed, which
the IRS informs its visitors through its web site privacy notice. The privacy notice also
advises web site visitors that the IRS will not use the Internet to transmit personal
information such as account-related or refund information. To provide confidential
information over the Internet in its current state would place such information at risk and
therefore the IRS will not do so.

Question 4: If the IRS sponsors online filing, do you believe that will lead to
comparative advertising in which a bare-bones government program is contrasted with
a value-added private sector product, and in which IRS difficulties in reliably answering
the phone, protecting taxpayer privacy, and being on the side of the taxpayer will all be
called into question? Would such comparisons hurt the IRS' image that you've worked
. so hard to repair?

Answer: Because we do not intend to compete with the private sector, it is very
unlikely that comparative advertising of this nature will occur. Working with ETAAC, we
intend to follow the provisions of RRA 98 concerning promotion of robust competition in
industry and the potential use of incentives to make e-filing more attractive and to
reduce the cost to the taxpayer.



70

QUESTIONS FOR THE RECORD SUBMITTED BY
CONGRESSMAN STENY H. HOYER
TREASURY/POSTAL SUBCOMMITTEE
Hearing on the Electronic Tax Administration
October 3, 2000

Internal Revenue Service

Question 1: What message, if any, is the IRS getting from taxpayers or members of
Congress who represent constituents who e-file or want to e-file? Specifically, are there
complaints about the cost?

Answer: Taxpayers are concerned that they cannot use e-file for free. Since March
1999, we have received approximately 15 letters from constituents of members of
Congress that complain specifically about the cost of electronic filing.

Question 2: [n the written testimony, it states that the IRS has no plans to enter the
marketplace with its own product. If competition in the marketplace does not yield a
"no-cost” option for taxpayers, would you reconsider entering the marketplace? What
type of resources would the IRS need to do this?

Answer: At this point in time, no-cost options do exist and therefore, we see no need
to even consider such an option.

Question 3: Please explain why the IRS issued a Request for Information (RF1)
concerning electronic filing on the internet? What has been the response to this RFI?

Answer: It is the IRS! intent to follow the provisions of the law concerning promotion of
robust competition in industry and use of incentives to reduce the cost of electronic
filing and make e-filing more attractive to taxpayers. The IRS is seeking information,
not conducting a procurement. The IRS issued an RFI to solicit industry opinions on
how the private sector might offer low-cost or free-tax preparation and filing over the
Intemet. This was not the first step in a procurement process. It was an effort to get
the best information possible to enable us to develop productive ways of reducing
barriers to electronic filing and promote robust competition as required by RRA 98.

We asked industry for suggestions as to how to accomplish this objective. We received
approximately 160 responses to the RFI which are currently being evaluated.
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QUESTIONS FOR THE RECORD SUBMITTED BY THE
' TREASURY/POSTAL SUBCOMMITTEE
Hearing on the Electronic Tax Administration
October 3, 2000

Internal Revenue Service

Question 1: Please summarize what electronic methods are currently available for
filing tax returns with the Intemnal Revenue Service?

Answer: Taxpayers can file electronically in one of three ways: through tax
practitioners, directly from a home computer, or over the telephone. A number of
private companies play a role in this process, as shown on the attached chart. One
thing that is common to all forms of electronic filing is that a return must be prepared
electronically in order to be filed electronically and it is the combination of the electronic
preparation and filing that creates much of the benefit of the process.

In the first option, the taxpayer goes to a tax professional who is authorized by the IRS
to file returns electronically. This individual is also known as an Electronic Return
Originator (ERO). In most cases, these tax professionals prepare the taxpayer's return
using software they purchase from a variety of software vendors and then transmit it to
the IRS on the taxpayer's behalf. In the last filing season, 25.2 million individual
returns were filed by this method.

As shown in the chart, most tax professionals who electronically file returns for
taxpayers send their returns to bulk transmitters. These bulk transmitters are defined
as companies who transmit over 1,000 returns to the IRS. Usually, they are the same
firms that provided the tax preparation software to the preparer. There are 58 firms who
act as bulk transmitters nationwide. Last filing season, there were over 77,000 active
EROs, and of these, 60% (over 46,000) utilized bulk transmitters and the rest (31,000)
utilized over 5,300 direct transmitters to get the returns to the IRS.

The IRS does not charge a fee for electronic filing. However some EROs charge a fee
for this service to taxpayers, while others offer it free of charge or include it in their tax
preparation fee. Most companies that provide software and transmission services to
practitioners charge a fee to the practitioner for transmitting their returns to the IRS.

In the second option, taxpayers prepare returns on a personal computer using
commercial tax preparation software. When the return is completed, the taxpayer
transmits the information by modem to a bulk transmitter, usually the company that
provided the tax preparation software, which in turn transmits it to the IRS.

7



. T2

In a recent variation of this process, some providers now offer tax preparation services
over the Internet. In this process, the tax preparation software resides on a web site.
The taxpayer signs onto the web site, uses the software to prepare the return, and then
requests that it be sent to the IRS. The operator of the web site collects the retums and
transmits them to the IRS.

Last year approximately five million taxpayers filed their returns through their home
computer, almost double the previous year's volume

Tax software providers sometimes charge a separate fee for transmitting a return to the
IRS, but increasingly these fees are being included with the purchase cost of the
software or the fee for use of the software on the web site.

The third option is TeleFile. This is an interactive program that allows qualified
taxpayers to file simple Federal retums (Form 1040EZ) electronically using the TeleFile
toli-free number and a touch tone phone. A personal computer is not necessary. Only
those taxpayers receiving a TeleFile booklet in the mail are eligible to use this option.
Last season, almost 5.2 million taxpayers filed through TeleFile.

Question 2: What are the next steps the IRS plans to take to further facilitate the
electronic filing of tax returns and when do you anticipate those steps occurring?

Answer: ‘There are two components of our plan. One is to continue to solicit feedback
from tax practitioners, software companies and taxpayers about electronic filing and
respond to that feedback by modifying existing products and adding new ones. The
ETAAC assists us in evaluating that feedback and the resulting product pians are
described in our strategic plan “A Strategy for Growth.” The second component is to
continue to use our marketing resources to increase tax practitioner and taxpayer
awareness of the advantages and value of electronic filing.

Question 3: Do your electronic tax administration plans envision the IRS directly
receiving tax retums from taxpayers via the Internet?

Answer: The IRS has no plans to receive tax returns directly from individual taxpayers
over the Intemnet.

Question 4: To what degree are the Internet plans of the IRS dependent upon its
computer modernization effort?

Answer: [IRS currently offers informational services through our public web site, The
Digital Daily. These services are not dependent on the modermization effort, and we will
continue to offer them in the future. However, the IRS cannot develop Internet

8



73

applications today that use taxpayer data because we do not have the appropriate
secure infrastructure to support those applications. Plans for increasing the use of the
Internet as a tool to provide service to taxpayers is dependent on expanding our e-
services capabilities and a secure infrastructure. Both of these projects are underway
in IRS’ Business Systems Modernization (BSM) program. IRS has committed the
appropriate talent and management resources to these projects. They are dependent,
however, on available funding from the Information Technology Investment Account.

Question 5: One of the modemnization projects, the Security and Technology
Infrastructure release (STIR) project, is to provide the security infrastructure foundation
necessary for conducting business functions such as electronic services. Please
comment on the GAQ conclusion that this project needs to go through a rigorous
assessment of security threats and vulnerabilities?

Answer: GAO was concerned that STIR should go through a rigorous security
assessment. We are aggressively addressing its concern. STIR did not go through a
formal Milestone 2 process that would have required the delivery of preliminary work
products to include the Preliminary Security Risk Assessment and the Preliminary
Business Case. Instead, the Business Systems Modernization Office determined STIR
should focus on Milestone 3, which delivers the Baseline Business Case and the
Intermediate Security Risk Assessment. The Final Security Risk Assessment is
delivered at Milestone 4

The Security Risk Assessment is a living document that matures through the project's
life cycle. At the time of GAO’s assessment, these products were being developed;
however, we have put increased focus on the quality, maturity and completeness of
these documents for our upcoming Milestone 3 review. An important part of our focus
is ensuring the products are consistent with the Enterprise Life Cycle and adequately
address the most up-to-date architectural guidance. Additionally, as part of the normal
Milestone 3 Readiness review, key stakeholders in the IRS Office of Security and the
Chief Financial Officer's Office will review the contents of the documents to validate the
requirements and reflection of the findings of the Security Risk Assessment in the
business case. We will obtain our security certification prior to becoming operational.

Question 6: Staff from the Treasury Inspector General for Tax Administration recently
informed the Committee of computer demonstrations, prototypes, and pilots being
conducted by the Office of Electronic Tax Administration outside of the business
systems modernization effort and the e-Services modernization project. Should these
electronic tax administration efforts be incorporated into the larger business systems
modernization effort?

Answer: Not necessarily. Comprehensive oversight and project management controls
can be accomplished by implementing a modified Enterprise Life Cycle (ELC)
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methodology for pilots and prototypes. The full ELC process is highly effective for
large-scale, multi-year development projects, but would stifle the development of small-
scale projects, such as demonstration projects, prototypes, and pilots.

The funding of Business Systems Modemization (BSM) projects comes from the
Information Technology investment Account (ITIA). A small amount of funding should
be allocated to perform Research and Development (R&D) outside of BSM for
computer demonstrations, prototypes, and pilots. Small-scale R&D projects that
demonstrate system functionality, before investing large dollar amounts on production
systems, are effective at capturing customer needs and determining technology
viability, while having a small impact on budget.

Question 7: The Committee on Appropriations has responsibility for identifying those
programs and projects under its funding jurisdiction that are not authorized. Itis also
the responsibility of the Committee on Appropriations to provide oversight to ensure
that agencies are managing their projects efficiently and fuifilling Congressional intent.
What are the Internal Revenue Service authorizations with respect to electronic filing?

Answer: Title Il of the IRS Restructuring and Reform Act of 1998 is the IRS’ principal
authorization with respect to electronic filing.

Question 8: The report accompanying RRA 98 states that the IRS should continue to
offer and improve its TeleFile program and make available a comparable program on
the Internet. Do you envision the Internet proposal contained in the President's budget
request as resulting in an Internet program that is comparable to your TeleFile program
or will this Internet program extend beyond the TeleFile program?

Answer: Until we analyze the results of the RFI and review our findings with the
ETAAC, it would be difficult to speculate on what approach should be taken.

Question 9: | note that the proposal to require the IRS "to offer one or more options ...
for preparing and filing individual income tax returns over the Intemnet at no cost to the
taxpayer” is contained in the analytical perspectives volume accompanying the FY 2001
President's budget request rather than the IRS budget justification. Is the IRS seeking
Congressional approval before it proceeds with the Internet proposal contained in the
President's budget request? For what purpose was this proposal included in the
President’s budget request?

Answer: Some methods of facilitating free Internet filing through reduced private
sector barriers do not require legislation. The proposal was included in the President’s
budget request as further indication of the Administration’s efforts to press for robust
private sector competition. In addition, we will work closely with ETAAC and the
industry before developing any kind of policies or initiatives in this area.

10



75

Question 10: Why was this proposed action included in the analytical perspectives
volume of the President’s budget request rather than either the FY 2001 IRS budget
justification or the accompanying FY 2001 IRS performance plan?

Answer: This proposal was not included in the budget justification or performance plan
because it is a tax policy issue, not a budget request. Policy issues are not included in

the budget justification, but do appear in the analytical perspectives because the Office

of Tax Policy within the Treasury Department is the only party allowed to offer tax policy
initiatives on behalf of the President of the United States.

Question 11: Why in the President’s budget request was the Internet proposal linked
to a proposed tax credit, which does require additional legislation?

Answer: The proposals were linked in the President’s budget request because they
were both intended to make electronic filing of income tax returns more attractive to
taxpayers.

Question 12: The conferees of RRA 98 stated that the IRS should cooperate with and
encourage competition within the private sector and that when disputes arise between
the IRS and the private sector on the question of whether services offered by the IRS
inhibit competition or are appropriate, the electronic commerce advisory group shall
recommend to the Commissioner an appropriate course of action. Do you feel that the
proposal to require the IRS to offer by no later than tax year 2002 one or more no-cost
options for filing tax returns over the Internet promotes competition?

Answer: Yes, because the IRS planned to work closely with the private sector to
accomplish this objective. We used the RFI process to ask the industry for suggestions
on how the private sector might offer low-cost or free tax preparation and electronic:
filing over the Internet. As demonstrated by the over 150 responses that have been
received, we believe that the RF| has stimulated interest within the private sector.

Question 13: At the end of July, the IRS issued a request for information to analyze
the public and private sector’s reaction to its Internet proposal. What type of response
have you received from industry to your request for information?

Answer: Thus far, we have received more than 150 responses to the RFl. Some of
these were very lengthy and so we are still in the early stages of the analysis. Our plan
is to share the analysis with the ETAAC at their December meeting and make it publicly
available shortly thereafter.

Question 14: What further actions are you considering with respect to your Internet
proposal?
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Answer: At this time, we have no plans beyond soliciting input from the industry on this
matter. It is our hope that the responses will generate ideas for encouraging free
electronic filing options and ensuring that they are accessible to all taxpayers.

Questions 15: What new information privacy impacts or concemns, if any, will result
from using the Internet to communicate or transmit information?

The privacy of taxpayers is of utmost importance to the IRS. The IRS web site, the
Digital Daily, does provide vast amounts of non-confidential information to taxpayers,
such as the downloading of tax forms. At this point in time, however, the confidentiality
of information transmitted over the Internet cannot be guaranteed, which the IRS
informs its visitors through its web site privacy notice. The privacy notice also advises
web site visitors that the IRS will not use the Internet to transmit personal information
such as account-related or refund information. The web site discourages Internet
visitors from providing personal information by stating that if the visitor does transmit
such information, he or she is assuming the risk that an unauthorized person will learn
his/her email address and any other personal information provided. For this reason the
web site provides alternative avenues for sharing information. To provide confidential
information over the Internet in its current state would place such information at risk and
therefore the IRS will not do so.

Questions 16: Do you believe differences in data privacy requirements between
commercial and government websites will affect IRS' ability to enter into or
appropriately manage arrangements with the private sector for Internet tax filing?

The IRS is subject to Federal security laws and directives that do not apply to private
industry. However, the differences in these requirements do not preclude private sector
firms from providing secure tax-related services for the IRS. The government's privacy
and security requirements may limit the number of private sector firms offering internet
filing to those providing or investing in the required safeguards (e.g., physical security
including restricted access to facilities and computer rooms; personnel security
including background investigations with fingerprint checks; and systems security
features that prevent, detect and react to unauthorized accesses to taxpayer records by
employees and others).

Question 17: What authority or responsibility does the IRS have over the privacy of
taxpayer information gathered and held by the tax preparation industry?

Provisions of the Internal Revenue Code and Treasury Regulations that limit the
disclosure and use, by all persons in the tax return preparation business, of information
taxpayers provide to them in connection with tax return preparation and filing. (LR.C. §
7216(a); Treas. Reg. § 301.7216-1). There are criminal and civil penalties for violations

12



3

of these limitations.

The Internal Revenue Code provides certain exceptions to such limitations on the use
and disclosure of information provided by taxpayers in connection with tax retum
preparation and filing. See |.R.C. § 7216(b). The Code pemits the use of such
information to prepare, or to assist in preparing, the taxpayer's tax return. L.R.C. §
7216(a). The Code also permits disclosures of such information made pursuant to
other provisions of the Code or pursuant to court order. 1.R.C. § 7216(b)(1).

The limitations in the Code also do not apply to disclosures or uses permitted by
regulations promulgated by the Secretary of the Treasury. 1.R.C. § 7216(b)3). Such
regulations permit, for example, a tax return preparer who is a lawyer or accountant to
use information provided by a taxpayer in connection with tax retum preparation and
filing to render other legal or accounting services. Treas. Reg. § 301.7216-2(e). The
regulations permit certain uses of such information, within strict limitations, to solicit
business unrelated to tax return preparation and filing. Treas. Reg. § 301.7216-3. The
regulations also permit certain other limited uses and disclosures.

The Internal Revenue Code imposes criminal and civil penalties on persons in the tax
retum preparation business who violate the limitations on use and disclosure of
information provided by taxpayers in connection with tax return preparation and filing.
The criminal penalty for a knowing or reckless unauthorized disclosure or use consists
of a fine of not more than $1,000, imprisonment for not more than one year, or both,
along with the costs of prosecution. L.R.C. § 7216(a). The civil penalty is $250 per
unauthorized disclosure or use, with a maximum penalty for each such person of
$10,000 per calendar year. |.R.C. § 6713(a).

Question 18: Would the IRS support “loosening” taxpayer privacy interests were that
to be necessary in order to support its no-cost Internet proposal?

No. The Internal Revenue Code and the Privacy Act prohibit access to taxpayer

information without the consent of the taxpayer, unless these statutes explicitly
authorize the sharing of such information.
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Concerned Group comprised of Alumni and Current Members of the
Electronic Tax Administration Advisory Committee

September 27, 2000

The Honorable James Kolbe

Chairman, Subcommittee on Treasury, Postal Service and
General Government

Committee on Appropriations

B-307 Rayburn House Office Building

United States House of Representatives

Washington, DC 20515

Dear Chairman Kolbe:

In response to the Internal Revenue Service (IRS) Restructuring and Reform Act of 1998 (RRA),
the IRS established the Electronic Tax Administration Advisory Committee (ETAAC) in
September 1998. The mission of the ETAAC, as defined in the RRA, is to provide the IRS with
private sector input in the development and implementation of the strategic plan that eliminates
barriers, provides incentives, and uses competitive market forces to increase electronic filing.
Additionally, the ETAAC has the obligation to report to Congress. The seven undersigned are a
subgroup of either currently appointed or past members of the ETAAC, each serving a term of
two years.

The Conference Report for the RRA contains the following. “The intent of the conferees with
respect to this provision is for the IRS and Treasury to press for robust private sector
competition. When disputes arise between the IRS and the private sector on the question of
whether services offered by the IRS inhibit competition or are appropriate services not
reasonably available to taxpayers or tax preparers, the Electronic Commerce Advisory Group
[ETAAC] shall recommend to the IRS Commissioner an appropriate course of action, Those
recommendations shall also be made available to the Congress.”

On May 1, 2000, the ETAAC sent the IRS a letter, addressed to Robert Barr, Assistant
Commissioner of Electronic Tax Administration, regarding the subject of the IRS offering “one
or more options to the public for preparing and filing individual income tax retumns over the
Internet at no cost to the taxpayer.” The ETAAC took this action because of the increasing
controversy between the private sector and the IRS on this matter and the ETAAC’s view that
this was not good public policy.

In its May 1st letter ETAAC recommended “... that the most appropriate actions the IRS can
take to provide taxpayers with a wide choice of no cost tax preparation and filing options over
the Internet are to: 1) let the competitive market continue to progress, and 2) continue stimulating
electronic filing through its creative advertising campaign and making electronic filing
convenient to use through such improvements as the acceptance of additional forms and the
elimination of paper.” The letter further stated that “The ETAAC strongly recommends against
the IRS developing its own tax preparation software program, either internally or through
acquisition. The ETAAC also believes that the IRS should not follow an approach where the IRS
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issues an RFP or RFA to select a limited number of “Authorized IRS e-file providers” to IRS
specifications.” This recommendation and opposition to IRS entering tax preparation through an
Internet-based service was communicated to Congress in the ETAAC’s June 2000 Annual
Report.

Voluntary compliance has been a keystone of our income tax system from its outset. With
voluntary compliance came both the responsibility and the right for an individual to
independently and privately prepare and file a statement of their income and tax liability. Put
another way, under the American income tax system, it is the citizen who takes the first step in
the tax transaction, telling the government what they earned and what they owe. The burden is
then on the government to challenge the citizen’s independent tax return, and only about 1% of
the American people are so challenged through the audit process. For 99% of the American
taxpaying public, when they submit their tax return, and either make a payment or receive a
refund, that is the end of the transaction. However, the present strategy of the Electronic Tax
Administration threatens to reverse the presumption of the American tax system — ultimately
imposing on all of our citizens the necessity of having to challenge the govemment’s
determination of their earnings and tax liability. Introducing such a fundamental change to the
system, by bringing the preparation of individual and business income tax returns under the
auspices of the government, should be the subject of full public debate, and happen only as the
result of Congressional decision with the concurrence of the President.

Today some 55% of individual taxpayers choose the assistance of a paid tax professional in
preparation of their return. The remaining self-preparers either use paper and pencil or have
chosen, in increasing numbers, to use personal computer software. As a matter of public policy,
we believe that tax preparation should remain the independent right and responsibility of the
taxpayer. Consequently, we strongly oppose any action by the IRS to further enter into income
tax preparation, including the IRS offering the public an Internet-based preparation service,
either developed internally or obtained through contract, or through regulation of private sector
companies providing computerized and Internet tax preparation software and services. We
believe that the IRS plans to insert itself into this arena are ill conceived and represent
fundamentally flawed public policy.

The private sector invented electronic tax preparation services, and annually invests many tens of
millions of dollars in ongoing technology and service innovations. The marketplace is robustly
competitive, and has demonstrated civic responsibility by already making many Internet-based
tax preparation and filing services available to lower and middle income citizens at no charge.
The strategy of IRS' ETA group to insert itself into this market risks both continning investment
and innovation as it seeks to make this a government service sector of the economy.

In its letter to Mr. Barr, the ETAAC commented: “The IRS Restructuring and Reform Act of
1998 states that ‘The IRS should cooperate with and encourage the private sector by encouraging
competition to increase electronic filing of such returns.’ This approach is working well. Existing
marketplace competition has already led to a wide number of options that individual or business
taxpayers can choose, including very low or no cost tax services on the Web for individual
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taxpayers from a wide variety of providers—the very trend you indicated in your letter, The
number of providers, now over 20, is dramatically increasing every year, forcing strong product
development and causing prices to fall dramatically.”

Further emphasizing this point, the ETAAC included this statement in its June 2000 Report to
Congress. “The ETAAC believes that the clear choice of public policy should be to let the
private sector provide the capability, with the federal government stepping in if the private sector
does not meet the need. The ETAAC believes it is inappropriate at this time to pursue a public
policy that would require the IRS to offer no-cost electronic filing over the Internet. The
marketplace has made noticeable progress towards achieving no-cost electronic filing over the
Internet for individual taxpayers in the past two years, and additional progress towards this goal
is expected next year based on publicly announced plans. The ETAAC believes that any effort by
the IRS at this time to enter the marketplace itself, either by developing its own software or
aligning itself with a limited number of “authorized e-file providers™ that offer no-cost e-filing
for individual or business taxpayers, would have the effect of limiting competition and would
ultimately limit taxpayer choices.”

“In support of the goal of no-cost e-filing and tax preparation over the Internet, the ETAAC
believes that the most appropriate actions the IRS can take to provide taxpayers with a wide
choice of low-cost and no-cost tax preparation and filing options over the Internet are to continue
to: 1) encourage competition, 2) seek industry views on which barriers inhibit lower-cost to no-
cost private sector supplied options, and 3) stimulate electronic filing through its creative
advertising campaign and making electronic filing convenient to use through such improvements
as the acceptance of additional forms and the elimination of paper. The ETAAC’s
recommendations on the use of the Internet for electronic filing are grounded in the belief that
competition is the most effective way to provide taxpayers with the widest range of performance
and price options for tax preparation and electronic filing. Promoting the most intense
competition among private sector companies and pursuing policies that allow these companies to
reduce unnecessary costs is the best action the IRS can take in pursuit of the goal of no-cost
electronic filing for taxpayers.”

On July 20, 2000, the IRS' Electronic Tax Administration proceeded with its plans and initiated a
procurement action by releasing a Request for Information (RFI) seeking comments on an
Internet-based preparation service by which taxpayers could prepare and file their tax retums
directly with the IRS, at no cost to the taxpayer. As a justification, the President’s FY2001
Budget Request is cited: “No later than tax year 2002, the IRS would be required to offer one or
more options to the public for preparing and filing individual income tax returns over the Internet
at no cost to the taxpayer...” We were surprised and shocked that the IRS is continuing with this
effort after all of the discussions and recommendations on the part of the ETAAC and the
industry. We are deeply concerned that the check and balance that Congress sought to create
when the ETAAC was created through the RRA is not working, It appears that the ETA group is
pursuing an independent course of direction without regard to any other consideration.
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The content of the RFI raises a related concern. Why is the IRS entering the e-commerce market
by attempting to set market prices for private sector products and services, and dictating e-
commerce business models? The IRS has no corollary authority to the FCC's Communications
Act under which it can play such a role in the marketplace. Indeed, we know of no statutory basis
by which the IRS should be attempting to establish policies for or regulate software, Internet,
financial services, accounting, and tax preparation services whatsoever. We believe this latest
initiative is far outside of the mission of the IRS.

Accordingly, we strongly recommend the IRS rescind their current procurement action, the
electronic tax RFI, and discontinue all other efforts to further expand their mission and role into
tax preparation on the Internet and elsewhere. We request that Congress address the cited budget
provision with an explicit denial, and conduct necessary Oversight on ETA’s ongoing plans,
activities and role in the IRS organization.

‘We appreciate your consideration of our comments and are prepared to answer any questions you
may have,

Sincerely,

Signed with consent of and on behalf of
current and former ETAAC members listed below:

Fran Bartlett
Connie Grimes
Mary Harris
Susan Martin
Helen O'Planick
Bill Shepard
John Stauffer



C. W. BILL YOUNG, FLORIDA, Cxammar
RALPH REGULA, OND

Congress of the Wnited States

Rouse of Representatioes
Committee on Appropriations
Washington, BE 205156015

JOANN )

JOMN E. SUNUNU, NEW RAMPEHOE
RAY GRANGIR TEXAS

JOHN E. SETERSON, PERNSYLVANIA

VIIGLL H.GOOUE, JA. VAGHA

August 7, 2000

Charles O. Rossotti
Commissioner

Internal Revenue Service

1111 Constitution Avenue, NW
Washington, DC, 20224

Dear Commissioner Rossotti:

We have spoken several times regarding IRS electronic tax administration.
1 appreciate the straightforward answers you gave me at the IRS budget hearing
on March 16. Your statements that IRS is not goling to go into the tax
preparation software business, that IRS is not getting into a position of
competing with industry in software preparation, and that IRS wants to work
with industry were clear indications to me of your intent to form partnerships
with the tax preparation software industry in fostering the use of electronic filing.

Nevertheless, some confusion remains regarding specific IRS plans and
expectations for electronic tax administration, particuiarly with respect to a
proposal to provide a no-cost option that would allow taxpayers to submit
(perhaps prepare and submit) individual tax retums over the Internet. Part of
the confusion may be semantic; part of the confusion may be tied to the rapidly
changing technological environment. Another part of the confusion may be
related to differing visions with respect to IRS authorities and responsibilities for
helping foster the use of electronic tax preparation and filing.

This confusion has caused concerns among industry groups regarding the
degree to which (if any) the IRS may compete with the private sector or possibly
influence if not control taxpayer preparation software pricing, products, and
services. Some of these concems were raised orally at the May 9 meeting of the
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Council for Electronic Revenue Communication Advancement. Concerns were
also raised by the Computer & Communications Industry Association, American
Electronics Association, and Software & Information Industry Association in a
June 23 joint letter to the House Majority Leader, the Chairman of the Commerce
Subcommittee on Telecommunications, and a Co-Chairman of the House Intemnet
Caucus. Related concerns are contained in the Annual Report to Congress of the
Electronic Tax Administration Advisory Committee.

1 fully support the goal of increasing the percentage of individual tax
retumns that are filed electronically. I also firmly believe that cooperation and
coordination between the IRS and the tax software preparation industry is critical
to achieving this goal in the most efficient and effective manner possible, 1
recognize that the future of electronic tax administration strikes a very deep
chord in the IRS, is closely tied to fundamental authorization issues, and strongly
impacts system modernization requirements as well as improvements to core
business services. To help settle some of the confusion and reassure those who
continue to express concems about this matter, I request that you answer as
soon as possible, preferably no later than August 28, 2000, the questions
contained on the attachment regarding IRS electronic tax administration.

Sincerely,

bcommittee on Treasury, Postal
ervice, and General Government

Attachment
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Questions on IRS Electronic Tax Administration

1. How does IRS define (and differentiate between) the phrases "electronic tax
return preparation,” “Internet tax return preparation,” “electronic tax return
filing,” and “Internet tax return filing?” Please be specific.

2. What are the current roles of the IRS with respect to electronic tax return
preparation and electronic filing?

3. How does this current role differ from the current IRS role with respect to
traditional paper tax return preparation and filing?

4. What should be the future role of the IRS with respect to Internet tax return
preparation and Interet tax filing?

5. How would this future IRS role with respect to Internet tax return preparation
and filing differ from the current IRS role with respect to traditional paper tax
return preparation and filing?

6. What is the appropriate industry role with respect to Internet tax return
preparation and Internet tax return filing?

7. What is the appropriate industry role with respect to traditional paper tax
return preparation and paper tax return filing?

8. According to a February 4 IRS fact sheet on Electronic Tax Administration, the
President’s FY2001 Budget contains a provision that would require the IRS to
provide taxpayers with one or more no cost options for preparing and filing
individual income tax retums over the Intemet beginning no later than tax year

2002. Please provide the full citation (including page number) of this provision in
the President’s Budget.

9. The February 4 fact sheet broadly describes the intention of two provisions
contained in the President’s FY2001 Budget “to make electronic filing of income
tax returns more attractive to taxpayers;” one of the provisions is described as
being aimed at providing “one or more no cost options for preparing and filing
individual tax returns over the Internet.” Are there any differences between
these two statements (one mentions electronic filing while the other mentions
Intemet preparing and filing)? If so, please explain.

10. The February 4 fact sheet implies that legislation must be enacted before IRS

implements its proposed free Intemet filing provision. Please provide a status of
this proposed legislation.



86

11. The implication contained in the February 4 fact sheet of the need for this
legislation suggests that IRS does not currently have the authority to implement

its proposed free Internet filing provision. Please comment on the validity of this
observation.

12. The February 4 fact sheet, in citing the proposed free Internet filing
provision, mentions potential contract arrangements with "Authorized IRS e-file
Providers.” Do all “Authorized IRS e-file Providers” currently offer electronic tax
preparation services as well as e-filing services? What is the rationale behind
proposing to offer these options through contract arrangements with “Authorized
IRS e-file Providers” versus a wider pool of potential providers? Please describe
these authorized providers, how an entity becomes an authorized provider,
authorized provider limitations (if any), the current number of authorized
providers and future projections of the number of providers.

13. Could these types of contract arrangements be construed as resulting in the
IRS entering into the tax software business (perhaps not directly through the tax
software development business but indirectly through subcontracts with tax
software businesses)? Could these types of contract arrangements create the
potential for or the perception of the IRS causing or influencing unfair price
competition in the private sector between “Authorized IRS e-file Providers” and
everyone else? Would you anticipate that eventually only “Authorized IRS e-file
Providers” would remain in the tax preparation software industry?

14. The February 4 fact sheet states that, “The IRS does not currently provide
tax preparation software and is not equipped to enter this business, nor does it
plan to do so.” Through the proposed contract arrangements with “Authorized
IRS e-file Providers,” the IRS seems to be at least ‘arranging for’ the provision of
tax preparation software. This might give the appearance of the IRS ‘entering’
an aspect of or ‘influencing’ competition within the tax preparation software
business. Please comment on the validity of this observation.

15. Since the IRS has stated that it has no intention or plans to provide tax
preparation software, on what basis, if any, would the IRS object to this concept
being captured in appropriations report language (i.e., “The conferees have
provided no funds for the IRS to provide tax preparation software.”)?

16. An article on pages 880-884 of 7ax Notes, volume 87, number 7, May 15,
2000, states that the IRS Assistant Commissioner for Electronic Tax
Administration engaged the IRS Office of Chief Counsel to look into advertising
and incentive issues regarding IRS electronic tax administration arrangements
with private sector companies. The article suggests that an internal opinion by
the IRS Office of Chief Counsel would be completed by the end of June. Is this
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article correct on this point? Has the internal opinion (or a summary of the
opinion) been publicly released or will the internat opinion (or a summary of the
opinion) be publicly released? If not, why not?

17. The same article mentions fears on the part of some members of the
Council for Electronic Revenue Communication Advancement that the
Administration believes the IRS should interfere with the market in the guest to
give taxpayers a free online or electronic filing option and that the Administration
might use this first experiment in setting market prices on tax services — in this
case, setting the price at zero — as a springboard for doing so routinely in the
future. Please comment on the validity of these concerns.

18. The IRS recently released Request for Information No: TIRNO-00-H-00007,
a request for information to analyze the public and private sector’s reaction to a
proposed electronic opportunity via the Internet. The first item in its Requested
Comments section asks for a discussion of the possibility of offering free tax
preparation and electronic filing, while the next two items and item 13 focus on a

free Intemet filing opportunity. Is there any difference in the substance of the
first item and the other items?

19. The mailing address for written respenses to the request for information
identifies a “"Free Internet Filing Project.” ‘Is.this an accurate description of the
project or is. IRS also seeking free Intemet tax preparation?

20. The deadline for receiving comments based on this request for information
is August 21, 2000. What actions will the IRS take upon receipt of this
information? Will this information be used to fashion a request for proposals? If
s0, what would be the timeframe for issuing such a request and selecting
proposals that might result from such a request? Does the IRS require additional
statutory authorities before issuing a request for proposals?



DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

COMMISSIONER September 13, 2000

The Honorable Jim Kolbe

Chairman, Subcommittee on Treasury,
Postal Service, and General Government

Committee on Appropriations

U.S. House of Representatives

Washington, DC 20515-6015

Dear Mr. Chairman:
Thank you for your letter dated August 7, 2000, regarding the Internal Revenue Service's
plans to foster the use of electronic filing. You asked about our plans to provide a no-cost
option that would allow taxpayers to submit, or prepare and submit, individual income tax
returns over the Internet.
| hope the enclosed information will address your concerns and those of the tax
preparation industry groups. If you have further questions please contact me at
(202) 622-9511.
Sincerely,
cloidn AosesH

Charles O. Rossotti

Enclosure
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Enclosure

Questions on IRS Electronic Tax Administration

1. How does IRS define (and differentiate between) the phrases "electronic tax return
preparation," "Internet tax return preparation," "electronic tax return filing," and
"Internet tax return filing?" Please be specific.

Answer:

The IRS defines “electronic tax preparation” as using computer software on a PC, from a
web-site, or accessed over a touch tone phone to capture tax information and prepare a
form for submission to the IRS. This submission may occur on paper or electronically.
“Internet tax return preparation” is using computer software resident at a web-site to
capture tax information and prepare a form for submission to the IRS. “Electronic tax
return filing” is submitting a tax return that has been prepared electronically to the IRS
through electronic means using formats and communication protocols set by the IRS.
This electronic transmission may be made directly to the IRS or through a private sector
third party. “Internet tax return filing” is submitting a return electronically that has been
prepared electronically on an Internet web-site.

A tax return may not be filed electronically without having been prepared electronically.

2. What are the current roles of the IRS with respect to electronic tax return preparation
and electronic filing?

Answer:

First and foremost, the IRS publishes format specifications and communication protocols
and administers a program whereby tax software vendors may format and electronically
file tax returns on behalf of their customers. The IRS also permits all tax software vendors
to test their software for adherence to IRS format and communication standards. The IRS
does not develop tax software nor approve tax software for tax preparation quality except
for TeleFile. In addition, at IRS local offices, IRS prepares and files returns for low income
taxpayers who request this assistance. The IRS also assists various volunteer programs
that help needy taxpayers and the elderly.

As noted, TeleFile is an exception. In this instance, the IRS hired a private sector
contractor through a competitive procurement to build a system for taxpayers with very
simple returns to both prepare and file their tax retums electronically over a touch tone
phone directly to the IRS for free. Typical users of this system have been students and
individuals new to the workforce.
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To support electronic tax return preparation and filing, Congress enacted the
Restructuring and Reform Act of 1998 (RRA '98). Conference Language from Title Il of
the Act reads:

“The provision on private sector cooperation is clarified to provide that the IRS should
cooperate with and encourage the private sector by encouraging competition to increase
electronic filing of returns. The intent of the conferees with respect to this provision is for
the IRS and Treasury to press for robust private sector competition. When disputes arise
between the IRS and the private sector on the question of whether services offered by the
IRS inhibit competition or are appropriate services not reasonably available to taxpayers
or tax preparers, the Electronic Commerce Advisory Group shall recommend to the IRS
Commissioner an appropriate course of action. Those recommendations shall also be
made available to Congress. Notwithstanding the previous sentence, the conferees also
intend that the IRS should continue to offer and improve its TeleFile program and make
available a comparable program on the Intemet.”

3. How does this current role differ from the current IRS role with respect to traditional
paper tax return preparation and filing?

Answer:

Paper and electronic return preparation and filing are offered through IRS local offices,
Volunteer Income Tax Assistance (VITA), and Tax Counseling for the Elderly (TCE) sites.
Strictly through word of mouth, taxpayers will go to local IRS offices to have their returns
prepared because they do not choose, or cannot afford, to either pay a professional tax
preparer or buy a personal computer and tax software. The tax software we use in our
offices is competitively procured in the open market. The IRS both electronically prepares
and electronically files simpler retums at taxpayer request.

The IRS also facilitates electronic tax preparation and filing through the VITA and TCE
programs. We facilitate these programs by competitively acquiring tax software and
computer hardware in the open market to supply these sites. Volunteers for these clinics
are recruited from surrounding communities and are not compensated by the IRS in any
way. The IRS.acquires tax software training in the open market for these volunteers.

The IRS works cooperatively with tax software companies and professional tax
preparation organizations. We provide format specifications for both paper and electronic
returns. We also provide tax preparation instructions and publications in electronic format,
which are used as features of their products. The IRS also holds various tax software
developer conferences to: discuss record layout and file specification changes, provide
technical support and specialized bulletin boards to software developers and electronic
return originators, and provide testing services for electronically filed returns. All these
services are provided at no cost to the software vendors. In addition, the IRS provides
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technical support to electronic return originators during the filing season, again, at no cost
to the tax software industry. The IRS also spends close to $14 million per year promoting
electronic filing to raise the awareness of electronic filing.

4. What should be the future role of the IRS with respect to Internet tax return preparation
and Internet tax filing?

Answer:

The IRS' role is to follow the guidance of Congress as summarized in the section from the
Conference Report quoted in answer to Question #2 above.

Since the Electronic Tax Administration Advisory Committee (ETAAC) has a role in this
process, it is also helpful to quote their recent report:

“In support of the goal of no-cost e-filing and tax preparation over the Internet, the ETAAC
believes that the most appropriate actions the IRS can take to provide taxpayers with a
wide choice of low-cost and no-cost tax preparation and filing options over the Internet are
to continue to: 1) encourage competition, 2) seek industry views on which barriers inhibit
lower-cost to no-cost private sector supplied options, and 3) stimulate electronic filing

" through its creative advertising campaign and make electronic filing convenient to use
through such improvements as the acceptance of additional forms and the elimination of
paper. The ETAAC also recognizes that the Internet changes rapidly and business
models are in constant evolution, and even revolution. The ETAAC believes that a re-
assessment of the marketplace should be made in two years to assess whether the range
of choices for electronic filing over the Internet includes no-cost options for taxpayers. If
no-cost choices do not exist, the ETAAC believes the IRS would then be justified in
evaluating, in conjunction with ETAAC, whether an electronic template, or other approach,
is an appropriate and needed tool to promote no-cost e-filing over the Internet....”

Secondly, as noted in the answer to Question #2, the Conferees for RRA '98 "intend(ed)
that the IRS should continue to offer and improve its TeleFile program and make available
a comparable program on the Internet.".

Finally, the IRS needs to ensure that taxpayer privacy is a high priority in creating an
eventual solution for internet fifing.

5. How would this future IRS role with respect to Internet tax return preparation and filing
differ from the current IRS role with respect to traditional paper tax return preparation
and filing?
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Answer:

The principle difference is that in RRA '98, Congress established a goal that 80% of all tax
returns should be filed electronically by 2007. Further, it authorized the IRS to promote
electronic filing through mass communication and other means as well as pay incentives
as appropriate. As noted above, it indicated that the IRS should "press for robust private
sector competition.”

6. What is the appropriate industry role with respect to Internet tax return preparation and
Internet tax return filing?

Answer:

The role of the industry is to provide competitive products and services that are
responsive to the needs of the public.

7. What is the appropriate industry role with respect to traditional paper tax return
preparation and paper tax return filing?

Answer:

The role of the industry is to provide competitive products and services that are
responsive to the needs of the public.

8. According to a February 4 IRS fact sheet on Electronic Tax Administration, the
President's FY2001 Budget contains a provision that would require the IRS to provide
taxpayers with one or more no cost options for preparing and filing individual income
tax returns over-the Internet beginning no later than tax year 2002. Please provide the
full citation (including page number) of this provision in the President's Budget.

Answer:

This proposal is found on Page 64 of the Analytical Perspectives volume of the Fiscal
Year 2001 President's Budget. It reads:

“Provide tax credit to encourage electronic filing of individual income tax returns. Under
current law, tax return preparation costs of individuals, including any costs of electronic
filing, may be deducted only by taxpayers who itemize deductions and then only to the
extent that such costs, in combination with most other miscellaneous itemized deductions,
exceed two percent of AGl. The proposal would provide a temporary, refundable tax
credit for the electronic filing of individual income tax returns. The credit would be for tax
years 2001 through 2006 and would be $10 for each electronically filed retum, and $5 for
each TeleFile return (which are filed by entering information through the keypads of
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telephones). The credit would encourage taxpayers to try electronic return or TeleFile
submission, which reduces taxpayer errors and the need for subsequent contacts
between the taxpayer and the IRS and which permits taxpayers to receive their tax
refunds faster. The credit would help the IRS achieve the goal set in the 1998 IRS
Restructuring and Reform Act of having 80 percent of 2006 returns filed electronically. No
later than tax year 2002, the IRS would be required to offer one or more options to the
public, through contract arrangements with the private sector, for preparing and filing
individual income tax returns over the Internet at no cost to the taxpayer.”

As further described in the Treasury General Explanations of the Administration’s Fiscal
Year 2001 Review Proposals, "If the IRS offered such options through contract
arrangernents with Authorized IRS E-file Providers, it would be with the assurance the
Provider would not use the taxpayer’s tax return information without the taxpayer's
permission for any purpose other than submission to the IRS."

9. The February 4 fact sheet broadly describes the intention of two provisions contained
in the President's FY2001 Budget "to make electronic filing of income tax returns more
attractive to taxpayers;"” one of the provisions is described as being aimed at providing
"one or more no cost options for preparing and filing individual tax retums over the
Internet.” Are there any differences between these two statements (one mentions
electronic filing while the other mentions Internet preparing and filing)? If so, please
explain.

Answer:

Yes. One proposal, the refundable tax credit, would be given to all electronic filers. The
second proposal is for free Intemet preparing and filing.

10.The February 4 fact shéet implies that legislation must be enacted before IRS
implements its proposed free Internet filing provision. Please provide a status of this
proposed legislation.

Answer:

A refundable tax credit for all electronic filers would require legislation. Facilitating free
Internet filing through reduced private sector barriers does not require legisiation.

11. The implication contained in the February 4 fact sheet of the need for this legislation
suggests that IRS does not currently have the authority to implement its proposed
free Internet filing provision. Please comment on the validity of this observation.
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Answer:

RRA '98 Section 201(c) gives the Secretary the authority to promote the benefits of and
encourage the use of electronic tax administration programs, as they become available,
through the use of mass communications and other means.

12. The February 4 fact sheet, in citing the proposed free internet filing provision,
mentions potential contract arrangements with "Authorized IRS e-file Providers." Do
all "Authorized IRS e-file Providers" currently offer electronic tax preparation services
as well as e-filing services? What is the rationale behind proposing to offer these
options through contract arrangements with "Authorized IRS e-file Providers" versus a
wider pool of potential providers? Please describe these authorized providers, how
an entity becomes an authorized provider, authorized provider limitations (if any), the
current number of authorized providers and future projections of the number of
providers.

Answer:

To date over 108,000 individuals and businesses are recognized as Authorized RS e-file
Providers. To our knowledge, all income tax software vendors are Authorized IRS e-file
Providers or have contracted with one to serve their customers. Any individual or
business preparer service that is compliant in their taxes and not convicted of any felonies
can become an Authorized IRS e-file provider. We want to enroll as many Authorized IRS
e-file Providers as we possibly can. We hope to double the number of Authorized IRS e-
file Providers in the next several years. Only authorized Providers may offer electronic
filing to taxpayers. The rationale behind this proposal is to prevent tax refund fraud by
requiring applications and background investigations for providers. .

13. Could these types of contract arrangements be construed as resulting in the IRS
entering into the tax software business (perhaps not directly through the tax software
development business but indirectly through subcontracts with tax software
businesses)? Could these types of contract arrangements create the potential for or
the perception of the IRS causing or influencing unfair price competition in the private
sector between "Authorized IRS e-file Providers" and everyone else? Would you
anticipate that eventually only "Authorized IRS e-file Providers" would remain in the
tax preparation software industry?

Answer:

No. To our knowledge, all income tax software providers are already Authorized IRS e-file
Providers or have contracted for one to serve their customers. As demand for electronic
filing has increased from taxpayers seeking faster refunds, acknowledgements, and more
accurate processing, tax software vendors have had to respond to market forces. These
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vendors have been competitively compelled by their customers fo offer the ability to
electronically file as a feature of their software. Computer software typically declines in
price over time. One strategy employed by software vendors to keep their prices buoyed
is to add new features. Electronic filing is just such a feature. Increasingly, the cost of
electronic filing is bundled in the price of the software.

14. The February 4 fact sheet states that, "The IRS does not currently provide tax
preparation software and is not equipped to enter this business, nor does it plan to do
so0." Through the proposed contract arrangements with "Authorized IRS e-file
Providers," the IRS seems fo be at least 'arranging for' the provision of tax preparation
software. This might give the appearance of the IRS ‘entering' an aspect of or
‘influencing' competition within the tax preparation software business. Please
comment on the validity of this observation.

Answer:

As noted in the answer to Question #13, to our knowledge all income tax software
providers are already Authorized IRS e-file Providers or have contracted for one to serve
their customers. [n addition, well over 108,000 professional tax preparers are “Authorized
IRS e-file Providers.” If you are not a convicted felon nor delinquent in your taxes, you
may apply and will be accepted as an “Authonized IRS e-file Provider.” We seek as many
“Authorized IRS e-file Providers” as we can recruit. As noted in the answer to Question
#12, the rationale behind engaging Authorized IRS e-file Providers is to help prevent tax
refund fraud in the IRS e-file Program. The IRS was explicitly charged by the Congress in
1995 through a series of hearings to take every precaution to prevent and eliminate fraud
from the IRS e-file Program. The Congress and GAO explicitly endorsed the Authorized
IRS e-file Provider Program as one of a number of measures being taken by the IRS to
prevent fraud.

15. Since the IRS has stated that it has no intention or plans to provide tax preparation
software, on what basis, if any, would the IRS object to this concept being captured in
appropriations report language (i.e., "The conferees have provided no funds for the
IRS to provide tax preparation software.")?

Answer:

In RRA '98, Congress has already provided legislation and guidance concerning
Electronic Tax Administration as noted in the answer to previous questions. This includes
a forum, the ETAAC, for discussing such issues. This legislation recognizes that the
achievement of the overall goal of converting most transactions from paper to electronic is
an on-going process that constantly raises new and complex issues. For example, the
rapid growth of the Intemet provides important new opportunities for reaching the
electronic filing goals set by Congress, but also raises new issues such as electronic tax
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preparation and filing through web sites. Other programs, such as the Congressional
mandate that partnerships with over 100 partners must file their 1065 and K-1 returns
electronically, present many questions as to how we can accomplish this mandate.

We have not yet implemented the specific authorization by Congress to offer a program
comparable to TeleFile over the Internet. In this fast changing and complex environment,
a separate provision attached to an appropriations bill is not in the best interest of
taxpayers nor would it help us achieve the Congressional mandate for electronic tax
administration.

Such language could put many of our most important programs at risk, such as Voluntary
Income Tax Assistance (VITA), TeleFile, and software development for tax forms and
schedules that the industry has chosen not to develop.

16. An article on pages 880-884 of Tax Notes, volume 87, nhumber 7, May 15, 2000,
states that the IRS Assistant Commissioner for Electronic Tax Administration engaged
the IRS Office of Chief Counsel to look into advertising and incentive issues regarding
IRS electronic tax administration arrangements with private sector companies. The
article suggests that an internal opinion by the IRS Office of Chief Counsel would be
completed by the end of June. Is this article correct on this point? Has the internal
opinion (or a summary of the opinion) been publicly released or will the internal
opinion (or a summary of the opinion) be publicly released? If not, why not?

Answer:

IRS Revenue Procedure 98-51 (recently strengthened by 2000-31) declares businesses
engaged in electronic filing as tax preparers are governed in their behavior by Internal
Revenue Code Section 7216. The new technology of tax preparation and filing through
software resident on web sites has raised some new questions as to the interpretations of
these sections and regulations. The IRS has asked the Office of Chief Counsel to study
these issues so that we can better understand the legal implications. The IRS met with
the tax software companies recently to discuss these questions in general terms.
Individual private sector companies may submit specific questions on interpretation
through the private letter ruling process. We are attempting to understand the issues
raised by the industry and to arrive at answers consistent with the law.



17. The same article mentions fears on the part of some members of the Council for
Electronic Revenue Communication Advancement that the Administration believes the
IRS should interfere with the market in the quest to give taxpayers a free online or
electronic filing option and that the Administration might use this first experiment in
setting market prices on tax services - in this case, setting the price at zero - as a
springboard for doing so routinely in the future. Please comment on the validity of
these concerns.

Answer:

These concerns are completely unwarranted. No such discussions have ever occurred.
In fact, the IRS has routinely gone out of its way to offer new products and services for the
tax software vendors to, in turn, offer to their customers. The IRS agrees with the ETAAC
that the IRS should “seek industry views on which barriers inhibit lower-cost to no-cost
private sector supplied options” for Internet tax preparation and e-filing

18. The IRS recently released Request for Information No: TIRNO-00-H-00007, a request
for information to analyze the public and private sector's reaction to a proposed
electronic opportunity via the Internet. The first item in its Requested Comments
section asks for a discussion of the possibility of offering free tax preparation and
electronic filing, while the next two items and item 13 focus on a free Internet filing
opportunity. Is there any difference in the substance of the first item and the other
items?

Answer:

No. All three items are intended to refetence free tax preparation and electronic filing over
the Internet.

19. The mailing address for written responses to the request for information identifies a
"Free Internet Filing Project.” Is this an accurate description of the project or is IRS
also seeking free Internet tax preparation?

Answer:
We are interested in getting industry views on all aspects of this issue.

20. The deadline for receiving comments based on this request for information is
August 21, 2000. What actions will the IRS take upon receipt of this information? Wil
this information be used to fashion a request for proposals? if so, what would be the
timeframe for issuing such a request and selecting proposals that might result from
such a request? Does the IRS require additional statutory authorities before issuing a
request for proposals?
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Answer:

By Friday, August 18, 2000, we had received only one response, so we extended the
response date an additional month. We will not take any action until we review all
responses and meet with the Electronic Tax Administration Advisory Committee later this
year. We will keep Congress informed of any plans in this area.
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The Financial Services Firm of Tax Professionals
6333 North State Highway 161, Fourth Floor, irving, Texas 75038
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The Honorable Jim Kolbe

Chairman, Subcommittee on Treasury, Postal
Service and General Government

B307 Rayburn Building

Washington, DC 20515

Dear Chairman Kolbe:

Thank you for the opportunity to submit this letter for inclusion in the
hearing record regarding Internal Revenue Service (“IRS”) electronic filing
initiatives. Since our firm, H.D. Vest', was specifically discussed during the
October 3 hearing, we would like to prov1de comments on tax e-file issues
addressed at the hearing, data security, use of PIN numbers and related e-
sign issues, as well as privacy and confidentiality.

History of hdvest.com e-file project:

H.D. Vest Financial Services was founded in 1983 on the philosophy
that the best financial planning advice a consumer can receive is from his or
her tax professional. We believe tax professionals are uniquely qualified to
provide valuable financial planning advice based on their understanding of
the client’s affairs and the tax implications associated with various financial
planning recommendations. Today; H.D. Vest is the largest provider of
financial planning services through tax professionals in the country. We are

' H.D. Vest Technology Services, Inc., maintains hdvest.com and its related web sites, and is responsible
for providing our free online tax preparation service. H.D. Vest Technology Services is a wholly-owned
subsidiary of H.D. Vest, Inc. (d/b/a H.D. Vest Financial Services). H.D. Vest Financial Services is publicly
traded on NASDAQ (symbol: HDVS), and is also the owner of H.D. Vest Investment Securities, Inc., a
broker/dealer registered in all 50 states and H.D. Vest Advisory Services, Inc., a registered investment
advisor, likewise doing business in every state. In addition, H.D. Vest Financial Services is affiliated with
H.D. Vest Insurance Agency and related companies which provide insurance products in 49 states. H.D.
Vest Financial Services, through its affiliated entities, is one of the largest providers of financial planning
services through a nationwide network of over 8,000 certified public accountants, Enrolled Agents,
attorneys other tax professionals.

Securities Offered Through:
H.D. VEST INVESTMENT SECURITIES, INC., Member:

Advisory Services Offered Through:
H.D. VEST ADVISORY SERVICES, INC,
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committed to providing full service, one stop shopping to fulfil the myriad of
tax and financial needs of the consumer.

~ We recognize that many taxpayers prefer to complete their tax returns
themselves. In many cases, these taxpayers enjoy the capability of getting
on-line and using web-based tax preparation software to prepare and e-file
their tax returns. Our website, hdvest.com, was created, among other things,
to fulfil the needs of do-it-yourselfers by allowing them to prepare and e-file
their tax returns in a secure and private environment while also providing
them with the same opportunities that other H.D. Vest customers enjoy: one
stop shopping for all of their tax, financial planning, insurance, and
mortgage needs.

