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(1)

IRS RESTRUCTURING: A NEW ERA FOR
SMALL BUSINESS

TUESDAY, MAY 23, 2000

UNITED STATES SENATE,
COMMITTEE ON SMALL BUSINESS,

Washington, D.C.
The Committee met, pursuant to notice, at 10 a.m., in room SR–

428A, Russell Senate Office Building, the Honorable Christopher S.
Bond (Chairman of the Committee) presiding.

Present: Senator Bond.

OPENING STATEMENT OF THE HONORABLE CHRISTOPHER S.
BOND, CHAIRMAN, SENATE COMMITTEE ON SMALL BUSI-
NESS, AND A UNITED STATES SENATOR FROM MISSOURI
Chairman BOND. Good morning, the Committee on Small Busi-

ness is called to order.
My colleague and Ranking Member, Senator Kerry, has another

commitment. His staff informs me that he will be joining us short-
ly. But since we said we were going to start at 10, we will get on
with it right now.

As many of you know, this week is Small Business Week, and
I believe it to be very important for the Committee to focus its at-
tention today on one of the most pervasive and continuing issues
confronting small-business owners, and that is their interaction
with the Internal Revenue Service. Over the past 2 years, the IRS
has been taking some major steps to streamline that interaction,
which I hope will take some of the frustration and fear out of
America’s entrepreneurs.

Today, the Committee will examine the progress that the IRS is
making on its modernization efforts. In particular, we will be look-
ing at the new IRS division dedicated to small-business and self-
employed taxpayers in this country. To bring us up to date on the
agency’s work in this area, it is my pleasure to welcome IRS Com-
missioner Charles Rossotti back to the Committee this morning.
Welcome, Mr. Commissioner.

Nearly 2 years ago, Congress passed sweeping legislation, with
strong support of the Administration and the IRS, to rebalance the
focus of the Internal Revenue Service. Broadly speaking, the pur-
pose of the 1998 Internal Revenue Service Restructuring and Re-
form Act was to transform one of the Nation’s most feared enforce-
ment agencies. Our goal was for the IRS to become an agency that
balances the taxpayers’ needs for outstanding service with the
agency’s duty to collect tax revenues in a fair and uniform manner.
As a strong supporter of that legislation, I am pleased that it has
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allowed Commissioner Rossotti and his team of senior managers to
begin the massive effort of transforming an agency that had be-
come such a significant part of the lives of taxpayers, and espe-
cially small-business owners.

A significant part of the IRS’ transformation is expected to occur
through the reorganization of the agency into four operating divi-
sions, each dedicated to the particular needs of specific groups of
taxpayers like small-business owners and the self-employed. I have
asked Commissioner Rossotti to provide us with a progress report
today on the new Small Business/Self-Employed (SB/SE) Division
and the steps the IRS is taking to reduce the enormous tax filing
and reporting burdens that small businesses face every day.

I also see that the new Commissioner of the SB/SE Division, Mr.
Joe Kehoe, is here with Commissioner Rossotti today. We welcome
him as well. Having tried a little bit of retirement, he found that
it was not nearly as rewarding as being actively in the fight, and
he has got it. I admire a man who makes irrational decisions like
that for the greater public good.

A year ago I also asked the General Accounting Office to begin
an examination of the IRS’ plan for the new SB/SE Division. I am
pleased that Cornelia Ashby, Associate Director of the GAO for Tax
Policy and Administrative Issues, is here this morning to report on
the GAO’s findings.

I appreciate the extensive work that the GAO has done on this
project, and the periodic briefings that the Committee has received
over the past year. I also appreciate the IRS’ extraordinary co-
operation with the GAO on this project. While the GAO has identi-
fied some challenges facing the IRS, I think the examination that
Ms. Ashby and her team have now completed validates the IRS’
plans for the SB/SE division and helps us to see some of the bene-
fits that the Division will have for small-business taxpayers.

It is my hope that the new SB/SE Division will contribute to the
overall effort to swing the pendulum back from the heavy-handed
enforcement mentality of yesteryear to one that recognizes the im-
portance of prompt, courteous, and fair service by the IRS for
America’s small-business taxpayers. For too long, small-business
owners and the self-employed have felt they have been treated like
tax cheats simply because they run a small business.

Commissioner Rossotti and Commissioner Kehoe, I urge you in
the strongest possible terms to ensure that, as the new SB/SE Divi-
sion ‘‘stands up’’ later this year, that historic bias of ‘‘guilt by vir-
tue of small business’’ will have no place in the new Division’s
front-line employees or its top management.

Small business owners bear incredible burdens when it comes to
compliance with the overly complicated tax code, as the Committee
saw in great detail at our hearing last April on tax filing and re-
porting burdens. With such complexity, honest mistakes will natu-
rally occur, especially for small-business owners who often cannot
afford professional tax assistance. Those taxpayers need help in
avoiding mistakes and straightening them out when they occur, all
in a manner that treats them as honest, upstanding citizens who
are willing to pay their fair share of the taxes.
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Just as the IRS does not want to be judged by its worst employ-
ees, small-business owners do not want to be branded as criminals
simply because of a few dishonest small enterprises.

This is not to say that the IRS should look the other way when
it comes to disreputable taxpayers who are trying to evade their
tax liabilities. The IRS has a dual responsibility, part of which is
to ensure that taxpayers who owe taxes, pay them. And I strongly
support the IRS’ efforts to collect taxes due in a fair and profes-
sional manner. We can hardly expect honest taxpayers to pay their
fair share, if others are getting away with cheating the system.

As one who just went through the annual ritual of paying my
taxes, I sure do not want to see somebody else getting away with
not paying the taxes they owe, when we pay the taxes we owe.

Finally this morning, I have asked two individuals who currently
serve as informal advisors to the IRS to provide the Committee
with their perspective on the agency’s new SB/SE Division and the
steps the IRS is taking to reduce the compliance burdens on small
businesses and the self-employed.

Sandra Abalos is the owner of Abalos & Associates, an account-
ing firm in Phoenix, Arizona. This morning, we will be testing the
boundaries of the Senate’s technological advancement by having
Ms. Abalos join us from Phoenix via video conferencing. We look
forward to her insights as a member of the IRS Electronic Tax Ad-
ministration Advisory Committee on the new SB/SE Division and
the efforts underway to encourage and improve electronic tax filing.

I should also note that this morning’s proceedings are being
broadcast on the Internet via the Committee’s web page at
sbc.senate.gov.

Last, but certainly not least, will be Roy Quick, Jr., a fellow Mis-
sourian, a good friend, and a principal in the Quick Tax & Account-
ing Services. Mr. Quick is also a member of the IRS Advisory
Council, and he will give us his perspective on the new SB/SE Divi-
sion, as well as some of the agency’s efforts to provide taxpayer
education in the pre-filing stage in order to reduce errors and pro-
vide better compliance by small-business taxpayers.

With that, Mr. Commissioner, I know that you have a very full
statement that we will accept for the record, and I ask now that
you summarize your testimony and begin the proceedings.

STATEMENT OF THE HONORABLE CHARLES O. ROSSOTTI,
COMMISSIONER, INTERNAL REVENUE SERVICE, WASH-
INGTON, D.C.

Mr. ROSSOTTI. Thank you very much, Mr. Chairman, and thank
you for having me here this morning. I think it is very helpful for
you to have this hearing at this particular point in time, when we
are really at the beginning of what I think is a whole new era in
tax administration with respect to especially the small business
community.

