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THE INTERNAL REVENUE SERVICE’S USE OF
PRIVATE DEBT COLLECTION COMPANIES TO
COLLECT FEDERAL INCOME TAXES

WEDNESDAY, MAY 23, 2007

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

The Committee met, pursuant to notice, at 10:12 a.m., in room
1100, Longworth House Office Building, Hon. Charles B. Rangel
(Chairman of the Committee), presiding.

[The advisory announcing the hearing follows:]

o))



ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721
May 23, 2007
FC-12

Chairman Rangel Announces Hearing on Internal
Revenue Service’s Use of Private Debt Collection
Companies to Collect Federal Income Taxes

House Ways and Means Committee Chairman Charles B. Rangel today an-
nounced that the Committee will hold a hearing on the Internal Revenue Service’s
use of private debt collection companies to collect Federal income taxes. The hear-
ing will be held on Wednesday, May 23, 2007, in 1100 Longworth House Of-
fice Building, beginning at 10 a.m.

In view of the limited time available to hear witnesses, oral testimony will be
from invited witnesses only. Witnesses at the hearing will include representatives
of the Internal Revenue Service (IRS), National Taxpayer Advocate, U.S. Govern-
ment Accounting Office, National Treasury Employees Union, and contractors in-
volved in the collection of Federal income taxes. However, any individual or organi-
zation not scheduled for an oral appearance may submit a written statement for
consideration by the Committee and for inclusion in the printed record of the hear-
ing.

BACKGROUND:

On March 22, 2007, Committee Chairman Rangel launched an investigation into
the IRS’s use of private debt collection companies citing complaints from taxpayers,
instances of harassment and violations of law, and the inability of taxpayers to hold
the Federal Government liable for the actions of a collection contractor. Further,
Chairman Rangel urged the Commissioner not to proceed with awarding additional
contracts.

The Committee will focus on issues related to whether: (1) Federal income tax col-
lection is a fundamental governmental function and, as such, should not be con-
tracted to the private sector as a profit-making venture; (2) the IRS can collect Fed-
eral income taxes more efficiently and effectively than private debt collection compa-
nies; (3) taxpayers are subject to confusion, questionable private debt collection com-
pany tactics, harassment, and abuse due to the use of private debt collectors; (4)
adequate options are available to the IRS to address uncollected taxes in the ac-
counts receivable inventory; (5) the program is ready for expansion and new private
debt collection contracts should be awarded in the coming months; and (6) Internal
Revenue Code section 6306 should be repealed.

In announcing the hearing, Chairman Rangel stated: “The IRS use of private
companies to collect Federal income taxes is an affront to the integrity of
our tax system. The collection of Federal taxes is a basic governmental
function and one that should not be assigned to profit-making businesses.
The outsourcing of IRS tax collection to the private sector carries an unac-
ceptably large risk that taxpayer rights will be trampled and their personal
identities stolen. It is unacceptable that taxpayers are footing the bill for
a program that pays private companies up to a 25 percent bounty when the
IRS can do the same job for pennies on the dollar.”

FOCUS OF THE HEARING:

As part of the American Jobs Creation Act of 2004 (P.L. 108-357), the Congress
enacted Internal Revenue Code section 6306 authorizing the IRS to enter into con-
tracts with debt collection companies for the purpose of collecting Federal income
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taxes. The provision allows for the IRS to pay a commission of up to 25 percent of
amounts collected. Last year, the IRS awarded contracts to three debt collection
companies: Pioneer Credit Recovery, Inc., The CBE Group, Inc. and Linebarger
Goggin Blair and Sampson, LLP. In September 2006, the three companies began
contacting taxpayers and collecting Federal income taxes. After six months, the IRS
renewed contracts for two of the companies. The IRS intends to award additional
contracts in late 2007.

The use of private debt collectors for Federal income tax purposes continues to
be controversial. The IRS Taxpayer Advocate, various consumer interest groups, IRS
employees, and others have expressed concern that the use of private companies to
collect Federal taxes is inappropriate and that the tax law provision should be re-
pealed. Others, including private debt collection companies, have argued that the
private debt collectors collect money that would go uncollected.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
http:/lwaysandmeans.house.gov, select “110th Congress” from the menu entitled,
“Committee Hearings” (http://lwaysandmeans.house.gov/Hearings.asp?congress=18).
Select the hearing for which you would like to submit, and click on the link entitled,
“Click here to provide a submission for the record.” Once you have followed the on-
line instructions, completing all informational forms and clicking “submit” on the
final page, an email will be sent to the address which you supply confirming your
interest in providing a submission for the record. You MUST REPLY to the email
and ATTACH your submission as a Word or WordPerfect document, in compliance
with the formatting requirements listed below, by close of business Wednesday,
June 6, 2007. Finally, please note that due to the change in House mail policy,
the U.S. Capitol Police will refuse sealed-package deliveries to all House Office
Buildings. For questions, or if you encounter technical problems, please call (202)
225-1721.

FORMATTING REQUIREMENTS:

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

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

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

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

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

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.
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Chairman RANGEL. The hearing will come to order. We want to
thank all of our witnesses that have been consolidated into one
panel to expedite the hearing, and to share with the Internal Rev-
enue Service that many Members of Congress have received many
complaints from their constituents as a result of their decision to
designate private debt collectors in lieu of collectors that work for,
and have been are trained by, the Internal Revenue Service. I
think it is generally accepted that there is a special relationship be-
tween taxpayers and the Internal Revenue Service, and I think
that relationship is violated when it is turned over to entre-
preneurs who get paid based on the amount of money that they are
able to extract from the taxpayer.

In addition to that, there are some rights of privacy that are in-
volved that many of us believe are very special to that relationship
between the Internal Revenue Service and the taxpayers. So, today
we are going to explore what has been going on, probably make
some changes. What I would like to do is yield to the Ranking
Member, Jim McCrery, for purposes of making an opening state-
ment, and then yield whatever time I may have to the Chairman
of the Subcommittee on Oversight, John Lewis, who has had exten-
sive hearings in this area.

Mr. McCrery.

Mr. MCCRERY. Thank you, Mr. Chairman. I will make brief
comments and then as you will, I will yield to my Ranking Member
of the Subcommittee for further opening remarks. I think what we
will find today is some mixed testimony about some of the tactics
and so forth, but I would urge all of us to listen carefully to every-
thing that is said today, either by the witnesses or by submitted
testimony that could be written or oral and make sure that we lis-
ten to everything and not just pieces or parts. I think that will give
us a good view of the reality of this situation, and I look forward
to hearing the witnesses and being able to probe a little more deep-
ly into some of these issues surrounding this, and at this time Mr.
Rangel if you want to yield to your Chairman, then I will yield to
my Ranking Member.

Chairman RANGEL. Thank you. Let me first thank John Lewis
and his staff for the excellent job they have done in looking into
this issue on behalf of the Congress, and we look forward to your
statement, Mr. Lewis.

Mr. LEWIS. Well, thank you very much, Mr. Chairman. Thank
you for holding this hearing today. Today, Mr. Chairman, the Com-
mittee is repeating history. We are again reviewing whether pri-
vate debt collectors should be used to collect Federal taxes. This is
not a new question for the Committee on Ways and Means. Mr.
Chairman, I have in my hand a copy of the record of the Com-
mittee on Ways and Means from 1874. This is a report of the Com-
mittee. This 1s not something that I am making up. It came from
the Library locked up, and one of our staff members found this re-
port. The Committee, in 1874, repealed the authority to use private
tax collectors, and as stated in that report, in this report, the Com-
mittee is the opinion that any system of framing the collection of
any portion of the revenue of the government is fundamentally
wrong. No necessity for such laws exist. The Internal Revenue Bu-
reau is possessed of foreknowledge of the laws relating to the col-
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lection of the revenue and has all the machinery necessary for their
full and complete enforcement. The Committee, in view of the facts,
believe that the law should be repealed and the contract made the
reunder should be revoked and annulled.

These words are true today 130 years later. The collection of Fed-
eral income taxes is a core government function. Let me repeat.
The collection of Federal income taxes is a core government func-
tion. It is the mission and purpose of the IRS. Today’s program can
never work. Taxpayers and the American public deserve better. To
date, the collectors have made nearly 1 million calls in attempt to
reach 35,000 taxpayers. Those calls have been subject to harass-
ment, confusion and abuse. Mr. Chairman, I ask that a partial list
of taxpayer complaints be included in the record.

Chairman RANGEL. Without objection.

Mr. LEWIS. Mr. Chairman, I also want to play five calls between
an IRS private collector and one taxpayer. I want all of my col-
leagues to hear what our constituents are facing as the private col-
lectors attempt to find the correct person owing taxes. Asked that
the transcript of these calls be included in the record and that we
play them for the members to hear.

Chairman RANGEL. Without objection.

[The prepared statement of Mr. Lewis follows:]



6

Opening Statement of Congressman John Lewis (D-GA)
Committee on Ways and Means
Hearing on
Internal Revenue Service’s Use of
Private Debt Collection Companies to
Collect Federal Income Taxes
May 23, 2007

Today, the Committee is repeating history. We again are reviewing
whether the Treasury Department should be allowed to contract with private debt
collectors for federal taxes.

This is not a new question for the Ways and Means Committee. [ would
like to read from an 1874 Report of the Committee repealing Treasury’s authority
to use private tax collectors and pay them a commission. It states:

The Committee are of opinion that any system of farming the
collection of any portion of the revenue of the Government is
fundamentally wrong . . . No necessity for such laws exist . . .
the Secretary of the Treasury and the head of the Internal
Revenue Bureau are empowered by law to make all
collections of taxes . . . The Internal Revenue Bureau is
possessed of full knowledge of the laws relating to the
collection of the revenue . . . [and] has all the machinery
necessary for their full and complete enforcement . . . The
Committee, in view of the facts . . . believe that the law . . .
should be repealed and the contracts made thereunder should
be revoked and annulled.

H.R. REP. NO. 559, 43d Cong., 1st Sess. 9 (1874).
These words are true today—130 years later.

The collection of federal income taxes is a core government function. It is
the mission and purpose of the Internal Revenue Service.

Today's private collector program can never work. Taxpayers and the
American public deserve better.

. Debt collectors receive up to a 25% bounty on federal income taxes.
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. The IRS has 45 employees watching 90 contract employees yet no
one has the full story on what they are doing.

. The IRS depends on the collectors to “self-report” complaints of
taxpayers.

. GAO investigators have confirmed that contractors have been
exercising discretion over who gets offered to take the customer
satisfaction survey.

. The program targets low- and middle-income taxpayers rather than
those who have the means to protect themselves.

. At the end of the day, most Americans don’t even know that the
harassing calls they receive are from debt collectors hired by the
IRS.

To date, the collectors have made nearly one million calls in attempts to
reach 35,000 taxpayers. Those called have been subject to harassment, confusion,
and violations of taxpayer protections.

Mr. Chairman, I ask that a partial list of taxpayer complaints be included in
the record, (These materials are attached to my opening statement.)

Mr. Chairman, [ also would like to play five calls between an IRS private
collector and one taxpayer. I want my colleagues to hear what our constituents are
facing as the private collectors attempt to find the correct person owing taxes. [
ask that a transcript of these calls be included in the record and that we play them
for the Members to hear.

The “cat and mouse™ game you are about to hear has captured over 300,000
members of the public. All but 10,000 of these were innocent parties who did not
owe any tax. Social security numbers along with tax information must be
protected to prevent identity theft and ensure the integrity of our tax system.

I ask, “Who is in charge here?" What have we done? We must end this.
Now, I ask that the audio be played.
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Mr. LEWIS. The cat and mouse game you are about to hear had
caught over 300,000 members of the public over the last 6 months.
All but 10,000 of these were innocent parties who did not owe any
tax. Social Security numbers, along with tax information, must be
protected to prevent identity theft and ensure the integrity of our
tax system. I ask who is in charge here, what have we done. We
must end this. Now, Mr. Chairman, I ask that the audio be played.

Chairman RANGEL. At this time however I would like to yield
to Mr. Ramstad——

[Audio starts.]

We will suspend the time on this presentation and recognize Mr.
Ramstad, the Ranking Member of the Committee that had hear-
ings on this subject matter.

Mr. RAMSTAD. I thank the Chairman for calling this hearing,
and I thank the Ranking Member for yielding. As we all know,
Congress granted the IRS authority to contract with private collec-
tion agencies to bring in taxes owed for two principle reasons. First
of all, to improve enforcement in a proven way to boost compliance
by tax delinquents and second to promote fairness for Americans
who already paid their share of the tax burden.

We should not allow the actions of tax deadbeats to continue un-
checked, and I think everyone agrees, we need to close the tax gap
in this country. By helping to reduce uncollected Federal tax liabil-
ities, this program does just that. It has already been proven to
help close the tax gap. During the next 10 years, in fact, the pro-
gram is projected to collect between $1.5 billion and $2.2 billion
that would otherwise go uncollected, to continue to widen the tax
gap. After commissions that can yield up to $2 billion of revenue
toward closing the tax gap. This program certainly does not dimin-
ish the important work of IRS employees. In fact, it allows IRS em-
ployees to focus their attention on more difficult cases that require
their expanded enforcement efforts while the private collection
agencies focus on lower priority cases, cases in which the taxpayers
already have admitted they owe the tax.

Each and every case here, there is an admission by the taxpayer
of tax liability. After a competitive procurement process, back-
ground checks and other safeguards were put in place in this stat-
ute. The first cases were assigned for private collection September
of last year. Since then, just since September of 2006, close to $20
million has been collected. This is money again that would other-
wise go uncollected. This program is also boosting other IRS en-
forcement efforts. The IRS, in fact, may retain up to 25 percent of
the amount collected for additional collection enforcement activi-
ties. Given the parameters in which the IRS is operating, the serv-
ice has already retained close to $4 million in new funds for collec-
tion activities, and it may receive more than $500 million during
the next 10 years. This is real money that is being saved the Amer-
ican taxpayer.

The private debt collection program has been carefully developed
with extensive oversight from the IRS, and I commend the Com-
missioner and the service for that oversight. Private collection
agencies are held to the same high standards for the protection of
taxpayer rights as IRS employees. I would like to later answer
some of the allegations and the anecdotal evidence that we saw
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earlier. But we all know that violations of taxpayer rights—if tax-
payers are violated in this process, they can result in large fines
and even imprisonment under the statute.

So, we need to enforce the law if there are abuses. In fact, pri-
vate collection agents have an additional layer of liability because
they could be sued under the Fair Debt Collection Practices Act un-
like, of course, IRS employees.

Given the sensitive nature of this work, Congress must have in-
formation about the operations of the program. What is working,
what is not working, what needs to be fixed or improved. That is
the reason I believe for this hearing today. As the IRS oversight
board noted last week, the program seems to be working well.
Those are their words, the board’s words. But it should continue to
be monitored closely, also the board’s words, and I don’t think any-
body on this dais or in this room would disagree.

Mr. Chairman, let me close by saying since the Treasury Inspec-
tor General for tax administration is not represented here today,
I ask unanimous consent that the March 27, 2007 report, entitled
The Private Debt Collection Program Was Effectively Implemented
But Some Follow-Up Actions Are Still Necessary be submitted for
the record.

Chairman RANGEL. Without objection.

[The information follows:]
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The Private Debt Collection Program Was

Effectively Developed and Implemented, but
Some Follow-up Actions Are Still Necessary

March 27, 2007

Reference Number: 2007-30-066

Thies report has cleaned the Treasury Inspacior Ganeral for Tax Adminisiration disclosure review process
and information determined to be restricled from public release has been rdacied from this document.

e —
FPhone Number [ 202.827-FO3T
Email Address | Bonnie.Healditigta.troas.gov
Wab Sfite I httpafunvws figla.gov
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DEFARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

TREASURY INSPLET M GENERAL
PO TAN ADMTNESTIA THN

March 27, 2007

MEMORANDUM FOR COMMISSIONER, SMALL BUSINESS/SELF-EMPLOYED

DIVISION
FROM: Michael R. Phillips
Deputy Inspector General for Audit
SUBJECT: Final Audit Report — The Private Debt Collection Program Was

Effectively Developed and Implemented, but Some Follow-up Actions
Are Still Mecessary (Aundit # 200630022)

This report presents the resulis of our review of the Internal Revenue Service's (IRS) Private
Debit Collection program (Program). The overall objective of this review was to evaluate the
effectiveness of the IRS" implementation of the Program.

Impact on the Taxpayer

To implement the Program, the IRS will use private collection agencies (hereafier referred to as
PCAs or contractlors) as an additional resource to help collect delinquent Federal taxes. In

July 2004, the Department of the Treasury estimated the IRS will collect $1.4 billion through the
Program over the next 10 years (Fiscal Years 2006-2015). Balance-duc cases were first placed
with three contractors on September 7, 2006, Overall, the IRS effectively developed and
implemented several aspects of the Program, thus providing better assurance that taxpayer rights
arc protected and Federal tax information is secure. Specifically, contractor employees were
adequately trained, background investigations were completed, telephone call monitoring and
oversight procedures were established, and computer and physical security procedures were
established before cases were assigned. However, the IRS needs to follow up on computer
security issues, update procedure guides, and update the application used to calculate projected
TCVETIUE.
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The Private Debt Collection Program Was
Effectively Developed and Implemented,
but Some Follow-up Actions Are Stilf Necessary

Synopsis

As of September 30, 2006, the gross accounts receivable to the IRS totaled 5271 billion. On
Octaber 22, 2004, the President signed the American Jobs Creation Act,' which created a new
Internal Revenue Code Section 6306 (2004) 1o permit PCAs to help collect Federal tax debts,

Owerall, the IRS has taken proactive measures to effectively develop and implement the
Program.

* The IRS took appropriate steps (o ensure contractor employees received sullicient and
adequate training on applicable laws and regulations before allowing them access to
Federal tax information. This included providing contractors with an orientation and
overview of the training required and conducting an onsite assessment of the contractor
training.

*  The IRS required all contractor employees assigned 1o the Program contract, or who have
access to Federal tax information, to undergo background investigations, The IRS
granted either interim or final approval of background investigations for each employes
working on the contract at the time of our review.

»  The IRS established adequate oversight through telephone call monitoring, case action
reviews, taxpayer satisfaction surveys, and a variety of other reviews to ensure
contraciors adhere to contract requirernents and protect taxpayer rights.

+ The IRS took appropriate and sufficient steps to ensure development and implementation
of the Program were effective throughout the process. The TRS met regulardy with the
contractors to address concems and issues, tested contractor systems for readiness and
accuracy, and evaluated contractor computer and physical security.

* At the IRS® request, the Treasury Inspector General for Tax Administration Office of
Investigations participated in various implementation areas such as creating a training
video for the contractors, participating in onsite contractor training, and reviewing
VAMOUS security issues.

Concurrent to our review, the IRS performed its own tests and analyses to identify and address
risks and concerns. After our audit work was completed, the [RS continued to monitor the PCAs
and, on February 14, 2007, announced the contracts for two of the PCAs had been extended
through March 8, 2008. The agency decided, and the third PCA agreed, that their contract would
not he extended.

While we identified several issues during implementation, the IRS resolved most concems prior
to the initial placement of cases with the contractors, Nonetheless, some issues still need to be

! Pub. L. Mo. 108-357, 118 Star. 1418 (2004).
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The Private Debt Collection Program Was
Effectively Developed and Implemented,
but Some Follow-up Actions Are SHIl Necessary

addressed. Ome contractor maintained Federal tax information on a computer server that was
also used to maintain data for four other contractor clients, Use of a shared server increases the
rizk that Federal tax information may be inadvertently disclosed, lost, or stolen. Although use of
a single, dedicated server is not required, we believe this would strengthen secunty over Federal
tax information. One contractor was using Telnet to transmit Federal tax information. This
significantly increases the risk that Federal tax information may be inadvertently disclosed or
stolen. One contractor had not loaded antivirus soflware on its operating system or encryplion
software on its laptops. This significantly increases the risk that Federal tax information may be
corrupted or disclosed. At both contractors, we identified computer security concems about the
protection of Federal tax information and audit trails. While the security concemns are nol as
significant as those noted previously, improvements could be made to better enhance computer
secunity, Many of the computer security issues identified, including the maintenance of data on a
shared server, were nisks identified at the location of the contractor for which the IRS did not
extend the contract

We also identified physical security concerns at both contractors that presented varions
weaknesses. By the time we had concluded our onsite reviews, the contractors were in the
process of resolving some of the computer and physical security concems, We were
subsequently notified by the contractors that they had resolved most of the concems,

Some sections in the Program guides and handbooks need to be strengthened andfor clarified. If
procedures are not updated, these conditions could result in untimely suspension of contractor
collection action, unsatisfactory customer service, and unidentified or untimely identified
taxpayer complaints,

Omne contractor used an initial contact script that provided its emplovess with a very specific set
of questions to ask the taxpayer. Another contractor used a series of general questions and a
checklist of specific items for the employees to consider. The third contractor did not use an
initial contact script and relied upon training provided to employees to ask the appropriate
questions. There was no requirement for contractors to have scripts. However, we believe
taxpayer rights would be better protected il contractors were required to use seripts for all types
of telephone contacts with taxpayers and provide the scripts to the IRS, which could then review
and approve them.

Finally, the IRS hired a contractor to develop a revenue model and used this medel to caleulate
projected revenue based on the inventory the IRS plans to place with contractors. The [RS is in
the process of updating this model and the revenue projection goals, and we identified three
additional areas that we believe management should consider during this update. The IRS
should consider the impact of those taxpayers who opt out of the Program; the age of the cases
that will be assigned to the contractors; and the actual percentage of dollars being collected,
which was projected to be higher than those achieved by collection agencies used by other
Federal Government agencies,
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The Private Debt Collection Program Was
Effectively Developed and Implemented,
but Some Follow-up Actions Are SHIl Necessary

Recommendations

We recommended the Director, Collection, Small Business/Self-Employed Division, include in
the Request for Quotation® a requirement for PCAs to maimtain Federal tax information on a
scparate server, follow up to ensure PCAs have completed their efforts to resolve the specified
computer and physical security concemns; update the Contracting Officer’s Technical
Representative’ and Telephone Monitoring and Case Action Review procedures to cnsure
consistency and completeness, include in the Request for Quotation a requirement for PCAs to
provide a copy of scripts for all telephone contacts with taxpayers 1o the TRS, which will then
review and approve them; and continue updating and/or modifying the revenue model fo ensure
the IRS appropriately accounts for the impact of taxpayers who opt out of the Program, the age
of the balance due, and the actual collection rate achieved.

Re. s

The IRS agreed with our recommendations and will address security issues in the next contract
negotiations and PCA security reviews, update policies to provide consistent and complete
instructions regarding taxpayer complaints, strengthen control of taxpayer contacts, and address
concerns in the revised revenue model. Management's complete response to the draft report is
included as Appendix V.

Copies of this report are also being sent to the IRS managers affected by the report
recommendations. Please contact me at (202) 622-6510 if you have gquestions or
Daniel R. Devlin, Assistant Inspector General for Audit (Small Business and Corporate
Programs), at (202) 622-5804.

* A Request fior Quotation is & formal solicitation to sources outside of the Federal Government for offers 1o provide
[mdum OF BErvices.

Contracting Officer's Technical Representatives are responsible for munaging the PCA contracts and ensuring
compliance with requiremernts,
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Background
As of September 30, 2006, the gross accounts receivable
to the Internal Revenue Service (TRS) fotaled ﬂ:ﬂﬂmﬂf“mﬂ
$271 billion. To help address this tax debt inventory, A e e,
the Department of the Treasury proposed that Congress | o holp collect the §271 billion in
pass legislation authorizing the IRS 1o use private taxes owed fo the Federal
collection agencies (hereafter referred to as PCAz or Gowvermment.
contractors) to help collect tax debis for simpler types of

cases. The IRS refers to this effort as the Pnvate Debt
Collection program (Frogram).

On October 22, 2004, the President signed the American Jobs Creation Act,' which created a
new Intemal Revenue Code Scction (§) 6306 (2004) to permit PCAs to help collect Federal tax
debts. The law allows PCAs to locate and contact any taxpayer specified by the IRS, 1o request
from such taxpayer full payment of the amount of Federal tax due, and to obtain financial
information with respect to such taxpayer. The law allows the TRS to retain and use an amount
not in excess of 25 percent of the amount collected by the PCAs for the cost of services
performed under a contract and an amount not in excess of 25 percent of the amount collected
for collection enforcement activities of the IRS.

According 1o the IRS, the three main objectives of the initiative 1o use contractors are 1o;
¢ Help to significantly reduce the growing number of uncollected tax habilities.

¢  Help maintain taxpayer confidence in the faimess of the tax system by assisting the RS
in addressing more of its delinguent accounts.

s Assist the [RS in its continued focus to dedicate existing collection and enforcement
resources on more difficult cases and issues,

The legislation provides that the provisions of the Fair Debt Collection Practices Act® shall apply
1o PCAs, The law also prohibits PCAs from commilting any act or omission that IRS employees
are prohibited from committing in the performance of similar services, The legislation created
Internal Revenue Code § 74334 (2004) to permit civil actions by taxpayers for unauthonized
collection actions by employees of the PCAs. The law also amended § 1203 of the IRS

' Pub. L Mo. 108-357, 118 Szat. 1418 {200),
15 U.5.C. 85 1601 note, 1652-16920 {2000).
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Restructuring and Reform Act of 1998 relating to termination of employment for misconduct to
inclhude emplovees of PCAz, if such individuals committed any act or omission described under
subsection (b).

According to the IRS, contractors will be required to adhere to all taxpayer protections and will
be prohibited from threatening or intimidating taxpayers, or otherwise suggesting that
enforcement action will or may be taken, if a taxpayer does not pay the liability. The contractors
st also adhere 1o all secarity and privacy regulations for systems, data, personnel, and physical
security, and all taxpayer rights protections.

Omn March 9, 2006, the IRS awarded contracts to 3 firms from a field of 33 for the first phase of
the Program. On September 7, 2006, the IRS placed an initial inventory of 11,562 balance-due
accounts with the 3 contractors.

This review was performed in the [RS Small Business/Self-Employed Division in

Mew Carrollion, Maryland, and the contractor worksites of Pioneer Credit Recovery, Inc. in
Perry, New York; Linebarger Gogpan Blair & Sampson, LLF in Austin and San Antonio, Texas;
and The CBE Group Inc. in Waterloo, Iowa, during the period April through December 2006,
The audit was conducted in accordance with Governmrent Awditing Standards, Detailed
information on our andit objective, scope, and methodology is presented in Appendix 1. Major
contributors to the report are listed in Appendix 11,

* Pub. L. Mo, 105-206, 112 Stat, 685 (codificd as amended in scattered sections of 2 US.C., 5 US.C. app.,
16 USC, 19USC, RUSC, BUSC, 26 US.C, 31 USC,IBUS.C, and 49 USC)

Page 2
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Results of Review

The Internal Revenue Service Has Taken Proactive Measures to
Effectively Develop and Implement the Private Debt Collection
Program

Overall, the IRS effectively developed and implemented several aspects of the Program before
cases were assigned 1o the contmctors. These include contractor employee training, background
investigations, and IRS oversight of the contractors.

The IRS conducted an erientation and overview of the required training and other
contract assistance needed for all contractor employees working on the Program.
This event provided the contractors an opportunity to raise questions and clarify
requirements. As observers of the event, we believe the TRS presenters were fully
prepared and well versed in their subject areas. Owerall, the orientation attendees
expressed satisfaction with the training and the instructors. The attendecs were then
responsible for providing training sessions to their employees who were to be assigned
IRS cases,

The IRS conducted onsite assessments of the training sessions to ensure contractor
employees were trained on the applicable laws and regolations. Topics required o be
covered included the Fair Debt Collection Practices Act, IRS Restructuring and Reform
Act of 1998 § 1203, and disclosure, The TRS reported the contractors conducted training
sessions from August 8 through 30, 2006, Contractor employees were required to pass
with a 70 percent or better rating in every examination taken. Those not passing were not
allowed to work IRS cases or continue with the training, The IRS documented the
contractors wok appropriate actions (o remove such employees from working on the
contract.

The IRS Personnel Security and Investigation Program office granted either interim
or final approval of background investigations for all the contractor employees
working on the contract at the time of our review. Contractors are required to submit
to the IRS requests for background investigations for all employees assigned to work on
the contract. On two sepamte occasions, we requested current lists of contractor
employees working on the contract: one prior to and one subsequent 1o the placement of
cazes, We forwarded the lists to the Personnel Security and Investigation Program office
to determine the status of the background investigations. Upon reviewing the response,
we confirmed that contractor employees are not permitted to work on the private debt
collection contract until approval has been granted. Also, we confirmed employees

Page 3
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whose approvals were denied had been appropriately and timely removed from working
om the contract.

*  The IRS established an adequate method to monitor the quality of work being
performed by the contractors. The proposed IRS oversight, designed 1o ensure
contraciors adhere to contract requirements and the protection of taxpaver rights, includes
telephone call monitoring and case action reviews by quality analysts, taxpayer
satisfaction surveys, and a variety of reviews by the Contracting Officer’s Technical
Representatives (COTR).*

# The IRS ensured it and the contractors were appropriately prepared. The IRS
conducted regular meetings to plan and determine the status of implementation and to
address concerns and issues; ran tests of the contractors’ systems to determine readiness
and verify accuracy; conducted computer and physical security reviews at each contractor
worksite, and established an independent review team 1o review contractor safeguards,
processes, and procedures and to evaluate risks.

*  The IRS engaged the Treasury Inspector General for Tax Administration Office of
Investigations in the process. The Office of Investigations participated in vanous
implementation areas such as creating a training video for the contractors, participating in
onsite contractor training, and reviewing various security issues.

Concurrent to our review, the IRS performed its own fests and analyses to identify and address
risks and concerns, After our audit work was completed, the [RS continued 1o monitor the PCAs
and, on February 14, 2007, announced the contracts for two of the PCAs had been extended

through March 8, 2008. The agency decided, and the third PCA agreed, that their contract would
not be extended,

While we identified several issues during implementation, the IRS resolved most concerns prior
i the initial placement of cases with the contractors. Only a small number of issues still need to
be addressed.

Many Computer and Physical Security Concerns Have Already Been
Addressed

We conducted independent computer and physical security reviews at the worksites of two of the
three contractors awarded contracts to work on the [RS Program. We also participated as
third-party observers of the [RS review of physical security at the worksite of the third
contractor.

* COTRs are responsible for managing the PCA contracts and ensaring compliance with requirements,
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Overall, we believe the contractors implemented a strong system of computer and physical
security controls, Howewver, we identified the following concerns that presented a risk to
security. Except where noted, the concems relate to only one particular contractor. Qur onsite
reviews were conducted prior Lo the placement of cases with the contractors; therefore, the
contractors had not yet received Federal tax information.

One of the contractors we reviewed used a separate, dedicated server® to maintain Federal tax
information. The other contractor we reviewed maintained Federal tax information on a server
that was also used to store data for four other contractor clients. Using a shared server increases
the risk that Federal tax information may be inadvertently disclosed, lost, or stolen. Contractors
are required to ensure all account data are, at a minimum, partitioned off from other data
maintained on their computer systems. While a single, dedicated server for Federal tax
information is not required, we believe Federal tax information should be maintained on a
separate server 10 adequately protect against unauthorized disclosure while on a contractor’s
computer system. Subsequent Lo our onsite review, the TRS informed us it venfied the contractor
had properly partitioned account data on its system.

The contractor that used the shared server used Telnet and Secure Shell to transmit Federal tax
information. 'We have security concems about the contractor's decision 1o use Telnet. This
compounds our concem over the use of a shared server. Telnet is a network protocol used on the
Intemmet or local area network connections. It is considered unsecure due to various security
vilnerabilities. Secure Shell is a set of standards and an associated network protecol that allows
users to establish a secure channel between a local and a remote computer, Secure Shell, which
provides greater security, was designed to replace Telnet.

There are three main reasons why Telnet is not recommended for modem systems from the point
of view of computer security:

*  Commonly used Telnet daemons® have several vulnerabilities discovered over the years,
and several more probably still exist.

* Telnet lacks an authentication scheme’ that would make it possible to ensure
communication is carried out between the two desired hosts and not intercepted in the
middle.

* A SCTveT is 8 computer on a nevwork (8 group of two of moe computers) Ul manages netwark resources.

“ A daemon i 2 compister program that runs in the background, rther than under the direct control of the user.
* An suthentication scheme is a method of verifying the sender andfor receiver (host) of & data fransmission, 1o
ensure the data have nod been intercepied or altered.