In January 2000, we launched a website where all Americans can go
to prepare and e-file their tax returns free of charge regardless of income
level or complexity of tax return. Hdvest.com was also awarded the
opportunity to become an IRSe-file partner. As an IRSe-file partner, we
were afforded the opportunity to have a hyperlink to hdvest.com from the
IRS Partner’s Web Page. In our inaugural year, we had 1.5 million unique
visitors to our website. Sixty percent (60%) of those hits were from
taxpayers hyperlinked to us via the IRS Partner s page. Additionally, as
noted by Congressman David Price during ‘the hearing, over 263,000 tax
returns were completed utilizing our free service and over 180,000 returns
were e-filed through our web site. We applaud the efforts of the IRS to
reach out to the private sector and look forward to continuing our
relationship with the IRS in the filing seasons to come. Ultimately, we hope
to make a substantial contribution to the IRS’ effort to achieve its
congressionally mandated goal of having eighty percent (80%) of all federal
tax returns e-filed by 2007.

How hdvest.com works:

As noted above, privacy and security is the number one priority at our
firm. Our company's privacy policy provides that we will not share
personally identifiable information (including tax information) with any
non-affiliated third parties. As with any on-line site handling sensitive
information, we believe it is imperative that accounts are password protected
and the transmission of information is accomplished utilizing high bit
encryption. We believe a clearly stated privacy policy is appropriate to
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notify consumers how they can expect their information to be gathered and
used.

Once taxpayers enter our site and have been informed of our privacy
statement, we seek to provide consumers with a one-stop shop for tax preparation
and financial services. The major component of the site is a user-friendly
questionnaire that enables the taxpayer to complete federal tax returns and select
state tax returns online and e-file them with the IRS at no charge. There are no
income limits for consumers. Common schedules and forms for federal returns are
available.

It is important to point out that our firm’s policies and procedures have been
carefully reviewed and tested by regulatory authorities and independent auditors
for compliance with laws, regulations, and privacy and security issues. Our site's
privacy policies have been reviewed and approved by TRUSTe and BBBOnLine as
well as reviewed and approved through the AICPA's WebTrust™™ program.
Further, we voluntarily comply with OMB 1545-0962 Security Guidelines for
Federal State, and Local Agencies. We are committed to providing the best
services for users of our site in a secure environment while also ensuring that our
users are well informed as to use of information.

E-filing issues in the upcoming tax year:

H.D. Vest would like to continue to build on the strong relationship we
developed with the IRS in our first year in the on-line preparation and e-filing
arena. We believe we are offering the public a valuable service and, at the same
time, are assisting the IRS to meet the congressionally mandated goal that eighty
percent (80%) of all tax returns be e-filed by 2007.

We would like to see the IRS expand its promotion of on-line services
providing fiee preparation software and e-filing. The IRS e-filing partner program
has been successful and, where appropriate, would want the IRS to expand its
promotion of e-filing partners. We noted, for example, that of the 1.5 million
unique visitors who clicked on our tax site last tax season, sixty percent (60%)
came from the hdvest.com hyperlink which appeared on the IRS e-file Partmer’s
page. We would appreciate the opportunity to discuss in an open forum with the
IRS how the public and private sector can work together to take advantage of
additional marketing and educational opportunities in the next tax filing year.



102

H.D. Vest Testimony
Page 4
10/17/00

Additionally, we would like the IRS to continue to explore methods to
reduce the amount of paper and signatures involved in the completion of a tax
return. Ultimately, we believe the public will benefit from a streamlined, paperless
preparation system relying in large part on the completion and processing of
returns through the Internet. We appreciate the efforts of the IRS to eliminate the
need for signatures on tax returns in lieu of PIN numbers for the next filing season.
By allowing taxpayers the selection and utilization of a PIN number in place of
printing, signing, and mailing in a form, taxpayers enjoy a quicker, easier way to
prepare and e-file their returns.

We would also like the IRS to consider making available to taxpayers an
electronic download of last year's tax information as well as current year
information received by the IRS (W-2, 1099 information, etc.) as of the date of a
requested download. In this way, taxpayers may populate tax forms without
having to type the information into the computer. We believe that “populating” the
tax form will reduce input errors on the tax return and make the tax preparation
process easier for the taxpayer. We understand that the IRS has already been
approached regarding “electronic mailboxes” through which the taxpayer may pick
up prior/current year’s tax information and that the main concern of the Electronic
Tax Administration is the privacy and security of taxpayer information as well as
authenticating who is requesting/receiving the information. We would appreciate
the opportunity to work with the IRS on transmission of tax information in a secure
environment in an attempt to further reduce the errors on tax forms as well as to
provide an easier method of tax preparation for the taxpayer.

Finally, we agree with several of the comments made at the hearing with
regard to regulations and statutes governing tax preparation in an on-line world.
We too believe that issues surrounding use of taxpayer information and privacy
and security need to be carefully reviewed to ensure that taxpayers are protected,
but not hindered from taking advantage of tax preparation and e-filing
opportunities. Please keep in mind that most of the regulations governing tax
preparation were enacted long before the creation of the Internet. Currently, we,
like many companies, are trying to interpret these regulations in light of an entirely
new medium not contemplated by these regulations: We would appreciate the
opportunity to speak to some of these issues with respect to updating rules and
regulations in light of the electronic environment. As emphasized during the
hearing, input from the private sector is imperative so as to ensure the privacy and
security of the consumer while likewise encouraging the expansion of valuable
consumer services.
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Conclusion:

We commend you and the Subcommittee for holding a hearing on some of
these very important issues concerning tax preparation software and e-filing in an
online world, and we appreciate the opportunity to submit these comments. We
also look forward to participating in any future discussions between the private
sector, the IRS, and Congress. Should you have any questions or need additional
information, please do not hesitate to contact me.

Yours respectfully,

Director of Government Affairs
H.D. Vest Financial Services

cc: The Honorable Charles Rossotti, Commissioner, Internal Revenue Service
The Honorable Steny Hoyer, Ranking Subcommittee Member
The Honorable David E. Price, Member of Congress
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Presidential Directive - Electronic Commerce

THE WHITE HOUSE
N Office of the Press Secretary

For Immediate Release July 1, 1997

MEMORANDUM FOR THE HEADS OF EXECUTIVE DEPARTMENTS
AND AGENCIES

The invention of the steam engine two centuries ago and the subsequent
hamessing of electricity for communications ushered in an industrial revolution
that fundamentally altered the way we work, brought the world's people closer
together in time and space, changed the way we organize our economies, and
brought us greater prosperity.

Today, we are on the verge of another revolution. Inventions like the integrated
circuit, the computer, fiber optic cable, and the Internet are changing the way
we work, learn, and communicate with each other.

Students and teachers can have immediate access to the world's information
from their classrooms; doctors can administer diagnoses to patients in remote
parts of the globe from their offices; and citizens of many nations are finding
additional outlets for personal and political expression.

As the Internet empowers citizens and democratizes societies, it is also
changing the way business is conducted: entrepreneurs are able to start new
businesses more easily by accessing the Internet's worldwide network of
customers; world trade involving computer software, entertainment products,
information services, professional consulting, financial services, education
busi-nesses, medical diagnostics, advertising, and technical services is
increasing rapidly as the Intemet dramatically lowers costs and facilitates new
types of commercial transactions; engineers, product developers, and managers
thousands of miles apart can collaborate to design and manufacture new
products more efficiently; businesses can work more efficiently with their
suppliers and customers; consumers have greater choice and can shop in their
homes for a wide variety of products from manufacturers and retailers all over
the world, and they will be able to view these products on their computers or
tele-visions, access information about the products, and order and pay for their
choices, all from their living rooms.

10/2/00 10:45 AM
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According to several estimates, commerce on the Internet will total tens of
billions of dollars by the turn of the century and could expand rapidly after that,
helping fuel economic growth well into the 21st century.

For this potential to be realized, governments must adopt a market-oriented
approach to electronic commerce, one that facilitates the emergence of a global,
transparent, and predictable environment to support business and commerce.

Government officials must respect the unique nature of the medium and
recognize that widespread competition and increased consumer choice should
be the defining features of the new digital marketplace.

Many businesses and consumers are still wary of conducting extensive business
over the Internet because of the lack of a predictable legal environment
goveming transactions. This is particularly true for international commercial
activity where concerns about enforcement of contracts, liability, intellectual
property protection, privacy, security, and other matters have caused businesses
and consumers to be cautious.

Many companies and Internet users are also concerned that domestic or foreign
governments will impose extensive regulations on the Internet and electronic
commerce including taxes and tariffs, restrictions on the type of information
transmitted, control over standards development, licensing requirements, and
extensive regulation of Internet service providers. Indeed, signs of these types
of commerce-inhibiting actions already are appearing in many nations.

Governments can have a profound effect on the growth of electronic commerce.
By their actions, they can facilitate electronic trade or inhibit it. Knowing when
to act and -- at least as important -- when not to act, will be crucial to the
development of electronic commerce.

Today I have approved and released a report -- "A Framework For Global
Electronic Commerce" -- outlining the principles that will guide my
Administration's actions as we move forward into the new electronic age of
commerce. This report articulates my Administration's vision for the emerging
digital marketplace by declaring a set of principles, presenting a series of
policies, and establishing an agenda for international discussions and
agreements to facilitate the growth of electronic commerce. I expect all
executive departments and agencies to review carefully the principles in this
framework and implement appropriate policies.

Accordingly, I am hereby directing that executive department and agency heads
should be guided in any future actions they take related to electronic commerce
by the following principles:

-- For electronic commerce to flourish, the private sector must lead. Therefore,
the Federal Government should encourage industry self-regulation wherever
appropriate and support private sector efforts to develop technology and
practices that facilitate the growth and success of the Internet.

-- Parties should be able to enter into legitimate agreements to buy and sell

20f5 10/2/00 10:45 AM
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products and services across the Internet with minimal government
involve-ment or intervention. Therefore, the Federal Government should refrain
from imposing new and unnecessary regulations, bureaucratic procedures, or
taxes and tariffs on commercial activities that take place on the Internet.

-~ In some areas, government involvement may prove necessary to facilitate
electronic commerce and protect consumers. Where governmental involvement
is necessary, its aim should be to support and enforce a predictable, consistent,
and simple legal environment for commerce.

-- The Federal Government should recognize the unique qualities of the Internet
including its decentralized nature and its tradition of bottom-up governance.
Existing laws and regulations that may hinder electronic commerce should be
revised or eliminated consistent with the unique nature of the Internet.

-- The Internet is emerging as a global marketplace. The legal framework
supporting commercial transactions on the Internet should be governed by
consistent principles across State, national, and international borders that lead
to predictable results regardless of the jurisdiction in which a particular buyer or
seller resides.

I also direct the relevant agencies as identified in "A Frame-work For Global
Electronic Commerce" to pussue the following policies:

1. I direct the U.S. Trade Representative to work with foreign governments to
secure agreement within the next 12 months that all products and services
delivered across the Internet will not be subject to tariffs and that all equipment
from which the Internet is built will also not be subject to tariffs.

2. I direct the U.S. Trade Representative to work with foreign governments to
enforce existing agreements and secure new agreements to make electronic
commerce a seamless global marketplace. This will include enforcing
provisions of the recently concluded World Trade Organization (WTO)
Telecommunications Services Agreement; ensuring that product testing,
certifi-cation, and approval processes do not unnecessarily restrict trade;
ensuring that service providers have nondiscriminatory access to customers
worldwide; and other measures that ensure a free flow of commerce.

3. I direct the Secretary of Commerce to seek the protection of copyright in the
digital environment by working to achieve ratification in the United States and
overseas within the next 12 months of the World Intellectual Property
Organization (WIPO) Copyright Treaty and the WIPO Performances and
Phonograms Treaty.

4. 1 direct the Secretary of Commerce to update and make more efficient our
system for protecting patentable innovations to meet the needs of the
fast-moving electronic age and to seek agreements with other governments to
protect patentable innovations worldwide.

5. I direct the Secretary of Commerce to support efforts to make the governance
of the domain name system private and competitive and to create a

3of5
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contractually based self-regulatory regime that deals with potential conflicts
between domain name usage and trademark laws on a global basis.

6. 1 direct the Secretary of the Treasury to work with State and local
governments and with foreign governments to achieve agreements that will
ensure

that no new taxes are imposed that discriminate against Internet commerce; that
existing taxes should be applied in ways that avoid inconsistent national tax
jurisdictions and double taxation; and that tax systems treat economically
similar transactions equally, regardless of whether such transactions occur
through electronic means or through more conventional channels of commerce.

7.1 direct the Secretary of Commerce to work with the private sector, State and
local governments, and foreign governments to support the development, both
domestically and internationally, of a uniform commercial legal framework that
recognizes, facilitates, and enforces electronic transactions worldwide. I further
direct the Secretary of Commerce within the next 12 months to seek to gain
agreement with the private sector, State and local govern-ments, and foreign
governments, both domestically and inter-nationally, on common approaches
for authen-tication of electronic transactions through technologies such as
digital signatures.

8. [ direct the Secretary of Commerce and the Director of the Office of
Management and Budget to encourage private industry and privacy advocacy
groups to develop and adopt within the next 12 months effective codes of
conduct, industry developed rules, and technological solutions to protect
privacy on the Internet consistent with the Privacy Principles issued by the
Information Infrastructure Task Force (II'TF) Privacy Working Group. I further
direct the Director of the OMB to develop recommendations on the appro-priate
role of government consistent with "A Framework For Global Electronic
Commerce.” I further direct the Secretary and the Director to ensure that means
are developed to protect the privacy of children.

9. I direct the Secretary of Commerce to encourage the development and
adoption within the next 12 months by industry of easy to use and effective
rating systems and filtering technologies that empower parents, teachers, and
other Internet users to block content that is inappropriate for children.

10. I direct the Secretary of Commerce to support private sector development of
technical standards for the Internet and the U.S. Trade Representative to oppose
efforts by foreign governments to impose standards or to use standards for
electronic commerce as non-tariff trade barriers.

11. I direct the Secretary of the Treasury to cooperate with foreign governments
to monitor newly developing experiments in electronic payment systems; to
oppose attempts by governments to establish inflexible and highly prescriptive
regulations and rules that might inhibit the development of new systems for
electronic payment; and as electronic payment systems develop, to work closely
with the private sector in order to keep apprised about policy development and
ensure that governmental activities flexibly accommodate the needs of the
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emerging marketplace.

12. I direct all executive departments and agencies to promote efforts
domestically and internationally to make the Internet a secure environment for
commerce. This includes ensuring secure and reliable tele-communi-cations
networks; ensuring an effective means for protecting the information systems
attached to those networks; ensuring an effective means for authenticating and
guaranteeing confidentiality of electronic information to protect data from
unauthorized use; and providing information so that Internet users become
well-trained and understand how to protect their systems and their data.

13. I direct the Administrator of General Services to move the Federal
Government into the age of electronic commerce by expanding "GSA
Advantage," its online shopping service for the Federal community to cover
four million items by 12 months from now.

I am asking the Vice President to lead an interagency group coordinating the
U.S. Government's electronic commerce strategy. Further, I am directing that
executive department and agency heads report back to the Vice President and
me through this interagency group every 6 months on their progress in meeting
the terms of this directive:

WILLIAM J. CLINTON

President and First Lady | Vice President and Mrs. Gore
Record of Progress | The Briefing Room

- Gateway to Government | Contacting the White House | White House for Kids
White House History | White House Tours | Help
Privacy Statement

Help

Site Map

Graphic Version

THE WHITE HOUSE
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Electronic Tax Administration Advisory Commiittee
Charles A. Lacijan, Chairman

May 1, 2000

Robert E. Barr

Assistant Commissioner.
Electronic Tax Administration
Internal Revenue Service

1111 Constitution Ave., NW
Washington D.C. 20224

Dear Bob:

Your letier of February 22, 2000, distributed to ETAAC members at our March 2 meeting in
Washington, elicits our reaction to two proposals in the President’s FY 2001proposed budget:

1) atemporary, refundable tax credit of $10 for e-filing of individual income tax returns; and
2) one or more no cost options for preparing and filing individual income tax returns over the
Internet.

In particular, you requested our views on how the free Internet filing option could best be
achieved and cited the provision in its entirety:

“No later than tax year 2002, the IRS would be required to offer one or.more options to the
public for preparing and filing individual income tax returns over the Internet at no cost to the
taxpayer. If the IRS offered such options through contract arrangements with Authorized IRS
e-file Providers, it would be with the assurance that the taxpayer’s tax return information
would not be used by the Provider without the taxpayer’s permission for any purpose other
than submission to the IRS.”

Your letter stated that “This proposal does not mean that the IRS will be entering the tax
software business. However, it does mean that the IRS will be required to build on the trends that
already exist in the industry, which are to offer very low cost or even no cost tax services over.
the Web. One way that the IRS could implement this provision is by issuing a Request for
Proposal (RFP) to the industry requesting vendors to submit proposals * to meet a number. of
IRS requirements.

At its March 2 meeting, ETAAC discussed the proposed $10 refundable tax credit proposal and
decided to support this proposal for taxpayers who e-file individual income tax returns.
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In response to your letter, we have subsequently considered the proposal for free Internet
preparation and filing for individual tax returns. The ETAAC believes that free tax preparation
and electronic filing over the Internet for individuals would benefit taxpayers and lead to an
increase in electronic filing. Therefore, ETAAC supports this objective, but is concerned that the
IRS might attempt to achieve the objective either by competing with the private sector or
eliminating robust competition from the private sector.

The IRS Restructuring and Reform Act of 1998 states that “The IRS should cooperate with and
encourage the private sector by encouraging competition to increase electronic filing of such
returns.” This approach is working well. Existing marketplace competition has already led to a
wide number of options that taxpayers can choose, including very low or no cost tax services on
the Web from a wide variety of providers—the very trend you indicated in your letter. The
number of providers, now over 20, (see the attached list for details) is dramatically increasing
every year, forcing strong product development and causing prices to fall dramatically.

The ETAAC believes that the most appropriate actions the IRS can take to provide taxpayers
with a wide choice of no cost tax preparation and filing options over the Internet are to: 1) let the
competitive market continue to progress, and 2) continue stimulating electronic filing through its
creative advertising eampaign and making electronic filing convenient to use through such
improvements as the acceptance of additional forms and the elimination of paper. These actions
will result in increased taxpayer demand for electronic filing which will in turn stimulate the
marketplace to create improved and less expensive, even no cost, products, as it has already done
in the last several years. The ETAAC applauds Commissioner. Rossotti’s testimony to the
House Ways and Means Oversight Subcommittee on March 28, 2000 whereby he endorsed this
approach.

There are two approaches that the ETAAC believes the IRS should not take. The ETAAC
strongly recommends against the IRS developing its own tax preparation software program,
either internally or through acquisition. The ETAAC also believes that the IRS should not follow
an approach where the IRS issues an RFP or RFA to select a limited number of “Authorized IRS
e-file providers” to IRS-specifications. Your letter suggested IRS might use this approach, which
ETAAC believes would lessen competition that currently exists in the private sector. If the IRS
selects a limited number of providers that will be effectively “co-branded” with it for e-filing, the
IRS will indirectly be entering the software business. This situation will result in a huge
competitive advantage and perhaps even a monopolistic position for those selected. The IRS
should not lessen competition by entering the market and choosing which of the current
providers gets the advantage of an “IRS brand”. The ETAAC belicves more competition, not
less, is important to lowering the price of e-filing and cannot support any implementation that
limits or stifles competition in the private sector. The ETAAC would be pleased to.work more
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with the IRS to develop approaches the IRS might take to stimulate the market and increase
competition.

The ETAAC supports the goal of a no dollar cost Internet e-filing for. all taxpayers and believes it
is being achieved currently through free market forces, with even more no cost options available
in the future. The marketplace will be further. stimulated towards no cost tax preparation and e-
filing by enactment of the $10 tax credit. The key to achieving no cost tax preparation and
electronic filing over the Internet is to increase marketplace competition rather than decrease
competition by offering IRS software or selecting a limited number of e-file providers for co-
branding. If the private sector does not progress to free tax preparation and e-filing in the next
several years, as expected, the ETAAC believes the IRS would then be justified in evaluating
whether an electronic template is an appropriate and needed tool to promote free e-filing over. the
Internet. The IRS and ETAAC should track progress in meeting this objective on an annual basis.

The IRS must also recognize that the goal of the private sector is to make a profit and free
enterprise does not mean that the private sector must offer its products and services for free,
Establishing a goal of no-cost tax preparation and electronic filing ultimately means private sector
companies engaging in this practice must obtain something of value, such as exposure to
advertising or offers to perform other services, in exchange for free tax preparation and electronic
filing. The IRS should ensure that taxpayer privacy rights are not violated, but should not restrict
the ability of a consensual exchange between the taxpayer and private sector. company to occur in
a totally electronic environment with appropriate security safeguards.

The committee has addressed in this letter the two issues you asked it to consider. We are also
evaluating a number. of other.issues that we believe have strategic impact, and will be making
recommendations on these issues in our June report to Congress.

Sincerely,

* Charles A. Lacijan, Chair
Electronic Tax Administration Advisory Committee (ETAAC)

Attachment
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Appendix A: Circular A-76

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

CIRCULAR NO. A-76 (REVISED 1999)

August 4, 1983
TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS
SUBJECT: Performance of Commercial Activities

1.

S.

Purpose. This Circular establishes Federal policy regarding the performance of
commercial activities and implements the statutory requirements of the Federal Activities
Inventory Reform Act of 1998, Public Law 105-270. The Supplement to this Circular sets
forth the procedures for determining whether commercial activities should be performed
under contract with commercial sources or. in-house using Government facilities and
personnel.

Rescission. OMB Circular No. A-76 (Revised), dated March 29, 1979; and Transmittal
Memoranda 1 through 14 and 16 through 18.

Authority. The Budget and Accounting Act of 1921 (31 U.S.C. 1 et seq.), The Office of
Federal Procurement Policy Act Amendments of 1979. (41 U.S.C. 401 ef seq.), and The
Federal Activities Inventory Reform Act of 1998. (P. L. 105-270).

Background.

a. In the process of governing, the Government should not compete with its citizens.
The competitive enterprise system, characterized by individual freedom.and
initiative, is the primary source of national economic strength. In recognition of
this principle, it has been and continues to be the general policy of the
Government to rely on commercial sources to supply the products and services
the Government needs.

b. This national policy was promulgated through Bureau of the Budget Bulletins
issued in 1955, 1957 and 1960, OMB Circular No. A-76 was issued in 1966, The
Circular was previously revised in 1967, 1979, and 1983. The Supplement
(Revised Supplemental Handbook) was previously revised in March 1996
(Transmittal Memorandum 15).

Policy. It is the policy of the United States Government to:

a. Achieve Economy and Enhance Productivity. Competition enhances quality,
economy, and productivity. Whenever. commercial sector. performance of a
Government operated commercial activity is permissible, in accordance with this
Circular and its Supplement, comparison of the cost of contracting and the cost of
in-house performance shall be performed to determine who will do the work.
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When conducting cost comparisons, agencies must ensure that all costs are
considered and that these costs are realistic and fair.

b. Retain. Governmental Functions In-House: Certain functions are inherently
Governmental in nature, being so intimately related to the public interest as to
mandate performance only by Federal employees. These functions are not in
competition with the commercial sector. Therefore, these functions shall be
performed by Government employees.

¢. Rely on the Commercial Sector. The Federal Government shall rely on
commercially available sources to provide commercial products and services. In
accordance with the provisions of this Circular and its Supplement, the
Government shall not start or. carry on any activity to provide a commercial
product or service if the product or service can be procured more economically
from a commercial source.

6. Definitions. For. purposes of this Circular:

a. A commercial activity is one which is operated by a Federal executive agency and
which provides a product or service that could be obtained from a commerciat
source. Activities that meet the definition of an inherently Governmental function
provided below are not commercial activities. A representative list of commercial
activities is provided in Attachment A. A commercial activity also may be part of
an organization or a type of work that is separable from. other functions or
activities and is suitable for performance by contract.

b. A conversion to contract is the changeover of an activity from Government
performance to performance under contract by a commercial source.

¢. A conversion to in-house'is the changeover of an activity from performance under
contract to Government performance.

d. A commercial sourceis a business or other. non-Federal activity located in the
United States, its territories and possessions, the District of Columbia or the
Commonwealth of Puerto Rico, which provides a commercial product or service.

e. An inherently Governmental function is a function which is so intimately related
to the public interest as to mandate performance by Government employees.
Consistent with the definitions provided in the Federal Activities Inventory
Reform Act of 1998 and OFPP Policy Letter 92-1, these functions include those
activities which require either the exercise of discretion in applying Government
authority or the use of value judgment in making decisions for the Government.
Services or products in support of inherently Governmental functions, such as
those listed in Attachment A, are commercial activities and are normally subject
to this Circular. Inherently Governmental functions normally fall into two
categories:

(1) The act of governing; i.e., the discretionary exercise of Government authority.
Examples include criminal investigations, prosecutions and other judicial
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functions; management of Government programs requiring value judgments, as in
direction of the national defense; management and direction of the Armed
Services; activities performed exclusively by military personnel who are subject
to deployment in a combat, combat support or. combat service support role;
conduct of foreign relations; selection of program priorities; direction of Federal
employees; regulation of the use of space, oceans, navigable rivers and other.
natural resources; direction of intelligence and counter-intelligence operations;
and regulation of industry and commerce, including food end drugs.

(2) Monetary transactions and entitlements, such as tax collection and revenue
disbursements; control of the Treasury accounts and money supply; and the
administration of public trusts.

f. A cost comparison is the process of developing an estimate of the cost of
Government performance of a commercial activity and comparing it, in
accordance with the requirements of the Supplement, to the cost to the
Government for contract performance of the activity.

g. Directly affected parties are Federal employees and their representative
organizations and bidders or offerors on the instant solicitation,

h. Interested parties for purposes of challenging the contents of an agency's
Commercial Activities Inventory under the Federal Activities Inventory Reform.
Act of 1998 are:

(1) A private sector. source that (A) is an actual or. prospective offeror for any
contract or other form of agreement to perform. the activity; and (B) has a direct
economic interest in performing the activity that would be adversely affected by a
determination not to procure the performance of the activity from a private sector
source.

(2) A representative of any business or professional association that includes
within its membership private sector. sources referred to in (1) above.

(3) An officer or employee of an organization within an executive agency that is
an actual or. prospective offeror.to perform the act1v1ty

(4) The head of any labor organization referred to in section 7103(&) (4) of Title 5,
United States Code that includes within its membership officers or employees of
an organization referred to in (3) above.

7. Scope.

a. Unless otherwise provided by law, this Circular. and its Supplement shall apply to
all executive agencies and shall provide administrative direction to heads of
agencies.

b. This Circular and its Supplement apply to printing and binding only in those
agencies or departments which are exempted by law from the provisions of Title
44 of the U.S. Code.

c. This Circular and its Supplement shall not;
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(1) Be applicable when contrary to law, Executive Orders, or any treaty or. international
agreement; .

(2) Apply to inherently Governmental functions as defined in paragraph 6.e.;

(3) Apply to the Department of Defense in times of a declared war or military
mobilization; :

(4) Provide authority to enter into contracts;

(5) Authorize contracts which establish an employer-employee relationship between the
Government and contractor employees. An employer-employee relationship involves
close, continual supervision of individual contractor. employees by Government
employees, as distinguished from general oversight of contractor operations. However,
limited and necessary interaction between Government employees and contractor
employees, particularly during the transition period of conversion to contract, does not
establish an employer-employee relationship.

(6) Be used to justify conversion to contract solely to avoid personnel ceilings or. salary
limitations;

(7) Apply to the conduct of research and development. However, severable in-house
commercial activities in support of research and development, such as those listed in
Attachment A, are normally subject to this Circular and its Supplement; or.

(8) Establish and shall not be construed to create any substantive or procedural basis for
anyone to challenge any agency action or inaction on the basis that such action or
inaction was not in accordance with this Circular, except as specifically set forth in Part
1, Chapter 3, paragraph K of the Supplement, "Appeals of Cost Comparison Decisions"
and as set forth in Appendix 2, Paragraph G, consistent with Section 3 of the Federal
Activities Inventory Reform Act of 1998.

. The requirements of the Federal Activities Inventory Reform Act of 1998 apply to the following
executive agencies:

(1) an executive department named in 5 USC 101,
(2) a military department named in 5 USC 102, and
(3) an independent establishment as defined in 5 USC 104,
. The requirements of the Federal Activities Inventory Reform Act of 1998 do not apply to the
following entities or activities:
(1) the General Accounting Office,
(2) a Government corporation or a Government controlled corporation as defined in 5
USC 103,
(3) a non-appropriated funds instrumentality if all of its employees are referred to in 5
USC 2105(c), or.
(4) Depot-level maintenance and repair of the Department of Defense as defined in 10
USC 2460. '
. Government Performance of a Commercial Activity. Government performance of a .
commercial activity is authorized under any of the following conditions:

8. No Satisfactory Commercial Source Available. Either no commercial source is capable of
providing the needed product or service, or use of such a source would cause

unacceptable delay or.disruption of an essential program. Findings shall be supported as
follows:
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(1) I the finding is that no commercial source is capable of providing the needed
product or service, the efforts made to find commercial sources must be
documented and made available to the public upon request. These efforts shall
include, in addition to consideration of preferential procurement programs (see
Part I, Chapter 1, paragraph C of the Supplement) at least three notices describing
the requirement in the Commerce Business Daily over a 90-day period or, in cases
of bona fide urgency, two notices over a 30-day period. Specifications and
requirements in the solicitation shall not be unduly restrictive and shall not exceed
those required of in-house Government personnel or operations.

(2) If the finding is that a commercial source would cause unacceptable delay or.
disruption of an agency program, a written explanation, approved by the assistant
secretary or. designee in paragraph 9.a. of the Circular, must show the specific
impact on an agency mission in terms of cost and performance. Urgency alone is
not adequate reason to continue in-house operation of a commercial activity.
Temporary disruption resulting from. conversion to contract is not sufficient
support for. such a finding, nor is the possibility of a strike by contract employees.
If the commercial activity has ever been performed by contract, an explanation of
how the instant circumstances differ must be documented. These decisions must
be made available to the public upon request.

(3) Activities may not be justified for in-house performance solely on the basis
that the activity involves or supports a classified program or the activity is
required to perform an agency's basic mission.

. National Defense.

(1) The Secretary of Defense shall establish criteria for determining when
Government performance of a commercial activity is required for. national defense
reasons. Such criteria shall be furnished to OMB, upon request. '

(2) Ouly the Secretary of Defense or his designee has the authority to exempt
commercial activities for national defense reasons.

. Patient Care. Commercial activities performed at hospitals operated by the Govemment shall be
retained in-house if the agency head, in consultation with the agency’s chief medical directo,
determines that in-house performance would be in the best interests of direct patient care.

. Lower cost. Government performance of a commercial activity is authorized if a cost comparison
prepared in accordance with the Supplement demonstrates that the Government is operating or.
can operate the activity on an ongoing basis at an estimated lower cost than a qualified
commercial source. )

. Action Requirements. To ensure that the provisions of this Circular and its Supplement are
followed, each agency head shall:

a. Designate an official at the assistant secretary or equivalent level and officials at a
comparable level in major component organizations to have responsibility for
implementation of this Circular and its Supplement within the agency.

b. Establish one or more offices as central points of contact to carry out implementation.
These offices shall have access to all documents and data pertinent to actions taken under
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the Circular and its Supplement and will respond in a timely manner to all requests
concerning inventories, schedules, reviews, results of cost comparisons and cost .

comparison data.

c¢. Be guided by Federal .Acquisition Regulation (FAR) Subpart 24.2 (Freedom. of
Information Act) in considering requests for information.

d. Implement this Circular and its Supplement with a minimum of internal instructions. Cost
comparisons shall not be delayed pending issuance of such instructions.

e. Ensure the reviews of all existing in-house commercial activities are completed within a
reasonable time in accordance with the Federal Activities Inventory Reform Act of 1998
and the Supplement.

10. Annual Reporting Requirement. As required by the Federal Activities Inventory Reform Act
of 1998 and Appendix 2 of the Supplement, no later. than June 30 of each year, agencies shall
submit to OMB a Commercial Activities Inventory and any supplemental information requested
by OMB. After review and consultation by OMB, agencies will transmit a copy of the
Commercial Activities Inventory to Congress and make the contents of the Inventory available to
the public. Agencies will follow the process provided in the Supplement for interested parties to
challenge (and appeal) the contents of the inventory.

11. OMB Responsibility and Contact Point. All questions or. inquiries should be submitted to the
Office of Management and Budget, Room. 6002 NEOB, Washington, DC 20503. Telephone
number. (202) 395-6104, FAX (202) 395-7230.

12. Effective Date. This Circular and the changes to its Supplement are effective immediately.
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Attachment A
OMB Circular No. A-76

EXAMPLES OF COMMERCIAL ACTIVITIES
Audiovisual Products and Services
Photography (still, movie, aerial, etc.)
Photogrmaphic processing (developing, printing, enlarging, etc.) )
Film and videotape production (script writing, direction, animation, editing, acting, etc.)
Microfilming and other. microforms
Art and graphics services
Distribution of audiovisual materials
Reproduction and duplication of audiovisual products
Audiovisual facility management and operation
Maintenance of audiovisual equipment
Automatic Data Processing :
ADP services - batch processing, time-sharing, facility management, etc.
Programming and systems analysis, design, development, and simulation
Key punching, data entry, transmission, and teleprocessing services
Systems engineering and installation
Equipment installation, operation, and maintenance
Food Services
Operation of cafeterias, mess halls, kitchens, bakeries, dairies, and commissaries
Vending machines
Ice and water.
Health Services
Surgical, medical, dental, and psychiatric care
Hospitalization, outpatient, and nursing care
Physical examinations
Eye and hearing examinations and manufacturing and fitting glasses and hearing aids
Medical and dental laboratories
Dispensaries
Preventive medicine
Dietary services
Veterinary services
Industrial Shops and Services
Machine, carpentry, electrical, plumbing, painting, and other shops
Industrial gas production and recharging
Equipment and instrument fabrication, repair and calibration
Plumbing, heating, electrical, and air conditioning services, including repair.
Fire protection and prevention services
Custodial and janitorial services
Refuse collection and processing
Maintenance, Overhaul, Repair, and Testing
Aircraft and aircraft components
Ships, boats, and components
Motor vehicles
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Combat vehicles
Railway systems
Electronic equipment and systems
‘Weapons and weapon systems
Medical and dental equipment
Office fumiture and equipment
Industrial plant equipment
Photographic equipment
Space systems

Management Support Services
Advertising and public relations services
Financial and payroll services
Debt collection

Manufacturing, Fabrication, Processing, Testing, and Packaging

Ordnance equipment
Clothing and fabric products
Liquid, gaseous, and chemical products
Lumber products
Communications and electronics equipment
Rubber and plastic products
Optical and related products
Sheet metal and foundry products
Maechined products
Construction materials
Test and instrumentation equipment

Office and Administrative Services
Library operations
Stenographic recording and transcribing
Word processing/data entry/typing services
Mail/messenger.
Translation

Management information systems, products and distribution

Financial auditing and services
Compliance auditing
Court reporting
Material management
Supply services

Other Services
Laundry and dry cleaning
Mapping and charting
Architect and engineer services
Geological surveys
Cataloging

Training — academic, technical, vocational, and specialized Operation of utility systems

(power, gas, water steamn, and sewage)
Laboratory testing services
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Printing and Reproduction
Facility management and operation
Printing and binding — where the agency or department is exempted from the provisions
of Title 44 of the U.S. Code
Reproduction, copying, and duplication
Blueprinting
Real Property
Design, engineering, construction, modification, repair, and maintenance of buildings and
structures; building mechanical and electrical equipment and systems; elevators;
escalators; moving walks
Construction, alteration, repair, and maintenance of roads and other surfaced areas
Landscaping, drainage, mowing and care of grounds
Dredging of waterways
Security
Guard and protective services
Systems engineering, installation, and maintenance of security systems and individual
privacy systems
Forensic laboratories
Special Studies and Analyses
Cost benefit analyses
Statistical analyses
Scientific data studies
Regulatory studies
Defense, education, energy studies
Legal/litigation studies
Management studies
Systems Engineering, Installation, Operation, Maintenance, and Testing
Communications systems - voice, message, data, radio, wire, microwave, and satellite
Missile ranges
Satellite tracking and data acquisition
Radar detection and tracking
Television systems - studio and transmission equipment, dlstnbutlon systems, receivers,
antennas, etc.
Recreational areas
Bulk storage facilities
Transportation
Operation of motor pools
Bus service
Vehicle operation and maintenance
Air, water, and land transportation of people and things
Trucking and hauling
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TO DISCLOSURE OF TAX DATA? (Reloase Data: MAY 08, 2000) (Doc
2000-12970 (8 original pages})
DEPARTMENT: News, Gommentary, and Analysls; News Storfes
ABSTRACT: The IRS Offico of Chiaf Counsel is preparing to issue within tha next manth an intemal
opinion an the mytlad issuas surrgunding aavenising by private-sector vendars on he IRS Web site, said
Robert E. Barr, assistant commissioner for electronic tax administration.
SUMMARY:

Could 8 “fivate-semr vendor prepere an banner ad that pops up on a computer screen when a
taxpayer Is filing out a form oniine through the IRS Web site, and if so, to what level of consent wauld the
taxpayer be agreeng to marketing from the vendor if the taxpxr dicks on thal ad and anters in personal
infarmation? Geing er into this acenario, whet of cusiomizad information or data, if any, could
vendors request texpayers to give them with that click? Would this information inciude, for example, the
taxpaysr's nome? texpayar's industry afiliation? The type of farm the taxpayer it filing out whan he
or she clicks on that ad?

These are 2mong ihe many questions the IRS Office af Chief Counsel will address in an internal
mh:r\madsd to be issued within the next month. Robert E. Barr, the IRS's assistant commissioner for
[ ic tax administration, sngaged Chief Counsel to 1ook into the myriad issues surrounding
aovertising by private- sector vendors on the IRS Web site, as well as questions rajeed by possitle
incentives the IRS might use to encourage businesses to offer free online electronic filing. And yes,
eccording to Barr, these two subjects are linked. Thesa are alac questions raised in the marketglace by
regulations writlen a quarter cenlury age.

On May 9 Barr cut short preparod remarks to the Council for Electronic Revenue Communication
Advancemant in favor of an open exchange. He did so becauss by the time he took the padium thers was
mass confusion @ CERCA's members about whare the IRS s heading in its quest Tor free online or
slectronic filing altsmtives. President Clinton's fiscel 2001 budgst praposal includes langusage that has

led business leaders o beliave the IRS was considaring *relaxin r privacy rules and regulations
ta allow vendors that provide free oniine ar electronic filing amsgs. [} vasg:mp i

e 8 taxpaa:r persenal or
finantial date. That is, the business isaders belleved the administration was sugigesting the IRS might use
access o such data as ah ineantive Tor vendors to giva thelr fillng services awey for Iree.

IRS officials clarified that the Service is nat coneldering "relaxing” privacy standards to provide
Incantives t0 businesses to offer free eiecwonic Ning. However, according 1o Barr, there Is a ink between
e Issue of incentives and vendor access to cartain tazfsayer data -- provided the taxpayer canse!

nis to
disclosure of the data and vendors enier into agreaments with the (RS speliing out how that data wiil be

. protected. This is why Barr brought Chief Counsel into the equation; the IRS's attarneys are laoking into
what the IRS can and cannot do under current regulations and statutes.
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Could a privats-settar vendor prepara an banner ad that peps up on @ camputar screen when @
taxpayar is filling aut a farm onlina thraugh the IRS Web site, and if sa, to what level of consant would the
taxpayer be %reain 1o marketing from the vender if the taxpayer clicks on that ad and entera in personal
information? Going further into this scenario, what of customized informetion or date, f any, could
vendors request taxpayers to give them with that click? Would this Information Include, for example, the

taxpeyer's name? The taxpayer's Industry afflialion? The type of form the taxpayer Is filling out when he
ar she clicks on that ad?

‘These are among tha many gquestions the IRS Office of Chief Counse) will addrass in an internal
aoplnion expected to be issusd within the rext month. Rebert E. Barr, the IRS's assistant commissioner for
electronic tax administration, engeged Chief Counsel to ook into the myriad issues surounding
advertising by private- sactor vendere on the IRS Web site, az well 26 questions raiced by pascible
incentives the IRS might uss ta encourage businesses to offer frae online electranic filing. And yes,
according to Barr, these twa subjects are linked. These are also questions ralsed In the marketplace by
raguistions written a quarter century 2go.

On May 9 Barr cul shont prepared remarks to the Council far Electronic Revanue Communication
Advancement in favor of 8n open exchangs. Me did 5o because by the tims he took the podium there was
mass confusion among CERCA's members about where the IRS is heading in its quest Tor free online or
electronic filing alternatives, Presioent Clinton's fiscal 2007 budpet proposal inciudes language hat has
led business leadars o believe the IRS was considering "relaxing” ayer privacy rules and reguiations
1o sllow vondors that provide free online or alacisonic filling accaess to valuable laxpa‘yi:r personal or
financial data. That s, the business leaders believed the administration was suggesfing the IRS might use
aceess to such data as an incentive for vendors to give thair filing services away for free.
. IRS cfficials clarified that the Service is not cansldering “relaxing” privacy standards to provide
incentives ta businesses to offer free electronic filing. Howaver, accarding to Barr, there is a link between
the issue of incentives and vendor 8ccess to centain yer data — provided the taxpayer coneents to
disclosura of the data and vendors enter into agreements with the IRS speliing out how that data will be
protectad. This is why Barr brought Chief Counsel into the equation; the IRS's atomeys are Isoking Ino
what the IRS can ant cannot do under curent regutations and statutes.

Mass Confusion

CERCA's membership includes virtually every business working in partnership with the IRS or
otherwise publicly associated with sama aspact of the tex business. For example, American Express and
Discover Novus Network ara members of the orgenization, as are H&R Block, Microsoft, and Intult. The
list also Includes firms whose lax work is well-known in the tax warld, but not necassarlly armeng the
&eneral pubtie, Inclucﬂngg‘om Computer Sciences Corparation, the company that heads the consortium

at was awarded the IRS's prime contract for tachnology modemization, and Andersen Consuilting.

The confusion about where the IRS is heading in terms of providing incantives to businesses 10 povide
free online or elecironic fillng became avident in questions CERCA's mambers pased to.sarlier panels.
For axampte, former IRS Chiet Operations Office John Dalrymple appeared stunned when several
CERCA members indicsted they were under the impression the IRS was consldering "refaxing" privacy
standards protecting texpayer information as an incentive for vendors io affer fras online or electronic
fiing. Dairymple, who was recently named the first commissloner of the IRS's wage and investment
division, responded by saying he believes that If anything, the IRS would come dawn harder on ensuring
taxpayer privacy is pratecled should vendors be allowed access lo any texpayer information. "Relaxing
tho privacy ragulation — I'm nol even cure whai that means,” Dalrymple eaid.

CERCA members got their infarmation fram Yanguage in Prasident Clinton's fiscal 2001 budget
requeet. The budget request containg two provisians intended to make electronic filing more atlractive to
taxpayers. The one that has received a great deal of publicitx is the proposal for a temporary, refundeble
$ 10 tax cradit for retums filed electronically for tax years 2002 through 2008. (This provisioh excludes
Telefile, for which the administration Is proposing a $ 6 tamporary, refundable credit) it s the
administration's second proposal at issus here. That provision states:

No I3ter than lax ysar 2002, the (RS wauld be required to offer cne ar mars aptlans ta the pubiic for
preparing and filing individus! income tax returns over the Internet at no cost to tha taxpayer. If the IRS
offered such optans through contracl arangements with Autharized IRS a-file Pravigers, it would be with
the assurance that the taxpayer's tax return information would not be used by the Provider without the
taxpayar's permission far any purpase other than aubmiesion to the IRS.

CERCA members provided Barr with a copy of this language fer the IRS'S Inferpretation of what it
meana. One CERCA member asked apecifically, *“Doea this language mean tho atdminictration bolioves

there is & link between private taxpsyer data and incentives the IRS might provide to vendors who agree
to offer free electranic or onlfine filing services?”

“What it basically says is that there is in faci a connedfion hers,” Barr sald. "Essentially what the
president has aid Rere is that the administration is inlerested (n pervasive, free electronic flling over the
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Intamat with the sasurance that information would not be used without the taxpayer's permission.” Barr
later addad that "clearly It Intimated™ the taxpaysr could opt in to marketing.

Earlior, another CERCA mamber had asked Barr whethar tha IRS s considering giving vendors “cileks
through” %s opposed to wntt:'riia ein‘snnt from ? u|:.uq1)i:yar gnrl:sn% a:: (\;gndor al\rlum:rzanm fo solicit the for
\axpayer directly or to use ¢ lements of the ayer's data (lor cond market snelyses,
exampis, or bui?ding targeted malling lisis). it was duxr?ng this eariiar exchange that Barr discussed Chief
Counsai's work on this maiter, giving examplas of the many issues and scenarlos he asked the IRS
attormneys to consider.

in sdailion to the questions fisted In the first paragraph of this erficle, Barr asked Chief Caunsel to
aadress questions lika the following: if sollcitation oceurs, wauld it ba an an "opt-in® or "opt- out® basis for
the texpayer? That Is, would the taxpayer 'oglf-h‘ for solicitation when they answer affirmatively to a
vendor's spacific request to provide more information. Or, for example, would ail taxmm who fila
an:ugn ﬂtm:Tls?s Web site be the potential racipients of salicitation unlese they specifically “aptad-aut® of

et possibili

Also, Barr said, if solicitation occurs would the taxpayer's consent be automatic, or would 3 human
being be required to respand to verify that the taxpayer has given consent before solicitation can ocour?
In sither case, wauld the taxpayer subsequently be salicied by mall or through another means? What
assurances would the IRS and taxpayers have that the taxpayer Information is not specialized if vendors
in the endt tum out not to have autho for certain pteces of he taxpayer oeta?

“All of those quastions are on the table right now,” Barr said.

Another CERCA member wandered about the timing of solicitation, noﬁnﬂgthat the onz part of this
iseus the IRS addresses in written form right now states that vendors can offer their se: {0 taxpayers
only at the time the taxpaysr is picking up a retum. I think the explration of Mo autharizaton [for
solicitation), and s the taxpayer specifically asked to deal with the time frame ~ If you ask, ‘Can we use
ym|.|dr date to solicit you?' the taxpayer will Say ‘get outta here.’ | think expirabllily is a falr question,” Barr
said.

After Barr's exchange before the audience, Tex Analysts presented Barr with a few questions ralead by
CERCA members that were either not discussed during the lorum or nat futty clarffied during that
gdiseussion. One of the concerns CERCA members had expressed o Tax Analysts was a fear that the
Clintan administration's budget Ianguage suggests the administration believes the IRS should interfere
with the market In the quest lo give taxpayers a free anfine or electranic fling option. One CERCA
member had suggested as much to Barr in a question shout whether the Cimnton administration would usa
this first experiment in sstting market prices on tex services - in this case, setting the price at zero —-as a
springboard for doing 8o routinely in the future.

“No,* Barr sald in Bis comments to Tax Anelysts, “That's not it. What the administration believes is that
wxpayers should be offered a free altemetive. S what the administration has asked us to do is chack out
some of the :’pfommles we can levarage through the (Intemal Revanue Servite Rastructuring and
Raform Act of 1088] to discover whather this can be done.” The sdministration abaalutaly wants to protect
texpayer information, Barr sdded.

Another concem broughl to Tax Analyats' attantion by ana CERCA member is that Iaxpartr data is the
only thing the IRS has to barter when 1 comes to providing incentives to busingsses to provide free online
or slectronic filing. "That's not really true though,” Barr saig. ") want to ask businesses, is this a case
whare you can only get a coupla of doltars per retum® | want to just open it up,” Barr said. "1 want
. businesses {o tell us the kinds af things they think we can do.”

Barr told Tax Anaiysts his sense is that @ "click-through” consent option could waork. “But then the
question is, to what level of consent is the taxpayer agreeing?” Bam said. "As you dig er into this It
gets m?ar: probiematic.” Barr notes that Counsel is tOMING Out Soan with the Intamal opinion he
requested.

“Then we'll belter understand what he currant statutes and regs say wa can and cannot do,” Barr said.

“Then we'll Invite feedback from the vendors. Maybe you shauld call R a Yequest for information’ instead of
3 'request for proposal,™ Berr told Tax Analysts.

In fact, what exactly the IRS will be ralgmﬁng from vendors within the next two menths proved to be
another caurce of confusion among CERCA members. One CERCA membor exprossed concem that the
IRS is using the "request for proposal® procedure to determine the boundaries that will be set on which, if
any, taxpayer data can be made available to vondors, That is, instead of using traditional procedures by
which the government spells out how the tax faw will be administered, businesses will direct the
government through the "request for proposal® procedure. Alsp, the CERCA member said, businesses
fear that under this pracedure only select vendors - in other words, those vandors that provide free
clectronic flling services to taxpayers - would have access to the valuable taxpaysr data.

That is not the case, Barr told Tax Analysts. After the Chisf Counsel's office issues its intemal opinion,
the IRS wants input frem businesses an whether the canclusians of Counsel suppart ~ in any way, shape,
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or form ~ & merketpiace where it is feasible for businosses to offer free online ar elscironic filing services.

Barr said that what the IRS wants is infarmation. What the IRS needs right naw, in this entirely new
ares, Ia 8 new vehicle — a vehiclo or forum for obtalning information from businessas on thesa lasues that
canbe ofishnd tangi sifted :“x'?ugr:n:z"r? then, pen;apds‘. after tﬂs olfolms. m&";s _‘::uld be .btlnea'to take
elen severai differen ave comae In thro rum and buj ystem
free elestronic ﬁllv'nag asa vhble?eawice for businesses 1o offar. What tha IRS will be seeking aﬂersml
lssues its opinion is a “reques! for information," Barr told Tax Analysts.

Barr had not been thel explicit with CERCA members, instaad using the phrases “request for proposal®
end “request for Information” Interchangeably.
No Free Lunch

During his apan session with CERCA members, Barr noted ™ have heard from some of you that yau'd
like cash” in exchangs for providing free slectronic filing services. *f have no intention of doing that.”"But,
he said, the new “request far information” procedure described abave will be a place where businesses
can resubmit this proposal for widespread considerstion.

*] think we all believe there's no such thing as a fres lunch,* ene CERCA member said to Barr, "ls thers
any view in the adminisiration that this could be anything other than free? i think $ 2.85 is a very
reasonable price for the service.”

Barr replied by first mentioning the administratisn’s proposal for a $ 10 temparary, refundabie tax
cradit, which he Said has not been widely discusaed by vendors. He then noted that the fate of the
propoaed creditis naw in the hende of Congreas.

*From my perspeclive, | clearly understand there are no fres lunches rer se,* Barr stated. “What we're
interested in underatanding ia whet rovenue models meke sonae,” Ale, the IRS wante to know how the
agency end businesses can work together on this front to make free electronic filing a viable altamative.

“There Is another vaice not represented here today,” Barr said, “and that's the taxpayers.” Increasingly.
Barr said, members of Congress are gelting leftars from taxpsyers asking why they have to use
somebody's tax sofiwara and pey a fea to fila their taxes, when filing and paying taxes it not an option?
And Increasingly, members of Congrass are writing to Barr, forwarding these letters and demanding a
response from the IRS to comments from taxpayers like, “I don't have a choice when it comes to filing my
1exes. Why can't you guys go build the software yoursaives?*

Tax Analysts later asked Barr what would hagpen i the markelplace cannet support offering fres
electronic filing to taxpayers? "“We'd have 10 ook at other alternatives,” Bam said.

* wauldn't deciare we'd bulld our own software, for two reasons,” Bam continued. “One, | sardously
doubt wa'll gst to that peint. Two, | sincarely hape we don't get to that point™

The State Side

According to the Federation of Tex Administrators, an associatlon representing all of the slate tax
officials in the nation, 12 state tax depariments already offer their taxpeyers free online fillng q:rou%r’\‘.me
state tax Web sites. All but one of those states have bullt their own software systams for providing this
free electronic filing aptian.

Only Oxiahama partners with 2 business to provide a free siscironic fillng service fo the state. And, it
turns out, Oklahoma pays Intuit $ 6.50 per retum for this service.

According to Paula Ross, the Oklahoma Tax Commiasion public relations director, Okiahoma launched
ks froc Web-based fling oplion twa years ago after awerding Universal Tax Systems the contract for this

work, In that first year, 10,000 Okiarioma filers chass this option. Then intuit bought Universal Tax
Systems and absorbed th¢ state contract; in the second yeer, 33,000 Okiahoma filers chose the free
Wob-based option.

Ross sald Oklahoma's Tax Commisalan assigna the eost of paying Intuit for this service to its
processing budget. *Wo feal it is caet- effactive far us,” Rase told Tax Analysis. Plue, she sald, the stete
wants to encourage electronic filing, which ahe noted already appears o be growing In popularity with the
state's taxpayers.

Most privacy e?_erts contacied by Tax Analysis were unable by press time to comment on the
specifice desenbed in this article. However. Sarah Andrews, a policy analyst at the Washinglon-besed

tactronic Privacy Information Center, did venture to make ona ganaral camment. “There is sort of an
ethical question when you've got govemment agenclas coliaborating with these advertisers, which ars
renowned privacy offenders,” Andrews sald,

sssmveverreversr o of DACLMBNE Tt ereiieass
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A itk et Sosat, N, 583 Foe
St D AW
WATRRLON  Fax 2917030824

September 22, 2000

Ms. Michelle Lane

Contracting Officer

Free Internet Filing Project

Internal Revenue Service OP:ETA:I.CM
NCFB C4-322

5000 Ellin Road

Lanham, Maryland 20706

RE: Electronic Tax Administration (ETA) "Free e-file" Request for Information (RFI)
No: TIRNO-00-H-00007

Dear Ms. Lane:

The Computer & Communications Industry Association (CCIA) hereby submits this
Response to the Electronic Tax Administration (ETA) "Free e-file" Request for
Information (RFI) No: TIRNO-00-H-00007,

CCIA is an association of electronic commerce, Internet, telecommunications, computer
and software companies ranging from small, entrepreneurial companies to some of the
largest in the industry. CCIA’s members include equipment manufacturers, software
developers, telecommunications and online service providers, resellers, systems
integrators, and third-party vendors. Its member companies employ well over a half-
million employees and generate annual revenues exceeding $300 billion.