Of course, we are following, we think, the Restructuring and Re-
form Act as our road map as we embark on this huge moderniza-
tion. We think that as we look across all of the parts of the tax-
payer base that we serve, we really believe that the opportunities
we have to improve service to the small-business taxpayer are
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probably some of the best opportunities we have. Which is another
way of saying we have some of the greatest room for improvement.

We believe that we must help these taxpayers and I would stress
especially almost 800,000 new businesses that startup every year,
to understand what is expected of them and to stay in compliance
from day one.

Very much as you summarized in your opening statement, Mr.
Chairman, we are stressing the balanced approach to doing this tax
administration. We know that the vast majority of small-business
taxpayers do want to comply with their tax obligations. And we
have to help them do that every way we can, to make it as easy
as possible, and especially to prevent problems before they even
occur.

Of course, for that small minority who do refuse to meet their ob-
ligations, they cannot be allowed to unfairly burden the remainder,
and we need to take necessary steps to bring them into compliance.

What we are trying to do is take a short-term and long-term ap-
proach to this. We know we cannot do everything at once. In the
short term, we are working on new avenues of communication and
new technologies to help provide quality service at convenient
times. I think one of the important things we have done for hard-
pressed small-business owners who do not have a lot of time, is to
open our phone service 24 hours a day, 7 days a week, so that peo-
ple can communicate with us when it is convenient for them.

We have also created a CD–ROM that has a great deal of infor-
mation that any small-business owner could benefit from.

Chairman BOND. I imagine that is a best seller.
Mr. ROSSOTTI. It is actually a pretty good seller. I think your

staff has copies of this and have been looking at it. Of course, we
have all of this on the web site as well. Our small business corner
on the web site, which I think is very helpful in terms of being able
to assist small businesses since most small businesses now have
some computer capability, gives them a chance to go to the web site
and get what they need.

We are also trying, of course, to make it easier to actually file
and pay taxes. On the quarterly return side, which is some of the
most frequent filings, small businesses can now do that either by
touch tone phone or filing online directly from their own computer.

Something new for the next filing season, which we think will be
very popular with many self-employed taxpayers and small busi-
nesses, is a checkbox on the form 1040 which will basically allow
people to, just by checking this box, allow their preparer or the per-
son that prepared their return to communicate with us without
having to file still another return—another form just to be able to
authorize them to do that. This seems to have gotten a good re-
sponse and we look forward to expanding that potentially to other
forms after we test it the first time.

We are also expanding our voluntary tip compliance program, so
that people can now devise their own tip agreements, in addition
to the standard ones that we provide. Any industry now, where tip-
ping is a customary practice, we think this will expand what has
been already a successful program, to use voluntary agreements to
encourage compliance rather than having to go in and audit things
after the fact.
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Those are some short-term things. We know that they only
scratch the surface. We do not, in any way, claim that these are
anywhere close to what we need to do to relieve the burden and
to make ourselves more efficient with small-business taxpayers.
But we think they are some steps.

Now of course, the other big step that we are taking, which you
mentioned in your opening statement as the key focus of this hear-
ing, is the establishment of four operating divisions as the primary
units of operation in the IRS. One of the most important of those
will be the Small Business and Self-Employed Division. We are still
targeting to get that division operational officially as of October 1.
We have much to do to make that happen but we are definitely set-
ting that as our goal.

As you noted, Mr. Kehoe who is here with me today is the Divi-
sion Commissioner. And Dale Hart, who is an experienced IRS ex-
ecutive, also has been sworn in as the Deputy Commissioner.

Just briefly, to outline what we are going to have in this unit,
we will have three major components that actually deal with tax-
payers. I think that, right off the bat, is an important statement
because it is an attempt to be balanced in the very structure of the
division itself.

The first one is our Taxpayer Education and Communication di-
vision, which will have not only a national office but a field staff
that will operate in 86 territory offices throughout the United
States. I will note that one of these will be in St. Louis, Mr. Chair-
man. I think that once this office is fully staffed, it will have about
six times as many staff across the country as we currently have
today devoted to this function. Of course, that is because we have
very few devoted to this function right now.

But in the future, we will have a fully staffed, across the country
set of offices. For example, in St. Louis, we would expect that they
will work very closely with some of the local offices, the State of
Missouri for example, in order to generate one-stop shopping with
the State. We would work closely with local small business associa-
tion offices, and especially something that we are working very
hard on, working with the Small Business Development Centers.
They are very effective educational organizations that already offer
many courses for small businesses, and we want to partner with
them.

In addition, the taxpayer education group will pick up the re-
sponsibility that is currently done on sort of a detail, part-time
basis during our filing season to help taxpayers who have ques-
tions, either in our direct field offices or over the phone. That will
also help both taxpayers and also help us avoid what is today a
major problem in that we have our compliance people, our revenue
agents, get off their cases in order to work on things during the fil-
ing season.

So that is a very important and, I think, one of the most impor-
tant new initiatives, our Taxpayer Education and Communications
organization.

The second major component will be our customer account serv-
ices. Actually, it will be the part of the organization that probably
most taxpayers will most interact with, because this will be the one
to which you actually send in your returns, and get refunds and
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payments, and deal with the normal kinds of transactions that take
place every day in any business operation.

I think the key thing here is that once we get this fully estab-
lished, we will then have account representatives who will be dedi-
cated and specialized to deal with small-business and self-employed
taxpayers. So they will be more capable, we hope, in fact I am cer-
tain, will be more specialized in understanding particular problems
that occur with small businesses who interact with us more fre-
quently, of course, than the individual taxpayer who sends in their
return once a year.

Their job will be to make that process, which is actually the most
frequent interaction process, as smooth as possible.

Of course, the third component will be our compliance organiza-
tion, which will have a full field organization, as well as phone and
other resources, to perform the traditional functions of examining
returns and collecting overdue accounts, which is a very important
function. But they will also assist in the overall strategy of devel-
oping voluntary compliance to its maximum.

Finally, one of our goals in the compliance area, which will take
some new technology to enable, but which over time I think has
tremendous potential. When we do intervene with the taxpayer we
want to do it as quickly as possible after we find a problem. Often-
times, in collection from small businesses, the problem is not that
the customer will not pay, it is that they cannot pay because we
have gotten to them so late, by that time the money is gone or they
have just gotten into an intractable problem.

So one of our key goals in compliance is to speed everything up,
so that if we are going to talk to a taxpayer about a problem, let
us do it as quickly as possible, get it resolved, and get in and out.
That is what we hear as one of the main things that our taxpayers
tell us, and it is just common sense.

Those are kind of the main outlines of where we are going. I be-
lieve that if we can sustain this program, Mr. Chairman, we really
can, I think, be more effective on both of the missions that you
have mentioned in your statement, to provide quality service to all
of the compliant taxpayers, which are the majority of them, and
also to ensure fairness in the system by enforcing compliance
where that is required.

We do need some resources, and I have to mention that our fiscal
year 2001 budget is still up for consideration. Frankly, it is very
important that we get that budget so that we will have the re-
sources to staff some of these things that I have mentioned, and
also to invest in the technology that we think is really critical in
order to improve service, especially in the account area, which is
where most of our small-business taxpayers really interact with us
most of the time.

So with the support of Congress, in committees like your Com-
mittee and our other committees, which I am very happy to say so
far has been very positive, at least so far this year, I think we can
continue this tremendous transformation. And I think in the next
year to 2 years really begin to seriously deliver on our commit-
ments to improving the way tax administration works for all tax-
payers, but especially for small-business and self-employed tax-
payers.
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Thank you very much, Mr. Chairman.
[The prepared statement of Mr. Rossotti follows:]
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Chairman BOND. Thank you very much, Mr. Commissioner.
Those are very encouraging words, and we commend you for the di-
rection you are taking.