Page 5
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+  Telnet, by default, does not encrypt’ data sent over the connection, thereby allowing
intercepted data to be casily read and later used for malicious purposes,

Contractor management informed us they use Telnet because their other clients who share the
server with the IRS need Telnet to run their applications. However, using Telnet o transmit data
significantly increases the risk that Federal tax information may be inadvertently disclosed or
stolen. W were later informed by contractor management that they had resalved this issue by
developing the procedure to implement Secure Shell prior to the activation of Telnet when
transmitting data. Although Secure Shell was not designed to be used in conjunction with
Telnet, we believe this technique is sufficient to address our concern. However, the contractor
did not indicate whether it uses this technigue when transmitting data to its other clients.
Because we had not considered this procedure during our onsite review of computer security, we
cannot report on the risks associated with the contractor transmitting data to its other clients
using a different technique.

We noted, as did a contractor hired by the IRS to review computer security, that one PCA had
not loaded antivirus software on its operating system, We also noted the same PCA had not
Ioaded encryption software on the laptops of 16 individuals authorized to enter the worksite, At
the time of our review, the PCA had been unable to locate antiviras software compatible with its
operating system. Also, although PCA management's anticipated completion date for laptop
encryption was subsequent to our onsite review, the IRS indicated the PCA agreed not to allow
the laptops to be removed from the worksite until after the software had been loaded,

Contractors are required to ensure all Federal tax information is protected from unauthorized
disclosure while on their compater systems and to protect and maintain the integrity of their
systems. Contractors should employ virus protection mechanisms at essential information
gystem entry and exit points (e.g., firewalls, routers, remole-access servers) and at workstations
or serviers on the network, Contractors should update virus protection mechanisms (including the
latest virus definitions) when new releases are available,

Antivirus software s an additional layer of security necded (o protect an operating system from
viruses and worms, Eneryption software would protect data from unauthorized disclosure in
case a laptop is lost or stolen, When antivirus and encryption software are not installed, the risk
that Federal tax information may be cormupted or disclosed increases significantly,

We were later informed by PCA management that they had loaded encryption software on their
laptops. Also, although they stated they had not oblained antivirus software for their operating

! Encrypiion is the process of converting data into 8 secrel code. To read an encrypted file, a user must have access
tor & password that enabiles him or her 1o decrypt the data,
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systemn, they indicated the issue was addressed with the IRS by implementing other security
measures within the Windows environment and by physically and logically locking the system
down to prevent the loading of any software onto the system,

We identified the fb]lowmg concemns related to the protection of Federal tax information and
audit trails, Each concem listed below is specific to either one or the other of the contractors we
reviewed. While we do not consider these concemns to be as significant as the issues identified
above, improvements could be made to enhance computer sccurity,

An unnecessary service on the router had not been disabled.

There iz no method in place for tracking system issues,

Two risks identified by a contractor hired by the IRS to review computer security have
not been properly addressed by the PCA.

Audit logs have not been properly protected.

Access control lists have not been applied to the CISCO® switch.™

Backup tapes are not marked as Federal tax information and stored separately.

The contractor has not completed development of a policy to address the [RS' concern
regarding contractor managers having access to email.

User accounts are not disabled timely.

bl

.‘"!"‘!—".*

o0

These concems could permit inapproprinte access to the system, inappropriate user capabilities,
and unauthorized disclosure, Although we believe these issues need to be addressed, we did not
consider them significant enough risks to prevent the assignment of cases to the contractors,

Contractors are required to implement system security controls, safeguards, and mechanisms at
all levels of the system and application layers. Settings of information technology products must
be configured to the most restrictive mode consistent with information system operational
requirements. Also, the information system must be configured to provide only essential
capabilities and specifically prohibit and/or restrict the use of unnecessary functions, ports,"'
protocols,” or services. Access to Federal tax information is to be restricted to only those
persans whose duties or responstbilities require access; thus, mformation shall be clearly labeled
“Federal tax data.” Additionally, to avoid inadvertent disclosures, Federal tax information shall
be kept separate from other mformation.

ﬂsmulh&mmufmwofnﬂwﬁcm
'® 4, gwitch is & deviee thar fillers and forwards dua files between computers within a netwark.

' A port is an scoess point into and oot of & computer, The ports on 8 CoOmpUEer of scrver are used 10 conpect io
commimications lmes and modens.

¥ A protoced is @ convention o standard that controls or enables the connection, commusication, and data trangfes
between two computing endpoints.
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While management of each contractor was in the process of addressing some of the concems
listed previously, the remaining concems were not considered or were simply overlooked. By
the ime we concluded our onsite reviews, contractor management was in the process of
addressing concems 2, 4, 5, and 6. We were later informed by management of each contractor
that they had resolved all of their respective issues. Many of the computer security issues
discussed above, including the maintenance of data on the shared server, were risks identified a1
the location of the PCA for which the IRS did not extend the contract.

OTTIFSC 0TS DFONTIRITY Nesodvient DTS ICEd S iy COncernns

The contractors implemented numerous physical security controls. Examples include requiring
employees to wear photo identification badges, controlling entry through key cards, securing the
work area with an alarm system, positioning video camerns at entrances, installing slab-to-slab
perimeter walls, and requinng visitors to oblain authorization prior to entering the work area.
Although several strong controls were in place, we identified a number of concems at each
contractor worksite that we believe weakened physical security. Appendix IV includes a list of
the specific concerns,

In developing and implementing physical security controls, contractor management simply
overlooked these particular factors while focusing on other security measures. However,
contractor management immediately addressed our physical security concerns as we identified
them. By the time we had concluded our onsite reviews and briefed RS management on our
results, all but one of the concerns had been addressed. Because contractor management
believed differentiating identification bidges posed a security nsk for their employees, they
deferred the issue to the IRS for its consideration and agreed to implement any changes the IRS
deemed necessary. Differentiating identification badges is not a requirement. However, due to
the existence of a secondary, unmonitored entrance, we believe implementing this action would
strengthen access controls, We were later informed by management of the respective contractor
that they had resolved this issue,

Recommendations

The Director, Collection, Small Business/Sell-Employed Division, should:

Recommendation 1: Include in the Request for Quatation' a requirement for PCAS to
maintain Federal tax information on a separate, dedicated server when the TRS cxpands the
Program to include additional contractors.

Management's Response: The IRS agreed with the recommendation. The Director,
Collection, Small Business/Self-Employed Division, will include in the next Request for

"* A Request for Quosation is a formal solicitation 1o sources outside of the Federal Gevernment for offers to provide
products or services,
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Quotation, a requirement for PFCAS to maintain Federal tax information on a separate,
dedicated server.

Recommendation 2: Follow up to ensure the contractors have completed their efforts to
resolve computer and physical security concems mcluding implementing Secure Shell prior to
the activation of Telnet when transmitting data, loading encryption software onto laptops,
dieabling the unnecessary service on the router, tracking system issues, protecting audit logs,
applying access control lists, labeling hackup tapes as Federal tax information and storing them
separately, developing an email policy, timely disabling user accounts, and using differentiated
identification badges.
Management's Response: The IRS agreed with the recommendation. The Director,
Collection, Small Business/Self-Employed Division, will follow-up with the PCAs to
ensure all computer and physical security issues histed in the recommendation have been
resolved.

Handbooks and Guides Were Revised to Address Most Concerns
Regarding Procedural Consistency and Completeness

The IRS developed several handbooks and guides for the Program. These documents provide

the procedures necessary to carry out the requirements of the Program contract. In reviewing the
procedures, we noded the following areas that needed to be strengthened and/or clanified.

taxpayer or third party, self identified by a contractor, or identified by an IRS employee.

In evaluating draft procedures to determine whether the IRS had developed effective steps to
handle taxpayer complaints, we identified some noncritical areas that needed to be addressed by
management. The [RS was still in the process of perfecting the procedures at the time we
reviewed them.

* Despite Referral Unit" procedures to inform taxpayers that someone from the TRS will
contact them regarding complaints, the COTR procedures identify only one occasion
when taxpayers will be contacted. The COTR will respond to taxpayers if a writlen
complaint is received for a Type One' complaint. However, there were no procedures

™ The IRS Referral Unit s responsible for assigning cases to contractors; maintaining cases; recalling cases;
responding to inquiries from taxpayers, cantractors, and IRS staff, and handling taxpayer complaimts,

** Complaints are assigned a type code, hased on the severity of the allegation(s). Rude behavior would be 2
Type One complaint, intimidation would be a Type Two complaint, and a violation of the Fair Debt Collection
Practices Act wiould be a Type Thres complaint,

Poge 9
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for contacting taxpayers when verbal complaints are received or when written Type Two
or Type Three taxpayer complaints are received.

«  The COTR procedures did not identify a time period for forwarding taxpayer complaints
to the contractors.

« Procedures for the Telephone Monitoring and Case Action Reviews conducted by the
IRS did not provide specific steps for reviewers to identify and report taxpayer
complaints, Also, if a reviewer identifies an error or problem, which would include a
taxpayer complaint, the procedures dirccting the reviewer to forward issues to the COTR
once a week were not consistent with other procedures to forward complaints to the
COTE cither immediately or within 24 hours of receipt.

The Government Accountability Office Standards for Internal Control in the Federal
Croversment require significant events to be clearly documented. At the time we conducted our
review, [RS management was already in the process of revising procedures for the Telephone
Monitoring and Case Action Reviews to include steps for reviewers to identify and handle
taxpayer complaints, However, procedures still do not direct reviewers to immediately forward
taxpayer complaints to the COTR. Also, recently revised COTR procedures do not address the
issues noted above. If procedures are not updated, these conditions could result in untimely
suspension of contractor collection action, unsatisfactory customer service, and unidentified or
untimely identified taxpayer complaints.

poures for suspenaing collection

The draft PCA Policy and Procedures Guide did not provide procedures to suspend contractor
collection action when the following conditions occur:

*  During Beferral Unit review of installment agreement™ requests within the contractor’s
authority.

*  When a taxpayer appeals a rejected installment agreement.

*  When a contractor receives a verbal threat{s) from a taxpayer.

¢ Upon receipt of a taxpayer lawsnit referencing an account assigned o a contractor.

These conditions are identified as events warranting suspension of PCA collection action in
various other [RS Program procedure guides. Without clarification of procedures, contractors
may not suspend collection action timely on accounts with these conditions, However, after we
presented this information to IRS management, the PCA Policy and Procedures Guide was
revised to resolve all four issues.

" An imstaliment agreement allows taxpayers to pay tx linhilities by making regulsr pryments 1o the IRS over time
rather than all at once.
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Recommendation

Recommendation 3: The Director, Collection, Small Business/Self-Employed Division,
should update the COTR procedurcs to identify a time period for forwarding taxpayer complaints
to the PCAs and for contacting taxpayers regarding verbal taxpayer complaints and written

Type Two and Type Three taxpayer complaints. Also, the Telephone Monitoring and Case
Action Review procedures should be updated to direct analysts to immediately forward taxpayer
complaints 1o the COTR.

Management's Response: The IRS agreed with the recommendation. The Director,
Collection, Small Business/Self-Employed Division, will update the COTR and Quality
Assurance Handbooks 1o incorporate instructions for responding to taxpayer complaints
to address the issues identified in the recommendation,

Contractors Were Not Required to Have Scripts for Employees to Use
When Contacting Taxpayers

The Request for Quotation did not require the contractors to have a script to direct employees
through telephone conversations with taxpayers. However, if the contractor used an initial
contact seript, the IRS reviewed and approved the questions and procedures. One contractor
used an initial contact script that provided its employees with a very specific set of questions to
ask the taxpayer. Another contractor used a series of gencral questions and a checklist of
specific items for the employees to consider, The third contractor did not use an initial contact
script and relied upon training provided 1o employees to ask the appropriate questions,

The IRS reviewed the initial contact scripts for the two contractors and asked one of the
contractors to change the script and it was appropriately changed. We reviewed the changed
seripts and determined the guestions were appropriate and none of the questions violated
taxpayers’ nghts. However, we believe taxpayer rights would be better protected if the Request
for Quotation required the contractors to use a script for all types of telephone contacts and
provide them to the [RS, which could then review and approve the scripls for every contractor.
This would also resull in consistent approaches that the contractors take in contacting taxpayers
and better allow the IRS to perform a more consistent quality review, including the monitoring of
telephone calls. The IRS plans to expand the Program and issue a new Request for Quotation in
May 2007 soliciting more contractors.

Recommendation
Recommendation 4: The Director, Collection, Small Business/Self-Employed Division,

should include in the Request for Quotation a requirement for PCAS to provide a copy of scripts
for all telephone contacts with taxpayvers to the IRS, which will then review and approve them.
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Management’s Response: The IRS agreed with the recommendation. The Director,
Collection, Small Business/Self-Employed Division, will include in the next Request for
Quolation a requirement for PCAs to provide a copy of scripts for all telephone contacts
with taxpayers to the IRS for review and approval,

The Internal Revenue Service Should Continue Monitoring Revenue
Projection Goals

The Department of the Treasury budget process requires annual revenue estimates for tax
proposals.’” A revenue estimate serves as a benchmark for measuring the effects of tax law
changes and is generally over a 10-year period. In July 2004, the Department of the Treasury
calculated a $1.4 billion estimate in revenue over the next 10 yvears (Fiscal Years 2006-2015) for
the tax proposal that permits contractors to help collect Federal tax debts.

The IRS hired a contractor to develop a revenue model and used this model to caleulate projected
revenue based on the inventory the IRS plans to place with contractors. The IRS continuously
compared its inventory plans and revenue estimates to the Department of the Treasury estimates
through February 2006. The RS revenue model estimates many factors, including:

= Standard Collection Curve — The model applies a standard collection industry curve for
each case placement over a 12-month period to determine the number of cases on which
some or all tax due was collected,

* Referrals for Enforcement — Estimated number of cases returned to the IRS for
enforcement action.

s Unresolved Service Accounts (Recalls) — Estimated number of cases retumed to the TRS
due 10 other reasons (e.g., hardship," innocent spouse'™).

*  Administrative Resolutions — Estimated number of cases returned to the IRS due io death
or bankruptey of the taxpayer,

¢ Initial Ramp Up — The model shows a gradual increase in the assigned collection rate™ 1o
allow the TRS and contractors o reach optimum performance and productivity.

We evaluated the revenue model to determine whether the IRS" plans based on the model were
sufficient to achieve the goals set by the Department of the Treasury. The TRS is in the process
of updating the model and the revenue projection poals, To ensure revenue estimates are
accurate, we believe management should consider the following three issues when updating the
revenue projection goals.,

"% A tax proposal is & bill considering a change or modsfication to a provision af the Internal Revenue Code.

' & hardship means the taxpayer currently has no shility to pay the tioes,

' An innecent spouse is a tagpayer that can be relieved of responsibility for paying tax, imierest, and penaltics if his
or her spoase (or former spousc) improperly stated or underpaid the tax.

* The collection rate represents the percentage of dallars collected in compariscn to the tots] balsnce due of the
cases placed with the contraciors.
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The [R5 will be sending letters notifying taxpayers that their accounts have been assigned to a
contractor, Included with these letters is What You Can Expect When the IRS Assigns Your
Account to a Private Collection Agency (Publication 4518), which informs taxpayers they may
submit a writlen request to opt out of the Program if they do not wish to work with a PCA_

The revenue model does not include a factor to estimate the number of taxpayers who will elect
to opt out of the Program, The IRS indicated the ability for taxpayers to apt out is a unique
factor that has never been accounted for by either Federal Government agencies or private
industry. Therefore, there are no historical data on which to base an estimate to include in the
miodel.

Until the cases are assigned, the impact of taxpayers who clect to opt out of the Program cannot
be predicted. Therefore, as the [RS expands into assigning other types of cases to contractors,
the impact of taxpayers who opt out of the Program should be reexamined. While few taxpayers
have initially opted out, the number may increase as accounts assigned to contractors becoms
more complex.

Criterion has been adjusted to include cases in the contractor inven

The IRS has been continuously monitoring inventory levels for initial implementation of the
Program. The contractor provided the IRS with an interactive revenue model used for
long-range planning. The revenue model allows the IRS to change the inventory selection
criteria and determine the impact to projected revenue. The IRS reexamined inventory options
and changed case criteria lo maximize revenue projections and make sure it has enough
inventory available to meet the capacity of the contractors. One change to the contractor
inventory involved increasing the age a case has been in an IRS collection status. The initial
Program criterion called fior cases that had been in collection status for less than | year; however,
the age in status was increased to 2 years and then to 3 years.

The amount of time a case is in an IRS collection status is not the troe age of the account
liability; it is the length of time the account has been assipned to that particular collection status,
We previously reported™ that, when the criterion for age in collection status was Jess than 1 year,
72 percent of the cases available for placement in the Program were more than 2 years old. Now
that the length of time in collection status has been increased, the cases being assigned are
probably even older. Wi reported that older debts are frequently more difficult to collect; thus
the change in case age criterion may limit the IRS" ability to reach the Department of the
Treasury’s revenue goals for the Program. Management agreed the cases being assigned to the

* Management Needs to Continue Monisoring Some Case Selection ferues As the Private Debd Collection Program
Is lplemmented (Reference Number 2006-30-064, dated Apnl 2006),

Page 13



30

The Private Debt Collection Program Was
Effectively Developed and Implemented,
but Some Follow-up Actions Are SHII Necessary

contractors may be older but stated the contractors are willing to work the cases being azsigned
while the IRS does not have the resources to work them.

The collection rate used by the IRS is higher than the industry standard

During the research phase of the Program, the IRS visited some Federal and State Government
agencies that have used contractors, to assess their best practices for tax collection, The Federal
Government agencies visited were the Department of the Treasury Financial Management
Service and the Department of Education; the State agencies included some in New Jersey,
Michigan, Georgia, Maryland, and Virginia. During the visits, the IRS obtained data from the
Department of Education and the Financial Management Service on their collection rates with
contractors, these data reflect an average collection rate of less than 3 percent. The IRS did not
request collection rate figures from the State agencies. However, the State of California has
announced it has referred more than 52 hillion to private debt collection companies over the past
17 years, and 550 million (less than 3 percent) was actually recovered. ™ Our research of the
D:pm'hnc:t of Education and Financial Management Service confirmed the collection rate of

3 percent.

The IRS discussed the potential inventory selected for assignment with subject-matter experts to
determine the estimated collection rates used in its revenue model. The revenue model starts
with a lower collection rate and gradually increases it to a range of 10 percent to 15 percent of
the contractor inventory, This “ramp-up™ factor, as previously stated, allows the IRS and
contractors time to reach optimum performance and productivity, As of December 31, 2006, the
contractors had collected $11.4 million of the $105 million in liabilities placed with them by the
IRS. This represents a collection rate of 10.5 percent. Based on the ramp-up factor, this ratc
should continue to increase,

Oiter Federal and State Government agencies work balance-due cases for approximately
180 calendar days before tuming them over to contractors, however, the IRS is being very
selective in the cases it assigns to contractors. For the initial phase, the cases placed are
individual taxpayers who have filed a tax return with a balance due.

Considering these factors, the IRS contractor collection rate should be higher than that achieved
by other Federal and State Government agencies, Management plans to adjust the collection rate
once the cases are worked by the contractors and data are available to determine a true collection
rate for types of cases. The TRS recognizes it will need to continuously monitor the collection
rate as it expands the types of cases assigned to contractors to work.

2 The Tax Man and the Debt Collectar Team Up (MSN Maney, Septemiber 2005).
* Department of Education data relate to contractor performance from contract inception through June 2002,
Financial Management Service data relate o contractor referrals and collections as of April 2003,
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Recommendation

Recommendation 5: As data become available, the Director, Collection, Small
Business/Self-Employed Division, should continue updating and/or modifying the revenue
mode] to ensure the RS appropriately accounts for the impact of taxpayers who opt out of the
Program, the age of the balance due, and the actual collection rate achieved.

Management's Response: The IRS agreed with the recommendation. The Director,
Collection, Small Business/Sclf-Employed Division, will begin a review of the revenue
msdel in July 2007 and either construct a new revenue model or update the existing
model based on actual performance. The updated or revised model will be available in
Movember 2007,
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Appendix |

Detailed Objective, Scope, and Methodology

The overall ohjective of this review was to evaluate the effectiveness of the IRS” implementation
of the Private Debt Collection program (Program). To accomplish this objective, we;

L Evaluated the revenue projection goals and determined if the IRS" plan was sufficient to
achieve the goals,

1L Identified the methods established to transmit Federal tax information and evaluated the
procedures used to transmit data between the IRS and the contractors,

M.  Evaluated controls established to ensure taxpayer rights are protected.

A, Determined if and how contractor employees were trained on the applicable laws and
regulations and if the contractors certified in writing that the required training had
been provided.

B. Obtained and evaluated the Cuality Assurance program established to monitor
contractor activitics to ensure there are no violations,

C. Determined if the TRS developed an effective program to handle taxpayer complaints,

. Identified situations in which contractors are required to stop collection action and
determined if procedures were in place.

IV.  Evaluated the proposed physical and data security controls over Federal tax information.

A, Determined if a background investigation had been conducted on all contractor
personnel working on the contract and if any employes who failed the background
investigation had been barred from working on the contract with the IRS.

B. Made physical visits to each of the three contractor worksites, At two of the
worksites, we evaluated the adequacy of the physical security to be provided over
Federal tax information. At the third worksite, we sal in as third-party ohservers
while the IRS evaluated the adequacy of the physical security.

C. Determined if the contractors implemented effective physical security safeguards to
ensure protection of the information technology system. We determined if the
computer systems processing, storing, and transmitting Federal tax information met
or exceeded controlled access protection audit trails, identi fication/suthentication
controls, and access controls.
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D. Analyzed the IRS' plan to review the physical and data security at the contractors’
worksites,

¥.  Determined the method the [RS developed to monitor the quality of work being
performed by the contractors and evaluated the adequacy of the proposed [RS oversight
over the Program.
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Appendix Il

Major Contributors to This Report

Daniel R. Devlin, Assistant Inspector General for Audit (Small Business and Corporate
Programs)

Parker F. Pearson, Director

Amy L. Coleman, Audit Manager

Todd M. Anderson, Lead Auditor

Christina M. Dreyer, Senior Auditor

Michelle Griffin, Senior Awditor

Denize M. Gladson, Auditor
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Appendix Il

Report Distribution List

Commissioner C

Office of the Commissioner — Attn: Chief of Stafl C

Deputy Commissioner for Services and Enforcement SE

Deputy Commissioner, Small Business/Self-Employed Division SE:S
Director, Collection, Small Business/Self-Employed Division SE:S:C

Project Director, Filing and Payment Compliance Modemization, Small Business/Self-Employed
Diviston SE:S:C:FPCMO

Chiel Counsel OC

Mational Taxpayer Advocate TA

Director, Office of Legislative Affairs CL:LA

Director, Office of Program Evaluation and Risk Analysis RAS:0

Office of Intemal Contral OS:CFO:CPIC:IC

Audit Ligison: Commissioner, Small Business/Sell-Employed Division SE:5
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Appendix IV
Physical Security Concerns

Prior to placement of cases with the contractors, we identified the following physical sccurity
concemns during our onsite reviews of contractor worksites. Except where noted, each concem is
specific to one contractor. Management of each contractor immediately addressed our physical
secunty concemns as we identified them.,

Perimeter doors did not have adequate locking mechanisms.

Two rooms were not wired to the alarm system.

The main entrance to the [RS work area was not monitored by a receptionist.

Identification badges of emplovess working on the contract were not differentiated from

identification badges of unauthorized employees that work across the hall,

5. Atboth contractor worksites, the visitor log was not reviewed to determine cach visitor's
need for access.

6. Six employees had keys to the IRS work arca; one did not have a need for access to
Federal tax information.

7. 0On a couple of occasions, private mail service companies inappropriately delivered IRS

contract-related mail to the contractor’s headquarters office located in the building next

door.

Employees were permitted to use their desk telephones for personal calls.

. Vendors were provided escorted access (o the collection room,

0. There were plans to provide one employes with control over both the unassigned key

cards and the system that controls the access levels of the key cards.

11, One emplovee was responsible for control over misdirected remittances,

12, Procedures for handling significant conditions or situations that affect business operations

had not been updated for computer security and had not been developed for physical

security.

Concerns 1-6 represent a weakness in restricting access. Concemns 6-9 represent a weakness in
preventing unauthorized disclosure. Concemns 10 and 11 represent a weakness in providing a
separation of dutics. Concern 12 represents a weakness in handling security breakdowns,

Contractors are required to provide secured collection office facilitics and equipment to perform
tasks under the private debt collection contract. The specified area shall be restricted to
authorized [RS and contractor employees, and the area shall be physically separated from other
activity with walls and secured access per IRS secunity requiremnents. The facility must have a
locked and alarmed perimeter. Additionally, access to the space must provide an audit trail such
as a sign-in log, card reader, or computerized mechanical lock,

il o

—IGF
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Appendix ¥V

Management’s Response to the Draft Report

CEFARTHENT OF THE
IHTESNAL REVENUL FERWIOE
T WARHINGTOMN, DS, BEEsa
'RECEIVED
MAR 2 & 2007
Maweh 23, 2007

MEMORANDUM FOR DEPUTY INSPECTOR GENERAL FOR ALIDIT

FROM: *J.WKMWW
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CORRECTIVE ACTION:
e agreo Il fequiding PCAs 1o msinksin Federal i information on @ sepante,
dedicaiod sarves will anhance data security. In the nexd FRequaest for Quotation,
. wo will include a requl for PCAS fo maintain Federsl b infanmation on a
seporaty, dedicaled senver.

CORRECTIVE ACTION.
mauummmmuﬂw-ﬂmmm
by IR5 and TIGTA have been resohved, We will follow-up with the PCAS 1o
ey ol competior and physical security issues Ested in this recommaendation
have been nesohed.

Wy 15, 2007

RESEONSHILE OFFICIAL(S):
Diresctor, Fling & Paymant Complance Modemization Offics
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CORRECTIVE ACTIGN; We agres comprehensive instrocions for responding
1o Leparysr complalets should be inchaded In the COTR, and Quality Asturance
Hamdbooks.

1. Wa will update the COTR Handbook to inclade & Gme pariod far
forwanding complaints to the PCA,

2 We vill updafte the COTR Handbook 1o include instructions: on handling
wverbal taxpayer complaints and writien Type Two and Type Theee

3. W will updaie the Cualty Asswancs Handbook 1o include prossdunes on
forwarding laparyer complaints identified during Telephone Monitoring
mnd Caeses Action reviews 1o the COTR.

o

Cévigion, should inciade
of scripts.
wnd

M.Mmm&m
in'lve Raquest for Quotalion & requirsment for FCAS io provide n copy
for il talaphone contacts with tpayes 1o the IRS, wha will then review
Spprove e

Wi agree that the use of spproved telephona acripts by the FCAS would improve
cushomer senvite and entune consistent tapayer restment. W will include in
the nest Riequest for Quotation & requinemant far PCAS to provide 8 copry of
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scripts for all elephonrs contacts with Lpayens & the RS for neview and
appeoval,

ety
opt out of the Program, the age of the balanos due, and the achaal colection rade
achieved .

CORRECTIVE ACTION:

¥¥e agres thal the nevenus model shoukd ba updalid andior modified B8 new

formation becomes ivallable and as changes sre made in PCA case invenlory,
Wit will beisgiin & peviesy of the revenus medel in July 2007 and either construct a
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Mr. RAMSTAD. One issue this hearing will explore is whether
the collection of taxes is an essential government function, an issue
already raised by my distinguished colleagues on the other side.
Contrary to the assertion that it is not, a number of Federal and
more than 40 State agencies are currently using private collection
agencies to collect overdue income taxes and other debts including
student loan payments and alcohol and cigarette taxes. So, this pri-
vate debt collection function is hardly a novel function to be con-
tracted to the private sector. I believe that dismantling the private
debt collection program would be a mistake, it would be a step
backward in our efforts to close the tax gap, and I hope we don’t
retreat on that front at this critical juncture. Again, I thank the
Chair and I yield back.

Chairman RANGEL. Thank you, Mr. Ramstad. We will now pro-
ceed. The first witness will be Nina Olson, National Taxpayer Ad-
vocate, Internal Revenue Service. You can present your testimony
as you like. You have 5 minutes and your entire statement will be
entered into the record by unanimous consent.

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

Ms. OLSON. Thank you, Mr. Chairman, Ranking Member Mr.
McCrery, and Members of the Committee. Thank you for inviting
me today to testify about the IRS’ private debt collection initiative.
I will limit my oral testimony to five points.

First, there is no good business case for this initiative. Second,
there were few very easy cases, IRS collection cases for the private
collection agencies or PCAs to work. Third, the IRS collects taxes
better than the PCAs. Fourth, the PCA’s approach to taxpayers
raises significant concerns for tax administration. Fifth, taxes are
different from other debts and therefore should not be treated like
those other debts.

In May 2003, I appeared before a Ways and Means Sub-
committee on Oversight hearing and outlined my concerns about
the IRS’ then proposal to contract out the collection of certain cat-
egories of tax debt to private collection agencies. While in 2003, I
had IRS assurances that my concerns would be addressed, as time
passed and the IRS implemented the program, my concerns multi-
plied, not lessened. These concerns led me to call for repeal of the
private debt collection authority in my annual report to Congress
in 2006. I believe the right approach to any collection case must ad-
dress dual goals. First, to ensure that the taxpayer is able to com-
ply with the tax laws so as not to exacerbate the noncompliance.
Second, to collect the tax after taking into account the taxpayer’s
particular facts and circumstances.

In my view, PCAs fail at both these goals. PCAs must maximize
profit for their shareholders by collecting the most past due dollars
at the least expense to the companies. PCAs do not have the ability
or the authority to consider the taxpayers’ individual cir-
cumstances. Such consideration involves the exercise of judgment
and discretion and thus cannot be delegated by the government to
third parties. The IRS projects that the PDC initiative will bring
in between $1.5 and $2.2 billion in gross revenue before commis-
sions over 10 years. The midpoint of that 10-year range is $1.85
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billion which translates to an average of $185 million a year on a
gross basis before commissions and IRS administrative costs.

Here is how the gross annualized PDC revenue stacks up to the
IRS’ most recent annual estimate of the gross tax gap. Now I asked
my staff to make the PDC bar glow orange so you can see it better
and you can see how successful that was. The IRS estimates that
it will spend about $71 million in startup and outgoing mainte-
nance costs on this program through fiscal year 2007. If we applied
the $71 million and allocated it to the ACS, the Automated Collec-
tion System, we estimate that these funds would bring in about
$1.4 billion as compared to the $19.5 million brought in by the
PDC initiative to date.

The IRS estimates that PCAs at a steady state will have a return
on investment of 4 to 1. IRS ACS employees on the other hand
have a steady state return on investment of 20 to 1. Proponents of
the PCA initiative have consistently stated that the IRS has a sig-
nificant number of accounts in which taxpayers could be induced
into paying what they owe by a simple phone call. The mere fact
that there may be a substantial pool of cases that effectively result
in revenue if only someone contacted the taxpayer does not mean
PCAs are best qualified to handle these cases.

The assigned inventory turns out to be far more complex than
the IRS ever expected. The cases that come into the taxpayer advo-
cate service from PCAs show that the concept of an easy tax case
is a fallacy. We have earned income tax cases, identity theft, inno-
cent spouse penalty and interest abatement foreign tax credit and
financial hardship cases.

In fact, the shortage of easy inventory is driving the IRS to as-
sign inventory with the types of complexities that were never in-
tended to be worked by the private collectors. Expanding the inven-
tory beyond the primary criteria to actual ACS cases, cases involv-
ing U.S. territories and possessions to business cases, to nonfilers
and to older cases decreases the likelihood that the PCAs will be
actually able to collect any payment from the taxpayer, increases
the likelihood that the PCAs will make mistakes, and increases the
likelihood that the PCA will pressure the taxpayer to agree to an
unreasonable payment arrangement.

PCAs utilize a psychological technique to collect the maximum
amount from taxpayers while IRS collection employees are trained
to address the three Cs, cause, cure and compliance, PCAs in their
training materials use language like close the deal and psycho-
logical pause, the next person to speak loses. We have slides show-
ing quotes from actual training materials. Now we are not selling
Florida swampland here and taxpayers are not marks. We are also
not in the NBA finals talking about the next person who speaks
loses. We are talking about Federal taxes. These are the life blood
of government which we ask taxpayers to come forward and pay.
The consequences of playing around with taxpayer morale are
great. I believe the PDC program risks too much for too little and
therefore I would urge Congress to terminate this program now.
Thank you.

[The prepared statement of Ms. Olson follows:]
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Prepared Statement of Nina E. Olson, National Taxpayer Advocate,
Internal Revenue Service

Mr. Chairman, Ranking Member McCrery, and distinguished Members of the
Committee:

Thank you for inviting me to testify today about the Internal Revenue Service’s
private debt collection (PDC) initiative.!