The future of electronic government and service to the citizen is vitally important to our
country, and so too is the continued health, vitality, investment, and innovation of the
high technology and electronic commerce sectors of the American economy. U.S.
citizens will benefit greatly from both, but it is exceedingly important that public policy
seeks to balance the requirements and needs of our public and private sectors, so that the
success and growth of the former is not at the expense of the continued success and
growth of the latter.

Nine Presidents of the United States have embraced a national policy that declares:

"In the course of governing, Government should not compete with its citizens. The
competitive enterprise system, characterized by individual freedom and initiative, is the
primary source of national economic strength." The continued validity of that simple
truth, expressed so clearly in OMB Circular A-76, is the central issue at stake in the IRS'
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pending Request for Information (RFI). The outcome of the current national debate over
the appropriate role of the U.S. Government in the emerging New Economy will impact
investment, job formation, and innovation in this country for years to come.

The ultimate decisions made by the Government in its ongoing effort to competitively
enter electronic commerce markets will either advance or set back American economic
growth. We are therefore pleased to submit the attached comments in this important
policy debate.

Sincerely,
Edward J. Black

President and CEO
Computer & Communications Industry Association

Attachments
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Request for Information No: TIRNO-00-H-00007

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
ELECTRONIC TAX ADMINISTRATION

REQUEST FOR INFORMATION

The Office of Electronic Tax Administration (ETA) within the Department of Treasury's
Internal Revenue Service (IRS) is issuing this Request for Information (RFI) to analyze
the public and private sector's reaction to a proposed electronic opportunity via the
Internet. The IRS requests comments on various aspects of the implementation of this
opportunity.

Background

The mission of ETA is to revolutionize how taxpayers transact and commumcate with the
IRS. Strategies to fulfill this mission include:

= Making electronic filing (e-fi’e), payments, transactions and communications so
simple, inexpensive and trusted that taxpayers will prefer these to calling and mailing;

* Providing additional taxpayer access methods to products and services centering on
electronic filing, payment, transaction, and communication products and services;

® Aggressively protecting transaction and information integrity and quality;
= Seeking the best people, ideas and partners to assure IRS success; and
= Delivering the highest quality products and services as promised.

These strategies include the development and implementation of an aggressive IRS e-file
awareness campaign and the solicitation of assistance and support from the tax
professional and software development community within private industry. Collectively,
all efforts will help the IRS strive to achieve the overriding goal of receiving 80% of all
tax and information returns electronically by 2007. As provided by the IRS Reform and
Restructuring Act of 1998, such bold and innovative steps are necessary to continue the
previously mentioned revolution - which to date, is gaining momentum. For example, per
IRS statistics, during the entire 1999 income tax filing season, the IRS received and
processed almost 30 million income tax returns electronically. Through June 1, 2000 of
the 2000 income tax filing season, the IRS had already received and processed over 35
million tax returns electronically - a significant increase from the previous year.
However, additional efforts and/or partnerships are needed to reach set objectives.

67-864 00-5
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Request for Information No: TIRNO-00-H-00007

Currently, taxpayers desiring to self-prepare and electronically file an individual income
tax return must use third party tax preparation software. Such software is available for
purchase over-the-counter and/or is available on-line or via download from the Intemnet.
In most cases, the industry charges a fee to use the software for tax preparation and/or for
electronic filing. Taxpayers have increasingly notified the IRS that they want to prepare
and file their tax return electronically but at no cost to them. Many have indicated that
they would prefer to file directly with the IRS instead of using a third party.

Presidential Budget Provision
Per the President's FY2001 Budget Request:

"No later than tax year 2002, the IRS would be required to offer one or more options to the public for
preparing and filing individual income tax retums over the Internet at no cost to the taxpayer. If the IRS
offered such options through.contract arrangements with Authorized IRS e-file Providers, it would be with
the assurance that the taxpayer's tax return information would not be used by the Provider without the
taxpayer’s permission for any purpose other than submission to the IRS."

The IRS is hopeful to build on the trends that already exist in industry, which are to offer
very low cost or even no cost tax services over the web. Individuals interested in learning
more about such trends in industry may visit the IRS e-file Partnership Page located
within the Electronic Services section of the IRS web site at hitp://www.irs.gov.

Security Requirements

One of the most important requirements of any ultimate offering will be for the private
sector to maintain the confidentiality and security of the taxpayer's data. Although this
information is supplied to the private sector at the taxpayer's consent, the IRS will require
that all information received through this program meet the following stringent security
requirements:

(1) Tax return information will be kept confidential

(2) Tax return information will be used solely for the purpose directed by the taxpayer
(3) Tax return information will not be further disclosed, traded, bartered or sold without
the express authorization of the taxpayer (i.e., the contractor will be required to obtain
another authorization from the taxpayer for further disclosures).
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Comments of the Computer & Communications Industry Association

The declared desire by the Internal Revenue Service to competitively offer
electronic tax preparation services to American consumers has been the subject of a
growing national debate for the last three years. However, the first known public
announcement of that intent was in March 1998 at the IRS' Software Developers
Conference in Landover, Maryland, by the Assistant Commissioner for Electronic Tax
Administration. That conference, attended by upwards of a hundred representatives of
the technology industry, was stunned to hear the IRS announcement that it planned to
offer online electronic tax. preparation services to consumers as part of its strategic plan
for the future of the agency.

Since that time there have been many developments in this debate. Senior IRS
officials have been asked repeatedly in congressional hearings either to confirm or deny
the electronic tax plans of the agency. The Commissioner of Internal Revenue has stated
in multiple such hearings that the agency has no plans or intent to develop, provide, or
offer electronic tax preparation software or services -- and yet the efforts of the Electronic
Tax Administration (ETA) have somehow continued undeterred and the debate has gone
on. Itis difficult to account fully for this seeming disconnect. However, it has been clear
that as the debate has intensified, the method and modality of the ETA plans has evolved.
Some of the recent evidence of the continued adherence of ETA to its plan is the
advancement this year of the ETA's latest concept of government-sponsored, free online
tax preparation, represented by the publicly released Request for Information to which
these comments are submitted in response (No: TIRNO-00-H-00007).

The denials of the intent of the IRS to enter this market in competition with commercial
service offerors for consumers are belied by the insertion into the President's FY2001
Budget by the IRS of the declared objective of having free online tax preparation and
filing services to be provided to the public by the Government not later than 2002. Page
64 of the Analytical Perspectives volume of the President's FY2001 Budget proposal
states: "the IRS would be required to offer one or more options to the public, through
contract arrangements with the private sector, for preparing and filing individual income
tax returns over the Internet at no cost to the taxpayers". Whether the Government enters
the electronic tax preparation services business with its own product or utilizes the
products of others is irrelevant to the debate, as that is merely a "make or buy" decision.
‘What does matter is the declared intent of the Government to enter the market.

While the language the IRS succeeded in inserting into the President's Budget may have
the patina and appearance of policy, it is actually anomalous and significantly deviates
from many other electronic commerce policy declarations by this President and Vice
President over the last eight years, which have previously followed a consistent and
rational logic grounded in sound economic theory. Indeed, in 1997 the White House
completed its groundbreaking "Global Policy Framework for Electronic Commerce”.
Led by Ira Magaziner, the development of the Administration's policy for electronic
commerce set the standard for the world by relying on a progressive economic
philosophy and the vitality of free enterprise as the bedrock for the emerging American
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model for the New Economy. The U.S. e-commerce policy announced by the President
and Vice President in the summer of 1997 changed the national and interational debate
when it declared:

"Governments can have a profound effect on the growth of electronic commerce. By
their actions, they can facilitate electronic trade or inhibit it. Knowing when to act and —
at least as important — when not to act, will be crucial to the development of electronic
commerce...."

IRS RFI No: TIRNO-00-H-00007 is completely inconsistent with the above
_national policy directive by the President of the United States.

The President's e-commerce policy directive to the heads of Executive Agencies
further states:

"In some areas, government involvement may prove necessary to facilitate
Electronic Commerce and protect consumers. Where governmental
involvement is necessary, its aim should be to support and enforce a
predictable, consistent, and simple legal environment for commerce."

Again, IRS RFI No: TIRNO-00-H-00007 is completely inconsistent with this
policy directive by the President of the United States.

IRS RFI No: TIRNO-00-H-00007 reflects unwillingness by a major federal
agency to restrain itself from competitively interfering in a healthy American electronic
commerce market. This first stage of the ETA's announced public procurement for
electronic tax preparation services attempts to substitute procurement processes for public
rulemaking, demonstrating a desire by a division of the agency to try to transform itself
into a commercial market offeror of e-commerce goods and services to American
consumers. The attempt to do so through the exercise of invented regulatory authority
over an industry it is not empowered to manage is particularly egregious. Rather than
facilitating electronic commerce and protecting consumers as the President directed, ETA
would manipulate the existing open, competitive marketplace in order to insert itself
between private offerors of electronic commerce services and their American consumers.
Rather than conducting a public rulemaking to protect consumers while facilitating
electronic commerce, with sunshine and the full involvement of the public, ETA is
attempting to utilize procurement processes to make a place for itself in the competitive
commercial market, putting the protections of American consumers on an auction block
to the lowest bidder. This is not service to the citizen.

ETA attempted to secure regulatory authority over the tax preparation services
industry in 1998 by seeking to insert language at that time into the IRS Restructure and
Reform Act. Congress reviewed the ETA proposal that it be given authority to "stimulate
and manage competition by writing rules” for the industry. Congress rejected the
proposal and those words appear nowhere in the Act or accompanying Conference
Report. Nevertheless, IRS has moved ahead as if so empowered, declaring in May 2000
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at a conference of the Council for Electronic Revenue Communication Advancement
(CERCA) that it was implementing a national price-setting objective of driving the
transaction cost of electronic tax preparation services to "zero" for all Americans.
Moreover, in that same announcement, the agency declared that it would determine "what
revenue model makes sense" for the electronic commerce with regard to electronic tax
preparation industry. (Tax Notes, May 11, 2000)

The ETA's industrial policy agenda has no basis in federal law, and neither the
division nor the agency is empowered to serve as the regulator of commercial enterprise.
The IRS' core statutory mission of revenue collection and enforcement did not
contemplate the agency's current attempt to transform into an "FCC" over the electronic
commerce and tax preparation services industry.

American consumers will not be well served by the Government seeking to
manipulate markets and establish for itself a role as a purveyor of commercial goods and
services to the public. The excesses of the ETA's activities and plans over the past three
years in its effort to insert itself into the commercial electronic tax preparation services
industry must be reviewed and reversed before serious damage is done. Likewise, the
ETA attempt to utilize procurement processes as a substitute for a public rulemaking to
modernize the agency's rules goveming access to and use of tax return information is
completely inappropriate, and must be reversed by Executive action and directed into
lawful and appropriate procedures as stipulated by the Administrative Procedure Act.

It is also profoundly disappointing that the ETA is completely ignoring the input
and advice it nominally sought from the private sector in the formulation of its current
plans. The 2000 Annual Report to Congress by the Electronic Tax Administration
Advisory Committee details the opposition and contrary advise of the ETAAC to the
course of action being pursued by the ETA with regard to offering electronic tax
preparation services to the public. That Report, a copy of which is attached here to be a
part of the record in this RFI, should be seriously reconsidered by the agency.

Attached are additional documents submitted as part of the record of this RFL
Among these are a CCIA abstract detailing our concerns with various Government
actions in electronic commerce, and an multi-trade association letter submitted to the
Secretary of the Treasury and Commissioner of Internal Revenue in June 2000 addressing
the subject of this RFI and the actions and plans of the Government for electronic tax
preparation services.

Also attached here is a policy monograph published in the spring of 2000 by the
Progressive Policy Institute, outlining a thoughtful policy approach to Digital
Government. The white paper presents twelve principles for electronic govemnment.
Principle Eleven declares "Federal efforts should complement, not duplicate, private
sector efforts”, and goes on in the paper to discuss examples of both what the government
should and should not do. We agree with the Digital Govemment blueprint set forth in
this constructive policy proposal and strongly urge its adoption by the Administration and
the IRS. Following these principles would provide a rational approach that would not
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compete with, duplicate or seek to supplant the role of the private sector in Electronic
Commerce, but would give a full agenda of constructive direction and initiative for
Government to appropriately pursue.

Likewise, the Progressive Policy Institute published an earlier monograph in 1999
on guidelines for the New Economy, also attached here. That paper details a thoughtful
model for Public-Private Partnership between government and the private sector, which
while dramatically different from that being pursued by the IRS and ETA today, would
point the way to a constructive and cooperative relationship that could be appropriately
leveraged to advance and serve the public interest significantly. We strongly urge the
agency to study closely the recommendations of this study as a thoughtful approach to
moving away from the counterproductive and confrontational situation of the last several
years.

What is truly tragic about the driven agenda of the ETA to duplicate private sector
service offerings and take on electronic tax preparation as its new mission and role, is the
degree to which this strategy has dismissed the extensive private sector efforts to bring
these services within the reach of all Americans, regardless of means. Voluntary Digital
Divide initiatives of the private sector have already made commercial electronic tax
preparation and filing services available to lower income Americans for free. These
public service initiatives have existed for several years, and have demonstrated dramatic
year-over-year growth in usage. Citizens do not need a computer or software, or a credit
card, to take advantage of these Digital Divide initiatives. Instead, lower income citizens
can go to any public Internet access location, go online, and prepare and file their tax
returns at no charge. These public service offerings are also provided without
expenditure of public funds, either in the form of budget or staff resources.

It is profoundly disappointing that in the face of these voluntary industry
initiatives the preferred strategy for the ETA would be for the government to step into
this space in the marketplace and insist on being the provider of free electronic tax
preparation services to the public. No compelling public need has been identified. No
unfilled gap in the marketplace exists. We strongly believe, as the Progressive Policy
Institute recommended, that federal efforts should complement, not duplicate, private
efforts. Nor should federal efforts seek to supplant private efforts. Voluntary public-
private partnership should be encouraged, not supplanted, by the IRS.

In conclusion, it would be highly desirable for the IRS and ETA to turn the page
and begin anew to establish a collaborative and productive working relationship between
the agency and the high-technology and electronic commerce industry, in pursuit of a
public interest agenda of better serving the interests and needs of the taxpaying public.
voluntary public-private partnership, not public-private competition, should be the
standard for this relationship. It is an objective that can be achieved, and the Computer &
Communications Industry Association would be pleased to assist and participate in the
advancement and realization of that vision. To do so requires abandoning the contrary
agenda set forth in RFI No: TIRNO-00-H-00007.
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June 23, 2000

The Honorable Lawrence H. Summers
Secretary

U.S. Department of the Treasury
Washington, DC 20220

The Honorable Charles O. Rossotti
Commissioner

Internal Revenue Service
Washington, DC 20224

The Honorable Bruce N. Reed

Assistant to the President for Domestic Policy
The White House

Washington, DC 20500

The Honorable David Beier
Chief Domestic Policy Advisor
Office of the Vice President
The White House

Washington, DC 20500

Gentlemen:

The undersigned industry associations representing the high technology community are
writing at this time to express grave concern about an apparent new direction in
government, away from sound policy principles for the future of electronic commerce.
This developing trend has disturbing implications for the role of government in the New
Economy and requires your personal attention.

In 1997 the Administration issued a directive to Executive Agencies entitled "A Global
Framework for Electronic Cornmerce”, which set forth policy with regard to Internet
commerce. That directive from President Clinton and Vice President Gore states in part:
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"Governments can have a profound effect on the growth of Electronic Commerce. By
their actions, they can facilitate electronic trade or inhibit it. Knowing when to act and -
at least as important — when not to act, will be crucial to the development of electronic
commerce....

"For Electronic Commerce to flourish, the private sector must lead....

"In some areas, government involvement may prove necessary to facilitate Electronic
Commerce and protect consumers. Where governmental involvement is necessary, its
aim should be to support and enforce a predictable, consistent, and simple legal
environment for commerce."

Despite this clear direction, the Administration's Fiscal 2001 Budget includes the
following e-commerce initiative:

"No later than tax year 2002, the IRS would be required to offer one or more options to
the public:for preparing and filing individual income tax returns over the Internet at no
cust to the taxpayer.”

On February 4, 2000 the Internal Revenue Service released a statement that declared:

"The IRS could implement this option by i g a Request for Proposal (RFP) to the
industry requesting vendors to submit proposals that would meet such requirements as:

Allowing any taxpayer to prepare 1040 series tax returns through access to a vendor
maintained Web site at no cost ta the taxpayer.

Providing related customer support to the taxpayers using the site.
Providing acceptable transmission security using industry standards such as SSL.

Agreeing not to use the tax data transmitted by the taxpayer for any purpase other than
transmission to the IRS without explicit permission from the taxpayer.

Agreeing to IRS-specified compliance procedures to ensure compliance with this
commitment. Prominently displaying these i ts on the site.

The RFP could request the vendors to quote what terms, financial or atherwise, the vendor
would require from the IRS to provide the service. Under this approach, the IRS could
accept as many proposals as it felt were responsive and useful in serving the public. The

number accepted could range from ane to many.”

On May 9 of this year, senior officials of the Internal Revenue Service addressed the
Council for Electronic Revenue Communication Advancement (CERCA). In those
comments on behalf of the agency, the following announcements were made:

*

the Government has set a national policy objective of reducing the pricing
of Internet-based electronic tax preparation services in the United States to
2€r0;
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* the Government's zero price objective is not a Digital Divide initiative, but
is intended to establish pricing for electronic tax preparation services for.
all Americans;

* the agency is examining areas of possible incentives to motivate

companies to drop their prices to zero, and would conduct a procurement
action to solicit recommendations about what such incentives should be;

* the industry's Internet business model for electronic tax preparation
services is being closely examined by the agency to determine what that
model should be in the future, including, for instance, whether continued
banner advertising on such websites will be permitted;

* in response to a series of questions posed by the Electronic Tax
Administration regarding the requirements and flexibility of rules in an
Internet environment, the IRS privacy regulations governing the use of
citizen tax data are being actively reviewed by the agency's General
Counsel,;

* there is a direct connection or linkage between the future requirements of
the privacy rules governing the use of taxpayer data, and the incentives the
IRS might offer to vendors to drop their market prices to zero.

Press accounts of the IRS explanation of its plans include a May 9 article by Tax
Analysts' Tax Notes Today (enclosed). With regard to the specific IRS proposal in the
President's budget and future privacy regulations, the article quotes IRS officials as
follows:

" '"What it basically says is that there is in fact a cunnection here,’ Barr said. 'Essentially
what the president has said here is that the administration is interested in pervasive, free
electronic filing over the Internet with the assurance that information would not be used
without the taxpayer's permission.’ Barr later added that 'clearly it intimated’ the
taxpayer could opt in ta marketing."

This same article quotes spokesmen for the agency as stating that:

" 'From my perspective, I clearly understand there are na free lunches per se,’ Barr stated. 'What
we're interested in understanding is what revenue models make sense.’ Also, the IRS wants to
know how the agency and businesses can wark together to make free electronic filing a viable
alternative....

"Tax Analysts later asked Barr what wauld happen if the marketplace cannot support gffering free
electranic filing to taxpayers? 'We'd have ta laok at ather alternatives', Barr said.

" T wouldn't declare we'd build aur awn software, for twa r .’ Barr continued. 'One, I
seriously doubt we'll get to that paint. Twa, I seriously hape we dan't get ta that point.” "

It is unclear to us on what statutory basis the IRS would set national pricing for services
in the electronic commerce industry or seek to regulate the Internet business model for



136

electronic financial services, including making determinations about what revenue
models make sense for electronic commerce in the United States. Neither.do we find
legal authority for the IRS to link consumer privacy regulations to specific price levels
for services in private sector markets. We certainly do not believe that the IRS' threats to
enter. the tax preparation software and Internet commerce business if the private sector
fails to adopt IRS-set price levels and revenue models for e-commerce services have a
basis in law.

The agency is correct that the "bricks and mortar”-era IRS privacy regulations governing
the use of tax data need to be updated for the e-commerce era, as do many other paper-era
government regulations. The President's 1997 e-commerce policy directive clearly
directs that such regulatory modernization be undertaken as a necessary element of
ensuring an environment that facilitates e-commerce and meets consumer needs.
However, it is clearly inappropriate for the Government to in any way link the
application, or. modernization, of privacy regulations to the pursuit of particular market
pricing objectives that the Government may be seeking. To the contrary, the
Administrative Procedures Act provides the established process for such a regulatory
modernization initiative, and the IRS should follow those requirements accordingly.

The desire by the Government to attempt to either regulate or compete with the electronic
commerce industry in offering Internet tax preparation services appears, on its face, to
conflict with the President's e-commerce policy directive in every respect. The reality is
that the private sector invented and is offering multiple Internet-based tax preparation
services to consumers today at low cost and often at no cost. This innovation is
happening in an intensely competitive electronic financial services market. Multiple
companies also have created Digital Divide initiatives by which they donate Internet tax
preparation services to low- and middle-income citizens; these programs, in place for the
last several years, are now nearing one million free transactions per year and are growing
at a dramatic pace.

The need for the Government to insert itself into this industry in the manner it is now
proposing is inexplicable. The natural forces of the free marketplace are serving
taxpayers well, providing multiple choices and alternatives for. consumers. In addition,
the electronic filing of tax returns has grown enormously over the last several years, and
it is expected that this dramatic growth will continue.

If the Administration's electronic commerce policy is being modified along the lines of
the activity being now proposed by agencies such as the IRS, it is vital that such a
significant change in policy direction be fully and openly put forward for debate and
dialogue — with the involvement of the high technology industry, Congress, and the
general public. The range of issues raised by the IRS proposals and plans go to the very
core of determining what should be the appropriate role of Government in the emerging
New Economy, and what should be the scope of agency missions for the fiture.

The high technology community strongly supports the need for e-government, including
the modernization of government infrastructure, the electronic accessibility of
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government to its citizens, and digitizing governmental functions. However, commercial
activities -- such as price-setting and making determinations about business revenue
models -- are only considered to be governmental functions in highly regulated
industries, and only when Government agencies have statutory authority and a defined
charter for setting industrial policy. Such activity is not generally understood to be the
mission of the IRS.

Likewise, offering commercial products and services to the consuming public, including
the marketing and distribution of the same, are among the most basic of commercial
activities. However, under long-established U.S. policy, commercial activities are not
supposed to be governmental functions. In the course of governing, government is not
supposed to compete with its citizens. Similarly, Presidential policy has long declared
that the Government shall not start or carry on any activity to provide a commercial
product or service if such services are available from the private sector. OMB Circular
A-76 makes this clear.

Given all of the above, the undersigned high technology industry associations are deeply
concerned by the developing trend of public agencies inappropriately trying to insert
themselves, or seeking to compete, in private sector e-commerce markets. President
Clinton and Vice President Gore were correct when they directed in their 1997 e-

. commerce policy that the private sector should lead, and that Government needed to
restrain its contrary impulses:

Gavernments can have a prafound effect on the growth of Electronic Commerce. By
their actions, they can facilitate electronic trade or inhibit it. Knowing when to act and —
at least as important — when not to act, will be crucial to the develapment of electronic
commerce.

We strongly urge that you reevaluate the electronic commerce plans of the IRS in the
context of the Administration's overarching policy directives, before the agency's mission
enlarges significantly beyond that which was intended, and a major policy disconnect
develops that adversely affects the continued growth of e-commerce in this country.

Sincerely,
; 9
TN GRS et Gy AP
Edward J. Black William T. Archey Ken Wasch
President and CEO President and CEO President
Computer & Communciations American Electronics Software and Information
Industry Association (CC1A) Association (AEA) Industry Association (SIIA)

Enclosure
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Concerned Group comprised of Alumni and Current Membors of the
Electronic Tax Administration Advisory Committee

September 27, 2000

The Honorable James Kolbe

Chajrman, Subcommittee on Treasury, Postal Service and
General Government )

Committes on Appropriations.

B-307 Rayburn House Office Building

United States House of Representatives

Washington, DC 20515

Dear Chairman Kolbe:

In‘ response to the Internal Revenue Service (IRS) Restructuring and Reform Act of 1998 (RRA),
the IRS established the Electronic Tax Administration Advisory Commiitee (ETAAC) in
September 1998. The mission of the ETAAC, as defined in the RRA, is to provide the IRS with
private sector input in the development and implementation of the strategic plan that eliminates
barriers, provides incentives, and uses competitive market forces fo increase electronic filing.
Additionally, the ETAAC hes the obligation to report to Congress. The seven undersigned are a
subgroup of either currently appointed or past members of the ETAAC, eath serving a term of
two years.

The Conference Report for thie RRA contains the following. “The intent of the conferees with
reapect to this provision is for the IRS and Treasury to press for robust private sector '
competition. When disputes arise between the IRS and the private sector on the question of
whether services offered by the IRS inhibit competition or are appropriate services not
reasoneably available to taxpayers or tx preparers, the Electronic Commerce Advisory Group
[ETAAC] shall recomniend to the IRS Commissioner an appropriate course of action. Those
recommendations shall also be made available to the Congress.”

On May 1, 2000, the ETAAC sent the IRS a letter, addressed to Robert Barr, Assistant
Commissioner of Electronic Tax Administration, regarding the subject of the IRS offering “one
or more options to the public for prepgging and filing individual income tax renins over the
Internet at no cost to the taxpayer.” The ETAAC took this action because of the increasing
controversy between the private sector and the IRS on this matter and the ETAAC's view that
this was not good public policy.

In its May 1st letter ETAAC recommended “... that the most appropriate actions the IRS can

take to provide taxpayers with a wide choice of no cost tax preperation and filing options over

the Internet are to: 1) let the competitive market continue to progress, and 2) continue stimulating ;
electronic filing through its creative advertising campaign and making electronic filing
convenient to use through such improvements as the acceptance of additional forms and the
elimination of paper.” The letter further stated that “The ETAAC strongly recommends against
the IRS developing its own tax preparation software program, either internally or through :
acquisition. The ETAAC also believes that the IRS should not follow an approach where the IRS?



139

. ETAAC Alumni Congressional Letter
“Beptember 25, 2000
Page 2

issues an RFP or RFA to select a limited number of “Authorized IRS e-file providers” to IRS
specifications.” This recommendation and opposition to IRS entering tax preparation through an
Internet-based service was communicated to Congress in the ETAAC’s June 2000 Annual
Report.

Voluntary compliance has been a keystone of our income tax system from its outset. With
voluntary compliance came both the responsibility and the right for an individual to
independently and privately prepare and file a statement of their income and tax liability. Put
another way, under the American income tax system, it is the citizen who takes the first step in
the tax transection, telling the government what they earned and what they owe. The burden is
then on the government to challenge the citizen's indepandent tax return, and only about 1% of
the American people are so challenged through the audit process. For 99% of the American
taxpaying public, when they submit their tax return, and either make & payment or receive a
refund, that is the end of the transaction. However, the present strategy of the Electronic Tax
Administration threatens to reverse the presumption of the American tax system — ultimately
imposing on all of our citizens the necessity of having to challenge the government’s
dotermination of their earnings and tax liability. Introducing such a fundemental change to the
system, by bringing the preparation of individual and business income tax returns inder the
augpices of the government, should be the subject of full public debate, and happen only as the
result of Congressional decision with the concurrence of the President.

Today some 55% of individual taxpayers choose the assistance of a paid tax professional in
preparation of their return. The remaining solf-preparers either use paper and pencil or have
chosen, in increasing numbers, to use personal computer software. As a matter of public policy,
we believe that tax preparation should remain the independent right and responsibility of the
taxpayer. Conseguently, we strongly oppose any action by the IRS to further enter into income
tax praparation, including the IRS offering the public an Internet-based proparation service,

_ either developed internally or obtained through contract, or through regulation of private sector
companies providing computerized and Internet tax preparation softwere and services, We
believe that the IRS plans to insert itself into this arene are ill conceived and represent
fundamentally flawed public policy.

The private sector invented electronic tax preparation services, and annually invests many tens of
millions of dollars in ongoing technology and service innovations. The marketplace is robustly
competitive, and has demonstrated civic responsibility by already making many Internet-based
tax preparation and filing setvices available to lower and middle income citizens at no charge.
The strategy of IRS' ETA group to insert itself into this market risks both continuing investment
and innovation as it seeks to make this a government service sector of the economy.

In its letter to Mr. Barr, the ETAAC commented: “The IRS Restructuring and Reform Act of
1998 states that ‘The IRS should cooperate with and encourage the private sector by encouraging
competition Lo increase clectronic filing of such retums.’ This approach is working well. Existing
marketplace competition has already led to a wide number of options that individual or business
taxpayors can choose, including very low or no cost tax services on the Web for individua!
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taxpayers from 2 wide variety of providers—the very trend you indicated in your letter, The
number of providers, now over 20, is dramatically increasing every year, forcing strong product
development and causing prices to fall dramatically.”

Further emphasizing this point, the ETAAC included this statement in its June 2000 Report o
Congress. “The ETAAC believes that the clear choice of public policy should be to let the
private sector provide the capability, with the federal government stepping in if the private sector
does not meet the need. The ETAAC believes it is inappropriate at this time to pursue a public
policy that would require the IRS to offer no-cost electronic filing over the Internet. The
marketplace has made noticeable progress towards achieving no-cast electronic filing over the
Internet for individual taxpayers in the past two years, aad additional progress towards this goal
is expected next year based on publicly announced plans. The ETAAC believes that any effort by
the IRS at this time to enter the marketplace itself, either by developing its own software or
alighing iteelf with a limited number of “authorized e-flle praviders” that offer no-cost e-filing
for individual or business taxpayers, would have the effect of limiting competition and would
ultimately limit taxpayer choices.” ’

“In support of the goal of no-cost e-filing and tax preparation over the Internet, the ETAAC
‘believes that the most appropriate actiona the [RS can teke to provide taxpayers with a wide
choice of low-gost and no-cost tax preparation and filing options over the Internet are to continue
to: 1) encourage competition, 2) seck induatry views on which barriers inhibit lower-cost to no-
cost private sector supplied options, and 3) stimulate electronic filing through its creative )
advertising campaign and making electronic filing convenient to use through such improvements
as the acceptance of additional forms and the elimination of paper. The ETAAC’s
recommendations ofl the use of the Internet for clectronic filing are grounded in the belief that
competition is the most effective way to provide taxpayers with the widest range of performance
and price options for tax preparation and electronic filing. Promoting the most intense
competition among private sector companies and pursuing policies that allow these companies to
reduce unnecesgary costs iy the best action the IRS can take in pursuit of the goal of no-cost
electronic filing for taxpayers.”

On July 20, 2000, the IRS' Electronic Tax Administration proceeded with its plans and initiated &
procurement action by releasing a Request for Information (RF1) seeking comments on an
Internet-based preparation setvice by which taxpayers could prepare and file their tax returns
directly with the IRS, at no cost to the taxpayer. As a justification, the Prosident’s FY2001
Budget Request is cited: “No later than tax year 2002, the IRS would be required (o offer one or
more options to the public for preparing and filing individual income tax returns over the Internet
at no cost to the taxpayer..,” We were surprised and shocked that the IRS is continuing with this
effort after all of the discussions and recommendations on the part of the ETAAC and the
industry. We are decply cancerned that the check and balance that Congress sought to create
when the ETAAC was created through the RRA is not working. It appears that the ETA group is
pursuing an independent course of direction without regard to any other consideratiot.
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"The content of the RFI raises a related concern. Why is the IRS entering the e-commerce market
by sttempting to set market prices for private sector products and services, and dictating e-
commerce business madels? The IRS has no corollary authority to the FCC's Communications
Act under which it can play such a role in the marketplace. Indeed, we know of no statutory basis
by which the IRS should be attempting to establish policies for or regulate software, Internet,
financial services, accounting, and tax preperation services whatsoever. We believe this latest
initiative is far outside of the mission of the IRS.

Accordingly, we strongly recommend the IRS rescind their current procurement action, the
electronic tex RFT, and discontinue all other efforts to further expand their mission and role into
tax preparation on the Internet and elsewhere, We request that Congress address the cited budget
provision with an explicit denial, and conduct necessary Oversight on ETA’s ongoing plans,
activities and role in the IRS organization,

We appreciate your consideration of our comtnents and are prepared to answer any questions you
may have. :

Sincerely,

]
B 7 ) wnlian
Signed with consent of and on behalf of
current and former ETAAC members listed below:

Fran Bartlett
Connie Grimes
Mary Harris
Susan Martin
Helen O'Plenick
Bill Shepard
John Stauffer
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Congress of the Tnited States

Whashivton, BT 20515
The Honorable William Jefferson Clinton
President of the United States
The White House
Washington, DC
Dear President Clinton:

We bring to your attention our concermns about a growing and u-oublir{g wend in .which federal
agencies are seeking to duplicate, of compete with, private sector innovation in electronic commerce
1t is critical for the contimeed growth of the New Econorny that this trend be reversed.

The lntemal Revenue Service included, in the FY'2001 budget request, langusge enabling the
Service to provide Internet-based electronic tax preparation services for consumers by 2002. Atthe
same time that this initiative was moving forward, the U S. Postal Service announced that it would
begin offering an even wider range of electronic financial services, including electronic bill payment
and presentment. These initiatives directly compete with an extisting robust private sector electronic
commerce economy and are contrary w Presidential policy directives. As you know, OMB Circular A-
76 telis us that "commercial activities are not z governmental function” and that “in the course of
goveming, government should not compete with its citizens”. ‘That fifty-year-old Presidentiat policy

- directive is sound policy for the American economy for many reasons, and these current forays by the
faderal government conflict with that direction.

Thete has been significant concern expressed about this provision. n March of this year, the
Progressive Policy Institute (“FPT") published a major teport entied “Digital Government: The Next
Step to Reengineenng the Federal Govetnment®, The study detailed Twelve Principles as key
guidelines for the success of Digital Govemment including Principle # 11: “Federal Efforts Should
Complement, Not Duplicate, Private Sector Effuris”. The PPI points out in their study that “digital
govenmument efforts should be focused on those innovations and initiatives that are necessary to
fundamentelly improve service to the citizen in inherently govemmental functions . . .[tjhere are to0
many necessary functions of government which are either gomg unfulfilled or are being poorly
performed in outmoded ways 10 be able to justify in an era of limjted budgets spending taxpayer dollars
on activities which fundamentally change the role of government in our economny.”

In addition, the Electronic Tax Administration Advisory Committee (ETAAC), a
Congressionally established Federal Advisory Committes, issued its Annual Report to Congress. The
ETAAC, representing 8 broad cross section of views, strongly recommended that the government not
proceed with the IRS' plan to offer elscteonic tax preparation services over the Internet o the public.
Aside fiom significant questious about preserving individual citizen privacy from povernment
intrusion, and about conflicts of interest with the IRS' existing multiple rofes, the YRS plan is troubling
for another very practical reason. The ETAAC points out in their report that there already exist
multple low-cost and no-cost electronic cammerce services available in 2 very competitive

marketplace where citizens can privately obtain electronic tax preparation and electzonic filing over the
Internet without the involvement of the govemment.

Finally, the governmental incursien into commercial services is contrary to the Administraion’s
1997 Global Policy Framework for Electronic Commerce. In this policy autline, the Administration
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correctly observed that govemunent by its actions can encourage electronic trade ov whibit it, and
concluded that government "knowing whon to act and - at least as imp_omnt - when not to act, will bg
crucial to the development of electronic commmnerce.” The Administration was, and remains, correct in
that judgment.

While electronic government is critically important for our country, electronic comrmerce is
critically important for our economy, and the two ase not, and should not be, the same. A number of e-
commerce firms have sought to address public policy needs including donating the use otj d:lelr o
electronic tax preparation and fiing services for lower and middle income citizens as a Digital Divide
initiative. These efforts should be encouraged by the efforts and actions of government rather than
discouraged by gavernment competition. There are many other areas for potential electronic
govemment innovation which have yet to be pursued, to improve Service-To-The-Citizen and enhance
public sector efficiency, without ventusing into or interfering wath private sector electronic commerce.

It is critically important that the Adrumistration and Comgress closely examine the
Government’s developing trend of stepping beyond El ic Government to insert itself into
Electromic Commerce, and seek to understand the significant policy and economic implications. To
make such an Executive Branch review and Congressional Oversight possible, it is essential that a
moratonum be instituted immediately, suspending those govemnment agancy initiatives which would
duplicate or compete with established private sector electtonic commerce services. To otherwise
perrnit these activities to continug, in contravention of the Administration’s own E-Commerce policy,
runs the serious risk of damaging emerging private sector New Econgmy markets, and would create a

momenturn inside the Governmont which would be much more difficult to stop and reverse ar a later
point in time.

We stronply urge you to lock very closely at this developing trend, and specifically at the
particular government initiatives described here, and assert leadership to rein in the government's
appetite for expansion of its mission,

Sincerely,
Ztrx(_ 0 & horr
ran 0
MRBER OF CONGRESS MEMBER OF CONGRESS ER O GRESS
ce: The Honarable Albert Gore

Vice-President of the United States

The Honorable Lawrence Summers
Sccretary, United States Department of the Treasury

The Honorable Charles Rassonti
Comumssioner, Intemal Revenue Service
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Key Document | The New Economy Task Force | September 13, 1999

New Economy Task Force Report: Rules of the Road
Goveming Principles for the New Economy

Introduction

The U.S. economy has undergone a profound structural transformation in
the last decade and a half. The information technology revolution has
expanded well beyond the cutting-edge high-tech sector. It has shaken
the very foundations of the old industrial and occupational order,
redefined the rules of entrepreneurship and competition, and created an
increasingly global marketplace for a myriad of new goods and services. In
short, a New Economy has emerged. Yet while economic reality is
fundamentally changing, much of our public policy framework remains
rooted in the past.

This mismatch between public policy. and economic reality is not
sustainable. On one side of the political spectrum, policymakers advocate
across-the-board tax cuts, a dramatically reduced role for government,
and elimination of social regulations. This does nothing to support the
underlying factors propelling growth in the New Economy: technological
innovation, e-commerce and digital transformation, higher education and
skills, open trade, and a balanced budget. An every-man-for-himself ethos
risks leaving behind Americans who are struggling to cope with the
dynamism of the New Economy. On the other side of the political
spectrum, policymakers advocate increased spending on top-down social
programs geared toward income redistribution, coupled with a focus on
command-and-control regulation through bureaucratic institutions,
ignoring just how entrepreneurial, fast moving, and flexible our economy
has become. Furthermore, resistance from both ends of the political
spectrum to open trade, global integration, and technological and
organizational change threatens to slow the economic changes that hold
great potential to yield higher standards of living for American workers.

Over time, policy frameworks must adapt to changing underlying
economic and social realities. Turn-of-the-century industrialization
triggered the development of new institutions and policies in the
Progressive Era. Likewise, the rise of a national mass production,
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industrial economy in the 1940s led to the emergence of the post-New
Deal, Keynesian policy framework. But during the rocky and turbulent
transitional period from the mid-1970s to the mid-1990s -- when the old
economy was collapsing but the New Economy had not yet emerged --
that consensus broke down. Too often, one side devoted its energies to
preserving rather than reforming existing policies and programs, while the
other side fought to tear down the institutions of government entirely,
guided largely by economic views that made more sense in the pre-mass
production economy of the turn of the 20th century.

Now that the New Economy has emerged, we must foster a new
consensus around a new framework for government and public policy.
This framework must be consistent with the unique properties and logic
of the New Economy. These characteristics include an increase in
knowledge-based jobs, higher levels of entrepreneurial dynamism and
competition, reduced delays between design and production, faster times
to market, increased product and service diversity, constant technological
innovation, the advent of the Internet and the information technology
revolution, globalization, the replacement of hierarchical organizational
structures with networked learning organizations, and relentless economic
churning. These are more than economic fads or passing trends; they go
to the heart of how the New Economy works.

The Progressive Policy Institute formed the New Economy Task Force to
weigh these issues and to develop a set of guiding principles for
rethinking the role of government in the Information Age. Here, the New
Economy Task Force lists ten key "rules of the road" to guide
policymakers. These rules should not be seen as absolute injunctions that
cannot be breached in any situation. These rules are not tailored to suit
any particular technology, nor should they have to evolve to keep pace
with each new innovation. Rather, they are signposts intended to guide
policymakers at the local, state, and federal levels as they craft a policy
framework for the New Economy.

Rule #1: Spur Innovation to Raise Living Standards

New economic research shows that innovation plays a central role in
productivity growth in the New Economy. innovation and productivity are
the prerequisites for higher wages and expanded opportunity for
American workers and are critical to addressing a host of social needs,
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from averting a future Social Security crisis, to improving human heaith,
to solving global warming. As a result, government must be on the side of
policies that boost innovation and foster higher productivity and against
policies that seek only to divide a slowly growing pie, protect or reward
special interests at the expense of overall economic progress, or slow
down the process of change. But at the same time, government must
play a key role in providing workers and communities with the skills and
tools they need to successfully navigate turbulent waters and prosper.

- Innovation and change are disruptive. They displace workers; they cause
firms, and even entire industries, to fail; they lead to industrial and
economic restructuring in cities and sometimes even whole regions; and
they upset traditional ways of doing things, making some skills obsolete.
There is every reason to believe that this will be just as true, if not more
so, in the New Economy. Because innovation and change are disruptive,
they tend to spark strong political demands to insulate affected
segments of the economy and slow down economic change.

Such demands, while understandable, inherently deny opportunities to
less politically powerful interests in the guise of "protecting” those with
clout. As a result, to effectively promote growth in the New Economy,
government must facilitate, rather than resist, the processes of economic
change and modernization as these changes create new opportunities and
increased incomes for all Americans. A key lesson of American economic
history is that the broad benefits of innovation and change vastly
outweigh the short-term costs associated with disruption. This is
particularly true in the New Economy, where innovation and change are
creating more jobs than they are eliminating and are driving productivity
and wage growth.

Rule #2: Expand the Winners' Circle

Ensuring that the benefits of innovation and change are spread broadly
will require that all Americans, including those not yet engaged in or
benefitting from the New Economy, have access to the tools and
resources they need to get ahead and stay ahead.

As the economy has become increasingly volatile and knowledge-based,
success for people, organizations, and entire communities is more than
ever determined by the ability to learn and adapt. Government needs to
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counterbalance the tendency toward a new division of society around
learning and skills.

As the economy churns--destroying some jobs while creating others--
government needs to ensure that employee benefits are portable, that
workers can access a state-of-the-art system of rapid re-employment,
and that all workers have expanded opportunities for capital ownership. In
a skill and knowledge-based economy, government must provide every
American with access to continuous and affordable life-long education.

As information technology becomes an increasingly important driver of
the economy (and a determinant of worker skill requirements), and as it
becomes an increasingly vital tool for accessing information and
participating in civic life, government needs to enable widespread access
by ensuring that public libraries, schools, job centers, community centers,
and all regions of the nation are connected to the Internet and that
individuals have the skills they need to use these technologies.

Rule #3: Invest in Knowledge and Skills

To spur innovation and equip citizens to win in the New Economy,
government should invest more in the knowledge infrastructure of the
21st century: world class education, training and life-long learning,
science, technology, technology standards, and other intangible public
goods. These are the essential drivers of economic progress today.

In the new knowledge-based economy, over two-thirds of economic
growth stems from technological innovation. But the knowledge economy
is not only about expanding the frontiers of knowledge; it is about more
effective use and implementation of all kinds of knowledge in all kinds of
economic activity. In short, our competitive success stems from our
capacity to innovate. Moreover, skills and learning not only drive
economic growth, they increasingly determine individual opportunity.

But a global, hyper-competitive, fast-paced economy has made it
increasingly difficult for the private sector to maintain its investments in
these kinds of public goods, especially training and mid- to long-term
research. Moreover, publicly supported research is a key driver of
economic growth. (Over 30 percent of U.S. patents are based on research
supported by the public sector, and that share is increasing.) Therefore,
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government investments in science and technology should be increased,
and private sector research should be encouraged through the R&D tax
" credit and support for collaborative R&D. In addition, in an economy
where. competitive success stems increasingly from shared industrial
standards, govemment needs to support standards setting.

Finally, investments in education and training, including science and
engineering education, are critical to ensuring that companies have the
skilled workers they need to be productive, and that workers have the
skills they need to navigate, adapt, and prosper in the New Economy.

Rule #4: Grow the Net

The Internet is a critical component of the emerging digital economy. in
the old economy, the key driver of economic growth was mechanization
of production, particularly in manufacturing and agriculture. In the New
Economy, the key driver will be digitization (using digital information
technologies to produce goods and services), particularly using the
Internet and other information technologies in the service sector, which
employs more than 80 percent of working Americans. The information
technology revolution is transforming virtually all industries and is central
to increased economic efficiency and productivity, higher standards of
living, and greater personal empowerment.

Governments must avoid policies and regulations that would inhibit the
growth of the Interet or slow progress by protecting business interests
threatened by the digitization of the economy. Policymakers should craft
a legal and regulatory framework that supports the widespread growth of
the Intemet and high speed "broadband" telecommunications, in such
areas as taxation, encryption, privacy, digital signatures,
telecommunications regulation, and industry regulation (in banking,
insurance, and securities, for example). However, they must do so in ways
that are fair and responsible. Government can also help spur future
growth of the Internet by co-investing in the information infrastructure,
including the Next Generation Internet (NGI), a collaboration among more
than 100 U.S. universities to develop networking and advanced
applications for shared leaming and research. The importance of the
Internet also means that we must expand its reach to all Americans.

Rule #5: Let Markets Set Prices
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In the old economy, government often regulated prices when national
markets were dominated by oligopolies or monopolies. In those cases, the
economic costs of government intervention were manageable, and
sometimes necessary. But in the new, more competitive global economy,
distorted prices are much more likely lead to economically inefficient
decisions by consumers and producers and to unfair, politically driven
resource allocation. Therefore, in the absence of clear market failures,
markets, not governments, should set prices of privately provided goods
- and services.

In this critical transition period, as the old economy gives way to the New
Economy, policymakers must embrace forward-looking, innovation- -
producing investments (e.g., industry-university collaborative R&D) while
at the same time, distinguishing between programs that address
legitimate market failures and industry subsidies that foster economic
inefficiency. Government must focus-on increasing investment in the
foundation areas of the New Economy: technological innovation,
education, and skills. At the same government must strive to reduce or
eliminate the tariffs, unnecessary price regulations, and the array of
government protections that protect entrenched interests without
increasing the economy's innovative or productive capacity.

Markets are a means, not an end in themselves, and they do not aiways
work as intended. Government has a responsibility to address the
problems stemming from market failures, through such mechanisms as
emissions taxes to reduce pollution or the R&D tax credit to boost
research. Government must also safeguard democratic values of equal
opportunity. Along with establishing rules to ensure fair competition, it
must also support policies to ensure citizens have access to the
information they need to make informed choices.

Rule #6: Open Regulated Markets to Competition

Economists have long acknowledged that competition keeps prices down.
The New Economy creates another critical reason for competition:
competition drives innovation, and ultimately provides the greatest
benefits to consumers and citizens. Of course, government must continue
to provide commonsense health, safety, and environmental regulations.
However, government should move away from regulating economic
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competition among firms and instead promote competition to achieve
public interest goals of lower costs, new products and greater consumer
choice. For example, competition in the long distance telecommunications
market has driven down costs and improved the quality of service for
consumers. Likewise, the Federal Communications Commission's goal is to
set rules to open telecommunications markets to robust competition and
- then step back and ensure network interoperability, universal service, and
consumer protection. Through minimalist, yet consistent rules, public
policy should also ensure that consumers have the information they need
to make educated choices and provide a backstop to protect consumers
and citizens from abuse in markets.

Rule #7: Let Competing Technologies Compete

In the New Economy, technology is not just the province of Silicon Valley;
it is the catalyst for profound change throughout the economy and
society. Technological innovation has now become central to addressing a
wide range of public policy goals, including better health care,
environmental protection, a renewed defense base, improved education
and training, and reinvented government. For example, technology
provides doctors and patients with state-of-the-art health information
systems that improve the quality of care. Similarly, new generations of
cleaner technologies can dramatically reduce pollution generated by
industrial processes.

We should look for technology-enabled solutions to public problems, but
not so that today's winners are frozen in place at the expense of
tomorrow's innovators. As a case in point, in the 1980s the French
government decided to provide free "Minitel" terminals to all French
households. However, because the Minitel systems are incapable of
supporting modern Internet technology, France now lags significantly
behind in Internet usage. Similarly, some U.S. states have passed
legislation locking in particular technical standards for the digital
signatures that allow individual authentication in electronic commerce.
Given today's rapidly changing technological capabilities, locking in any
particular technology through regulation or massive public investment
would run similar risks.

Rule #8: Empower People
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With Information In the old economy, information was a scarce resource
to which few outside of large corporations and governments had access.
In the New Economy, constant innovations in ever-lower-cost information
technologies have enabled increasingly ubiquitous access to information,
giving individuals greater power to make informed choices. Governments
should encourage and take advantage of this trend to address a broad
array of public policy questions by ensuring that all Americans have the
information they need as consumers and citizens.

For example, policymakers have required TV manufactures to install
technology such as the V-chip to give parents tools to block
objectionable programming from children. But the application of the
principle of providing people with tools and information to make informed
choices goes far beyond gadgetry. Policymakers could improve the quality
of the health care in the United States by enabling consumers to have
ready access to their own health records and more information about
health care providers' track records. That type of transparency has long
been one of the core strengths of our financial markets, where the
Securities and Exchange Commission requires publicly traded companies
to open their books so people can make educated investment decisions.
Publishing on-time airline performance data has spurred an increase in
airline efficiency, while requiring long distance telecommunications
companies to publish information on pricing plans has helped consumers
make better choices in a competitive telecommunications market.
Similarly, publishing real-time environmental emissions information could
lead to reduced poliution. Finally, making a wide range of government
information available over the Internet could lead to more open and
accountable government.

Rule #9:Demand High-Performance Government

Government should become as fast, responsive, and flexible as the
economy and society with which it interacts. The new model of governing
should be decentralized, non-bureaucratic, catalytic, results-oriented, and
empowering. In some cases government agencies should be transformed
into Performance-Based Organizations (PBOs) that have both the
accountability and flexibility to achieve publicly defined goals. In other
cases, governments should let organizations, both public and private,

~ compete to deliver public services.
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When designing solutions to compelling public concems, such as reducing
industrial pollution or delivering world-class public education, government
should hold organizations and individuals accountable for meeting goals,
while allowing them flexibility to achieve those goals. In many cases,
industry self-regulation can achieve public policy goals in ways that are
more flexible and cost effective than traditional command-and-control
regulation, while also enabling technological innovation.

For example, in the case of pollution, the government should set clear
standards that protect health and the environment, but where
appropriate, government should encourage companies to devise their own
ways of meeting prescribed standards while maintaining credible
monitoring to ensure that standards are indeed being met. Similarly, to
improve the quality of public education, government should create
incentives for schools to set high standards of achievement. But it should
also give schools flexibility in how they implement programs and hold
schools accountable for reaching standards, while encouraging parental
and community involvement in the education process.

Procedurally, governments should use information technologies to
fundamentally reengineer government and provide a wide array of
services through digital electronic means to increase efficiency, cut costs,
and improve service. Digitizing government is the next step in re-
engineering government.

Rule #10: Replace Bureaucracies With Networks

In the old economy, bureaucracy was how we addressed many major
public policy problems. In the New Economy, we must rely on a host of
new public- private partnerships and alliances.

In the New Economy, boundaries of all sorts have blurred. In what has
been described as "coopetition," companies are entering into partnerships
and alliances of all forms. Direct competitors in one market may well
collaborate on research and development in another market. Similarly,
rather than acting as the sole funder and manager of bureaucratic
programs, New Economy governments need to co-invest and collaborate
with other organizations - networks of companies, universities, non-profit
community organizations, churches, and other civic organizations -- to
achieve a wide range of public policy goals.
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Compared to government, these organizations have a number of
advantages. They are usually closer to the customer and tend to have
greater capacity to solve problems because they can be more flexible,
leverage additional resources, and face bottom-line pressures to boost
performance. Yet public policy has only begun to explore the potential of
bottom-up, decentralized networks assuming the lead role in solving
pressing societal problems.

In short, many problems in the New Economy cannot be solved without
government, but government alone can't solve problems. Relying on
collaborative networks does not mean that government should abdicate
its policy responsibilities. It is dangerously naive to hope that private
sector voluntary efforts alone will emerge in a sufficient scale to meet
public needs. Rather, government needs to co- invest in these efforts and
foster continuous learning through the sharing of best- practice lessons.
Most importantly, the collaborative network model requires government
to relax its often overly rigid bureaucratic program controls and instead
rely on incentives, information sharing, competition, and accountability to
achieve policy goals.
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introduction

“I have in general no very exalted opinion of the virtue of paper government.”

magine a future in which citizens can log onto

one [nternet site, easily find the government

services they are looking for, and use that site
to conduct an online transaction; a future in
which businesses fill out one Internet form for
all their local, state, and federal environmental
regulatory compliance requirements; a future in
which government officials make all purchases
and payments electronically, saving millions of
dollars. The technology for all these applications
and others is here today, waiting to be adopted
by the federal government.

Indeed, these technologies are rapidly
spreading in the commercial sector. The
economy is evolving to the point where a sig-
nificant share of economic transactions will
soon be conducted through electronic means.
Digital technologies are fundamentally trans-
forming our economy and society, and have the
potential to transform government. In fact. a
key next step in reinventing government in-
volves the widespread application of informa-
tion and communications technology to the
delivery of government services—in short, fos-
tering digital government.

Among the potential benefits of digital gov-
ernment are savings in money and time for the
government, consumers, and businesses. If banks
can cut their transaction costs by 90 percent
through online banking. similar savings for gov-

Edmund Burke

ernment are likely.! Moreover, users of govern-
ment services will benefit by greater 24x7x365
access to higher quality services. Most impor-
tantly, the relationship between government and
citizens can evolve from its traditional hierarchi-
cal and arms-length one to a more reciprocal one
where citizens are genuine stakeholders in their
government.