Before I turn to questions, though, I want to close the loop on
a project that you were kind enough to help us initiate at the Com-
mittee’s hearing last April on small business tax filing and record-
keeping burdens. After that hearing, as you recall, we posted on
the Committee’s web page the ‘‘IRS Paperwork Unpopularity Poll.’’
For the past year, we have collected input from small-business
owners on the IRS forms, instructions, and publications, letters and
notices most in need of revision.

This morning, I am pleased to present you with the results of
that poll. May I have the envelope, please? I always wanted to do
that.

Mr. ROSSOTTI. I cannot wait to see what is coming out of that
envelope.

Chairman BOND. We have preserved the anonymity of each par-
ticipant. We are providing you with the complete documents and
the votes cast on each type. Without reviewing the entire report,
let me announce the winners.

The five most unpopular IRS forms are: No. 1, Form 1040, the
U.S. Individual Income Tax Return. No surprise.

No. 2, Form 941, the Employer’s Quarterly Federal Tax Return.
No. 3, Form 4562, Depreciation and Amortization. No. 4, Form 940,
the Employer’s Annual Federal Unemployment Tax Return. And
No. 5, Form 1065, U.S. Partnership Return of Income.

To give you a flavor of how candid the comments were, let me
just quote from two of our participants regarding the depreciation
and amortization, Form 4562. One participant wrote:

I have a degree in accounting with honors from the University of Texas . . . and
I have to read the rules on depreciation at least three times every year, and then
just pray that I’m interpreting them correctly.

And on Form 941, the Employer’s Quarterly Federal Tax Return,
a participant noted:

Way too confusing for anyone without a degree or a CPA. Trying to figure out if
I have a credit or owe money is difficult. My monthly liability and my quarterly li-
ability is always just a few cents different. It’s a lot of useless paperwork to find
I’ve overpaid by 12 cents.

He has the same problem I have with my checkbook.
Commissioner, your willingness to examine these forms and doc-

uments is a testament to the IRS’ overall efforts to provide greater
service to America’s taxpayers. It is an important step forward in
reducing tax filing and recordkeeping burdens that small business
and the self-employed encounter every day. I look forward to work-
ing with you to reduce the filing and compliance burdens.

I thank you very much for participating with us in that poll.
Mr. ROSSOTTI. Thank you very much, Mr. Chairman. We have it

right here and we will be looking at these comments very carefully.
Of course, I think getting rid of the 1040 may be a little beyond
our capacity.

Chairman BOND. I do not think anybody asked to get rid of it,
but perhaps some of the comments can help translate it into read-
ily understandable language.

VerDate 11-MAY-2000 08:21 Sep 19, 2000 Jkt 066223 PO 00000 Frm 00033 Fmt 6633 Sfmt 6601 E:\HEARINGS\65345 pfrm02 PsN: 65345



30

Let me turn now to a series of questions. First, in your testimony
you described the SB/SE Division’s Taxpayer Education and Com-
munication component. How will you assess whether these efforts
are getting to the taxpayers, as opposed to the tax preparer, and
whether they are effective?

Mr. ROSSOTTI. I think that one of the techniques that we have
begun to use on evaluating all of our programs, and we will most
definitely use it for these programs, the simplest way is just to ask
the customer. In other words, survey the taxpayers on a regular
basis. We are already doing this on many of our programs, and we
are actually not only serving them but we are actually building this
into the performance measures for our managers in our whole orga-
nization.

Although we have not gotten this unit established yet, I feel sure
that we will do that. We have some pilot projects that have been
very interesting in different parts of the country that we are going
to build on, and we have already been doing some surveying of the
participants.

A lot of times what you find, especially with the new business
owners, is that they have a trade or a skill. I was out in California
last week, and we have a program out there that is a good proto-
type I think of what we want to do for home-health care providers.
There is quite a booming industry, people using people to come into
their homes to provide help or health care for elderly people and
others who need care. These people do have to get licensing, but
many times they do not know anything at all about business or
taxes.

Both we and the State of California, in this case, found out that
they were getting behind. We were going in and auditing them or
finding they had not paid something and shutting down and that
was not benefiting anybody. So we developed this program in the
State of California, as part of the process where they get their li-
censing to give them basically a fairly simple 2-hour kind of primer
on what needs to be done to file and pay their taxes.

Then we went back and surveyed them and got very good re-
sponses from the participants in that kind of a program that say
this is really helpful, I did not know anything about this. It really
is a way to keep them where they need to be. So a very simple
method of just simply asking them and seeing if they have gotten
something out of it.

In the longer term, we want to actually measure the effect on
compliance of these activities, which is a more difficult thing to do,
but we will definitely have that as part of our longer term plan.

Chairman BOND. This Committee has taken a real interest in the
plight of home-health care agencies. Last year we held hearings on
it. The question is whether the Health Care Financing Administra-
tion will eliminate them, execute them before they can get around
to paying their taxes. So I would say that, in this one area, you
are probably not the least favorite agency of the Federal Govern-
ment with which the home-health care providers have to deal.

I am sure, as you talk to home-health care people, you will en-
counter some of those questions. I guess, fortunately or unfortu-
nately, that is not your problem. It is ours, and a great concern of
many members of this Committee and mine.
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With respect to the customer account service of the new SB/SE
Division, do you have some problems with the aging technological
capabilities? You mentioned in your comments the need for tech-
nology. Will it be a hurdle to overcome the technological gap to pro-
vide the kind of customer service improvements you envision?

Mr. ROSSOTTI. Unfortunately, Mr. Chairman, I have to say it is
a major hurdle, especially in that area. Let me put it this way, it
is an obstacle or a barrier. By that, we do not mean that we are
going to just wait and do nothing until we have replaced all our
technology, because that is not a good approach. We are trying to
do what we can.

But just to give you a couple of examples, one of the problems
we have is with just simply the timing of updating our files. Some-
body calls us in and says I have paid such and such an amount,
and it takes anywhere from—it could take as long as 16 days, be-
cause of the way our systems work, to actually get that transaction
updated on what we call our master file.

So in the meantime, it is possible that the person could get an-
other notice or could call in again. You get this kind of cycle that
is very, very bad. A lot of the times when people, you probably get
complaints from your constituents, every member virtually does,
about this kind of thing. From the taxpayer’s point of view, it
seems inexplicable. I have already called up. I have paid. I have
settled this. And then they get another letter, and then they call
up again.

It is simply the fact that we have a 35-year-old system that takes
up to 21⁄2 weeks. That is a major problem.

Another problem is with the notices. We send out 180 million no-
tices a year. Many of them go to small businesses. Many of those
people complain that they cannot understand what it is. I got a
complaint recently from one of your colleagues, Senator Domenici,
from one of his constituents, where he said the taxpayer was furi-
ous. I got a notice that said he had not paid by 1 cent and he got
a penalty for $286. It looked very much like that, if you read this
notice, like that is exactly what happened.

Of course, we looked into this, and the reality was the penalty
was not for the 1 cent. The 1 cent had nothing to do with it. It had
to do with some late payments on a previous filing that just carried
over to this notice. But the notice did not tell him anything about
this. So it just looked to him like that is what the problem was.