Because there is so much risk to taxpayers and tax administrators inherent in
this program, I have personally devoted a large amount of my time since the fall
of 2002 to oversight of the PDC initiative. Since 2004, my office has had at least
one full-time employee dedicated solely to tracking this initiative, and for prolonged
periods, as many as five Taxpayer Advocate Service (TAS) employees have simulta-
neously tracked different aspects of the program. As a result of this daily involve-
ment, we have concluded that the PDC initiative is a waste of the government’s val-
uable resources and risks much for a potential increase in tax collection that is neg-
ligible, at best, and that in reality may be costing the government more than it re-
ceives through this program.

In May 2003, I appeared before a Ways and Means Oversight Subcommittee hear-
ing and outlined my concerns about the IRS’s then-proposal to contract out the col-
lection of certain categories of tax debt to private collection agencies (PCAs). At that
time, I was uncomfortable with the concept, based both on my own experience rep-
resenting taxpayers before PCAs in state tax disputes and on the problems inherent
in the IRS proposal. While in 2003 I had IRS assurances that my concerns would
be addressed, as time passed and the IRS implemented the program, my concerns
multiplied, not lessened. These concerns led me to call for repeal of the PDC author-
ity unzder Internal Revenue Code (IRC) §6306 in my 2006 Annual Report to Con-
gress.

Despite my opposition to the concept of outsourcing Federal tax collection, I want
to acknowledge the dedication and hard work of employees in the Department of
the Treasury and the IRS in developing and implementing this initiative. At the
time the program was developed, senior officials at the Treasury Department asked
me to participate in its development, despite my conceptual concerns, to help protect
taxpayer rights to the maximum extent possible. More recently, IRS personnel
charged with implementing the program have worked tirelessly and in good faith
to make the program work, and members of my staff have been included in some
of the implementation decisions. These employees have given their all to make the
program work, and I want to make clear that my criticism of the program is in no
way intended to be a criticism of their work.

I. Tax Collection Requires the Exercise of Discretion, and Only the Government Is
Constitutionally Permitted to Exercise that Discretion.

A. The Overriding Objective of IRS Enforcement Actions Should Be to Maximize
Long-Term Tax Compliance.

We are in agreement, of course, that taxpayers who owe back tax debts should
be held accountable. As I outlined in my 2006 Annual Report to Congress, however,
I am concerned that the current collection strategy of the IRS does not maximize
the government’s long-term collection of revenue. The IRS’s current collection strat-
egy virtually ignores an entire category of collection cases. In fact, the IRS’s failure
to work these cases is one of the strongest rationales for utilizing private collection
agencies (PCAs). But having recognized this shortfall, we still must ask two ques-
tions:

o What is the right way to handle these cases?
o What is the most cost effective way to do so?

I believe that the right approach to any collection case must address dual goals:
first, to ensure that the taxpayer is able to comply with the tax laws, so as not to
exacerbate the noncompliance; and second, to collect the tax after taking into ac-

1The views expressed herein are solely those of the National Taxpayer Advocate. The Na-
tional Taxpayer Advocate is appointed by the Secretary of the Treasury and reports to the Com-
missioner of Internal Revenue. The statute establishing the position directs the National Tax-
payer Advocate to present an independent taxpayer perspective that does not necessarily reflect
the position of the IRS, the Treasury Department, or the Office of Management and Budget.
Accordingly, congressional testimony requested from the National Taxpayer Advocate is not sub-
mitted to the IRS, the Treasury Department, or the Office of Management and Budget for prior
approval. However, we have provided courtesy copies of this statement to both the IRS and the
Treasury Department in advance of this hearing.

2JRC §6306(b)(4) authorizes the Secretary of the Treasury to hire PCAs to perform the fol-
lowing functions with respect to the collection of tax:
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count the taxpayer’s particular facts and circumstances. In my view, PCAs fail at
both of these goals. On the first count, the fiduciary duty of a private company is
to maximize profits for its shareholders, which can only be achieved here by col-
lecting the most past-due dollars at the least expense to the company. As the PDC
initiative is structured, the objective of maximizing current and future compliance
does not fit into the business model;, PCAs are compensated solely on the basis of
collecting past debts. On the second issue, PCAs do not have the ability or the au-
thority to consider the taxpayer’s individual circumstances. Such consideration in-
volves the exercise of judgment and discretion, and thus cannot be delegated by the
government to third parties.

B. Under the U.S. Constitution, Tax Collection Is Considered an Inherently Govern-
mental Activity and Generally Cannot Be Outsourced.

As early as 1819, the United States Supreme Court recognized that the Federal
Government’s taxing power is ancillary to its sovereignty. In McCulloch v. Mary-
land, Chief Justice Marshall stated that the power to tax “is an incident of sov-
ereignty, and is coextensive with that to which it is incident.”3 Thus, that power—
to assess and collect taxes—is “inherently governmental.” The hallmark of an inher-
ently governmental function is one that requires the exercise of discretion in inter-
preting and executing the law. It is a function that is recognized as “so intimately
related to the public interest as to mandate performance by Government employees.

. .”4 An inherently governmental function cannot be delegated by the government
to private parties.®> A ministerial function, however, may be delegated to private
parties.®

Within these constitutional parameters, Congress has broad authority to delegate
such governmental powers. Such delegations must establish clear standards that de-
tail how and when private parties may exercise government power. The delegating
governmental body must conduct sufficient oversight, including the establishment of
procedural safeguards, and retain sufficient control over private delegates to ensure
against arbitrary or self-serving use of government power. Under such delegations
of government authority, private parties are essentially limited to advising the gov-
ernment and performing ministerial acts. Functions involving the exercise of discre-
tion are reserved to the government itself.

Where the Federal Government seeks to delegate the collection of Federal tax
debt to private parties, the activities must be limited to those that do not involve
the exercise of discretion. The Federal Government must structure the terms of the
contract and its implementation so that the government maintains close oversight
and control. The head of the delegating agency must retain the authority to resolve
disputes, compromise claims or terminate the collection action.” Finally, the Federal
Government cannot dilute the rights and protections taxpayers otherwise enjoy
merely by contracting out certain functions to private parties.

In 1998, the Federal Activities Inventory Reform (FAIR) Act was enacted to en-
courage competitive sourcing, a process whereby Federal agencies identify commer-
cial functions being performed by the agencies, develop a business case to determine
whether the private sector can efficiently compete with the agencies, and if so, de-
termine the most efficient organization to perform the function. However, the law
specifically precludes the contracting out of inherently governmental functions.8 The
IRS and the Office of Management and Budget (OMB) have long considered the col-

3 Marshall v. McColloch, 17 U.S. 316, 429 (1819).

40OMB Circular No. A-76 §6(e) (1999). The current version of OMB Circular No. A-76 states
that “[aln inherently governmental activity is an activity that is so intimately related to the
public interest as to mandate performance by governmental personnel.” OMB Circular No. A—
76 (Revised), Attachment A § (B)(1)(a) (May 29, 2003).

5Carter v. Carter Coal Co., 298 U.S. 238 (1936).

6In the context of interest abatement, the IRS defines a ministerial act as one that does not
involve the exercise of judgment or discretion. Treas. Reg. §301.6404—2(b)(1).

731 U.S.C. §3718(a).

8 Federal Activities Inventory Reform (FAIR) Act of 1998, Pub. L. No. 105-270, 112 Stat. 2362
(codified as amended at 31 U.S.C.A. §501, Note §5 (2)(b)) (providing that a function is “inher-
ently governmental” under the statute if it is “so intimately related to the public interest as
to require performance by Federal Government employees.”). Examples of inherently govern-
mental functions include actions: (1) “to bind the United States to take or not take some action;”
(2) “to determine, protect and advance United States . . . interests;” and (3) “to significantly
affect the . . . property of private persons.” Id.
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lection of taxes to be an inherently governmental function,® and have never certified
the type of work being performed by the private collectors as commercial.?

The underlying premise of the PDC initiative is that certain tax collection activi-
ties are not inherently governmental—that simply asking the taxpayer to pay the
tax in full, or over a relatively short period, does not involve the exercise of judg-
ment or discretion.

Since the implementation of the PDC initiative, this premise has been roundly
disproved. There are few “easy” tax collection cases—in fact, the designation of cer-
tain cases as “easy” itself reflects an IRS-centric view of the cases, as opposed to
a taxpayer-centric view. No taxpayer views his or her tax collection case as easy,
and it is because of the many questions and concerns these taxpayers raise during
the resolution of their cases—even if they take a short amount of time to resolve—
and the impact of those questions and concerns on the taxpayers’ continuing tax
compliance that IRS employees should be the ones to interact with the taxpayer.

Taxes are fundamentally different from other types of debt owed to the Federal
Government for several reasons. First, unlike other Federal obligations, taxes are
the “lifeblood” of the government.!l Second, because our tax system relies on the
willingness of taxpayers to voluntarily report, file, and pay their taxes, there is the
potential for an erosion of that willingness if taxpayers believe that the government
or its contractors are acting capriciously in collecting the tax. Third, the correct tax
liability often cannot be determined from the “four corners” of the taxpayer’s own
return or even an IRS notice. Thus, taxpayers are allowed to dispute the correctness
of a tax assessment, including their own original assessment on a return. These
qualitative differences between tax debts and other government accounts militate
against contracting out the collection of Federal tax debt.

II. The Business Case for the PDC Program Is So Weak that the Program May Ac-
tually Lose Money.

The government has advanced several rationales and justifications for its use of
private debt collectors to collect Federal taxes, including:

e Use of private collectors is a cost efficient and effective method to collect receiv-
ables that the IRS could not otherwise reach with its existing resources;!2

e Private collectors will work the “easy” cases, thereby ensuring that they will not
engage in “inherently governmental” activities and that the IRS will be able to focus
on more complex work; 13 and

e Other Federal agencies have successfully used PCAs.14

Moreover, the IRS assured Congress that taxpayer protections would be “woven”
throughout the program, “that PCAs would be prohibited from threatening or in-
timidating taxpayers,” and that “the PCAs would be governed by all of the same
rules by which IRS employees are held accountable.” 15

A. The Amount of Revenue the PDC Program Is Projected to Raise Is Minimal.

The IRS projects the initial phases of the initiative (Release 1.1 and Release 1.2)
will cost $78 million and will bring in approximately $134 million in gross revenue
through FY 2008.16 The IRS is using 43 of its own employees to monitor 81 of the
PCASs’ employees.1” From September 2006 through April 19, 2007, the PCAs have
collected $19.5 million in gross revenue. Of that gross revenue, only $15.5 million
was paid in response to a PCA contact. $4.0 million—or about 20 percent of gross

9 OMB Circular A-76 sets forth the standards under which Federal work is subject to competi-
tive sourcing. As it existed in 1999, the collection of taxes was specifically listed as an inherently
governmental function. In 2003, OMB Circular A-76 was revised to remove all specific examples
of inherently governmental functions; see also General Accounting Office, IRS: Issues Affecting
IRS’s Private Debt Collection Pilot (Jul. 18, 1997) (indicating that the IRS and the Department
?f the Treasury have long considered the collection of taxes to be an inherently governmental
unction).

10Internal Revenue Service FAIR Act certifications, available at http:/www.treas.gov/offices/
management/dcfo/procurement/fair/inventories/index.html.

11Bull v. United States, 295 U.S. 247, 259 (1935).

12 Private Debt Collection: Hearing Before the Subcomm. on Oversight, House Comm. on Ways
and Means, 108th Cong., 1st Sess. (May 13, 2003) (statement of Mark W. Everson, Commis-
sioner of Internal Revenue).

131d.

1414,

1514.

16 Internal Revenue Service, Filing and Payment Compliance Advisory Council (May 1, 2007)
at 15.

17Data furnished by the IRS Filing and Payment Compliance Modernization Project Office
(May 2007).
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revenue—uwas collected by the IRS directly for only the cost of a stamp. Commissions
actually paid on this $15.5 million further limit the PCAs contribution to reducing
the tax gap by another $3.4 million, down to $12.1 million.18

The IRS projects that the PDC initiative will bring in between $1.5 and $2.2 bil-
lion in gross revenue (before commissions) over ten years.!® The midpoint of that
ten-year range is $1.85 billion, which translates to an average of $185 million a year
on a gross basis (before commissions and IRS administrative costs). Here is how the
gross annualized PDC revenue stacks up to the IRS’s most recent annual estimate
of the gross tax gap: 20
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B. The Opportunity Cost of Funding the PDC Program Instead of Hiring More IRS
Collection Personnel Is Enormous, Resulting in a Significant Net Revenue Loss
to the Treasury.

The IRS estimates that it will spend about $71 million in startup and ongoing
maintenance costs through FY 2007.21 If we applied this $71 million and allocated
it to the IRS Automated Collection System (ACS), we estimate that these funds
would bring in about $1.4 billion, as compared to the $19.5 million brought in by
the PDC initiative to date.22

This translates to a return-on-investment on the average ACS employee of about
20:1. The total dollars collected by ACS reflects the collections of both fully trained
and new employees who underwent training during the year. The return is gen-
erally higher for trained employees and lower for newly hired employees. If the IRS
were to hire 942 new employees, the return would predictably be lower than 20:1
during the initial training period. On the other hand, the amount of appropriated

18 Internal Revenue Service, Private Debt Collection (PDC) Performance Update—Briefing for
House Ways and Means Committee (May 18, 2007).

19 Internal Revenue Service, Filing and Payment Compliance Advisory Council (May 1, 2007)
at 14.

20 The most recent IRS estimate of the gross tax was $345 billion and was made in 2001.

21Internal Revenue Service, Filing and Payment Compliance Advisory Council (May 1, 2007)
at 15. These estimated costs include startup and ongoing maintenance from the PDC Project
Office, oversight, administration, and IT costs from FY 04 projected through FY 07. These esti-
mated costs do not include infrastructure assessments for any MITS costs or costs associated
with the TAS oversight or casework arising from the PDC initiative.

22The dollars spent on the PDC initiative could instead have been used to fund new ACS em-
ployees. We computed the fully loaded cost of an average ACS employee at about $75,000 (as-
suming GS-8, step 5). A new employee would cost somewhat less. Based on IRS expenditures
of $71 million, the number of new ACS employees that could have been funded by the PDC ini-
tiative (about 942) was multiplied by the current average dollars collected by an ACS employee
per year (about $1.49 million) to estimate the revenue that could have been garnered by ACS
in one year.
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funds the IRS has spent on the PDC program to date has been greater than $71
million because infrastructure costs and certain indirect costs (e.g., the full costs
TAS has incurred) have not been included. If infrastructure and all related costs
were included and also applied to fund additional ACS collection personnel, the
number of employees the IRS could hire would be considerably greater than 942,
resulting in higher potential revenue collections.

The IRS contends that the costs it is incurring to administer the PDC program
will decline in the future. Even if the costs decline dramatically, the IRS still likely
would be better off spending the funds on hiring more IRS collection personnel. In
FY 2008, the IRS estimates that program, business project, contractor, and MITS
costs will be $7.35 million.23 If we instead applied that $7.35 million to ACS, the
IRS would collect about $146 million. By comparison, the IRS projects that the PCA
initiative will bring in $88 million in gross revenue in FY 2008. Thus, if the IRS
applied its actual costs of program maintenance and supervision to ACS instead of
the PCA initiative, the public fisc would be ahead by $58 million for one year.

However, I am not persuaded that oversight costs or infrastructure costs for this
initiative will decrease over time. First, so many program processes are manual that
it will probably take ten years to achieve a truly automated system. Second, as dis-
cussed below, because there are no easy cases to send out to the PCAs, the IRS will
have to reprogram its case assignment standards frequently to allow for cases under
ever-expanding criteria. Third, based on experience to date, we will have periodic
turnover of PCAs—we have already ended our contract with one of the three origi-
nal agencies—and I suspect we would periodically be bringing one agency on and
taking another off-line. Finally, as the Joint Committee on Taxation noted:

The use of private debt collectors may free up IRS resources to focus on other tax-
payer delinquencies, thereby increasing total collections. On the other hand, the use
of private debt collectors also raises concerns about the ability of the IRS to properly
supervise these contractors and protect taxpayer privacy. The IRS has a finite
amount of resources to devote to contractor supervision. As the number of private
debt collectors increases, the ability of the IRS to closely supervise those collectors
and ensure that the collectors are using appropriate safeguards and computer secu-
rity decreases. As a result, the potential for abuse of taxpayer return information
could increase.24

C. The IRS Embarked on the PDC Program without Undertaking Adequate Studies
on the Cost Efficiency of the Program

To date the IRS has not conducted an adequate analysis of the return on invest-
ment of the PCA initiative, nor has it developed an adequate method of comparing
the cost of PCA collection to the cost of IRS collection. My office is attempting to
work with the Small Business/Self-Employed Operating Division to develop just
such a test. Moreover, the IRS is currently not collecting the necessary data to truly
understand the direct and downstream costs of this initiative. For example, the IRS
now projects that 24 Full Time Equivalents (FTEs)—consisting of a total of approxi-
mately 43 employees—will work on the PCA initiative for FY 2007. However, this
number does not include TAS employees working on PDC implementation or tax-
payer cases, or Modernization & Information Technology Services (MITS) employees
working on infrastructure improvements and routine servicing, or finance employ-
ees—much less IRS personnel responding to general phone calls to IRS toll-free
numbers or contacts through the Taxpayer Assistance Centers.25 Thus, the current
employee and FTE counts are fluid and are not being tracked well. To get a better
handle on the total FTE working on this initiative agency-wide, we are recom-
mending that the IRS track PCA initiative time in the same manner that EITC ini-
tilatif/ReStime is tracked, including separate time-keeping codes for all components of
the .

The IRS is currently attempting to design a test that will compare the cost of the
PCA initiative with the cost of (a) ACS employees’ working three types of the “next
best case” per IRS analysis and (b) ACS employees’ working cases from potential
PCA inventory.2¢ I have recommended that a true comparison of PCA effectiveness
to IRS effectiveness would entail using IRS employees with limited authority similar

23 Internal Revenue Service, Filing and Payment Compliance Advisory Council (May 1, 2007)
at 15. These estimated costs exclude all infrastructure assessments.

24 Joint Committee on Taxation, Present Law and Background Relating to Permitting Private
Sector Debt Collection Companies to Collect Tax Debts, JCX-49-03 (May 12, 2003) at 5-6.

25The IRS’s information technology office (MITS) identified 101 FTEs as devoted to the PDC
initiative, attributable to start-up costs incurred now as part of Release 1.2. MITS Filing and
Payment Compliance Release 1.2, Transition Management Plan, dated Nov. 22, 2006.

26 IRS Filing & Payment Compliance, Private Debt Collection Cost Effectiveness Briefing (Feb.
20, 2007).
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to the PCA employees to work PCA inventory. This test would involve the use of
alternate databases and the Internet to locate current taxpayer addresses and
phone numbers and would involve outbound calling. The IRS maintains that it
would not work PCA inventory if it had funds to work additional cases. Unfortu-
nately, the IRS has not conducted the necessary analysis to determine whether it
would be more profitable to work these lower dollar cases earlier in the process,
thereby eliminating many cases that are now worked in later years when they have
grown much larger and complex.27?

ITI. Despite IRS Representations to the Contrary, There Is No Such Thing as an
“Easy” Tax Collection Case, and Even by the IRS’s Standards, There Are Far
Fewer Such Cases than Originally Thought.

“The cases the IRS would refer to PCAs are those where the taxpayer would likely
pay the outstanding tax liability if contacted by telephone.”28

Proponents of the PCA initiative have consistently stated that the IRS has a sig-
nificant number of accounts in which taxpayers could be induced into paying what
they owe by a simple phone call.29 In fact, the assigned inventory turned out to be
far more complex than the IRS ever expected. In the first batch of inventory identi-
fied for possible assignment to private collectors, for example, there was a high inci-
dence of shelved delinquent tax return investigations.39 Under the IRS’s traditional
collection practices as well as the PDC-required procedures, taxpayers cannot obtain
installment agreements if they are not compliant for other tax years, i.e., they have
not paid taxes or filed returns.3! While the IRS plans to include this more com-
plicated type of case in Release 1.2 when its systems can communicate the existence
of the delinquent return to the private collector assigned to the account, it did not
anticipate that such cases would be among the “simple” Release 1.1 inventory. In
two different statistical samplings of the Release 1.1 inventory, the IRS learned that
in over 30 percent of the cases there were unresolved delinquent tax return inves-
tigations in the taxpayers’ filing histories.32 Thus, the IRS removed 15,500 cases
from the initial 42,800 to be assigned to the collectors and used other inventory, in-
cluding older cases, to make up for the deficit.33

The IRS also had to substitute older inventory when it identified two other unex-
pected case characteristics. In July 2006, the IRS eliminated another 10,000 cases
from the potential inventory because payments on those accounts, which were
thought to be voluntary, turned out to be involuntary levy payments.34 Additionally,
the IRS learned that its systems could not transfer updated account information
identifying taxpayers as being represented by tax professionals. When the taxpayer
files Form 2848, Power of Attorney, with the IRS, the IRS and private collectors
under this initiative must contact the taxpayer only through the authorized rep-
resentative. Consequently, it removed from inventory 5,500 accounts that were in-
tended for assignment to private collectors.35 Thus, as of this date, taxpayers who
have the resources to have obtained representation are exempt from this initiative.
Or stated another way, taxpayers who are unrepresented and vulnerable are dis-
proportionately likely to be contacted by PCAs.

TAS ran its own comparison of the Adjusted Gross Income (AGI) levels of tax-
payers whose cases were assigned to a PCA and taxpayers whose cases were as-
signed to IRS collection personnel. The median income of taxpayers whose cases

27For an in-depth analysis of current IRS collection strategy and recommendations for im-
provement, see National Taxpayer Advocate 2006 Annual Report to Congress at 80—-82.

28 Private Debt Collection: Hearing Before the Subcomm. on Oversight, House Comm. on Ways
and Means, 108th Cong., 1st Sess. (May 13, 2003) (statement of Mark W. Everson, Commis-
sioner of Internal Revenue).

29 See Department of the Treasury, General Explanation of the Administration’s Fiscal Year
2004 Revenue Proposals 99 (February 2003), stating:

30 A shelved delinquent tax return investigation is an investigation of a taxpayer’s failure to
file a tax return for one or more years that have been closed as unresolved.

31See IRM 5.14.1 (July 2005); and IRS Private Collection Agency Policies and Procedures
Guide (Sept. 2006) at 31.

32Internal Revenue Service, Partial Production Log (March 16, 2006).

33 Internal Revenue Service, Filing & Payment Compliance Advisory Council Presentation
(Jul. 31, 2006) at 9.

34The initial criteria for assignable inventory in Release 1.1 limited inventory to cases where
the taxpayer indicated the amount is due on a tax return and cases where the tax has been
assessed and the taxpayer has made three or more voluntary payments on the tax. Private Debt
Collection: Hearing Before the Subcomm. on Oversight, House Comm. on Ways and Means,
108th Cong., 1st Sess. (May 13, 2003) (statement of Mark W. Everson, Commissioner of Internal
Revenue).

35Internal Revenue Service, Filing & Payment Compliance Advisory Council Presentation
(Jul. 31, 2006) at 9.
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were assigned to a PCA was significantly less than the median income of taxpayers
whose cases were assigned to IRS collection personnel. Moreover, 23 percent of the
PCA taxpayer population is projected to receive the Earned Income Tax Credit
(EITC) as compared to 19 percent of the total IRS collection population.3¢ These
findings heighten concerns that lower income taxpayers are disproportionately rep-
resented in PCA case assignments.37

A. The Absence of “Easy” Cases Has Forced the IRS to Outsource “Harder” Cases,
Which Will Prove Harder to Collect on.

The shortage of the promised “easy” inventory is driving the IRS to assign inven-
tory with the types of complexities that were never intended to be worked by private
collectors. As described above, the IRS plans to assign accounts known to be non-
filers in Release 1.2. Utilizing private collectors to interact with taxpayers about
their obligation to file tax returns raises multiple problems, including the lack of
training of private collection employees as to which taxpayers are required to file
tax returns. Depending on the taxpayers’ circumstances, they may be under no legal
obligation to file tax returns.38 Private collectors have not been trained to determine
when filing is required and when it is not. In fact, since such a determination re-
quires the exercise of judgment and discretion, the authority to make a determina-
tion of a filing requirement cannot be delegated to a non-governmental employee.

But the case criteria expansion does not stop there. The IRS says that it has
132,000 case modules available that meet “primary” inventory criteria, which are
enough to meet the anticipated case assignments through January or February
2008. In order to send out the necessary cases for the remainder of FY 2008 and
into FY 2009, the IRS is looking at a pool of over 690,000 cases “that do not meet
primary placement criteria that could be assigned without additional programming
and another 383,000 that have been identified if additional programming was per-
formed.” 39 Moreover, the IRS states that “programming must begin within the next
few months so that enough inventory is available for the future.” 40

I am concerned about the use of the phrase “primary placement criteria” in the
IRS’s analysis above. This phrase implies that Congress understood that IRS in-
tended all along to expand the inventory criteria from those “easy” cases that only
required a phone call to resolve, into older cases, nonfiler cases, or U.S. territory
and possessions cases. Yet we can find no public document or discussion of this ex-
pansion, either in the initial 2003 congressional hearings or in the legislative his-
tory. The Joint Committee on Taxation described the Administration’s budget pro-
posal as follows:

The proposal generally applies to any type of tax imposed under the Internal Rev-
enue Code. The Treasury anticipates that the focus in implementing the proposal
will be: (a) taxpayers who have filed a return showing a balance due but who have
failed to pay that balance in full; and (b) taxpayers who have been assessed addi-
tional tax by the IRS and who have made several voluntary payments toward satis-
fying their obligation but have not paid in full. The Treasury anticipates that the
IRiS Xﬂl commence implementation of the proposal with debts owed by individ-
uals.

In Appendix D, we describe the cases that the IRS plans to send, or is considering
sending, to the PCAs in order to meet IRS revenue projections for the project. Of
these expanded categories, we are particularly concerned about the potential assign-
ment of Automated Collection System (ACS) cases. These are cases in which the IRS
has already made some sort of determination that a case has the potential for en-
forcement activity and therefore is in the queue for assignment to an IRS ACS em-
ployee. Despite former Commissioner Everson’s explicit assurances to the Ways and
Means Oversight Subcommittee that “[t]he IRS would not refer to PCAs cases for

36JRS Compliance Data Warehouse, Accounts Receivable Dollar Inventory (ARDI) (CY 2007,
first quarter) and Individual Returns Transaction File (TY 2005).

37 Among cases scheduled for assignment to a PCA during the first quarter of FY 2007 and
also having a Tax Year 2005 return filed (based on match of primary SSN), median adjusted
gross income was $24,000, while median adjusted gross income was $31,565 among cases not
scheduled for assignment to a PCA. It should be noted that only 36 percent of PCA cases and
56 percent of non-PCA cases showed the filing of a Tax Year 2005 Individual Income Tax Re-
turn.

38 See IRS Publication 501, Exemptions, Standard Deduction and Filing Information; IRS Pub-
lication 17, Your Federal Income Tax for Individuals.

39 Internal Revenue Service, Filing and Payment Compliance Advisory Council Deck (May 1,
2007) at 9.

40 Internal Revenue Service, Filing and Payment Compliance Advisory Council Deck (May 1,
2007) at 11.

41 Joint Committee on Taxation, Present Law and Background Relating to Permitting Private
Sector Debt Collection Companies to Collect Tax Debts, JCX-49-03 (May 12, 2003).
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which there is any indication that enforcement action would be required to collect
the tax liabilities,” 42 the IRS is now anticipating that it must send out these cases
to meet the revenue targets it has established for the program.

In fact, the IRS acknowledges that it will run out of inventory sometime in Feb-
ruary 2008 unless it expands the criteria for cases. Thus, the IRS plans to accelerate
a test on certain extremely low-dollar cases because if it waits too long to assign
these low-dollar cases to the PCAs, “[plrojections would not be met due to low aver-
age balance due.” 43 Moreover, the IRS notes that /njot expanding inventory [beyond
primary criteria] would lead to a large number of lower dollar deferred cases being
placed with the PCAs, which would significantly reduce PCA collections. ”4* Thus,
the IRS appears to be more concerned about “smoothing revenue” to make the pro-
gram look like a success than it is with either acknowledging that its projections
will not be met—namely, that IRS doesn’t have the “easy” cases it originally be-
lieved it had—or considering the impact such referrals may have on taxpayers.

B. Expanding Case Referral Criteria Poses Threats to the Integrity and Fairness
of Tax Collection.

Expanding the inventory beyond the primary criteria—to ACS cases, to cases in-
volving U.S. territories and possessions, to business taxes, to nonfilers, and to older
cases—increases the likelihood that the PCAs will make mistakes and decreases the
likelihood that the PCAs will actually be able to collect any payment from the tax-
payer. As the Joint Committee on Taxation noted in its analysis of the proposal in
2003:

Another issue is the extent to which taxpayers will voluntarily pay the amounts
owed in response to the private debt collectors or will raise procedural or sub-
stantive issues that will require referral of their cases back to the IRS. It is possible
th:ast4§uch referrals back to the IRS may consume considerable resources of the
IRS.

In these complex cases, taxpayers are more likely to have questions that the PCA
employees are unable to answer because their knowledge regarding tax issues is
limited, at best, or because the PCAs cannot exercise discretion in either answering
a question or working a case. First, as the expanded case selection increases the
likelihood of IRS Referral Unit involvement, the underlying business case for the
PCA initiative evaporates. Second, and more important from the taxpayer’s perspec-
tive, faced with having to send the case back to the IRS Referral Unit, the PCAs
may attempt to pressure the taxpayer into a payment plan. Here are a few case ex-
amples where the PCA continued pressuring the taxpayer into paying rather than
answering the taxpayer’s question or making a referral to the IRS Referral Unit.

Case One: A taxpayer called a PCA to try to work out a payment arrangement.
The taxpayer asked whether some of the interest charges could be abated. Interest
abatement requires the exercise of discretion and can only be evaluated by an IRS
employee, but the PCA did not offer to refer the case to the IRS on that basis. In
addition, the taxpayer said she could not afford the $793 per month in payments
the PCA was requesting over a four-month period. Initially, the taxpayer was not
offered any payment plan longer than 120 days despite the fact that taxpayers are
allowed to enter into installment agreements of up to 36 months under the existing
PCA guidelines. The taxpayer asked to speak with TAS. The PCA employee and a
supervisor told the taxpayer that TAS’s role is not to set up payment agreements
but to assist with situations such as significant hardship. Eventually, the PCA su-
pervisor offered to work out a payment arrangement of less than $793 per month.
Hg\éve\éer, the taxpayer was frustrated by that point and insisted on working with
TAS.4

Case Two: During the initial phone call, the taxpayer indicated she did not owe
the tax because the apparent liability resulted from a mistake by her tax preparer.

42 Private Debt Collection: Hearing Before the Subcomm. on Oversight, House Comm. on Ways
and Means, 108th Cong., 1st Sess. (May 13, 2003) (statement of Mark W. Everson, Commis-
sioner of Internal Revenue).

43Internal Revenue Service, Filing & Payment Compliance Advisory Council (May 1, 2007)
at 12. These are “Status 23 Deferred” cases where the amount of the liability is below toler-
ance—i.e., the dollar amount is so small that it is just not worth it for the IRS to collect. Accord-
ing to the IRS, there are 595,065 existing Status 23 Deferred cases, with an extremely low aver-
age balance due. Id. at 10.

44Internal Revenue Service, Filing & Payment Compliance Advisory Council (May 1, 2007)
at 24.

45 Joint Committee on Taxation, Present Law and Background Relating to Permitting Private
Sector £ebt Collection Companies to Collect Tax Debts, JCX-49-03 (May 12, 2003) at 6 (citations
omitted).

46 Contractor Officer Technical Representative (COTR) case review write-up; Taxpayer Advo-
cate Management Information System (TAMIS).
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The taxpayer was trying to get a portion of the funds submitted with a joint exten-
sion of time to file credited to her married filing separately account. The PCA placed
several temporary holds on collection activity, but when the case was referred to
TAS, almost four months after the taxpayer’s initial conversation with the PCA, the
PCA was still making outbound calls to attempt to collect the tax. These calls oc-
curred notwithstanding that on several occasions during this timeframe, the tax-
payer submitted a letter outlining her dispute.4?

These two examples illustrate how difficult it is to identify “easy” cases. These ex-
amples also demonstrate that complex cases increase the likelihood that when PCA
employees don’t know how to or can’t respond to taxpayers’ questions, they simply
continue trying to collect the tax.