Done right, digital government promises to
transform Industrial Age big government into
Knowledge Age smart government. Old economy
government was organized around agencies and
bureaucracies that operated like “stove pipes” with
little information flowing between them, and
with operations developed to meet the require-
ments of agencies, not the needs of citizens. New
Economy government will be organized around
the functions and the needs of citizens; with in-
formation and communication technologies a key
enabler of this reinvented government.

Moving to digital government will speed the
transition to a digital economy. Part of why this
transition is not proceeding even faster is because
of “chicken or egg” issues. For example, smart
cards have diffused slowly through society, in
large part because consumer value is limited as
long as few merchants accept them, and few mer-
chants accept them as long as few consumers have
them. Similar issues exist with regard to dlgital
authentication, educational software, and to some
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extent the Internet itself.? These impasses will
be broken, but if the federal government became
a leading-edge, or even “middle-edge,” user of
information technology (IT). it would enhance
the value of being online and speed the transi-
tion. ’

Despite the obvious promise of digital govern-
ment, it has not yet become a priority of most
policy makers. Congressional committees have
largely ignored the issue. And while the Admin-
istration has articuiated goals and begun projects,
much more can be done. In the meantime, the
issue has remained the province of technologists
focused on technically complex issues not readily
understandable to policy makers, much less to
citizens in general.

In part because of this technocratic focus, digi-
tal government progress to date has been siow and
not linked to government reinvention. Rather,
most IT applications have focused on improving

the efficiency of existing operations or providing
one-way information dissemination, instead of on
fundamentally changing the way businesses and
citizens interact with government. As a result,
another kind of digital divide is emerging—be-
tween government, which Is only moving tenta-
tively into digital operations, and the commercial
sector, which is moving at “web-speed” into e-
commerce. -

This report lays out the overall direction the
federal government should take to foster digital
government and describes how the government
can use IT to transform its operations. It first dis-
cusses the factors that have slowed progress to
date and then describes 12 key principles to fol-
low in implementing digital government. It then
lists four major policy recommendations for
implementing digital government. Finally, it ex-
amines what government is doing now and what
it should be doing.
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impediments to Faster Progress
Toward Digital Government

t the federal level, considerable progress has

been made toward establishing a vision for

digital government and providing informa-
tion to the public through agency web sites. But,
relative to the capabilities of the technology, much
more can be done. There are least four factors that
have hindered progress: 1) lack of top-level agency
and government-wide leadership; 2) lack of funding
and flexibility to implement digital government
Pprojects; 3) the prevalence of a traditional “agency-
centric” government paradigm, rather than a cus-
tomer-centric one; and 4) lack of pressure for change.

A Lack of Political Support for Digital
Government

Congress and the Administration have issued broad

and generalized mandates regarding digital govern-

ment. However, congressional committees have largely
ignored the issue. While the Administration has ar-
ticulated progressive goals and begun projects—includ-
ing innovative efforts from the Vice-Presidents’ National
Performance Review dating back as far as 1995—more
can be done. In fact, the NPR is a center for creative
thinking on these issues, but their initiatives have not
always received the high-level support needed to trans-
late themn into results. Cabinet secretaries in particular
have generally not made digitizing government a top
priority and see it as separate from their core mission
(for an exception, see Box A, p.4). Nor has OMB been
astrong advocate of digital government. Within agen-
cies, Chief Information Officers (C1Os) normaily do

have the authority and budget to implement signifi-
cant digital government applications.

However, there are signs that digital government
isreceiving increased attention, both in Congressand
the Administration. President Clinton issued an ex-
ecutive memorandum on the subject in December
1999, and the President’s Management Council has
adopted the issue of digital government as one of their
three top priorities for 2000. And in Congress, Sena-
tor Joseph Lieberman (D-CT), and ranking Democrat
of the Senate Governmental Affairs Committee and
Congressman Jim Turner (D-TX), ranking Democrat
on the Government Management, Information, and
Technology Sub-committee of the House Committee
on Government Reform are both exploring the Issue
of electronic government with an eye toward intro-
ducing legislation this congressional session.

Notwithstanding recent efforts, it has up until
now been hard to make needed progress, particu-
larly to develop cross-agency applications. Cur-
rently, each federal agency has an individual
information technology plan, usually created with-
out regard to the need to develop cross-agency ap-
plications. Compatibility on a government-wide
scale was not the original aim of government IT use
and has resuited in a cacophony of systems—pro-
prietary. and non-proprietary; and common and
rarely used software and hardware.

While inter-agency IT compatibility Issues are
important, so is the incompatibility of systems
within individuai agencies, For example, some em-
ployees at the State Department have to use up to
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BOX A: Success with Digital Government and the Federal Geographic Data Committee’

Anyone who has ever looked for anything on the Internet knows the frustration of trying to whittle down a search
to get to the useful information. Now imagine searching the Net to find a particular map and its underlying data
with the right scale and features for your application. Without a common means of describing geographic data, the
search could be long and fruitless. Fortunately, an obscure federal interagency

committee—aided by ics, states, busi and locai g 1t tal developed in 1994 a
1 way to describe g phic ( imes called spatnal") data like Iand elevation, population, vegetation,
waterways, political boundanes, soils, and many other . This r standard”, ly revised, helps

turn single-use data sets into widely used publicly available assets. It is an example of how government, working on
the edge of technological deveiopment can add significant value to private and other public sector investments in
information.

Back in 1990, the Office of Management and Budget had the wisdom to establlsh the Federal Geographic Data
Committee (FGDC) to oversee the coordinated development of common standards for map-making by 16 federal
agencies like the Census Bureau, the U.S. Geological Survey, the Forest Service, the National Defense Mapping
Agency, and the Transportation Department among others. As geographic information system (GIS) software de-
veloped in the early 1990s, FGDC focused its efforts on ping dards and pr for just about every
kind of data that could be represented on a map. While extraordinarily.tedious to develop, these standards enable
millions of users of geographic data to search and find information on the Internet, use data sets assembled by
others, and make their own work widely accessible to others. A 1994 Clinton Executive Order further broadened
FGDC's mission and links to state, local, and tribal governments and the private sector under the banner of the
National Spatiat Data infrastructure.

The Federal Geographic Data Committee is a story of iow pofitical leadership at the highest levels can transform
an obscure bureaucratic backwater into a leading edge model of digital government. 1n 1993, soon after taking the
helm of the Department of the Interior, Secretary Bruce Babbitt decided to become chair of the FGDC. (The
previous chair had been the Deputy Director of the Geological Survey.) When he announced this decision at a
senior staff meeting, he was greeted with hoots of laughter. Few of the politicat staff thought he was serious about
delving into this most arcane—and boring--government activity.

In fact, Secretary Babbitt knew exactly what he was doing. He had seen with his own eyes during the negotia-
tions on the Northwest Forest Plan in early 1993 that none of the dozen or so government agencies worked off the
same map. Nar could the maps be made compatibte with ane another: land ownership boundaries didn’t match,
and measures of scale and elevation were inconsistent, making a difficult policy and political issue even worse.

Secretary Babbitt ur od the value of setting and coordination among federal agencies and their
partners in state and local government. These partners, in fact, were often at the front line of tracking fand use and
fine-scale geographic features that can be so important in resource management. Because of the Secretary's inter-
est in the mission of the FGDC, ali the other agencies had ta revisit their representation on the Committee. By the
next meeting, under ies and assistant ies were attending instead of GS-14 and GS-15 employees.

FGDC now directs a widely used, net-based clearinghouse of 188 spatial data servers, making access to geo-
graphic data possible in ways that text-based search engines could not. FGDC offers modest seed grants to states
and local agencies to develop their own nodes for the NSDJ. In addition, FGDC leads in the development of a
nationally consistent “framework” data set, upon which virtually all map products in the future will be based.
Finally, FGDC continually develops and revises the core data standards for making maps of population density,
forests, soils, waterways, highways, biological resources, pollutant sources, and many other kinds of information
that can be disptayed on maps. With a modest budget of about $3.4 million each year, FGDC more than pays its
freight in adding value to hundreds of millions of public and private dollars invested in data gathering and map
making.

The lessons for digital government from the FGDC are the following: involve cross-agency and intra govern-
mental collaboration, focus on the end user customer, be web enabled, and drive it from the highest levels of
political leadership.

67-864 00-6
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three computer terminals to accomplish tasks, be-
cause of incompatible applications and systems.!

Concerted top-level leadership in both Congress
and the Administration is necessary to harness con-
temporary technology to bring government into
the 21 century. Leadership Is aiso needed to fos-
ter inter-agency solutions. A number of commit-
tees and organizations work to foster government
IT coordination. The National Partnership for Re-
inventing Government (NPR) has attempted to
develop a number of cross-agency applications, and
the Government Information Technology Services
Board was created in 1993 to help implement NPR's
recommendations. Similarly, the Chlef Informa-
tion Officer Council, made up of 54 CIOs or deputy
CIOs from federal agencies, meet as an interagency
forum to direct the implementation of federal IT
resources. The Office of Intergovernmental
Solution’s Intergovernmental Advisory Board and
the General Services Administration have also
worked to develop innovative cross-governmen-
tal technology systems.*

But these interagency groups suffer from sev-
eral distinct limitations, First, they lack the re-
sources to implement government-wide efforts.
Second, they are largely a meeting of equals, and
lack the authority to impose central direction on
individual agencies. Moreover, thelr primary
focus remains on thelr individual agencles, not on
government-wide relnvention. Third, without
strong cabinet-level support, CIOs are limited in
what they can get done, especially If it involves
reengineering government. Fourth, because OMB
itself is organized by stovepipe it has done little to
promote cross-agency. enterprise-wide Initiatives.

A final reason why elected and appointed
officials have not done more to promote digital gov-
ernment untii recently is because the private sector
has done little to push for it. Unlike their support
for important issues such as encryption export con-
trol reform, copyright protection, and digital signa-
tures, business has been virtually silent when it comes
to advocating digital government. Without the
strong support of the technology business commu-
nity, it is easy for policy makers to put this issue on
the back burner, or to treat it simply as a narrow
technical issue affecting government alone. The tech-
nology business ¢ ity needs to ed Con-
gress and the Administration as to why moving toa
digital government is a criticat step in the overall
evolution to a fully networked, digital economy.

Progressive Policy institute
Lack of Funding and Flexibility

Government Is being asked to manage paper and face-
to-face government while at. the same time
creating a new digital government, but oftert without
additional resources to do the job. While it is true
that digital government saves money, there are short
term costs for technology and project management.
Moreover, agencies are limited by Congress and OMB
in the amount of flexibility they have to reprogram
funds toward digital government initiatives.

When funding is provided, it Is usually to
Individual agencies. There is a conspicuous lack of
funding for crass-agency applications and agencies
are not apt to use their limited funds for them. Yet
to effectively implement many digital government
functions, government must take an enterprise-wide
management perspective {whether it's delivering
monetary benefits to the public, organizing cross-
agency or individual agency databases, or develop-
ing government portals). This unwillingness to fund
cross-agency profects is a principal reason why the
development of the International Trade Data Sys-
tem has stalled, as the Customs Service has lobbled
for funds for its own proprietary system (see Box B,
p.6). Similarly, when the Small Business Adminis-
tration sought to develop a single point of entry
where small businesses who interact with numer-
ous federal agencies could enter their data just once
and have it shared with the various agencies, resis-
tance by individual agencies scuttled the initiative.

An “Agency-centric” Rather Than a
“Customer-centric” Paradigm Prevails

Government services are funded on an agency-by-
agency basis. Congressional committee jurisdiction
and OMB agency budget allocations sustain this stove-
pipe focus, Within Congress, committees and sub-
committees focus on individual agencies, as does the
oversight system. There are few means in Congress
to take an enterprise-wide perspective.

However. the IT revolution provides the oppor-
tunity to reengineer government and to allow gov-
ernment services to be organized in ways that fit
the needs of customers rather than the requirements
of bureaucracies. Yet, because government officials
usually view the world through an agency, or even
bureau perspective, developing the will to create and
implement digital government solutions organized
around customers’ needs has proven difficult,
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As President Clinton stated in his recent memo-
randum on electronic commerce: “There has not
been sufficient effort to provide government In-
formation by category of information and service—
rather than by agency—in a way that meets
people’s needs.”® For example, many of the re-
quired forms for exporting can be downloaded
from the Internet, printed, and mailed to the re-
spective offices. While the online forms expedite
the process considerably, it would be much more
efficient if all of the pertinent information from
various agencies were available in one form and
automatically routed to the correct agencies at the
push of the “submit” button.

This is not unique to the United States. A re-
cent survey of UK citizens on digital government
reported, “There is . . . a strong bellef that [govern-
ment] services have traditionally been developed
from the producer rather than the user perspec-
tive and this has induced a feeling of powerless-
ness in dealing with government.”

Just as the Internet threatens to disintermediate
large sectors of our economy (for example, it has
put out of business some brick and mortar retail-
ers, middlemen, stockbrokers, etc.) it also threat-
ens to disintermediate some government

functions. For instance, some in government have
justified their positions by controiling and doling
out information. Yet, by providing information
freely on demand, digital government makes these
functions obsolete. Only top-level leadership can
overcome the resistance of government bureaucrats
to potentially disruptive changes.

Lack of Competitive Pressures Forcing
Change

Commercial e-commerce companies face enormous
pressures to innovate, to be the first to commercial-
ize applications, and to gain market share as
rapidiy as possible. As aresult, in the frenetic Internet
economy people talk about technological and com-
mercial evolution in “Web years” (three months time)
because the rules seem to change that often. In con-
trast, the federal government does not face these pres-
sures, and because of this, has not operated with
anywhere near the same speed and intensity as e-
commerce companies. As a reflection of this, one
federal official recently stated, in an informal con-
text, that the federal government could afford to go
slow because the Internet marketplace just wasn't big
enough to justify an aggressive pace.

Box B: ITDS and the Challenge of Overcoming Stove-Pipe Government

In an effort to reinvent the system by which exporters and importers deal with regulations reporting require-
ments, the National Partnership for Reinventing Government proposed the creation of the Intermational Trade
Data System (ITDS}. ITDS was intended to be a partnership of the Customs Service and a number of other
regulatory agencies, including the Food and Drug Administration, the Environmental Protection Agency, and
the Department of Agriculture, to accomplish a variety of trade-oriented tasks without the traditional hin-
drances of agency boundaries. The proposed system would allow importers and exporters to essentially fill out
one master form that would combine all of the information all of the various agencies may need. This process
would lead to cheaper, more accurate, and more timely exchange and recording of information, and expedite
the physical movement of trade by reducing the time goods are kept at the border for inspection.

Yet, the ITDS story illustrates just how hard it is to develop true customer-centered govermment. From the
beginnings of the process, the Customs Services viewed ITDS with suspicion. ITDS represents a cultural shift,
one that would require Customs to share power and authority over trade with other agencies, something they
are presently able to avoid. Because of this, Customs has resisted the development of a true interagency
partnership. Customs was abie to funnel funds toward its own proprietary system, which has meant that the
inter-agency ITDS has been slow to get off the ground. Most recently, the Customs Service has gained
Jurisdiction aver ITDS, taking it away from a joint-agency working group housed in Treasury. It is not clear that
the system will now be implemented, or if it is, implemented as originally intended.

If implemented properly, these muiti-agency systems could provide both information and services in a
more streamlined and cohesive manner and make government run more effectively and cheaply. Yet, without
new institutional means and leadership to support and promote these efforts, they are fikely to be stiltborn.
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12 Principles for Implementing
Digital Government

he Progressive Policy Institute offers the fol-
lowing 12 principles for implementing digi-

tal government.

1) Think Customer, Not Government
Agency

Digital government both enables and requires re-
thinking how government is organized from the
perspective of the citizen and the functions gov-
ernment performs to serve the needs of its citizens.
A system based on functionality rather than agency
Jurisdiction, will lead to a more intuitive and effl-
cient pracess of government-customer interaction
where informatlon is collected once and govern-
ment functions are Integrated. To do this, govern-
ment must focus on customer requirements first
and then work backwards to design systems that
best meet those needs. The strategy should sup-
port the streamlining and integration of
processes across the boundaries between govern-
ment departments and agencies, so that those
boundaries are invisible to the customer. This also
means streamlining the processes between levels
of government—federal, state, and local—so that
cross-government applications are developed.
Doing this will begin Lo reinvent the government's
relationship with the public and will recognize
citizens as real stakeholders. IL will also raise
citizen expectations of their government. Some
nations have begun to use [T to reorient their gov-

ernment this way. For example, Australia called
its report on digital government: Clients First: The
Chalienge For Government Information Technology.

2) Reinvent Government, Don't Simply
Automate It

If digital government is viewed simply as a tech-
nology solution and is used to merely automate
routine tasks, it will have failed to live up to its po-
tential. Digital government must be part and par-
cel of government reinvention. The technologies
need to be used to simplify government processes,
drive internal change, and reorganize government.

For example, the Environmental Protection
Agency Is experimenting with allowing compa-
nies to file compliance forms online, But if the
technology only makes the shift from scores of
paper forms to scores of electronic forms it will
not have taken advantage of the opportunity to
use IT to reengineer government and move to-
ward multi-medta regulation (such as focusing on
air, water, and solid waste emissions collectively).

3) Set An Ambitious Goal

In order to transform the federal government to a
digital government, it Is necessary to set an ambi-
tlous goal to be met in the near future. For example,
Australia seeks to deliver all appropriate services on
the Internet by 2001. British Prime Minister Tony
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BOX C: Principles for Implementing
Digital Government
1. Think Customer, Not Government Agency

2. Reinvent Government, Don't Simply

Automate It
. Set an Ambitious Goal
. Invest Now to Save Tomorrow

. Focus on Digital Transactions Between
Citizens and Government

. Make Government Applications
Interoperable with Commercial Ones

. Pass on a Portion of Savings From Electronic
Transactions Back to Citizens

. Promote Access to Information on the
Internet, Do Not Restrict it

. Respect the Rights of Americans for
Information Privacy

10.Online Access to Government Should Not
Eclipse Traditional Means.

11.Federal Efforts Shou!d Complement, Not
Duplicate Private Sector Efforts

12. Take Action Now, and Learn From Mistakes

Blair declared in October 1997 that “within five
years, one quarter of dealings with government can
be done by a member of the public electronically—
through their television. telephone. or computer.”
The 1998 Government Paperwork Elimination Act
requires each federal agency to make its forms avail-
able for electronic submission by 2003 (through use
of a digital signature when necessary).

4) Invest Now to Save Tomorrow

Investment in digital government will yield high
returns as more time- and cost-efficient systems

63

are developed. However, Congress and the OMB
too often view digital government appropriations
simply as one expenditure competing against oth-
ers. Moreover, appropriators usually expeéct im-
mediate stafl reductions from digital government,
which are not possible until new systems are
online and debugged, and the user community
has switched. Expenditures on digital govern-
ment need to be viewed as investments with posi-
tive returns in the near term.

5) Focus on Digital Transactions Between
Citizens and Government

Internet enabled services should be the driver of
digital government reengineering for the next five
years. The growing popularity and availability of
the Internet provides an unparalleled opportunity
for the government to vastly improve contact
with the American public. Government should
ensure that all possible government-citizen and
government-business interactions that can be
transacted online are available.

6) Make Government Applications
Interoperable with Commercial Ones

The driving force of information technology is
interoperability—the basic foundation of the
Internet. In embracing digital government, the
government needs to make its systems
interoperable with commercial ones rather than
force the public to develop two separate systems—
one for government use and one for private use.
Interoperability makes the process of interaction
more efficient, easier, less confusing, and cheaper
for all parties involved. It also helps to resolve
the chicken and egg problems slowing deploy-
ment of these technologies in the commercial
marketplace.

7) Pass on a Portion of Savings From
Electronic Transactions Back to Citizens

Digital government will save government money
and these savings should be reflected in the
“price” people pay for interacting with govern-
ment. For example, Massachusetts offers a five
dollar rebate on their driver's licence fee for those
who register online, since it saves the state much

10
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more. Providing rebates and discounts will en-
courage citizens to choose these lower cost forms
of interaction. A Uniled Kingdom survey found
that a large proportion of the population is will-
ing to use information technologies in interact-
ing with government irrespective of their current
knowledge or familiarity, provided that it offers
benefits—including cost savings—to them.

Yet. the U.S. Government has not done this.
For example, the U.S. Postal Service {USPS) will
not give discounts to users of “electronic stamps”
or postal meters, even though they cost the Postal
Service less than purchasing stamps at a post of-
fice.” Similarly, the IRS will not give a rebate for
electronic tax filing.

Some argue that providing discounts will only
benefit the affluent since they are now more likely
to be on the Internet. Yet by lowering the actual
cost of Internet access, rebates and discounts for
online transactions (both government and com-
mercial) will probably do more to get low-income
Americans online than any other factor.

8) Promote Access to Information on the
Internet, Do Not Restrict it

Moving to digital government will lead Lo issues
regarding security and privacy. But if handled
properly, these issues should be no more prob-
lematic than those faced in the current era of
paper government. Yet, in the face of privacy con-
cerns, elected and Administration officials can
overreact. stymying progress. For example, a bill
was introduced in the last Congress (HR1330) to
prohibit government from providing information
over the [nternet. Rather than restricting online
access to information, government should pro-
mote it and ensure that adequate security and
privacy measures are in place.

9) Respect the Rights of Americans for
Information Privacy

Some government entities have treated personal
citizen information as belonging to the state, and
have engaged in the practice of selling such in-
formation to the highest bidder, without citizen
permission or knowledge. Examples have in-
cluded prominent cases involving state driver’s
license lists and databases which have been sold

n
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to third parties. The Supreme Court has ruled
that such activity is unlawful, rejecting the de-
fense by government that il ought to have the
latitude to continue such practices.

As we make the transition to digital govern-
ment, policies need to be put in place which en-
sure the privacy of the personal information of
individual citizens. These issues are being ad-
dressed in Lhe private sector through self-gover-
nance initiatives, including detailed “best
practices” certifications by groups as Trust-E and
BBB-OnLine. Governments should do no less to
ensure that their own practices respect the pri-
vacy of citizens. In addition, as the federal gov-
ernment becomes more digital. it needs to ensure
that it has top-quality security systems in place
which protect the integrily of information against
hackers and other threats. Specific policies of this
sort, and funding to support them, are necessary
to help instill public confidence in governments’
intentions in the evolving Information Age.

10) Online Access to Government Shouild
Not Eclipse Traditional Means

All services that can be provided digitally should
be. However, at least for the foreseeable future,
federal services should remain accessible through
all forms of communication, including mail,
phone, and in person, for those who cannot or
do not wish to communicate digitally. For ex-
ample, an individual should still be able to call
the Social Security Administration office to find
out how to apply for benefits, even when the in-
formation and application process is online.

11) Federal Efforts Should Complement,
Not Duplicate Private Sector Efforts

In OMB Circular A-76, nine successive American
presidents, beginning with Dwight Eisenhower,
have set forth a policy regarding the refationship
of government to the performance of “commer-
cial activities.” That policy is well-summarized
in one sentence: “A commercial activity is not a
governmental function.”

. As the federal government ventures into digi-
tal government it needs to remember the A-76
guidelines. In some insiances, government agen-
cies have recently pursued strategies where good
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electronic government ideas have evolved into
electronic commerce initiatives, where the govern-
ment took on a rale of providing commercial prod-
ucts or services 1o consumers in compelition with
the private sector. Whether the subject is the USPS
and electronic bill presentment and payment, ora
state agency with electronic tax preparation ser-
vices, or a [ederal department wanting to commer-
cially sell its electronic payroll services. these forays
cross the line into electronic commerce.

For exampie, it is one thing for government
to provide tax forms in electronic format (as they
already do in paper format), it is quite another to
provide tax preparation software that mimics the
functions of tax preparers. Similarly, it is one
thing for the USPS to use information technolo-
gies to support its mission of delivering physical
mail. It is quite another to become an Internet
Service Provider. For example, the USPS has an-
nounced an interest in entering the market for
electronic bill presentment and payment services.
Yet, it is not appropriate for the USPS to unilater-
ally expand its charter beyond the delivery of
physical mail and packages and to compete with
private sector companies already providing such
services as e-mail, electronic carrier services, elec-
tronic certificate authorization, or electronic bill
presentment and payment.

The justification government agencies often
make for such efforts is that they are simply act-
ing more like private corporations, and after all,
isn't this the goal of government reinvention?
Yet, when reinventing government advocates ar-
gue that government should operate more like a
business, they mean that it should become effi-

12

cient, faster, and more customer-oriented in its
delivery of services—not that it should éffectively
go into business and use public funds to competl-
tively provide commercial goods and services in
private markets,

As a result, djgital government efforts should
be focused on those innovations and initiatives
which are necessary to fundamentally improve
service to the citizen in inherently governmental
functions, and to provide significantly better ac-
cess to public information resources. Public funds,
whether appropriated by Congress or generated
through systems such as the Posta] Rate Base,
should not be used as venture capital to launch
governmental agencies into competition with the
private sector. There are too many necessary func-
tions of government which are either going un-
fulfilled, or are being poorly performed in
outmoded ways, to be able to justify in an era of
limited budgets spending taxpayer dollars on ac-
tivities which fundamentatly change the role of
government in our economy.

12) Take Action Now, and Learn From
Mistakes

The IT revolution is changing so rapidly that wait-
ing until the “perfect” comprehensive system can
be developed will mean that any solution will be
out of date by the time It is implemented. Gov-
ernment needs to move forward with smaller
projects that, if successful, can be scaled up. More-
over, failure should be seen as an opportunity to
learn what does not work, and not necessarily
something to be penalized.
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Policy Recommendations

o accelerate the pace of transformation we
recommend that the Congress and the Ad-

Tministration do four major things to foster

digital government:

1. Establish the Position of a Chief
Information Officer for the Federal
Government

Establish a $500 Million Annual Digital
Federal Government Fund to Invest in
Cross-Agency Digital Government Projects

Give Agencies the Flexibility in the Use of
Funds for Digital Government and Let
Them Keep the Savings Generated by It

Expand Funding for Agencies to Develop
Digltal Government Applications

Establish the Position of a Chief
Information Officer for the Federal
Government

Currently, 54 federal agencies have CIOs, but the
federal government as a whole does not. Current
coordination efforts are just that, meetings among
equals without the budget or authority to imple-
ment government-wide digital government solu-
tions. A federal CIO would report directly 10 the
President and direct the process of developing a
concerted digital government conversion plan. He

or she would have a budget independent of indi-
vidual agencies to help drlve the next generation
of digital government, much of It involving cross-
agency applicatlons. The CIO would head inter-
agency and cross functional IT councils. The office
would also take the lead in shaplng the
Administration’s policy regarding the Internet,
oversee issues of computer and network securlty
for the government, and work with state and local
governments to promote digital government. Just
as the Y2K “tsar” was able to assert strong leader-
ship In dealing with a potential Y2K crisis in gov-
ernment, a federal CIO and a comprehensive plan
will foster digitat government In a faster, more ef-
fective, and more comprehensive manner.

A number of states and nations have moved
in this direction, appointing technology directors.
For example, British Prime Minister Tony Blalr has
appointed an e-minister to coordinate the vari-
ous departments involved in developing digital
government as well as carry out e-commerce Ini-
tiatives to improve service to the citizens.

Establish a $500 Million Annual Digital
Federal Government Fund to Invest in
Cross-Agency Digital Government
Projects

Apgencies generally have not funded interagency

_digital government projects. Similarly, appropria-

tions by both Congress and OMB is organized by
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agencies involved in export issues.

their pamcular facility faces.
7.

8. individuals could search for federal

Box D: Ten Digital Government Applications

There are literally hundreds, if not thousands. of applications that could be developed to allow
businesses, citizens, and other governments to interact with the federal government digitally. Here
are 10 examples of things that could be done today.

1. Businesses and individuals could file tax returns directly with the IRS at no cost.

2. Exporters could fill out just one electronic form lhat is automa!ncally routed to all government

. Individuals could bid on government surplus items online.
. Companies could file environmental compliance forms ontine.
. Individuals could apply for Social Security benefits online.

. Businesses could query a computerized “expert system” to find out what regulatory requirements

Individuals could store and access their medicat information on a “smart card.”

and il online d

POy

through a
9. Government officials could purchase goods using electronic catalogs.

10.Companies could access and bid for government procurements on the Internet.

Y

department, not function, so finding allocations
for cross-agency projects Is difficult. Only asmall
amount of funds for agency pilot projects has been
allocated. But while pilot projects can get pro-
grams launched, they are not able to sustain them
or develop them on the scale needed.? Providing
a pool of funds specifically targeted at implement-
ing significant cross-agency projects would not
only provide the resources to implement such
projects, it would provide the organizational di-
rection to get them done. However, to ensure
agency buy-in, agencies should be required match
these funds. And Congress should allocate funds
10 agencies specifically targeted 10 joint projects.

Give Agencies Flexibility in the Use of
Funds for Digital Government and Let
Them Keep the Savings Generated by It

Digital government will save money, but where will
the government get the money 10 implement this

14

innovation? There is 2 model from the private sec-
tor. A number of computer/IT service firms, led by
1BM and EDS, contract for these services with com-
panies and, in effect, guarantee productivity gains
to the firm. In return, jes are cc

out of a portion of the client firm’s productivity gain.

Current law allows federal agencies to contract
for energy efficiency technologies that will lower
energy costs, with the contractor being paid out
of the agency's energy cost savings. In this way,
the agency doesn‘t have to invest up-front appro-
priated monies in efficiency saving technologies.
Rather, it can pay for them over time with a part
of the cost savings. The Clinger-Cohen Act of
1996 similarly allow federal agency pilot experi-
ments with such “shared savings” contracting in
the information technology area.

The information technology provision hasn't
been used yet, probably -because there is no “up
side” for the agency-—it has to return any savings
to the Treasury. and can't use savings to enhance
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its mission responsibiiity. But if that provision
were fixed, and if broader demonstrations were
-permitted (rather than just the two pilots the law
currently allows), this might be a significant way
to expand digital government.® In particular, agen-
cies shouid be allowed to earmark the savings from
digital government to their own innovation funds
to finance further digital government initiatives.
In addition, governmental agencies should be
given increased flexibility regarding digital gov-
ernment-related procurement. The Administra-
tion should identify pilot digital government
projects that meet certain requirements, and de-
velop new acquisition and procurement methods
for them that are faster and more flexible, For
ple, in 1999 C gave the Central In-
telligence Agency the authority and funding to
create a $28 million “venture capital fund” to help
generate and procure advanced information tech-
nologies to help the agency carry out it mission.

15
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Expand Funding for Agencies to Develop
Digital Government Applications

Federal funding for information technology has
grown every year stnce 1996, but the rate of
growth has slowed, while the amount going to
new applications has declined. In FY96, federal
funding for information technology grew almost
8 percent, while in FY2000, it grew less than 2
percent, increasing slightly more than 4 percent
in the President’s 2001 budget.'® Moreover, this
growth has not kept pace with growth In private
sector information technology expenditures
which have averaged over 8 percent growth per
year through 1999." In addition, much of the
increase in funding for [T has gone to maintaln-
ing existing systems (increasing 24 percent be-
tween FY99 and FY01), while funding for
modernizing and developing new systems has
actually decreased 2 percent.'?
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What Government Is Doing Now,
What Government Should Be Doing

here are at least three distinct aspects of

digital government: information dissemi-

nation, interactlve service delivery, online
monetary transactions. This section details what
the government is doing in each of these areas
and suggests what government policy makers and
managers should be doing,

Information Dissemination

What the Government is Doing

Government has begun to embrace the Internet,
but most applications still focus on information
dissemination from the government to the user.
The information dissemination capabilities of the
Internet and the low cost of maintaining and
updating web sites has helped substitute for a
shrinking government budget. Every federal
apency from the statistics-rich Department of
Commerce to the secretive National Reconnals-
sance Office maintains news updates, background
information, and other data accessible through
the Internet.

However, the lack of coordinated IT policy has
resulted in disparities and duplication in the trans-

fer of online information between agencies.
While some agencies stand out as innovative ser-
vice providers, most do not utllize the Internet
to its full capability—often viewing the Internet
as a tool simply for information dissemination, and
not a means of carrying out complex transactions.
Moreover, agencies vary significantly in how
online information is organized and the web site
designed, making finding information confusing.
While most agency web sites maintain individual
search engines, they are of varying capability and
efficiency, some allowing advanced searches while
others have few customizing capabilities.

Most government web sites are designed with
an agency-centric focus, not a customer-centric
focus. For example, the typical agency web site
home page features a picture of the department
secretary, and lists press releases and other recent
news about the department. This is equivalent to
the Amazon.com horme page featuring a picture of
its CEQ Jeff Bezos, along with press releases on how
well Amazon's stock is doing, instead of immedi-
ately seeing how to buy books, CDs, etc.

Information is often quite difficult to find un-
less one is lucky enough to know what agency or
bureau to look at.?® In response, the federal gov-

16
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ernment has developed some “portal” sites that
agpregate a variety of information. Sites such as
business.gov do a reasonable job of organizing gov-
ernment-related information that businesses may
need. However. while they provide numerous re-
sources from obscure technical information to
general knowledge information, most federal por-
tals {e.g.. webgov.net: fedworld.gov) are confusing,
difficult 10 use, and do not comprehensively and
accurately search all online government docu-
ments. More importantly, most are simply col-
lections of many disparate web sites, as opposed
to means to truly organize federal information in
logical and accessible ways. In this sense, these
sites are currently pointers to agency-centric or-
ganizatlons and their services, not real vertical
and horizontal portais organized according to
how customers view and seek government services
and capabilities.

Moreover, because individual agencies and pro-
grams develop their own web sites. there is dupii-
cation of efforts. For example. both Access
America’s student web site (students.gov) and the
Department of Education’s Easy Access for Stu-
dents and Institutlons (EAS]) web site' focus on
students, but the EAS! web site does not to link
to the Access America site and {ts online student
ioan application function. The proliferation of
agency and program-specific web sites Is a reflec-
tion of the stovepipe nature of the federal gov-
ernment and the inability to organize information
and services around the customer. As the federal
ClO Council states, [T has been “used in pockets
of isolation to accomplish separate and distinct
tasks.""®

Several agencies are beginning to combine re-
sources to better carcy out tasks, record transac-
tions, and beneflt the consumer. As stated earlier.
Vice President Gore's Nationai Partnership for Re-
inventing Government (NPR) has been at the cen-
ter of the efforts to reform government and
traditional agency practices. Specificaily, NPR's
Access America program has worked to coordinate
government-wide resources into a more user-
friendly structure, namely in the form of gateways
{web sites pertaining to a particular topic) focused
on seniors and students. The resources are pri-
marily finks to oniine information such as Soclal
Security benefits, educational resources regarding
scholarships, and federal loans. But there are few
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innovative services available on elther gateway
and a number of links seem to be quite dated.

What Government Should be Doing

» Develop an enterprise-wide information ar-
chitecture: In an attempt to make web sites
more easily accessible, the Australian and Is-
raeli governments have developed design and
content standards for their web sites.'® Simple
baseline standards on design, file architecture,
and information display for federal web sites
will make it easier for users to navlgate sites
and retrieve information. This should be part
of a broader effort to develop a shared infor-
mation architecture for the federal government
that addresses issues of data sharing, telecom-
munications usage, and standards for web de-
sign.

« Impl a dardized Information tag-
ging system. Most indexed informatlon cata-
loged by an Internet search engine Is retrieved
using search programs (called spiders or robots)
which explore the World Wide Web by tun-
neling through web pages and categorizing the
information contained thereln. The degree
and depth to which the robots search differs
from engine to engine. The process Is time
consuming (considering the billion-plus web
pages) and results in an index of web sites
which are often not accurately organized ac-
cording to relevance. Increasingly, web devel-
opers have begun adding metatags, or short
descriptions of the web page content, for use '
by search engines in cataloging web pages.
However, there is currently no standard for
[nternet metatagging.

The most effective solution for categoriz-
ing information on government web pages
would be to develop a database-driven system.
where ail information is automatically listed
in databases as it is placed online. Implement-
ing this type of system would allow more ac-
curate and efficient searches. Extensible
Markup Language (XML), a newly approved
internet standard for developing highly inter-
active and flexible web pages, will allow a more
accurate and efficient categorization for im-
proved indexing and searching.
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However, while XML is a viable solution
to information organization, it will take time
to implement and does not solve the current
problems associated with indexing. In the in-
terim, a metatagging standard should be de-
veloped that will more accurately index
immediately forthcoming and currently avail-
able web pages. The standard should be ap-
plied to all government web sites to improve

government-wide search agents, and should -«

be available to commercial search engines to
better enhance their search capabilities.'”
The federal government should consult
with several organizations currently working
on metatagging initiatives and either support
one standard or develop one for government
use. Combining metatagging with the capa-
bilities of XML will allow expert systems, in-
telligent agents, and next generation search
engines to use semantics and concept associa-
tion to search and index information."* For
example, this type of technology could be used
by the Department of Health and Human Ser-

vices and others to establish health Informa-

tlon networks; where people could get state of
the art health information online despite not
knowing complex medical terminology and
Jjargon (see Box E, p.18).

Create an entryway/portal to government
services, Web sites need to be categorized by
the functlon of the service rather than the
agency {or most likely, agencies) administer-
ing them. A well designed portal to all online
federal information will make citizen-govern-
ment interaction more efficient and effective.

But a portal needs to be more than simply'a «

mega-link to government web sites. Rather, it
needs to completely bypass agency stovepipe
organization and be organized by information
and type of interaction.

Australia!® has organized a central web site
by bringing together eight different govern-
ment programs into one web site interface
for the citlzen, called Centrelink. The Is-
raeli government completed a similar process
and created a portal to Israell government
services.

Expand the amourit of information acces-
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sible on searchable databases. The federal
government has an enormous amount of in-
formation in databases, but most are not
searchable online. For example, citizens
should be able to search Bureau of Land Man-
agement land records to identify land parcels.
In fact, there are a host of potential database
functions that could be developed.

Use “information on request” to provide
people with government information. This
notification technology automatically sends
information to individuals based on criteria
that they have submitted which is unique to
their interests. For example, companies should
be able to answer a questionnaire and auto-
matically receive an e-mail informing them of
each federal procurement solicitation that
matches the criteria they entered. Similarly,
this technology could inform businesses of
new regulations that might affect their particu-
lar facility or company.

Develop “expert systems” to access infor-
mation. Expert systems are software pro-
grams that let indlviduals enter information
and receive back expert advice based on the
data programed into the software. For ex-
ample, the Occupational Safety and Health

‘Administration has developed a series of

online “adviser” expert systems to help busi-
ness people to identify safety problems in the
work place—from cadmium to mercury to as-
bestos—and determine an appropriate course
of action.?

Make the Web the first place to put infor-
mation, not the last. Too many federal web
sites are “stale,” only slowing adding new in-
formation and in many cases containing in-
formation that is months and often years out
of date. For example, one agency site de-
scribes its efforts to use Electronic Data In-
terchange (EDI) protocols to allow companies
to file regulatory information, even though
the information is years old and the agency
is now planning on using Internet-based sys-
tems. Agencles need to post information on
the web even before they publish it in other
forms.
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BOX E: Creating Health information Networks?'

As purchaser of about half of the nation’s heaith care (through Medicare, Medicaid, the VA
etc.), the government is in a unique position to catalyze greater adoption of information technol-
ogy throughout the health care system. indeed, in the Information Age, affecting the change
outside your organization is as important as the change inside it. And nowhere is this more appar-
ent than the health care system.

Consider how many times patients must fill out medical histories. Each doctor and hospital has
their own form and no system for checking the accuracy of the records. Yet such information can
literally be a life and death matter for patients. As one business leader put it, an ATM knows more
about your finances than the average doctor knows about your medical history.

The Department of Veterans’ Affairs has taken the lead in catalyzing adoption of information
technology for health records. The leaders of the VA have come to realize that any information
systemn that works only in their own system won't do them any good. Even VA patients do not stay
in the VA system, so if doctors are to track their patients, they need a system that everyone can use.

The VA's goal is much like the DOD’s in building the Internet. The DOD needed a communica-
tion system that couldn’t be shut down by the enemy because it was widely used yet controlled by
no one. The VA realizes that any system for exchanging health information must be similarly diffuse
in order to operate between the highly fragmented elements of health care, and cannot be con-
trolled by any one element of the health care system, which few people would trust.

As VA health care consuitant Tom Munnecke puts it, everyone should be able to have a personal
health space that allows for the secure, private, and confidential exchange of health information
from their medical history to the payment for health services. it might take the form of a personal
web site where consumers could keep and contral access to their health records, communicate
confidentially with their doctor or other patients with similar health problems. and shop for heaith
care services that are best matched to their needs and preferences.

The key to creating a personal health space is an organization that reflects the diversity of the
health care system and yet comes together around a common purpose of giving people control of
their health and health care. Along with the VA, other federal agencies and private sector organiza-
tions like the American Hospital Association have launched the “Vvaleo” project. Vvaleo is from a
Latin word, "to be in good health.” While it is still in the very early stages, this organization or
another like it is needed to address the systemic problems in health care that otherwise slip through
the cracks because no one is directly responsible for them.

The government must also assure that personal health information is not abused. Incredibly,
there are no national faws or even national standards on health information privacy and confiden-
tial use. While a national regulatory process is underway as part of the Heaith insurance Portability
and Protection Act, it covers only electronically stored information and not written records, which
could potentially create an unlevel playing field and effectively discourage using information tech-
nology to replace written records.

Measure customer satisfaction. Just as its

possible to get data on the number of times
private web sites have been visited, it would
help assess the usefulness of federal web sites
by tracking and reporting this information.
Usage metrics should be built into the site
maintenance process. In addition, all web sites

should have standardized ranking forms built
into them where citizens can rank a web site
() to 5, with 1 being extremely useful, and §
being not useful) on how useful it is to them
and to what degree it met their needs. These
will help government customize its efforts to
meet citizen needs.
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Interactive Service Delivery

It is one thing to simply provide information on
a web site, it is another to allow businesses or
citizens to engage in transactions with the gov-
ernment. Creating an agency web site is rela-
tively easy. But government must do more than
this, it must enable citizens to interact and trans-
act business with government. But this is harder,
both technically and organizationally. It is not
good enough to simply build a fancy web site
with online forms for people to fill out and sub-
mit if the forms are printed out (on the govern-
ment end) and go into the same old bureaucratic
system. The government must reinvent itself the
same way companies have had to reinvent them-
selves in the private sector: use the technology
to replace bureaucracy with more efficient sys-
tems and more flexible human organizational
structures. Online transactions are the next ma-
jor challenge 1o implementing digital govern-
ment.

What the Government is Doing

The online form has become one of the preemi-
nent Internet-age tools for web-based commu-
nication; a fundamental step loward improving
online services. Using an online form, a person
can submit information which is deposited di-
rectly into a database, saving both the person
and the organization time and money. The range
of applications and the cost savings and quality
improvement (reduced errors) are immense.
Many agencies allow individuals to obtain
forms online. print them, and then mail the pa-
per copies, where the information is then either
entered by hand or scanned into a computer.®
A few agencies are beginning to allow citizens
and businesses to file forms online. For example,
the Postal Service allows residents to file change-
of-address [orms online, while 18 year-old Ameri-
can males can register with the Selective Service
online to immediately obtain a Selective Service
number. The Saciat Security Administration also
maintains an online benefits calculation service
(however, the information is mailed to the ap-
plicant). The National Park Service allows people
to make registrations online. In addition, some
federal agencies, such as the Securities and Ex-

change Commission, the Federal Communica-
tions Commission, and the Federal Energy Regu-
latory Commission allow companies to submit
regulatory filings online.

What Government Should be Doing

« Expand and standardize the number of ap-
plications for online forms. All government
forms should be publicly available and search-
able on a central federal web site. The 1998
Government Paperwork Elimination Act re-
quires each federal agency by 2003 to make its
forms available for electronic submission
(through the use of a digital signature when
necessary). President Clinton recently issued
an executive memorandum to all executive
departments and agencies calling for the avail-
ability of online forms needed for the top 500
government services by December 2000.2
There are a host of potential applications in-
cluding: applying for Social Security benefits,
veterans benefits, passports, and federal jobs;
allowing businesses to pay Social Security and
other regularly recurring taxes; allowing people
to respond to government surveys (e.g. Cen-
sus); and letting attorneys file federal court
documents electronically.

+ Whenever possible, use Web-based technol-
ogy. In the private sector, e-commerce appli-
cations are evolving toward the web, and away
from proprietary electronic data interchange
(EDI) protocols managed by fee-based vendors.
Yet some federal applications have been slow
to move toward web-based applications, even
though they do not require costly subscrip-
tions to EDI Value Added Networks and are
more accessible to small by and indi-
viduals. Forms packages should also have open
standards so that they all tie into back-end
legacy systems.

+ Online forms should use shared informa-
tion about the submitter. One of the frus-
trations many individuals experience with
e-commerce is the requirement to fill in per-
sonal information every time they order
something online. E-commerce vendors are
working on solutions that would allow indi-
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viduals to only enter personal information
once, saving them lime and effort. Directory
technology such as Lightweight Directory Ac-
cess Protocol (LDAP) is used to maintain one
information resource that is queried by mul-
tiple systems. This system should be used in
conjunction with XML or other advanced and
flexible Internet-related formats. The federal
government needs to adopt the same system
so individuals can streamline their interac-
tions with government.

Integrate forms. Putting forms online is one
thing, streamlining and consolidating informa-
tion collection is another. For example, EPA
has been slow to shift (o one-stop reporting
whereby companies fill out one form, ideally
for both state or federal compliance reporting.
The proposed International Trade Dala System
is an example of this (see Box B, p.6).

Focus on intergovernmental solutions,
Many online applications require citizens and
businesses to dea} with multiple levels of gov-
ernment. For example, companies must file
local, state, and federal environmental regu-
latory compliance forms. Digital government
efforts need to be integrated at all levels of
government to streamline these processes.

Online Monetary Transactions

Monetary transactions increasingly rely on elec-
tronic funds transactions (EFT). This process sig-
nificantly reduces transaction costs and improves
the timeliness of interaction. The federal gov-
ernment is the largesl issuer of checks and is the
largest procurer of goods and services in the world.
Virtually all of these activities could be done elec-
tronically, replacing paper.

What the Government is Doing

Government has begun to embrace online mon-
etary transactions. For example, the IRS encour-
ages online filing of tax returns for both citizens
and businesses. Online filing reduces instances
of data error from an average of 21 percent (in
paper) to less than 1 percent, and significantly
reduces the transaction costs of processing returns
and checks.® In 1998, 24.6 million Americans—
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an increase of 28 percent from the year before—
filed their tax returns electronically.?® However,
due to a lack of digital signature protocol, the user
is required, via mail, to return a signed confirma-
tion sheet to the IRS. The IRS also uses direct
deposit of refunds, saving substantial costs. The
costs of issuing a paper check are $2-$3.50 per
check, compared to roughly $0.15-$0.55 with di-
rect deposit and EFT.* Despite the convenience
and cost savings of e-filing, it was not until Janu-
ary 2000 that the first business tax return was
submitted online: and even then, only one com-
pany has been authorized to process electronic
tax returns for businesses.?’

Today, a large share of federal payments (ex-
cept tax returns) are carried out through EFT, as
required by the 1996 Debt Collection Improve-
ment Act.* In FY99, 68 percent of government
payments, including benefit payments, were
transacted through EFT; additionally, 96 percent
of salary and allotment payments were carried out
using EFT.?® Savings after full conversion to EFT
could reach roughly $100 million per year.®®

The government is also embracing electronic
benefits transfer (EBT) to convey medical, food,
and other government-to-citizen benefits. In-
creasingly, electronic benefits are placed on debit
cards or smart cards. Like EFT, EBT replaces the
need for checks and allows people receiving gov-
ernment support to have it automatlcally trans-
ferred to debit cards. This Is especially useful for
the 20 percent of benefit recipients wio do not
have bank accounts. Today, 39 states—29 of
which are state-wide programs—use EBT systems
with benefits going to 4.25 million families ($1.35
billion per month in food stamp benefits alone).?
The National Partnership for Reinventing Gov-
ernment has proposed putting all (federal and
state) benefit-related informatlon on one card, to
reduce confusion and cost. and increase conve-
nience.” One of the most innovative pilot pro-
grams, which incorporates state, local, and federal
government benefits, has been the Health Pass-
port, a project developed by the Western Gover-
nors’ Association. This program places all medlcal
benefit information on one smart card and can
be used to redeem a variety of benefits—from
medical care, to pharmaceutical products, to food
benefits.’

As the world’s largest purchaser, the U.S. Gov-
ernment spends large sums on procurement.
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E-commerce cuts the costs of procurement and
acquisitlon for government and for vendors. The
majority of government agencies have unique
procurement and electronlc catalog systems, uti-
lizing non-web based proprietary accounting and
data basing software. Department of Defense is
perhaps farthest along, having established a goal
of an entirely paperless contracting system for
major weapons systems by January 2000.> The
Federal Electronic Commerce Program Office and
the Interagency Acquisition Internet Council are
working with CommerceNet,* an electronic com-
merce industry membership organization, to de-
velop interoperable electronic catalogs which
allow agencies to post notlfications of their needs
online for public bidding by contractors. The
catalogs would also allow companies to list goods
and prices for government purchasers. Currently,
vendors can go to the electronic posting system
(eps.gov) where agencles post their procurement
requirements for purchases above $25.000. The
General Services Administration (GSA) hopes to
have this system in place on a government-wide
basis by early 2001. Similarly, fedcommons.gov is
a gateway to a large share of government grants
that are awarded.

The government is also beginning to experi-
ment with allowing individuals to purchase items
from the federal government online. For example,
in its first month online, the U.S. Mint averaged
sales of $2 million per day of numismatic sets and
coins. Savings bonds can be purchased online.
Individuals can also buy stamps, postal praducts.
and savings bonds online.

The government is also beginning to use smart
cards to fulfill an increasing number of functions
including EBT and procurement. Integrated cir-
cuit chip cards, or smart cards, enable the cen-
tralization of information, tools, and
identification on one small plastic card. The cards
are being used by the private sector, and increas-
ingly by the povernment in pilot programs, as a
means of organizing several card-based tools onto
a single card.

The Department of Defense (DOD), especially
the Navy. has begun to implement smart card
technology for American servicemen. Smart cards
make obsolete the multiple forms and papers ser-
vicemen are required to keep. The Navy uses
smart cards for identification, ATM-at-sea cash re-
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trieval systems, medical and dental records, re-
trieval of classifled documents, and accountabll-
ity traclng of government tools and clothes by
Navy personnel. Proposed improvements will
include tracking mess line attendance, debit card
capability with the ship’s store, and recording mail
room plck-ups.’

The private sector has been anxious to work
with government on the development of smart
cards. Citibank, IBM, Visa, 3G International, GTE,
the Sandia National Labs, and the Federal Tech-
nology Service have created a 500-card pilot
project for Federal Technology Service employees
In Virginia. The 16KB card includes the basic utili-
ties of smart cards: ID, bullding access, procure-
ment ability, calling card, access to LAN and
applications, as well as direct access to airplane
boarding.

What Government Should be Doing

« Use EFT in all monetary transactions. Elec-
tronic fund transfer will save government, citi-
zens, and businesses both time and money.
This process also automatically creates an ac-
curate record of transactions.

« Implement the use of electronic checks.
Electronic checks involve not just the transfer
of funds but also the transfer of an electronic
record to the recipient. The Treasury Depart-
ment is in the initial stages of a trial program
using this technology: this should be expanded
government-wide.*

* Develop government-wide electronic pro-
curement systems. A standardized electronic
procurement system would reduce costs and
increase competition and convenience. The
process would include bidding by companies
for government contracts, as well as search en-
gines and virtual assistants which will help
government employees find desired goods at
the lowest possible prices. The “Channel Con-
vergence in a Delivery to the Citizen Model
Pllot™ with the Social Security Administration
is focusing on this area.

* Issue government benefits through EBT. Au-
tomatic allocation of benefits will reduce pa-
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perwork, cut costs, and allow government to
keep better track of benefit use lor data and
studies. States that have not yet implemented
EBT programs should work with both the fed-
eral government and the private sector to de-
velop systems.

Expand the number of items citizens can
purchase online. To the extent that federal
agencies sell items, citizens should be able to
purchase them online. CommerceNet is work-
ing with the federal government to allow citi-
zens to [ind online government surplus items.
In addition, the government should devzlop
an online auction for disposing of surplus gov-
ernment property. Other applications should
be developed.

Make it easier for citizens and businesses to
directly file their taxes online. Simply con-
tinuing the current system of regulating the
certification of data transmitters who batch
income tax returns and submit them by pro-
prietary tax agency electronic protocols is not
adequate. Governments should instead invest
in the "back room’ infrastructure necessary to
permit direct electronic transmission to the
government of completed tax returns by indi-
vidual cilizens using their private sector soft-
ware. The creation of such electronic portals
will also facilitate direct electronic communi-
cation belween citizens and tax agencies, al-
lowing citizens to access general government
information, information on tax return status,
and individual income tax “accounts.” Digi-
tal government in the income tax environment
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cannot move forward in robust ways until the
government invests in modernizing the infra-
structure underlying the entire tax system.

Expand federal smart card applications.
Currently, smart cards are in use in pilot pro-
grams. Pending successful outcomes, these
card applications should be expanded. Forex-
ample, the Veterans Administration could is-
sue smart cards to veterans to obtain
prescriptions. In addition, the smart card can
also house the veteran's medical history and
other information. In fact, there is no reason
why this could not be extended to all Ameri-
cans who could have their medical history on
one card. The government should explore
how to extend benefits and services to all
Americans through the use of smart. cards.

Ensure that government smart cards are
interoperable with private sector applica-
tions. At minimum, government smart cards
need Lo be interoperable with other cards in
government. Ensuring that government smart
cards can be used in non-governmental appli-
cations will help jump start the introduction
of smart card technology and smart card read-
ers throughout society, making it a more use-
ful tool for government use.