And yet, although we are trying to fix some of these notices, we
do not have, in all cases, the data in our system, in our data base,
to be able to actually carry it forward, to be able to explain fully
to the taxpayer what is in these notices. So it is not just a matter
of rewriting them, it is the underlying computer systems.

These are just two examples. But fundamentally, we have a tax
system, Mr. Chairman, that depends on computer systems that
were, many of the key parts of it, actually designed and built in
the 1960’s and 1970’s, and we are now in the 21st century. So we
cannot really deliver what is expected appropriately by the tax-
payers.

That, of course, is why we have our whole technology moderniza-
tion program which has begun, but which is a long-term program

VerDate 11-MAY-2000 08:21 Sep 19, 2000 Jkt 066223 PO 00000 Frm 00035 Fmt 6633 Sfmt 6601 E:\HEARINGS\65345 pfrm02 PsN: 65345



32

and which, of course, will require continued funding in order to be
successful.

Chairman BOND. I can sympathize with the fellow that had the
notice. One of my first encounters with the IRS some 35 years ago
when I was called in to the office because they claimed I had not
paid the quarterly taxes I owed. I brought in the canceled check
stubs, and I sat down with a gentleman who had not had his coffee
that morning, he was not really awake. And I said here is our prob-
lem. You say I have not paid, but here is the canceled check that
you deposited.

He said let me go talk to my supervisor. So he came back after
10 minutes, and he said, ‘‘Well, we are willing to compromise this.’’
That is when I lost it. I said, ‘‘No, no, no, I paid it. We are not com-
promising anything.’’

I hope that that is long gone, but I know that my first experience
set my teeth on edge a bit, so I think that is important, as well.

In the testimony, you note that the third component of the SB/
SE Division will be a traditional compliance function. As I indi-
cated, I support that in order to ensure that the system is fair, the
taxes owed are collected. Because of the complexity of the tax code,
however, would you consider implementing a program under which
penalties for first time taxpayer errors in mitigating circumstances
are waived?

Mr. ROSSOTTI. As a matter of fact we do have, of course, the au-
thority to abate penalties. The most common case where that oc-
curs is the first time somebody has had to make, for example, a tax
deposit. We actually have a program in effect right now, which we
just fairly recently implemented within the last couple of years,
where we automatically waive the penalties.

I did find out that we were not, however, until very recently, no-
tifying the taxpayer that they had this problem and that we had
waived the penalty. So therefore, they were in the position where
they could have done it a second time and gotten the penalty. This
was an interesting finding.

So we have got a system now where we at least send the tax-
payer a letter when that happens to tell them look, you did not do
this and we waived the penalty because obviously it was your first
time, just to let them know what they are supposed to do the sec-
ond time. I think that is a better system.

So I agree with you, in many cases, we should do that. As a mat-
ter of fact, we have that program in the case of the tax deposits
program. We certainly would look at that as a key criteria for abat-
ing penalties in any other situation where it was a first-time filer.

We are not really trying to use penalties to penalize people, ex-
cept where it is really a legitimate issue. It is just part of the tax
system. We do have, fortunately, the authority in most cases to
waive the penalties if it is justified.

Chairman BOND. When can we tell small businesses they could
expect to start seeing some substantive changes in the kind of as-
sistance the IRS provides and/or the way it provides the informa-
tion, as you describe in your testimony?

Mr. ROSSOTTI. Well, I think we could claim that, at a limited
level, it has already begun, it has already happened. We have not
waited until we have the new division started up.
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I mention some of the things, that is why I mentioned them in
my testimony. I will not repeat them again, but the 24-hour phone
service, the web site, the other forms of communication.

And I think more generally, just our whole mission, our more
balanced focus of how we want to administer the tax system, I
think has had considerable effect in the way our employees—which
have responded to this very well—deal with taxpayers. We have
had a considerable focus on training and balance measurement of
performance, for example.

So those things have already happened. I think that there are
some other things in the pipeline for next season, next filing sea-
son. I mentioned the checkbox. And we will begin, we hope, to spe-
cialize some of the phone service a little bit more.

So I think that we have already done some things. We will have
more things next year. I think over the following 2 years, 2001 and
2002, we will have then at least a major part of our organization
in place. Assuming we can get the funding we requested for the
staffing and the technology, we can then put in place some of these
new initiatives that we have requested.

So I think we have seen some improvement already, and I think
there has been some feedback from our taxpayers to that effect. I
hope it will accelerate over the next 2 years.

Chairman BOND. Mr. Commissioner, as I said, there are several
of my fellow Committee members who wanted to come. Obviously,
they have been held up. We will leave the record open for questions
that I have, which we will submit in writing. We will ask staff to
prepare, by the end of this week, any questions that they have for
you.

We very much appreciate your willingness to come and be with
us today. We will be hearing from the GAO next, and others, but
I know your time is very busy so we appreciate your being with us.
Commissioner Kehoe thank you for joining us, as well as the rest
of your staff. We look forward to continuing to work with you and
expect very good things from the SB/SE Division.

Thank you very much for being with us today.
Mr. ROSSOTTI. Thank you very much, Mr. Chairman.
Chairman BOND. Our next panel is Ms. Cornelia Ashby, Asso-

ciate Director for Tax Policy and Administration Issues at the Gen-
eral Accounting Office. Ms. Ashby, it is a real pleasure to have you
with us.

I am also pleased this morning to release the study that the GAO
undertook at my request on the IRS’ efforts to construct a model
that will estimate the tax burdens imposed on America’s taxpayers.
This first stage of this model focuses on taxpayers with wage and
investment income and is expected to assess the pre-filing, filing,
and post-filing burdens that taxpayers encounter.

While this part of the model does not directly affect small-busi-
ness owners and the self-employed, it will be the basis for what we
anticipate will be the next stage, a burden model covering small-
business taxpayers.

I applaud the IRS for attempting to update its antiquated bur-
den-estimation process, and I greatly appreciate the GAO’s review
and evaluation of the IRS’ efforts as the agency works toward a
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model that will accurately assess the enormous tax compliance bur-
dens borne by small-business owners in America.

With that, Ms. Ashby, we will make your full statement and this
other information part of the record. We thank you for your excel-
lent assistance, and welcome you here today.

STATEMENT OF CORNELIA M. ASHBY, ASSOCIATE DIRECTOR,
TAX POLICY AND ADMINISTRATION ISSUES, GENERAL GOV-
ERNMENT DIVISION, U.S. GENERAL ACCOUNTING OFFICE,
WASHINGTON, D.C.; ACCOMPAINED BY KIRK R. BOYER, SEN-
IOR EVALUATOR, KANSAS CITY FIELD OFFICE, AND JAMES
A. WOZNY, ASSISTANT DIRECTOR, TAX POLICY AND ADMIN-
ISTRATION ISSUES, GENERAL GOVERNMENT DIVISION

Ms. ASHBY. Thank you, Mr. Chairman.
We are pleased to be here today to discuss factors that have com-

plicated small businesses’ efforts to comply with Federal tax laws
and IRS’ efforts to provide better service to this important group
of taxpayers. James Wozny and Kirk Boyer are accompanying me
today.

The IRS Restructuring and Reform Act of 1998 required IRS to
place greater emphasis on meeting taxpayers’ needs and to estab-
lish new operating units to serve groups of taxpayers with similar
needs. In response, IRS is reorganizing into four operating divi-
sions. No. 1, the Small Business/Self-Employed Operating Division
will serve small corporations, partnerships, farmers and other self-
employed individuals, a group that we will refer to as ‘‘small busi-
nesses.’’