IV. Whereas the IRS Attempts to Provide Service to Taxpayers, PCAs Are Com-
pensated Primarily Based on Revenue Collection and Have Little Incentive or
Ability to Assist Taxpayers Who Have Special Needs, Who May Not Owe the
Alleged Tax Liability, or Who May Lack the Ability to Pay.

PCAs are given very little training about tax law or procedure, are not permitted
to enter into discussions with taxpayers about matters that require the exercise of
discretion (e.g., to compromise a tax debt or abate interest or penalties), and have
no economic incentive to do more than collect the maximum number of dollars as
quickly as possible. While IRS employees are far from perfect, they receive broader
instruction about tax law and procedure, have the authority to exercise discretion,
and seek to foster maximize long-term compliance. The differences in how taxpayers
are treated and assisted will predictably be significant.

A. PCAs Are Unable to Meet the Diverse and Complex Needs of Taxpayers.

Taxpayers have a variety of diverse and complex needs and deserve to interact
with an organization that can meet those needs. However, providing quality cus-
tomer service seems to be superseded by the PCAs’ motivation to secure payment
from the taxpayer and collect their commission. This motivation is made clear by
the three contractors’ operational plans for the first phase of the PCA initiative,
which place a heavy emphasis on collection results rather than customer service.
The IRS, on the other hand, devotes significant resources specifically toward meet-
ing the needs of taxpayers.

The IRS Multilingual Initiative (MLI) is one example of the IRS making an effort
to address taxpayers’ needs. IRS started this initiative to address the needs of tax-
payers who have Limited English Proficiency (LEP).#® The PCAs, however, have
made little to no effort to address LEP or other issues relating to taxpayer popu-
lations with special needs, and it is highly unlikely that PCAs can or will duplicate
this type of initiative. In fact, only one PCA has a telephone number for Spanish
speaking taxpayers, and the other PCAs provide virtually no LEP services. Further,
when TAS representatives dialed the one PCA’s Spanish-speaking number, there
was only an English-speaking voice, which transferred the call to another line; the
call was then automatically terminated. The PCA has apparently corrected the prob-
lem, but the fact that TAS discovered this failure demonstrates the low priority
PCAs place on taxpayer service.

The IRS acknowledges these problems in PCA taxpayer service delivery and has
asked TAS to handle multilingual taxpayer cases until the PCAs have developed the
resources to work these cases. TAS has agreed to do so, but this situation raises
several serious concerns. First, the IRS should have ensured that PCAs could meet
the needs of all taxpayers prior to awarding contracts. Second, there is no deter-
mination on when or how the PCAs will develop these resources. Third, TAS picking
up these cases and working them demonstrates that even apparently “easy” cases
are not easy, results in IRS employees’ working cases that they weren’t planning
to work, and increases the opportunity cost of the PDC initiative by pulling TAS
employees off presumably more productive cases to work these cases.

B. PCAs Utilize Psychological Techniques to Collect the Maximum Amount from
Taxpayers.

Throughout the fall of 2006, TAS representatives reviewed the three PCAs’ oper-
ational plans and made numerous requests for changes. One such objection involved
a PCA collection script placed in one of the private collectors’ operational plans
which required representatives to advise taxpayers “Your balance of $ is due
in full today.” followed by the question “How can we help you resolve this?” The

471RS Private Collection Agency Complaint Review Panel.
48Internal Revenue Service, Multilingual Initiative Customer Base Report FY 2006 (Feb.
2006) at 12.
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script then requires the collection representative to employ a “Psychological pause—
let the Taxpayer speak first,” (emphasis in original), in which the representative
says nothing and waits for the taxpayer to commit to a payment amount. After the
taxpayer provides a commitment or financial information, the collector responds
“GREAT . . . Before we continue, Federal law requires me to inform you that
this is an attempt to collect a debt, any information obtained will be used
for that purpose.”*° (Emphasis in original.)

TAS objected to the entire script. TAS has not been permitted to interact directly
with the PCAs and must communicate through the IRS representatives. In response
to TAS’s objection, the IRS asked the PCA to remove the word “psychological” from
the phrase “psychological pause.” TAS representatives informed the IRS that this
was an insufficient remedy because the Fair Debt Collection Practices Act (FDCPA)
warning still came after the taxpayer volunteered information. Additionally, because
private collectors had already been operating under the script for months, we asked
that the employees be given some type of instruction clarifying the correct approach.
The IRS did not respond to those additional TAS requests. In response to the discus-
sion of this issue in the National Taxpayer Advocate’s 2006 Annual Report to Con-
gress, the PCA in question revised its script to provide its FDCPA warning at the
beginning of the conversation; however, the PCA still uses the “pause” as a device.5°

Since publishing the 2006 Annual Report to Congress, we have learned that the
other two PCAs also employ this and other disturbing devices.

Training Materials for Linebarger Goggan:51

Training Plan
“Use the psychological pause (pregnant pause)

Once you ask for payment in full, pause for the taxpaver' s response. Silence
will work in your favor.” (Emphasis added )

Sample Phone Script

Collection Representative: "VWhat are your intentions regarding payment on
WOUr account?

Psychological Pause

The next parson lo speak loses. (Emphasis added )

Training Materials for CBE: 52

We have found the following references inPCA training materials and scripts.have
not looked into the collection practices used by other Federal agencies. The IRS is
subject to an entirely different set of laws, regulations, and procedures from other
Federal agencies, reflecting its unique role as the Federal tax system’s adminis-
trator and enforcer. Congress’ concerns over past IRS practices, including collection
practices, have led to enactment of three Taxpayer Bills of Rights, with numerous
protections for taxpayers. While we have not expressed an opinion that these tech-

49d1?iolr§eer Credit Recovery, Inc., “The Initial Demand.” A copy of this script is attached as Ap-
pendix A.

50 See National Taxpayer Advocate 2006 Annual Report to Congress at 60. While we were pre-
paring the 2006 Annual Report to Congress, the IRS advised us that the operational plans and
calling scripts of the PCAs were proprietary and therefore generally could not be released with-
out the PCAs’ consent. We found this disturbing because one of the principles on which the PDC
initiative was predicated was the existence of a “level playing field,” meaning that rules and
restrictions applicable to the IRS and its employees would apply equally to PCAs and their em-
ployees. The collection procedures followed by IRS personnel are published in the Internal Rev-
enue Manual, so the * proprletary designation of PCA operational plans and calling scripts vio-
lates the “level playing field” principle. After we raised concerns, the IRS asked the PCAs for
consent to disclose the scripts. The responses were mixed. After our report was issued, two PCAs
provided consents. The third PCA, Pioneer, offered to give consent only if the IRS agreed not
to require PCA employees to refer cases to TAS immediately if the taxpayer makes such a re-
quest. TAS opposed this condition, and the IRS made clear that callers who asked to be referred
to TAS must be so referred. We were informed on February 27, 2007, that Pioneer finally gave
an unconditional consent.

51The referenced section of the Resource Guide is attached to this document as Appendix B.

52The referenced section of the Resource Guide is attached to this document as Appendix C.
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protections for taxpayers. While we have not expressed an opinion that these tech-
niques violate any laws, we do believe that these techniques are inconsistent with
the values built into IRS customer service initiatives since the IRS Restructuring
and Reform Act of 1998. Were a taxpayer to complain to the National Taxpayer Ad-
vocate about such a script being used by IRS employees, I would immediately de-
mand that the script be changed and that remedial training be offered to all collec-
tion employees, and I would refer the specific case to the Treasury Inspector Gen-
eral for Tax Administration (TIGTA) for investigation of potential intimidation. I
would react the same way were I to see IRS training materials utilizing “Glengarry
Glen Ross” type selling techniques (e.g., “close the sale”).

My concerns about these techniques arise in part from my experiences in my
former practice, which are confirmed by reports from Low Income Taxpayer Clinics
(LITCs). I represented low income taxpayers for many years in states that retained
private debt collectors for the bulk of their tax collection activity. I found that tax-
payers routinely agreed to installment agreements with monthly payment amounts
greatly in excess of what they could afford and often at harm to their welfare and
their ability to be compliant in the future. They offered up any amount in order to
be free of the collection agency and did not ask about lower amounts for fear of what
the collection agency might do. Needless to say, taxpayers frequently defaulted on
these agreements and ended up in my clinic’s office for assistance.

Agreeing to an unreasonable installment agreement that will result in a default
is not neutral to the IRS or the taxpayer. From the IRS perspective, this taxpayer
has demonstrated additional noncompliance and will require additional (costly) con-
tacts and efforts, including levies. The taxpayer no longer qualifies for a guaranteed
installment agreement53 and will have to submit additional financial information
(and pay an additional user fee) to reinstate the installment agreement or enter into
a new one.5* If the taxpayer attempts to enter into an offer in compromise, his de-
faulted installment agreement may count against him.55> From the taxpayer’s per-
spective, he now may be even more uneasy or afraid about communicating with the
IRS, in addition to having fewer options, potentially reducing the taxpayer’s future
compliance. All of this could be avoided were taxes collected the right way—i.e., with
an eye to future compliance and the particular circumstances of the taxpayer. The
“psychological pause” instructions and attendant consequences demonstrate an im-
%érlgant difference between the compliance-oriented IRS and the profit-oriented

S.

I do not know whether the “psychological pause” practice violates the FDCPA. I
do know that it harms taxpayers, does not contribute to future compliance, and may
very well constitute intimidation in certain cases. In certain instances, this practice
might violate § 1203 of the IRS Restructuring and Reform Act of 1998. It is certainly
an example of the kind of behavior Congress sought to change through three Tax-
payer Bills of Rights. Such an approach is an example of the profit-motivated ap-
proach of the PCAs, and does not constitute taxpayer service within enforcement.
It is not the right way to collect tax, which should take into consideration not only
the need to hold taxpayers accountable but also the specific facts of their cases, in-
cluding their financial circumstances.5¢

C. The PDC Procedure for Authenticating the Identity of a Taxpayer Is Off-putting
and Frightening to Some Taxpayers.

When an IRS collection employee contacts a taxpayer, he is permitted to say that
he is calling from the IRS. That information alone is generally sufficient to let the
taxpayer know the nature of the call. When a PCA contacts a taxpayer, however,
the PCA employee is not permitted to identify the nature of the debt about which
he is calling until after he verifies the identity of the taxpayer, typically by asking
the taxpayer to provide his Social Security Number (SSN). In theory, a letter pre-
cedes the phone call. But if the letter didn’t reach the taxpayer or the taxpayer
didn’t focus on it, the taxpayer will be taken aback upon receiving a call about a
debt and being asked to provide his SSN, and some taxpayers understandably
refuse to provide their SSNs to an unknown caller.

53TRC §6159(c)(2)(C).

54JRM 5.14.11.7(2); IRM 5.19.1.5.4.3(1).

55For example, an offer-in-compromise based on effective tax administration can be rejected
because of the taxpayer’s compliance history. IRM 5.8.11.2.1(7).

56 TAS recently learned that IRS assigns accounts involving innocent spouse relief, the ten
percent IRA early withdrawal penalty, and the trust fund recovery penalty to PCAs if the PCA
already has a case involving that taxpayer. One can only imagine how an innocent spouse who
is a victim of domestic violence or a struggling small business owner would respond to a “psy-
chological pause” technique.
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Indeed, one of the PCAs, CBE Group Inc. (CBE), when phoning taxpayers, simply
states the call is in reference to a business matter, even though they are authorized
to disclose the nature of their work, i.e., debt collection, prior to authentication. This
practice has resulted in CBE having a significantly higher number of complaints
than the other PCAs. Specifically, to date there are 21 complaints about CBE’s au-
thentication process.

D. PCAs Have Violated Procedures for Informing Taxpayers About Their Right to
Opt Out of the Program and About TAS.

Upon the request of a taxpayer, a PCA employee must allow that taxpayer to opt
out of working with the PCA.57 The drafts of letters from PCAs to taxpayers that
have been provided to TAS do not contain language designed to inform taxpayers
that they have the right to “opt out” of the PCA initiative. To our knowledge, the
only document that contains this information is the IRS pamphlet, What You Can
Expect When the IRS Assigns Your Account to a PCA, which is sent to taxpayers
when the accounts are initially assigned to PCAs.

From the inception of this initiative, TAS has advocated for the right of taxpayers
to come to TAS upon the request of the taxpayer as an additional protection for tax-
payers. The PCA Policies and Procedures Guide includes instructions to the PCA
employees that they must inform taxpayers about TAS and requires PCA employees
to refer cases to TAS at the taxpayer’s request. PCA employees are also required
to inform taxpayers about the availability of LITCs. The Guide instructs PCA em-
ployees about how to identify potential TAS cases and make referrals to TAS with-
out the taxpayer’s request, just as IRS employees are required to do.58

Months after the initiative began, TAS learned that one of the PCAs was not ad-
hering to the Guide’s requirement that taxpayers must be referred to TAS upon re-
quest and instead was coaching its employees to continue to attempt account resolu-
tion even after the taxpayer requested to come to TAS. More recently, when the IRS
was negotiating with this PCA over whether it would agree to make its scripts pub-
lic, the PCA attempted to condition the release of its script on the IRS validating
its practice of not referring taxpayers to TAS upon request. TAS rejected this condi-
tion.

Subsequently, we discovered that the practice was not isolated to one PCA. At
least one other PCA was failing to refer taxpayers to TAS upon request and was
not even providing the TAS phone number to taxpayers upon request unless the tax-
payer stated he or she was experiencing a “severe hardship.” Such a precondition
for referral is contrary to the PCA Policies and Procedures Guide. The IRS subse-
quently issued an alert to all PCAs that this practice is violation of procedures.

E. PCA Employees Receive Limited Training and Experience High Turnover.

The number of PCA collectors who either were taken off the contract or are no
longer employed at the PCA is disturbing. For example, over 50 percent of CBE’s
collectors have either been taken off the contract or are no longer employed by
CBE.5 In contrast, 77 percent of W&I and SB/SE customer service representatives
have a year or more experience.?© When the PCA collector position is a revolving
door, it 1s unlikely that these employees adequately understand IRS cases. More im-
portantly, it is highly unlikely that these employees will have engrained in them
the special protections that adhere to U.S. taxpayers under the Internal Revenue
laws. In contrast to IRS employees, who receive taxpayer rights and confidentiality
training every year over the course of their long careers at the IRS, PCA employees
only re%eive several hours of IRS training, of which taxpayer rights is a small com-
ponent.61

57The FDCPA, which is applicable to PCAs, requires debt collectors to cease communication
efforts if the debtor makes this request in writing, 15 U.S.C.A. § 1692c(c); see also Private Debt
Collection Agencies Policy and Procedures Guide, Section 12.14 (incorporating the FDCPA opt-
out provision).

58 TAS also produced video training, including a 20-minute presentation by the National Tax-
payer Advocate and a two-hour discussion by TAS personnel, that is required to be taken by
all PCA employees about TAS, taxpayer rights, LITCs, and procedures for referring TAS cases.

59 Pioneer had a 20.8 percent turnover rate for collectors, CBE had a 52.8 percent turnover
rate for collectors, and LBGS had a 25 percent turnover rate for collectors. (Calculation based
on PCA list of “Collector” and “Collector/IRS Referral Unit” Liaison employees provided by the
IRS PDC project office).

60 Internal Revenue Service, Human Capital Office Workforce Plan, IV-53 (March 2006).

61TRS employees receive substantial, in-depth training before handling collection matters. For
example, ACS employees receive mandatory training on unauthorized access, ethnic awareness,
computer security, and annual Continuing Professional Education. In FY 2005, this training was
a total of 24 hours and eight hours of localized training. In contrast, PCA employees receive

Continued
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V. TAS Cases Illustrate Some of the Problems Taxpayers Have Experienced.

As of May 21, 2007, TAS has received 318 cases relating to taxpayer concerns
about the PCAs. These cases were received from the TAS Intake Line, as a referral
from the PCA, or from IRS employees answering toll-free lines. Once TAS receives
a case, the TAS Case Advocate identifies the issue that needs to be resolved and
works with the taxpayer to resolve that issue. During the time that TAS is working
with the taxpayer, the PCA must cease all collection activity. TAS has closed 242
of the 318 referred PCA cases. Appendix E provides an analysis of TAS cases re-
ceived to date.

TAS monitors these cases in an effort to identify any trends that may have a neg-
ative impact on taxpayers. For example, TAS identified a situation where taxpayers
assigned to a PCA were being treated differently from taxpayers with a similar situ-
ation dealing directly with the IRS. In this situation, the taxpayer was requesting
an installment agreement with a term of more than three years but less than five
years. The PCA employee cannot unilaterally enter into an installment agreement
for over three years’ duration and is required to refer that case to the IRS. The PCA
taxpayer was required to submit a financial statement in this situation. However,
if the case were being worked directly by the IRS, the taxpayer would have received
a 60-month agreement without submitting a financial statement. TAS is currently
working this issue with the PDC Project staff; in the meantime, the PCA procedures
continue to excessively burden taxpayers and allow the PCA access to taxpayer finan-
cial information that it has no reason to acquire.

The following examples involve PCA cases where the taxpayer called TAS directly.
They demonstrate the fallacy of the IRS’s assertion that it is sending “easy” or
“clean” cases to the PCAs and demonstrate why the IRS alone—with its full panoply
of assessment, abatement, and collection authorities—should be working taxpayer-
collection cases.

o The taxpayer called TAS after receiving a letter from a PCA. After sustaining
injuries in a near-fatal automobile accident, the taxpayer is living off only Social
Security benefits and food stamps and was unable to pay the balance due.

e The taxpayer incurred a balance due as a result of an early withdrawal from
her retirement plan. The taxpayer is currently on Social Security disability in-
come. She is also taking care of her ill mother and is unable to pay at this time.

e The taxpayer’s debt arose from her 1998 tax return, on which the IRS dis-
allowed the taxpayer’s youngest child, born December 1, 1998, for purposes of
the dependency exemption and EITC. The taxpayer sent proof of her child’s
birthday to the IRS on three separate occasions. The IRS told the taxpayer that
the period of limitations for making changes to her tax return has expired, and
it has offset additional refunds in the amount of $2,000.

o The taxpayer’s tax returns were examined for each of tax years 2001 through
2005, resulting in EITC disallowances. Each year, the taxpayer submitted all
requested documents but did not receive a response. The taxpayer states that
the claimed children are hers, and she does not understand why the claim on
her return is continually being disallowed. She has called the IRS several times
and cannot obtain assistance.

e The taxpayer stated that he has been receiving bills for taxes that he does not
owe. The taxpayer has resided in Puerto Rico for his entire life. He has proof
of filing with the Hacienda and says he has reported all his earned income.

e The taxpayer called TAS in response to a letter from a PCA. The taxpayer stat-
ed that he does not owe the tax debt. The taxpayer said he did not work for
the tax year at issue and did not file a tax return for that year, nor did he re-
ceive a refund. He suspects his child’s mother may have helped someone im-
properly use his information to file.

VI. The PCA Initiative Raises Concerns about the Confidentiality and Security of
Taxpayer Information.

The Internal Revenue Code places significant emphasis on the confidentiality and
security of taxpayer information. When taxpayer information is shared with outside
contractors, the risks of misuse and the steps required to secure information both
increase.

minimal training on complex topics before handling collections matters. For example, PCA em-
ployees receive 20 minutes of training on privacy awareness, 20 minutes on disclosure and safe-
guard awareness, 20 minutes on the Taxpayer Bill of Rights and Taxpayer Advocate Service,
20 minutes on § 1203 of the IRS Restructuring and Reform Act of 1998, and 20 minutes on the
role of the Treasury Inspector General for Tax Administration. PCA employees also view a two-
hour video produced by the Taxpayer Advocate Service. National Taxpayer Advocate’s 2005 An-
nual Report to Congress at 85-86.
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A. The IRS Recently Terminated a PCA for Failing to Perform at Appropriate
Standards, Yet the PCA Is Permitted to Retain Taxpayer Information for an Ad-
ditional Two Years.

As Linebarger’s contract came to an abrupt end, new security concerns have aris-
en. The IRS is permitting a PCA, which is no longer part of the initiative, to keep
and maintain taxpayers’ files for two years after the contract has ended. Allowing
PCAs to hold onto taxpayer information after a PCA has left the initiative is a fail-
ure of the IRS’s fiduciary duty to protect taxpayer information and significantly
compromises taxpayer information.62 It is especially disturbing that Linebarger will
keep taxpayer information for two years after the contract, since Linebarger’s secu-
rity breaches were a major focus of a recent TIGTA Report. Some of the concerns
the report addresses include the following:

e Two storage rooms were not wired with alarm systems;
e Perimeter doors did not have sufficient locking mechanisms; and

It seems irresponsible and foolish to allow any PCA to keep taxpayer information
for two years after contract expiration, but especially foolish to allow a PCA to keep
taxpayer information where that PCA was significantly criticized for security
breaches in a recent TIGTA report.

B. PCAs Are Now Receiving Sufficient Information About Taxpayers to Enable
Identity Theft.

As described above, PCAs are required to verify that they are talking to the cor-
rect taxpayer before they can disclose the specific purpose for the phone call or dis-
cuss details of the account. Now, in addition to PCAs’ having the taxpayer’s name,
last known address, and SSN, they also want the taxpayer’s date of birth to make
the authentication process easier. One wonders how comfortable taxpayers would
feel knowing that the IRS is handing over more and more of their information to
private collectors.

The rate at which collectors either are taken off the IRS contract or are no longer
employed at the PCA is alarmingly high. For instance, Pioneer had a 20.8 percent
turnover rate for collectors, CBE had a 52.8 percent turnover rate for collectors, and
LBGS had a 25 percent turnover rate for collectors. In contrast, 77 percent of ACS
employees have a year or more of experience.®4

VII. The IRS Can Do It Better

As stated previously, a central tenet of the PDC initiative is that the IRS has a
significant number of accounts in which taxpayers could be induced into paying
what they owe by a simple phone call.65 The mere fact that there is a substantial
pool of cases that effectively result in revenue if only someone contacts the taxpayer
does not mean that PCAs are the best qualified to handle these cases.

e Indeed, the IRS is clearly the superior collection agent for these cases:The IRS
currently possesses a large collection infrastructure with thousands of trained
employees and an annual budget of nearly two billion dollars.¢ The IRS has
14 ACS sites that interact with millions of taxpayers annually, in contrast to
the private collectors who operate out of single locations with 81 employees in
the aggregate.

e The IRS employs and continues to spend significant resources on the same tech-
nology used by private collectors, such as predictive dialer systems.67

e The IRS maintains and utilizes various internal and external databases for re-
search purposes, including but not limited to Integrated Data Retrieval System,
Choice Point, and the United States Postal Service. Many of these are the same

62The IRS could store and maintain taxpayer files and allow the PCA access to the files in
case of a civil suit.

Multiple PCA employees had keys to the IRS work area and one of these employees did not
need access to Federal tax information.63

63 Treasury Inspector General for Tax Administration, The Private Debt Collection Program
Was Effectively Developed and Implemented, but Some Follow-up Actions Are Still Necessary
(Mar. 27, 2007).

64Internal Revenue Service, Human Capital Office Workforce Plan, IV-53 (March 2006).

65 See Department of the Treasury, General Explanation of the Administration’s FY 2004 Rev-
enue Proposals (Feb. 2003) at 99, stating:

66 RS FY Budget in Brief, available at: http://www.irs.gov/pub/irs-utl/bib-irs.pdf. Excluding op-
erations support costs, the IRS’s total budget for tax law enforcement in fiscal year 2006 was
approximately $4.7 billion dollars and its proposed enforcement budget for FY 2007 is approxi-
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sources currently being utilized by the PCAs to attempt to locate and contact
PDC-assigned taxpayers.

Furthermore, timely and personal interventions on collection accounts are power-
ful motivations for taxpayers to resolve tax problems and cannot be discounted.
These interventions represent the appropriate point in the collection process to iden-
tify and resolve issues that have caused the taxpayers to become delinquent, there-
by preventing future noncompliance, and to explore meaningful payment options.
Many of the accounts currently being assigned to PCAs are less than $25,000 and
thus would qualify for guaranteed or streamlined installment agreements (IAs).68
The IRS already has the means and proven track record to effectively handle these
types of accounts.69

The IRS could collect taxes even more effectively if it were to enhance and refine
its existing automation and technology. The predictive dialer system and the online
research tools that the IRS maintains are both effective means of contacting and
locating taxpayers, but neither is being utilized to its fullest capacity. For example,
the predictive dialer system is predominantly used after all required notices are
sent, a notice of levy issued, and there is no response from the taxpayer. If outbound
contact were moved up in the notice stream and ACS process, the IRS could make
even more timely and effective contacts and be more likely to reach resolution, with-
out the need for enforcement action.

Similarly, the IRS also has a vast array of internal and external research sources
at its disposal, including a sophisticated “skip tracer-like” mechanism—the Address
Research System (ADR). While ADR has the potential to validate or update poten-
tial addresses for a given taxpayer, the IRS currently uses this resource selectively,
usually late in the collection process. If the IRS were to expand its search tool to
include such sources as the Internet, Department of Motor Vehicles records, and
voting registries, and employ the search tool earlier in the collection process, it could
improve the collection productivity of its existing personnel.

VIII. Ultimately, Tax Collection Is the IRS’s Responsibility.

IRS collection activities are compliance-based, and the training of its employees
reflects that fact.[70] In other words, the collection policy followed by IRS collection
representatives is to first cure the taxpayer’s current noncompliance, whether
through increased withholding or taking other actions, rather than seeking repay-
ment of past amounts due. In contrast, the PCAs who are paid by commissions have
the reverse incentive. There is no commission given to PCAs when they work with
a taxpayer to increase his or her withholding. If a taxpayer increases withholdings,
he or she may not be able to afford to pay a delinquency from a prior tax year.
Moreover, since PCAs are paid as a percentage of the taxes actually collected, there
is an incentive to close accounts through full-pays or high-dollar monthly install-
ments. There is less incentive to take into consideration the taxpayer’s specific cir-
cumstances. Unreasonable installment agreements result in defaults, and can harm
taxpayers’ ability to become compliant. It is inevitable that the effect of these incen-
tives will be adverse to taxpayer compliance in some cases.

Some proponents of the PDC initiative have touted the outsourcing of collection
by the states and the Department of Education in support of the IRS’s use of PCAs.
We find these arguments unpersuasive. The Department of Education and most
State Departments of Revenue do not have large collection functions. The IRS, on
the other hand, has allocated over 14,000 FTEs to its collection initiatives and, as
noted, has an annual collection budget of over $2 billion. Moreover, IRS employees
are subject to many taxpayer protections, above and beyond the requirements of the
FDPCA, that do not apply to either state PCA arrangements or the Department of
Education.

These taxpayer protections exist for several reasons. First, taxes are the lifeblood
of the Federal Government—without taxes, the government is unable to conduct the
business of the people. Second, taxpayers pay their taxes willingly (if not joyfully)
because they have a social contract with their government—and the government’s
end of that contract is that it will treat its taxpayers courteously, fairly, efficiently,

68JRM 5.14.5.2 (Jul. 12, 2005). The IRS may approve streamlined installment agreements
where the aggregate unpaid balance of tax liabilities is $25,000 or less and can be fully paid
within 60 months or prior to the Collection Statute Expiration Date, whichever comes first.
These agreements do not require detailed financial statements or approval by IRS managers and
may be granted even though the taxpayer may be able to fully pay the tax balance sooner.

69 Streamlined IAs accounted for 96.7 percent of all IAs approved in FY 2006 and 96.2 percent
of the open IA inventory at the close of the fiscal year. Internal Revenue Service, Collection Ac-
tivity Report, Taxpayer Delinquent Account Cumulative Report, NO-5000—6 (October 2, 2006).
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and helpfully. For the reasons discussed in the foregoing testimony, the PDC initia-
tive breaches that social contract on all counts.

IX .Conclusion

I believe the PDC program risks too much for too little. In 1998, Congress enacted
significant taxpayer rights protections to guard against overzealous IRS collection
tactics. Now, less than ten years later, the IRS is outsourcing tax collection to pri-
vate companies with a profit motive to extract every dollar possible from taxpayers.
Calling scripts that emphasize the use of psychological techniques (e.g., “The next
person to speak loses”; a well timed pause will pressure a taxpayer to “tell you ev-
erything you need to know to ‘close the sale’”) make this point clear. In addition,
private collectors are constitutionally barred from discussing collection alternatives
with taxpayers who cannot afford to make full payment, and this restriction further
highlights a significant limitation of the program.

But even leaving aside the taxpayer rights concerns the program raises, the busi-
ness case for the program does not justify its existence. Originally, the program was
billed as a way for the IRS to collect essentially “free money.” The IRS would
outsource tax debts it otherwise would not get around to collecting due to resource
constraints, and even after commissions of up to 25 percent were paid to the PCAs,
the government would receive at least 75 percent of whatever was collected.

The reality has turned out to be very different. The IRS has to spend significant
sums of money to administer the program, and if these sums were instead spent
to fund additional IRS enforcement personnel, the IRS may well be collecting signifi-
cantly more tax debts than the PCAs will collect—even without accounting for PCA
commissions. Moreover, as the inventory of PDC-eligible “easy cases” dwindles, the
IRS will be outsourcing more complex cases, which will result in a lower rate of col-
lection, higher administrative costs for the IRS, and a greater risk of taxpayer rights
violations.

For the reasons I have described, I urge the Congress to terminate the PDC pro-
gram now.



60

Appendix A: Training Materials for Pioneer

Appendix A
Pioneer Credit Recovery, Inc. TIRNO-06-K-0181 -
Contract No. GS23F021TE HOHEEI"

THE INITIAL DEMAND

*Get the Taxpayver on the phone
*Verily Name and SSN, Note: if it is regarding a jointly filed and you have
identified the secondary fler, you must verify both Primary and Secondary

S5N information
Hella, My name is and [ work for Pioneer Credit Recovery, Inc. My
employee number is , [ am calling regarding an outstanding IRS tax
liability for (sccount details including applicable tax years). [
would like to help resolve the outstanding balance, Your balance of § is due

in full today. How can [ help you to resolve this?
*Paychological pause—let the Taxpayer speak first
IF YES (which should be the case 99% of the time)

GREAT... Before we continue, federal law requires me to inform you that this is an
attempt to collect a debt, any information obtained will be used for that purpose.

MNow, __(Taxpaver's name]_let me go ahead and update your file.
*Take the Taxpayer through the financial statement from top to bottom
ONCE ALL INFORMATION IS OBTAINED:

OK. ___(Taxpaver's name)  based on the information you provided me, it appears
you may be able to borrow the money to pay this past due obligation.

*Give the Taxpayer some ideas on how to borrow. Use the information from the
financial stalement.

Money Sources:
401K Employer Loan Credit Union
Credit Card Bank or finance Co. 2™ Morigage
Co-Signer Family Friends
Stocks Bonds CD's

IF THE TAXPAYER ATTEMPTS TO BORROW AND 1S UNABLE:

Ask: “How much can you get together by __ (end of the month) " and get a 2™ alk-
off
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Appendix B: Training Materials for Linebarger Goggan

b1/ 2087 13 AL BSR4

Appendix E

e Linstarger Gopras Eamgﬁ-mmmn

Telephone Technigues
Two ACA-produced training tocls are ased 1o teach collecion sppropriste telephons

techniques. The fima toal, Professional Telephane Collection Techniques, &5 en

hnﬂvrw;ﬂhpmmmmlmmm 'I'h-rmd hm
Telephons Collecting. a video package, which is supple d b worh
by the collectors,

L

COLLECTOR AND CONSUMER

= The Succsasful Collecior
a L

Iraerbl Revonge Sarvice

CONFIDENTIAL
Anarwery Week Product wsomey-Chint Commm koniea
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B2S21/7007 13: 34 Al@deTaa4e PagE  B3/me

 inebergerGogges PCA Truiwing Pla TIHNOSEKONTS
. PREPARING FOR THE CALL

» Chieck the taxpayes's payment fecord
» Reviow past reaponses to collection aftemats
* Flan your stralegy
« Determing your bottom line
# Prepant your questiond
ill. EMGHT STEPS OF COLLECTION (BASIC)
# ldertify the debtor [inbound and outbound]:

Be carefal to discuss the debt only with the obligated parties unless you
have prior corsent from the twopayer.

Always refer to the taxpayer using the proper salutstion.
# [deritify yourself:

Refer to yoursell as Mr, or M,

Slake sure the togpayer knows vour name and who you represent,
= Ak for payment in full:

Tdentify the debe, descoribing it in detail

Specify the cusct amount owed,

Assume that the taxpayer will pay that ameunt.
» Use the prychaological pause (pregrant peuse]s

Omoe o sk fiod piyment i flalf, panss for the taxpayer’s refponse.,
& Sibence will work in your faver.