Attach digital signature functions. Attach-
ing digital signature (i.e. online authen-
tification) abilities to smart cards (along with
a password) would allowing verification for
forms and transactions and would help jump
start the use ol diglial signatures.3®
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Conclusion

he U.S. economy is going digital. This in
formation technology revolution provides
the opportunity for the federal government
to transform itself and the way it provides ser-

vices to citizens. Doing so would not only cut
the cost and improve the quality of government,
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it would improve the trust citizens have in their
government. Yet, real progress in a timely man-
ner depends upon digital government rapidly be-
coming a priority of Congress and the
Administration, both in terms of funding and
leadership.
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Executive Summary

This report defines a vision for electronic tax administration. The ETAAC sees electronic tax
administration playing a critical role in a modernized IRS, and believes the underlying purpose of
electronic tax administration is to be an enabling mechanism that transforms the IRS into a modern
financial institution offering taxpayers world-class service. The electronic filing goals established in the
Internal Revenue Restructuring and Reform Act of 1998 (RRA 98) represent a meaningful metric to
evaluate IRS progress towards achieving this transformation, but the underlying objective remains to
improve service to taxpayers by providing them with electronic means of conveniently interacting with
the IRS.

In using electronic tax administration to transform itself, the IRS must overcome these critical
challenges:

1. Continuing to develop a strategic planning process to achieve goals.

2. Encouraging all professional tax preparers to become Electronic Return Originators (EROs) and
convincing them that filing and communicating with the IRS electronically is preferable to other
methods.

Increasing electronic filing among self-preparers.

4. Increasing electronic interactions between the IRS and businesses, including filing, payment, and
communication activities.

5. Forming strategic alliances with businesses, federal government agencies, states, and other
organizations to facilitate and promote the growth of electronic tax administration.

The ETAAC has developed a vision of what meetmg each critical challenge will look like, evaluated the
IRS’ progress in meeting its el ic tax inistration strategic goals, and identified what the IRS
must do to reach this vision.

Progress in meeting electronic tax administration strategic goals

The IRS experienced a large growth in electronic filing in 2000, with a 20.5 percent increase in e-filed
returns. Other aspects of the electronic filing program showed excellent improvement in 2000 as well.

RRA 98 set a goal for IRS to achieve 100 percent electronic filing of all returns prepared on computer by
both tax professionals and taxpayers alike by 2003, While progress is being made, the ETAAC believes
that much work remains to be done to even approach this goal, and it will not be achieved by 2003.

The 80 percent goal for 2007 can be achieved if a growth rate of 19 percent or better is maintained, but
the ETAAC does not know if this rate is sustainable. The ETAAC believes new initiatives will be needed
to maintain the growth rate at this level, and recommends that the IRS monitor closely the total growth
rate for electronic filing in future years.

Continuing the Strategic Planning Process

The ETAAC envisions that the IRS strategic planning process will clearly establish the IRS electronic tax
administration strategy with sufficient milestones and performance measures for both the IRS and
external stakeholders to evaluate its progress, and envisions that electronic tax administration strategic
plans will become part of an agency-wide master plan that seamlessly integrates electronic tax
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administration p:ans into broad agency strategic plans, establishes meaningful performance measures for
each goal, and ties resource planning into achievement of strategic objectives.

An effective strategic plan will align the elements of Public Policy, Strategic Planning, Systems
Modemization, and Marketing Strategy and Outreach into a single plan. Public policy in particular
should support achievement of the electronic filing goals established by Congress in the RRA 98 and be
aligned with IRS strategies. Accordingly, the ETAAC makes the following public policy
recommendations to Congress:
o The ETAAC strongly supports the administration’s proposed $10 tax credit for taxpayers
that e-file because surveys of tax practitioners indicate this will make a difference in e-filing
levels. Congress is encouraged to enact this legislation.

o The Internet can revolutionize tax administration and must be part of the IRS’ strategies for
interacting with taxpayers electronically. These strategies should stress partnership, not
competition, with the private sector to achieve its objectives. The ETAAC believes that the
private sector is progressing towards offering taxpayers a range of convenient, low- and no-
cost e-filing options, and the best action for IRS to take is to promote the most intense
competition among private sector companies and pursue policies that allow these companies
to reduce unnecessary costs.

o Congress must appropriate adequate resources and authority for pilots and prototypes,
enabling a quick response to rapid changes in the electronic commerce marketplace.

The ETAAC envisions that business systems modernization will provide the technology infrastructure
necessary to support electronic tax administration business plans, and that technology infrastructure
projects will be funded and scheduled in time to support strategic objectives. Developing technology that
facilitates the transition to a fully paperless e-filing process is critically essential to the success of using
electronic tax administration to transform the IRS to a customer service-based agency.

Encouraging all Tax Preparers to be EROs

The advantages of e-filing should be so overwhelming that professional tax preparers will consider e-
filing the preferred way of doing business. To achieve this condition, the IRS needs to pay closer
attention to the tax practitioner market, and understand the factors that motivate various types of
practitioners to continue or become an ERO. The account management program has strong potential, and
could go far in improving its relationship with tax practitioners.

All incentives that apply to professional preparers should be aligned in favor of e-filing. Of particular
concern is that the IRS has set standards for EROs that do not apply to professional preparers that file
using paper, thus encouraging professional preparers to remain with paper. The ETAAC recommends
this inequity be resolved by applying similar standards for all professionals, regardless of filing
mechanism. Preparers should not be able to escape standards by filing only paper returns.

Increasing Electronic Filing by Self Preparers

The fastest growing segment of the e-filing population is online filing by self preparers. The ETAAC
believes that based on current market trends, taxpayers will soon have several options to prepare and e-
file taxes over the Internet at no cost, and that private sector competition will continue to drive prices
down. The ETAAC vision is that the formation of business alliances in the private sector will increase
competition and provide many options for convenient and free filing for self preparers, and most of these
options will be via the Internet as opposed to buying tax software from a traditional retail outlet.
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The ETAAC vision of federal and state cooperation is that a single filing transaction can suffice for both
federal and state purposes. The current Fed/State e-filing program enables this type of seamless
experience for individual filers in a majority of states, and ETAAC commends the IRS for cooperating
with state agencies to continue operating a successful Fed/State program. .

Increasing Electronic Tax Administration for Business
The ETAAC believes that a business should be able to conduct tax administration functions

clectronically as easily as it conducts business functions with her busi El ic interaction

W|th the I'RS should be at the election of the business. To make this vision a realxty, the IRS must
teractions between itself and busi ina ber of areas, including

mcome tax retumns, information retums, electronic employer and fi ial institution TIN

matching, retirement plan requirements, electronic records and communications, and electronic
payments.

The ETAAC ds the bling legislation and subseq establishment of IRS and

SSA regulations to permit employers and ﬁnanclal institutions to send forms W-2 and 1099 to taxpayers
electronically.

Alliances

The ETAAC envisions a cooperative environment between the IRS and external stakeholders that
encourages the formation of alliances to achieve objectives. The ETAAC recommends that the IRS adopt
a clear strategy for incorporating alliances with the private sector in order to successfully achieve its
electronic tax administration objectives.



188

ETAAC Report to Congress
June 30, 2000

1.0
Introduction

This report defines a vision for electronic. tax administration—electronic interaction between the IRS and
taxpayers for tax filing, payment, and related communication. The National Commission on
Restructuring the IRS established a vision for the IRS in 1997 in its report, A Vision for a New IRS. In
1998, much of that vision was codified into law in the IRS Restructuring and Reform Act of 1998 (RRA
98). Electronic filing, which the IRS has extended to electronic tax administration, was an important part
of that vision. Title Il of the RRA 98 provided the IRS with the following policy statement with respect
to electronic filing:

(1) paperless filing should be the preferred and most convenient means of filing Federal tax and
information returns

(2) it should be the goal of the Internal Revenue Service to have at least 80 percent of all such
returns filed electronically by the year 2007, and

(3) the Internal Revenue Service should cooperate with and encourage the private sector by
encouraging competition to increase electronic filing of such returns.

Recognizing the importance of receiving private sector input to achieving this goal, the legislation further
required that the IRS establish an advisory group to provide it with private sector input, and further
required that this advisory group report to Congress annually on the following subjects:

" the progress of the IRS in meeting the goal of receiving electronically 80 percent of tax and
information returns by 2007,

= the status of the strategic plan to eliminate barriers, provide incentives, and use competitive
market forces to increase electronic filing gradually over the next ten years;

= the legislative changes necessary to assist the IRS in meeting such goal; and

= the effects on small businesses and the self-employed of electronically filing tax and information
returns.

The Electronic Tax Administration Advisory Committee (ETAAC) satisfies the requirement of RRA 98
to establish a private sector advisory group on electronic filing matters. This report responds to the
reporting requirements specified in the RRA 98, and can be valuable to Congress by providing it with
private sector insight on:

= progress made by the IRS in achieving the goals established by Congress;

= avision of how electronic tax administration can transform the IRS into a customer service
organization;

= strategic challenges facing the IRS in electronic tax administration; and

= electronic filing impact on self-employed and small business.

1.1 ETAAC’s Vision of Electronic Tax Administration

The ETAAC sees electronic tax administration playing a critical role in a modernized IRS, and believes
the underlying purpose of electronic tax administration is to be an enabling mechanism that will
transform the IRS into a modern financial institution offering taxpayers the type of services they have
come to expect from private sector institutions. The electronic filing goals established in the RRA 98
represent a meaningful metric to evaluate IRS progress towards achieving this transformation, but the
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underlying objective remains to improve service to taxpayers by providing them with electronic means of
conveniently interacting with the IRS.

1.2 The Most Critical Strategic Electronic Tax Administration Challenges Facing the IRS

The ETAAC focused its attention during the past year on identifying the most critical challenges the IRS
must overcome to meet its electronic tax administration objectives, and providing private sector advice
on defining strategic approaches to meet these challenges. As a result, the ETAAC identified the
following critical challenges, and organized itself into subgroups to develop strategies to meet them:

1. Developing a strategic planning process that optimizes the probability of goal achievement.

2. Encouraging all professional tax preparers to become Electronic Return Originators (EROs) and

convincing them that filing and communicating with the IRS electronically is preferable to other

methods.

Increasing electronic filing among self-preparers.

4. Increasing electronic interactions between the IRS and businesses, including filing, payment, and
communication activities.

5. Forming strategic alliances with businesses, federal government agencies, states, and other
organizations to facilitate and promote the growth of electronic tax administration.

bhad

Section 2 contains an assessment of IRS’ progress in meeting its strategic goals. Sections 3 through 7
contain ETAAC’s recommended strategies for meeting the critical challenges.

13 ETAAC Members

The members of the ETAAC were selected by the IRS to represent a broad spectrum of the private sector,
including tax preparers, tax software developers, payroll companies, financial institutions, small
businesses, state governments, and taxpayers. Appendix A contains a list of ETAAC members.
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This section evaluates the results of this year’s filing season from an electronic tax administration
perspective and provides an assessment of IRS’s progress in meeting its strategic goals. -

2.1

Individual Filing Season Results

Electronic filing growth for 2000 is shown in Table 1. The IRS experienced a large growth in electronic
filing in 2000, with a growth of 20.5 percent. This growth is above IRS’ projections for the year and
requires a re-evaluation of future projections in A Strategy for Growth.

Table 1. Electronic Filing Growth for 2000
- 'Electronic| - - '2000 ~7*| 2000 Actual | 1999 Actual | - Percent .
.Returns- .| * Projected ~'| retarnsln ‘! returnsin Actual -
- ] .returnsin millions . - . millions Change

"7 | inillions (for | ° (through (throngh -

: ‘CY2000) 5/18/00) 5/21/99)
Practitioner 23.7 25.0 21.1 18.7
TeleFile 59 52 5.7 -8.9
Online 4.0 5.0 24 104.4
Totals 33.6 35.1 29.2 20.5

To put the growth achieved in 2000 in better perspective, Table 2 presents the growth of individual
electronic tax retumns for 1995 through 2000.

Table 2. Five Year Growth of Electronic Filing for Individual Tax Returns
Year| Total . [Practitioner | TeleFile | On-line Total "Percent |~ E-file.
*- IReturns in/Returns in - |Retuirng in | Returns in Electronic | Change- | Percent of
millions |millions * .. | millions | millions | Returnsin |Electronic| Total
NS IR N ) : S millions | Returns | Returns
2000 1274 25.2 5.2 5.0 35.3 (note 1) 21 27.7
1999 1249 21.1 5.7 24 29.3 19 . 234
1998 122.5 17.6 59 0.9 24.4 26 19.9
1997 120.8 14.4 4.7 04 19.5 29 16.1
1996 1188 12.1 2.8 0.2 15.1 28 12.7
19951 1165 11.1 0.7 0.001 11.8 N/A 10.1

Note 1: Projected number of returns

Also encouraging was the growth of more complex returns. Table 3 shows that more complex returns
such as Form 1040 and Form 1040 with complex schedules experienced higher growth rates than simpler

return types.
Table 3. Growth in Complex Returns for 2000
S b - 1040EZ- . 10 1040A 1040 1040 with Schedule C/F
‘1999 84 7.5 133 1.8
2600 8.7 8.7 17.8 3.0
Percent 36 16.0 338 66.7
change
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Electronic payments are also increased over last year. This year more balance due filers chose IRS e-file
than ever before and more payments were made electronically. Nearly 2.3 million balance due returns
were filed electronically; a 51.3 percent increase over last year. Table 4 shows the growth of electronic
payment as of June 2000. Expanded electronic payment options during the 2000 filing season also
included accepting credit cards for estimated tax payments and extensions of time to file and direct debit
for TeleFile. Direct deposits of refunds made by the IRS were also up 24 percent in 2000.

Table 4. Electronic Payment Growth for 2000

: 1999 e 2000
Volume | Average$ Total § Volume | Average$ Total §
Direct 75,000 $1867 | $140 million | 234,600 $1616 | $379 million
Debit
Credit 53,000 $3448 | $183 million 190,400 $2871 | $547 million
Card

Finally, EFTPS continues to grow aggressively with 36 million transactions and more than $986 billion
being processed through the system since the beginning of the FY through June 17, 2000. This is a 15
percent increase over the same period last year bringing total EFTPS transactions and dollars since
inception to 161 million transactions and 4.0 trillion dollars.

22 Other Significant Accomplishments During 1999-2000

In addition to the overall 20 percent growth in e-filed returns, the 2000 tax filing season included several
noteworthy events that reflect positively on the abilities of the IRS to successfully administer a growing
electronic tax administration program. .

The IRS updated its electronic tax administration strategic plan, 4 Strategy for Growth, incorporating a
number of recommendations made by ETAAC and other private sector sources to enhance the document,
and established it as a leading strategic planning document within the IRS.

The IRS mailed more than 11.5 million postcards with E-file Customer Numbers (ECNs) to people who
did their taxes on a computer last year, whether they filed a paper or electronic return. Approximately
1.4 million taxpayers used the ECN when they e-filed, up 112 percent over last year. The IRS also
enrolled 18,000 Electronic Return Originators (EROs) in the Practitioner PIN Pilot, more than twice as
many preparers as last year. The result was a resounding success with 5.4 million taxpayers participating
in the program compared to only 499,606 for all of last year.

The debt indicator pilot project, which provided an offset indicator for e-filed returns requesting a bank
product in exchange for closer scrutiny of potential fraudulent returns by EROs, was successful in
driving down the cost of bank products and increasing the number of e-filed returns in that market
segment.

The number of e-filed returns through the AARP Tax Aide program increased. The number of EROs
participating in this program more than doubled from 618 to 1288, submitting a total of 145,733 returns
compared with 44, 815 in 1999.

Fed/State e-file also continued to grow with 11.9 million taxpayers in 35 states and the District of
Columbia filing both their Federal and state tax returns in a single electronic transmission.

67-864 00-7
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In order to better coordinate the electronic tax administration approaches in each Business Operating
Division, the IRS has established an e-Business Executive Steering Committee to involve all of the
Operating Divisions in the planning and execution of the ETA program across all market segments. The
steering committee will be responsible for ensuring that consistent strategy, plan and resource allocation
decisions are made for the ETA program on a Service-wide basis. The ETAAC regards this as a positive
step in unifying the strategic planning efforts of each operating division and the agency as a whole.

Other accomplishments include:
¢ The marketing campaign to taxpayers was significantly better.

* The Nationwide Tax Forums, aimed at the tax preparer community, were much improved. By
introducing an ERO recognition program, the IRS adopted a business standard that will serve
them well in the future. This should be considered a beginning, as much more does need to
be done.

e The IRS has implemented the new Form 941 On-Line filing program for employers this
spring

e The ETAAC recognizes and endorses the efforts to improve the internal systems. Clearly, the
effort is only at its beginning, but the consolidation of 11 e-nail systems into one is
commendable progress.

e The IRS is beginning to establish an Account Management program including designating
National Account Managers as well as piloting Account Management in two district offices

o The IRS has made significant progress in issuing guidance to employers on the use of
electronic technologies for administering tax-qualified retirement plans, Specifically, the IRS
issued Notices in 1999 and 2000, and a series of regulations in 2000, that provide flexible
standards for the use of electronic technologies in a variety of situations.

23 Progress Towards Meeting Strategic Goals

The RRA 98 established a goal for the IRS that 80 percent of all tax and information returns should be
filed electronically by the year 2007. The act further requires that the IRS strategic plan for reaching the
80 percent goal provide that all such returns prepared electronically should be filed electronically by the
2003 tax filing season.

Strategic Goal for 2003

The 2003 goal aims to reach 100 percent electronic filing of all returns prepared on computer by both tax
professionals and taxpayers alike. While progress is being made, the ETAAC believes that much work
remains to be done to even approach this goal, and ETAAC believes this goal will not be met because it
would require virtually all professional tax preparers to e-file returns by 2003, as well as all self-prepared
returns prepared using computers to be filed electronically. ETAAC believes that insufficient incentives
are in place or planned to achieve this magnitude of change in the professional tax preparer community,
and recognizes not all home computers have communication capability. In some respects, the goal for
2003 is more difficult that the 80 percent goal in 2007. It is possible, and even likely, that even in 2007
not all returns prepared electronically will be filed electronically, even if the 80 percent goal e-filing goal
is achieved.

Strategic Goal for 2007

Although it is unlikely that the goals for 2003 will be met, developing an electronic filing strategy that
attracts all professional tax preparers to become Electronic Return Originators (EROs) is an extremely
important goal, and is one of ETAAC's five critical issues that must be addressed to meet the 2007 goal.
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The question should not be whether the IRS will meet its 2007 goal, but rather, what types of initiatives
and incentives are required to change taxpayer and tax preparer behavior so this goal can be achieved.

The ETAAC believes that more new initiatives and incentives are needed to achieve the 2007 goal.
Moreover, it is critical that the IRS develop new initiatives quickly together with a program to evaluate
results against established milestones and expectations. The ETAAC is concerned that 4 Strategy for
Growth, alone or in conjunction with other IRS planning documents, does not present a complete strategy
for achieving the goal. IRS projects that between 49.4 and 70.4 million e-filed 1040 returns in the year
2007. This is far short of the 80 percent goal. However, recent e-filing trends, including the growth of e-
filing in the 2000 tax season, give hope that these projections may be understated. The IRS is already
working on updating its e-filing projections based on recent filing season results.

The tables in Appendix E of the 4 Strategy for Growth do not show the complete picture. A number of
significant returns are missing, including 990, 1120 and 5500. ETAAC recommends all forms of
significant quantities be added to the tables, along with a total number of returns, presenting a complete
picture of progress.

The two-year request and approval process for Request for Information Services (RIS) and for budgetary
resources must be considered in planning to achieve the 80 percent goal by 2007. All final plans and
resources for 2007 must be initiated and requested no later than 2005. Hence, from a budget and planning
perspective, we are only four years away from the final goal. The IRS must carefully and critically select
projects, define information system changes, and budget in each of the five remaining years.

24 ETAAC’s Assessment of the 2000 Filing Season

This is the second consecutive year that the number of TeleFile returns has decreased. The IRS has not
determined the specifics causes for this decrease. The ETAAC recommends that the IRS perform an
analysis of the factors causing the decrease. Not only should the IRS factor the decrease into future
projections, it must determine the future direction of the program.

The growth rate of 20.5 percent is an increase over the growth rate of 19 percent experienced in 1999,
The ETAAC does not know if this rate is sustainable, and recommends that the IRS monitor closely the
total growth rate for electronic filing in future years. The 80 percent goal for 2007 can be achieved if a
growth rate of 19 percent or better is maintained, but ETAAC believes new initiatives will be needed to
maintain the growth rate at this level.

Although electronic payments did experience growth, the number of taxpayers using electronic payment
options is low. The ETAAC is concerned that electronic filing is still perceived by many taxpayers and
professional tax preparers as a filing mechanism for refund taxpayers. The number of balance due e-filers
should be monitored closely by IRS, but the ETAAC believes that additional incentives are needed to
attract balance due e-filers. Both credit card and ACH payments cost more than their paper counterpart,
the former because of processing fees credit card companies charge taxpayers, and the latter because of
the time value of money.
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3.0
Critical Challenge 1:
Developing A Strategic Planning Process to Achieve Goals

31 ETAAC’s Vision of IRS’ Strategic Planning Process

The ETAAC’s vision of the IRS strategic planning process for electronic tax administration is that 4
Strategy for Growth, the IRS’s strategic plan for electronic tax administration, clearly establishes the IRS
strategy for achieving its electronic tax administration goals, with sufficient milestones and performance
measures for external stakeholders to evaluate IRS’ progress.

The objective of the ETAAC’s strategic planning effort is to review, with a private sector perspective, the
IRS’ strategic plan and planning processes relating to electronic tax administration and to assess progress
toward achieving the e-filing goals specified in the 1998 IRS Reform and Restructuring Act. The
following four sections summarize ETAAC’s assessment, accompanied by appropriate recommendations:

s Public Policy

o IRS Strategic Planning

¢ IRS Systems Modemization

o IRS Marketing Strategy & Outreach to e-File Market

32 Public Policy

The ETAAC’s vision is that public policy should support achievement of the electronic filing goals
established by Congress in the RRA 98 and be aligned with IRS strategies. Accordingly, it makes the
following recommendations for public policy aligned in support of this objective.

Taxpayer Incentives

The ETAAC strongly supports the administration’s proposed $10 tax credit for taxpayers that e-file their
tax returns. Surveys of professional tax preparers, such as that conducted by the Council for Electronic
Revenue Communications Advancement (CERCA) in 1999, show that over 50 percent of tax
practitioners believe that a tax credit for a client’s e-filed return would have substantial influence in
convincing professional tax preparers to e-file. Moreover, the tax credit, if enacted as proposed by the
Administration, would put the Congress behind this method of filing tax returns, demonstrating its
commitment to using electronic tax administration as a mechanism for providing taxpayers with customer
service from the IRS.

Meaningful incentives, such as the $10 tax credit, will promote e-filing both among taxpayers that use
professional tax preparers and self preparers. Tax incentives create customer demand for e-filing that
professional tax preparers cannot afford to ignore if they want to retain their clients” business. Incentives
also motivate self preparers to e-file. In both cases, the value of e-filing goes beyond savings realized by
IRS in processing costs. E-filing gets taxpayers away from manual computation of taxes, an error-prone
process at best. E-filing also results in more accurate data in the tax administration system, as error-prone
data entry processes are avoided. As a result, far fewer etrors are introduced into IRS data files, and the
entire tax administration process runs more smoothly from both the taxpayer’s and IRS’ perspectives.

Internet Strategy

The Internet has changed many aspects of our culture, and the ETAAC’s vision is that it can
revolutionize tax administration as well. As the IRS develops more strategies for interacting with
taxpayers electronically, the Internet must be an important part of those strategies. The Internet has
potential for four tax administration functions—preparation, filing, communication, and payment, and for

7
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all four customer segments—wage and investment; small business and self-employed; large and medium
business; and tax exempt and government entities.

In order to provide some additional clarity, the four tax administration functions are defined as:

o Preparation—the interpretation of the tax laws and regulations as they apply to the situation
of the individual taxpayer and the completion of the forms required by the IRS. This process
results in the actual calculation of the taxpayer’s tax liability.

e Filing—the process of supplying the results and information from the preparation process to
the IRS. Electronic filing is the process of supplying this information in an electronic form.

¢ Communication—the exchange of information and dialog between taxpayers or their
representatives and the IRS.

o Payment—the transmission of money to or from the IRS to satisfy liabilities or process
refunds.

The Internet will be a revolutionary tool for the facilitation of all of these activities. The IRS is in the
process of enabling Internet payment and communication systems and ETAAC is very supportive of
these efforts. However, for the preparation process there is a highly developed private sector activity
encompassing tax preparers, accountants, software providers and outsourcers. Filing is the outcome of
the preparation process, and to some extent it is not possible to supply filing without some aspects of
preparation. This fact raises a number of issues in regard to how involved the IRS should be in the
preparation process given its role as an auditor and reviewer of whether or not the taxpayer has complied
with the tax code in determining their taxes. In addition to the appropriateness of the IRS' role, there is
also the question of whether the IRS should provide a service that the private sector is already providing.

In developing electronic tax administration strategies for the four customer segments and four functional
areas noted above, the ETAAC believes the IRS should stress partnership, not competition, with the
private sector and state and local governments to achieve its objectives.

The ETAAC has been most interested in the use of the Internet to provide low- and no-cost Form 1040
tax preparation and e-filing options to taxpayers. The ETAAC supports this objective because it believes
it will lead to an increase in e-filing, but recognizes there are several ways to achieve it. The IRS should
carefully consider marketplace conditions in developing its plans for achieving no-cost Internet tax
preparation and e-filing.

The ETAAC believes that the Internet has already increased competition in the individual tax software
marketplace. Although there are primarily two products available to consumers through traditional retail
channels, there are considerably more options available to consumers through the Internet. Appendix B, a
letter from the ETAAC to the IRS on e-filing over the Internet, contains a list of various web sites that
offer e-filing. The ETAAC also sees competition in the Internet tax software marketplace increasing in
the next several years. One newly formed company has announced plans to offer free tax preparation
over the Internet starting next year, and at least one other already offers it.

Alternatively, the IRS could choose to achieve the goal of no-cost e-filing and tax preparation over the
Internet by entering the marketplace with its own produet. It could accomplish this either developing a
software product internally or acquiring it through a competitive procurement. This approach would
represent a significant change in cutrent policy. Currently, the IRS does not provide or approve tax
preparation software and the risk for the use of these products lies with the individual taxpayer. A more
appropriate approach may be to offer an electronic template or form that allowed taxpayers that already
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computed their taxes manually to transmit their returns to the IRS electronically. This approach would try
to create a distinction between electronic filing and preparation with electronic output.

A second approach to entering the marketplace would be for the IRS to align itself with a limited number
of “authorized e-file providers” that offer no-cost e-filing. This approach would have the effect of
limiting competition and reducing the likelihood of new competition in the marketplace. Ultimately, this
approach could have the effect of limiting competition and reducing taxpayer choices.

The ETAAC considered the question of how to best meet taxpayer needs. Congress has already
established a policy for the IRS that electronic filing should be the preferred and most convenient method
of filing tax returns. As more taxpayers use the Internet in their daily lives, some taxpayers seem to want
no-cost tax preparation and e-filing over the Internet. The ETAAC believes it is consistent with good
public policy to encourage the use of the Internet to provide a complete range of options, including low-
and no-cost options, for taxpayers to perform tax preparation and e-filing.

The ETAAC believes that the clear choice of public policy should be to let the private sector provide the
capability, with the federal government stepping in if the private sector does not meet the need. The
ETAAC believes it is inappropriate at this time to pursue a public policy that would require the IRS to
offer no-cost electronic filing over the Internet. The marketplace has made noticeable progress towards
achieving no-cost electronic filing over the Internet in the past two years, and additional progress towards
this goal is expected next year based on publicly announced plans. The ETAAC believes that any effort
by the IRS at this time to enter the marketplace itself, either by developing its own software or aligning
itself with a limited number of “authorized e-file providers™ that offer no-cost e-filing, would have the
effect of limiting competition and would ultimately limit taxpayer choices.

In support of the goal of no-cost e-filing and tax preparation over the Internet, the ETAAC believes that
the most appropriate actions the IRS can take to provide taxpayers with a wide choice of low-cost and
no-cost tax preparation and filing options over the Internet are to continue to: 1) encourage competition,
2) seek industry views on which barriers inhibit lower-cost to no-cost private sector supplied options, and
3) stimulate electronic filing through its creative advertising campaign and making electronic filing
convenient to use through such improvements as the acceptance of additional forms and the elimination
of paper. The ETAAC’s recommendations on the use of the Internet for electronic filing are grounded in
the belief that competition is the most effective way to provide taxpayers with the widest range of
performance and price options for tax preparation and electronic filing. Promoting the most intense
competition among private sector companies and pursuing policies that allow these companies to reduce
unnecessary costs is the best action the IRS can take in pursuit of the goal of no-cost electronic filing for
taxpayers.

The ETAAC also recognizes that the Internet changes rapidly and business models are in constant
evolution, and even revolution. The ETAAC believes that a re-assessment of the marketplace should be

- made in two years to assess whether the range of choices for electronic filing over the Internet includes
no-cost options for taxpayers. If no-cost choices do not exist, the ETAAC believes the IRS would then be
justified in evaluating, in conjunction with ETAAC, whether an electronic template, or other approach, is
an appropriate and needed tool to promote no-cost e-filing over the Internet. The IRS and ETAAC should
track progress in meeting this objective on an annual basis.

Budgetary Support for Pilots and Prototypes

Once an integrated strategic and modernization plan is completed, the ETAAC recommends that the IRS
be given adequate resources and authority for pilots and prototypes, enabling a quick response to rapid
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changes in the electronic commerce marketplace. This year, a number of planned pilot projects were
delayed one year, Pilots and prototypes have an important role in the strategic plan for electronic tax
administration. Because of the rapid advances in technology, pilots and prototypes represent an effective
method for IRS to test the effectiveness of new technology in tax administration applications, and
validate requirements on a small scale for future full-scale development.

Effective Dates for New Tax Laws

‘When new tax laws are enacted, the ETAAC encourages Congress to give careful consideration to the
proscribed effective dates and the impact these dates have on electronic tax filing. A significant amount
of time is needed by tax software developers to rewrite their tax software programs to be in compliance
with federal law. In addition, changes at the federal level typically require tax software developers to
modify their state tax software programs as well. Otherwise, tax software developers may not be able to
timely rewrite their programs and the number of taxpayers that may file electronically may be
significantly reduced.

33 IRS Strategic Planning

ETAAC’s vision is that electronic tax administration strategic plans become one part of an agency-wide
master plan that seamlessly integrates electronic tax administration plans into broad agency strategic
plans, establishes meaningful performance measures for each goal, and ties resource planning into
achievement of strategic objectives. Accordingly, it makes the following recommendations for public
policy aligned in support of this objective.

Master IRS Strategic Plan

The ETAAC strongly encourages the IRS to develop an overall Master IRS strategic plan that
incorporates the transition to electronic business management and electronic filing. During its
development, the plan should then be synchronized with 4 Strategy for Growth, the IRS Modernization
plan, and the plans of the IRS operating divisions into an integrated whole with common goals,
objectives and strategies. The ETAAC recommends that each of the operating divisions develop strategic
objectives, strategies and operational plans for achieving their component of the electronic filing goals.

IRS Strategic Planning Process

The ETAAC recommends the IRS begin a process of integrated strategic planning, encompassing ETA,
Business Systems Modernization, and business planning for the four operating divisions. The ETAAC
believes the planning process should be consistent with the best industry practice for strategic planning.

Integrated Program Management

The ETAAC recommends that an integrated program management function be established to aid in the
effective management, communication and tracking of the modernization efforts, the transition to
electronic tax administration, and the reorganization. Additionally, the program management group is
seen as assisting in the overall prioritization of initiatives and strategies to achieve the electronic tax
administration goals. The ETAAC recognizes that recently established E-Business Executive Steering
Committee is a step in this direction.

Operational Planning

An important element of the planning process is implementation planning. 4 Strategy for Growth
contains comprehensive time lines for each identified project; however, there is no discussion of the
operational steps, major segments and overall timing. Although operational plans need not be part of a
strategic planning summary, having such information is an important step before implementation. The
ETAAC recommends the IRS develop the operational plans corresponding to the electronic tax
administration projects and share these with the ETAAC.,

10
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Resource Commitment

Adequate resources for the projects required to transition the IRS to electronic tax administration by
2007 have not been addressed. It is important for the IRS strategic plan to commit to providing sufficient
resources to ensure the necessary systems and services will be implemented on the required schedule.
Further, identifying a multiple year resource plan and budget would be a valuable tool in assisting
achievement of the overall goal.

34 IRS Systems Modernization

The ETAAC’s vision is that IRS systems modernization efforts provide the technology infrastructure
necessary to support electronic tax administration business plans. Technology infrastructure projects that
support electronic tax administration goals must be funded and scheduled in time to support strategic
objectives. The ETAAC makes the following recomrnendations for IRS business systems modernization.

Vision
ETAAC recommends the IRS develop and publish a comprehensive vision of the modernized systems
taxpayers will use to interact with the IRS as a result of modernization. This vision should describe how
information will be electronically presented, transmitted, received, routed, acknowledged and accessed
by individuals, businesses, and their representatives. This vision documnent would serve as a road map in
developing implementation plans and in communicating with the public and private sector partners.

All Forms & Schedules

The ability for the IRS to receive neatly all forms and all schedules for all income tax and information
returns, including the ability to receive supplemental statements is required for achieving the goal—
particularly for those retumns currently prepared electronically. Emphasis here is on all forms and
schedules, not just schedules of form 1040,

e The ETAAC recommends the IRS develop a time table identifying when each form and
schedule (or group of forms and schedules) will be receivable electronically.

o A Strategy for Growth places emphasis on 1040 e-filing. While priority rightly is placed on
the largest volume returns, including forms 1040, 1099 and W-2, coverage should be
extended to other large volume returns, such as corporate, partnership, and non-profit
returns,

o The plan currently leaves the implementation of business tax returns (corporate and
partnership income tax, and related information returns) until later in the implementation
period. If this timing is maintained, neither the 2003 nor the 2007 goals will be achieved.
ETAAC recommends acceleration with initial emphasis being placed on those returns
currently being prepared electronically.

Electronic Authentication—The Importance of Paperless

Transitioning to a fully paperless e-filing process is critically essential to the success of using electronic
tax administration to transform the IRS to a customer service-based agency. The ETAAC is fully
supportive of the alternative signature initiative undertaken by the IRS, including the use of Electronic
Control Numbers (ECNs), and recommends that IRS develop an ECN program, whether self-selected or
assigned, for all taxpayers that can be used universally for electronic tax administration functions. This
action would extend customer service to higher levels.

An alternate to a paper signature has been implemented for individual tax returns, but not for a large

number of returns and documents required by the IRS. The ETAAC recommends the IRS enable
electronic alternatives for taxpayers to sign all tax documents that now require paper signatures, and

11
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further recommends the IRS place high priority on adopting a comprehensive authentication, security,
and privacy policy. In evaluating alternatives, the ETAAC recommends the IRS:

» Complete a risk analysis that weighs potential non-compliance and fraud, for a small number
of tax cases, against the benefit to the IRS and the burden reduction for millions of e-filing
taxpayers.

s Apply equivalent levels of security, privacy and fraud protection to both e-filing and paper
filing.

¢ Define the appropriate and acceptable levels of security and privacy.
s Establish the degree of certainty that is required for signatures and authentication.
Business Systems Modernization

The ETAAC recognizes that systems modernization is essential to meeting the electronic filing goals,
and is concerned with the one-year delay in planned pilots, including Secure Extranet, Secure Messaging,
Taxpayer Identification Number (TIN) Matching, Power of Attorney, Transcripts, and Authentication.
Together these represent key incentives in attracting the preparer community that prepares over half of
the 1040 returns and a significant number of business and information returns.

The “Building the Foundation” section of A Strategy for Growth identifies six areas as priorities for
infrastructure development—Authentication, Processing System Consolidation, Performance Analysis,
Internet Capabilities, Fraud Prevention and Control, and Annual Maintenance. These priorities are
important, but ETAAC believes that other items of equal importance should be added to the list. Some of
these are:

e Making the taxpayer tax account database accessible in real time to RS business application.
e Establishing the strategies for completing the necessary technology development.

¢ Implementing a common system capability that enables the filing of all types of retumns, with
all of their forms and schedules, over the Intemnet.

s Modernizing correspondence with €lectronic transmission.

e Enabling account access through the Internet for taxpayers, their EROs and other
professional representatives.

e Developing and implementing processing systems that can handle substantially higher
volumes of transactions.

Although the current modernization plan makes a case for architectural principles, it provides only
general guidelines. The timely introduction of a governance process that includes architectural principles
and standards (information, data, application, technology and knowledge) should be addressed. The
speed with which IT governance and new architectural standards can be introduced is critical to the
success of every strategic objective, and needs to be addressed in the context of the technology
infrastructure strategy.

IRS & SSA Partnership

The ETAAC’s vision is that the IRS obtain all information returns in electronic form prior to pracessing

income tax retums, enabling the IRS to match tax and information returns prior to issuing refunds, while
maintaining or improving the present refund issuance cycles. Implementing this vision requires a number
of changes to tax administration systems, and will take many years to achieve. Under the current system,

12



ETAAC Report to Congress
June 30, 2000

Social Security Administration currently accepts the W-2 information from employers, using a method of
batch processing information that is now outdated. After this information is compiled, usually sometime
in August, all this information is submitted to IRS. Other information returns, such as dividend and
interest reporting, go directly to the IRS. Using its own antiquated system, it takes IRS months to process
all of the information and match the information returns against tax returns.

As an initial step, the ETAAC recommends that the IRS develop the capability to receive all information
returns electronically, and that the IRS implement a program for taxpayers and employers to
electronically file forms W-2, 940, 941 and 1099 over the Internet. The ETAAC also recommends that
IRS and Social Security Administration work together to design and implement a single database system
for use by both agencies, as well as any other government agencies having authorized access to this
information. The long-range objective should be to achieve a database that is available during the filing
season to accomplish document matching in real time. Ultimately, after the Master Files are updated, the
IRS can safeguard income tax returns from refund fraud by matching payroll data with the return prior to
making refunds. GAO recently reported that IRS inability to perform document matching costs the
government $15 billion per year, only about $9 billion of which is recovered.

Differentiated Service

The ETAAC’s vision is that taxpayers will perceive clear benefits to e-filing over paper filing. To
achieve this vision, it is important to make e-filing preferable to paper filing in all respects, including
taxpayer’s perception of compliance checking of paper vs. e-filed retums. The ETAAC recommends that
all incentives for filing preference be aligned to provide taxpayers with advantages for e-filing over paper
filing, and incentives for paper filing be eliminated. Currently, there are still incentives for taxpayers to
file by paper, such as the following examples.

e Data is required on e-filed returns that are not required with paper returns. This can be
corrected by requiring the same information on paper returns and e-filed returns.

o The IRS accepts paper returns with SSN errors, although e-filed returns with the same errors
are rejected. The IRS should suspend processing of the paper returns with these errors and
contact the taxpayer. The current process provides an incentive for taxpayers to file on paper.

¢ Documerit Retention—e-filing taxpayers are asked to retain paper copies of their tax returns.
ETAAC recommends this requirement be modified allowing taxpayers the option of keeping
copies electronicalty.

Generally, the ETAAC recommends that the modernization efforts in products and services be focused .
on those that use electronic communications rather than making paralle] investments in improving
electronic and legacy, paper-based and paper supporting systems.

3.5  IRS Marketing Strategy & Outreach to e-File Market

The ETAAC vision is that the IRS continues to build on current marketing success to make all taxpayers
in all market segments aware of the advantages of e-filing. The following recommendations support
achievement of this vision.

Advertising and Marketing

Although the marketing budget for ETA has increased over the past few years, it still remains inadequate.
If corporate America were told that it needed to target every taxpayer in America and get each taxpayer
to change lifetime habits, eleven million dollars annually, or $220,000 per state, would not begin to do
the job. During the 2000 filing season, the IRS had a great marketing campaign to promote electronic
filing. However, it had to severely limit the markets playing the message due to budget constraints. The

13
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ETAAC recommends increasing the electronic tax administration marketing budget so more taxpayers
become aware of the benefits of e-filing, and that the IRS look to the private sector for models to
determine the appropriate levels of funding for advertising campaigns.

Effecting the Transition

Based on industry data, the IRS has achieved its goal of making taxpayers aware of electronic filing.
What remains is the more difficult task of getting the multiple taxpayer segments to e-file.

e  Tax preparers must be convinced that e-filing is effective for their practice and good for their
clients.

o Individuals already self-preparing their retums using computer software must be convinced it
is in their best interest to ¢-file, and not just a cost savings for the IRS.

o Individuals who prepare their own returns manually will be the most difficult segment.
Convincing them to shift to an electronic method of preparation, and then to an electronic
method of filing, will be difficult.

o Specific marketing efforts should be directed at small businesses, identifying the benefits to
them for e-filing and inducing them to make the transition.

To be successful, the marketing program must overcome taxpayer suspicions about e-filing, including the
security and privacy of e-filing, likelihood of audit, and the disclosure of information not included in the
Ppaper retumn.

Marketing Services

e Current aggressive marketing strategies for individual taxpayers should be expanded and
continued with the emphasis on getting them to actually e-file rather than just creating
awareness.

o The marketing plan for businesses should be further developed.

e  The marketing plan for attracting the preparer market should be developed. Professionals
prepare over 50 percent of individual returns. Attracting this segment is critically important.

Marketing plans should be developed in a process that involves private and public sector stakeholders
throughout the planning process so the IRS, states, and companies can work together to define the most
effective marketing messages that can be leveraged off each other to maximum benefit.

ictributi g 7 A,
Distr Ci 54

The IRS has placed heavy reliance on Distribution Channel Management as the tactic to getting
professional preparers to transition their clients to e-filing. While this approach shows promise,
performance measures should be developed to establish its effectiveness in transitioning professional
preparers to e-filing. Comparisons should be made with other approaches to motivating the professional
and their clients.

The impact of Distribution Channel Management on the effort to transition to electronic filing has not
been estimated in IRS plans. The ETAAC recommends this be accomplished.

14
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4.0
- Critical Challenge 2:
Encouraging All Professional Tax Preparers to Become Electronic Return Originators

4.1 ETAAC’s Vision of Professional Tax Preparers

Virtually all professional tax preparers use tax software today because of the conveniences and
efficiencies these products provide. Use of tax software is a business decision most tax preparers make
automatically. The vision of ETAAC is that the advantages of e-filing should be so overwhelming that
professional tax preparers will considered e-filing the normal way of doing business. The
recommendations below discuss strategic approaches the IRS can use to achieve this vision,

42 The Importance of Professional Preparers to Achieving E-Filing Goais

The ETAAC recognizes the IRS has a challenging task of promoting e-filing to many different “user”
groups. From large business to financial and investment companies to small business and individual self
preparers, there are many different strategies and incentive programs needed to attract its users to adopt
e-filing as the preferred method of filing.

In no single group is there a bigger need for the IRS to attract to e-filing than the tax practitioner market
segment. Many tax practitioners still are not registered as EROs. At present, the IRS exercises tighter
scrutiny and control over EROs, including the ability to exclude EROs from the e-filing program, The
IRS does not have such control over non-EROs.

While the IRS is busying implementation strategies to serve other segments, tax practitioners often feel
that their tax businesses are being threatened. For example, the free Intemnet filing promotion to the self-
preparer market intimidates many tax practitioners. They see clients moving to the Internet and e-filing.
Real or not, many practitioners view this action as an effort to take their clients away from them.

The ETAAC firmly believes that the IRS needs to pay closer attention to the tax practitioner market, to
evaluate their needs and to allay their fears, real or perceived, about continuing as or becoming an ERO.
The account management program is an excellent program, and could go far in firming up the
relationship with tax practitioners. The delay in expanding the account management program could delay
the conversion of tax practitioners to EROs.

Until this relationship with tax practitioners is at least improved, it is extremely unlikely that the IRS can
meet the 80 percent goal, as professional practitioners prepare 56 percent of all individual tax returns.
Therefore, the ETAAC strongly recommends the following recommendations be implemented.

43 Professional Incentives

Two years ago, the IRS proposed a concept for a step-incentive program to get professionals to e-file
their tax retumns. The ETAAC strongly recommends that the IRS move forward with this strategy at the
carliest possible date to start delivering value-added services to the EROs based on e-filing participation.

The ETAAC vision of this program is consistent with the IRS vision. ETAAC believes that such a
program would have multiple categories or levels of participation, with higher levels earned through
achievement of performance and linked to additional benefits. Category titles for various levels have
already been suggested by the IRS: Bronze, Silver, Gold, and Platinum. At the basic (Bronze) level of
participation, there would be no minimum requirements, and all EROs would enter at this level.
Providing an entry level removes any barriers to joining the e-file program. Higher levels would be
achieved through years of service and percentage of eligible returns e-filed.
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ETAAC believes that all new e-services should only be available through the e-file system for returns
that are e-filed. Benefits at the higher level would include features that the professional tax preparer
community regards as desirable, such as liited power of attorney and electronic account resolution.
Linking benefits such as these to the upper levels of the step-incentive program would encourage
professionals to e-file their returns and provide incentive to start e-filing now to meet the requirements
when these benefits are finally available.

4.4 Creating Parity Between EROs And Paper Return Preparers

The ETAAC believes that to make e-filing the preferred method of filing for all professional tax
preparers, all incentives that apply to professional preparers should be aligned in favor of e-filing. With
regard to regulation of preparers, the IRS has actually set standards for EROs that do not apply to paper
return preparers, The ETAAC recommends this inequity be resolved by applying similar standards for all
professional, regardless of filing mechanism. The standards that protect both the IRS and taxpayers alike
should be extended to all preparers.

The IRS sets regulatory standards for EROs through Publication 1345, but there is no equivalent standard
for preparers of paper returns. The ETAAC recommends that the IRS close the gap between standards for
preparers of paper and e-filed returns. In order to help close this gap, a complete revision of Publication
1345 is needed, with a goal of bringing all practitioners into compliance with federal tax law and ethics
practices. Preparers should not be able to escape standards by filing only paper returns.

Under the current regulations, practitioners fear that they can be deprived of their livelihood because they
choose to embrace e-filing. If regulations are extended to all professional preparers as recommended by
ETAAC, EROs will not be subjected to higher standards just because they are EROs. In any case,
ETAAC recommends that suspension handling for any preparer should be timely and equitable.

45  Mentoring

As part of the ETAAC’s future vision of universal acceptance of e-filing by tax preparers as the normal
way of doing business, the ETAAC recommends that the IRS establish a voluntary mentoring program to
assist tax preparers to institute electronic filing procedures into their practices. There are many barriers to
becoming a new ERO, and getting a grasp of e-filing procedures is a major hurdle to cross. Current EROs
have overcome the “learning curve” and incorporated office procedures to facilitate efficient processing
of electronic returns. New EROs would greatly benefit from the experience of these professionals
through a mentoring program.

An incentive consideration for an ERO to assist in taking the time to assist a new business couald include
continuing education credit, an additional “step-up” in the step-incentive program, a link on the Digital
Daily, or other incentives as IRS may identify in the future.

Many tax preparers are still unaware of the mechanics of e-filing. The ETAAC’s concept is that mentors
would be available on a one-on-one basis before the filing season, helping the new ERO understand the
process, working with the staff in learning e-filing procedures, as well as helping via telephone or e-mail
during the tax season to troubleshoot problems or answer questions. The success of the mentoring
program will work well, as experienced e-filers will be showing others how it is done. This program
would take advantage of the wealth of kmowledge that IRS officials cannot give, and publications cannot
explain.
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4.6 Practitioner Association Consortium

The 1040 e-file program has been successful, largely due to practitioner involvement, and promises to be
one of the prime factors in e-file’s continued growth in the future. Practitioners desire to have input into
the evolution of the e-file program, relating to both the individual and business filing programs.

In the past, IRS has sought practitioner input through advisory groups such as the ETAAC, as well as at
IRS seminars and utilizing focus groups. While this effort is to be commended, it also needs to be
recognized that not all practitioners have the same needs and desires. It is important that the IRS continue
seeking practitioner input and even expand its ability to obtain input from a wider subset of practitioners.

One of the best mechanisms to obtain practitioner input is through practitioner associations that represent
their members. There are four national associations that represent a significant number of practitioners
with diverse practices and backgrounds—the American Institute of Certified Professional Accountants,
the National Association of Enrolled Agents, the National Association of Tax Practitioners and the
National Society of Accountants, with each association representing a segment of the professional tax
preparer community. These associations and their membership represent a broad spectrum of
practitioners including those who are governed by Circular 230, as well as those practitioners who are
not. It is important to the success of future IRS e-file programs and enhancements that all practitioners
are heard and their advice sought.

The ETAAC encourages the formation of a tax practitioner alliance to speak to the IRS with a single
voice. Since tax practitioner associations regularly survey their members to obtain information regarding
various topics, this relationship could also provide data to the ETAAC and the IRS in significant numbers
to provide guidance on new proposals, programs and enhancements relating to e-filing. The ETAAC
believes that it would be a great benefit to future ETAAC committees to have a liaison from the ETAAC
attending the consortiurn meetings who would report back to the ETAAC commiittee as a whole.

4.7 Debt Indicator Expansion

The ETAAC recommends IRS expand the debt indicator that was piloted this year to include returns that
do not include a bank product. EROs could be proactive with their clients if they received this
information of a refund offset at the same time as the acknowledgment of the return. This would enable
taxpayers to immediately contact the respective agency and resolve debt issues. The ETAAC believes
this would be a value-added client service and incentive for paid preparers to e-file returns.

48  Using Other Organizations to Drive e-File Demand

The ETAAC recommends there be a check box included on electronic 1040 returns by which the filer
could authorize other government agencies to obtain information from the IRS directly. This
authorization would reduce the taxpayer burden associated with filling out other government forms, such
as the FAFSA form that needs to be filled out for college students. Including a FAFSA check-box would
get all colleges, universities, and technical schools to promote e-filing, as it would vastly improve
correctness of the FAFSA forms.

Similarly, if e-transcript delivery were only available to banks and others desiring credit information for
loans if the return were e-filed, all financial institutions would promote e-file. The IRS could then avail
itself of free advertising and promotion with definite value-added service to the taxpayer, with no
appreciable cost. These types of alliances could result in financial and learning institutions actively
promoting e-file with their customers.
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5.0
Critical Challenge 3:
Increasing Electronic Filing Among Self-Preparers

5.1 ETAAC’s Vision of Self Preparers

The fastest growing segment of the e-filing population is online filing by self preparers. The ETAAC
believes this growth is indicative of an increasingly higher number of taxpayers using computers to
prepare their taxes. The ETAAC believes that based on current market trends, in several years taxpayers
will have a multitude of options to prepare and e-file taxes over the Internet for free. By 2007, the
ETAAC vision is that the formation of business alliances will provide many opportunities for convenient,
low- and no-cost filing for self preparers, and most of these opportunities will be via the Internet as
opposed to buying tax software through a traditional channel.

This section recommends strategies to the IRS aimed at increasing electronic filing among self-preparers
to at least 70 percent. Based upon calendar year 1999 filing data, the self-preparer population represents
55 million returns from which just 8.2 million (14 percent) were e-filed, which includes 5.6 million
TeleFile returns. None-the-less, the self-preparer segment is today and will continue to be a significant
population the IRS must consider.

Projecting out to 2007, IRS estimates 60 percent of the nearly 139 million returns expected will be
prepared by paid practitioners leaving about 64 million returns to be self-prepared. To achieve 70 percent
e-filing by this population, 45 million returns will be required. The upward trend in the use of paid
practitioners has been experienced for the past several years and is expected to continue. The ETAAC
believes this is based in part on the complexity of the tax code as well as a convenience for time-
challenged taxpayers.

5.2 Attracting Self Preparers to e-File

The number of taxpayers that prepared and e-filed their own returns grew dramatically this year. Not
surprisingly, the program remains most attractive to refund filers. A variety of payment options for
balance due filers will encourage this population (estimated at 25 percent of taxpayers) to use e-file.

The question the IRS must answer is why people still mail in paper returns? A survey by International
Data Corporation (IDC) shows that there is no single strong reason for not filing online. Of those still
mailing returns, 18.7 percent don’t want to pay for electronic filing, 13.3 percent don’t know how to do it
or their tax preparer doesn’t offer the option, 8.0 percent don’t want the IRS to get it sooner, 7.2 percent
don’t know electronic filing is an option, and the remainder just don’t see the need to do so. Interestingly,
in the IDC survey, security concerns were minor compared to the reasons above.

However, in a poll conducted for the AP by ICR of Media, PA, 36 percent suggest privacy concemns are a
worry. Younger filers (18 to 34 years old) tend to worry less but even among this population of
taxpayers, the concern is high. Attracting self-preparers to e-file will be assisted:

1. atemporary, refundable tax credit of $10 for e-filing of individual income tax returns, and
2. one or more low- or no-cost options for preparing and filing individual income tax returns over
the Internet

The ETAAC supports the $10 tax credit for taxpayers who e-file individual income tax returns.
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The ETAAC believes that low- or no-cost tax preparation and electronic filing over the Internet for
individuals would benefit taxpayers and lead to an increase in electronic filing. Therefore, ETAAC
supports this objective, but is concerned that the IRS might attempt to achieve the objective either by
competing with the private sector or reducing competition from the private sector. See Section 3 and
Appendix B for a fuller discussion of these issues.

As to the other issues surfaced in the IDC survey, ETAAC believes the IRS commitment to aggressive
marketing to taxpayers and practitioners will continue to show positive results. The ETAAC supports
these initiatives and encourages the Congress to appropriate sufficient funds to allow IRS marketing
campaigns to continue and expand.

53 State Participation

The ETAAC vision of federal and state cooperation is that a single filing transaction can suffice for both
federal and state purposes. The current Fed/State e-filing program enables this type of seamless
experience for individual filers in a majority of states, and ETAAC commends the IRS for cooperating
with state agencies to continue operating a successful Fed/State program. Of the few states that operate
independent e-filing systems, most work closely with software developers and online filing service
companies so that state calculations typically are integrated into a single tax preparation experience even
though separate e-filing transactions are required. Thus, from a technology perspective, taxpayers in
virtually all states where income taxes must be paid enjoy the benefits of a searnless and convenient e-

filing program.