Our remarks are based on results of the two studies that have
been mentioned this morning that the Committee asked us to do,
one on the extent to which the IRS’ plans for SB/SE address factors
that have complicated past interactions between small businesses
and the IRS; and another on the IRS’ new taxpayer burden esti-
mation models.

The first study is ongoing and our remarks today are based on
preliminary results. We have completed the second study and you
have just released our report.

In summary, factors that have complicated interactions between
small businesses and the IRS relate to the potential for non-compli-
ance among small businesses, the way the IRS has structured its
organization and allocated its resources, and the reluctance of
small businesses to go to the IRS for help. Although the IRS’ plans
for SB/SE address these complicating factors, the IRS will face sev-
eral challenges as it implements those plans.

First, I will discuss the complicating factors. According to the
IRS, small businesses are more likely than other taxpayers to have
compliance problems. IRS data show, for example, that small busi-
nesses tend to have more collection cases involving withheld em-
ployment taxes than do larger businesses. Complexity, in combina-
tion with the resources available for dealing with that complexity,
may account for some small business non-compliance.

While small businesses, like larger ones, encounter complex tax
issues and are subject to multiple layers of filing, reporting, and
deposit requirements, they do not always have the kinds of re-
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sources on a continual basis that they need to understand and deal
with those issues and requirements.

Other factors that may contribute to a small business’s potential
for non-compliance are cash-flow limitations and the fact that busi-
ness income, unlike wage and investment income, is generally not
subject to withholding or some form of third party reporting.

Because the IRS is organized and allocates its resources along
geographic and functional lines, it is designed to handle a wide
range of issues pertaining to all taxpayers with little or no focus
on specific taxpayer segments, such as small businesses. As a re-
sult, the IRS does not have any easy means of accessing com-
prehensive information about small-business taxpayer accounts.
This can inhibit its ability to identify and resolve tax-compliance
problems of small businesses.

Further, the IRS has historically allocated most of its resources
to correcting problems rather than preventing them. This emphasis
is especially problematic for small businesses that need assistance
up front and that, absent help, are at a high risk of going out of
business if problems arise.

The results of our survey of a stratified random sample of 1,000
small businesses representing a study population of 398,105 small
businesses nationwide showed that many small businesses were
unaware of key IRS services or knew of the services but did not
use them. Many expressed negative feelings about their past inter-
actions with the IRS. Small business owners participating in IRS
focus groups indicated that they had limited familiarity with or use
for IRS’ products and services because they relied on tax practi-
tioners.

Small business representatives told us that small businesses
would rather rely on tax practitioners because they are too busy,
they do not trust the IRS, or the IRS’ services are not conveniently
offered.

IRS’ plans for SB/SE indicate that it will address the factors we
identified as complicating interactions between the IRS and small
businesses by dedicating an operating division to small businesses,
determining the characteristics and needs of that population, shift-
ing more resources to prevention, partnering with tax practitioners
and other organizations from which small businesses are likely to
seek help, and by customizing its products and services to meet the
needs of small businesses.

The IRS should be in a better position to provide small busi-
nesses improved customer service. However, it will not be easy for
the IRS to implement its plans for SB/SE. The IRS and the new
division must confront several challenges.

First, SB/SE will serve a large and diverse population, the mem-
bers of which can migrate between operating divisions as their cir-
cumstances change from year to year. The diversity of the small
business population will require the SB/SE staff to specialize in a
wide range of tax issues and deal with a wide range of taxpayer
needs.

In addition, SB/SE is expected to do examination and collection
work for other operating divisions. These responsibilities could
stretch the capabilities of management and staff of SB/SE and di-

VerDate 11-MAY-2000 08:21 Sep 19, 2000 Jkt 066223 PO 00000 Frm 00039 Fmt 6633 Sfmt 6601 E:\HEARINGS\65345 pfrm02 PsN: 65345



36

lute its taxpayer focus. Taxpayer migration also poses a challenge
to the taxpayer focus intended by the reorganization.

Antiquated information systems and a shortage of staff with
needed skills will also challenge SB/SE. Antiquated computer sys-
tems have long hindered the IRS’ efforts to manage operations and
serve taxpayers, and improvements are critical to SB/SE’s overall
success. A shortage of staff with needed skills can also adversely
affect SB/SE’s ability to deliver new programs and services.

For example, SB/SE intends to improve taxpayer education and
assistance through research and analysis of taxpayer characteris-
tics and behavior. However, according to the IRS, it does not have
enough employees who possess the requisite skills such as market
research, forecasting, and trend analysis.

SB/SE, like the rest of the IRS, is challenged to develop an inte-
grated performance management system that creates incentives for
employee behavior that support organizational goals. Although the
IRS has clearly made progress in implementing new performance
measures, it does not have a measure for voluntary compliance.
The absence of such a measure could hinder SB/SE more than
other operating divisions because the SB/SE population generally
has a greater potential for non-compliance.

A second critical aspect of performance management is an em-
ployee evaluation system that reflects the organization’s mission.
The IRS recognizes that, with respect to SB/SE, a successful blend
of customer service and compliance activities will require not only
a substantial shift in employees’ skills and abilities but also a sig-
nificant change in employees’ attitudes and behavior. A change
that is dependent on employees being able to see a clearer connec-
tion between their day-to-day activities, their performance evalua-
tions, and the overall organization’s goals.

Finally, in closing, let me briefly address another area of interest
to the Committee, the IRS’ efforts to estimate compliance burden
on taxpayers. Besides measuring voluntary compliance, it is also
important that the IRS be able to measure compliance burden. To
do that, the IRS is pursuing a multi-phase strategy. Initially, the
IRS is focusing on the design and implementation of models for es-
timating the Federal income tax compliance burden on taxpayers
who are served by the new Wage and Investment Income Oper-
ating Division. The conceptual definition of compliance burden de-
veloped for that group, and the theoretical framework for meas-
uring that burden are supposed to build the foundation for devel-
oping burden estimates for other taxpayer groups, including small
businesses.

The IRS has begun to implement its strategy by contracting for
the development of two models that, when combined, should pro-
vide more reliable estimates of W&I taxpayers’ Federal income tax
compliance burden than current methodology. The models are also
designed to provide the IRS with a greater capacity to analyze the
impact of tax law and administrative changes on that burden. As
with all such modeling, the specific capabilities and precision of the
new models will depend on the quality of the underlying data.

Mr. Chairman, this concludes my statement. We would be glad
to answer any questions you have.

[The prepared statement of Ms. Ashby follows:]
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Chairman BOND. Thank you very much, Ms. Ashby.
Recognizing that most small businesses use tax preparers and

that there seems to be a reluctance on the part of small business
to go to the IRS for help, what do you think the IRS’ role should
be in providing help to small-business taxpayers?

Ms. ASHBY. We think, and the IRS in its plans seems to recog-
nize this, that one avenue to help small businesses is to go to tax
preparers, to use them as a resource, by first of all making sure
the tax preparers understand what the requirements are and using
them and partnering with them in getting the word to small-busi-
ness owners and managers.

Chairman BOND. I can see some happy tax preparers. I know
they will be glad for that.

To what extent are there small businesses these days who still
try to do it on their own, and do not use tax preparers?

Ms. ASHBY. I will let my colleague, Mr. Boyer, who is more famil-
iar with the results of our survey, answer, but overwhelmingly I
think we found that most small businesses do use tax preparers.

Mr. BOYER. Yes, sir. Based on our survey results, we found that
94 percent of small businesses use tax preparers of one sort or an-
other. That does lead, as Ms. Ashby said, to a great challenge of
communicating or providing up-front input for the taxpayers, when
so many of them go through tax preparers.