® | dentifying stalls and objections {problems).

Is i realistic?
Bad time o talk

Not my debt

Won'l pay penalties and interest

Iniernal Reveres Servaze il
Aromey 'Work Prodect s Rormey-Cliom Commrunication
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A/ /I0eT 13:34 A1EIETII0 FUE  Da/BE

T TIRNO-06-K-801 —

Already sent payment
1F the xpayer disputes the debi, define the reason far the dispute.
* Find & solution:
Negotiation techniqees
Krow your business.
Establish isnses of agroement.
Verify the facts,
Discover the wreas of disagreement.
# Close the call:
Payment agreed
Make sure the tnxpayer has the exact terms and the payment
address and understands that you will expect the agreement o be
handled &s promised.
Mo paymment
Recap the call 1o cnsure accuracy of cxpeciations,

® Upduse tinpayer file

V. SAMPLE PHOME SCRIPT

Ta (taxpayer name) there?

This is {agent’s name) from Lincharger Gaggan Blair & Sampson calling in
regard to your cutstanding tax obligation with the Irternal Revenoe Service. This
communication is from a debt collector and is an attempt to collect 8 debt. Any
mfarmation obtained will be used for that purpose,

Your account has achieved definguency status and has been plsced in my office
for immediate sction. Your balance o 3, Is due. What are your
imtemtions regending payment on youf accourt?
= Pyvchological pause
The next persan io speait loves.,
Imternad Revenue Service

CONFIDENTIAL
angmey Wark Producs Anomes-Client Commasabon
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B INET 10:34 41 EIRTIIHE FAE  as/ps

FCA Plan TI LT®

« Financial (iboes not need 1o be completed if debtor is paying in full):
Let me nee if [ can help you, First | need 1o update my fe:
Income:

What is the pame of your present cmplover?

What i your direct work phone number?

Dioes your spouse work?

What is your hoasshold net (take home) monthly income?

When Is the date of your next payday?

How do you pay your bills i.c. check, meney order?
Expenses;

Hiw much ks your monthly rest/mortgage?

Haw much is year monthly car payment?

Hew mruch do you pay for your utifities morthly?

How much are your ol monshly credit cord payoents or other
financial obligations?

Met:
1 show you have § _____ income and yoor expenses total § At
this time your disposable income is §. .
pra—
Taxpayer has a checking sccount/eredit cand

Your payment of S_____ neweds to be paid. We need to st up an
ACH fcheck by phone) / credit card {Visa™Mastercard) payment to mke
care of your outstanding balance.

Please get your checkbook/credit card 3o we may complete the paymen.
‘What dabe in the next five business days do you want to use for this
payment?

|mternal Revenne Servioo

b |

CONFIDERTIAL
Anomcy Work Praduce’ Anomey-Cliend Commumecation
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B2/ 3L /208T  13:34 419629348

— — Lissbergyr Gagpen MOA Training Fios THRNO-06 K817

Completz the ACH crediz card transaction, Verify payment date and
amoumt with debnor 50 they are clcar.

Taxpayer has no checking sccountcredit card

Due 1o the delinguent nature of your accour, | need you io Caick Collec:
the payment af § to me today. Please get o pen and prper 5o | may
give you the proper information for your Western Unbon payment. You
will be sending your commitment of §_______ on (today’s date),

» Customer refusal:

How do you propase to bring ihis tax obligution current? [ can hold your
account in my office for three daya, If an armngement for payment i3 not
established by {todny + three days st poon), | will mark your
account as refusal to pay and refer your sccount for further sctivity, If vou
wish to discuss payment options, plesse cal our 800 nomber (300 X XX-
XMXX). Thank you snd gocdine.

*If customer changes hisher mind, megotiate payment plan within the next
e wiegks.

= Cloging:
Yoar next pryment will be due (date doe). Any payments received aftor
your due dute are sshject 1o penaly and fees. Please includs your account
number on all payments and allow ten days’ malling time.

Shauld the occasion arise where you are unable 1o make peyment, you
must contact this office and notify your sccount officer,

Thank you for your payment smangement (or payment).

If this s the first contact with the taxpayer, provide information on the Taxpayer
Advocate Serviee.

[rmrmad Revemst Servise T
CONFIDENTIAL
Anomey Work Prodect’A tomey-Cliest Commasication

3558
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Appendix C: Training Materials for CBE
Appendix C

Collector's Resource Guide to Success

P oy W G R g e N e e e e ey
Elﬂht Staga to a Collection Call

8. UPDATE YOUR RECORDS

If initial call, make sure to
inform the taxpayer of TAS
and perform a
Full Compliance Check!

7. CLOSE THE SALE

6. FIND THE SOLUTION

5. DETERMINE THE PROBLEM

4. PSYCHOLOGICAL PAUSE AND LISTEN

3. ASK FOR PAYMENT IN FULL

2. IDENTIFY YOURSELF BY NAME AND COLLECTOR NUMBER, THE IRS, THE AMOUNT

OF THE BILL, AND GIVE THE MINI-MIRANDA

1. IDENTIFY THE TAXPAYER, THEIR ADDRESS, SOCIAL SECURITY NUMBER AND
PHOME NUMBER

Pags 4 ol Chagiet 17
treineon - T2408 K by Sucrsns
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Collector's Resource Guide to Success

Step 1:

Step 2:

Step 3:

Step 4:

Reision = Tr2408

Identify The Taxpayer, Their Address, Sccial Security Number And
Phone Number (if inbound)

¥ou must make sure that you are talking to the appropriate person
responsible for laking care of the account. Make sure to inquire if they are
a Junior or a Senior, or any other identifying information. Once you are
talking fo the responsible party, verify the address we show as being
current and any other location information. Verify the taxpayer's Social
Security Number. If they are the secondary Iaxm&mﬂr bath their
Social Security Number, as well as the primary's ial Security Numbear
If they do not have that information, they must call back when they do_ If
the taxpayer is not home make sure that you leave an appropriate
message with another person at home or on the answering machine.

Identify Yourself, the who you represent and the Amount of the Bill

Always inform the taxpayer who you are by your name as well as collector
number, where you are calling from, who you are calling for and the
amount of the bill. It may be necessary to identify yourself ta the n
who answers the phone in order fo get the yer on the line. Do not tell
a third party that you are calling from The CBE Group or that you are
collecting on a debt. Your voice should be friendly when asking for the
taxpayer by their first name.

Ask for Payment in Full

Make sure this request is courteous bul firm, if you think about i, o ask
for anything other than payment in full is insulting. You are making an
assumption that the taxpayer can't pay. Always word your demand in a
way to soliclt a positive responsa. Sometimes it's helpful to give the
taxpayer two alternatives, both of which will produce a posilive response.
An axampla might be “We called to see if you have recaived our statement
and to answer any quastions you may have before you pay this in full. = If
no questions then, “Great, then how would you like to lake care of this
teday? Give the request a definite sense of urgency. Always get and give
specific dates and remain in control.

Psychological Pause and Listen

This pause is the most powerful part of your call. This silence shifts the
burden of the conversalion to the laxpayer, and they, in lum, will tell you
everything you need to know to “close the sale.” When you use the
psychological pause, make sure you have lefl a question or statement to
be answered.

Listening to their response is just as important. Listening is one of the
most prominent assets an IRS Colleclor can have. Experienced collectors
find that the more skilled they become, the less they talk and the more
they listen.

Page 5 of Chapler 1T
Eewvs o Success
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Appendix D: Proposed Expansion of Cases to Be Sent to PCAs

Inventory available without additional programming:

quent Account
(TDA)/Taxpayer
Delinquent Inves-
tigation (TDI) Com-
bination.

count with an as-
sociated TDI indi-
cating there are
also years where
there is no record
of a return..

Type of Case Description of Case Volume TAS Concerns
Shelved Taxpayer Delinquent returns 60,822 Will create the need for PCA
Delinquent Inves- but policy decision employees to secure returns.
tigation (TDI). made to shelve the

TDI. PCA employees cannot de-
termine which taxpayers are
required to file tax returns,
resulting in increased case
referrals back to IRS to
work.

Deferred (Status Balance due is 595,065 Low dollar inventory may
23). below tolerance have higher percentage of
level.. low income taxpayers who
do not have representation.
Low dollar accounts may
cause PCAs to be more ag-
gressive in order to make up
for low dollars per case by
volume closed.
Status 22 Balance due case 34,458 IRS has not completed ACS
assigned to ACS. processing on these cases.
Cases never intended to be
sent to the PCAs are now
being considered to meet the
inventory and revenue pro-
jections of the PCA program.
U.S. Territories/ Tax accounts for 15,000 Complex issues, with in-
Possessions. taxpayers residing creased likelihood of cases
in U.S. Territories/ referred back to IRS for res-

Possessions. These olution.

accounts were

originally excluded

from primary in-

ventory assign-

ment criteria..

Collection Statute Current criteria is 150,000 Complex issues, with in-
Expiration Date CSED&gt;3 years. creased likelihood of cases
(CSED) expansion The change to 2 referred back to IRS for res-
&gt; 2 years. years will result in olution.

older cases being

sent to PCAs..

Taxpayer Delin- Balance due ac- 154,612 Complex issues and the

need for the PCA employee
to secure delinquent returns.
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Inventory available without additional programming:

Type of Case

Description of Case

Volume

TAS Concerns

Master File Tax
Code (MFT) 29.

10% IRS early
withdrawal pen-
alty on an Indi-

Total number of
MFT 29 and MFT
31 cases is 42,368..

Both MFT 29 and MFT 31
involve complex issues, with
increased likelihood of cases

referred back to IRS for res-
olution.

vidual Retirement
Plan..

Issues likely to involve hard-
ship, financial difficulty,
spousal abuse.

This MFT is used
when IRS splits a
1040 joint tax li-
ability and sub-
stitutes a single li-
ability for each
person and is used
for such cases as
innocent spouse,
bankruptcy, offer-
in-compromise,
and Tax Court
cases..

Master File Tax
Code (MFT) 31.

Master File Tax
Code (MFT) 55.

Miscellaneous civil
penalty cases
(Trust Fund Recov-
ery penalty is most
common).

36,062 Complex issues. On trust
fund recovery penalty, un-
derlying liability is the re-
sult of unpaid corporate
trust fund taxes. These
cases usually involve dis-
puted facts and are hotly
contested.

Appendix E: Analysis of PCA Cases Received in TAS to Date

Summary of PDC Activity in TAS through 5/21/2007:

Number of PDC calls received on the TAS intake telephone line (1-877-ASK-
TAS1) from 9/11/2006—5/14/2007—220 calls.

Number of PDC cases received in TAS from 9/11/2006—05/21/2007—318 cases (76
are open and 242 closed).

Information on TAS PDC cases:

157 cases were a result of the PCA preparing a form (Form 911) for a TAS refer-
ral and forwarding the form to the IRS contact (the COTR) to input the TAS refer-
ral.

113 cases were added by a TAS employee answering the 1-877—-ASK-TAS1 tele-
phone line.

18 cases were the result of the Form 911 being received directly in a local TAS
office.

21 cases were referred by an employee in the Wage and Investment Operating Di-
vision.

4 cases were referred by a National Taxpayer Advocate toll-free assistor.

5 cases were a result of other sources.

PCA Assignment:

#1—Pioneer Credit Recovery, Inc—69 cases

#2—LGBS, LLP—102 cases

#3—CBE Group—147 cases

TAS Cases by TAS Criteria Code:

Criteria 1—(Economic Harm)—70 cases

Criteria 2—(Adverse Action)—10 cases

Criteria 4—(Irreparable Injury)—b5 cases

Criteria 5—(Delay of More than 30 Days)—50 cases

Criteria 6—(No Response/Resolution by Date Promised)—7 cases

Criteria 7—(Systemic or Procedural Failure)—154 cases

Criteria 9—(Public Policy)—19 cases
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Criteria 3 and 8—(Significant Cost/Equitable Treatment or Taxpayer Rights
Issues)—3 cases combined

Summary of Issues:

(The issues listed below were determined upon case receipt in TAS)

Potential unable to pay cases—101 cases; Potential installment agreements—38
cases; Taxpayer disputes or requests an explanation of the balance due—75 cases;
Amended return issues—18 cases; Penalty and/or interest abatement requests—18
cases; Earned Income Tax Credit issue—8 cases; Levy issue—11 cases; Offer in com-
promise issue—7 cases; Request for assistance in filing returns—9 cases; Innocent
spouse issue—3 cases; Potential identity theft cases—7 cases; Lien issue—7 cases;
Appeals issue—3 cases; Bankruptcy issue—5 cases; Refund issue—5 cases; Other—
3 cases.

In 58 cases, the taxpayer indicated that he or she previously contacted IRS to re-
solve the tax issue.

In 20 cases, the taxpayer indicated that he or she wanted to work with the IRS,
not the PCA.

In 44 cases, the taxpayer requested TAS assistance when contacted by the PCA.

In 7 cases, the taxpayer had a complaint about the PCA.

Summary of closing actions:

Out of the 242 TAS cases that have been closed:

In 101 cases, the case was closed after TAS had completed all possible actions and
the taxpayer did not respond to the Case Advocate.

In 34 cases, TAS provided the taxpayer with an explanation of the balance due,
an IRS or PCA procedure, or a copy of an IRS transcript.

In 79 cases, the case was resolved with an installment agreement, a determina-
tion that the account is currently not collectible, an adjustment, an offer in com-
promise, a penalty abatement, an appeals request, or full payment.

In the remaining 28 cases, the case was either recalled from the PCA or the tax-
payer he or she would work directly with the PCA.

Chairman RANGEL. Thank you. Our next witness is Colleen
Kelley, President of the National Treasury Employees Union, and
she is with Elizabeth Paray. You may proceed.

STATEMENT OF COLLEEN M. KELLEY, PRESIDENT, NATIONAL
TREASURY EMPLOYEES UNION, ACCOMPANIED BY ELIZA-
BETH PARAY

Ms. KELLEY. Thank you very much. Chairman Rangel, Ranking
Member McCrery, and Members of the Committee. Thank you for
allowing me to provide comments on the IRS’ private collection on
behalf of the National Treasury Employees Union. Joining me
today is Elizabeth Paray, an NTEU member and an IRS collection
representative in the IRS Appletree call center in Buffalo, New
York. Liz has been with the IRS since 1999, has been a certified
instructor since 2002 and was named her site’s 2006 instructor of
the year. NTEU strongly opposes the administration’s private tax
collection program. It is a waste of taxpayer dollars and invites
overly aggressive techniques, jeopardizes the financial privacy of
American taxpayers and may ultimately serve to undermine IRS
enforcement and compliance efforts. With regard to cost, former
IRS Commissioner Mark Everson has repeatedly acknowledged
that using private collection companies to collect Federal taxes is
more expensive than having IRS do the work itself.

IRS estimates the return on investment for pursuing known tax
debts through phone calls by IRS employees at 13 to 1 while the
return on investment for private collection companies is expected
to be less than 4 to 1. A 2002 report by former IRS commissioner
Charles Rossotti found that assigning more IRS employees to col-
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lection work could bring in roughly $30 for every $1 spent. Under
current contracts, private collection firms are eligible to retain 21
to 24 percent of what they collect depending on the size of the case.
These rates were never put up for competition, denying bidders an
opportunity to make offers on terms that could have resulted in the
Treasury getting a greater share of the collected revenue.

In addition to being fiscally unsound, allowing private collection
agencies to collect tax debt on a commission basis flies in the face
of the IRS Restructuring and Reform Act 1998 which specifically
prevents employees or supervisors at the IRS from being evaluated
on dollars of collections that they bring in. The idea of allowing pri-
vate collection companies to collect taxes on a commission basis has
been opposed by members of both parties, including President Rea-
gan’s Treasury Department, which said about such a proposal, and
I quote, “the Department strongly opposes contracting out the col-
lection of taxes. The public must be assured at all times that the
person collecting taxes derives no personal benefits from that activ-
ity and that the integrity of the tax system will not be com-
promised.”

IRS employees are trained to, quote, “assist taxpayers in resolv-
ing their balance due accounts.” The IRS employees’ interest is in
helping the taxpayer to become compliant and they have access to
the information as well as the enforcement tools both carrots and
sticks to do that. In contrast, private collectors’ interests is to col-
lect from the taxpayer the balance due.

They have no interest in whether the taxpayer owes other taxes
or may not have filed required returns, nor do they have access to
any other taxpayer records, so they are unable to answer any ques-
tions provide any advice or use any enforcement tools, such as ex-
tensions offers, in compromise or liens ot levies. Their only goal is
to collect the money, and their only tool is a telephone.

As you know, this is not the first time that the IRS has tried to
outsource the collection of Federal taxes. Obviously Chairman
Lewis refers back to 1874. But even more recently, two pilot
projects were authorized by Congress to test private collection of
tax debt for 1996 and 1997. The 1996 pilot was so unsuccessful
that it was canceled after 12 months, despite the fact that it was
authorized and scheduled to operate for 2 years. A subsequent in-
ternal review by the IRS found that contractors participating in the
pilot programs regularly violated the Fair Debt Collection Practices
Act, did not adequately protect the security of personal taxpayer in-
formation, and did not bring in revenue. In fact, the pilot resulted
in a $17 million net loss. The IRS has the authority and the exper-
tise to improve taxpayer compliance. But staffing has been slashed
in recent years, resulting in an overall 36 percent decline in com-
bined collection and examination enforcement staff between 1996
and 2003.

These staffing cuts have come at a time when the IRS workload
has dramatically increased. While not proposing or fighting for ade-
quate resources, the IRS has at the same time cited a lack of man-
power as the justification for outsourcing cases to private collection
companies. It makes no sense to allow private collection companies
to keep a quarter of what they collect on the easiest cases, when
IRS employees could be doing it at less cost. Clearly a better option
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would be to provide the IRS with the resources and the staffing it
needs. NTEU supports a 2 percent annual increase in staffing,
roughly 1,800 position as year over a 5-year period to gradually re-
build the depleted IRS workforce.

Thank you for your leadership on this issue, Mr. Chairman. I
would also like to thank Congressman Van Hollen for sponsoring
bipartisan legislation to end the use of private collection agencies
by the IRS. Ending the use of these PCAs is supported by every
national consumer organization, the NAACP, as we heard the Na-
tional Taxpayer Advocate and many others. Thank you, again, for
allowing me to provide these comments, and I would be happy to
answer any questions.

[The prepared statement of Ms. Kelley follows:]

Prepared Statement of Colleen M. Kelley, President, National Treasury
Employees Union, accompanied by Elizabeth Paray

Chairman Rangel, Ranking Member McCrery, and distinguished members of the
Committee, I would like to thank you for allowing me to provide comments on IRS’
private tax collection program. As President of the National Treasury Employees
Union (NTEU), I have the honor of representing over 150,000 Federal workers in
31 agencies, including the men and women at the IRS.

Mr. Chairman, NTEU strongly opposes the Administration’s private tax collection
program, as authorized by Congress in 2004 in the “American Jobs Creation Act of
2004.” NTEU believes this misguided proposal is a waste of taxpayer dollars, invites
overly aggressive collection techniques, jeopardizes the financial privacy of American
taxpayers and may ultimately serve to undermine IRS enforcement and compliance
efforts. NTEU believes the collection of taxes is an inherently governmental function
that should be restricted to properly trained and proficient IRS personnel. When
supported with the tools and resources they need to do their jobs, there is no one
who is more reliable and who can do the work of the IRS better than IRS employees.

COST

There has been much debate over whether using contract employees is more cost-
ly than using trained and professional IRS employees. But in testimony before Con-
gress, former IRS Commissioner Mark Everson repeatedly acknowledged that using
private collection companies to collect Federal taxes is more expensive than having
IRS do the work itself.

“ . . we could do this work as cheaply or more that the private sector.
As you know, we do the President’s Competitive Sourcing Initiative and we
look at different things all the time, different projects, and more often than
not, the Government wins because it doesn’t have to make a profit. So, I
believe you could do this more cheaply internally.” (House Ways and Means
Subcommittee on Oversight hearing on April 6, 2006)

“The nation’s chief tax collector said Wednesday that using private agen-
cies to collect debts under a new program will cost more than hiring addi-
tional agents to do the job . . . “I admit it. I freely admit it,” Everson said.
(Associated Press, March 29, 2006. Quoting Everson at a House Appropriations Sub-
committee).

“I have freely acknowledge it is more costly (to use private collection
agencies) than it would be were the IRS to do it.” Senate Homeland Security
and Governmental Affairs Subcommittee Hearing, September 26, 2006).

Supporters of the private tax collection program have frequently mentioned the
importance of return on investment in the collections arena. I agree and a look at
the numbers confirms once again that IRS employees can collect unpaid tax debts
much more efficiently than private collectors. This fact was made clear by the Gov-
ernment Accountability Office (GAO) in testimony last year on the tax gap when
it noted that as part of the IRS’ effort to make the best use of its enforcement re-
sources, it had developed rough measures of return on investment (ROI) in terms
of tax revenue that it assesses from uncovering non-compliance. GAO noted that
IRS estimated the ratio of estimated tax revenue gains to additional spending for
pursuing known individual tax debts through phone calls is 13 to 1. (Senate Finance
Subcommittee on Taxation and IRS Oversight hearing on July 26, 2006). But accord-
ing to recent IRS figures, under even the most optimistic scenario, the ROI for the
private collection companies is expected to reach just 4 to 1 in FY ’08.
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The high commission payments to the private contractors for work on the easiest
to collect cases is unjustified and unnecessary. As you may know, under current con-
tracts, private collection firms are eligible to retain 21% to 24% of what they collect,
depending on the size of the case. Regrettably, the commission rates that contrac-
tors are being paid for their services were never put up for competition. Before the
initial bid solicitations first went out, the IRS set commission rates at 21 to 24 per-
cent of the revenue collected by contractors, denying bidders an opportunity to make
offers on terms that would have resulted in the IRS getting a greater share of the
collected revenue. Consequently, one of the companies that lost its bid for the con-
tract filed a protest with GAO and noted in its bid protest that “offerors were
given no credit for proposing lower fees than the ’target’ percentages and
fee recommended by the IRS.”

TAXPAYER FAIRNESS

In addition to being fiscally unsound, the idea of allowing private collection agen-
cies to collect tax debt on a commission basis also flies in the face of the tenets of
the IRS Restructuring and Reform Act of 1998 (RRA 98). Section 1204 of the law
specifically prevents employees or supervisors at the IRS from being evaluated on
the amount of collections they bring in. But now, the IRS has agreed to pay private
collection agencies out of their tax collection proceeds, which will clearly encourage
overly aggressive tax collection techniques, the exact dynamic the 1998 law sought
to avoid. Furthermore, the IRS is turning over tax collection responsibilities to an
industry that has a long record of abuse. For example, in 2006, the Federal Trade
Commission (FTC) received 69,204 consumer complaints about debt collection agen-
cies—giving debt collectors the impressive title of the FTC’s most complained-about
industry (FTC Annual Report 2007: Fair Debt Collection Practices Act). Despite this
track record, or maybe because of it, Congress waived all Federal Government liabil-
Xy for actions of these contractors when it authorized their use in the 2004 Jobs

ct.

Mr. Chairman, the fear that allowing private collectors to collect tax debt on a
commission basis would lead to contractor abuse was realized when the IRS recently
confirmed that the agency had received more than five dozen taxpayer complaints
against the three private collection companies, including an instance where a col-
lector attempted to collect in a state in which it was not licensed to operate even
though being licensed in all 50 States was a requirement of the bid request. A pri-
vate collector also repeatedly called a taxpayer’s previous address of record between
1 and 7 times a day for 27 days after establishing the taxpayer no longer resided
at that location, a clear violation of the Fair Debt Collection Practices Act. It is
hard to understand how these kinds of violations were allowed to occur
when the IRS repeatedly told Congress and the public that it would main-
tain extremely close oversight of this controversial program.

TRAINING & PROFESSIONALISM

Another important area which we believe separates IRS employees from private
collectors is the rigorous and comprehensive mandatory training that IRS employees
receive. For example, new hires in the Automated Collection System (ACS), which
the IRS itself has analogized to the use of private collectors, generally must com-
plete an eight-week training course in a classroom setting which is complimented
by three weeks of on the job training. In addition, these employees undergo manda-
tory annual training on topics such as confidentiality and privacy of taxpayer infor-
mation, ethics awareness, taxpayer rights and computer security (ACS Basic Mod-
ules A—1Training Course 6719-102).

In contrast, it has been reported that some private collection personnel receive as
little as two weeks of training before being allowed to handle taxpayer accounts.
That National Taxpayer Advocate has previously cited concerns over the lack of
training given to private collection employees in her recent annual report to con-
gress noting that IRS plans to start assigning cases to the private collectors with
the types of complexities that they were never intended to work on (pg. 5I—Na-
tional Taxpayer Advocate Annual Report to Congress). Olson went on to say that
some of these cases will require the exercise of judgment and discretion and that
such authority cannot be delegated to a non-governmental employee. IRS employees
on the other hand have a wide range of tools at their discretion. They are able ana-
lyze financial statement information, research assets, enter into installment agree-
ments, make currently not collectible determinations, and can take lien and/or levy
enforcement actions.

In addition, while IRS policies, procedures and training guidelines are geared to-
wards providing quality customer service and are open to the public, the operational
plans of the private collectors emphasize the importance of collection results rather
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than customer service and have been designated proprietary information, and thus
have not been made public. This fact was highlighted recently by the National Tax-
payer Advocate in her annual report to Congress in which she noted that while the
IRS requires its telephone representatives to seek full payment, they cannot employ
trickery or any device to manipulate taxpayers. And while “the training given to
IRS ACS collection representatives includes an emphasis on fairness, accuracy, and
taxpayer rights, we are concerned that the private collectors are using trickery, de-
vice, and belated Fair Debt Collection Practices Act warnings to take advantage of
taxpayers.” (pg. 50)

Olson’s report also cited concerns about the ability of the private collection compa-
nies to meet the needs of a diverse American taxpaying public saying that “ . . .
the three private collection agencies have taken next to no steps to address tax-
payers with limited English proficiency.” (pg. 48). In contrast, the IRS is able to en-
sure that persons with limited English proficiency are able to understand and meet
their tax responsibilities through its Multilingual Initiative (MLI). This service wide
initiative provides written and oral assistance to Limited English Proficient (LEP)
taxpayers in Spanish, Chinese, Vietnamese, Korean and Russian.

As noted previously, while the operational plans and calling scripts of the private
collectors are not open to public scrutiny, the procedures and guidelines telling IRS
employees how to serve taxpayers in administering the nation’s tax laws, as con-
tained in the Internal Revenue Manual (IRM), are open to public examination and
review and in fact, are available on the IRS website.

IRS employees are trained to “assist taxpayers in resolving their balance due ac-
counts.” (IRS Manual 5.19.1.1) When an IRS employee calls a taxpayer, the em-
ployee has access to all of the taxpayer’s information and can answer questions and
offer advice. For example, they can see whether a taxpayer has not filed a return
and explain that the sooner the taxpayer makes arrangements to address filing and
balance due issues the less penalty and interest they will owe. They can look at the
taxpayer’s records and answer questions about why they owe a balance and what
they can do about it. They can also tell the taxpayer that they are not having
enough taxes withheld by their employer and need to address that or that if an ex-
spouse is claiming a child as a dependent they will not also be able to receive an
exemption. If a simple mistake, like a math error, has occurred, they can fix it. They
can provide an extension of the time period for payment. They can make a deter-
mination that the taxpayer meets the currently not collectible requirements. They
can determine whether the taxpayer may be eligible for an Offer in Compromise in
which part of the balance due is foregone, or they can send the case on where a
lien or levy can be imposed. The IRS employee’s interest is in helping the taxpayer
become compliant and they have access to the information as well as the enforce-
ment tools, both carrots and sticks, to do that.

In contrast, private collectors’ interest is to collect from a taxpayer the balance
due amount they have been provided. They have no interest in whether the tax-
payer owes other taxes or may not have filed required returns, nor do they have
access to any other taxpayer records, so they are unable to answer any questions,
provide any advice or use any enforcement tools, such as extensions, offers in com-
promise or liens or levies. Their only goal is collect the money and their only tool
is the telephone. That may explain why concerns have been raised about the use
of deceptive tactics when dealing with taxpayers “including use of the ’psychological
pause’ (the next person who speaks loses)” and “instructions to ’close the sale’ which
seem closer to boiler room techniques than efforts to bring taxpayers into compli-
ance.” (Nina Olson, House Appropriations Subcommittee on Financial Services and
General Government hearing March 5, 2007)

With the proliferation of tax scams and identity theft in recent years, the simple
issue of providing the taxpayer with adequate identification has apparently been a
problem for the private collection companies. IRS employees are assigned identifica-
tion numbers, which they must provide to the taxpayer at the beginning of the call
before they can confirm any of the taxpayer’s personal information. This is critical
to ensure that scam artists trying to impersonate IRS employees are unable to ob-
tain personal or financial information for purposes of stealing confidential informa-
tion or taxpayer assets.

In order to give you an idea of the extent of taxpayer protections and variety of
services that IRS employees provide to a taxpayer when discussing their delinquent
account, I have attached a sample calling script at the end of my testimony.

History of Failure

Mr. Chairman, as you know this is not the first time the IRS has tried to
outsource the collection of Federal taxes. Two pilot projects were authorized by Con-
gress to test private collection of tax debt for 1996 and 1997. The 1996 pilot was
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so unsuccessful it was cancelled after 12 months, despite the fact it was authorized
and scheduled to operate for two years. A subsequent review by the IRS Office of
Inspector General found that contractors participating in the pilot programs regu-
larly violated the Fair Debt Collection Practices Act, did not adequately protect the
security of personal taxpayer information, and even failed to bring in a net increase
in revenue. In fact, a 1997 GAO report found that private companies did not bring
in anywhere near the dollars projected, and the pilot caused a $17 million net loss.

Despite IRS assurances that it has learned from its past mistakes, two recent re-
ports indicate otherwise. A March 2007 report by the Treasury Inspector General
for Tax Administration on IRS’ implementation of the private tax collection program
raises a number of questions about the security of taxpayer information being stored
on contractors’ computer systems. The report 1s rife with alarming examples of data
security lapses, including transmitting data over an unsecured channel, storing tax-
payer data on a server used for four other contractor clients and failing to load
antivirus and encryption software. The report notes that “these factors, as well as
other computer and physical security issues, increase the risk that Federal tax in-
formation may be inadvertently disclosed, lost, stolen, or corrupted” (TIGTA Audit
# 2007-30-066). These security breaches illustrate not only the risks associated with
collecting and disseminating large amounts of electronic personal information, but
the risk of harm or injury to consumers from identity theft crimes.

In addition, a September 2006 examination of the IRS private collection program
by the Government Accountability Office (GAO) reveals that like the 1996 pilot, the
program may actually lose money by the scheduled conclusion of the program’s ini-
tial phase in December 2007. The report cited preliminary IRS data showing that
the agency expects to collect as little as $56 million through the end of 2007, while
initial program costs are expected to surpass $61 million. What’s more, these pro-
jected costs do not even include the 21-24 percent commission fees paid to the col-
lection agencies directly from the taxes they collect.

Negative Effect on Tax Administration

Mr. Chairman, while the direct cost of the private tax collection program is clear,
I am also worried about the potential negative effect that the private tax collection
program will have on our tax administration system and taxpayer compliance. In
her recent report to Congress, the National Taxpayer Advocate voiced similar con-
cern about the unintended consequences of privatizing tax collection. Ms. Olson
cited a number of “hidden costs” that private tax collection has on the tax system
including reduced transparency of IRS tax collection operations, inconsistent treat-
ment for similarly situated taxpayers, and reduced tax compliance. In addition, this
concern has been voiced by members of both parties including President Reagan’s
Administration which said this about such a proposal:

“The Department strongly opposes contracting out the collection of taxes
because it is likely to result in considerable adverse public reaction. The
public must be asured at all times that the person collecting taxes derives
no personal benifits from that activitly and that the integrity of the tax sys-
tem will not be compromised.”

(Treasury Dept. Statement to House Judiciary Comm. 8/8/86)

Clearly the negative effects of contracting out tax collection to private collectors
hampers the agency’s ability to improve taxpayer compliance and will only serve to
undermine future efforts to close the tax gap.

Opposition Widespread and Growing

NTEU is not alone in its opposition to the IRS’ private collection program. Opposi-
tion to the program has been voiced by a growing number of members of Congress,
major public interest groups, tax experts, as well as the Taxpayer Advocacy Panel,
a volunteer Federal advisory group—whose members are appointed by the IRS and
the Treasury Department. In addition, the National Taxpayer Advocate, an inde-
pendent official within the IRS recently identified the IRS private tax collection ini-
tiative as one of the most serious problems facing taxpayers and called on Congress
to immediately repeal the IRS’ authority to outsource tax collection work to private
debt collectors (National Taxpayer Advocate 2006 Report to Congress). In addition,
dozens of newspapers across the country, including the San Francisco Chronicle,
Providence Journal, Tennessean, Indianapolis Star, and Arizona Republic have edi-
torialized against the use of private collection agencies.