Consistent with the objective to evaluate and recommend strategies that can be used by the IRS to
increase e-filing among taxpayers that prepare their own returns, in early 2000 the ETAAC enlisted the
assistance of the Federation of Tax Administrators (FTA) 1o survey state revenue agencies. More than 20
such agencies responded to a FTA questionnaire that asked states to describe initiatives implemented to
attract self-preparers to e-file. Most responding states indicate that the percentage of taxpayers who self-
prepare returns is within a few points of the federal percentage of 44 percent. However, a few states have
observed that self-preparers constitute as many as two-thirds of their filing papulation.

Most state revenue agencies are part of the IRS Fed/State e-filing program; only 5 states operate
independent e-filing programs with some states offering both options. Thus, the vast majority of states
are closely tied to the broad strategies used by the IRS to atiract taxpayers to e-file. However, according
to the FTA survey administered on behalf of ETAAC, the efforts in some states to attract self-preparers
to e-file go beyond those used by the IRS. These include:

*  “broadcasting” (mass mailing) of e-mail messages directly to various taxpayer segments,
especially college students; )

e  hosting “mall days” in major shopping centers to inform the public about e-filing options;

o offering free State-sponsored or State-operated web-based tax preparation and e-filing;

e providing a state PIN to authenticate the e-filing transaction;

o inserting “stuffers” in utility bills, state employee pay warrants and other targeted taxpayer
segments;

® building of an Internet filing portal for self-preparers who use commercial tax preparation
software to calculate their return and who prefer to transmit directly to the state via the
Intemet (instead of through a commercial online filing company); and
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e A few state revenue agencies have allocated budget resources to purchase radio, television,
highway billboard and other advertising to attract taxpayers to e-file. There is growing
interest on the part of some states to explore cooperative marketing and advertising
campaigns with the IRS so that federal and state campaigns do not overlap.

The ETAAC commends the IRS for its innovative Fed/State e-file program that makes it possible for
states to conveniently obtain taxpayer information, e-filed via the IRS system. At the same time, the
ETAAC encourages the IRS to expand its efforts to cooperate with state agencies in the design and
implementation of marketing campaigns designed to attract more self-preparers to e-file. One specific
initiative of potentially high value to state agencies is the use of the Electronic Customer Number (ECN)
that taxpayers may use to authenticate their federal e-filing transaction, For 2001 the IRS has indicated it
will not provide ECN to state agencies for use in state e-filing programs. Other cooperative Fed/State
efforts could include co-funded advertising campaigns.

Other tax programs

Beyond filing transactions for individuals, federal-state cooperation on electronic tax administration
matters has been very limited, with few “experimental” efforts to point to in the examinations (audit) and
collections arenas. In addition, as yet there is no plan on the part of the IRS to develop and implement
Fed/State corporate, partnership and employer tax filing programs. Given the wide variety of business
tax programs that operate at the state level, it is reasonable to defer development activity in this area until
the IRS is better prepared to move forward with plans to institute business tax filing programs at the
federal level.

54 Other Initiatives to Consider

Approximately 25 percent of all form 1040 tax returns filed are prepared by hand. Of these only a small
percentage are prepared by a paid preparer. Special attention and programs need to be developed to
transition the self preparer with a pencil to e-filing. The following recommendations all provide
additional help to self preparers that are not aware of the benefits of e-filing:

o At least during the tax filing season, the IRS should improve its Digital Daily homepage or
establish a separate e-file website to make it easier for taxpayers to hyperlink to commercial
online services. Current navigation on the Digital Daily requires too many "clicks” to find
useful information targeted to self-preparers, and linkage to commercial sites is not as
seamless as it should be to attract increasing numbers of self-preparers to initiate and
complete an online filing transaction.

¢ The IRS should revamp its tax booklets that are sent to self-preparers, especially those who
qualify for low/no cost e-filing through commercial online services, to more aggressively
promote the advantages of e-filing. Booklets should be designed primarily to induce self-
preparers to e-file, rather than promoting paper filing. The ETAAC recommends the IRS
study state experiences in modifying or eliminating tax booklets sent to taxpayers, such as
the elimination of paper forms in the tax booklet, making these forms available only upon
request.

¢ The IRS should increase efforts to establish its outreach program to employers who are
considering offering e-filing services to employees. Especially for large employers, the IRS
could play the role of a catalyst broker bringing together employers and tax preparation/e-
filing companies.
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6.0
Critical Challenge 4:
Increasing Electronic Interactions Between The IRS And Businesses, Including Filing, Payment,
And Communication Activities

6.1 ETAAC Vision of Business-Related Electronic Tax Administration

Many businesses have already begun using e-commerce to conduct business with other businesses or

- consumers. The Internet has sparked a business revolution that many observers believe is just beginning.
The ETAAC’s vision for electronic tax administration is simply this—a business should be able to
conduct tax administration functions over the Internet as easily as it conducts business functions with
another business. ’

The ETAAC reviewed, within the context of the private sector business community, the IRS’ initiatives
and progress relative to the electronic tax administration objectives and e-filings goals specified in the
RRA 98. The importance of electronic tax administration in this context includes the following:

o From the standpoint of revenue collected and returns filed, the business community
represents a large proportion of the taxpayer community. In the most recent ETA Strategy for
Growth, several of the Business goals for 2007 were highlighted:

o 7.4 million forms 941 and 1.2 million forms 940 received electronically or on magnetic
media

1.5 billion information returns received in x.on-paper form

All of the top 22 payroll service providers file Forms 941 and 940 electronically

All of the top 1,000 financial institutions file Forms 1099 electronically

75 percent of the Fortune 1000 file their business tax returns electronically

000O0

e Accuracy and automation of business returns and some reporting, for example, greatly
improves the overall timeline and efficiency of the individual return process.

e Recognition that from a taxpayer perspective the business returns are an important pre-
requisite to the individual tax filing.

In order to achieve the vision of making electronic tax administration as easy as electronically interacting
with another business, the ETAAC has made recommendations in the following areas:

Business Income Tax returns

Information Returns

Electronic Employer & Financial Institution statements
TIN matching

Retirement Plan Requirements

Electronic records and communications

Electronic Payments

6.2 Business Income Tax Returns

Electronic filing of corporate income tax returns is one of the last items that the IRS is going to
undertake. Since businesses tend to be, on average, more technologically sophisticated than other
taxpayers, this may be an opportunity for the IRS to receive a significant portion of this type of tax retum
in electronic format. Therefore, it may be worthwhile for the IRS to reconsider when it can undertake the

21



209

ETAAC Report to Congress
June 30, 2000

challenge of receiving electronic filing of corporate income tax returns and permit this type of filing at an
earlier date.

63 Information Returns

With the recent implementation of the Filing Information Returns Electronically (FIRE) system in
November 1999, the IRS has made great strides in the ability to electronically process information
returns. The Martinsburg Computing Center (MCC) has received 185 million records via the new system
and should finish the year with approximately 200 million records, representing a 66 percent increase
over last year’s returns. Many benefits are derived, including accuracy and timeliness for IRS/MCC
processing and notices of acceptance within two workdays.

- While these upgrades have provided a foundation for reaching the business goals for information retumns, -
the ETAAC recognizes that more needs to be done, particularly for the large filers of Forms 1099. The
ETAAC encourages further development of the FIRE system such that larger transmissions can be
accommodated via a secure, higher speed interface. Utilizing Internet-based protocols as developed in the
secure messaging pilot, and leveraging the IRS work to date in authentication (1040 PIN and ECN
pilots), a secure, higher-capacity system capability is recommended. Section 3 presents a fuller
discussion on the need to receive information returns electronically as a first step in improved document
matching.

64 Electronic Employer & Financial Institution Statements

The ETAAC recommends the necessary enabling legislation and subsequent establishment of IRS and .
SSA regulations to permit employers and financial institutions to send W-2, and 1099 forms to taxpayers
electronically. Taxpayers should provide prior consent to the electronic delivery, and this consent should
be permitted to be provided electronically with “click-through” acknowledgement of the consent.

Two benefits will be derived. First, employers will derive a substantial burden reduction with the
elimination of paper handling. Secondly, and equally important, supplying tax return related information
to employees electronically would facilitate the employee’s own electronic filing.

65  TIN Matching

The ETAAC supports and encourages the creation of an IRS TIN matching system. Such a system will
provide filers of information returns a means to verify taxpayer name and identification number
combinations prior to reporting that information to the IRS. Having access to a TIN matching system will
enable filers to file more accurate information returns and will lower the overall cost of payer
compliance. In addition, Form 1099 recipients (payees) will also benefit by receiving more accurate
information returns that will properly reflect revenues received and funds withheld.

The IRS TIN matching system should be consistent with the Social Security Administrations (SSA)
"EVS" system (i.e., user interface, security, name matching logic). A submission of a name and TIN for
an individual to the IRS system should produce the same result as if the record were submitted to SSA
system. The ETAAC believes that coordination and consistency between the IRS and SSA will provide
both immediate and long-term benefits to all, leveraging the SSA work in progress, including a solution
that takes advantage of a secure, Internet based interface.

With an online TIN matching system, payers will incorporate the matching process into their account set-
up or modification procedures as a way to verify TIN are received from payees. With an instantaneous
notification through the TIN matching system, payers can pursue and correct name/TIN problems prior to
issuing an incorrect Form 1099 and thereby avoid the later receipt of a B-Notice.
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6.6 Retirement Plans

The IRS has made significant progress 'in issuing guidance to employers on the use of electronic
technologies for administering tax-qualified retirement plans. Specifically, the IRS issued Notices in
. 1999 and 2000, and a series of regulations in 2000, that provide flexible standards for the use of

electronic technologies in a variety of situations. In addition, the IRS business plan for 2000 anticipates
guidance for the use of electronic technologies in administering plan loans and distributing “notices to
interested parties” of IRS determination letter filings.

The ETAAC recognizes the benefits that electronic technologies provide to both employers and
employees, and recommends that the IRS continue to facilitate the use of electronic technologies in
retirement plan administration, Specifically, the ETAAC recommends the IRS provide guidance on
recordkeeping requirements, the electronic distribution of participant notices required under section
204(h) of ERISA, and the applicability of previous guidance to plans established under sections 403(b)
and 457 of the IRS Code.

6.7 Electronic Records and Communication

The ETAAC envisions that in the future all communications between the IRS and business could be
electronic if elected by the business. The ETAAC recognizes that electronic delivery of notices would
provide benefits to the taxpayer community, protect transaction and information integrity and quality and
accelerate overall delivery time. Taxpayers and service providers would be able to identify problems and
take corrective action within one day of a tax filing, instead of several weeks in today’s environment.
This would reduce IRS notices significantly.

The ETAAC also recommends expansion of on-line access to authorized taxpayer return information.
Many letters to the IRS are necessary only because.the service provider must rely on IRS personnel
information retrieval, and further economies and benefits will be derived by direct online availability of
account information.

6.8 Electronic Payments

The IRS has made substantial progress in creating an electronic money movement system (EFTPS) for
business tax payments and some individual payments. This system currently moves approximately 93
percent of all the funds collected by the IRS. The IRS has also done an excellent job of shifting this
program from a mandated activity to a voluntary one, and demonstrating that taxpayers will use an
electronic system voluntarily if it offers convenient and efficient features. As part of this shift, the IRS
has leammed the value of focusing on the benefits to the taxpayer and the IRS versus a more rigid
regulatory requirement approach. The IRS is to be commended for this change.

The ETAAC recommends that the IRS take EFTPS to the next level of sophistication by focusing their
efforts on how this system can be used more effectively by the tax preparation and filing infrastructure
community. This community is composed of accounting firms, service bureaus, banks, and software
providers. These are the businesses that will create the tools for electronic filing.

This community is very familiar with the need for systems that can deal with both data and dollars.
Today EFTPS is a dollars only system and filing is primarily a data collection and calculation
application. This community has already experienced the problems and the time and effort that has to be
expended when data and dollars-have to be merged and reconciled. As the IRS focuses on filing systems
(data), the opportunity exists for a public private collaboration to ensure that the data and the dollars are
handled in an all-encompassing process versus multiple systems. For example, prior to EFTPS, the IRS
provided a means for payroll services to estimate and overpay tax deposits on behalf of their clients, so
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that minor post-deposit date adjustments could be made without penalty. Just as thousands of businesses
routinely overpay tax deposits to establish a “buffer” for anticipated adjustments, payroll service
providers were able to overpay lump-sum final tax deposits for each quarter, and utilize a five-day
adjustment window to reconcile taxpayer deposits and data. EFTPS has no similar mechanism. To
protect taxpayers from unnecessary penalty notices, EFTPS should be enhanced to restore this capability. -

The ETAAC recommends that the IRS establish a joint task group with representatives of the filing
community to address how the IRS can couple EFTPS with the commercial sector's filing and preparation
processes to create a collaborative system that will effectively handle both data and dollars. In addition,
the task force could consider solutions for account resolution capabilities, such as confirmation of non-
filing for seasonal businesses, and corrected taxpayer information to resolve un-postable EFTPS deposits.
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7.0
Critical Challenge 5:
Forming Strategic Alliances with Businesses, Federal Government Agencies, States, And Other
Organizations to Facilitate And Promote the Growth Of Electronic Tax Administration

71 ETAAC Vision for the Alliance Programs

The ETAAC envisions a cooperative environment between the IRS and external stakeholders that
encourages the formation of alliances to achieve objectives. The ETAAC recommends that the IRS adopt
a clear strategy for incorporating alliances with the private sector in order to successfully achieve its
electronic filing objectives. The strategy must be clear to all participants and offer fair compensation for
all participants who make an investment in assisting IRS meet its goals. In the technology field, it is
customary to have many alliances to achieve the desired result. The ETAAC recommends the IRS
develop its alliance strategy using a similar approach. The following are some of the elements that should
be considered for incorporation into the strategy:

¢ Documented Alliances programs that outline the expectations for each program

¢ Certification program for Alliances

o  Testing lab for Alliances who have built interface programs to the IRS

e Recognition program to honor those Alliances who achieved the desired result

o Shared co-development efforts with Alliances (such as early release of planned projects and
scope of such projects).

o Approved Alliance partners to be listed on the IRS web page so that taxpayers would know
that they were certified to do business with the IRS.

o Co-branding certification emblems (such as the e-file logo, only with more significance).

The IRS should make an effort to find and align itself with firms that could act as a distribution channel
for its electronic filing programs. This would help IRS reach a massive taxpayer audience quickly. IRS
needs to recognize that the private sector already has relationships with the taxpayers and this should be
capitalized on.

7.2 Embracing Private Sector Partnerships

The ETAAC envisions a future where the IRS embraces partnership with the private sector to achieve its
objectives. The IRS has expressed more interest in partnering with the privates sector in recent years, and
the ETAAC encourages continued emphasis on partnership with external stakeholders such as the private
sector.

Criteria for Success

The ETAAC believes that the 2007 goals established by Congress can only be achieved if the IRS adopts
a policy of embracing private sector participation in the solution. The importance of private sector
involvement was further stated in Congressional policy, “The Internal Revenue Service should cooperate
with and encourage the private sector by encouraging competition to increase electronic filing of such
returns.” To date, the IRS has not identified its vision of the private sector’s role in electronic filing
specifically, or generally in the transition to electronic tax administration. The ETAAC recommends this
be accomplished.
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Establishing Guidelines and Defining Responsibilities )
To enable individual and business taxpayers to conduct their tax filing and related business activities
electronically, all IRS systems must be modernized. As the process continues for redefining taxpayer
services, the ETAAC recommends that the IRS establish and publicly announce a process and guidelines
for determining which modernization services and projects will be:

e Developed by the IRS at taxpayer expense, either internally or through contracting.

e Left to the private sector at private sector expense and investment.

At the earliest reasonable time, the currently identified services and projects should be placed into one of
these categories and publicly announced. Further, the IRS should develop and communicate a
comprehensive schedule for the planned availability of each new service.

Armed with this information independent private sector providers and potential partners would be able to
plan their investment activities, complimenting the IRS plans. To the extent practical, the private sector
should be encouraged to respond with private investment and control in preference to internal control and
funding.

Encouraging Private Sector Participation

The ETAAC recommends the IRS expand its plans to effectively engage the private sector in the
modernization effort. Some of the key areas include the following.

e Expand the techniques used to achieve additional participation by the private sector in
enabling e-filing.

¢ To the greatest extent possible, participation by those interested should be encouraged.
Standards adoption is an essential element.

e Create an Internet strategy that stimulates the private sector to develop and expand filing
alternatives for taxpayers and that does not stifle private sector competition and
development.

e Establish and publicizé the roles the software industry, tax processors and preparer
community are envisioned to be asked to play in the implementation of the strategies and
initiatives.

e Fully describe the evolving mechanisms for identifying new projects for pilot
implementation and evaluation.

o Adopt national and public sector standards for electronic transmission of tax, financial and
information data to encourage and facilitate private sector development and support. With
the growing broad acceptance of XML as the preferred data encapsulation standard, serious
consideration should be given to the adoption of XML as the data standard.

73 Use of the RFA Process

In part, the benefit of the RFA process is that it allows for innovative solutions in a non-monetary manner
that provides additional flexibilities than the government’s traditional procurement process. At the same
time, the IRS has been criticized by industry for an RFA process that is viewed with some skepticism. At
issue are matters of fairness, clarity of objectives and expected outcomes, ambiguity surrounding future
opportunities and protection of intellectual properties.

For an RFA process to succeed, it must take the following into account:
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o There must be standardization of the RFA notification process including response time
frames, communication of modifications to the original RFA, and selection methodology.

o The IRS must offer industry clear and concise information regarding the future expectations
for the program that encourage participation by industry. This information includes such
issues as exclusivity, duration, use, and ownership of the developed systems and procedures.

The ETAAC recommends the IRS develop and adopt regulations for RFA creation, administration, award
and review that encompass these elements for success.

74 Managing “Pilots” To Engage Potential Alliances

Consistent with the goal to partner with the private sector in achieving e-filing goals, the ETAAC
recommends that the IRS expand its current RFA process to:
¢ annually solicit conceptual proposals from prospective partners to address specific business
objectives;
e engage with partners in the creation of partner selection criteria that encourages broad
participation while respecting the potential proprietary nature of conceptual proposals;
o develop and define pilot programs based on conceptual proposals;
® select more partners to participate in pilot programs;
o establish success factors and performance measures that are agreed upon by selected
partners; and
e cvaluate pilots quickly to determine potential for expansion.

Furthermore, as the Service continues to “stand up” its four organizational divisions and further defines
the process for incorporating ETA expansion efforts in those divisions, pilots should be undertaken in
several divisions annually. Overall management of the pilot programs will require the IRS to devote a
greater focus and perhaps additional resources to ensure successful transition from the pilot phase to full-
scale production. This investment is closely aligned with research and development efforts in the private
sector, and holds the potential for faster and more creative ETA expansion efforts.

15 Transitioning from Pilots to Production

The ETAAC recognizes that many of the systems and approaches for electronic tax administration will
originate from small scale pilots designed for a) proof of concept, b) validation of market acceptance, or
c) real world experience on issues involving scalability, feasibility, cost effectiveness and security.

The ETAAC recommends that the following guidelines be used in managing pilots and transitioning
them to production.

o Pilots should run no longer than one tax-filing season.

e Immediately after the end of the pilot phase, the IRS should meet privately with the service
provider(s) participating in the pilot. Jointly the IRS and the service provider(s) will evaluate
the success of the pilot versus the criteria that were established at the beginning of the pilot.

o If the pilot were deemed to be successful, the service provider(s) and the IRS would jointly
develop a high level description of the service configuration. Heavy emphasis in the
document should be placed on the interface between the service provider and the IRS (e.g.,
file formats, transmission protocols). The document should also outline any minimal
requirements for service provider qualifications.
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o Prior to rollout, the document would be circulated to potential providers and interested
parties seeking recommendations that will make the specifications acceptable to the broadest
group feasible. These recommendations would then be considered for incorporation into the
final specifications.

o It will be understood that the service provider may consider some of the details regarding the
taxpayer interface to the system proprietary and therefore this information may not appear in
the document.

o The service description document should then be circulated to possible providers of the
service for comment and input.

o The document would then be presented to all interested parties for national roll out. It is our
belief that service providers will then be able to build systems that will meet a minimal level
of functionality as specified in the document while at the same time providing value added
proprietary functionality.

7.6 Community Alliance Initiatives

The ETAAC sees considerable participation from a broad spectrum of taxpayers and tax practitioners
needed to achieve the electronic filing goals established by Congress. Simple wage and interest returns
account for the majority of electronically filed returns to date. The future growth and success of
electronic filing will largely depend on the increased participation of the tax preparer community and the
sanction of the small business community.

The tax preparer community is extremely diverse in tax practice procedures and client profile. For some
preparers, electronic filing provides efficiencies and incentives. For other preparers, electronic filing
presents a burden. There are tremendous opportunities for tax preparer associations to provide
constructive input, opinion, and direction into electronic filing process and procedures as they
specifically relate to divergent preparer practices and taxpayer profiles.

The small business community, on the other hand, is very sensitive to'change, complexity and cost. A
seemingly simple initiative will emerge as a compliance nightmare within the small business community.

The advance input and endorsement of the small business community will ensure a successful program.
Furthermore, it will provide public assurance the developments of the business electronic filing
capabilities are resources well directed.

The ETAAC recommends the formation of two community alliance coalitions or consortiums for the
express purpose of working with the practitioner and small business communities via organized agencies
and associations who have a vested interest in electronic filing. IRS appointed directors would organize
and facilitate the exchange among a consortium of organizations in an effort to obtain valuable input and
develop alliances with the IRS. The small business community consortium should include representatives
from organizations such as the National Federation of Independent Business, the National Association of
Women Business Owners, the National Association of Self-Employed and National Small Business
United. The tax preparer community consortiurn, as noted in Section 4, should include participation from
organizations such as the American Institute of Certified Public Accountants, the National Association of
Enrolled Agents, the National Association of Tax Practitioners, and the National Society of Accountants.
In addition, a representative member of the ETAAC should participate in each alliance consortium.

The ETAAC envisions the tax preparer and small business community consortiums as being the liaison

link between the IRS and the organization participants. Anticipated results of consortium
communications include:
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identify and eliminate the roadblocks associated with electronic filing;

implement awards/incentives program to encourage new and continued participation;
identify and suggest areas of program improvement and application;

coordinate electronic filing initiatives with respective state and local agencies;
communicate e-filing initiatives through the consortium organizations; and

¢ conduct surveys to obtain direct participant feedback regarding e-filing.

The ETAAC believes a. community alliance approach to working with the practitioner and business
community will go far in advancing electronic filing participation. The participating organizations will
applaud such an opportunity for input and direction. Government and community working together will
give e-filing strength, momentum, and credibility. Simply being “part of the process” encourages
participation and ownership. The endorsement of these organizations will go far in increasing e-filing
confidence and participation.

The consortium directors should be employees of the IRS and would be a critical component in the
success of such an initiative. The position requires strong public relations and facilitation skills. The
business objectives of this position should be specifically defined and appropriate performance measures
incorporated. The ETAAC believes the public relations outreach and communicated goodwill via the
consortium organizations will produce increased e-filing participation well beyond any public relations
campaign communicated directly from the IRS.
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Appendix B
ETAAC Letter to Robert E. Barr

May 1, 2000

Robert E. Barr

Assistant Commissioner
Electronic Tax Administration
Internal Revenue Service

1111 Constitution Ave., NW
Washington D.C. 20224

Dear Bob:

Your letter of February 22, 2000, distributed to ETAAC members at our March 2 meeting in
Washington, elicits our reaction to two proposals in the President’s FY 2001proposed budget:

1) atemporary, refundable tax credit of $10 for e-filing of individual income tax retumns; and
2) one or more no cost options for preparing and filing individual income tax returns over
the Internet.

In particular, you requested our views on how the free Internet filing option could best be
achieved and cited the provision in its entirety:

“No later than tax year 2002, the IRS would be required to offer one or more options to the
public for preparing and filing individual income tax returns over the Internet at no cost to the
taxpayer. If the IRS offered such options through contract arrangements with Authorized IRS
e-file Providers, it would be with the assurance that the taxpayer’s tax return information
would not be used by the Provider without the taxpayer’s permission for any purpose other
than submission to the IRS.”

Your letter stated that “This proposal does not mean that the IRS will be entering the tax
software business. However, it does mean that the IRS will be required to build on the trends that
already exist in the industry, which are to offer very low cost or even no cost tax services over
the Web. One way that the IRS could implement this provision is by issuing a Request for
Proposal (RFP) to the industry requesting vendors to submit proposals ™ to meet a number of IRS
requirements.

At its March 2 meeting, ETAAC discussed the proposed $10 refundable tax credit proposal and
decided to support this proposal for taxpayers who e-file individual income tax returns.

B-1
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In response to your letter, we have subsequently considered the proposal for free Internet
preparation and filing for individual tax returns. The ETAAC believes that free tax preparation
and electronic filing over the Internet for individuals would benefit taxpayers and lead to an
increase in electronic filing. Therefore, ETAAC supports this objective, but is concerned that the
IRS might attempt to achieve the objective either by competing with the private sector or
eliminating robust competition from the private sector.

The IRS Restructuring and Reform Act of 1998 states that “The IRS should cooperate with and
encourage the private sector by encouraging competition to increase electronic filing of such
returns.” This approach is working well. Existing marketplace competition has already led to a
wide number of options that taxpayers can choose, including very low or no cost tax services on
the Web from a wide variety of providers—the very trend you indicated in your letter. The
number of providers, now over 20, (see the attached list for details) is dramatically increasing
every year, forcing strong product development and causing prices to fall dramatically.

The ETAAC believes that the most appropriate actions the IRS can take to provide taxpayers
with a wide choice of no cost tax preparation and filing options over the Internet are to: 1) let the
competitive market continue to progress, and 2) continue stimulating electronic filing through its
creative advertising campaign and making electronic filing convenient to use through such
improvements as the acceptance of additional forms and the elimination of paper. These actions
will result in increased taxpayer demand for electronic filing which will in turn stimulate the
marketplace to create improved and less expensive, even no cost, products, as it has already done
in the last several years. The ETAAC applauds Commissioner Rossotti’s testimony to the House
Ways and Means Oversight Subcommittee on March 28, 2000 whereby he endorsed this
approach.

There are two approaches that the ETAAC believes the IRS should not take. The ETAAC
strongly recommends against the IRS developing its own tax preparation software program,
either internally or through acquisition. The ETAAC also believes that the IRS should not follow
an approach where the IRS issues an RFP or RFA to select a limited number of “Authorized IRS
e-file providers™ to IRS-specifications. Your letter suggested IRS might use this approach, which
ETAAC believes would lessen competition that currently exists in the private sector. If the IRS
selects a limited number of providers that will be effectively “co-branded” with it for e-filing, the
IRS will indirectly be entering the software business. This situation will result in a huge
competitive advantage and perhaps even a monopolistic position for those selected. The IRS
should not lessen competition by entering the market and choosing which of the current
providers gets the advantage of an “IRS brand”. The ETAAC believes more competition, not
less, is important to lowering the price of e-filing and cannot support any implementation that
limits or stifles competition in the private sector. The ETAAC would be pleased to work more
with the IRS to develop approaches the IRS might take to stimulate the market and increase
competition.
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The ETAAC supports the goal of a no dollar cost Internet e-filing for all taxpayers and believes it
is being achieved currently through free market forces, with even more no cost options available
in the future. The marketplace will be further stimulated towards no cost tax preparation and e-
filing by enactment of the $10 tax credit. The key to achieving no cost tax preparation and
electronic filing over the Internet is to increase marketplace competition rather than decrease
competition by offering IRS software or selecting a limited number of e-file providers for co-
branding, If the private sector does not progress to free tax preparation and e-filing in the next
several years, as expected, the ETAAC believes the IRS would then be justified in evaluating
whether an electronic template is an appropriate and needed tool to promote free e-filing over the
Internet. The IRS and ETAAC should track progress in meeting this objective on an annual basis.

The IRS must also recognize that the goal of the private sector is to make a profit and free
enterprise does not mean that the private sector must offer its products and services for free.
Establishing a goal of no-cost tax preparation and electronic filing ultimately means private
sector companies engaging in this practice must obtain something of value, such as exposure to
advertising or offers to perform other services, in exchange for free tax preparation and electronic
filing, The IRS should ensure that taxpayer privacy rights are not violated, but should not restrict
the ability of a consensual exchange between the taxpayer and private sector company to occur in
a totally electronic environment with appropriate security safeguards.

The committee has addressed in this letter the two issues you asked it to consider, We are also
evaluating a number of other issues that we believe have strategic impact, and will be making
recommendations on these issues in our June report to Congress.

Sincerely,

Charles A. Lacijan, Chair
Electronic Tax Administration Advisory Committee (ETAAC)

Attachment
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Attachment to Bob Barr letter
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Page 1

On-line Filing Software Companies

Note: The Internal Revenue Service (IRS) has provided links to these companies’ web sites. The IRS and the
United States Government do not endorse or warrant these companies or their products or services. The decision
to use or not to use any of these products and services will not result in any special treatment from the Internal

Revenue Service.

jOn-Line Filing Software oftware [Is Product on Internet? {State On-Line Service Teleph
eveloper iling? [Numbers and/or Email
JAddresses
Preptax.com* [Preptax.com  jwww.preptax.com , PA, ID, NE, lsupport@preptax.com, 1-918-
, NC,NY,  |99-3000
,ND, CA, IA,
S, LA, MA,
, DC, WV,
ICT, IN, GA, KY,
IOR, OH, NJ, AL,
MO, DE, M1,
IMT, NM
[ZapTax* [PDP Tax fwww.zaptax.net Inm23@aol.com
ervice
Automated e1040* 1040. [www.€1040.com 1-877-404-1040,
0s425@e1040.com
FileYourTaxes.com Atilla M. Taluy [Yes - ICA 1-805-984-0248,
[www.FileYourTaxes.com service@FileYourTaxes.com
ICompleteTax* ICCH, lwww.CompleteTax.com , KS, LA, MD,jsupport@completetax.com
[Incorporated , NY, PA,
, CA,NC, IA,
SC,CT, OR,
, GA, IN, VA
[Taxslayer CS Rhodes Eoﬁvmre available for , LA, MD, fwww.taxslayer.com
omputer ownload C, PA, M1,
ervices [www.taxslayer.com , IA, MS, SC,
» IL, WV,
, MO, AL,
Y, MS, NJ, IN,
DE, VA, NM
esmart TAX* C&S lwww.esmarttax.com 1-408-935-8468,
[Technologies support@esmartforms.com
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fOn-Line Filing Software oftware Is Product on Internet? tate On-Line ustomer Service Telephone
eveloper iling? :Numbers and/or Email
JAddresses
Quicken MacInTax, MacInTax hntuit Inc. ISoftware available for KS, LA, MD,{1-520-901-3240
[Deluxe, MacInTaxHome & [download NE, NY,
[Business www.macintax.com UT, CA, 1A,
, ND, MI,
, RI, 8C, DC,
L, WV, CT, CA,
R, MO, AL,
, DE, MT,
A, NM
JQuicken TurboTax, TurboTax {Intuit. Inc. |Software available for KS, LA, MD,]1-520-901-3240
[Deluxe, Turbo Tax Home & [download NE, NY,
usiness jwww.turbotax.com UT, CA,IA,
, ND, MI,
, R, SC, DC,
WV, CT, CA,]
R, MO, AL,
, DE, MT,
A, NM
(Quicken TurboTax for the ntuit, Inc. [Yes - www.turbotax.com KS, LA, MD,]1-520-901-3240
[Web and TurboTaxEZ NE, NY,
UT, CA,IA,
S, ND, MI,
, RI, SC, DC,
WV, CT, CA,
MO, AL,
, DE, MT,
VA, NM
.D.VESTONLINE* [H.D.Vest [www.hdvest.com webmaster@hdvest.com
[Technology
ervices
e Taxsimple* JV/Taxsimple [Yes - www.taxsimple.com, 1-973-989-0013
pport@ imple.com
[TaxCut lock Financial [Yes - www.taxcut.com S, W1, NC, ML, {1-816-504-1500
0 ID, R], SC,
R, MO, IN,
A, DE
H & R Block Online Tax lock Financial fwww.hrblock.com/ , W1, NC, M1,{1-816-504-1500
iProgram orporation tax_center/ 1D, RI, SC,
doing my_taxes/index.htm}jOR, MO, IN,
_ ‘A, DE
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iOn-Line Filing Software oftware ls Product on Internet? tate On-Line [Customer Service Telephone
eveloper iling? INumbers and/or Email
JAddresses
ileSafe ax Systems, {Yes - www.filesafe.com, 1-281-895-7014
Inc www filesafe.net
icrosoft TaxSaver Federal  [Microsoft Software available for 1-425-454-2030, 1-800-936-
IDeluxe, * Microsoft TaxSaver [download - R 5700,
[Federal Standard, * Microsoft ftaxsaver.msn.com F\ttp://support.microsoﬁ.com
[TaxSaver Federal Trial*
[Taxl tax iYes - www.Taxl.com . 1-301-912-3450,
. Corporation fcpa@ctaxonline.com
(AutoTax ITaxLink. Inc. {Software available for 1-614-538-5497,
download .autotax.com
Jwww.autotax.com
axACT 2nd Story ISoftware available for A, NY 1-800-573-4287
idownload www.taxact.com
elco Tax Wizard [Nelco Yes - www.nelcoinc.com, 1-920-337-2034
pefsupport@nelcomail.com
IAMTax IAM Software  {Order - www.amtax.com, 1-800-859-8537
support@amtax.com :
[Tax Preparer 2000 by iHowardSoft 'www.howardsoft.com, 1-858-454-0121
[HowardSoft* support@HowardSoft.com
JUDS ELECtro TAX Individual {[UDS ELECtro [Yes - www.udstax.com 1-410-730-8460,
TAXLLC jhondo@udstax.com
F\IetTax-on—Iine Full Duplex ~ fYes - IMD 1-877-892-8470
Systems, Inc, jwww.nettaxonline.com .

* New for filing season 2000
Monday, 13-Mar-2000 09:02:01 EST

67-864 00 -8






THURSDAY, OCTOBER 5, 2000.

BUREAU OF ALCOHOL, TOBACCO AND FIREARMS

WITNESSES
BRADLEY BUCKLES, DIRECTOR, BUREAU OF ALCOHOL, TOBACCO AND
FIREARMS
DENNIS SCHINDEL, OFFICE OF INSPECTOR GENERAL (TREASURY)
ROBERTA RICKEY, TREASURY, INSPECTOR GENERAL

Mr. KOLBE. The Subcommittee on Treasury, Postal Service and
General Government will come to order. Thank you very much for
being here. Mr. Price, thank you for joining us.

This afternoon we are going to have this hearing to focus on the
implementation of what has been called the Youth Crime Gun
Interdiction Initiative. I understand that Treasury, the Bureau, re-
fers to it as “Yogi.” At least until recently, here on Capitol Hill we
have always called it “Yiggi.” So Yogi or Yiggi; that is what we are
talking about here today.

The Bureau of Alcohol, Tobacco and Firearms, following the di-
rection of the President, initiated this program in 1996 to focus en-
forcement efforts against gun traffickers whose weapons are used
by or against youth, particularly those in the age group of 18 to 24.

Today, to talk about this program and how it has worked, we
have two witnesses. First, we will be hearing from Mr. Dennis
Schindel, the assistant inspector for audit of the Office of the In-
spector General in the Department of the Treasury, and he is
joined at the table here by his assistant, Ms. Roberta Rickey.

After that, we will hear from the ATF director, Mr. Bradley
Buckles.

Mr. Schindel recently supervised a series of audits of the Youth
Crime Gun Interdiction Initiative, “YCGIL,” the YCGII program, in-
cluding one of particular interest to us today that examined the im-
plementation and performance measurements. He will be talking
today about the findings of the OIG and their recommendations.

Director Buckles will then be asked to respond to those OIG re-
ports as well as tell the subcommittee the steps that ATF is taking
with regard to improving the YCGII performance and implementa-
tions and what plans he might have for this program or ideas for
it for the future.

First, before we ask for Mr. Schindel’s remarks here, let me ob-
serve that without question, YCGII is a program that has grown.
It has grown, in fact, from around $300,000 in Fiscal Year 1996 to
$51 million in Fiscal Year 2000, covering 38 cities. Even by Wash-
ington standards, that is a hefty growth rate.

With the $76 million increase in funding expected for Fiscal Year
2001, or at least what is in the bill, the budget of the conference
report, this would increase it to about 50 cities, the coverage of
YCGII to 50 industries, and would account for over a tenth, or 10

(225)



226

percent, of all ATF salaries and expenses in their budget. YCGII,
in Fiscal Year 2001, will also have staffing levels that are associ-
ated with it of 500 full-time equivalents for agent, administrative,
or technical positions.

So 1 would say that even by Washington standards, we can say
this is a big program and certainly, as I just suggested by growth,
it is tremendously big.

But it is a program that has been a priority for ATF and the ad-
ministration, and I should emphasize the Congress has agreed with
this so far. They have agreed that this level of effort is justified by
the need to reduce gun violence that involves our children and
youth. However, from the beginning I think we all expected ATF
to carry out a consistent effort in the participating YCGII cities,
with clear program guidance, standard data, minimum level of ef-
fort reflected both in the processing of trace information as well as
in providing strategic analysis and investigative reports to the cit-
ies that are participating.

What we have seen instead, at least as outlined in the inspector
general’s report, is a program that varies very significantly from
city to city. There is not really a coherent, overall program. It often
has very unclear lines of communication, to the extent that both
local ATF field offices and city police departments cannot always
describe the organization or the level of efforts for YCGII, let alone
characterize or give any clear indication of the impact that it is
having on youth or the reduction of guns or juvenile crimes involv-
ing guns.

In my own city of Tucson, for example, one of the cities that is
involved in this, I found that local law enforcement agents were
completely unaware, for the most part, of the program’s existence.
Given the high profile and scale for this program, such obscurity
does not inspire confidence that funding for the program has really
been targeted in any meaningful way.

So I hope today that the subcommittee can learn in more detail
the insgpector general’s findings about the program and then hear
from ATF on the current program and the actions they plan to pur-
sue, since ATF has indicated its agreement with all of the findings
by the OIG. I believe it is fair to say that this subcommittee is
going to look carefully for answers to these questions as we con-
sider future funding requests for the program, especially the plan
to expand it to 75 cities in Fiscal Year 2003.

So I think this is a timely hearing for us before we get into the
nitty-gritty of considering next year’s budget to focus on this one
very major, fast-growing, program in ATF with substantial growing
pains.

Before 1 hear from my witnesses, let us see if, Mr. Price, you
have any opening comments that you would like to make.

Representative PRICE. Thank you, Mr. Chairman. I have no com-
ments except to welcome our witnesses and to look forward to their
testimony.

Mr. KoLBE. Thank you. And with that, we will turn to Mr.
Schindel for his statement. Of course, the full statement will be
placed in the record. You are welcome to summarize it. Give part
of it, or however you wish to do it here.
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Mr. SCHINDEL. Thank you, Mr. Chairman, Mr. Price. I am
pleased to appear before you today to discuss the results of the au-
dits that we conducted at the Bureau of Alcohol, Tobacco and Fire-
arms on their implementation of the Youth Crime Gun Interdiction
Initiative. We do refer to it as “Yogi,” and that is how I will refer
to it throughout the rest of my statement.

With me today is Roberta Rickey, who is the director of program
audit in Chicago, and her team performed this audit.

This program brings together federal, state, and local law-en-
forcement officials to improve information about and investigation
of the illegal sources of guns recovered from juvenile and adult
criminals, and to use that information to strengthen the enforce-
ment of the nation’s firearms laws.

Our office did conduct three separate reviews addressing ATF’s
implementation of YCGII. My testimony will focus on our most re-
cent audit, which looked at ATF’s effectiveness in implementing
YCGII in the field offices and whether participating local law-en-
forcement agencies implemented activities designed to identify and
investigate illegal firearms trafficking to juveniles and youths.

YCGII is a component of ATF’s overall, illegal-firearms-traf-
ficking project. The program targets juveniles and youths involved
in gun crimes. “Juveniles” are defined as those ages 17 and under,
and “youths,” those ages 18 through 24. Through YCGII, ATF
seeks to address a fundamental question in youth gun crime: How
are they getting the weapons?

As you mentioned, the program has grown. It started out with
17 cities. It has grown to 38 cities in 2000, and plans are to expand
it to 75 cities in the next four years. There are two components
that we feel are crucial to the success of the YCGII program. First,
there are the YCGII coordinators in the ATF field offices. Second,
there are the police departments in the YCGII cities.

Our review of ATI’s implementation of the YCGII program
looked at the initial 17 cities that were put into the program be-
cause they had been in the program the longest, up to two years
at the time we did our review. We found that ATF needs to do a
better job of implementing YCGII so that the full benefits of the
program can be realized. YCGII was not consistently implemented
in all cities, and not surprisingly, this has produced mixed results.
Whereas some cities have a very active program; others do not.

The results of our work identified four areas that should be im-
proved for the program to be successful. First, existing guidance for
ATF field-office YCGII coordinators needs to be updated, expanded,
and include best practices that have been gained over the past
three years of experience with the program. This is especially need-
ed because of a high turnover of coordinators in some field offices.

We found that ATF field offices did not consistently implement
activities that are critical to the program’s success. These activities
included, one, reconciling trace requests received with police-de-
partment records of crime guns recovered—this is important to en-
sure that all crime guns are traced; second, conducting comprehen-
sive or end-to-end traces of a sample of crime guns—this is impor-
tant to obtain a more complete picture of the illicit firearms mar-
ket; and, third, ensuring that ATF special agents work actively
with ATF inspectors to target firearms dealers with a high number
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of crime guns traced to them. We found that all three activities
were performed in only two of the 17 initial cities in the program.

Second, ATF needs to develop a formal methodology for allo-
cating special-agent resources in support of field-office YCGII in-
vestigations. For Fiscal Year 1999, Congress appropriated ATF $16
million for 81 full-time, equivalent-special-agent positions. ATF
field offices were directed to assign a minimum of six experienced,
special agents to YCGII. These agents were to spend most of their
time on YCGII cases. Field offices were then to hire six special
age(r_;lrts each to back fill for the experienced agents assigned to
YCGIL.

We found that while 86 new agents were hired in the initial 17
cities, only 49 experienced agents were reassigned to YCGII cases.
More importantly, ATF’s decision to assign six experienced agents
to YCGII in each field office was not based on an analysis of fire-
arms-trafficking problems in the respective cities. In fact, YCGII
coordinators from two field offices told us that they did not believe
that the trafficking problem was significant enough in their respec-
tive cities to justify six agents being assigned to YCGII. A coordi-
nator from a third field office told us that there were not enough
experienced agents in the field office to assign to YCGII cases with-
out jeopardizing arson or explosive investigations.

Third, ATF needs to better communicate and partner with local
police departments to improve the level of their participation. Only
five of 17 police departments in the initial cities has the means to
electronically submit trace requests to ATF’s National Tracing Cen-
ter. Other police departments had to use less-efficient, more time-
consuming means involving at least some manual processing. One
impact of this is that four police departments did not request traces
on all recovered crime guns.

Electronic transmission of requests is essential to make the trac-
ing of a large volume of crime guns manageable. In that regard,
ATF needs to continue to help participating cities develop elec-
tronic-transmission capabilities.

We also found that police departments were not always aware of
or could not access ATF analytical tools to develop strategies to
combat illegal firearms trafficking to juveniles and youths. These
tools include ATF’s on-line lead system, which provides leads to
special agents by analyzing data on crime gun traces, stolen guns,
and multiple gun sales, and the capability to map the location of
recovered guns. With respect to on-line lead system, representa-
tives from six police departments were not aware of the system,
and representatives from five other police departments told us that
the information was not readily available to them.

Fourth, ATF needs to develop YCGII performance measures that
gauge its actual impact on gun traffickers who supply firearms to
Juveniles and youths. ATF has not developed specific performance
measures to show what impact YCGII has had in the participating
cities. For example, ATF has been reporting as its principal pro-
gram measure the number of trace requests submitted by partici-
pant cities. While trace requests are certainly important for ATF’s
analysis of trafficking trends, this statistic does not by itself meas-
ure whether trafficking of firearms to juveniles and youths has de-
creased as a result of YCGII.
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In summary, we found a number of areas that need to be im-
proved to ensure the success of the program, specifically implemen-
tation has been inconsistent on the part ATF. The level of partici-
pation by city police departments has been mixed. The resources
appropriated have not been effectively allocated or fully utilized in
support of YCGII, and also, after two years of operation in the
original 17 cities, ATF cannot show the true impact of the YCGII
program. All together, we made nine recommendations to improve
the implementation and management of YCGII in the 17 cities and
in the additional cities that have been added.

As YCGII continues to grow, it is important that ATF take im-
mediate action to improve its management of the program. The
good news is that this appears to be happening. In response to our
draft report, ATF provided a comprehensive, corrective-action plan.
They have agreed to implement all of our recommendations, and
they have already completed or have under way a number of ac-
tions. I will just mention a few.

ATF indicated in its response that new guidance and training
have been delivered to ATF field agents as well as state and local
police departments, and a best-practices pamphlet is being devel-
oped. ATF has reevaluated the six-agent-per-city strategy for its
2001 budget submission and has processes in place to monitor
changing field-office work loads. Efforts are also under way to de-
velop more meaningful performance measures.

Mr. Chairman, this concludes my remarks, and I will be happy
to answer any questions you or Mr. Price may have or other mem-
bers of the committee. «

Mr. KoLBE. Thank you.

I think I am going to do what we did yesterday, which it worked
extraordinarily well in this kind of oversight hearing, and ask you
just to step aside for a minute and let Mr. Buckles give his testi-
mony, and then do the questions with both of you up there because
I think we are going to find ourselves going back and forth now,
if that is acceptable with you.

Mr. SCHINDEL. That is fine.

Mr. KOLBE. So we will do that. We will ask Mr. Buckles to come
up to the table here, and we can bring up more chairs here in a
minute. Mr. Buckles, we welcome you and are prepared to hear
your testimony. As we suggested to Mr. Schindel, we will put the
full statement in the record here, but you are welcome to go ahead
and summarize.

Mr. BuckrLES. Thank you, Mr. Chairman, Mr. Price, Mr. Goode.
I thank you for providing me this opportunity today to address you
on one of the most important firearms initiatives by ATF, the
Youth Crime Gun Interdiction Initiative. As you pointed out, I have
submitted a long statement for the record, so I will be brief this
afternoon in my comments.

The Youth Crime Gun Interdiction Initiative was developed in
response to chilling statistics that gun homicides among young peo-
ple nearly tripled between 1985 and 1995. Easy access to crime
guns by this most vulnerable segment of our society was clearly an
important component to the shocking increase in violence. Success-
fully reversing this culture of violence requires action on all fronts.
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As you are aware, our firearms-enforcement efforts directed spe-
cifically at armed criminals, as well as ATF's work with youth
crime-gun prevention through the G.R.E.A.T. program, are part of
ATF’s main strategies on dealing with youth violence.

The Youth Crime Gun Interdiction Initiative is designed to com-
plete that coverage by attacking the sources of crime guns. Vir-
tually all crime guns begin as legal commodities. Therefore, devel-
oping a better understanding of how firearms move from legal to
illegal commerce is essential.

The first three years of the Youth Crime Interdiction Initiative
focused on tracing of crime guns. Comprehensive tracing of all
crime guns in selected cities, with special emphasis on those pos-
sessed by youth, gave us a more precise picture of the problem. The
number of firearms traced by ATF climbed from under 100,000 in
the early nineties to over 200,000 by the end of the decade. In Fis-
cal Years 1999 and 2000, the committee supported an increase in
ATF investigative personnel to enable us to take enforcement ac-
tion at these sources of crime guns. :

Your investment in the Youth Crime Gun Interdiction Initiative
has been significant. Rightfully, you must be convinced that the re-
turn on your investment is actually significant in terms of pro-
tecting the American people and particularly our youth from the
ravages of gun violence.

We believe the early results demonstrate that the Youth Crime
Gun Interdiction Initiative is a valuable program. Through this
program we have dramatically enhanced our ability to analyze
crime-gun information and apply this knowledge strategically to
combat violent crime and illegal trafficking. In the first two quar-
ters of Fiscal Year 2000 we initiated 874 illegal-firearms-trafficking
investigations involving over 14,600 firearms.

While gun homicides by juveniles and youths have declined, they
remain at an unacceptable level, and there is much to be done. But
even the best of programs require careful scrutiny to ensure that
they are executed in the most efficient and effective manner pos-
sible. What brings us here today is a series of examinations by the
Treasury Department’s inspector general into ATF’s implementa-
tion of the youth crime gun initiative.

The inspector general has helped us identify a number of areas
where we need to improve, and their recommendations have proven
invaluable as we have moved from a rather modest tracing initia-
tive to a more strategic effort to systematically attack illegal
sources of firearms to our youth and children. We have accepted
each and every recommendation, the majority of which have al-
ready been implemented, and all of the rest are in some stages of
implementation.

With the support and careful oversight of this committee, the
Youth Crime Gun Interdiction Initiative is making a difference. As
it develops, I am committed to the continued scrutiny of the man-
agement of this program and accountability to youth for the re-
sults. I am convinced that our effectiveness in reducing armed vio-
lent crime is increasing, making our communities safer for our chil-
dren and all Americans. And I thank you for your commitment to
this ‘important goal. That concludes my statement. I would be
pleased to answer any questions you have.
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Mr. KoLBE. Thank you very much. Yes, Mr. Schindel, if you
would come back up here. Ms. Rickey, if you would like to join us,
too, that is fine.

Let me begin with kind of a basic question here. Is this youth
program really a youth program? I guess my question is directed
to this. You really trace all guns, do you not, Director Buckles?
This is not a criticism, but it is not a youth program, is it? It is
a tracing of all guns.

Mr. BUCKLES. It is a tracing of all guns, and it is identifying traf-
fickers on all levels. [Agency note: To adequately assess the role
played by, or impact to, the age groups at hand, it is imperative
to not only trace all crime guns in a YCGII city, but to use that
information in an analytical sense with offense data.]

Mr. KoLBE. What is the concentration on the youth, then?

Mr. BUCKLES. The reason that we were concentrating on youth
~when we began this program is, looking at the overall universe of
violent firearms crimes, the single age group with the highest inci-
dence in many categories was the ages 17 to 24. Almost 41 percent
of all firearms homicide were being committed by people in that
age range. It is also a situation where we believe that it is probably
an area that is most susceptible to changing that pattern and af-
fecting the access of younger people to firearms. Older criminals
may have different access to firearms. They are adults; how they
can purchase firearms, what crimes are involved are different, but
quite often the youth are involved in crimes of opportunity, and if
we can interrupt and make it more difficult for people in that age
range to acquire firearms, we have a much greater possibility of
impact through that trafficking interdiction.

Mr. KOLEBE. Is there a mission statement for the YCGII program?
Is it laid out in a manual someplace?

Mr. Buckies. Well, we put out documents to our field describing
the program and setting forth exactly what the objectives are. Part
of the criticism or findings with the inspector general was that
there was confusion even within the agency as to exactly what the
overall goals and objectives to the program were. I think that that
is a result of the fact that it was a program that grew.

It started off, as I said, as kind O%Ta modest tracing initiative
early on, when we received some money from the asset forfeiture
fund to make improvements in our tracing center, and as it grew
incrementally, unfortunately, we did not pull everything back to-
gether so that the field and everyone in the agency and others deal-
ing with us had that comprehensive view of what we were doing.

Mr. KoLBE. Mr. Schindel, I think that was one of the criticisms
you made as to whether or not it is really clear, the focus of this
program. In your view, are there adequate performance measure-
ments here, goals for this program? We are spending $50 million
on this now. Are we getting our money’s worth out of that? I guess
that is the bottom line of what I am looking at here. I know it is
popular to talk about youth crime and doing something about it,
but I do not advocate just throwing money at a program if we are
not getting something from it here.

Mr. ScHINDEL. That was another one of our findings, was that
we do not feel there are adequate performance measures. Cer-
tainly, getting all guns submitted for tracing is an important part
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of the program, but there are, as I mentioned, other activities that
have to take place after guns are submitted for tracing.

Many of the activities, such as the end-to-end tracing, which
really tries to follow the gun all the way back to when it was first
sold by a federal firearms licensee, helps to identify the trafficking
aspect of it, which helps to answer partially the question, how are
youths and others who are not entitled to these firearms getting
them? If that activity takes place effectively, then the program has
the opportunity to do what it is intended to do, and you get your
money’s worth. But there have to be, I think, some measures that
show that those types of things are taking place and that there is
a bottom-line impact that, in fact, it is reducing the trafficking of
firearms to juveniles and youths.

Mr. KOLBE. But in order to measure that, you have to develop
some kind of a baseline, do you not?

Mr. SCHINDEL. Yes. I do not know if there are statistics out
there, crime statistics, that already exist, that can be used, but ob-
viously we are beyond the start of the program, so baseline meas-
ures have not been established at this point, and it would be dif-
ficult, unless if you just do it now——

[Agency note: Baseline measures used to this point were ones
previously established for the two major aspects of this initiative,
firearms tracing and related trafficking measures. My statement
for the record explains measures that are in development to assess
outcomes unique to this combination of enforcement tactics.]

Mr. KoLBE. It is kind of hard to establish them after the program
has been operating for four years. Mr. Buckles.

Mr. BUCKLES. Well, we are looking at baselines that we can work
from, and I think there are a number of them out there. If we talk
about the program being there for four years, early on one of our
most important performance measures was the number of firearms
being traced, because that was the focus of the initiative.

As we move beyond that, we need more result-oriented perform-
ance measures, and we are looking at a variety of things. Reduc-
tion in the time to crime. We have now, with the study we have
done, have some ideas on the time to crime between a firearm
being sold and ending up in the hand of a youth. If we are affecting
that and slowing down the time to crime, then it means it is harder
for people to get a hold of firearms. If we are impacting the number
of youths who are being arrested in possession of illegal possession
of a firearm. We have baselines now on the cities that we have
looked at so far. So I think we have things that we can work off
of as we move ahead.

Now, we are also entering into some work with the National In-
stitute of Justice to come out with some even broader ways to look
at our program and to determine how it is affecting youth violence
overall. So we are exploring all sorts of different ways that we can
come up with measures that can show you some tangible results
that are coming out of this program.