Chairman BOND. I would say that 6 percent is either very brave
and very well-informed, or brave and . . . anyhow.

Ms. ASHBY. I wanted to make the point that while there is a
higher-percentage usage of tax preparers to prepare tax returns,
small businesses really need advice at other times during the year.
They lack the availability of continual resources as they are plan-
ning their activities to put themselves in the best position tax-wise,
and as they are doing the things they need to do during the course
of a year to be prepared for that year-end filing. That is where
small businesses have difficulty.

Chairman BOND. Your testimony mentions several challenges
facing the IRS as it implements its new operating division. Which
of these challenges do you think will be most difficult to overcome?
And how do you see them dealing with those challenges?

Ms. ASHBY. I think the most difficult challenge will be the com-
puter systems.

Chairman BOND. Getting back to the technology side of it.
Ms. ASHBY. Yes, as the Commissioner explained to us. He is

right, the IRS cannot wait until those systems are sufficiently im-
proved in order to do something. The IRS has to operate with what
it currently has.

But the difficulties involve, for one thing, identifying who small
businesses are in order to be able to look at their characteristics
and assess their needs. Right now, with the two master files, the
individual master file and the business master file, some small
businesses are in one, some are in another. They are intermingled
with other types of taxpayers. So that, in and of itself, provides dif-
ficulty in terms of doing some of the things that the IRS would like
to do in the future.

And then, as the Commissioner stated, the problem with delays
in posting transactions, and inaccuracies in the records themselves
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are a problem throughout the IRS and for anything it encounters
or anything it tries to do.

Chairman BOND. That is very helpful to know. I do not happen
to serve on the Treasury Postal Subcommittee anymore, but we
will be communicating to Chairman Campbell the information that
both you and the Commissioner provided us.

A final question, sort of a broader goal, what do you see, in addi-
tion to the computer issue, as being the principal risk to the suc-
cess of the IRS efforts to develop the improved burden estimation
models? Is there anything that they could be doing that they are
not, that could minimize those risks?

Ms. ASHBY. I am going to let Mr. Wozny answer that, and I will
just say, as I mentioned in my short statement and as we state fur-
ther in our longer official statement, the underlying data that is
the basis for the statistical equations that are used in the model
are the most problematic. But I will let Mr. Wozny say more.

Mr. WOZNY. Right, and the most difficult data to come by are the
information on the burden itself. The IRS, and its contractor, have
decided to try to obtain that data through a survey. Past efforts
have indicated that taxpayers have limited ability to recall the bur-
dens very precisely.

But the contractor is expert in conducting mail surveys and they
will be trying to increase the response rate and to provide guidance
to taxpayers in order to prompt their memory on the burdens.

Chairman BOND. I would have to say they probably have the
fisherman’s veracity problem, because that 12-inch bass that you
release today is 16 inches long by tomorrow. And next week you
are telling everybody how you threw a 20-inch bass back. So I can
imagine that there are some difficulties in concluding that.

As I said earlier, we will keep the record open. We may have
some further questions, and I invite my fellow Committee members
and their staffs to submit their questions for the record by the end
of this week. We thank you very much for your good work. As al-
ways, the General Accounting Office is most helpful to us in obtain-
ing an independent review in order to confirm or amplify the infor-
mation that we have received.

Ms. Ashby, Mr. Wozny, Mr. Boyer, thank you very much for
being with us today.

Ms. ASHBY. Thank you, Mr. Chairman.
Chairman BOND. Now, Ms. Abalos, can you hear me?
Ms. ABALOS. Yes, I can. Can you hear me?
Chairman BOND. Yes, the wonders of modern technology come

through, and we are very pleased that you can be with us today.
We also will have, at the table, Mr. Roy Quick. We thank you both
very much for joining us today, for taking the time to come and be
with us through the means of modern technology.

As I indicated before, we will invite Ms. Abalos to summarize her
testimony, and we will include the full written testimony in the
record. Ms. Abalos, we invite you to make your comments.
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STATEMENT OF SANDRA A. ABALOS, CPA, PRESIDENT, ABALOS
& ASSOCIATES, P.C., PHOENIX, ARIZONA

Ms. ABALOS. Thank you so much for providing the opportunity to
give testimony via the teleconference. I did not hear the opening
remarks, but the sound seems to be fine now.

Taxation and all the issues surrounding tax compliance is one of
the difficult aspects of running a small business. Compliance be-
comes not an issue of intent, but it becomes an issue of education,
awareness and resources.

Historically, the relationship between the Internal Revenue Serv-
ice and the small business community could be likened to ‘‘swim-
ming with the sharks’’. This fear factor approach, however, fosters
an ‘‘us against them’’ mentality that has produced really less than
desirable results.

I have reviewed the mission and organizational structure of the
Small Business/Self-Employed Operating Division of the IRS and I
must say that I am very encouraged by the concentrated customer
service focus of the SB/SE Operating Division. I think the IRS is
to be commended for their efforts in identifying the distinct market
segments of the taxpaying community and then developing an orga-
nizational structure that will provide meaningful customer service
and support.

I am particularly interested in the organizational segment
named, Taxpayer Education and Communication Organization, the
TEC. This is described as a ‘‘customer-focused organization that
routinely solicits information concerning the needs and characteris-
tics of its customers and implements programs based on the infor-
mation received.’’ Within the TEC structure is the TEC Partner-
ship Management arm that will interface with certain user groups.
The TEC Partnership Management will proactively partner with
Government agencies, small business organizations, practitioner
groups, and other professional and volunteer organizations.

The ETAAC, Electronic Tax Administration Advisory Committee,
prepares an annual report to Congress, which is forthcoming. It is
due at the end of June. In considering a strategy to increasing elec-
tronic filing participation within the business community, we in-
cluded ‘‘Community Alliance Initiatives’’ within the report.

I happened to author this section of the ETAAC report and I in-
cluded it in full in my written testimony. The report describes a
formal working relationship between the IRS and the respective
user groups very similar to what is envisioned in the TEC partner-
ship management initiative.

I had envisioned this working relationship between the small
business community and the IRS before really reviewing the ex-
press directives of the IRS SB/SE Operating Division. Thus, I was
really excited to see this concept in the structure.

The community alliance initiatives of the ETAAC report reads in
part:

The electronic filing goals established by Congress require considerable participa-
tion from a broad spectrum of taxpayers and tax practitioners. The simple wage and
interest type of 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.
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The tax preparer community is extremely diverse in tax practice procedures and
in client profiles. For some preparers, electronic filing provides efficiencies and in-
centives. For other preparers, electronic filing presents a burden. There are tremen-
dous opportunities for tax preparer associations to provide constructive input, opin-
ion, 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 the change,
complexity and cost. A seemingly simple initiative will emerge as a compliance
nightmare within the small business community. The advance input and endorse-
ment of the small business community will ensure a successful program.

When I am sitting in the ETAAC meetings, just as an example,
one of the Committee members said, ‘‘Gosh, the small business
community had a cow with EFTPS. We do not get it.’’ Well, had
I been on the Committee at that time, I could have told you exactly
what the cow was going to be about and perhaps prevented some
of that from happening.

The TEC Partnership Management Division is the vehicle to
produce such results. The IRS needs to identify and resolve the
barriers to electronic filing during the process development phase,
rather than reacting to an outcry after the program rolls out.