We are also supported by Representatives Chris Van Hollen, Steve Rothman and
Russ Carnahan who have introduced H.R. 695, the “Taxpayer Abuse and Harass-
ment Prevention Act of 2007.” This critical bipartisan legislation would repeal the
IRS’s authority to enter into contracts with private sector debt collectors and ensure
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that tax collection is kept in the professional and accountable hands of Federal em-
ployees. This bill currently has 126 bipartisan cosponsors.

Instead of rushing to privatize tax collection functions which jeopardizes taxpayer
information, reduces potential revenue for the Federal Government and undermines
efforts to close the tax gap, NTEU strongly believes the IRS should increase compli-
ance staffing levels to ensure that the collection of taxes is restricted to properly
trained and proficient IRS personnel.

NTEU Staffing Proposal

Mr. Chairman, history has shown that the IRS has the expertise to improve tax-
payer compliance but lacks the necessary personnel and resources. The President’s
fiscal 2008 budget proposal trumpets the increased tax collections produced by IRS’s
own employees and cites the increased collections of delinquent tax debt from $34
billion in 2002 to $49 billion in 2006, an increase of 44 percent. Unfortunately, in-
stead of providing additional resources to hire more enforcement staff, IRS per-
sonnel resources have been slashed in recent years resulting in an overall 36% de-
cline in combined collection and examination function enforcement staff between
1996 and 2003. In addition, these staffing cuts have come at a time when the IRS
workload has dramatically increased.

According to IRS’s own annual reports and data, taxpayers filed 114.6 million re-
turns in 1995. After a steady annual climb, eleven years later, the Service saw more
than 132 million returns filed. Yet, between 1995 and 2005, total numbers of IRS
employees shrunk from 114,000 to 94,000. Even more alarming is that during that
period, revenue officers and revenue agents—two groups critical to IRS enforcement
and compliance efforts—shrunk by 32 and 23 percent respectively. Revenue officers
who collect large delinquent accounts went from 8,139 to 5,462 and revenue agents
who do audits fell from 16,078 to 12,355. Unfortunately, instead of reversing this
trend, the IRS has continued efforts to reduce its workforce and has moved forward
with downsizing in several different areas which have targeted some of the service’s
most productive employees.

While moving forward with drastic reductions to its enforcement and compliance
staff, the IRS has at the same time cited a lack of manpower as one of the primary
justifications for outsourcing cases to private collection companies. But a recent
GAO report noted that as of March 1, there were only 75 total employees among
the three collection companies actually working the cases. At the same time, the re-
port notes that the IRS had allocated 65 of its own employees to monitor the pro-
gram, thus the IRS is using almost as many employees to monitor the program than
are actually working the cases. (GAO-06-1065 September 2006)

NTEU believes instead of expending significant resources on monitoring outside
collectors that are allowed to keep up to a quarter of what they collect, the IRS
should strongly consider retraining IRS employees scheduled to be laid off to do the
work that is being outsourced to private collection companies. The Taxpayer Advo-
cate has noted that there currently ongoing reductions in force of low-graded IRS
employees that are capable of being trained to do the work that is being given to
private collectors. One possibility might be to look at the thousands of IRS employ-
ees that are scheduled to be laid off at a number of paper processing sites over the
next several years. A number of these sites already have the infrastructure and
technological capabilities to work the type of cases being turned over to
the private companies. In addition, these employees have already undergone
extensive background checks and have been trained on the importance of protecting
the privacy of all taxpayers. Retraining these employees would allow the IRS to col-
lect o;:tstanding taxes more efficiently without putting taxpayers’ financial privacy
at risk.

While we believe retraining IRS employees soon to lose their jobs is a sensible
and fiscally sound approach to the private tax collection issue, we strongly believe
the IRS must also look to address the overall staffing crisis at the service. In order
to reverse this downward trend in staffing, NTEU supports a two percent annual
net increase in staffing (roughly 1,885 positions per year) over a five-year period to
gradually rebuild the depleted IRS workforce to pre-1998 levels. A similar idea was
proposed by former IRS Commissioner Charles Rossotti in a 2002 report to the IRS
Oversight Board. In the report, Rossotti quantified the workload gap in non-compli-
ance, that is, the number of cases that should have been, but could not be acted
upon because of resource limitations. Rossotti pointed out that in the area of known
tax debts, assigning additional employees to collection work could bring in roughly
$30 for every $1 spent. The Rossotti report recognized the importance of increased
IRS staffing noting that due to the continued growth in IRS’ workload (averaging
about 1.5 to 2.0 percent per year) and the large accumulated increase in work that
should be done but could not be, even aggressive productivity growth could not pos-
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sibly close the compliance gap. Rossotti also recognized that for this approach to
work, the budget must provide for a net increase in staffing on a sustained yearly
basis and not take a “one time approach.”

Although this would require a substantial financial commitment, the potential for
increasing revenues, enhancing compliance and shrinking the tax gap makes it very
sound budget policy. One option for funding a new staffing initiative would be to
allow the IRS to hire personnel off-budget, or outside of the ordinary budget process.
This is not unprecedented. In fact, Congress took exactly the same approach to
funding in 1994 when Congress provided funding for the Administration’s IRS Tax
Compliance Initiative which sought the addition of 5,000 compliance positions for
the IRS. The initiative was expected to generate in excess of $9 billion in new rev-
enue over five years while spending only about $2 billion during the same period.
Because of the 1nitiative’s potential to dramatically increase Federal revenue, spend-
ing for the positions was not considered in calculating appropriations that must
come within annual caps.

A second option for providing funding to hire additional IRS personnel outside the
ordinary budget process could be to allow IRS to retain a small portion of the rev-
enue it collects. The statute that gives the IRS the authority to use private collec-
tion companies to collect taxes allows 25 percent of collected revenue to be returned
to the companies as payment, thereby circumventing the appropriations process al-
together. Clearly, there is nothing magical about revenues collected by private col-
lection companies. If those revenues can be dedicated directly to contract payments,
there is no reason some small portion of other revenues collected by the IRS could
not be dedicated to funding additional staff positions to strengthen enforcement.

Mr. Chairman, in order to continue to make improvements in taxpayer services
while simultaneously processing a growing number of tax returns and stabilizing
collections and examinations of cases, it is imperative to reverse the severe cuts in
IRS staffing levels and begin providing adequate resources to meet these challenges.
With the future workload expected to continue to rise, the IRS will be under a great
deal of pressure to improve customer service standards while simultaneously enforc-
ing the nation’s tax laws. NTEU believes that frontline IRS employees are the best
defense against an increasing U.S. tax gap. Unfortunately, the Administration has
not requested the funding necessary to close the tax gap. Congress must, therefore,
act to provide IRS with the necessary staffing and a dedicated funding stream to
support those additional workers.

IRS Budget

Mr. Chairman, the final issue that I would like to discuss is the Administration’s
FY ’08 budget request for the IRS. As you know, the IRS budget forms the founda-
tion for what the IRS can provide to taxpayers in terms of customer service and how
the agency can best fulfill its tax enforcement mission. Without an adequate budget,
the IRS cannot expect continued improvement in customer service performance rat-
ings and will be hampered in its effort to enhance taxpayer compliance. I would like
to applaud the Administration for acknowledging in its FY ?08 Budget in Brief
(page 65) that “assisting the public to understand their tax reporting and payment
obligations is the cornerstone of taxpayer compliance and is vital for maintaining
public confidence in the tax system.” However, I was disappointed in the Adminis-
tration for failing to request a budget for FY ’08 that meets the needs of the Agency
to fulfill its customer service and enforcement challenges. In fact, the President’s
budget anticipates a “savings” equal to nearly 1,200 full-time equivalent positions,
including 1,147 in enforcement and taxpayer service programs.

Although it’s widely recognized that additional funding for enforcement provides
a great return on the investment, the Administration seems reluctant to request an
adequate budget for the IRS. In addition, as noted previously, despite citing a lack
of resources as the primary rationale for contracting out a number of inherently gov-
ernmental activities, such as the collection of taxes, the former Commissioner of the
IRS told Congress that the IRS does not need any additional funding above the
President’ budget request.

NTEU believes that Congress must provide the IRS with a budget that will allow
the Service to replenish the depleted workforce, particularly with respect to enforce-
ment personnel.

Thank you again for allowing me to provide these comments on this important
issue. I would be happy to answer any questions you might have.

SAMPLE IRS EMPLOYEE CALL SCRIPT

Hello, may I speak with Jack Smith?
Hi Mr. Smith, My name is Ms. Jones, I am calling from the Internal Revenue
Service, my ID # is xx-XxXxxXx
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In order to proceed with this conversation, I need to verify some information to
ensure that I am speaking with the correct taxpayer and not disclosing your infor-
mation to the wrong party.

May I have your Social Security Number?

May I have your complete name as it appears on your last tax return?

What is your current mailing address?

I have reached you at your home number, can you please give me your work num-
ber?

Do you have a cell phone number?

Where are you currently employed?

And finally, where do you do your banking?

I am calling to discuss your outstanding balance (or overdue tax return). Then I
proceed with the conversation—asking if they know why they owe. Are they able
to full pay or borrow—if they say no, I ask why.

During the remainder of the call, I will use the ACS Quick Reference Guide to
resolve all aspects of a taxpayer’s account and ensure that the taxpayer receives the
best possible service.

For example, I may ask:

What can I do to help you not owe again?

This is done to ensure that the taxpayer understands why he/she owes.

I also may state certain things to taxpayer as well, such as

e Explaining that an additional balance would default their Installment Agree-
ment, and the consequences of default on the Agreement.

e If a taxpayer has not filed taxes for a certain year, I advise them that, under
the law the IRS can file for them. This could result in the taxpayer incurring
additional liability. I explain this to them to help the taxpayer avoid such a cir-
cumstance.

e In order to assist the taxpayer in filing returns, I can also send them their in-
come information. In some instances the returns must be filed before an Install-
ment Agreement can be set up.

Chairman RANGEL. Thank you, Ms. Kelley. Now we will hear
from Kevin Brown, who is the Acting Commissioner of the Internal
Revenue Service. Thank you. Welcome to the Committee as Acting
Commissioner.

STATEMENT OF KEVIN BROWN, ACTING COMMISSIONER,
INTERNAL REVENUE SERVICE

Mr. BROWN. Thank you. Good morning Chairman Rangel,
Ranking Member McCrery, and Members of the Committee. I ap-
preciate the opportunity to discuss these private collection agencies
for the collection of the Federal individual income taxes owed.

As you know, Mr. Chairman, the private debt collection program
was authorized by the American Jobs Creation Act of 2004. The
Act permitted the IRS to use collection agencies as a means for col-
lecting delinquent taxes. It is estimated that the agencies will col-
lect from $1.5 billion to over $2.2 billion over 10 years. This pro-
vides us with another tool in the effort to close the tax gap. Al-
though there have been some growing pains in the new program,
we want to do it right. We are making every effort to protect tax-
payer rights. Private collection agencies and their employees are
subject to extensive quality control monitoring. The employees
must be in full compliance with the Federal tax laws. They also are
subject to initial background checks, FBI fingerprint screening an-
nually and a reinvestigation every 5 years. Taxpayers receive the
same treatment from collection agencies that they would receive
from the IRS, including access to the taxpayer advocate service.
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So, far there have been no reported instances of the misuse of
taxpayer information or intentional disclosure of protected informa-
tion. The private collection agencies only work on cases where the
taxpayer does not dispute the liability. The collection agencies can-
not knock on the doors of taxpayers. They do not meet taxpayers
face to face. The private companies contact taxpayers only by
phone or mail. The agencies only work on cases up to $100,000 in
tax liability. The debt collection program has been examined by
several government bodies. The Inspector General for tax adminis-
tration reported that the IRS had effectively developed and imple-
mented the collection program with careful attention to taxpayer
rights.

The Chairman of the IRS oversight board said—and I am now
quoting—overall this program seems to be working well although
the board intends to continue to monitor it closely. Through this
program the IRS has found a way to reach a specific segment of
taxpayers who have outstanding debts. The Government Account-
ability Office reported that the IRS has made major progress in ad-
dressing critical success factors for the private debt collection pro-
gram. The GAO also made several recommendations about how to
improve the collection program and we are implementing those rec-
ommendations.

As of April 28, 2007, the private debt collection agencies have
been assigned cases involving almost 38,000 taxpayers. They have
collected %19.5 million in gross revenue. Of the more than 37,000
cases placed with collection agencies we have received 25 concerns
related to taxpayer treatment. That is .7 of 1 percent of all the
cases assigned. Of the 25 concerns raised, only one was validated
as a contract violation, two are pending the completion of an inves-
tigation, and in 22 cases there were no contract violations found.
The IRS conducts customer satisfaction surveys of taxpayers con-
tacted by private collection agencies. We have just received the sur-
vey for the month of April. Ninety-seven percent of the taxpayers
who responded were satisfied with the service received from the
collection agencies.

I believe that the agencies and IRS overall are taking all possible
steps to treat taxpayers with fairness and respect. Mr. Chairman,
the private debt collection program has made good strides. Without
the collection agencies, $19.5 million would have gone uncollected.
As I noted at the start, this amount is projected to grow to the
range of $1.5 to $2.2 billion over the next 10 years. The IRS could
not collect this money otherwise. We simply do not have the man-
power to make a phone call to every delinquent taxpayer in the
country. Our employees are assigned to higher priority cases, re-
quiring a deeper knowledge of the tax laws and IRS procedures. I
recognize that the private debt collection program is controversial.
Some Members of Congress believe the Federal tax collection is an
inherently governmental function that should not be contracted
out. I understand and respect those views. Nevertheless, Congress
created the debt collection program and we are doing our best to
carefully carry it out. Thank you, and I would be happy to take any
questions you may have.

Chairman RANGEL. Thank you.

[The prepared statement of Mr. Brown follows:]
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Statement of Kevin M. Brown, Acting Commissioner, Internal Revenue
Service

Good morning Chairman Rangel, Ranking Member McCrery and Members of the
Committee. I appreciate the opportunity to appear this morning to discuss the lim-
ited use of private collection agencies (PCAs) for the collection of Federal individual
income tax.

As you know Mr. Chairman, the Private Debt Collection (PDC) program was au-
thorized by the American Jobs Creation Act (AJCA) of 2004. It authorized the Inter-
nal Revenue Service (IRS) to use PCAs as an additional resource to help collect de-
linquent Federal taxes, addressing one aspect of the tax gap. We have proceeded
based on the specific provisions of the legislation that PCAs can successfully per-
f(%rm some ministerial and nondiscretionary tasks in connection with the collection
of taxes.

Previous Experience

The AJCA was not the first was not the first Act to authorize the IRS to use
PCAs. In 1996 there was an initiative allowing us to create a pilot program to deter-
mine the feasibility of using PCAs. That program failed, but provided some impor-
tant lessons for us in setting up the current PDC program.

First, in 1996 the assigned cases were aged and had little probability of collection
(e.g., very low dollar, statute issues, etc.). This time we provided cases that have
Ifarious statuses and dollar amounts. The cases also have a higher probability of col-
ection.

Second, the pilot program did not provide systems that were specific to manage-
ment of PCA activities, preventing the successful exchange of information between
PCAs and the IRS. Now, we have systems in place that are more sophisticated and
efficient in tracking work and addressing problems encountered with segregating
the private debt-collection inventory.

Third, most of our processes and controls were manual in nature in 1996. With
the current PDC program, we now have oversight and monitoring processes that are
Sflructured and efficient with increased automation for data processing and ex-
change.

Fourth, the pilot program allowed PCAs only to call and locate taxpayers. They
had no authority to set up and monitor payment arrangements. Under our new pro-
gram, maximum effort has been made to provide PCAs with the latitude required
to implement best business practices in the debt-collection industry. PCAs are now
authorized to request payment and set up installment agreements (with IRS ap-
proval) of up to five years in length. They also monitor case progress.

Finally, and perhaps most importantly, under the pilot program, PCAs were com-
pensated based on a flat fee arrangement, and they were compensated even if they
generated no additional collections. Under our current program, PCA payments are
tied to performance.

In addition to learning from the implementation of the previous program, the tax
collection climate has changed substantially since 1996. Changes in the tax law
have provided greater protection for taxpayers. The landmark change was the enact-
ment of the IRS Restructuring and Reform Act (RRA) of 1998. That act, among
other things, provided for collection due process hearings for taxpayers and restric-
tions on productivity based evaluations of IRS employees. It also prohibited specific
conduct by IRS employees and established the position of National Taxpayer Advo-
cate.

Taxpayer Protection

When it authorized the program, Congress was rightly concerned that PCAs be
prevented from engaging in an activity that is a violation of a taxpayer right or pro-
tection.

As such, the enabling legislative language ensures taxpayers receive the same
treatment from PCAs as they would if the IRS handled their collection matters, in-
cluding access to the Taxpayer Advocate Service (TAS).

Specifically, PCAs are allowed to work cases where the taxpayer does not dispute
the liability. They can contact taxpayers by phone to attempt to resolve delinquent
tax issue and initially were allowed to work cases from $100 up to $25,000. We in-
creased the upper end of that range to $100,000 in February. PCAs are also author-
ized to gather pertinent information from taxpayers and provide it to the IRS to re-
solve cases outside of their authority. Finally, they can use skip-tracing technology
to locate taxpayers.

PCAs and their employees are subject to extensive quality control monitoring in-
ternally and by the IRS to ensure compliance with taxpayer protections and applica-
ble policies and procedures. This oversight includes “live” monitoring of telephone
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communications between collection agency employees and taxpayers, review of re-
corded conversations, taxpayer satisfaction surveys, audits of collection agency
records, and periodic reviews of agency performance.

In addition, the IRS specifically monitors collection agency compliance with tax-
payer confidentiality requirements and the restrictions on certain conduct contained
in section 1203 of the IRS Restructuring and Reform Act of 1998 (RRA 1998). To
date, there have been no reported instances of the misuse of taxpayer information
or intentional disclosure of protected information.

In addition, private collection agencies are required to comply fully with the provi-
sions of laws and regulations that pertain to taxpayer information, including, to the
extent permissible under applicable law, the removal from the IRS contract activi-
ties of employees who violate the requirements of these provisions.

PCA employees must be in full compliance with Federal tax laws and are subject
to FBI fingerprint screening annually and a reinvestigation every five years. The
IRS monitors PCA compliance with all applicable Federal and State laws. Failure
to comply with these laws and regulations will be considered a breach of contract.

Section 1204 of the RRA, which prohibits IRS employees from being compensated
based on the number of audits they conduct or the amount of dollars they collect,
does not specifically apply to the PCAs since the PCAs are not allowed to take en-
forcement actions. However, the intent of section 1204 was taken into account when
the measurements of the PCAs were developed. For example, the IRS reviews PCAs
and certifies that dollars collected are not a measure for their employee performance
or their bonus structure. Also, the IRS PDC Project Director certifies 1204 compli-
ance on a quarterly basis.

In addition, contractors are prohibited from soliciting direct receipt of funds from
taxpayers. Although payments have been received at PCA sites, PCAs have fully
complied with the IRS’ misdirected payment requirements. Of the 114 misdirected
payments sent to PCAs erroneously by taxpayers, all have been re-directed to the
IRS and posted to the proper accounts.

While PCAs are held to the same guidelines of the Fair Debt Collection Practices
Act (FDCPA) as IRS employees, there are many procedural differentiations and re-
strictions for PCAs that are in place as safeguards to minimize risks to taxpayer
rights and privacy. Some of these restrictions include:

e PCAs cannot contact the taxpayer at any unusual time or place, or at a time
or place an employee knows, or should know, is inconvenient to the taxpayer.
(PCAs can generally contact the taxpayer after 8:00 AM and before 9:00 PM
local time at the taxpayer’s location, unless there is reason to know otherwise).

o PCAs cannot contact the taxpayer at work if the taxpayer has instructed them
not to do so or if there is reason to believe the employer does not allow this
contact. (PCAs can call at the place of work only if permitted by a taxpayer.
The IRS has not authorized any third-party contacts to date.)

e PCAs cannot contact a taxpayer directly when the IRS or the taxpayer has in-
formed the PCA that the taxpayer has an authorized representative and the
PCA is able to determine the representative’s name, address, telephone number,
and authority with respect to the taxpayer.

e PCAs cannot engage in conduct that is harassing, oppressive, or abusive.

e PCAs cannot visit Taxpayers.

Implementing the Program

In implementing the authority granted under the AJCA to utilize private debt col-
lectors, the IRS has been very careful both in selecting the PCAs and in ensuring
that taxpayer rights were protected. We used a competitive procurement process to
identify PCAs using the General Services Administration (GSA) Schedule to solicit
Requests for Quotations (RFQ) for GSA debt-collection vendors.

The initial RFQ was cancelled in August 2005 as a result of a protest and re-
issued in October 2005. A total of 33 firms took part in the competitive bidding proc-
ess that resulted in contracts with the three PCAs selected for the limited imple-
mentation phase of the PDC program in March 2006. Prior to the contract award,
the IRS researched the complaint records of the three firms with the Federal Trade
Commission.

A post award protest in March 2006 delayed work until June 2006. Selected
PCAs, as well as more than 350 PCA employees, passed background investigations,
including tax-compliance checks. Only following the successful completion of testing
?’nd certification (including physical and information security) did the initial roll out

egin.

On September 7, 2006, 11,564 cases were placed with three PCAs. This limited
implementation phase was designed as a controlled environment to gather critical
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information on debt collection for future releases of the program. The Taxpayer Ad-
vocate, the Governmental Accountability Office (GAO), the Treasury Inspector Gen-
eral for Tax Administration (TIGTA), and other vital stakeholders were included to
ensure safeguards and accountability was integrated in the processes.

The following were key activities performed for project stand up:

e Usability testing of the initial contact letters with taxpayer focus groups and
the capture of input from numerous stakeholders such as TAS, Counsel, Ways
& Means Committee, etc.

e PCA Policy and Procedures Guide was developed and reviewed with TAS Coun-
sel, Disclosure, and Practitioners and all PCAs who bid on the contract.

e The Quality and Reports Handbook were developed and reviewed with TAS,
Counsel, and Disclosure.

e The PCA Operational Plan, PCA Training Plan, PCA Letters, and Scripts were
reviewed and changes were made based on feedback from the project team,
TAS, Counsel, and Disclosure.

e On-Site Management Issues Meetings were conducted with each PCA.

e Performed Business Acceptability Testing at each PCA.

During the initial months of start up, IRS representatives, the TIGTA and Disclo-
sure were on site at the PCAs to oversee operations, answer questions about proc-
essing and ensure training was properly delivered to PCA employees.

IRS Monitoring of PCA Activities

The IRS has put in place an aggressive oversight and management process to en-
sure PCAs adhere to contract requirements and the protection of taxpayer rights.
PDC is projected to use approximately 45 FTEs (delivered by 64 employees) in FY
2007 to provide support to the PCAs handling of taxpayers and to perform project
management. Approximately 24 of these FTEs are for direct support and the re-
maining 21 FTEs are for project management. Since not all of the direct support
employees work full-time on the project, the 24 FTEs are delivered by 43 employees.
This number can vary, of course, based on workload requirements.

The employees are divided between two units—the Oversight and the Referral.
The Oversight Unit (OU) has 11 full time staff—1 Manager, 1 Management Assist-
ant, 3 Contracting Officer Technical Representatives (COTRs), 3 Management Infor-
mation System (MIS) Analysts and 3 Quality Analysts.

The OU is responsible for a number of things including:

e Inventory Management: This involves the determination of the types and num-
ber of cases that should be placed with the PCAs to meet placement plans.

e Invoice Reconciliation: This includes the review of payments and administrative
resolutions received and determine the amount for which the PCAs should be
commissioned.

e PCA Contractual Oversight: This involves the monitoring of PCAs and issues
that arise including researching reported concerns to ensure adherence to the
Contract. The COTR’s primary role is the administration of all aspects of the
contract, including invoice validation, complaint investigation, ensuring compli-
ance with contract requirements such as background investigation review and
validation, invoice computation and certification, and ensuring adherence to se-
curity requirements.

e Quality Review: This includes the monitoring of PCA phone calls and the per-
formance of case reviews to ensure that PCAs adhere to the Policies and Proce-
dures outlined by the IRS.

e Report Management: This involves analyzing reports and providing updates.

The Referral Unit (RU) consists of 32 employees with 2 Managers, 2 Lead Contact
Representatives (CR), 2 Inventory Control Specialists, and 26 CRs.
The activities of the RU include:

e PCA Support: This includes regularly communicating with the PCA to respond
or approve requests for determination on different case issues.

e Taxpayer Contact: The RU responds to request from taxpayers assigned to the
PCAs. This assistance is provided to taxpayers as indicated in the letter tax-
payers receive from the IRS on assignment of their case to the PCA as well as
in the event the PCA may not be able to address an issue.

e Case Recall: Cases are recalled from the PCAs for a variety of reasons. This is
part of the normal operating environment and provides the IRS with the ability
to retrieve a case from the PCA if the case status changes where it no longer
meets assignment criteria (e.g, disaster recovery).
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The IRS uses processes including live-call monitoring, review of recorded tele-
phone calls, taxpayer-satisfaction surveys, audits of PCA records and periodic review
of PCA performance to assure proper safeguards are in place. Until recently, the
PCAs had more than 350 employees cleared to work on this contract, with 120 to
166 front-line employees working directly on accounts.

Private Debt Collection Workflow

Once the IRS determines that a particular taxpayer module will be delivered to
a PCA for collection, the IRS sends a letter advising the taxpayer that its account
has been placed with the PCA. The letter identifies the PCA with whom the account
has been placed as well as IRS contact information should the taxpayer have any
qlueastions. A brochure answering pertinent questions on the program is also in-
cluded.

Taxpayer cases are delivered to the respective PCA electronically through a se-
cured data exchange method. The PCA updates the files to their collection system
and validates the data. PCAs perform a review of bankruptcy records or records to
determine if the taxpayer is deceased.

PCAs then attempt to contact the taxpayer if they are not bankrupt or deceased.
The initial contact is via letter. The PCA prepares and mails an approved initial
contact letter no sooner than three business days after the IRS contact letter is
mailed and no later than 10 days of receipt of inventory. The letter advises the tax-
payer again that the account has been placed and provides payment and contact in-
formation for both the PCA and IRS.

The PCA will initiate phone contact with the taxpayer beginning three days after
the PCA initial contact letter is mailed in an attempt to resolve outstanding debt.
The taxpayer can resolve the outstanding debt either by payment of the debt in full
or through an installment agreement. If the taxpayer is unwilling or unable to full
pay the account or establish an installment agreement, the PCA will attempt to se-
cure information sufficient to resolve the case and forward that information to the
IRS for a case decision.

The PCA initiates electronic skip-tracing efforts to attempt to locate the taxpayer
address and/or phone number. However, PCAs cannot initiate third-party contacts
without prior IRS approval, and to date, that approval has not been given to any
PCA. If contact with taxpayer fails to resolve the case or if electronic skip-tracing
efforts fail to locate the taxpayer then the PCA may pursue additional information
to resolve the case.

Collections are a difficult business whether conducted by an IRS employee or a
PCA. The fact that collections are necessary at all indicates that the people are un-
willing or unable to pay the debt in question. In the event a taxpayer, whose case
has been assigned to a PCA, disputes the liability then the collection activity is im-
mediately suspended by the PCA, and the case is referred to the IRS for dispute
resolution.

In fact, collection activities are immediately suspended on all cases where a con-
cern has been received by the IRS or the PCA. PCA management enters the re-
ported concern into a log and compiles case information, which is forwarded to IRS.

Handling of Concerns and Complaints

The reported concerns process built into the PCA contracts serves as an account-
ability tool to identify areas where the taxpayer could be better served. Anyone may
report a concern, but from our limited experience the primary source is from the
PCAs directly (79%). Each PCA self-identifies cases where they believe the taxpayer
may not be satisfied with the interaction they had with the PCA. This interaction
is reported directly to the COTR.

All reported concerns received on PCA assigned cases are thoroughly reviewed by
the PCA, the COTR and IRS review panel. Each PCA investigates every concern
they identify or receive. The panel reviews documentation gathered on each case by
the COTR, who also must investigate every concern. Documentation may include a
case history review, discussions with the taxpayer, IRS personnel, and PCA employ-
ees, and when available, call recordings.

Depending on the severity, complaints can result in immediate contract suspen-
sion or termination. The contract includes a clause for validated penalty cases. To
date, penalties totaling $10,000 have been imposed by the IRS on the PCAs.

Program Goals

Prior to beginning implementation of the program, specific, measurable program
goals and objectives were established. Specific goals include annual percent of dol-
lars collected, case resolutions, taxpayer satisfaction, employee satisfaction, quality,
and validated-penalty cases. Some of these goals cannot be measured until a full
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year of performance is gained, but from what we see thus far, we are meeting or
exceeding all of the goals.

There were also specific revenue projections established for the program. We pro-
jected that there would be 2.9 million cases placed for a total of $13.9 billion
through the year 2017. Original projections for gross revenue by the Office of Tax
Analysis in 2004 called for the collection of $1.5 billion to $2.2 billion over 10 years.
Based on the numbers cited below, the program is tracking toward the higher end
of those projections.

PCA Performance

As of April 28, 2007, we had placed cases involving 37,689 taxpayers. Some of
these taxpayers had additional tax liabilities for more than one year so there were
a total of 51,414 modules assigned. The total value of the cases was $255 million.

From these cases placed, as of April 28, 2007, 3,973 have resulted in full payment
and 1,467 installment agreements have been approved. PCAs have collected $19.49
million in gross revenue with $15.53 million considered commissionable revenue,
which resulted in $3.38 million in payments to the PCAs. Our projections for this
period of time had been to collect between $15.05 and $20.69 million.

Of 37,689 cases placed with PCAs through April 28, 2007, we received 25 concerns
(0.07% of cases placed) related to taxpayer treatment. Of the 25 concerns raised, one
was validated as a contract violation by the panel, two are pending the completion
of an investigation, and in 22 cases there were no contract violations found.

Treatment concerns include 11 for PCA interaction and 14 for PCA calling prac-
tices.

Of the 11 PCA interaction concerns, six are for collector behavior (i.e., rudeness).
For three of the cases, call recordings confirm professional PCA behavior. In the
three other behavior cases the IRS was unable to identify a contract violation. Two
of the eleven involve the taxpayer being placed on hold, and one involved the PCA
not returning a call. Three are procedural issues and call recordings do not substan-
tiate a contract violation. Two items remain open and under investigation.

Of the 14 PCA calling practices concerns, eight involve the taxpayer requesting
the PCA not call them, and two involved the taxpayer being upset at receiving a
call. Recordings were reviewed in five cases and PCA professional behavior was con-
firmed. Nine items are not representative of contract violations. Four are multiple
or frequent calls to taxpayers, and one of the concerns was validated as a contract
violation for which a penalty was imposed. One item remains open under investiga-
tion.

The majority of concerns are contract administration, constituting difficulties with
taxpayer identity authentication or inadvertent disclosure of information. Through
March 2007, 44 contract administration concerns (0.12% of cases placed) have been
reported, with two validated-penalty cases (0.01% of cases placed). Of all the con-
cerns received to date, 46% or 32 concerns were reported within 60 days of the pro-
gram start up.

The PCAs have reported ten 10 disclosure concerns, all inadvertent, with only one
validated contract violation penalty case by the IRS PCA Reported Concerns Review
Panel. The remaining nine inadvertent disclosure cases did not rise to the level of
contract violation.

Costs and Benefits of the PDC Program

In evaluating the success of this program it is important to remember the purpose
for which it was created. Specifically, this program was never designed to compete
with the collections that the IRS performs. Rather, it was designed to maximize the
effectiveness of the PCA resources given their limited authority level. Accordingly,
we select cases for PCA assignment that are not being worked by IRS employees
but are still potentially collectible.

In other words, the issue is not whether the IRS or PCAs can do a better job in
collecting this revenue. The issue is whether the revenue is collected by PCAs or
goes uncollected. If the program ceased today, the money we are currently investing
in the PDC program would not be reassigned to IRS employees who would then pur-
sue these cases. It would be reassigned to employees who would go after higher pri-
ority cases, leaving the current PCA cases untouched.