Now, there are a lot of things. It flows in many directions, and
let me give you an example. As we learn and understand more
about what the trafficking problem or what the firearms sources
are in a particular area, what that does, it allows us to take a
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number of steps that in the past, frankly, would have been shots
in the dark.

If we determine that one of the principal areas of firearms show-
ing up in a city is from stolen firearms from FFLS, it allows us to
work with the dealer community to improve security requirements.
Some areas, we find that straw purchasers are the biggest problem.
We recently entered into a program with the National Shooting
Sports Foundation to work on areas to deal with straw purchasers.

wo by knowing what the various sources are—it is not always
going to lead to a criminal case—it also allows us to engage and
addrei%ls each problem up front through a variety of other measures
as well.

All of these have to be pulled together so that when we come be-
fore you we can tell you what this information was that we were
able to collect, how we were able to use it, and then see if it has
resulted in a reduction of firearms thefts from dealers, a reduction
in straw purchasers, et cetera.

Mr. KOLBE. Well, you have jumped ahead and answered at least
some of the questions I had ongoing as to how this information is
used, and you referred to the pronoun, “we,” and I gather that
means ATF. If I look at this report here—it has got a section here
for my city of Tueson. If I go out to the city of Tucson, am I going
to find law-enforcement people there that are going to be inti-
mately familiar with the information that is in here? What use is
made of this?

Mr. BuckrLEs. Well, that was the one of the criticisms from the
inspector general’s report, that in some cities it was being used,
and in other cities it was not. I cannot speak directly to Tucson,
but what——

Mr. KOLBE. I am not asking you to speak directly to Tucson.

Mr. BUCKLES. But what we have done as a result of that is insti-
tuted very clear guidelines as to how we are supposed to be using
those reports in each case, in terms of what ATF can use from
them to develop a strategy and also what the local police and law-
enforcement authorities can do and how they can use that. So we
are taking steps to make sure that the best practices that we are
using in some communities are also being used in all of the com-
munities as well because that is what it is designed to do.

Mr. KoLBE. I want to go to my colleagues for some questions. I
have a series of others, and I especially want to come back to Mr.
Schindel, but let me see if Mr. Price has some questions here and
Mr. Goode.

Representative PRICE. Thank you, Mr. Chairman. I want to
thank both of you for your testimony, and I would like to start, Mr.
Schindel, with the activities that you identified as being critical to
the program’s success on page four of your testimony.

You are talking about, first, reconciling trace requests received
with the records of crime guns recovered; secondly, conducting sam-
ple, end-to-end traces to get a more complete picture of the illicit-
firearms market; and finally, and this is the one I want to con-
centrate on, ensuring that ATF’s special agents work actively with
inspectors to target firearms dealers with a high a number of crime
guns traced to them. Presumably, that is the bottom line. Presum-
ably, that is the end goal.
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You say that of these 17 cities you looked at, all three activities
were performed in only two, which, of course, does not sound very
good. With respect to that third activity, though, which in some
ways is the culmination of the effort, what would the success rate
be on that criteria? I think that one was actually the most success-
ful of the three. I think only two out of 17 cities were not per-
forming that activity.

Representative PRICE. So that changes the picture a bit if you
break down those three activities in that way. I really did not an-
ticipate that answer. So you are saying that there would be 15 out
of the 17 on that last criterion.

Mr. SCHINDEL. Right.

Representative PRICE. Well, presumably, the other two are some-
how leading up to that third activity. Right? The tracing program
leads you to identify these high-volume dealers. Is that right? How
can?the third activity succeed or be implemented without the first
two?

Mr. SCHINDEL. It would be difficult. You have to have the tracing
first to get the information to start leading back to the FFLs, fire-
arm-licensing dealers.

Representative PRICE. Does that imply, then, that the targeting
of these high-volume dealers is somehow based on inadequate data
somehow or inadequate tracing information?

Mr. ScHINDEL. Well, I think that there could be more targeting
in some of these other cities who are doing that who were not get-
ting all of their guns traced. So while they were performing that
activity where there was information that they could develop that
lead back to FFLs, there were probably some missed opportunities
because not all of the guns were being traced in those cities.

Mr. Price. Well, I must say, it does change the picture somewhat
if there is such radically different performance rates with these
three activities. Simply to lump them together and say all three are
being performed in only two out of 17 cases gives a somewhat mis-
leading picture, would not you think?

Mr. SCHINDEL. Well, again, the idea was that there should be
some consistent application of the program, and obviously that is
not taking place.

Representative PRICE. But you also seem to be saying here in
your oral testimony that in terms of that third activity, targeting
firearms dealers with a high a number of crime guns traced to
them, that is taking place in most of these cases. Now, do you have
anything further to say about how thoroughgoing or how effective
that targeting is? What does that entail? Mr. Buckles, if you want
to chime in here, I welcome your thoughts as well.

Mr. BUCKLES. Well, I think that the information that we gleaned
from the inspector general report was that while we were using
that data, and we have accumulated—make no doubt about it—re-
gardless of what the performance was, a tremendous amount of in-
formation on crime-gun data and sources of crime gun.

What we learned from the inspector general report was that we
were not getting all of that, and maybe there were still opportuni-
ties we were missing. Not that we were not using the information
we had to deal with possible sources of guns, crime guns, but that
there may be more sources out there that we are missing because



235

things were not reconciled, because there were not complete traces
in every situation. That was the way I understood the inspector
general’s report, there weren’t issues with making the most of what
we had, but that we might be missing additional opportunities be-
cause we were not getting everything we might possibly get out of
this information.

Representative PRICE. I see. So the deficient performance in
these early stages would then compromise your ability at the final
stage, or it could.

Mr. BuckLEs. Well, I think, if I am speaking correctly for the in-
spector general, it suggests that we may yet be missing opportuni-
ties.

Representative PRICE. What exactly does it mean to target these
dealers? What kind of specific efforts are you carrying out with re-
spect to these dealers once you identify them, once you have the
patterns established?

Mr. BUCKLES. What we are doing is conducting a focused inspec-
tion on dealers that have high numbers of gun traces to them,
short-time-to-crime guns coming from that dealer. We recently con-
ducted a study of a thousand or so of these dealers to determine
the factors influencing the source of crime guns. In some cases we
are finding out that there are dealers that have a very high volume
of business, and they have been in business for a long time, and
the number of traces coming back to them are not inordinate, and
that their businesses are in good shape.

In other cases we are finding people who have sloppy record
keeping, and guns may be going to the wrong people simply be-
cause of the way in which they manage their business, and still in
other cases we may find dealers that are intentionally violating the
law and selling firearms off book, for example. So we are finding
the range. What this information is doing is it is leading us to the
sources of crime guns so we can, again, be able to sort through that
data further and refine our focus on where the problems are.

Representative PRICE. That is a tip-off as to where further inves-
tigation might pay off and where you might find criminal activity
that you need to zero in on.

Mr. BuckrLEs. That is correct. And we are not assuming it is
criminal activity. If you notice, this is turning information over to
our compliance inspectors, who are first looking at these dealers
from the point of view, “are they complying with the law?,” If they
do find that there are problems at that dealer, then it can be
turned into some kind of investigation, or we can correct the situa-
tion with regulatory sanctions, but we are using this information
as a way to target our very limited inspector resources.

Representative PrRICE. The chairman referred to the quality of
the liaison with local police departments, and both of you have spo-
ken to that briefly. Of course, that is an important criticism, I
think, in this report and an important thing to be working on, and
apparently you are doing that. To what extent, Mr. Schindel, or
how much weight are you placing on the efficiency you found in
technical capability?

You talked about the fact that four police departments did not
request traces on all recovered crime guns. You seem to be tracing
that back to the absence of a capacity to do that electronically, to
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process this information electronically. Is that your main expla-
nation, or is this failure to undertake this kind of thoroughgoing
tracing activity, is it traceable maybe to other causes as well?

Mr. ScHINDEL. Well, I think we found that this is probably the
main obstacle. It is less efficient to submit that information. If you
cannot do it electronically, in some cases when they inventory these
crime guns they take time to record all of this information, and if
they cannot submit it to ATF or to the tracing center at the same
time, then they have got to go back and kind of duplicate their ef-
fort. They are on to other things, and in some cases even where it
was being submitted, it may not have been submitted timely. It
may not have been submitted accurately so that even when the in-
formation was submitted, the trace could not be done. In some
cases the information would be submitted to an ATF field office
through fax or through a disk, and then the ATF agents would
have to spend their time filling out the trace request to send to the
National Tracing Center, so it 1s a very inefficient process.

Representative PriCE. Well, Mr. Buckles, to the extent that that
is the problem, to the extent that this lack of a technical capability
is the problem, to what extent are you in a position to address that,
to deal with it?

Mr. BuckLEs. Well, we are addressing that problem now. We
have a variety of different initiatives going on trying to provide
ways in which police departments can supply this information in
a more efficient manner. The difficulty that we have run into is
with every police department you run into a different computer
system, a different data base, a different structure, and trying to
come up with a solution that will either extract or submit that data
so they do not have to keep reentering it every time, that can pull
out of their system and place it in the tracing system, has proven
to be a somewhat larger challenge than we thought it might be. We
are looking for Internet-based solutions that will allow a better
interface with that data as one of the solutions on dealing with it.

Representative PRICE. Thank you very much.

Mr. KoLBE. Thank you, Mr. Price. Mr. Goode.

Mr. GOODE. Thank you, Mr. Chairman. Let me ask, I guess, Mr.
Buckles first. I need to be familiarized with current law. You know,
a juvenile, by definition, and I believe in one of your testimony is
16 or under.

Mr. Buckres. It is 17.

Mr. GOoODE. Seventeen and under. Now, can a 17 year old pos-
sess a handgun legally?

Mr. BuckLESs. Well, I believe a juvenile can possess firearms
under certain circumstances, and we are not making every posses-
sion by a juvenile to be illegal. We are interested in these——

Mr. GOODE. I know, but what is the law?

Mr. BUCKLES. I know they can possess a rifle.

Mr. GOODE. A shotgun.

Mr. BUCKLES. I believe they can possess a handgun if it is——

Mr. GOODE. Is it federal law? Do you enforce a state law for vio-
lation?

Mr. BuckLEs. No. We do not enforce a state law,

Mr. GOODE. So what is the federal law?
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Mr. BuckLES. Well, I used to be the chief counsel, and you are
going to catch me not knowing exactly what that is, but federal law
generally sets age standards on who can buy a firearm from a li-
censee, so a juvenile cannot go to a licensed premises. I am from
Wyoming, and I know youngsters have rifles that are given to them
by their parents, and it is perfectly legal under federal law. You
could not go into a dealer yourself if you are under 18 and buy one,
but you can certainly have one if it is given to you by your parents.

[The information follows:]

[CLERK’S NOTE.—agency adds that under Federal law, it is unlawful for a Federal
fireams licensee (FFL) to transfer a rifle or shotgun to anyone who they know or
have reasonable cause to believe is less than 18. Federal law does not place an age
or restriction on the possession of rifles or shotguns. Under Federal law, it is unlaw-
ful for an FFL to transfer a handgun to anyone they know or have reasonable cause
to believe is less than 21. In addition, under Federal law it is generally unlawful
for any person less than 18 to possess a handgun. There are exceptions to the prohi-
bition on juvenile possession, for example, target shooting with parental permis-
sion.]

Mr. GOoDE. Okay. I believe you mentioned 200,000 firearms you
confiscated from those under 24. Is that right?

Mr. BUCKLES. No. I said that the total number of traces at our
tracing center had increased from under 100,000 earlier to over
200,000 by the end of the decade. Now, that would be all crime-
gun traces, not just out of this program. I believe the number out
of the Youth Crime Gun Interdiction Initiative cities is somewhere
around 60,000 of that. But those are not all confiscated from juve-
niles. These would be firearms that are in some way involved in
a crime.

Mr. GOODE. All right. The 200,000 involved in a crime, then, and
these are federal crimes. These are federal or state.

Mr. BUCkKLES. No, sir. In most cases they are going to be state
violations. The vast majority of trace requests we get are from local
authorities who are enforcing state laws.

Mr. GOODE. In those 200,000 situations, and in how many in-
stances was someone arrested or charged with that crime?

Mr. BUCKLES. Well, I could not tell you——

Mr. GOODE. Just ball park.

Mr. Buckres. Well, I would imagine in most of those cases there
has been some kind of crime involved. Whether someone was
charged with a crime, it could be a firearm recovered at a crime
scene, and whether anybody is ever charged with that, I do not
know. Generally, the firearms that come into police departments’
custody is where they have arrested someone for any kind of crime.
It may be a breaking and entering, and they were carrying a fire-
arm. It could be a robbery, but generally there is some kind of state
violation that went on that led the police to be able to have that
firearm, then, in their custody.

Mr. GOODE. Of those charged and arrested, and you are pursuing
prosecution, do you have any records of what you are doing with
those persons?

Mr. BUCKLES. We do not have a record of what we are doing be-
cause the vast majority of those are for state violations, and we
performed a trace on behalf of local authorities who are asking us
to trace the source of that firearm. [Agency note: ATF uses this in-
formation to interdict sources of crime guns.]
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Mr. GOODE. As a novice, tell me what you do when you trace a
firearm.

Mr. BuckLES. What we would be doing, for example, and let us
use something from your state. For example, we have got the Exile
program in Richmond, which is a different kind of firearms initia-
tive that has to do with the use of firearms generally in a crime.
The Richmond Police arrest someone. They have got a firearm on
them. Perhaps they arrest them for a drug violation, and they are
possessing a firearm.

What we do with that is they provide us the information on the
make, model, and serial number of that firearm, and we trace that
firearm to the first retail purchaser to tell where that firearm came
from and where it was last known to be in legal commerce. In some
cases that firearm may trace back to the person who was arrested.
They may have bought it in a gun store. In another case we may
find that the firearm was reported as stolen from a gun store; there
was a break-in. There could be any variety of things that we might
find when we trace that firearm.

Mr. GoobE. Well, let me ask you this. If I bought—I do not have
one, but if I bought my 17-year-old son a rifle, and that was used
in a crime, you would just know that I purchased it. Is that right?

Mr. BUCKLES. Yes, sir.

Mr. GOODE. Project Exile has done very well in Richmond, in my
opinion. Do you think you would reduce crime more by expanding
that rather than worrying about tracing the guns as much?

Mr. BuckLEs. Well, we believe that we have to do both of those.
It is important to find out where all of those guns in Richmond are
coming from so that every firearm that is recovered from a suspect
in an Exile case is traced through our National Tracing Center,
and we find out where, if there are any common sources for the
ﬁﬁ'earms that are showing up, and quite often we will find out that
there is.

A large percentage, surprisingly enough, of gun traffickers also
happen to be violent felons themselves, so tracing the firearm can
lead us back to somebody who is not only a violent felon, but also
somebody who is being a multiplier on their conduct by providing
firearms to others in the community. By being able to trace the
firearm and focus in on that trafficker, we believe, is also a key
component to successfully combating gun violence.

Mr. GOODE. But you concur, though, that putting the violent fel-
ons in prison, state or federal, is certainly a key way in reducing
crime and has been.

Mr. BUCKLES. Yes, and it has been an important component of
our enforcement strategy all along, yes.

Mr. GoopE. Thank you, Mr. Chairman.

Mr. KoLBE. Thank you, Mr. Goode. Mr. Hoyer.

Representative HOYER. Thank you, Mr. Chairman. Let me apolo-
gize for being late.

John Kluge gave $60 million to the Library of Congress, as you
have probably read in the paper this morning. There was a brief
ceremony today and there will be a dinner tonight, today’s brief
ceremony honored him, and at that sum, I thought I would show
up, so I apologize for being late, Mr. Chairman.
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I did not hear the testimony and, frankly, have not read the tes-
timony either. My staff has prepared some questions, and I am
sorry if I am redundant. If I am redundant, simply say we have
answered that, and we will go to the record.

Mr. Price asked some questions pertaining to the three criteria
that the two out of 17. I think you have cleared up that perception
a little bit.

You may have answered this Mr. Buckles, but perhaps you could
say something, or perhaps the IG, if he has any information, on the
additional cities that were not looked at, what progress are we
making. Now, was that asked, David? What progress is being made
in light of the IG’s observations with reference to the first 17 cities?

Mr. BuckLEs. Well, that is why we have found the IG’s report
so helpful in making sure as we move on that any stumbling blocks
we had from the original 17 cities is not repeated in the program
as we go forward. So we are using the same suggestions that the
IG found with the original 17 cities to ensure that we are not re-
peating those mistakes with the newer cities.

I believe one of the things that the IG recommended to us was
to update the agreement with the original 17 cities signed, as to
what the program is and what everybody’s responsibilities were. At
the time of the original 17, the program was fairly limited. What
happened when we expanded it to other cities and we had more de-
tails as to what we were going to require of the cities and what was
expected in terms of joint enforcement programs; the original 17
had never been updated. So with their suggestion, we went back
to the criginal 17 and actually gave them the more complete de-
scription of what the program should be. So I think that we are in
better shape with the newer cities, and we have actually left the
glder ones unfortunately behind with what we had asked them to

0.

Representative HOYER. Well, I suppose that is good news.

Mr. BUCKLES. That is good news.

Representative HOYER. That is good news. Let me ask you, and,
again, I know that Mr. Price was getting into some of these issues
in terms of—I think Mr. Goode a little bit as well. The trace anal-
ysis of the program cites 96,747 traces between 1998 and 1999.
What are the number of firearms traced compared with firearms
recovered? Now, you have mentioned that a little bit with respect
to—there has been some discussion about that, but do you have
that relationship?

lV(Iir. BuckLEs. I am not sure what you mean by firearms recov-
ered.

Representative HOYER. Firearms recovered in the course of police
work, that they get firearms.

Mr. BuckLES. Do you mean the total number nationwide?

Representative HOYER. Yes.

Mr. BuckiLes. We do not know exactly what that number is. It
is kind of like the total number of firearms in society.

Representative HOYER. Right.

Mr. BUckLES. There are various estimates. We believe that there
is probably somewhere between a universe of four to 500,000. If we
had universal tracing by all police departments the way you have
universal reporting under the uniform crime reporting, I think that
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is probably the ball park of what we think we would see. So we
are seeing probably less than half, being able to trace less than
half, of the firearms that are currently being recovered by police as
having been involved in crime.

Representative HOYER. Now, Mr. Price, I think, did ask about re-
sources available. What is your capacity at this point in time?

Mr. BUckLES. Well, the capacity of our tracing center has ex-
panded rapidly, and we are probably in a better position than per-
haps police departments would be to supply all of that information.
Some of the questions that we addressed earlier were problems
that some police departments have in manually pulling this infor-
mation out and submitting the traces. But with the recent improve-
ments to our computer system, we have established electronic con-
nections with a number of firearms dealers that allow them to
automatically trace a firearm for us so that it is less labor intensive
for the firearms industry. We have been able to expand our capac-
ity without putting a great new burden on the legal firearms indus-
try.
[The information follows:] ] )

[CLERK’s NOTE.—agency adds that it could handle gradual increases in the tracing
workload with commensurate increase in staffing and contract support; generally in
increments of 10,000 traces. That is tracing only, not analysis.]

Representative HOYER. So if the universe is in the neighborhood
of 400,000, what percentage of those, if we were covering the uni-
verse, could we handle?

Mr. BucktLes. I would have to get back to you on that to see ex-
actly what we might be able to do today.

[The information follows:]

[CLERK’s NOTE.—agency adds that there is no mandatory reporting system for re-
quiring state and local law enforcement agencies to submit firearms crime informa-
tion such as is the case with the Uniform Crime Reports (UCR).]

Representative HOYER. Now, it is our understanding that ATF
has created a model of best practices that is going to be used as
a guide in the program by your coordinators. It is my under-
standing you have also had several conferences on this issue with
your field representatives. Are you reasonably confident that the
best practices and best performances are being applied in all of our
field offices?

Mr. BuckirEes. With the steps that we have taken as a result of
the IG’s recommendation, I am very confident that we have cor-
rected almost all of the problems we saw from before. We have still
got a ways to go. We are still training state and locals, but we have
the training programs now in place that will help bring them
along. We do have clearer instructions to our people in the field as
the program becomes more ingrained.

As a core part of what we do, the systems within ATF are mak-
ing sure that things get done in the normal course of things rather
than always trying to force those efforts. But I think we have made
tremendous progress, and I am confident that we are on the right
track now.

Representative HOYER. You referenced this as well, and, again,
this may be repetitive, but with respect to the 38 departments that
we are dealing with now around the country and their level of par-
ticipation and cooperation; how would you characterize that? Are
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half participating fully or two-thirds participating fully or all par-
ticipating fully?

Mr. BuckrEs. The vast majority are participating fully when it
comes to the tracing, and we are having fewer and fewer problems
with the departments not following through on that. Just to di-
gress, we have had some departments that initially wanted to get
involved in the tracing program but as their resources and other
priorities change, it is something they cannot consistently sustain
at this time. But most of the police departments are eager to stay
involved in this kind of approach and to find new ways to deal with
gun violence.

I think they all know that the only way we are going to success-
fully deal with these problems is by working smarter, not just
working harder, and this is a way in which we can all work smart-
er to deal with the gun problem. Nonetheless, it is going to be a
consistent struggle and constant effort on our part to make sure
that everybody is carrying out what they need to do.

There is the situation that on a very immediate level tracing a
handgun by a particular detective does not seem very important
because he has already arrested the person, the person has the
gun. Solving his crime is not dependent upon where that firearm
gets traced to. [Agency note: But the initiative seeks to exploit that
crime gun information further, past its obvious value, so having all
traces conducted continuously is essential.] There are always going
to be situations in any system that unless you are forcing issues,
it is easy for the tracing to drop off in particular cases. So what
we have learned from the IG report is we have to remain vigilant
with the departments, and they have to remain vigilant to make
sure firearms are being consistently traced.

Representative HOYER. I am sure we have a list, and I probably
should have looked at it, but of the 38 departments, can you give
me the range of those departments in terms of their size? I do not
necessarily mean the number necessarily of sworn officers, per se,
but size of jurisdictions.

Mr. BuckLES. Well, we would have everything from New York
City to Bridgeport, Connecticut, probably, and that might be a
range of the sizes you would look at.

Representative HoOYER. Bridgeport is pretty large. I do not know
what Bridgeport is. What is it, somewhere in the neighborhood of
125 to 150,000 people?

Mr. BUCKLES. Probably.

Representative HOYER. Here is the list of cities. For the most
part, we are talking about large metropolitan areas.

Mr. BuckLES. Yes. And as we move forward this year in the 2001
budget to additional cities, we are obviously moving to smaller cit-
ies each time, and those create additional problems sometimes and
additional potentials.

Representative HOYER. And I asked that in the context of your
response that some police departments’ resources are obviously lim-
ited, and I presume the smaller the department, the less able they
are, although they have a much smaller volume, the less able they
are to participate. Would that be a correct conclusion or not?

Mr. BuckrLES. Well, I think we will find that, but I can tell you
that moving in the direction we have into 2001, with up to 50 cit-
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ies, we are not finding any problem having cities that want to be
involved in this program and take advantage of it.

Representative HOYER. Thank you, Mr. Chairman.

Mr. KOLBE. Let me ask you a series, Mr. Schindel, a series of
questions based on your report, and then I am going to turn to Mr.
Buckles and ask him to respond to some of these. Mr. Schindel,
does the ATF headquarters have a full-time, department or organi-
zational position that oversees this program?

Mr. SCHINDEL. Not consistently. For some of the field coordina-
tors it is a collateral or part-time duty.

. er KoLBE. But that is within each agency. I said at the national
evel.

Mr. SCHINDEL. Oh, I am sorry. I did not hear that. Yes. They
have a director for the Yogi program and, I think, one assistant.
hMr. KoLBE. Okay. And an assistant there, and you agree with
that.

Mr. SCHINDEL. Yes.

Mr. KOLBE. Okay. Is there a set of published guidelines, a man-
ual that is available to the field offices, and did you find that it was
out there and available? Is it updated regularly?

Mr. SCHINDEL. There is not a manual, per se. There was a series
of memos issued. There is the agreements that have been signed
with the newer cities, “statement of participants,” they call it,
which outlines the basic activities of the city—of the participants,
but for the coordinators I would not say

Mr. KoLBE. I am sorry. Outlines what?

Mr. SCHINDEL. Qutlines——

Mr. KOLBE [continuing]. Activities? The responsibility of the cit-
ies in terms of participating in this?

Mr. SCHINDEL. I do not believe it necessarily has that.

Mr, KOLBE. Who is it signed by? Is it signed by usually the police
chief?

Mr. SCHINDEL. The police chief and the YCGII

Mr. KoLBE. And the YCGII coordinator in that city. Is that cor-
rect, Mr. Buckles?

Mr. BUCKLES. Yes.

Mr. KoLBE. Is that how it would normally be done?

Mr. BUCKLES. But there is not a manual.

Mr. KoLBE. So there is no manual. There is just a whole series
of little memos and notes. How does your YCGII coordinator in the
c}ilty,? Mr. Buckles, know what they are supposed to be doing on
this?

Mr. BUCKLES. Well—

[The information follows:]

[CLERK’s NOTE.—agency provided the following: We have information available on
CD-ROM that provides all they need to know about the essential elements and re-
quirements of this program as it concerns the basic goals. Those agents involved as
coordinators are in regular communication with the Crime Gun Analysis Branch for
guidance on their cities’ tracing and analysis efforts. They are also brought together
with program managers for workshops, and many are also trained to deliver associ-
ated YCGII instruction for state and locals.]

Mr. KoLBE. Do you have a regular training? Do you have a for-
mal training for these people?

Mr. BUCKLES. Yes, we do now. Again, we have to talk about the
difference between when the inspector general looked at this, which
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was a period of July 1999, I think, through December 1999, and
where we are today. So the answer is different depending on what
time period.

When the inspector general looked at it, they found a program
that had grown incrementally with a series of memos or policy
statements and that nothing had actually brought all of this stuff
together into one package. We do have that now with the training
that we provide both to our coordinators in the field division and
the state and locals who participate in this so that they get very
clear instructions as to what the goals of the program are, what the
responsibilities of each of us would be as we move forward on this.
So we have made considerable improvement in that.

Mr. KoLBE. You are looking at going from 38 to 50 cities with
the additional funding you are going to get. What is the criteria for
adding new cities to this program?

Mr. BUCKLES. The criteria—I will tell you roughly, because I may
miss something here, but it is generally it has to do with the
amount of violent crime in the city, crime involving youth. There
are about five factors detail of which is found in my statement for
the record.

For 2001, we have identified a range of cities that we are looking
at right now. We have contacted cities to see who wants to be in-
volved and who would be committed to the program, and once our
appropriation is approved for this fiscal year, we are prepared to
move forward with adding the additional cities.

Mr. KoLBE. Mr. Schindel, I know you looked at the 17 original
cities, but is there any evidence that the local field offices play
some role in making the recommendations for evaluating this cri-
teria?

Mr. ScHINDEL. Not in the original 17 cities. I think that was in
part based on the criteria of cities that had expressed an interest
in participating, had a concern about youth gun crime in their city,
and I think a number that were participating in a program called
COPS.

Mr. KoLBE. Yes. I think that was one of the criteria. Mr. Buck-
les, when you went from 17 to 38, did you have more applications
than that? Did you have to say yes to some cities and no to others?
Was there a formalized review of this?

Mr. BUCKLES. I could not answer that specifically. I would have
to supply that for the record. [Agency note: Based on where those
cities fell in our ranking guidelines, we tried to address those with
more critical problems first. The balance were moved to the list of
potential candidates for the next year.]

Mr. KoLBE. I would appreciate it if you would.

Mr. BUCKLES. I have been told that we have had more cities that
want to participate than we can bring in each year.

Mr. KOLBE. Mr. Schindel, in your report you say that there are
four police departments not submitting trace requests. Two told
you—this is the original 17—two told you that because they do not
have a computerized system for trace-requests submission, third
was submitting some trace requests, but not all due to problems
with the computer system, but then there was a fourth one that did
not participate at all, did not submit trace requests, did not have
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a YCGII representative, and yet it still included an ATF budget re-
quest and statistical reports on YCGIL. Is that correct?

Mr. SCHINDEL. Yes. That is correct.

Mr. KoLBE. Mr. Buckles, what has been done by ATF about this
city that does not partlclpate" Why has not it been replaced?

Mr. BuckLES. They have been dropped.

Mr. KoLBE. They have been dropped?

Mr. BUuCKLES. Yes, and replaced by another city.

Mr. KOLBE. So it is no longer one of these 17. Was that recently?

Mr. Buckris. Yes. [Agency note: Inglewood, CA, was dropped
and replaced by San Jose, CA. Likewise, Bridgeport, CT, and Sali-
nas, CA, are also under review to determine their continued par-
ticipation.]

Mr. KOLBE. In the last year or two? Do you rely on the evalua-
tions from your local field office about the criteria about rec-
ommendations for cities that might be included in the next round?

Mr. BUCKLES. As we get the proposed cities through our system,
we consult with our own field divisions about their sense of the po-
lice departments involved and their commitment to be able to work
with us as we move forward.

Mr. KOLBE. Last question so I can go back to another round for
everybody else here. In March, Mr. Buckles, you told this sub-
committee that “personnel may be called upon to provide assist-
ance.” You have talked about now the YCGII personnel in the cit-
ies, “called upon to provide assistance in other activities, if avail-
able, and on a case-by-case basis.” But isn’t it really kind of the op-
posite? Isn’t YCGII just kind of an add-on activity for your agents,
and it is kind of the last thing that gets assigned to people?

Mr. BUCKLES. Well, I do not believe that that is the case. YCGII
is something that is an expansion on quite often things that some
of the agents may already have been doing, but in order to make
it really within the YCGII program, you have to follow it up and
cover all of the bases.

We have been doing trafficking cases for years, for example, but
to make that trafficking case truly part of the Youth Crime Gun
Interdiction Initiative, we have to follow up with additional steps
and analysis of the data and make sure we are working properly
with the locals. So I think we are requiring a more complete effort
to make it fit within this program, but it is not add-on work, as
such. Some of it is the same kind of case, but as we get more re-
sources, it is the ability to do more of those cases as well.

Mr. KOLBE. Mr. Schindel, did you find in your analysis of the 17
cities that the personnel turnover in ATF on this program was fair-
ly high? .

Mr. SCHINDEL. In some cities they were on their third coordi-
nator, for example.

Mr. KoLEE. Did you find that it is a corollary duty in some cases?

Mr. SCHINDEL. Yes.

Mr. KOLBE. So it was not really a full-time assignment for them.

Mr. SCHINDEL. Right.

Mr. KoLBE. Did you find that there were a lot of j junior agents
that were assigned to this?
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Mr. ScHINDEL. No. I think we found that mostly they adhere to
tixat requirement to assign experienced agents where they had
them.

Mr. KoLBE. Okay.

Mr. BuckLESs. Mr. Chairman, I may have misunderstood your
question before if we are talking about add-on duties. If you were
asking me about the YCGII coordinator, that would have been
probably an additional duty placed upon a member of the division
staff who had other responsibilities of program monitoring respon-
sibilities within that division. So if I misunderstood your question
the first time, I apologize.

Mr. KoLBE. Mr. Hoyer.

Representative HOYER. I am prepared to have you go on and ask
questions. I am finding you have it pretty well organized there. I
have got some other questions, but I will submit them for the
record. I would like to hear the answers to questions you are ask-
ing.

Mr. KoLBE. Well, let me just try a couple more, then. I think I
lz:.m coming close to the main ones that I wanted to get through

ere.

Mr. Schindel, the report, your report, indicates that the ATF
headquarters guidance describes critical activities that the field of-
fices really need to be performing, reconciling the trace requests
with the actual crime guns that are recovered, conducting the end-
to-end traces of a sample of routine cases, and working closely with
industry operations to target the licensees that have the highest
number of guns traced to them.

But I think you found that really of the 17 cities only two of
them—and that goes back to that criteria that Mr. Price was talk-
ing about—in only two cases they were doing it in all of the three
that you labeled there. Did you analyze as to why they were doing
some of the things and not all of them there?

Mr. ScHINDEL. I think in some cases——

Mr. KOLBE. Manpower, or was it simply a misunderstanding?

Mr. ScHINDEL. I think in some cases they were not fully aware
of what all of the requirements were. In some cases I think that
they felt that they had too many other duties to handle.

Mr. KOLBE. So partly manpower, partly that there was not any
clear direction.

Mr. SCHINDEL. A number of them had their own case load. They
were investigating cases as well as handling this responsibility.

Mr. KoLBE. I have the impression that there is really not a clear
focus for this program and that it is kind of—you get a sense from
reading Mr. Schindel’s report that it is kind of—maybe this is too
harsh, but it is kind of an seat-of-the-pants, fly-by-night kind of
program, and that in each city the agents kind of interpret it in
their own way here as to what they are supposed to be doing. I do
not see a lot of national direction to this as to what they are sup-
posed to be doing.

Mr. BUuckLES. Well, you would not see that now, but let me back
up to that question, because the perspective and function of this
initiative has indeed evolved. You have to remember that the first
time we received any FTE for our field component of the Youth
Crime Gun Interdiction Initiative, was in the Fiscal Year 1999
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budget. We had received funds before, but most of that was related
to increasing the capacity of the tracing center and other tech-
nology changes. And, quite frankly, we were trying to push that out
and be as aggressive as we could.

At the same time we really did not have any more people on
board than we did before. You are talking about the middle of Fis-
cal Year 1999 before additional FTE were brought on. We were los-
ing as many people as we were bringing on. We had not started
really getting ahead in terms of the amount of resources we had,
but l:ve were still committed to make the youth crime gun initiative
work.

And seat of your pants; I do not know. That has a lot of different
implications, but I will tell you, we were doing it as a stretch. We
had people who were working very hard to try to keep this going
and to get it up and running without, at that particular point in
tilme, mid-1999, any big boost in the resources. That has come since
then.

And I think that you would find a very different situation today
as you look at it. We have been able to hire people. We have had
difficulty in almost every program we have in management of of-
fices and of having people in place a long time. We are a young
agency. We have had a lot of people retire, and we have been push-
ing people up through the ranks and changing jobs, but these are
issues we are working through, and we are determined to address
them and make sure that we have got systems in place that are
not just relying upon having an old salt there that knows what to
do and is used to dealing with people. We will have systems in
place and measurements in place so that when we meet with you
again you will see a very, very different picture, and we will be
able to paint out exactly what it is we are getting of this program.

Mr. KoLBE. Well, I guess what I meant when I said “seat of the
pants” is—1 will put the question another way. If I were an ATF
agent today and working for us, and I was named the YCGII coor-
dinator in my own city of Tucson, would I know what the heck 1
am supposed to do?

Mr. BUCKLES. Well, you would be brought in for a training.

Mr. KoLBE. You have a formalized training program now——

Mr. BUCKLES. Yes, we do.

Mr. KOLBE [continuing]. For the coordinators?

Mr. BuckLES. Yes.

Mr. KoLBE. How long is that training?

Mr. BuckrEs. I think we had a week-long workshop where we
had all of the YCGII coordinators in and state and local counter-
parts, and we have continued training planned into the future so
that we have a constant effort there with both our people and our
partners to know what everyone’s responsibilities are, what we
have all agreed to do, because those agreements can get put, either
at a police department or ATF, in a folder somewhere, and it re-
quires additional efforts to make sure everybody continues to be
aware of what their responsibilities are.

Mr. KOLBE. A conference of field coordinators and their local
counterparts does not sound exactly like training to me. You would
have an annual conference of your YCGII coordinators maybe to go
over what you have done, but do you have a training process of
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when I am named the coordinator that I am going to be brought
in for a training process, or do I just wait for the annual conference
and come in and learn it at that time?

Mr. BUckLES. Well, let me provide for you for the record, if I
could, what we have done to make sure that our coordinators know
what the programs are and know what their responsibilities are
and also that the people we deal with. If I try to get too specific
on this, I will probably stumble, but I will give you the specifics
on it for the record. [Agency note: Training now being provided is
itemized in the statement for the record and in ATF’s response to
the IG report.]

Mr. KoLBE. Mr. Schindel, did you find that the YCGII structure
was consistent from city to city, or did it vary quite a bit?

Mr. SCHINDEL. I do not think there is really necessarily a struc-
ture. The YCGII coordinators could be in different functions in the
different SAC offices, in some cases in the intelligence function and
in other cases in a different function, so there is no structure. I do
not think there are YCGII teams, per se, of all of the folks that
work YCGII cases all in one group. They can be agents scattered
into different groups who get assigned YCGII cases. So there is not
a structure, per se.

Mr. KOLBE. What I am hearing is that YCGII is just kind of an
overlay of a program and picks agents. For an hour a day they
might be working some YCGII cases, but then they are back over
here to other assignments here. They are doing other things.

Mr. SCHINDEL. Other than the coordinator, who should have
more——

Mr. KOLBE. Other than the coordinator.

Mr. SCHINDEL [continuing]. Of a full-time post.

er. ;{OLBE. That is your understanding of the way the structure
of it is?

Mr. BUCKLES. It varies, actually, in cities. If you have a large
city, a large field office, one of the groups will be a trafficking
group, and almost all of what they do would be trafficking cases
that would fall within the YCGII program. If you talk about a
smaller office, such as Tucson, where we have got an office with a
small number of agents, those same agents have to be working a
trafficking case if that comes up, or if there is a bombing, they
have got to be prepared to deal with that. So in smaller offices,
frankly, the agents have to do a little bit of everything. Trafficking
and ways that help focus on youth is one of their main responsibil-
ities.

The extent to which we can work on these cases has to really be
viewed on a macro level because every case, even if I take a traf-
ficking case, a youth-crime-gun case in Chicago, some of the work
on that case, or maybe a lot of the work that comes out of that,
will be in Mississippi because that is the source state. So we will
have agents in Mississippi who will be working on a particular in-
vestigation that is actually a YCGII case out of Chicago but deals
with a source state in Mississippi. Inspectors associated with the
youth crime gun initiative may well be placed in Mississippi to deal
with the Chicago problem. We have one inspector for the entire
state of Mississippi, but it is a major source state of firearms going
to Chicago.
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So when we assign inspectors, we tried to come up with this as
a model and not a cookie cutter that Chicago is going to get six
agents and two inspectors. We have got to look at it as a model of
what we need on a macro level. We are a nationwide organization.
Trafficking problems cross state lines in most cases, and we have
to have resources in every state that are prepared to step in and
contribute when it comes to working on these cases. [Agency note:
The statement for the record elaborates on how we have recognized
geograjlphic patterns that affect work load and resource manage-
ment.

What we will have to do in terms of monitoring the amount of
resources we are putting into this program and making sure we are
committing what we need to is look at overall records of where we
are expending our resources. We have time- and case-management
systems that demonstrate to us where our work is being conducted,
the kinds of cases that are being worked that are managed by field
offices, that have YCGII as something they have got to accomplish,
that is, in their performance evaluation, and then monitored on a
macro level at headquarters.

Mr. KoLBE. Okay. Finally, let me just ask about the cities that
enlist in this program. I am concerned about the coordination with
them, the amount of inspection that they have and the cooperation
level. You mentioned also that there was a conference where your
coordinators come in, and you bring in the counterparts from the
cities. Does part of the change of your YCGII coordinators include
training the person in the city that is going to be the coordinator?

Mr. BuckiLes. I do not know if training would be the proper
word, but, yes, I think that that is part of the responsibility——

[Agency note: Each office has now in place an agent who is
tasked with training State and local partners. We also maintain a
roster of all agents designated as coordinators, so that we keep any
agents new to the program properly informed.]

Mr. KoLBE. The key to this program, this program does not work
if they do not provide all of the information for gun traces. Is that
not right?

Mr. BUckLES. Correct.

Mr. KOLBE. And we have already seen that in some cases we did
not get all of that, and some cities are not providing all of that. So
I would assume from the very beginning the emphasis has got to
be on the city. We are going to have to do this. We are going to
help you with this. We are going to give you this information. You
in return have to give us the raw data.

Mr. BUCKLES. Yes. All of these are things that we have ad-
dressed that came out of the inspector general’s recommendations,
and we have taken steps to implement every one of the rec-
ommendations made by the inspector general’s office. That is why
maybe there is a disconnect here.

He can describe what the problem was, and I am trying to make
it sound like there is not a problem, but it is largely because we
have recognized the problem that existed and that we have taken
a whole series of steps in each one of these areas to address the
problem of making sure that our partners know their responsibil-
ities, that we set up systems where we are monitoring whether or
not the police department is actually sending in the traces so that



249

we will get sooner feedback if there is a problem. So we have set
up systems now to try to address all of these issues.
[The information follows:]
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Mr. KOLBE. There again, what kind of assistance do you give the
city in making use of this data when you have compiled it?

I just opened it randomly to Minneapolis, and there is page after
page here of juveniles, youth, adults, age unknown, percentages of
crimes with firearms, homicide, kidnaping, and so forth. What kind
of use do you make of this data for the city, and how do you help
them make use of it?

Mr. BUCKLES. Well, one of the commitments we have is that we
will work together to review those reports and identify where the
information can help us develop a strategy for addressing gun vio-
lence in their community.

Mr. KOLBE. You say tﬁat is a goal that you have now?

Mr. BUCKLES. Yes.

Mr. KOLBE. Okay.

Mr. BuckLEs. I think it was our goal before, but the IG pointed
out that we were not always following through on that, but that
was a stated goal earlier on in the program, and they found that
there was a deficiency in that, that in some cases we had local
partners who were saying they give me the information, but they
do not do anything to tell me what to do with it. In other places
we would find that that is a very actively used document for defin-
ing strategies, but the IG made it clear that in other places it was
not being used as intended.

Mr. KOLBE. Mr. Schindel, you are finding that local law-enforce-
ment agencies simply did not know how to use this data?

Mr. SCHINDEL. In some cases that was the situation. They were
not aware of things, like I said, the on-line lead. I think on-line
lead is an issue that ATF needs to figure out how to address be-
cause it is not available to police departments on line. I do not
think ATF wants to make it available on line because there are
some issues associated with that, but some of the police depart-
ments said it is not readily available to them, and in some cases
they felt it was inconvenient to get at the information. They have
got to actually go into an ATF office and use their system. So that
needs to be addressed a little more. I think they are addressing it
with some of the actions that they are taking.

The coordinator role is probably in some sense a marketing role,
too. They have got to market this program to the local city police
departments, to some extent, because it is voluntary on their part,
and they have to see a benefit to it. So being able to provide that
information, for example other information that some police depart-
ments were looking for was the ability to use mapping data to be
able to identify pockets of areas where crime guns are being recov-
ered. They wanted that information, and it was not always readily
available to them.

Mr. KoLBE. I would agree with you. I think that is a key part
of this, and maybe what was missing, and hopefully we are cor-
recting that, is the marketing aspect of this thing. It only is going
to be as valuable to the local law-enforcement agencies as the co-
operation they have with ATF, and they know how to make use of
this data. I will probably have some additional questions for the
record, but let me see if Mr. Goode has some additional questions.

Mr. GOODE. A couple of questions.

Mr. BUCKLES. It is not another legal question, is it?
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Mr. GOODE. No, sir. You get these firearms that are committed
in crimes. Are all of them confiscated, or do you ever turn any of
them—if they are stolen, I guess you give them back to the owner.
What do you all do with the ones that were illegally obtained, the
ones that do not go back to the——

Mr. BuckLES. There is a very specific procedure in federal law
as to what we have to go through to forfeit those firearms. There
are time periods we have to comply with. There is notice——

hMr;) GOODE. Do you resell them, or do you just usually destroy
them?

Mr. Buckies. They have to be destroyed. Under GSA
regulations—— '

Mr. GOODE. I can resell—I mean, you know, a sheriff’s office can
resell. :

Mr. BuckLES. That is right. Many local jurisdictions, they do.
Federal-property rulings published by GSA require all surplus or
forfeited firearms to be destroyed. They can be converted to official
use if they were something susceptible to that.

Mr. GOODE. If you call up a manufacturer and say, “Hey, we
have got—this is a Colt serial number this and make this,” do you
keep any record of guns in crimes with regard to manufacturer
source? ' '

Mr. BuckLEs. Yes. Do you mean would we be able to tell you
how many from each manufacturer or type of firearm was traced?
Yes, we would. ) '

Mr. GooDE. Okay. That is all I have, Mr. Chairman. :

Mr. KOLBE. One last question, I guess, and we have got a good
wrapup kind of a basis. Looking at the YCGII funding history,
going from $300,000 to the request for this year, and I believe our
budget gives it all to you, $76 million, as I listened to the answers
to these other questions, it sounds to me like the key to this pro-
gram is the cooperation and the involvement of the local law-en-
forcement agency, that they have to participate in giving you this
data, that you would be doing this anyhow. You would be doing
these gun traces now, with or without the YCGII program, YCGII
program funding for it. Is not that essentially accurate?

Your job is doing this kind of tracing. You would be doing this
whether or not we have formally called it a YCGII program. And
I guess I am wondering what the funding really enables you to do
that you are not able to do today if you did not have this. It is more
additional personnel, I gather, although we heard the personnel
were not assigned specifically to this task except for the coordi-
nator.

Mr. BuckLES. Right. The significance of this is twofold. One, it
is essentially a trafficking and firearms source project that is try-
ing to give us information that we can use both to make trafficking
cases and find other ways that we can impact violent crime. That
is something that ATF has always done to some degree or other,
and that has expanded our ability to do that. _

In terms of it being a youth crime gun initiative, it is centered
around youth and crime guns because of the figure I told you ear-
lier, with 41 percent of all of the violent firearms crime being com-
mitted by people in this age range, that provided a focus, both of
where the biggest problem was and also potentially where we could
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make the greatest difference in and change people’s lives. If youth
did not get involved in firearms, if they did not commit firearms
crimes, you have a chance to make the biggest impact in terms of
the future of violent crime as well.

So the program itself is part of what the Gun Control Act was
designed to do. It makes dealers keep records so that people can
find out where crime guns came from. That is the whole purpose
of the Act, going back to 1968. This is just a way in which we are
highlighting exactly how we are trying to take those authorities
and tools and deal both with the larger issues of source guns on
crime with a slant on it that allows us to look at probably the most
vulnerable and potentially most affected section.

Mr. KoLBE. If you did not have all of this funding, you would not
be able to do all of the tracing or this empirical data, collecting this
empirical data.

Mr. BuckrES. No, sir. Qur tracing system before was used pri-
marily as a service. If you had a law-enforcement agency where
they-recovered—

Mr. KOLBE. Came to you with a specific gun.

Mr. BUCKLES. They recovered a crime gun at a scene. They want-
ed to see if they could get a lead on finding out who committed the
murder. They would trace the firearm. We would tell them who
purchased it.

This allows us actually to be more carefully focused on what we
are doing on the sources of crime guns.

Mr. KOLBE. Mr. Buckles, Mr. Schindel, I thank you very much
both for being here. Ms. Rickey also. Thank you for your testimony.
I think you have helped add some light, at least, on this program
and certainly given us additional food for thought as we go into the
next budget cycle. We appreciate the frankness with which you
gave your answers today, and I think you have helped this sub-
committee do its work. So thank you both very much for partici-
pating din this. And without objection, the subcommittee stands ad-
journed.

67-864 00 -9
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YOUTH CRIME GUN INTERDICTION INITIATIVE
Questions for the Record

lssue: Headquarters Implementation of the YCGII Program

The OIG report indicated field offices have not always performed YCGI! activities,
in part, because either the field office was unaware of existing guidance, or existing
guidance did not sufficiently describe iow to impiement YCGI! in their
communities.

1. What is ATF policy regarding the staffing of a YCGI| field office in terms of the
number of personnel and experience levels that should be assigned to the
program? Avre field office supervisors in compliance with YCGI! staffing
policies?

We should note that the OIG report, based on the first 17 cities, is a snapshot in >
time, and our responses to the OIG indicate the progress made in this area. The
majority of the special agents, as noted in the report, are of a journeyman level.
Other agents are assigned based on their ability to handle certain facets of this
project. We have made a conscious effort to develop new agents with these
priorities in mind. There is great utility in assigning junior agents to participate in
this effort where appropriate, and this actually suggests an increased priority to
involve junior agents in these investigative techniques. All new ATF special agents
and inspectors who have been hired since 1998 have received three days of
“firearms trafficking training.” This places strong emphasis on YCGlI, firearms
tracing, and the detection and investigation of firearms trafficking and preventing
firearms violence- The base tool of the initiative, the comprehensive trace, is
needed to develop competence in firearms investigations, and new agents must
realize the value in use of the crime gun information and associated offense data.
We are also concemed with the apprehension of those under the age of 24 who
unlawfully possess firearms from the standpoint of prosecuting those who fit the
local guidelines, and this type of work again is basic and should be undertaken by
newer agents. Those instances where a more complex trafficking scheme is
apparent are handied by the veteran investigator, notably with the junior agent in an
apprentice role.

YCGil is one of the Bureau’s highest firearms enforcement priorities. We are aware
of the bipartisan commitment of this Commiittee to eliminate youth and juvenile
firearms violence and we are equally committed to stopping the senseless violence.
As stated, we have used YCGII as an opportunity to have focused enforcement
become a standard, articulating an overall goal or increased sense of purpose to the
enforcement work.
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2. Where should the YCGII program fit in a field office’s organizational structure?

In general, the YCGII Coordinator would be located where it best meets the needs
of the Field Division and many have an agent tasked at that level, either in an
Intelligence Group or atherwise reporting to the Division Director’s staff. Many
have integrated this function into either a YCGII squad or the Firearms Trafficking
squad. However, a coordinator’s placement will depend on many factors, such as
the location of the YCGII city in relation to the Field Division. The special agents
and support personnel involved in case work would most appropriately be located
.in a field office or group.

Issue: YCGII Policy Implementation

1. What is ATF doing to ensure a minimum level of training and participation by
local law enforcement?

We have conducted seminars and workshops to include ATF Division Directors,
ATF field coordinators, field agents, U.S. Attorneys and State and local officials for
training and educational purposes. We have planned a combined workshop with
State and local law enforcement and are completing the agenda and site selection.
We have also produced several training aids and courses to assist State and local faw
enforcement personnel in developing competence and expertise in firearms
enforcement. Qur Crime Gun Analysis branch, as a matter of course, briefs local
law enforcement during their city assessment. The following are examples of our
efforts:

Firearms Identification and Tracing. In 1999, ATF developed a training protoco!
to train in firearms identification and tracing procedures for Federal, State, and local
law enforcement officers participating in YCGII. ATF field agents who trained on
the use of the YCGII Instructor CD-ROM delivered it locally. Specifically, ATF
designed two separate blocks of training, “Characteristics of Armed Persons” and
the “YCGI| Firearms Jdentification and Tracing Procedures,” that could be
presented together, separatefy, or combined with other related blocks of training,
cafeteria style. To date, ATF has delivered this training to more than 2,387 law
enforcement officers, Hundreds more are scheduled in the next few weeks.

The aforementioned training of 2,387 law enforcement officers is just the beginning
of this training. ATF has recently completed the development of a CD-ROM that
contains all of the audiovisual and support materials needed by an instructor to
deliver “YCGII Firearms ldentification and Tracing Procedures” class. ATF
subsequently trained 37 special agents in the use of this CD-ROM and the
presentation of this material in July and August, 2000. The Office of Training and
Professional Development (TPD) developed this training program and the YCGII
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CD-ROM to enhance accurate firearms identification and successful tracing
procedures for State and local police officers, Federal law enforcement officers and
ATF personnel in support of the Youth Crime Gun Interdiction Initiative.

tllegal Trafficking Investigation. Due to the important role of firearms trafficking
investigations in the reduction of violent crime, the international Association of
Chiefs of Police, in a program funded by the Department of Justice’s Bureau of
Justice Assistance, continued to provide training for police departments interested
in starting comprehensive crime gun tracing and trafficking enforcement programs.
ATF offers a week long Firearms Trafficking Techniques course for ATF special
agents, inspectors and other ATF employees, as well as State and locaf law
enforcement officers who are proactively involved in firearms or firearms reiated
investigations. This course provides the students with the knowledge, skills, contacts
and materials needed to identify, investigate and prosecute those persons who are
trafficking guns, making them available to juveniles and youth. This course was
recently defivered in Tucson, Arizona (June 14 through June 19, 1999) to more
than 75 participants, including two Assistant U.S. Attorneys and severaf Arizona
police officers, and more recently in Chicago (November 28 through December 3,
1999) to 97 participants, including 64 State and local officers and one Assistant
U.S. Attorney.

Training in Restoration of Obliterated Serial Numbers. ATF continues to work with
police departments and law enforcement laboratories to restore the obliterated
serial numbers on crime guns, and to develop local coordinated enforcement efforts
to trace and proactively target leads derived from recovered crime guns with
obliterated serial numbers. ATF has developed a three-day session of instructional
and hands-on training for State and local investigators and firearm examiners
covering the importance of restoritig obliterated serial numbers and tracing those
firearms. Thirteen schools were held in fiscal year 2000, five in YCGHI cities.

NTC Fircarms ldentification Guide. To address the problem of uncompleted traces
due to fauity information on the trace request form, the NTC is developing a CD-
ROM that will train the law enforcement community in firearms identification. The
CD will contain graphic fllustrations, historical data and specifications on the 100
most frequently traced fireanms. The CD is intended to be a stand-alone training
aid that can be utilized by everyone from entry levei personnel to seniar
investigators to crime laboratories. The CD can also be used to print hard copy
material for handouts and presentations.
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Mational Firearms and Toolmark Examiners Academy. The mission of the National
Firearms Examiner Academy is to provide training for apprentice/entry Jevel firearm
and toolmark examiners from Federal, State and local law enforcement agencies.
The curriculum is composed of the fundamentals of firearms and toolmark
examinations and will serve as the basis for the trainee, under supervision, to
develop into a quafified firearm and toolmark examiner. This Is a unique, one of a
kind program, with a year-long protocol, to which YCG!I city members are given
preference.

2, Given the variation in agent resources being used in the different communities,
could you provide the subcommittee with actual figures for the costs and staffing
per city?