In our ETAAC meeting of March 1, 2000 we heard from Sherill
Fields regarding the current State of business e-file. The issues and
barriers impeding business e-file, as she presented, are substantial
and material. One of the issues was limited research has been con-
ducted on business products and customers. In listening to the well
structured presentation on the business e-file program, I could not
help but feel like the IRS is building a bad field of dreams. I even
said that at the meeting. I told her, you can build it, but they will
not come. Electronic filing will be a success if it is embraced volun-
tarily due to ease of use and appropriate user incentives.

Congress established an e-filing goal of 80 percent by the year
2007. My single request, on behalf of the small business commu-
nity, is that the electronic filing be successful as a viable option
and not be made into another Government mandate.

The IRS SB/SE Operating Division mission statement talks the
talk of a new partnership and relationship building with the small
business community. Now they need to walk the walk. Because
done right, electronic filing will flourish.

I sincerely appreciate the opportunity to testify and I would wel-
come any questions that you may have.

[The prepared statement of Ms. Abalos follows:]
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Chairman BOND. Thank you very much, Ms. Abalos.
You already answered the first question I was going to ask,

whether the 80 percent should be a goal or a mandate. I have long
taken the position that if this electronic filing is the best thing
since sliced bread, then we ought to be able to sell it to small busi-
ness as sliced bread and not make it a mandate.

I will come back to you with questions, but first I want to have
the testimony of our other witness, and we will have an oppor-
tunity for you to listen to his testimony. If you wish to make any
comments on each other’s testimony, that always makes it fun.

Now I will turn to our good friend Roy Quick, EA, Principal,
Quick Tax and Accounting Service of St. Louis, Missouri. Roy, wel-
come, glad to have you back

STATEMENT OF ROY M. QUICK, JR., EA, PRINCIPAL, QUICK
TAX & ACCOUNTING SERVICE, ST. LOUIS, MISSOURI

Mr. QUICK. Thank you very much, Mr. Chairman.
My name is Roy Quick, I am an enrolled agent and a principal

in Quick Tax & Accounting Service, a private, home-based tax and
accounting service located in St. Louis County, Missouri. I am also
a member of the IRS Commissioner’s advisory Council, or IRSAC,
since November of last year. I am pleased to present this testimony
on the IRS modernization effort.

First of all, let me say that I am very glad to see a change in
the way the IRS does business by way of involving ‘‘outsiders’’ in
the strategic planning process. A few examples of this are the con-
sulting firm of Booz-Allen & Hamilton, a contractor to the IRS, in-
vited the White House Conference on Small Business tax chairs to
review the strategic planning process in the initial phases of the
design and modernization.

Commissioner Rossotti has selected seven members of his 15
member advisory council who have small business experience. In
addition to the IRSAC, other specialized advisory councils with in-
terested stakeholders have been formed, for example the ETAAC
that Sandy serves on.

Two other initiatives that are a sign of the ‘‘new IRS’’ are the es-
tablishment of ‘‘problem solving days’’ and the Electronic Tax Ad-
ministration road shows. The problem solving days bring together
representatives from the IRS and taxpayers with unresolved prob-
lems to try and find common solutions. Also, a representative from
the Taxpayer’s Advocates Office is available at these locations to
assist taxpayers with still unresolved problems. At a recent prob-
lem solving day in St. Louis, which was held on a Saturday, the
IRS and the Missouri Department of Revenue joined forces for a
one-stop shop.

Electronic Tax Administration road shows that I mentioned are
designed to educate and encourage the practitioner community to
embrace electronic filing. Key elements of these shows are the
availability of national office personnel to speak on topics of inter-
est to the practitioner community and also the vendor displays on
products that the practitioners would be able to use.

You have heard from previous witnesses regarding the different
operating divisions, so I will not go into detail here, except to say
that this diverse group of small-business and self-employed tax-
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payers will have interaction with the service during the pre-filing,
filing, and post-filing phases. It is estimated they will have be-
tween 4 and 60 contacts per year.

Taxpayer Education and Communication, or the TEC, will han-
dle the pre-filing function. The three key functions within TEC are
research and product development, partnership outreach, and tax-
payer education. The strategy behind the establishment of TEC,
which I think is excellent, is to assist taxpayers initially to avoid
or reduce problems and burden in the filing and post-filing phases.
Basically, if you solve a problem on the front or educate the tax-
payer on the front end, you will not have problems later on.

If this strategy is successful, it should reduce the overall costs of
tax administration. Therefore, it is critical to the reorganization ef-
fort that the TEC be fully staffed and fully funded as soon as pos-
sible.

The IRS has developed two products that should be key in the
delivery of taxpayer education. The first product is the IRS web
site. Taxpayers are able to obtain up to date information and forms
by accessing www.irs.gov on a 24/7 basis. According to Commis-
sioner Rossotti, there have been over 1 billion hits to this web site.
The Service has done a good job in developing this web site, but
the addition of a hypertext search engine would make it far more
useful. With the addition of this tool, one could search for informa-
tion on regulations and forms of a particular topic of interest.

The second product of interest in the taxpayer education is the
small business resource CD that was mentioned earlier. This com-
puter program covers the life cycle of a small business from pre-
startup to closing a business. The product was developed jointly by
the IRS and the SBA. I understand that it is being distributed to
all the Small Business Development Centers across the country.
The contents of this CD, however, should be on the IRS web site,
as well as in all the public libraries for access.

This type of partnership or strategic alliance is another function
of TEC. I am encouraged by the effort to work with the various
stakeholder groups. The IRS, practitioner groups, trade organiza-
tions, educational institutions, and other Government agencies
have so much to gain by being partners in tax administration.

At the same time, the Service is looking to provide taxpayer edu-
cation to the small business community, this same community may
not be looking to the Service as the best source of information. The
figure I had was over 80 percent of small business tax returns are
prepared by a tax professional. I was interested to hear Mr. Boyer’s
figure this morning, as well.

Chairman BOND. Even better news.
Mr. QUICK. For the same reason that I do not fix my own car,

a lot of people do not prepare their own taxes. It is not the highest
and best use of my time. Therefore, outreach to the professional
community and trade groups is essential.

One area of concern in taxpayer education is the ability of the
IRS to educate taxpayers. The Service has many technically pro-
ficient employees, well versed on tax law and procedures, but these
same employees may not possess the necessary skills to be a good
teacher.
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I would suggest the possibility of pairing knowledgeable IRS per-
sonnel with trained educators to develop suitable training mate-
rials. It may be necessary to look outside the Service for adjunct
faculty. Sufficient funding needs to be available to accommodate
this reality.

Another area of concern is the ability of the Service to retrain
some of its examination and collection personnel and their percep-
tion of small business. Most earners are very hard working and
law-abiding taxpayers willing to pay their fair share of taxes but
not a penny more. In light of today’s complex tax code, there is a
big difference between an honest mistake and tax fraud. This trust
building will take time on both sides of the table.

In talking with other IRSAC members, there are some concerns
about the intradivisional and cross-divisional communications. This
was a valid complaint in the old IRS. The design teams are trying
to address this issue and I will be interested to see their results.

It is important to remember that this reorganization is a work
in progress and no doubt there will be a few glitches, as there are
in any private sector corporate reorganization. The ability of the
Service to correct these problems in a timely manner, and the suc-
cess of the TEC function, will greatly enhance the success of the
entire process.

One final message that I would like to suggest to Congress is
that they ensure adequate funding is available for this reorganiza-
tion effort, specifically in the information systems area.