Our current estimated costs for startup and ongoing maintenance of the PDC pro-
gram includes all Project Office, Oversight, administration and IT costs from FY
2004 through FY 2010. To date, PDC has incurred less cost than originally budgeted
in FY 2004 and, we expect it to remain cumulatively under original budget costs
through FY 2010, though there likely will be some variation in total costs as the
first year of operations progresses and we gain experience in complete operations.



85

The chart below shows the estimated budget costs between FY 2004 and FY 2010
as opposed to the actual costs

FY 2004/ FY 2006 FY 2007 FY 2008
2004 E300 Budget Costs $50.07M $11.5M $11.38M $8.99M
2007 PDC Actual Costs and $38.87TM $16.84M $14.93M $7.35M
Updated Budget Costs*
Net ($11.2M) $5.34M $3.55M ($1.64M)
Cumulative Net ($11.2M) ($5.86M) ($2.31M) ($3.95M)
*Excludes Infrastructure Assessments Updated April 30, 2007

Based on conservative projections for revenue, the PDC program is projected to
recoup all costs, including sunk costs, in April 2008. For funds allocated in FY 2007,
all costs were recouped by April 2007.

Overall, the IRS Return on Investment (ROI) is about 4 to 1. ROI resulting from
IRS enforcement programs ranges from $3 to $14 for every additional $1 invested,
depending on the type of enforcement activity. For example, labor-intensive activi-
ties such as the Collection Field Function have lower ROIs, and automated activities
such as Automated Underreporter have high ROIs.

For the PDC program specifically, the potential return is between 3.2 to 1 and
3.6 to 1 for FY 2007, the first full year of implementation. This estimate is based
on FY 2007 gross revenue of $45.7 million to $65 million, divided by the operating
costs of the program, which include payments to PCAs averaging 18.5% of gross pro-
gram revenues and fully loaded projected FTE costs of $5.99 million.

In FY 2008, the IRS expects the PCA ROI will increase to between 4.0 to 1 and
4.3 to 1, once the program is in steady state. The IRS bases this estimate on FY
2008 gross revenue projections of $86 million to $127 million compared to operating
costs of approximately $5.84 million in IRS costs and the average 18.5% payments
to the PCAs.

In a May 2004 assessment of the IRS PDC program, the GAO recommended that
“the IRS Commissioner should ensure that a study is completed that compares the
use of PCAs to a collection strategy that officials determine to be the most effective
and efficient overall way of achieving collection goals.” In response to the GAO re-
port, the IRS has undertaken a Cost Effectiveness Study, with input on study de-
sign from the GAO and TAS.

The study intends to analyze the cost effectiveness of the PDC program versus
the use of IRS resources in working the “next best case” and compare performance
between IRS and PCAs using the same types of cases currently placed with PCAs.
Data will be available in June 2007 and early results will be available in September
2007, with a final report in April 2008. Data resulting from the PCA cost-effective-
ness study will be used to support IRS’ response to the GAQO’s recommendations, as
well as the Biennial Report to Congress in late 2007.

GAO and TIGTA Oversight

In addition to the high level of scrutiny by the IRS, the PDC program has also
been reviewed by both the GAO and TIGTA. The GAO audit focused on whether
we had addressed all the critical factors for implementing a successful PDC pro-
gram. The five critical factors addressed include: (1) results orientation, (2) agency
resources, (3) workload, (4) taxpayer issues, and (5) evaluation.

The GAO found that the IRS made significant progress in addressing the five crit-
ical success factors and 17 related sub-factors before sending cases to PCAs for the
limited implementation. The GAO identified additional steps needed on three sub-
factors: setting goals and measures, determining all program costs, and evaluating
the program. In response to the GAQO’s findings, the IRS has developed a corrective
action plan to address these sub-factors. The IRS will:

1. Establish goals and targets for all appropriate measures for FY 2008.

2. Perform a Cost Effectiveness Study; and

3. Develop reports to gather information regarding the delinquent accounts inven-
tory, PCA resolutions based on inventory type, and IRS resource capacity.

The TIGTA has conducted two audits focusing on the development and implemen-
tation of the PDC program. The TIGTA found that the IRS effectively developed and
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implemented the program and recommended actions that would enhance security
and accountability.

The IRS agrees with all recommendations and will incorporate the recommenda-
tions in future contract negotiations and policy and procedural guides. These in-
clude:

e Security enhancements: During their computer and physical security review,
the TIGTA identified a PCA with a shared server. The TIGTA also found other
security issues that needed to be resolved but determined that these issues
were not sufficiently significant to prevent the assignment of cases to the PCA.
Many of the security issues identified by the TIGTA were found at the location
of the PCA for whom the IRS did not extend the contract.

e In future Requests for Quotation (RFQ) we will require PCAs to maintain
Federal Tax Information (FTI) on a separate dedicated server.

o We will develop procedures to ensure timely follow-up with PCAs on security
issues.

e Accountability: During their review of PCA policy and procedures, the TIGTA
identified areas where we could strengthen our oversight of the PCAs and our
performance, including:

e Update the procedures for handling taxpayer concerns to ensure consistent
and timely processing.

o In future RFQs, PCAs will be required to have scripts to direct employees
through telephone conversations and must be submitted for review and ap-
proval.

e As data becomes available, update/modify the revenue model used to calculate
projected revenue based on the inventory placed with the PCAs.

The program has also gotten a favorable review from the IRS Oversight Board.
Following its recent meeting at which the program results thus far were presented,
the Board Chairman commented, “Overall, this program seems to be working well
although the board intends to continue to monitor it closely. Through this program,
the IRS has found a way to reach a specific segment of taxpayers who have out-
standing tax debts.”

Evaluating the PCAs

The initial PCA Task Orders for each of the chosen firms were issued for a 12-
month period to give the IRS an opportunity to hold the PCAs accountable and to
make an informed decision about moving forward with another 12-month option on
a firm-by-firm basis. As we approached the time to make the decision on the con-
tract extensions, we considered overall performance and concluded that two of the
three firms met our needs and held the most accountability going forward.

In February 2007, the IRS chose to extend the contracts of two PCAs through
March 2008, but declined extending the contract of Linebarger Goggan Blair Samp-
son, LLP (LGBS), which expired March 7, 2007. This decision demonstrates the PCA
initiative is working successfully as intended, with the IRS following through on
oversight responsibility and holding the PCAs accountable throughout the process.

Preparations are now underway for the June 2007 issuance of a RFQ for the next
implementation phase of the PDC program. Future contractors will be selected
based upon lessons learned from the limited implementation phase. The new con-
tract award is planned for October 2007. The next implementation phase will “go-
live” in March 2008.

To assist in evaluating the PCAs performance, we have developed the PCA Score-
card. This tool will be used to evaluate PCA performance by ranking PCAs on a
quarterly basis

The Scorecard evaluates cases placed with the PCA for a minimum of three
months, so cases placed with the PCA during the first quarter FY 2006 (October—
December) could not be evaluated until April 1, 2007. The Scorecard will enable us
to build incentives into the process to ensure that the companies are constantly
working to improve their performance across the balanced measures. During this
initial period of implementation, the scorecard process is being perfected as we es-
tablish a baseline for future use

Summary

Mr. Chairman, the PDC program has garnered controversy since its inception. A
number of Members of Congress believe that Federal tax collection is an inherently
governmental function that should not be contracted out. I understand and respect
those opinions. Nevertheless, Congress has provided a statutory direction for the
PDC program, and the IRS has carefully developed and implemented an effective



87

progr;lam that collects unpaid tax debts while ensuring that taxpayer rights are pro-
tected.

As the first year of this program nears completion, we believe the PDC program
is operating as Congress envisioned. And, it has proved to be an effective tool in
our efforts to address the tax gap, bringing in $19.49 million in gross tax revenues
to the Treasury that would have otherwise gone uncollected. Based on conservative
projections for revenue, we will recoup all costs, including sunk costs, in April 2008;
and we are exercising strong oversight over the program and carefully monitoring
the behavior of the PCAs.

As I said earlier, collection is a tough business. Complaints are inevitable, wheth-
er we do the collections or they are done by a PCA, but in light of the over 30,000
cases that have been assigned to the PCAs, the level of complaints have been mini-
mal, and each of those complaints have been investigated and the appropriate re-
sponse undertaken.

I appreciate the opportunity to appear this morning, and I will be happy to re-
spond to any questions.

Chairman RANGEL. Our next witness is Thomas R. Penaluna,
President and Chief Executive Officer of the CBE Group from Wa-
terloo, Iowa.

STATEMENT OF THOMAS PENALUNA, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, THE CBE GROUP, INC.

Mr. PENALUNA. Good morning, Mr. Chairman and Members of
the Committee. I thank you for providing me the opportunity to
testify today. My name is Tom Penaluna. I am president and CEO
of the CBE Group founded almost 75 years ago and family owned.
CBE is headquartered in Waterloo, Iowa with offices in Des
Moines, Iowa and Atlanta, Georgia. We currently employ over 900
people and approximately 50 of those people on the IRS private
debt collection program that we are discussing here today. CBE is
proud to serve a variety of organizations throughout the United
States, including the Department of Education, the Financial Man-
agement Service, a bureau of the Department of Treasury, and, of
course, the IRS. Serving these three agencies is an honor shared
only by one other company, our colleagues, Pioneer Credit Recov-
ery. CBE’s corporate culture is based on core values of integrity re-
spect innovation and continuous improvement. A strong work ethic
is embedded in the fiber of our employees which promotes a com-
mitment to doing things right a focus on details and a drive to de-
liver superior results with the highest levels of integrity which has
contributed to our success in this program.

This morning I would like to describe for you our experience so
far with the program, our overall views of the importance of the
program and why we think it should be continued toward full im-
plementation.

CBE continues to invest substantial resources in personnel tech-
nology and infrastructure, focused on ensuring our compliance with
the strict statutory and administrative requirements in oversight
that are in place to protect taxpayer rights and privacy. CBE is
uses state-of-the-art systems that have been certified and accred-
ited by the IRS. It is important to emphasize that CBE be, by stat-
ute, subject to the exact same and even greater requirements re-
strictions and prohibitions and legal consequences as those that are
imposed upon IRS employees. In addition, we must also comply
with the Fair Debt Collection Practices Act and all other laws and
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regulations that govern the collection industry. Like IRS collection
agents, our employees are not paid on commission basis, and must
adhere closely to the call scripts that have been approved by the
IRS. The program is now almost 10 months old, and it has exceed-
ed expectations, as confirmed by independent reviews recently con-
ducted by TIGTA, GAO and the IRS oversight board.

As with any program, there have been minor wrinkles to iron out
and a few glitches along the way. However, the numbers don’t lie.
CBE’s results are as follows: The IRS established a collection goal
of 6 percent of placements recovered at the onset of the program.
Today CBE has collected 8.2 percent of the dollars placed with us.
The IRS established a taxpayer satisfaction goal of 67.5 percent at
the onset of the program. CBE scored 97 percent taxpayer satisfac-
tion ratings on the most recent survey taken for the month of
April. The IRS established a quality goal of 90 percent. CBE’s qual-
ity goal is 99.4 percent. The IRS established a goal of zero type two
and type three complaints. CBE has had no type two or type three
complaints, not one.

I can tell you that in the course of working over 20,000 cases
through the end of last month, CBE has received only 55 alleged
type one complaints for a complaint rate of less than a quarter of
1 percent, which were almost entirely self-reported and none of
which have been validated by either the IRS or the taxpayer advo-
cate service.

This is a remarkable record considering the nature of our busi-
ness. CBE is extremely proud and honored to be taking part in as-
sisting the Federal Government’s efforts to reduce the national tax
gap. There is no greater threat to the integrity of our tax system
than the perception that tax obligation, regardless of how small the
amount, can be neglected with impunity. We need to use all the
tools at our disposal to collect these taxes while always respecting
the privacy and rights of the American citizens.

I thank the Committee for its time and attention and would wel-
come your questions.

Chairman RANGEL. Thank you so much.

[The prepared statement of Mr. Penaluna follows:]

Prepared Statement of Thomas R. Penaluna, President & Chief Executive
Officer, The CBE Group, Inc., Waterloo, Iowa

Good morning, Mr. Chairman and Members of this Committee, and thank you for
providing me the opportunity to testify today. My name is Tom Penaluna, and I am
the President and Chief Executive Officer of The CBE Group, Inc. Founded almost
75 years ago and family-owned, CBE is headquartered in Waterloo, Iowa. In addi-
tion to Waterloo, we have offices in Des Moines, Iowa and Atlanta, Georgia, and we
currently employ over 900 people. Approximately 50 of these people work in our Wa-
telt"iloo offices on the IRS private debt collection program that we are discussing here
today.

CBE serves a variety of organizations throughout the United States, including
student loan guaranty agencies, colleges and universities, healthcare organizations,
financial institutions, satellite and telecommunications companies, utilities and
State and Federal Government agencies. We are proud to serve the Department of
Education, the Financial Management Service—a bureau of the Department of
Treasury—and, of course, the IRS. Serving all 3 of these Federal agencies is an
honor shared by only one other company—Pioneer Credit Recovery, Inc.

CBE’s corporate culture is based on our core values of integrity, respect, innova-
tion, and continuous improvement. A strong work ethic also is embedded in the fiber
of our employees, which promotes a strong commitment to doing things right, a
focus on details, and a drive to deliver superior results. We look to the unifying force
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of our core values as a source of energy and the foundation of a new paradigm to
ensure a bright future for our industry, our company, those with whom we interact,
and all who depend upon us. We believe that our commitment to these core values—
combined with the exhaustive training that we provide to our employees—has con-
tributed to our successful participation in the pilot phase of the IRS private debt
collection program.

This morning, I would like to describe for you in some detail the process through
which we entered the IRS program, our experience so far with the pilot phase of
the program and, finally, our overall views on the importance of the program and
why we think it should be continued towards full implementation.

In October of 2005, CBE responded to a Request for Quotes from the General
Services Administration to participate in a limited implementation—or “pilot”—
phase of a program to be administered by the Internal Revenue Service (“IRS”) to
collect outstanding delinquent and undisputed Federal income tax obligations owed
by individuals. Following an extended and very rigorous competitive bidding proc-
ess, we and 2 other firms were selected from among 33 firms to participate in the
pilot phase of the program.

In preparation for the start of the program’s pilot phase, CBE invested substantial
resources in personnel, technology and infrastructure, with a sharp focus on ensur-
ing that we comply in every way with the stringent statutory and administrative
requirements that were designed to protect the rights and privacy of those individ-
uals with whom the program would come into contact. The National Taxpayer Advo-
cate, Government Accountability Office (“GAQO”), Treasury Inspector General for Tax
Administration (“I'IGTA”) and several other government agencies were intimately
involved in nearly every aspect of our extensive preparations—including the devel-
opment of the training program and materials, policy and procedures guides, oper-
ational plans, form letters and other written materials, and call scripts—in order
to ensure that all facets of the program were infused with appropriate safeguards
and accountability.

With regard to program personnel, it is important to highlight that we are sub-
ject—by statute—to the exact same requirements, restrictions and prohibitions as
those that are imposed upon IRS employees, including the provisions of the Fair
Debt Collection Practices Act and the IRS Restructuring and Reform Act of 1998.
The program does not confer upon our employees any IRS enforcement powers—we
are only empowered to contact individuals with delinquent and undisputed tax obli-
gations and request that they make payment to the IRS—so, of course, provisions
relating to the misuse of enforcement powers such as property seizure and wage
garnishment are not applicable to us. We also are subject to the same civil monetary
damages as IRS employees for any unauthorized collection actions. To meet the high
standard conduct outlined for this program, the only employees that we place into
the IRS program are existing employees—not new hires—who already have signifi-
cant experience with making outbound debt collection calls and who have never re-
ceived any complaints.

Before being placed into the program, these employees must successfully complete
an FBI background investigation and undergo several weeks of intensive and spe-
cialized multimedia training for this program. In addition, they must undergo a new
background investigation every 5 years and must be fingerprinted by the FBI every

year.

Like IRS collection personnel following enactment of the 1998 IRS reform legisla-
tion, our employees are not paid on a commission basis, which is prohibited by the
terms of the program contract. In making their phone calls, these employees must
adhere closely to call scripts that were approved by the IRS after having been re-
viewed and revised based upon comments received from the National Taxpayer Ad-
vocate. CBE has instituted and will enforce a zero tolerance policy with regard to
employees that take part in this program, and the employees recognize this—as
demonstrated by the fact that CBE has received no validated complaints to date in
connection with this program.

The technology and physical infrastructure that we have put into place for the
IRS program is standard-setting, surpassing that of even our largest corporate ac-
counts and other government agencies, including the Department of Education and
Financial Management Service. Our employees in the IRS program work in a tightly
controlled and secured facility that is physically and visually isolated from the rest
of our operations. Entry into this facility requires electronic access and is restricted
to the employees working in the program, program managers and IRS personnel.
Those who do have access to the facility are continuously monitored, are permitted
to enter and leave with only limited personal belongings, and are subject to search
at any time.
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Working closely with IRS personnel and outside experts, we have designed and
built an information technology structure for this program that features every pos-
sible security measure to protect the privacy of the information that we receive from
the IRS and ensure that unauthorized persons—within or outside of CBE—cannot
get access to the information. The system hardware is encrypted and relies upon
a dedicated network and server that is completely segregated from the systems that
we use for the rest of our operations. Of course, we do not use laptops or any other
“walk away” hardware for this program.

At the same time, our technology for this program is designed to permit IRS per-
sonnel to monitor onsite or remotely live phone calls made by our employees. We
also tape every phone call and retain the tapes so that they can be later reviewed
by us, the IRS or the National Taxpayer Advocate for quality control purposes or
in the event that an individual contacted by us lodges a complaint.

The pilot phase of the IRS program began on September 7, 2006, with the assign-
ment of 11,654 cases to the participating firms. The program is now almost 10
months old, and we believe that the program has exceeded everyone’s expectations.
Independent reviews and audits recently conducted by TIGTA, GAO and the IRS
Oversight Board have given the pilot phase of the program high marks overall,
while noting specific areas in which the program can be further improved. In part,
the success of the program so far can be attributed to the example set by other Fed-
eral Government agencies that use private collection agencies to collect delinquent
debt obligations, as well as the 41 States that currently use private collection agen-
cies to recover delinquent taxes. In particular, we have seen how the IRS program
has benefited tremendously by integrating best practices and lessons learned from
the Department of Education, which for well over 20 years has used private collec-
tion agencies (including CBE and Pioneer) to recover delinquent student loan obliga-
tions and has saved the Federal Government tens of billions of dollars as the guar-
antor on these loans.

As with any new program, there have been wrinkles to iron out and a few glitches
along the way. However, the numbers don’t lie. Through the end of last month, CBE
has received over 20,000 cases from the IRS involving over $125 million of delin-
quent taxes. We have returned to the American people over $10 million of these de-
linquent taxes, while continuing to work on the remaining amount. It is important
to remember that these are merely the results of the program’s pilot phase, in which
the caseload is only a fraction of the anticipated caseload once the program is fully
implemented. From these collections, CBE was paid just over $1 million, which
means that we retained approximately 11 percent of the amount collected—not the
25 percent that is permitted by statute or asserted by critics of the program and
some in the media.

Overall, the program has recovered nearly $20 million through the end of last
month, and the participating firms were paid just over $3 million for their efforts
in recovering these delinquent taxes. The legislation creating this program also per-
mits the IRS itself to retain up to 25 percent of these recoveries—with the rest going
to the general fund of the Federal Government—which means that the IRS received
for its own use over $3.5 million of the amounts recovered through the end of last
month. Under the legislation, the IRS can—and we think should—use these funds
to hire additional collection agents. Along with the existing IRS collections work-
force, these new agents could pursue cases that are more complex and involve larger
dollar amounts than the cases that are assigned to us. As these early results dem-
onstrate, the more this program succeeds, the more everyone benefits—the partici-
pating firms, the IRS workforce and, most importantly, the American people.

It is also important to point out that we have accomplished these results using
very limited information from the case files of the individuals who we contact. These
files contain no tax returns or detailed tax return information whatsoever. They con-
tain no wage or employer information. They contain no non-tax financial informa-
tion. The only information that they provide is the individual’s Social Security num-
ber, last known address, amount of taxes owed (as well as interest and penalties),
and the tax year for which the taxes are owed. The case files do not even contain
the individual’s phone number, which we must locate ourselves.

Moreover, many of the traditional tools commonly used by the IRS to collect delin-
quent taxes are not available to us. We do not have the authority to garnish wages,
seize property or enter into agreements to reduce the amount of taxes owed. We
only have the authority to request the individual to pay his or her outstanding tax
obligations in full or over a period of up to 5 years. These payments are made di-
rectly to the IRS—not us—so we handle no funds. In fact, we have no authority to
compel an individual even to talk to us. We inform every individual who we contact
that they are not required to talk to us and can request to have his or her case
referred back to the IRS or to speak with the Taxpayer Advocate Service. These re-
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straints under which we operate are justified by the sensitivity to privacy and tax-
payer rights, but they also amplify the early success of the program.

Another key indicator of the program’s success to this point is the customer serv-
ice ratings that we have received from the individuals themselves who have been
contacted by us to resolve their outstanding tax obligations. From a customer serv-
ice standpoint, the program is monitored using taxpayer satisfaction surveys of indi-
viduals taken after they have been contacted by us. These surveys are very similar
to those conducted by the IRS to evaluate its own employees who perform collection
functions. The program goal for the taxpayer satisfaction survey was 67.5 percent
at the onset of the pilot phase, with an ultimate goal of 90 percent. Through the
end of March, the firms participating in the program have received a 94 percent tax-
payer satisfaction rating.

The overall performance of the firms participating in the IRS program is meas-
ured by a quality rating, which takes into account: the results of the taxpayer satis-
faction surveys; the number of reported contract complaints; the number of contract
fines assessed; the number of cases referred to the Taxpayer Advocate Service; a
regulatory and procedural accuracy rating; a timeliness rating; and a profes-
sionalism rating. The program goal for the quality rating is 90 percent. Through the
end of March, the firms participating in the program achieved a 99 percent quality
rating.

With regard to complaints that we have received during the course of the pro-
gram’s pilot phase, let me be clear. I am never happy to receive complaints from
individuals who are contacted by our employees regarding their delinquent debts—
and validated complaints are simply unacceptable. Having said this, I can tell you
that in the course of working over 20,000 IRS program cases through the end of
last month, CBE has received only 55 complaints—none of which have been vali-
dated by either the IRS or the Taxpayer Advocate Service and most of which have
involved administrative issues not related to taxpayer rights or privacy. In fact,
there have been no validated complaints received to date by either of the firms cur-
rently participating in the program. This is a remarkable record, considering the na-
ture of our business.

The privacy of the individuals contacted by us and the protection of their informa-
tion is paramount. I can report to you that there have been no instances to date
of the misuse or intentional disclosure of taxpayer information.

Finally, I cannot conclude my remarks without addressing the question of pro-
gram efficiency, because the critics of this program have continued to spread misin-
formation about the cost efficiency of using private collection agencies to recover de-
linquent tax obligations. As I described earlier, CBE and Pioneer are being paid
less—as a percentage of collections—than authorized by statute, and it is my hope
and expectation that this hearing will bring some clarity to the true costs that
would be incurred by the IRS if it actually had the resources to pursue these delin-
quent tax obligations itself. Once these costs are better understood and then com-
pared to our commissions, I am confident that the cost effectiveness of this program
will become evident even to critics of the program.

CBE—and I'm sure Pioneer as well—is extremely proud and honored to be taking
part in assisting the Federal Government’s efforts to address a serious national
problem. We are not bounty hunters or gangsters. We are professionals, working in
partnership with the IRS to help shrink our unacceptably large tax gap.

While this program is only a small step forward in closing the tax gap, there is
no greater threat to the integrity of our tax system than the perception that tax
obligations—regardless of how small the amount—can be neglected with impunity.
We need to use all the tools at our disposal to collect these taxes, while always re-
specting the privacy and rights of American citizens.

I thank the Committee for its time and attention, and I would welcome all of you
to visit our offices in Waterloo to see firsthand the fine work being done by our em-
ployees who are actively engaged in this program on behalf of the American people.

At this point, I would be happy to take your questions.

Chairman RANGEL. The last witness is Gregory Kutz, managing
director, Forensic Audits and Special Investigation, U.S. Govern-
ment Accountability Office. He is here with John Ryan.
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STATEMENT OF GREGORY KUTZ, MANAGING DIRECTOR, FO-
RENSIC AUDITS AND SPECIAL INVESTIGATION, U.S. GOV-
ERNMENT ACCOUNTABILITY OFFICE, ACCOMPANIED BY
JOHN RYAN, ASSISTANT DIRECTOR

Mr. KUTZ. Mr. Chairman and Members of the Committee, thank
you for the opportunity to discuss tax debt collection. In 2006, IRS
awarded three contracts to private collection agencies as part of a
pilot program. My testimony today will present key facts related to
taxpayer opinions about this program. Our investigation included
interviewing and obtaining data from the IRS the three private col-
lection agencies and a consulting company that administered a tax-
payer survey. I will walk you through the key facts we identified
using two poster boards which are on my right and for members,
on your left.

I show on the first poster board from September of 2006 until
February of 2007 the IRS referred over 37,000 cases to private col-
lection agencies. According to the IRS, these cases referred were
agreed to taxes that were not being worked due primarily to re-
source limitations. The average case was about 3 years old and
$5,000. During this period, the three collection agencies made over
250,000 outbound calls to contact taxpayers associated with these
37,000 cases. Examples of a connected call include someone an-
swering the telephone or the collection agencies leaving a message
on an answering machine. These 250,000 calls resulted in 13,000
right-party contacts. A right-party contact means that the collec-
tion agency determined that the individual that they were speaking
to was one of these 37,000 cases. One reason the 250,000 calls were
made to contact 13,000 taxpayers was that the IRS did not provide
telephone numbers to the collection agencies.

According to IRS representatives, this was a policy decision, not
a legal matter. Providing a telephone number to collection agencies
we believe would significantly reduce the number of telephone calls
necessary in the future. The consulting company began an auto-
mated telephone survey of right-party contacts in late November of
2006. Note the collection agency calls began in September of 2006.
As a result and show on the poster board, 6,837 or 50 percent of
the over 13,000 contacts were made before the survey began. The
remaining 50 percent were made after the survey. A key under-
lying assumption for the survey was that all right-party contacts
would have a chance to complete the survey. However, we could not
determine how many were offered this survey because two of the
three collection agencies did not keep records.

Further, two of the three collection agencies did not offer the sur-
vey to all right-party contacts. Also note that individuals whose
identity could not be validated, which are referred to as incorrect
contacts, were not part of the survey. The second poster board
shows that for the first 3 months, 1,572 agreed to take the survey.
Of these, 1,011 completed the survey. The consulting company that
prepared the survey was not aware until recently that all right-
party contacts had not been offered a chance to take the survey.
According to IRS, beginning in April of 2007, the two remaining
collection agencies began offering the survey to all right-party con-
tacts. With respect to the survey, the overall satisfaction rate re-
ported by the IRS of 94 to 96 percent represents the answer to 1
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of 20 questions. 15 of these questions related to taxpayer satisfac-
tion. Satisfaction ratings for these 15 questions ranged from 81
percent to 98 percent.

Also, we found that some taxpayers may have completed the sur-
vey more than once. In conclusion, I appreciate the importance of
the policy matters related to the use of private collection agencies.
My objective today was to provide you with facts so that you could
make informed policy decisions. I also believe that something needs
to be done about the type of telephone call that was played earlier
in this hearing. None of us want taxpayers to somehow believe that
a legitimate call made on behalf of the Federal Government is an
attempt to steal their identity. Mr. Chairman, this ends my state-
ment. I look forward to your questions.

[The prepared statement of Mr. Kutz follows:]
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What GAO Found

According to the PCAs, 57000 tax debt cases were neferred to them by TRS
fram September 2006 through Febriary 5007, PCAs reported making
commet with, nnd authenticating the kentity of, VLGN right party contacts.
O Ehtssae, 8, 7003 wosrer ebigtitile 1o ke the tagpever survey which did not start
until the el of Novembar 2600, According to the consulting company, the
validity ol the survey was based on the key anderlying sssunygtion that all
right panty contacts would be offered & chance to take the survey, However,
GAD could not determine the number of right panty contacts offered the
survey because not all PCAs kept pecords on who was offered it Parther, as
sumamarized in the foflowing table, the three PCAs wsed different methads o
determine which right pary contacts wene alfered the saroey.

PLA App 1o Survey Msthodology, O 7008 through Febraary 7007
Mumbsr of
Individusis Dflored suarvay o
cfsred all righd parfy
PCA ey contscts Pecceds kepd
Prrnary e sureey i al
Firpl and thind comtacts. during
[ ™ Mo Yes
e 2 o8 night party
L L] L Yea he
Cripwed 30 8l right party
Thigs Lbrikcraram Somachy with some sepiions Mo M

B [T i o Pk
tacssr Bt pary oty ol P e et | T e 41 e ot S g e e

The oo lting « that e the sarvey told GAD that

Bt st ‘\mml'her‘“’?' m and I‘rl:ruﬁ.l’yﬂ. 2007, 1572 al the idividuals
offered the survey, agreed 1o take the survey, and 1,011 of these individuals
completed the survey. A consulting company representative told GAC that
e comigrany was rad aware, until several months after the survey was (st
offered, that the PCAs used differing methodologies. for offering the surey
ard that mot all right party contacts were offensd an opgortunity 1o complete
the survey, According to [RS, beginning in April 2007, PCAs began offering
thar sirvey to all right party conlacs.

Among other ey observations, TS advised GAC that they did not provide
the PCAS with taxpayer telephone contact informatbon for referred cases,
Az @ result, in nttempling 1o contact mxpayers by telephone, PCA
representatives tried to detemiine the axpayers” phone numbsers throagh
ehectronke searches. PCA ropreseniatives told GAC that they made p total of
252,17 outbound connected tebephone calls from Seplember 2006 throagh
Febranry 2007 in an attempt to nanke contact with the 37,000 tax delbit cases
IRE referred. PUAs did not offer the survey 1o incormect contacts, such as
Inlividdants who provided personal information but were not authenticated
a8 Fight pany contacts,

Usited States O LA Gics
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Mr. Chadrmnn and Members of the Cormmittee:

Thank you for the opportunity to discuss isswes relaled o private
collection agencies (PCA) Beeause the Intemal Bevenoe Service (TRS)
st ol colbect billbons of dollars of delinguent taxes each year—at the
end of fiscal year 2000, it estimuted that $132 billion in delinquent debt
with some collection potentind hd gone uncollected—i supports the use
of PCAs to enhanee its existing collection mechanisms, In 2004, Congress
authorized TS o wse PUAS 1o help oolled tax debts in corain cases.”
Based on that authority, in 2006, TRS contracted with three PCAs as a pilot
progrim.” Before referring coses o POAs, TRS sends natification letiers (o
the tecpayers explaining that their cases will be hadled by a PCAL Cnee
wqeers are refermel, POAs must first notily taxpayers of their collection
efforts by better, and are then allowed (o contaet the taxpayers vin
l-'.'I|'|.|.t'||:||:||.-.1 Indivicluals whe are properly authenticated over the telephome
are known &s right pary contacts,

Acconding to IRS, in the first T months of the pllot program, PCAs helped
THS collisct alaout 310 million in tax deld From right party conticts—over
3 million of which was paid to the PCAs wnder the terms of their contnset,
As we have previously reported, inaddition to the collection of tax debt,
providing for the proper treatimaent of taxpayers is a critical Totor in
ensuring that the PCA program achieves desbrod results,” In order wo
measure bipayer opinion and gauge PCA performance, TRS contracted
with o consuliing company to perform a taxpayer survey of fght pany
contuets, Starting on November 27, 2006, the consulting company
administered an automated teleplone survey ooght party contacts
trnnsfermed (o a survey line by the PCAs. Based on this sutomated suney,

' Ammericn Mol Crenthos At of 20040, Puls, L Rao, ST, § 541, 118 St 1408 (codified ol
HUSL, 13005 (2004).

"Comtraet in this cese refers (o sk oeders fssusd (s e thiree PUAs under thelr existing
United Siates Genemd Serviees Adminismison fedeml supply schedile contrecis.

"IF an st hasetoesd represeniatioe b designated on s ediddml’s G nebum, for example. a
begal represesdative, such s a Power of Afiomey, the PCA B roganed (o conlact (e
representative raiher than the dnideal axpayer. For ibe pugseses of this report, all
releprnoes o togayers ore defesed ns either infidual incpayers or their epresentatives.