The attached field chart addresses field -agent resources for solely the firearms
enforcement areas exclusive from other mission areas. As you can see, this YCGI|
effort ranges from specific dedicated squads to groups with YCGH as a major part
of their enforcement focus. Actual expenditures for both hours worked and funding
expended are not yet available. We are currently in the process of closing the fiscal
year and won't have documents posted for a few weeks. We would be happy to
provide preliminary numbers as soon as they are available.
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Issue: YCGII Performance Reporting
Questions:

The latest tracing report for YCGII on the ATF website covers the period of August
1997 to July 1998. In March testimony ATF reported that the “the next report
on the YCGII cities will be issued in the next three months and will cover
information based on the calendar year instead of the Federal fiscal year.”

1. When is that report going to be released?
The report is completed and is planned for release in November 2000.

2. The OIG report noted that the tracing data raised questions about the accuracy
of YCGII statistics.

» What is ATF doing to ensure accuracy and comprehensiveness in such
reporting?

The Director of YCGII held a workshop last fall in West Virginia which all ATF field
coordinators were requested to attend. YCGII, along with the core concepts of
handfing and using firearms information were explored in great detail. The YCGll
coordinators were provided with a flat file disk and instructions for updating their
cities trace information. Comprehensive tracing is monitored by the NTC and the
resufts are produced on a quarterly basis. These quarterly reports are provided to
the Division Directors who have YCGIH cities located in their field division and to
senior management personnel of the Office of Firearms, Explosives and Arson.

Another significant change which resulted from this planning meeting was a total
revamp of reporting instructions, to include clear instructions on identifying the
appropriate investigative work to be associated with this initiative. These reporting
instructions and the accompanying formats were issued at the end of the calendar
year, with requirements to capture FY-00 data in this new format.

We also have underway a pilot with contract employees to facilitate the tracing
process, with an eye toward expanded tracing demands. This will address those
cities with weakness in their tracing process.
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= To the extent that all crime guns are NOT being traced, will the statistics reflect
that?

We have changed the make up of the annual YCGII reports, to accommodate both
a national overview and one for each participating city. Incomorated into the “city
specific” reports, are several tables which measure the adequacy of the firearms
information being obtained, a “report card” of sorts for local management.

3. What is the value of tracing information as a measure of success of YCGII?

ATF established the YCGII in 1996 to focus special agent and inspector resources
on reducing youth gun violence. To increase our effectiveness, we resolved to equip
our agents and inspectors and their State and local counterparts with more
information about how violent youth obtained guns. We asked our colleagues in
State and local law enforcement to help us systematically “follow the guns” used in
crime to identify gun criminals and their illegal suppliers by tracing all crime guns
with the National Tracing Center.

These individual crime gun traces, which use a gun’s serial number to track i
transfers from manufacturer to retaif purchase by a gun owner, lead law
enforcement to sources of illegal diversion, gun traffickers, and violent criminals,
and contribute to successful prosecutions. In the past, the first case an agent made
with trace information would likely have been the last use of that information.
Every investigator would start 2 new case relying on new feads. As the Crime Gun
Trace Reports demonstrate, that era is over in law enforcement. Today, the
criminal investigator can access, search, and analyze investigative and case
information conuributed by hundreds of his or her colleagues, to gain additional
facts and strategic perspective.

Collecting and analyzing information from thousands of crime gun traces supplied
by Federal, State, and local law enforcement is helping us gain a more precise
picture of the crime gun market, and provide investigative and strategic direction to
enforcement aimed at youth gun crime. This year’s reports, the third annual
publication of Crime Gun Trace Reports, include a National Report, and a series of
individual City Reports, that will provide complete information on the trace resuks
in those cities. :
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Of great value to law enforcement are the lists of guns that are repeatedly showing
up in crimes, and that do so rapidly after purchase, which may indicate a possible
criminal intent associated with the original transaction. Every city has its own crime
guns and patterns, reflecting local conditions, but certain national patterns are
evident. All of law enforcement can use this information to tailor investigative
strategies to the most violent criminals and to juveniles, local “hot spots”, and illegal
sources of guns. Knowing the changing trends in crime guns is also vital to
protecting officer safety. Law enforcement officials also benefit from knowing the
geographic sources of crime guns. New county-level information will facilitate task
force organization. .

Crime gun tracing, analysis and its complementary tool, ballistics identification, are
rapidly transforming firearms enforcement. We cannot completely stop violent
criminals from using illegal means 1o acquire guns, but we can track their methods
with greater precision than ever before, intervene to stop trafficking schemes,
investigate both the illegal supplier and their criminal buyers, and fully enforce our
Nation’s firearms laws to deter and hold accountable those who misuse firearms,
But we are only at the beginning of the new era of using available crime gun and
ballistics information to solve and prevent gun crimes.

As we have shown with the annual trace analysis, following the gun to the criminal
and the criminal supplier, and using the variety of information at our disposal
provides a wide range of beneficial indicators for immediate use. Law enforcement
officials use crime gun characteristics (possessor’s age, firearm type, the time-to-
crime, the geographical source of traced crime guns, and obliteration information)
alone and in combination, as fikely indicators of illegal diversion of firearms, which
can be investigated to find illegal traffickers, gun thieves, illegal gun possessors and
armed violent criminals. Other indicators include ballistics images, multiple sales
information, reports of lost and stolen firearms, and background check denial
information. This information assists law enforcement officials at the Federal, state
and local levels in assessing the local crime gun problem and deciding how best to
deploy limited criminal and regulatory enforcement resources against gun criminals.
Knowledge of what crime guns criminals are using is also an important consideration
for officer safety.
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» Should ATF be implementing other performance measures, such as specific
crime statistics, health statistics, adjustments for demographic or other trends?

The current performance standards used are consistent with the major areas from
which this [nitiative evolved: firearms tracing and firearms trafficking investigations.
Both are considered to ascertain if the leve! of comprehensive tracing is being
achieved, and if investigative follow-up is being done on the trafficking end. ATF,
as stated, published, “Following the Gun”, which looked at alf trafficking
investigations from 1996 to 1998. This report provides some truly exceptional
insight into the intricacies of these cases, but more importantly, gave us direction on
additionaf work that could be done to more adequately measure the effectiveness of
our work.

Recently, we examined our firearms investigative docket and learned that over a
quarter of ATF’s investigations into the illegal diversion of guns involved felons. This
allowed us to confirm what ATF agents and their State and local colleagues have
known but not previously documented - there is a sizable illegal market in firearms
that felons, juveniles and other illegal possessors of firearms use to obtain guns. It
includes corrupt Federally licensed dealers who ignore the resuks of background
checks, straw purchasers, unlicensed sellers, and traffickers in stolen firearms, among
others.

Listed below are other areas which we intend to examine and consider as possible
indicators of the perfonmance of this program. We have convened a working group
that will study and provide recommendations:

+ Reduction in the “time to crime” of firearms possessed by violators, as this can
tell us if we are forcing the illegal market buyers further away from legal
commerce, )

s Reduction in the average number of guns trafficked per investigation, as this is
indicative of ATF's ability to interdict trafficking schemes early on in their
development, mainly through our advances in information technology.

» Reduction in the percent of the population illegally possessing guns comprised of
persons under the age of 24.
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There is currently underway a joint assessment demonstration project with the
National Institute of Justice (NIJ) which is in the formulation stage. This will
develop relevaant, longitudinal measures. A copy of the relevant draft documents
and tentative agreements has been previously supplied to Government Accounting
Office.

= Is ATF considering using a case classification system to separately track
YCGII investigations?

We have a project underway to make modifications to our electronic reporting
systems, “N-Force” and “N-Spect” so that we can acqurately capture time
expended and investigative data relevant to this Initiative. We recently transitioned
from the previous case management system and are making improvements to
facilitate accurate reporting. The OIG indicated during their review that they felt
there was an undercount of YCGII activity. Currently, the system does not allow for
reporting under muitiple profiles. Personnel also have the capability to report time
directly into the Simpfified Time and Attendance System (STATS), which is done
routinely, identifying the specific project to which their time has been committed.
We relied upon statistics during the last fiscal year to facilitate our oversight of the
level of field implementation.
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Issue: Next Steps
Questions:

1. Improved policy guidance:
= What Is the schedule of field seminars and similar communication efforts?

We currently have planned seminars that would bring in people from both ATF and
police department representatives, which wifl be held in two locations to
accommodate everyone geographically. Due to a turnover in personnel, this was
postponed from its intended dates this past spring. A new program manager is
scheduled to report and assist in coordinating the seminar. The tentative dates are
in December 2000 and January 2001.

= What is the status of your development of a “best practices” document for
field offices?

This document is in draft and being finalized. We expect to be completed in
November 2000.

= Is YCGII performance formally incorporated into performance ratings for
field division directors?

The YCGI! Director has been given authority to provide input to Division Directors’
evaluations. There is already a standing section to evaluate field managers on their
performance in implementation and execution of enforcement programs.

2. For your methodology for sizing program resources:

= What methodology was used to determine that the level of effort requires
average of 6 agents and 4 other positions?

Agents report hours by case specific project codes. We used a combination of case
time, review of local commitments by field offices, geographic and demographic
factors 1o arrive at this average, which was actually closer to 8 special agents per
project.
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= For non-personnel costs, does ATF distinguish between NTC gun tracing for
YCGII and other support provided by NTC and the ATF field offices? Is
there an identifiable component of the YCGII program unique to such
support, such as software or hardware for participating cities?

The YCGI! has concentrated from its inception in laying a strategic information
comerstone of crime gun information to address this unique enforcement problem.
Although the improvements have benefited the overall information capability, the
YCGII cities get an even higher level of support, from equipment and, if required,
specialized software projects to obtain crime gun information, to the advanced
analysis of that information unique only to them. An individual assessment is also
conducted to ascertain the heeds that each of the cities needs to accomplish this
Initiative.

3. For communicating with participating cities, including establishing expectations:

= How does ATF ensure that communications are kept up-to-date with existing
YCGlI cities, which may experience significant turnover?

Part of the instructions given to the coordinators, and also to the field managers at
various meetings this past year was the importance of staying in contact with their
key police department contact. At a minimum, the trace Information quality
should be the subject of regular meetings to increase or confirm its quality. Many
field offices have standing firearms task forces with the local departments, so this
has not been a recurring problem. We also plan to revisit each YCG!I project city
this spring to re-assess their trace capability and make modifications or
improvements where needed.

= What Is the status of renewing MOUs with participating cities?

We are planning to renew MOUs annually. Based on recommendations from the
OIG the current MOU is under review. As mentioned, if a city is not participating
in comprehensive tracing and after discussions still does not wish to support the
effort we would terminate the MOU upon mutual agreement.

» What initiatives are in place to help cities electronically submit trace requests,
or improve coordination with ATF field offices?

YCGI| cities made a commitment to trace all crime guns recovered in their
jurisdictions in order to maximize investigative leads and permit analysis of local
crime gun patterns by age group. While other law enforcement agencies are making
similar commitments and meeting them successfully, the annual Crime Gun Trace
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Reports currently include only YCGII cities, ATF makes a special effort to ensure
the accuracy of the information collected for these reports.

Electronic Trace Submission System (ETSS) is a stand-alone database, which
enables ATF field offices and other law enforcement agencies to store crime gun
trace information. It can then be exported from ETSS and the transferred
electronically to the NTC for processing. In 1999, the NTC made ETSS
available to all ATF Field Offices, by downloading the software from the NTC
page on the ATF Intraweb. Upon request, police departments can upload ETSS
by CD-ROM. Currently 35 of the 38 YCGII cities have ETSS access, which
requires information systems capability. ETSS can be installed to a local server,
which will allow it to be installed on numerous computer sites while at the same
time capturing all trace request data in one centralized database. There is also a
corresponding user’s guide for ETSS.

The NTC is now using multiple sales records to speed up tracing. FFLs are
required by law to record multiple sales transactions of handguns and to forward
those records to the NTC. To facilitate crime gun tracing, the NTC began
maintaining multiple sale information in a Multiple Sale Database linked to the
Firearms Tracing System (FTS). When a crime gun trace request Is received, the
serial number Is entered into the FTS. If the serial number entered matches a
serial number in the Mukiiple Sale Database, the crime gun trace request can be
closed immediately with the mulitiple sale purchaser information without time-
consuming telephone calls to FFLs.

The NTC is also using FFL Out of Business records to speed up crime gun
tracing. When an FFL discontinues business, the FFL is required by law to
forward business records within 30 days to the Out-of-Business Records Center
(OBRC) located at tiie NTC. OBRC receives and microfifms the acquisition and
disposition records and ATF Form 4473s from all firearm transactions
completed by FFLs who have discontinued business.

Imaging OOB: To speed up and increase traces compieted through out-of-
business records, the NTC is shifting from a microfiche to an imaging system
that can link serial numbers to the FTS. When a crime gun serial number is
entered into the FTS, the serial number will bounce off of the Out of Business
records as well as the Multiple Sales Database and previously entered crime gun
trace information. If there is a match on the imaged serial number, the 4473
can be immediately pulled from the microfiched Out-of-Business Records to
complete the firearm disposition to either a FFL or a final retail purchaser. The
NTC expects this improvement to enable the completion of many more older
crime gun traces.
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o To reduce trace response time, the NTC in 1999 began development of
Electronic Trace Retums (ETR) to provide ATF field offices and police
departments with electronic trace results in addition to printed trace reports.
Currently, Federal, State and local law enforcement can submit trace requests
electronicafly, but can onfy receive individual trace responses on paper. (Upon
request by law enforcement agencies, the NTC will extract all a jurisdiction’s
trace requests from the Firearms Tracing System and provide them on disk.)

» To speed up tracing, ATF will dedicate additional resources to encourage more
manufactures, importers and wholesalers to respond to NTC trace queries
electronically through Access 2000, allowing 24 hour trace response by these
major industry components. ATF expects an additional 7 to 10 manufactures,
importers and wholesalers to join the system by October 2001.

» The NTC Crime Gun Analysis Branch (CGAB) has been increasingly active in
responding to requests from law enforcement agencies for assistance in
developing strategic overviews of the local crime gun problem and in law
enforcement investigations and regulatory inspections. The CGAB provides law
enforcement agencies with trace analysis studies and mapping of crime gun
recoveries in their area, supports all of the 38 YCGII cities, maintains stolen
firearms records, updates the Online LEAD crime gun information system used
by agents, inspectors, and other law enforcement officials, submits custom
queries to the Firearms Tracing System (FTS), and prepares the annual Crime
Gun Trace Reports.

¢ Online LEAD is the current version of Project LEAD, ATF’s crime gun
trafficking information system. in 1999, the number of investigators using
Online LEAD increased from less than 100 to approximately 1,400 users. In
November 1999, Online LEAD was deployed to all ATF field offices, to enable
ATF agents, inspectors, and local task force officers to access crime gun trace
and related mulitiple sales information directly.

= What mechanisms does ATF have In place to assess the adeguacy of analytic
tools being made available by ATF and its field offices, including use of
OnLine LEAD and participation in firearms examination training?

We are making every effort to ensure that personnel in YCGI| cities are fully
informed about the improvements and basic protocols of the systems available to
them. ATF coordinators are meeting with local personnel to discuss technological
and demographic issues, and any local police assigned to work with ATF have access
to OnLine LEAD. The coordinators are also providing reports and trafficking
analyses to the local law enforcement and working with local law enforcement staffs
to assist in items that will allow the trace requests to be processed in the least
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amount of time. As previously mentioned, 37 agents have attended the
Instructor’s Course and have started giving presentat:ons directly to local law
enforcement on fireanms identification.

4, For improving performance measurement and evafuation:

= Are ATF statistics on investigations consistent acioss field offices, and are
they equivalent to classifying cases as “YCGH” cases for record purposes?

Yes, these statistics are uniform for all field divisions, and result in the classification
of cases as “YCGII”.

= What is the status of formalizing other outcome measures, such as “time to
crime”, reduction in trafficked guns seen in investigations, prosecution
success, and, importantly, the larger outcome questions of illegal possession
in the population?

As previously cited, we have a number of items that are generated from the current
data tables for YCGII that appear to be worth considering as outcome measures.
This fall, we wili convene a group of program management personnel in
consultation with academic experts to determine the most valuable new measures.

The agreement we previously discussed with the Committee planned with Nij for a
demonstration project was signed in September, and will be advertised for proposals
to the research community.

= What is the status of your Cammegie-Mellon study on geographic coding of
data for mapping purposes, and in developing a youth/juvenile gun
trafficking market analysis?

This is currently contracted as part of the “LEAD 2002” contract to perform
geocoding, mapping, automated data analysis and research of the Bureau’s Firearms
Tracing System (FTS). The proprietors and key personnel of TruNorth Data
Systems Inc. are Wilpen Gorr, Professor of Public Policy and Management
Information Systems, and Andreas Olligschlaeger, Systems Scientist, Computer
Science Department; of H. John Heinz /Il School of Public Policy and Management,
Carnegie Mellon University, Pittsburgh, Pennsylvania. Gorr and Olligschlaeger are
nationally recognized experts in both automated analysis and data mapping. They
have done extensive work for the Justice Department’s Crime Mapping Research
Center.

In this contract, TruNorth has to date:
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e Geocoded the entire FTS database.

« Developed address cleaning algorithms or rules specifically designed to
automatically geccode and map address information contained in the FTS.

« To assist the YCGII Program, all 1998 and 1999 firearm recoveries for all 37
YCGII cities have been geocoded and mapped and will soon be available on a
single CD for distribution. The CD will demonstrate the "change map"
functionality, which allows the CD user to see changes over time in crime gun
recoveries. Sections of a city that have experienced increases in gun recoveries
from 1998 to 1999 will appear in red on the map. Areas experiencing
decreases will appear in blue. Police agencies are often criticized for being slow
to identifying shifts in crime areas. Using change map functionality to analyze
firearm traces will allow agencies to more quickly identify shifts in crime hot
spots.

One of the goals of the LEAD 2002 project is to create a system utifity that will
automate the geocoding and mapping processes used by TruNorth to prepare the
37 YCGII Cities Firearm Recovery CD. Such a system will provide immediate
Global Information System (GIS) mapping of trace records as soon as they are in
the FTS. :

By geocoding address information found in firearm traces distance relationships
between fireanms dealers, purchasers, possessors and recovery locations can be
quantified. Geocoding coupled with automated analysis can, for example: identify
those traces where the firearm purchaser and possessor live in close proximity to
each other; or identify those purchasers who reside a substantial distance from
where the FFL is located; or identify patterns where a group of purchasers residing
in one area have a high incidence of their firearms being recovered in a specific
town or neighborhood.

There are many ways in which distance relationships can be used as firearms
trafficking indicators, and this is a new indicator that holds great promise. The
Bureau has long considered the proximity in time between when a traced firearm
was purchased and when it was recovered or “time to crime” as an indicator of
illegal firearms trafficking. This same concept needs to be applied to trace address
information. Geocoding of address information and the use of automated analysis
will provide “distance to crime” indicators which will prove to be a powerful tool in
the identification and interdiction of illegal firearms sources. The LEAD 2002
Project’s geocoding of FTS data seeks to do more than place dots on a map.

Geocoding of trace data also allows for the spatial overlay of trafficking pattemns on
top of other crime related data such as drug arrests or the FBI uniform crime
reporting statistics. This functionality is particularly usefully to cities participating in
the YCGI! program.
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Issue: Fleld office Implementation of the YCGII program

The OIG report cited a 1997 ATF memorandum advising its Division Directors to
tell YCGII participants that YCGII funding will allow ATF to provide their
departments/agencles with needed software and hardware to establish a direct link
to ATF 1o submit trace requests.

1. To what extent has ATF provided YCGI| city law enforcement with such
technical support to assist in gathering this crime gun data, and what steps have
been taken to assist communities in submitting crime gun information for
tracing?

ATF has provided technical support In the form of hardware and software to
perform firearms tracing by either ETSS or data extraction. Currently in
development Is a prototype for electronic trace return capability to faw
enforcement. Local police departments also have access to OnLine LEAD through
ATF offices. Additionally, contract support, with law enforcement experlence, ks
being provided to facilitate input of trace requests by local law enforcement.

2. What feedback does ATF provide to local law enforcement concerning its
analysls of recovered crime gun traces? Is it sufficient? Is it accessible?

ATF provides highly detailed annual trace anafyses of ali crime guns recovered for
all YCGII cities. This information provided cvime weapons of choice, ilfegal fireams
activity hotspots and mose. This year, we have taken two years of tracing data, and
generated a CD to be used with 3 mapping program, as discussed in the “Tru-
North” contract results previously. The information ks very sufficient, is supplled
directly to the cities, and has been quite weli-received.

3. Are “Gun Trace Analysis Reports” utlfized by local law enforcement to effect
arrests, and if so, how often?

The reports used with other information and local experience allows the localitles ©o
develop law enforcement strategies that meet thelr specific needs. Some
departments rely heavily on this packaged assessment, and have successfully used It
in conjunction with other crime data as a “pointer” to ldentlfy problem areas and
the appropriate resource deployment.

67-864 00- 10
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Issue: YCGII Field Office Structure
Questions:

= The OIG reported that many ATF fleld offices lack a formal YCGI! program
structure,

This Subcommittee funds nusnerous task forces such as HIDTA or OCEDTF where
the panticipating law enforcement agencies and departments assign personnel to the
task force and are physically located together as a team. Our feedback on this type
of structure Indicates that it is an efficlent way to share information as well as way
to develop positive working relationships between Federal and Local law
enforcement.

« Allowing for variation for different size cities, what is the typical structure /
make-up of an ATF field office YCGII program? s it a separate squad?

As previously discussed in the statement for the record, the enforcement of the
Federal firearms laws, and particularly the trafficking aspect, present one of the
most unique challenges we have in our mission. As you know, the conduct of
criminal behavior Is unpredictable, but with the trafficking of firearms, there are
even more factors that influence this activity. Our curvent research and historical

- knowledge shows that there are many geographical trends to the illicit movement of
firearms, always subject to change,. as those involved always take the
path of least resistance. '

We have found, as you saw in our staffing charts, that a high degree of flexibility Is
needed. There are cities that various division directors have established entire
dedicated groups to handle solely the YCGII aspects of trafficking and possession
violations. in many other citles, the responsibility for this focus has been placed
with the firearms trafficking groups and jofnt task forces. The joint task forces have
had, as you mentioned, substantial success In many enforcement areas, and this is
certainly no exception. Indeed, one of the main requirements to be successful In
this Initlative ks the involvement of the police departments.

As you saw in the example of our revised reporting requirements, there has been an
onus placed on the field to Identify not just the trafficking work, but entire range of
firearms violations If there if involvement of anyone under the age of 25. This
serves as subtle guidance to direct agents attention to “folfowing the gun”, even In a
possession case. We plan to institute increased use of the investigative or end-to-
end trace on a larger percentage of the possession incidents, so that this resultant
information can provkle further empirical informatlon on the sources of youth and
juvenlle fireanms.
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There have also been special projects instituted in relatlon to YCGII cities, such as
the identification of areas of Phoenix, Arizona experiencing inordinate flrearms
crime in these age groups, and the articulation of enforcement plans to address it.
The Chicago YCGH project has resulted in the temporary assignment of 2 squad of
agents working in Mississippl and other places to shut down sources of youth crime
guns which have flowed north to lllinois.

= How many support personnel or analysts are actuafly performing YCGIl
activities in the YCGII field office?

Our field divisions have not had the analyst and support staff that would be ldeally
required to make a viable contribution to this effort. One of the additional
requirements that was transmitted in the current submission for FYOT addressed
that skuation, with support resources outlined for figld offices. In the meanwhile,
we have Instituted contracts with the Treasury Office of Franchise Business Actlvity
1o supply retired law enforcement personnel on a temporary basis to assist in
comprehensive tracing and the subsequent evaluation of data, along with clerical
support for data input into ETSS.

»  Where does the Fleld office YCGII coordinator fall into the offices’
organizational structure?

In general, the YCGII Coordinator’s role Is located where it best suits the needs of a
particular Field Division, and many have an agent tasked at that level, either in an
Intelligence Group or otherwise reporting to the Division Director’s staff. Many
have integrated this function into ejther the YCGII squad or the Firearms Trafficking
squad. However, coordinator’s location will depend on many factors, such as
location of the YCGH city from the Field Division. The speclal agents and support
personnef involved in case work would most appropriately be located in a field
office or group.

s s there a consistent relationship or regular exchange of information between the
ATEF field office and focal faw enforcement coordinators? What does
Headquarters policy require in terms of outreach?

Yes, after the workshop last fall with the coordinators covering the 37 cities, thls
requirement was specifically stressed, and they were also required to take the data
disks with those cities trace information to their counterparts so that reconciliation
could be done. The CGAB Is also in regular contact with the coordinators, not to
mentlon many police departments, in an Institutionalized effort to have the highest
quality data available.
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Qustions for the Record Submitted by
Congressman Hoyer

1. The objective of the YCGII program is to strengthen enforcement efforts
against firearms traffickers who supply firearms to youths by helping pofice
departments trace crime guns to their source.

Statistics show that ATF agents conduct more than 200,000 crime gun traces

for local law enforcement each year, and since 1996, ATF has launched

hundreds of trafficking investigations related to youth crime. In light of these

statistics, are you making progress in stopping the problem dealers and

traffickers? What indlcators are you putting in place to measure the success of
“the program? When will they be fully in place?

Yes. What we have experienced as we use crime gun information to identify
trafficking pattems, & that criminal schemes have come to light that were not
previously identified. In New York, for example, referrals of trafficking
information have been made to over 20 different states. In Chicago, we have
identified a significant number of cases now under active Investigation involving
numerous individuals. Some of these investigations involve complicit licensees,
who have been active for long periods of time. Our regulatory inspection
activity has also benefited from use of this information, by allowing us to target
our investigative resources to achleve greater resuits.

As discussed earlier, the current performance standards used are consistent with
the major areas from which this (nitiative evolved, firearms tracing and firearms
trafficking investigations. Both are considered to ascertaln if the level of
comprehensive tracing Is being achieved, and If follow-up Is being done on the
trafficking end. We have taken several steps to expand upon these basic
measures.

Recently, we examined our firearms lnvestigative docket and learned that over a
quarter of ATF's investigatlons into the fllegal diversion of guns Involved felons.
This allowed us to confirm what ATF agents and their State and local
counterparts have known but not previously documented -- there is a sizable
illegal market in firearms that felons, juveniles and other illegal possessors of
firearms use to abtain guns. It includes corrupt Federally licensed dealers who
ignore the resufts of background checks, straw puschasers, unlicensed sellers, and
traffickers In stolen fireanms, among others. As a result, we published: Following
the Gun, which provides exceptional insight into the intricacies of these cases,
but more Importantly, gives us direction on additonal work that should be done
to more adequately measure the effectiveness of our work.
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Listed below are other areas which we intend to examine and consider as
possible Indicators of the performance of this program. We have convened 2
working group that will study and provide recommendations on the following:

« Reduction in the “time to crime” of firearms possessed by violators, as
this can tell us if we are forcing the lffegal market buyers further away
from legal commerce.

« Reduction in the average number of guns trafficked per investigation, as
this is indicative of ATF’s abllity to interdict trafficking schemes early
on in their development, mainly through our advances in information
technology.

o Reduction in the percent of the population illegally possessing guns
comprised of persons under the age of 24.

There is currently underway a joint assessment demonstration project with the
National Institute of Justice (NI]) which is in the formulation stage. This will
develop relevant, longitudinal measures. A copy of the relevant draft
documents and tentative agreements has been previously supplied to GAO.

2. The IG report noted that not all police departments submitted trace requests
on every firearm recovered. The trace analysis for YCGII citles cited
96,747 traces between 1998 and 1999. What is the number of firearms
traced compared to firearms recovered? or percentage? Are you making
progress in tracing all firearms recovered?

At this time, based on Uniform Crime Reports, (UCR), we can only provide
very rough estimates of the number of firearms involved in crimes that are
recovered, and that is from 400,000 to 500,000 annually. We have two
strategies to expand upon the collection and use of crime gun information, the
first of course being via the YCGII. In budget for FYO1, we have an initiative to
expand the use of comprehensive tracing 1o 250 cities, as 2 means to make use
of this invaluable law enforcement tool.

3. The IG report cited the program On-Line LEAD. This program can be very
helpful to ATF agents in terms of Investigative leads. The report stated that
some police departments were not aware of this information system. Your
response stated that you are supportive of providing the system to the
deparuments through the ATF field offices. Are the local Department’s
becoming more aware of the system? What efforts are you making to
provide it to them?
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We have conducted seminars and workshops to include ATF Division Directors,
ATF field coordinators, field agents, U.S. Attomeys and State and local officials
for training and educational purposes. We have a combined workshop with
State and local law enforcement that we are completing the apenda and site
selection for. We have also produced several training aids and courses to assist
State and local law enforcement, personnel In developing competence and
expertise in firearms enforcement, to include Online LEAD. Our Crime Gun
Analysis branch, as a matter of course briefs local law enforcement during their
city assessment. Through this variety of means, and judging from the requests
we receive from other agencies to avail themselves of these tools, we are
confident that many more local faw enforcement officials are making greater use
of their ATF partnerships.

We are making every effort to ensure that personnel in YCGI| cities are fully
informed about the improvements and basic protocols of the systems available
to them. ATF coordinators arz meeting with local personnel to discuss
technological and demographic issues, and any local police assigned to work with
ATF have access to OnLine LEAD. The coordinators are also providing reports
and trafficking analyses to the local faw enforcement and working with local law
enforcement staffs to assist in items that will allow the trace requests to be
processed in the least amount of time. As previously mentioned, 37 agents
have attended the Instructor’s Course and have started giving presentations
directly to local law enforcement on firearms identification.
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EXECUTIVE RESIDENCE AT THE WHITE HOUSE
FY 2001 Appropriation Language
Operating Expenses

For the care, maintenance, repair and alteration, refurnishing, improvement, heating and
lighting, including electric power and fixtures, of the Executive Residence at the White House
and official entertainment expenses of the President; $10,900,000 to be expended and accounted
for as provided by 3 U.S.C. 105, 109, 110, and 112-114.

Reimbursable Expenses

For the reimbursable expenses of the Executive Residence at the White House, such sums as may
be necessary: Provided, That all reimbursable operating expenses of the Executive Residence
shall be made in accordance with the provisions of this paragraph: Provided further, That,
notwithstanding any other provision of law, such amount for reimbursable operating expenses
shall be the exclusive authority of the Executive Residence to imcur obligations and to receive
offsetting collections, for such expenses: Provided further, That the Executive Residence shall
require each person sponsoring a reimbursable political event to pay in advance an amount equal
to the estimated cost of the event, and all such advance payment shall be credited to this account
and remain available until expended: Provided further, That the Executive Residence shall
require the pational committee of the political party of the President to maintain on deposit
$25,000, to be separately accounted for and available for expenses relating to reimbursable
political events sponsored by such committee during such fiscal year: Provided further, That the
Executive Residence shall ensure that a written notice of any amount owed for a reimbursable
operating expenses under this paragraph is submitted to the person owing such amount within 60
days after such expense is incurred, and that such amount is collected within 30 days after the
submission of such notice: Provided further, That the Executive Residence shall charge interest
and assess penalties and other charges on any such amount that is not reimbursed within such 30
days, in accordance with the interest and penalty provisions applicable to an outstanding debt on
a United States Government claim under section 3717 of title 31, United States Code: Provided
further, That each such amount that is reimbursed, and -any accompanying interest and charges,
shall be deposited in the Treasury as miscellaneous receipts: Provided further, That the Executive
Residence shall prepare and submit to the Committees on Appropriations, by not later than 90
days after the end of the fiscal year covered by this Act, a report setting further the reimbursable
operating expenses of the Executive Residence during the preceding fiscal year, including the
total amount of such expenses, the amount of such total that consists of reimbursable official and
ceremonial events, the amount of such total that consists of reimbursable political events, and the
portion of each such amount that has been reimbursed as of the date of the report: Provided
further, That the Executive Residence shall maintain a system for the tracking of expenses related
to reimbursable events with the executive residence that includes a standard for the classification
of any such expenses as political or non political: Provided further, That no provision of this
paragraph may be construed to exempt the Executive Residence from any other applicable
requirement of subchapter I or II of chapter 37 of title 31, United States Code.
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EXECUTIVE RESIDENCE AT THE WHITE HOUSE

Justification for Apprepriation, Fiscal Year 2001

(in thousands of dollars)
1999 2000 2001 INCREASE
ACTUAL ESTIMATE ESTIMATE DECREASE
Activity:
Operating Expenses
Operating Expepses 8,691 9,225 10,900 , +1,675

Full-Time Permanent
Positions (FTE) 91 91 95 +4

Authorization: 3 U.S. Code 105, 109-110, 112-114

Objective: To provide for the care, maintenance, repair, alteration, refurnishing, improvement,
air conditioning, heating and lighting (including electric power and fixtures) of the Executive
Residence at the White House, and Official and Ceremonial functions of the President.

Program: The Executive Residence staff provides for the operation of the Executive Residence.

A staff of 40 domestic employees accomplishes general housekeeping, prepares and serves
meals, greets visitors, and provides services as required in support of official and ceremonial
functions.” A staff of 33 tradespersons, including plumbers, carpenters, painters on a single shift,
electricians on a double shift, and operating engineers on a 24-hour basis, maintain and make
repairs, minor modifications, and improvements to the 132 rooms and the mechanical systems
and provides support for official and ceremonial functions.

A staff of 12 specialized employees provides services necessary to the operation of the White
House and official and ceremonial functions. This staff includes 4 florists, 4 curators and 4
calligraphers.

An administrative staff consists of the Chief Usher, 4 Assistant Ushers, 1 Executive Grounds
Superintendent, 1 Operating Accounting, 1 Accounting Technician, 1 Computer Network
Engineer and 1 Administrative Officer. The staff is charged with management and administrative
functions of the Executive Residence. This requires coordination with the Executive Office of
the President, the National Park Service, the Military, the United States Secret Service, the
General Services Administration and other agencies.

During larger events, the Executive Residence staff is assisted by contracted personnel under
personal services contract agreements ("Sexvices by Agreement") to provide additional help as
required for official and ceremonial functions.
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Executive Residence at the White House - Fiscal Year 2001
Current Accomplishments

The White House-is maintained as a home for the President and his family and serves as a facility
for Official and Ceremonial functions. Several projects are underway and progress has been
made in the past year.

Exterior Window Project - In FY-1990, $800,000 was appropriated for replacement of the
exterior windows at the Executive Residence. This project entails replacement of both the
window glass and the wood window components that were last restored during the 1948-52
Truman Renovation of the White House. Historically accurate window glass has been delivered
and is authentic to the original glass in quality, color, optical clarity, and method of
manufacturing. Working in conjunction with a Secret Service project, actual window
replacement is taking place.

Kitchen Renovation - In FY-1991, $500,000 was appropriated for renovation of the White
House kitchens. Work on the staff and pastry kitchens has been completed and these two
facilities are fully operational. The remaining work to be completed on the main Kitchen has
begun. The work is being accomplished as the schedule permits.

Public Tours - The White House is open for public tours Tuesday through Saturday each week
in addition to some national holidays, the evening Candlelight Tours at Christmas, the Easter
Monday Egg Roll, and Garden Tours. In 1999, more than one million people visited the White
House. During 1999, an average of 4,101 visitors toured the White House during each of the
227 open days. Other special public events at the White House for 1999 include: Spring Garden
Tours, 2 days (April 17 & 18) with 18,270 visitors; Fall Garden Tours, 2 days (October 9 & 10)
with 15,860 visitors; the Easter Egg Roll which was held on April 13 was attended by 32,577
visitors; and the Candlelight Tours, held for 2 nights, December 21 and 27th, brought in a total
of 12,095 visitors.

End of Year Spending - As directed by the House of Representatives Subcommittee on the
Treasury, Postal Service, and General Government Appropriations, the Executive Residence at
the White House, in cooperation with the National Park Service's Finance Office, will ensure that
necessary procedures are in place to review end-of-year spending. The Executive Residence
routinely conducts a rigorous review of year-end spending to insure that funds are obligated only
for necessary items.
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Executive Residence at the White House
Major Budget Considerations — Agency Request - Fiscal Year 2001

The proposed program at the Executive Residence in FY 2001 accommodates the following
fixed-cost increases:

1.

Administration policy calls for a 3.9 percent pay raise effective January 1, 2001, as well
as annualization of the FY0O pay raise, and FY0O step and merit pay raises. Funding is
required to meet this need ...............oevmmmeemiiiieiieiiieee e ees +$257,382

Funding is required for regular personnel step increases and merit pay raises
based on job performance and personnel evaluations in FYO1 ........... +$224,400

Funding is requested to meet the 3.9 percent pay raise to occur in January 2001, as it
pertains to premium pay, as well as annualization of the FY0O pay raise pertaining to
PIEIMHUIN PAY ..oeivivrurenniorereereeiarernersoeisrnnesseresasrerersninnnsnenaanaaes +$236,188

Funding for the following projected increases is requested:

1.

2.

Funding is requested for a projected increase in utility costs................. $62,000

Funding is requested for an increase in contractual services. The new heating and air
conditioning system is functioning and requires continuing highly technical maintenance;
there have been increases in the elevator maintenance contract, curatorial conservation
services contract, water filtration maintenance, computer maintenance contract, as well
as an increase in contractual services required for non-reimbursable Presidential
TUDCHONS ..ecovunieiiiiiiiinerieisiiirierseesearesereerrerereeeessasesonssersernsnnnes $271,500

Funding is requested for an increase in supplies and materials. This will cover the cost

of employee uniforms, kitchen supplies, carpentry, electrical and paint supplies,

engineering supplies and materials needed for non-reimbursable Presidential functions.
........................................................................................ $278,500

The cost of acquisition of Historic Furnishings has escalated in recent years. Therefore,
we request a modest increase in this object Class ........c.ccevenirriiriennnnens $10,000

An addition of four (4) FTE’s is requested. These proposed FTE will assist the current
domestic staff as follows: NIGHT DOORMAN: The Executive Residence Usher’s
Office is open from 6:00 am until the First Family retires for the night. During the
daytime the Usher’s office is staffed by the Duty Usher, Administrative Assistant, Day
Doorman, and the Chief Usher who can facilitate the movements of the First Family and
guests, as well as manage the efforts of the staff. In the evening the Usher’s Office is
staffed only by the Duty Usher to perform the duties required to manage the Executive
Residence and facilitate the movements of the First Family and their guests. For many
years this position has been filled on a temporary basis. This position has direct contact
with the First Family and their guests. The importance of the duties they perform, and
the level of security required, justify this increase. BUTLER: A staff of six full-time
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Executive Residence at the White House
Major Budget Considerations—Agency Request - Fiscal Year 2001

butlers (one designated a First Butler) and Maitre d’Hotel serves the First Family and guests from
6:00 am until the evening shift ends at 10:30 pm seven days a week. The volume of Official and
Ceremonial functions requires the presence of all the full-time butlers working on overtime,
augmented by Service by Agreement contractors. A First Butler is required to assist the Maitre
d’ in his administrative duties and is therefore unable to fulfill his shift duties. This adds to the
burden and overtime of the remaining butlers. The butlers work a tremendous number of
overtime hours and due to the staffing requirement it is often difficult to meet leave requests.
LAUNDRY ATTENDANT: The new Laundry Service Center, a larger and better equipped
facility with modernized machinery will require one full-time laundry assistant to staff the
facility. = HOUSEKEEPER: The Housekeeping staff is responsible for cleaning the entire
Executive Residence. The Residence is open to public visitation 5 days per week, Tuesday
through Saturday from 7:45 am until approximately 1:00 pm and requires cleaning before tours
begin and directly following the end of tours allowing these areas to be used by the First Family,
and for Office and Ceremonial Functions. The staff is augmented by Service by Agreement
contractors, although the areas in which the contractors can be used is limited for security
reasons.  The staff is required to work a tremendous number of overtime hours. The staffing
requirements of events make it difficult to meet leave requests and schedule lieu days. $300,030

TOTAL INCREASES REQUESTED..... v . $ 1,640,000
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EXECUTIVE RESIDENCE AT THE WHITE HOUSE
Total* Operating Program & Multi Year Projects

SF-300 IDENTIFICATION CODE 1998 2000 2001
02/07/00 11-0210-0-8-802 actual estimate estimate
Obligations by program activity:
00.01 Direct Program 8,732 9,360 10,925
01.01 Reimbursable Program : 3321 3518 3.639
10.00 Total Obligations 12,053 12,875 14,564
|Budgetary resources available for obligation
21.40 Unobligated balance, SOY 174 125 25
22,00 New budget authority (gross) 12,004 12,775 14,539
23.95 New obligations (-) (12,053) (12,875) (14,554)
24.99 Unobligated balance, EOY 125 25 10
New Budget Authority (gross), detail
Current
40.00 Appropriation 8,691 9,260 10,900
40.80 Reduction pursuant to P.L. 106-11 (35)
Permanent
Spending authority from offsetting collections
68.00 Offsetting Collections (cash) 3,253 3,515 3,639
70.00 Total New Budget Authority (gross) 11,944 12,740 14,539
72.95 Change in Unpaid Obligations, SOY 1,157 1,641 1,857
73.10 New obligations 12,053 12,875 14,564
73.20 Total outlays (gross)(-) (12,098) (12,659) (14,135)
74.95 Change in Unpaid Obligations, EOY 1,641 1,857 2,286

Outlays (gross), detail
86.90 Outlays from new discretionary authority] 12,049 12,595 14,096

86.93 Outlays from current balances 49 64 39
87.00 Qutlays (gross) 12,098 12,659 14,135
Offsets

Against gross budget authority and outlays
Offsetting collections (cash) from

88.00 Federal Sources 1,937 995 1,050
88.40 Non-Federal Sources 1316 2520 2589
88.90 Total, offsetting collections (cash) 3,253 3,515 3,639
89.00 Budget authority (net) 8,691 9,225 10,900
90.00 Outlays (net) 8,845 9,144 10,496

* Does not include account 11-0109-0-X-802, White House Repair and Restoration
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EXECUTIVE RESIDENCE AT THE WHITE HOUSE
Total
SF-300 IDENTIFICATION CODE 1999 2000 2001
02/07/00]11-0210-0-8-802 actual estimate estimate
Direct Obligations:
Personnel Compensation:
11.1 Full-time Permanent 4,727 5.-'136 5,937
11.5 Other personnel compenstion 664 1582 1.830
11.9 Total Personnel Compensation 5,391 6,988 7,767
Other:
12.1 Civilian Personnel Benefits 1,015 1,115 1,396
13.4 Benefits for former personnel 0 0 0
21.0 Travel and trans.-persons 2 12 12
22.0 Travel and trans.-things 0 0 0
23.2 Communications, utilities, rent 200 378 440
24.0 Printing and reproduction 0 0 0
25.2 Other Services 599 307 578
26.0 Supplies and materials 1,495 469 748
31.0 Equipment 29 25 65
99.0 Subtotal, Direct Obigations 8,731 9,324 11,006
Reimbursable Obligations:
11.5 Other personnel compensation 496 509 524
21.0 Travel and Trans.-persons 0 0 0
22.0 Travel and trans.-things 0 0 0
23.2 Communications, utilities, rent 1 136 210
24.0 Printing and reproduction 161 0 180
25.2 Other Services 883 924 989
26.0 Supplies and materials 1610 1,946 1,736
31.0 Equipment 0 0 0
99.0 Subtotal Reimbursable Obtigations 3,321 3,515 3,639
99.9 Total Obligations 12,052 12,839 14,645
Total compensable workyears:
Full-time equivalent employment 84/ 91 95
Full-time equivalent - overtime & holiday hour 16 17 18
Reimbursable Program:
Full-time equivalent - overtime & holiday houll 3 3 3
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EXECUTIVE RESIDENCE AT THE WHITE HOUSE
Operating Expenses - Only

IDENTIFICATION CODE 1999 2000 2110
11-0210-0-8-802 actual estimate estimate,
Obligations by program activity:
00.01 Direct Program 8,683 9,260 10,900
01.01 Reimbursable Program 3.321 3618 3.639
10.00 Total Obligations 12,004 12,775 14,539
Budgetary resources available for obligation
22.00 New budget authority (gross) 12,004 12,775 14,539
23.95 New obligations (-) (12,004) (12,775) (14,539)
New Budget Authority (gross), detail

Current
40.00 Appropriation 8,691 9,260 10,900
40.80 Reduction pursuantto p.l. 106-113 0 (35) 0

Permanent

Spending authority from offsetting collections
68.00 Offsetting Collections (cash) 3,253 3,515 3,639
70.00 Total New Budget Authority (gross) 11,944 12,740 14,539
IChange in unpaid obligations
72.95 Unpaid Obligations, SOY 1,167 1,641 1,821
73.10 New obligations 12,004 12,775 14,539
73.20 Total outlays (gross)(-) (12,049)]  (12,595) (14,096)
74.95 Unpaid Obligations, EOY 1,641 1,621 2,264
Outlays (gross), detail
86,90 Outlays from new discretionary authority] 12,049 12,595 14,096
86.93 Outlays from discretionary balances 0 0 0
87.00 Outlays (gross) 12,049 12,595 14,096
Offsetts -

Against gross budget authority and outlays

Offsetting Collections (cash) from
88.00 Federal Sources 1,937 995 1,050
88.40 Non-Federal Sources 1316 2.520 2589
88.90 Total, offsetting collections (cash) 3,253 3,515 3,515
89.00 Budget authority (net) 8,691 9,225 10,900
90.00 Outiays (net) 8,796 9,080 10,457

-C-
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EXECUTIVE RESIDENCE AT THE WHITE HOUSE
Operating nses - Only
SF-300 IDENTIFICATION CODE 1999 2000 2001
02/07/00]11-0210-0-8-802 actual estimate estimate

Direct Obligations:
Personnel Compensation:

11.1 Fuli-time Permanent 4,727 5,436 5,937
11.5 Other personnel compenstion 664 1,552 1.830
11.9 Total Personnel Compensation 5,391 6,988 7.767
Other:
12.1 Civilian Personne{ Benefits 1,015 1,115 1,354
13.4 Benefits for former personnel 0 0 0
21.0 Travel and trans.-persons 2 12 12
22.0 Travel and trans.-things 0 0 0
23.2 Communications, utilities, rent 200 378 440
24,0 Printing and reproduction 0 0 0
25.2 Other Services 550 243 514
26.0 Supplies and materials 1,495 469 748
31.0 Equipment 29 55 65
99.0 Subtotal, Direct Obigations 8,682 9,260 10,900
Reimbursable Obligations:
11.5 Other personnel compensation 496 509 524
21.0 Travel and Trans.-persons 0 0 (]
22.0 Travel and trans.-things 0 0 0
23.2 Communications, utflities, rent 171 136 210
24.0 Printing and reproduction 161 0 180
25.2 Other Services 883 924 989
26.0 Supplies and materials 1,610 1,946 1,736
31.0 Equipment 0 0 0
99.0 Subtotal Reimbursable Obligations 3,321 3,515 3,639
99.9 Total Obligations 12,003 12,776 14,539
Total compensable workyears:

Full-time equivalent employment 84 91 95

Full-time equivalent - overtime & holiday hour 16 17 17

Reimbursable Program:
Full-time equivalent employment - - -
Full-time equivalent - overtime & holiday hour 3 3

w

-g-
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EXECUTIVE RESIDENCE AT THE WHITE HOUSE
Multi-Year Projects

SF-300 IDENTIFICATION CODE 1999 2000 2001
02/07/00]11-0210-0-8-802 actual estimate estimate
Obligations by program activity:
00.01 Direct Program 49 100 25
01.01 Reimbursable Program 0 1] Q
10.00 Total Obligations 49 100 25

Budgetary resources available for obfigation
21.40 Unobligated balance available,

start of year . 174 125 25
22.00 New budget authority (gross) 0 0 0
23.80 Total budgetary resources available

for obligation 174 125 25
23.95 New obligations (-) (49) (100)| (18)
24.40 Unobligated balance available, EOY 125 25 10
New Budget Authority (gross), detail

Current
40.00 Appropriation 0 0 0
70.00 Total New Budget Authority (gross) 0 0 [}
72.95 Unpaid Obligations, SOY 0 0 36
73.10 New obligations 49 100 25
73.20 Total outlays (gross)(-) (49) (64) (39)
74.95 Unpald Obligations, EOY 0 36 22

Outlays (gross), detail

86.93 Outlays from discretionary batances 49 64 39
89.00 Budget authority (net) 0 0 0
90.00 Outlays (net) 49 64 39
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Multi-Year Projects
IDENTIFICATION CODE 1999 2000 2001
0 actual estimate estimate
Direct Obligations:
25.2 Other Services 49 100 25
26.0 Supplies and Materials ] Q [+]
99.0 Total, Direct Obligations 49 100 25

+
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EXECUTIVE RESIDENCE AT THE WHITE HOUSE
White House Repair and Restoration
. FY 2001 Appropriation Language

For the repair, alteration, and improvement of the Executive Residence at the White House,
$5,510,000 to remain available until expended for 6 projects for required maintenance, safety and
health issues, Presidential tramsition, telecommunications infrastructure repair, and continued
preventative maintenance. (Executive Office Appropriations Act, 2000.)
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EXECUTIVE RESIDENCE AT THE WHITE HOUSE

White House Repair and Restoration

Justification for Appropriation, Fiscal Year 2001

(in thousands of dollars)
1999 2000 2001 Increase
Activity: Actual Estimate  Estimate  Decrease
‘White House
Repair and Restoration Q- 810,000 5,510,000 +4,700,000

Authorization: 3 U.S. Code 105, 109-110, 112-114

Objective: To provide for the repair, alteration, and improvement of the Executive Residence at
the White House, a separate account was established in FY 1996 to program and track
expenditures for capital improvement projects at the Executive Residence at the White House.

Current Accomplishments:

Roof Project: In FY1996, $2,200,000 was appropriated for replacement -of the roof. This
project replaced the major roof structure, the north portico roof, and the solarium. Overall
roofing installation has been completed. A final requested proposal from the contractor to install
ten lead coated copper (same as roof) caps on remaining chimneys, and fabrication of new roof
hatch cover is currently anticipated.

Laundry: In FY1998 $200,000 was appropriated for the relocation and modernization of the
laundry. Preliminary utility installation to outside walls of the new area is complete. Structural
steel has been ordered by the contractor to begin construction of new raised floor system. Major
equipment for this area has been ordered, and will be held by supplier until installation.

Requested Increases:

1. Communication Systems Repairs - This project will replace and reroute a 36-year old
severely deteriorated concrete conduit (raceway) containing critical voice and data
communication lines which serve the East Wing and the Residence. This raceway passes
through the cooling tower discharge areaway for the Residence air conditioning system.
As a result, the raceway is deteriorating from being exposed to the moisture and
chemicals in the discharge air. The venting of the air for the cooling tower is inefficient,
causing higher power consumption. This new project will renovate and replace the
existing raceway with conduits that will not impact the cooling tower discharge airflow
and cabling that will meet current voice and data infrastrucure needs.
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Agency Request
Fiscal Year 2001 - Requested Increases (continued)

2.

Cooling Tower Ozone Generation — This is a classified project to design and install an
Ozone purification system to improve safety and increase the efficiency of the Residence
cooling towers. This project is a further step toward a state-of-the-art solution to the
difficult problem of health and safety issues to year-round cooling operations and
CONtAMINANE TEMOVAL ......cuvrermreieeerarerererrmeresenmeerrraneeesessnssesssnnens $100,000

Transition Impact — The change of Administration in 2001 will require additional funds
for staff overtime, moving and packing items for the outgoing First Family and setting up
the living quarters for the incoming First Family...............cocoevevenna. $100,000

Family Quarters Redecoration - Historically, funds are made available for the First
Family to redecorate the living quarters in the White House. The traditional funding
request has been increased from $50,000 to $100,000 to more accurately reflect the cost
Of T@AECOTAtION ....iuuieneiiiiiaaiiesesinneisianersneieenisrersteessssessssrossrannns $100,000

Linen Replacement Project — Funds are requested to replace and replenish the linens used
in the Executive Residence and for Official and Ceremonial Functions of the Presidency.
The majority of the linens bave not been replaced in 8 years. This project will involve
the replacement of Presidential Seal Napkins, First Family and Guest Room Linens and
Banquet CIOhS ..........cvceeemererererereieiiienenenisieisisisisninmmmamsiserecees $150,000

Computer Modernization Project — Ongoing modernization of the Computer Network
will take advantage of changing technology, replace outdated components of the network,
and upgrade software currently inuse.........cccuuveiiirinniiiininiin, $60,000

TOTAL INCREASES REQUESTED. $5,510,000
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EXECUTIVE RESIDENCE AT THE WHITE HOUSE

White House Repair and Restoration

IDENTIFICATION CODE 1999 2000 2001
11-0109-0-X-802 actual estimate estimate
Obligations by program activity:

00.01 Direct Program 160 519 3,532
01.01 Reimbursable Program 1] ] 0
10.00 Total Obligations 160 519 3,532

Budgetary resources available for obligation
21.40 Unobligated balance available,

start of year 399 239 530
22.00 New budget authority (gross) 0 810 5,510
23.90 Total budgetary resources available

for obfigation 399 1,049 6,040
23.95 New obligations (-) {160) (519)! (3,532)
24.40 Unobligated balance available,

end of year 239 530 2,508
New Budget Authority (gross), detail

Current )
40.00 Appropriation 0 810 5,510

70.00 Total New Budget Authority (gross) 0 810 5,510

Change in unpaid obligations
Unpaid obligations, start of year

72.40 Unpaid Obligations, SOY 0 (16) 40

73.10 New obligations 160 519 3,532

73.20 Total outlays (gross)(-) (165) (463) (2.258)
73.40 Adjustments in expired accounts 0 0 0

Unpaid obligations, end of year

74.40 Unpaid Obligations, EOY 5 61 1,335

Outlays (gross), detail

86.90 Outlays from new current authority 155 463 2,258

89.00 Budget authority (net) 0 810 5,510

90.00 Outlays (net) 155 463 2,258

-g-
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EXECUTIVE RESIDENCE AT THE WHITE HOUSE
White House Repair and Restoration

99.0 Total, Direct Obligations 160 519

IDENTIFICATION CODE 1999 2000 2001

11-0109-0-X-802 actual estimate estimate

Direct Obligations:

25.2 Other Services 160 474 3,387

26.0 Supplies and Materials [¢] 45 145
3,532

-h-
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