While admittedly, the Service has not always spent technology
dollars wisely in the past, I believe the IRS is on the right track
in upgrading their—for lack of a better word—mature systems and
technology. The installation of new equipment and the establish-
ment of integrated real-time information systems will take several
years to accomplish. However, once in place, these systems should
enable the IRS to deliver timely and accurate customer service that
the American people deserve.

Thank you for the opportunity to present this testimony, and I
would be pleased to answer any questions.

[The prepared statement of Mr. Quick follows:]
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Chairman BOND. Thank you very much, Roy. You answered my
second question, about how they can improve the education and
outreach effort by saying they need to get somebody who knows
how to be an educator.

Let me turn back to Ms. Abalos.
Ms. Abalos, are there any barriers that will prevent small busi-

ness from electronically filing their taxes? Can you explain how
this electronic filing could be a burden on small businesses?

Ms. ABALOS. This year was the first year that our practice of-
fered electronic filing for customers. They had two questions, every
time they came around, two questions regarding electronic filing.
What does it cost? And how does it benefit me?

The answer was it costs more because it takes us more time to
file the return electronically. This year, just to get some familiarity
with the process, I provided that service to my clients free of addi-
tional charge. But then honestly, for our practice profile, there was
no benefit.

A CPA practice does not do the run-of-the-mill H&R Block type
returns where somebody comes in and presents their information
and they sit there and have a return done, sign the 8453 and be
off and it is finished. We gather information. Sometimes there is
additional information that comes in. And when we finish that re-
turn and send it out, we want to be completed with it.

So there was even additional time and correspondence back and
forth with the client and the practitioner in getting the signed sig-
nature forms and so forth.

With the business community, there is even an additional bar-
rier. This is just an example of where I cannot imagine that the
Internal Revenue Service would understand these kinds of barriers
or identify them because they are not practicing in the mode we
are.

I will give you a perfect example. In filing most of the business
returns, depreciation is a big component of the tax return, and it
is very, very complex. We do not use the depreciation part of our
software. The software package that would file the returns elec-
tronically has a depreciation component. We do not use that in
computing the depreciation for our business clients.

We have a separate package that is a full-blown depreciation
package that we can use year-round in doing planning or preparing
financial statements and so forth. And that is how we do the depre-
ciation part or component of the return.

That prints a physical paper, 4562, which we include with the
paper business return. So just as an example, how would that work
in electronic filing? How would you capture this data that is on a
separate, independent, software package into the e-file return when
we do not do it that way?

So it is just an example of it taking more time and there not
being an offsetting benefit to either the small business community
or the practitioner community. Does that answer the question?

Chairman BOND. That is a very good point. If it takes longer and
costs more, that is a problem. I can certainly understand how your
clients need to use this information throughout the year. And un-
less technologically we can figure out a way to move from one pro-
gram into the other, it does sound like a real burden.
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One other question I have, Ms. Abalos. In the Commissioner’s
testimony, he notes the IRS has expanded the online filing program
for Form 941, the Employer’s Quarterly Federal Tax Return. Have
you had any experience with this program and its potential bene-
fits or downsides for a small firm?

Ms. ABALOS. Most small businesses do not prepare their own
payroll tax reports. I will tell you that as a CPA practitioner, and
I have probably 200 small business accounts. I represent a wide
array of the small business community. We do not prepare them
anymore, either. I do not even do my own payroll tax reports.

We have out-sourced that function to a payroll service provider.
No. 1, they do it faster. And again, they do it at less cost and that
provides us with a real benefit.

So the electronic filing of the 941s, I see that as a real benefit
for the payroll service providers like Paychex or ADP, those are two
of the bigger ones here in Arizona. I really do not see the small
business community benefiting from a direct 941 e-file because
they are not preparing their 941s to begin with.

Chairman BOND. Thank you, Ms. Abalos.
Mr. Quick, would you like to comment on any of those items be-

fore we move on to questions?
Mr. QUICK. Certainly, Mr. Chairman. We do electronic filing for

all of our clients. The only impediment we have found with elec-
tronic filing is that not all the forms are acceptable. There are cer-
tain forms that some of our clients have that cannot be filed elec-
tronically.

One advantage that we have with the electronic filing is that re-
turns go in error free. There is an error checking mechanism to
make sure that the returns go in without any errors. It cross-
checks Social Security numbers, which is one of the prime errors
on paper filed returns. It eliminates all math errors. The Service
gets the return error free and the taxpayer gets an acknowledge-
ment or a receipt that the Service got their return and they know
that it has been accepted.

Our clients, even the ones with balances due, have been filed
electronically and they seem to enjoy it. It does create some addi-
tional data entry for us but we feel that it is worth it.

Chairman BOND. How would you assess the IRS efforts to in-
clude the Taxpayer Advocate in the new SB/SE Division? And what
has been your experience as a practitioner with the Advocate?

Mr. QUICK. My experience with the Advocate’s office has been ex-
cellent. I cannot say enough for Val Oveson and his staff. The Tax-
payer Advocate will have, or there will be a Taxpayer Advocate’s
representative in each of the SB/SE territories.

The one experience we had, which I cannot go into great detail
due to client privacy, but they were able to solve a long-standing
problem in a matter of a day with the service center.

Chairman BOND. That probably sets a record.
In closing the formal questions, first Mr. Quick, if you could tell

the IRS one thing to do in the new SB/SE Division, what would be
the most important one?

Mr. QUICK. My feeling on this, Senator, is that most small-
business owners are law-abiding tax paying citizens and willing to
pay their fair share. I would ask that they be not presumed guilty
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by virtue of being small-business owners, and that the IRS live up
to its mission statement.

Chairman BOND. Thank you very much, Mr. Quick.
Ms. Abalos.
Ms. ABALOS. I would ask that they formally activate that TEC

Partnership arm and let us help you. We are doing the work here
in the trenches and we can provide constructive input that will
help this process. So before you develop something and roll it out,
take our comments, consider them, and act on them, just like this
directive says.

Chairman BOND. Those are all very worthwhile, very useful com-
ments. We sincerely appreciate your testimony. We are delighted to
have the practical view from the tax preparers for small business
on how this is working, can work, and should work.

Before I conclude, once again I want to express my thanks to
Commissioner Rossotti as well as, to Ms. Ashby and her team at
the GAO, and especially our witnesses serving small business. Your
insights and efforts on behalf of small business are greatly appre-
ciated, and we urge everybody to continue their hard work for
small business and the self-employed.

As we have heard this morning, the IRS’ new Small Business/
Self-Employed Division is expected to stand up on October 1 of this
year. I extend my support, encouragement, good wishes, and sym-
pathy to Joe Kehoe and his deputy, Dale Hart, as they undertake
the enormous task of getting this critically important division off
the ground.

While I think there have been great efforts that have gone into
planning, the real work will begin when the new division becomes
operational. To ensure the IRS improvements in small business
service do not stop in the planning stages, I will be asking the GAO
to undertake a new evaluation of the SB/SE Division and report
back to the Committee next year on the changes, and I am con-
fident improvements, that the agency has made for taxpayers in
this incredibly important sector of our economy.

I thank all of our participants. The record will remain open for
2 weeks for those of you who are watching this, either here in the
room or by means of our web site, we do invite further comments.
I think there have been many good ideas that have been aired
today and we would welcome comments, either supportive or add-
ing a different perspective, that will enable us to share with the
IRS suggestions that may be most helpful.

With that, I thank all participants.
The hearing is adjourned.
[Whereupon, at 11:17 a.m., the Committee was adjourned.]
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