"B THADY, Tl Bda Codioetiows: TR e Aubdermecing it Stvevss Factous fir {tvairacting
ot Buaf WA Mo o Sty e Bt Ll ool Remseonssrnes, OLADMHBE-UE2 {Wasshinggon, [hC: May
0, 200 ) Ay mee DAL Thor Sl Calertion TS Nieed fo Comglete Stepss B el Busure
Comitrriingg O Aciueves Desireed Nesols aoed Best Dlse off Fealorad Rrsounres,

AR LS | Woashingios, [0 Sept. 5, X0)
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the consulting company reported that taxpayer satksfaction with PCAs was
B4 perreent for NovemberDecember 2006, B4 percent for Jannary 2007, anad
O et Tor Febnsary 3007,

Glven the imponance of ensaring that taxpayers are treated properly, ai
your redquest, wie attempted to obtain, for the pedod Seplembser 2000
through Felruary 2007, v number of cases TRS referred o POCAS, rdght
party contacts whe were offired the teguayer survey, and right party
contacts who took the survey. We were also ashed o repont any other key
obmervations relwted to the PCA progmm and iaxpayer surey,

To perform our work, we collected doata and interviewed officials from
IRE, the consulting groap thal administered the survey, wod s three
PCAs, We also reviewed the statement of work for the contrmect between
RS and the consulling comgany, and contract between TRS and the three
PlAs, RS, PCAs, and the consulting company todd us that the data they
provided are pecurmte. Becaese we did nod independently verify U data,
wa cannot offer an opinkon on its reliability or acearacy, W did not
attempt Lo conjpne: the PCA program with otlwer Formes of dedd collection
or evitlde the performance off the program isell In addition, based on
our discussions with TRS and the entithes involved in this program, we
havver imeeluelied ke observations related to the PCA program and taxpayer
surviey. These observations illustrate areas of concem and are not
intended to offer a comprehensive analysis of the PCA program, AL your
revuest, we focused our work on the perbsd September 2004 through
Febmunry 2007, We comiucted aur work from April 2007 through My 2007
i wecondanee with the President's Council on Imegrity amd EMciency’s
Quuldity Stanadards for Investigntions,

I smmmary, wie foumd the following:

= Acconding to the PCAs, 3708 b debit cases were refiermed By TRS
from Seplemlser 2006 through February 2007, PCAs reported making
contact with, and authenticating the identity of, 13,630 of the
individunls whose cases were refermed. Beeauseo the taxpayer survey
was not offered until the end of Noverber 3006, 6,700 of these right
party contacts were eligible 1o take the survey—aboot S0 percent of all
rghi panly conilacts made since September 2006,°

“onght party contacts made from Movember 27, 2000, through Sovember 30, 506, are i
bl in ihis fgare, although they would heve been eligible io ke the survey,

Page 2 AL -NSOT
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According to the consulting company, the valkdity of the survey was based
on the key underiying assumption that all right pary contacts woaki be
offeredd o chanee o ke the survey. However, we could nol obtadn the
number af right pany contacts alfered the survey becase ol all PUAS
ket peconds on who wis offered the survey, Additionally, the three PCAs
usedd different methods to offer right pany contacts the sarvey, For
e, one POCA todd us that the survey was offered 1o all dght pany
comlacts, unless the PCA representative wiss awiore of cenain limiting
circumstances (e g, U iwlividual was contacted while driving), Another
POA bl ws that taxpayers wens mosdomly selected o ke the survey by
using & struetured maethod thit olfered the survey toevery first or thimd
comtact during a specified time of day.

The consulting comgany that sdministered the servey told us that from
November 27, 20006, through February 28, 2007, 1,572 individuals agreed to
take the survey, and LOLL of these individuals completed the survey, A
conslting company representative bold ws tat the company was nol
aware, widil several months after the survey wis fiest offered, Uuat the
PO A insed dlilfering methodologies for alfering the survey and thal, as a
result, not all dght gy contacts were offened an apporiunity o comglee
this survey.

Amvong other related key observatbons, we were told that it was IRS policy
e el prrowicle U PO AS sith taxpayer feleplone contaet iformation. As a
result, in attempting (o contact taxpayers by telephone, FCA
represeniatives tried todetermine the taxpayers’ phone numbers throwgh
electronic searches, According to the PCAs, their representatives made o
total of 262,173 outbound connected telephone calls from September 2006
thragh Felwuary 2007 in an attemgd o resolve the 57,000 cases [HS
referred.” Out of these 252 173 calls, PCAS conlimed 13,60 dght pary
ooacis

The owerall satisfaction rating of 84 percent to (6 percent reported by the
consilting company, and qusoted by TRS, represents the answer (o ]

*Aecording to RS, for sll PCAs, the outbsound cossected call e inchedes any ounbomsi
phose call that cossects with a person, with the excepien of calls that s sewered tan
immeiliniely discermeeted. Fer 2 PCAs, ouibsound commecis nelsde reaching an electmonie
wmﬁmﬁuummnm Th'.llh.ll\l“ .t'a.pad.vdwu.uh-rm
b st iiletified § coniects i
Mmmlmmwm‘h hrmrdnlmunhﬂn!wamln
machine answers, cr calls that do nel comessct for any olher nesson,
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st bomn on the 20auestion atomuted survey. OF e sunaey questions, 15
redated o txpayer satisfiection; the other questions wiere (o gather maone
Information about the respondenis themselves. Those respondents who
completed the entire survey had their results counted by the consulting
COMpany.

Background

As ol Devembier 2000, RS clissilied apgroximately $7.7 billion in
dlelimpuent fax deld as potentially svailable for private dedd collection—
&40 billion b low-pricsity work and $2.2 billion that was not Bkely to e
assigned 1o IRS employess for collection. I the Ameriean Jobs Creation
Act off 2004, Congress authorized TRS 10 contract with private sector debit
collection companies W eollect Tederal tax debis. Based on Uhis aulty,
RS awarded contrcts in March 2000 to three PCAs For tax collection
servioes, TRE began reforring togayer cises (o PCAS in Septemilser 2006
Becwese of leginl restrictions, PCAs con only take cortain defined stieps to
collect tax delis—inclnding locating tpayers, requesting Dl payment of
thie tax debit or offering taxpayers installment agreements if full payments
cannot e made, and obtaining Onancial information from tspayers. PCAS
have limited mutharities and are pol allowed (o adjiest (e amount of ax
il or to s enforoement powers o collect the debes, which 1HS
believes are inherently governmental fanctions to be performed only by
IRS employees. Additionally, PCAS do not sctually collect the delis, Lt
instruct taxpayers to forward payments to TRE. PCAs aee pabd onon fee-for-
sepvioe basis ranging from 21 percend to 24 percent of the debt collected
based on the badanes of the pecount at the tme of refermal. IRS only
referred those cases bnowhich te tcpayer ad not disputed the debt (eg.,
twpuyers wh fibed fomm D040, VGA, or IMOEE and owe o balunce ) and
delimipiency exists for one oF more fax perbods.

Under the IRS policy and procedures guide, PCAS are pequired, within 10
cabndar days of receiving delinguent aceount informmtion from TRS, o
sl i taxpayer notfication letter to an address provided by TRS. This
Jetter states that U taxpayer's account hus been placed with an RS
contractor for collection. According to IRS guidance, no sooner than 2
days aflter the POA sendds the notifieation better, POA employecs my
attemgd o contact the axpayer by telephone. However, to comply with 26
150, § Blc—which establishaes o tocpayer’s dght 1o priviecy of Lax
information—PCA enployees mest not diselose any tax informatkon antil
they are cerlain the person with whom they ame speaking is the laxpayer,
When a PCA employee makes a call to a taxpayer and reacles an
answering machine, the only informution the cmployee may leave on a
recording ks his or her name (no pseudonyms ), conpany name, e leplone
numibser, the name of the axpayer the PCA B altempting to reach, aml the

Page 4 RAADOT-ABOT
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PCA Program Data,

Survey Data, and Key
Related Findings

Faed that the PCA s calling alwul adebt (e, mther than specifically a tax
b,

T Auaggust 2006, TRS began working with a consulting company to develop
and administer a xpayer survey for PCA contacts. On Novemiber 27,
20065, the consulting company began sdminkstering the survey, Under
gubdance Bsased by TS, POAs were fistracted to inile every right party
contact o take the survey, I the contacts agreed to take the survey, they
wirr iransferred to the nutomned survey line, For tee first 3 months of
surviey adminkstration, the consulting company was pequired to ks
onverall salisfaction soores every manth, followed by o quarterly report
containing responses to all survey questhons with information subdivided
by ench POCA

Avcording to TRS, early in 2007, IRS did not cxeoute the option o renew
aar of the PCA contracts. As of the date of this testimony, anly two of the
P As we reviewnd are now under contract with 1125,

Acvording to the PCAs, 37,060 ax deld cuses were refiemmsd by TRS from
Sepember S006 through Febmsary 2007, In addition, we were informed
that the survey was not offered until November 27, 2000—alsmost 3 full
months afler PCAS began (o contact laxpayers. PCAs reported o total
mmbier of LEER right party contacts from September 2006 through
Felsruary 2007, with 6,753 of these comacts made afber U survey wis
available. Becanse PCAs began calling taxpayers in September 20006
Defore the survey wis availabile, about B percent of all dght pary
contacts kientificd during the period of our peview were not eligitse to
take thie survey,

According to the consalling conmpany, the vadidaty of the survey wies based
o thie key underlying assumption that all right pamy contacts would be
alTered & chanee to ke the survey. Although IRS instrocted the PCAs o
affer the survey to all ight pany contact=, we coald mot obtain
information on how many of the 6,75 contacts wene ofTfered the survey.
O PCA regeorted that it offered the survey to 68 right pany contacts and
e 2,656 right party conbisets during this perbod. OfMiciads af this PCA

'Mrrulli.iedmmlmlr.ﬂdll party conkscts made from Novesslser 27, 20060, through
Mowember W, 3006, mre noi ipcluded in ihis Bgere, alchough they would have been cligible
otk the survey.
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tolid us that from November 27, 2006, throagh Febraary 15 2007, taxpayers
were rbomly selected to take the survey using a structured method that
offered the survey to every first or third contact during a specified time of
day. The second POA told s that it offered the survey to all dght party
comtacts, bt it did not keep any records to substantiote this claim. The
third PCA talel us that the suraey was offered (o all fght pany contacts,
unless the PCA regresentative was aware that the contact was driving, if
thee comtaet had statead that he or she needed fo getd ofT the phone, or U
contact sakd he or she was late for something. This PCA also did not have
reonrds regarding how many right party contacts wene alfered the sunvey,
bt an official noted that they were implementing procedures to track this
information in the future. See abde 1 for a sammery of the PCA
approaches to offering the survey during the period of our peview,

Table 1: PCA Approsches io Sunvey Methodology, November 2006 through Februsry 3007

Mumber of individuals Offered survey 16 a8l Roconds
w_mwmnlm
Compary twe' 1283 Cord to all night pary contacts Yai Ho
Comparry thres Urinown  Cfered to all right party contacts with soma Mo Ho
aECOpinnS

Bewrren. Sebel) i e PCAR

e 10T inciuced in P Bgures BBove.

A i ol poecude the oplicn i renew This PCA' conbact sady in 2007,

Beginming in early April 2007, TRS officials reemphasized the need for
POAS to alfer the survey 1o all dght pany contacts and to keep records in
this regand. These instrsctions have been incompaormted in additgonal
guidance for the PCAs,

Tl eomsulting company that administered the survey provided us with
records mmlicating that of those offered the survey, 1572 right party
contacis agreed to be transferred to the sstomated survey system from
November 27, 2006, through Febmanry 28, 2007, OF these, recornds further
mficate that 1001 individuals completed the survey. A consulting
oompany representative told ws that the company was nod aware, il
several months after the survey was first offered, that the PCAs had used
dilfering methadodogies for offering (e sarvey and that nol all ight pany
comtacts were offered it Table 2 provides summary information on the
dlasta we gatlvwered from 1RS, the PCAs, and the consalting comgeany.
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Table 2- Summary of PCA Work and Consulting Comparny Survey Work, Seplember
2008 through February 2007

Tax dobi cases robered to PCAS 7030
FRight party contacts 13630
. mrmmm [ 3]
= Agroed 1o b ERnEemEd 10 vly e 1572

Compleind suney Lon

Beoarom $15. for FLku el o sormsseg compa
Motia: W didl not indepardently verity B relabsy of thess dats

“Titss ity gearicdd vl soviswnd wiss o Moresrmteer 27, mwrﬂm@ﬂ a:\o!' Diata do
not inchude ngtl party coniacts =ade Eatwoon Novembes I7, 2000 and Novemdar 30,

Wi abso mande severnd pefated obserations during the course of gur work:

o POAS were given some information alsm taxpayers with delinguent
dedd, including the axpayers’ nume, Social Security numbers, and kst
Enown il per IRS reconds. Aceording to [RS, it did not provide
PCAs wilh telephono numbers for the taxpayers as n matter of policy,
As m result, in pttempting to contact taxpayers by tebephone, PCA
representatives tricd to determine the taxpayers” phone mimbers
through electronde searches, for examgle, throoagh the Lexls-Nexis
database. PCAs told s that they made a total of 252173 oatbound
connected lefephone calls from September S006 through Felmary 2007
I aterg b resalve the 37,060 cases refermed by TS, PCAS
inabicated that 89,781 calls—or about 36 pereent of all connected
outbouml calls——resaulted in messages left on answering machines,
vascw mail, or with third parties.

» o an attempt to neake contact with the dght pany, PCAs may lave
contactid o substantial number of faxpayers who were ol pa of s
BT cises peferred to POAS by TRE—these taxpayers represent a
potentially lange group of incormect condact=. Incormeet comacts wene
nob offered the survey, Examples of individunks who weres nol offersd
thie survey wodd include individals whe refised o provide persanad
information to the PCAs and individunls who provided personal
information but were not authenticated as part of the 37,000 [RS
referrals,

= The overall satisfction miting reported by e consulting company, amd

apuedesd by [R5, represents the answer (o ] question on a S0-gquestion
mtcamitend survey. The question was “Everything considered, whether

Page T AL -RBOT
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you agree or disagree with the final outeome, rate your overall
satisfactbon with the service you received during this call.”
Respondents wene allowed to rate their sstisfaction on a scabe of one o
Tive—with ome being “very dissatisfied” and fve being “very satisfied.”
O the survey questions, 15 related to customer satisfetion; the other
quiestions were fo gather more information about the responddents
themselves, Those respondents who completed the entire survey had
their resulis counted by the consulting company. Satisfuction mtings
Tor other survey questions ranged from 81 percent (ease of
understanding letters recedved from POAS) to 08 percent {courtesy of
PUA representatives).

= Officials st IRS and the consulting company confirmed that somse right
panty contacts wore offered {and may have taken) the survey more
tlan onee becaese they had multiple discussbons with a PCA
representative. Thus, some of the 1,011 fght pany contacts wiioe
comgleted thie survey may represent duplicate respomienis

Mr. Chairman, this conchsdes my statement. | would be pleased to answer
any questions that you or other members of the Committes may have o

Uis time.

For further information about this testimony, please contact Gregory [,
Contacts and Btz a8 (202) H12-T455 or kg gao.gov, Contact podnts for our OMces of
Acknowledgments Congressional Relations amd Public Afuirs may be found an the st page

ol this testinsony. Key contributors to this testimony wens Jolm Ryan,
Assistant Director; Bruce Causseau, Jennifer Costello, Heather Hill,
Willrest Holloway, Jason Kelly, sl Amdrew Melmosh
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Chairman RANGEL. Thank you so much. Mr. Brown, whose idea
was this in the first place to farm out IRS collection to private or-
ganizations? How did this get started?

Mr. BROWN. Well, Congress actually enacted a law back in 2004
that allowed——

Chairman RANGEL. I know. But did they do it at the request
of IRS, or did they just enact the law and tell you to do it?

Mr. BROWN. I am really not familiar with the history.

Chairman RANGEL. Are you familiar with how these firms were
selected? Were there bids put out?

Mr. BROWN. Yes. There was a competitive bidding process, and
three were selected at the end of that process.

Chairman RANGEL. Do you know how many people applied?

Mr. BROWN. Thirty-three.

Chairman RANGEL. Do you believe there is a special relation-
ship between U.S. taxpayers and the IRS that is not the ordinary
debtor/creditor relationship, which we all are familiar with?

Mr. BROWN. I would like to think there is a special relationship
between IRS and taxpayers.

Chairman RANGEL. Do you believe, that normally the taxpayer
has a certain reverence as it relates to the Internal Revenue Serv-
ice rather than a tax collector?

Mr. BROWN. I would not describe my interactions with tax-
payers with reverential. I am not attempting to be humorous, but
it 1s a business.

Chairman RANGEL. You don’t believe that when the IRS calls,
there is a different response from the taxpayer than if just another
creditor calls? When someone says an IRS agent calls, you don’t
think that is any different?

Mr. BROWN. I am quite frightened when an IRS agent calls me.
But I would like to place in context those phone calls if I could.

Chairman RANGEL. No, no, no. We don’t have that much time.
Let’s try to figure this out. When the IRS is collecting taxes and
one of the collectors is typically good, is that person rewarded by
the Internal Revenue Service for being effective? Do they get any
reward for the more money they collect from the taxpayers? Is that
considered?

Mr. BROWN. No. Dollars collected is not considered.

Chairman RANGEL. Do you think that it makes a difference just
in everyday experience that when a person’s income is dependent
on the amount of money extracted and the way they handle the
creditor, generally speaking?

Mr. BROWN. Well, private debt collection employees also are not
compensated based on how much money they collect.

Chairman RANGEL. Then do they get a commission for the
amount of money that they collect?

Mr. BROWN. No. For individual employees who make the phone
calls, it is prohibited under the terms of the contract from basing
their compensation, bonuses, evaluations on the amount of dollars
they collect.

Chairman RANGEL. Well, in order for a firm to be successful,
would it not be dependent on the amount of money they collect?

Mr. BROWN. At the firm level, that is correct.
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Chairman RANGEL. So, you would call that profits. Would it be
profits? The profits are dependent on the amount of money they
collect?

Mr. BROWN. Yes.

Chairman RANGEL. So would it not appear as though that the
more aggressive you were in collecting—strike that.

An IRS collector, do they have the taxpayer’s tax files in front
of them when they are collecting?

Mr. BROWN. Generally, yes.

Chairman RANGEL. Would a private collector have the tax infor-
mation in front of them?

Mr. BROWN. They would have very limited information, the
amount of money owed for that tax year that has been assigned to
the private debt collection outfit.

Chairman RANGEL. Could the IRS person representing the gov-
ernment enter into settlements? Could the IRS look at the files and
see if they can work out something that could be of agreement be-
tween the taxpayer and the government? Would they be authorized
to do that?

Mr. BROWN. Yes. Private debt collection outfits can only -

Chairman RANGEL. No, no. I am talking about the IRS.

Mr. BROWN. I understand. The private debt collection outfits do
not have authority——

Chairman RANGEL. No, no, no. I am talking about the IRS. Do
they have the authority to do it?

Mr. BROWN. The IRS has authority, yes.

Chairman RANGEL. If they bring in a settlement agreement,
they are not penalized because they did not collect the money?

Mr. BROWN. No.

Chairman RANGEL. The private collector, of course, on the other
hand cannot reach a settlement. If they don’t collect the money,
they don’t make the profit.

Mr. BROWN. But the private debt collection workers are also not
penalized. What they do then is move to the next case.

Chairman RANGEL. But they don’t make any money.

Mr. BROWN. That is correct. They wouldn’t make any money on
that case.

Chairman RANGEL. So, if you want to make money for the firm,
you can’t settle. You aggressively pursue the collection of the
money owed to the government.

Mr. BROWN—full payments of the liability or an installment
agreement, a full payment over time.

Chairman RANGEL. Based on your experience, if you had to ne-
gotiate a debt, would you prefer to be working with a private col-
lector whose profits were dependent on his collection or would you
want to work with an IRS collector that you are familiar with the
work they do?

Mr. BROWN. Personally, I would prefer obviously not to be in
debt and getting a phone call like this at all. But I would hope I
could just wrap it up as quickly as possible with as little inter-
action with whomever was on the phone.

Chairman RANGEL. Okay. Now, your predecessor, did he have
different feelings about this type of private collecting do you know?
Did he support this program?
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Mr. BROWN. Commissioner Everson supported this program,
yes.

Chairman RANGEL. He testified before the Congress that using
private collection companies to collect Federal taxes is more expen-
sive than having the IRS to do the work itself. Do you agree?

Mr. BROWN. I agree. We have tools, our collectors——

Chairman RANGEL. Do you agree with what your predecessor
said?

Mr. BROWN. I do. Our collectors——

Chairman RANGEL. —Okay. Now he also said, we could do this
work as cheaply or more cheaply as the private sector. As you
know, the President’s Competitive Sourcing Initiative looked at dif-
ferent things all the time, different projects. More often than not,
the government is better because it doesn’t have to make a profit.
So, I believe you could do this work more cheaply internally. Do
you agree with that statement?

Mr. BROWN. Again,—under the law, we——

Chairman RANGEL. You have got to help me with my time.
Would you say that you disagree or you agree.

Mr. BROWN. A yes or no answer doesn’t fully explain

Chairman RANGEL. That is okay. You can’t answer whether you
agree or disagree with that?

Mr. BROWN. We can do it more efficiently. We have tools under
the law that lead’s to us being more efficient.

Chairman RANGEL. If Congress provided you with the re-
sources, could you do it more effectively?

Mr. BROWN. We would apply those resources to higher priority
cases.

Chairman RANGEL. Okay. Thank you so much. He also said, I
freely acknowledge it is more costly to use private collection agen-
cies than it would be if the IRS was to do it. He said that in the
Senate last year. Do you agree with that?

Mr. BROWN. Yes. We can do this more cost effectively because
of the tools under the law.

Chairman RANGEL. So the Congress told you to try this method.
It wasn’t the commissioners who said that I could do a better job
for the IRS or the government with this program. It was the Con-
gress that told you that they wanted you to start this privatization,
wasn’t it?

Mr. BROWN. There was a statute enacted, yes.

Chairman RANGEL. You have been a very, very good witness.
I want to thank you. I would like to yield to Mr. McCrery.

Mr. MCCRERY. Thank you, Mr. Chairman. I thought all the wit-
nesses were very good.

Chairman RANGEL. I don’t know that yet.

Mr. MCCRERY. I commend their testimony. I haven’t practiced
law in many years, but when I was practicing law, lawyers extract
anywhere from 25 percent to 40 percent for collecting debts. What
is the average, Mr. Brown, percentage take from these private debt
collectors?

Mr. BROWN. 18.5 percent.

Mr. MCCRERY. 18.5. Not 25 percent?

Mr. BROWN. 18.5.
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Mr. MCCRERY. 18.5 percent. I believe in response to the Chair-
man—one of the Chairman’s questions, you were about to illustrate
why this is not an apples-to-apples comparison. While yes, if we
gave the IRS more resources, more money to hire more workers to
collect more debts, you wouldn’t put those resources toward col-
lecting these particular debts, would you?

Mr. BROWN. No. The comparison is difficult to make.

Mr. MCCRERY. It is an apples-to-oranges comparison.

Mr. BROWN. Yes. IRS employees have the power of filing a Fed-
eral tax lien to levy on wages and bank accounts and that sort of
things. The private debt collection employees do not have those
powers.

Mr. MCCRERY. Thank you for explaining that, Mr. Brown. The
fact is if we want to give more resources to the IRS, we can do that,
or at least we can suggest that to the appropriators. That is not
in our jurisdiction. But if the Appropriations Committee sees fit to
give the IRS more resources that may, in fact, result in higher col-
lections but not from the debtors that are identified for use in this
particular program. Now, the TIGTA is the Treasury Inspector
General For Tax Administration. What has the Treasury Inspector
General found about the development and implementation of this
program?

Mr. BROWN. They have said that we have effectively imple-
mented the program. There were things we could improve but over-
all, we have implemented the program effectively.

Mr. MCCRERY. How about the IRS oversight board? What have
been their findings?

Mr. BROWN. They think the program to date has been well run,
and they want to keep an eye on it.

Mr. MCCRERY. The GAO has made some recommendations,
haven’t they, to the IRS for improvements? Has the IRS agreed to
implement the GAO recommendations?

Mr. BROWN. We have.

Mr. MCCRERY. Mr. Kutz, is that your understanding as well,
that the IRS has agreed to implement the recommendations of the
GAO?

Mr. KUTZ. Yes.

Mr. MCCRERY. Are you satisfied that they are going to do that?

Mr. KUTZ. Yeah. I think the one key one is to do an apples and
apples cost comparison of using private collection agencies with the
other options here.

Mr. MCCRERY. That would be a good idea. Is that underway
Mr. Brown?

Mr. BROWN. No. Not completely apples to apples. What we
would be doing then is taking IRS employees and telling them not
to use their powers, their full array of powers under the Internal
Revenue Code which would then lead to less money being collected.
So, what we are doing is assigning the same work to both sets of
employees, both the private ones and the government employees
and comparing the results there.

Mr. MCCRERY. Generally speaking, what is the potential rate of
return, the IRS return on investment for collections?
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Mr. BROWN. For this type of work, it would be about 13 to 1,
but again I caution that the numbers are not an apples-to-apples
comparison because of the tools that IRS employees have to work.

Mr. MCCRERY. Again, if you had more tools, you wouldn’t uti-
lize them for these debtors, you would go after higher targets?

Mr. BROWN. We have higher dollar cases, more recent liabilities
and more complex cases that we would work on.

Mr. MCCRERY. So, essentially, Mr. Brown, it seems to me that
what taxpayers are getting, what the IRS is getting is help in col-
lecting debts that would otherwise go almost unattended to. The
IRS, as I understand it, for these debtors sends four notices. Is that
correct?

Mr. BROWN. Yes. I would like to place the phone calls in con-
text. The taxpayer files a return and he admits that he owes the
tax, but there is not a check that accompanies the return. We then
send the taxpayers four notices over the course of about 6 months.
They are increasingly severe in language. Many of them then get
a phone call from the IRS. Then we send them a letter, saying that
your account is now going to be assigned to a private debt collector.
A few days go by, the private debt collector then sends him a letter
saying your account has now been assigned to us and we will be
phoning you soon. What you have heard there are phone calls
where the taxpayer says they did not get the letter. We are cog-
nizant of the fact that some people may actually not have gotten
the letter for whatever reason. We are going to now send letters
where we hear a conversation like that. We will send these letters
by certified mail and then have private debt collectors call once
again.

Mr. MCCRERY. One of the reasons the collectors are somewhat
vague in identifying themselves and the subject of the call is for
privacy reasons, isn’t it?

Mr. BROWN. That is exactly right. Under Federal law you can-
not disclose tax return information to anyone other than the tax-
payer. So, the collector are quite cautious about making sure that
the taxpayer is the phone and what you are hearing there is an au-
thentication process before they want to talk about the bill.

Mr. MCCRERY. Thank you, Mr. Brown. Mr. Chairman, I have
an estimate from the Joint Tax Committee of the cost to the Treas-
ury if we were to repeal this law, which estimates that we would
lose—the Treasury would lose about a little over $1 billion over the
next 10 years if we were to repeal this program. I would like to
submit this estimate for the record, Mr. Chairman.

Mr. LEVIN. [Presiding.] So, ordered. I guess I am next. I will call
on myself.

I don’t quite understand the apples-to-apples and apples-to-or-
anges discussion. Let’s say the tougher cases are apples and the
less difficult cases are oranges. Okay? Does IRS have enough per-
sonnel to effectively enforce the law against the apples, the more
difficult cases?

Mr. BROWN. No.

Mr. LEVIN. So, essentially what the minority is saying, having
underfunded IRS in terms of going after the apples, that they have
provided money for somebody to go after the oranges. In terms of
the tax gap, what percentage of the tax gap do you think is going
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to be addressed by going after what we have called the oranges
through these private collection agencies?

Mr. BROWN. It would be relatively small. About $33 billion of
the tax gaps, what we call underpayments, which is a collection ac-
tivity and this is going to garner—let’s say it garners over $2 bil-
lion over the course of 10 years, relatively small. I would note,
though, that it is real money, $2 billion.

Mr. LEVIN. I know. I didn’t say it wasn’t real money. You are
a careerist, right?

Mr. BROWN. I am.

Mr. LEVIN. So, you don’t have to defend either what we do or
what the Republicans do, right?

Mr. BROWN. I am here just to explain how the program works.

Mr. LEVIN. Okay. No one was saying a billion isn’t real money.
What we are saying is, we have this tax gap, even if it isn’t as
large as some think, for years we have underfunded the IRS to go
after what we have called the apples and significantly. So what
they are saying is, apparently—I hope not all—that here we have
provided private collectors moneys to go after what is a very small
part of the tax gap, while they have failed to provide adequate
moneys to go after those who represent the largest portion of the
tax gap. Now, it is possible, is it not, for IRS employees to go after
also those whom we have called the oranges? It is possible for them
to do the easier work, right?

Mr. BROWN. It would be possible. We have a relative
prioritization of our work, and we tend to work the harder more
complex cases that are likely the more lucrative cases first.

Mr. LEVIN. Exactly. So, what has happened is, this Congress,
under past leadership, has failed to fund IRS to go after the harder
cases that provide—that present most of the money that has been
unpaid while providing private tax companies, collectors to go after
the easier cases that represent a very small portion of the tax gap.

Mr. BROWN. Well, this is to say supplement to what we do.

Mr. LEVIN. Well, you can call it a supplement. It is a replace-
ment in the sense that if adequate moneys were provided IRS, you
could go after everybody, right?

Mr. BROWN. I would

Mr. LEVIN. You prioritize only because of inadequate funding,
isn’t that correct?

Mr. BROWN. Well, we prioritize because the cases tend to be
better cases to work. There is a higher degree of success when you
work those sorts of cases.

Mr. LEVIN. Higher degree of success and higher degree of mon-
eys that are received. Okay. So, I think that should be made very,
very, very clear.

Ms. Paray, I have just a short time. When you handle these
cases, what do you do? Quickly. What is the relationship between
the IRS and the taxpayer?

Ms. PARAY. Well, when we call a taxpayer, we identify ourselves
as Ms. Paray, my ID number from the Internal Revenue Service,
and then we go through a disclosure, getting their name, their So-
cial Security number, their address, daytime phone number, work
phone number. We tell them that we are calling regarding a Fed-
eral tax matter.
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Mr. LEVIN. Do you think—is this the same procedure followed
by the private collector?

Ms. PARAY. Based on the telephone call that we heard, they are
not identifying themselves. If we leave a message on a taxpayer’s
identified answering machine, we tell them that this is Ms. Paray
from the Internal Revenue Service. Please contact us back. We give
the telephone number and a case reference number. We tell them
by which day they need to call back.

Mr. LEVIN. Thank you. Mr. Herger?

Mr. HERGER. Thank you, Mr. Chairman. Very interesting testi-
mony. I want to thank each of you for appearing before us today.
As I think about my experience and why it is I am in public office
from the private sector, one of my big concerns was that as individ-
uals, as small businesspeople, we pay—our tax rates are too high.
However, I do feel that we should be paying taxes. Certainly a big
concern of mine, while on one hand we are trying to have our taxes
as low as we can, those who owe taxes should be paying them. I
think really the bottom line of why we are here today, excuse me,
and what we hear so much in this Committee here in the last
month or so has been the tax gap or that amount that people are
not paying their taxes who should be paying their taxes.

Now, we hear some interesting things—Mr. Kutz, now you are
with the Federal Government, aren’t you? It is your job at GAO is
to look and see whether we are doing it effectively, and you will
give us an honest appraisal of the job we are doing, is that correct?

Mr. KUTZ. We provide you independent objective information to
help you make policy decisions, yes.

Mr. HERGER. I appreciate that. So, if we look at this, and we
have some $290 billion that people are not paying their taxes,
which puts a greater burden on people like I used to be who have
a greater pressure to pay more taxes. So, the idea that at least to
have everyone pay their fair taxes. So, we hear about the $200 bil-
lion that is not being paid. Of this, we heard in testimony of Mr.
Kutz, I think you mentioned that some $132 billion is money that
you feel perhaps could be collected of this, I believe, and you
showed a very interesting chart over here. It was interesting—in
just 6 months, we were able to collect $19.5 million of this delin-
quent debts that were not being paid before, that we have basi-
cally—I don’t know if you say we had given up on this $200 billion.

We haven’t given up on it, but certainly it is money that hadn’t
been being paid before. I would just like to—and you were out-
lining some of the initial success that we had, Mr. Kutz, on this
pilot program. I would like to ask, are there ways that the pro-
grams can be improved and expanded to help collect on some of the
other $132 billion that the IRS doesn’t collect? I might just also
interject this. Now, I have been around the Federal Government,
I have been here in this office for 20 years, and there isn’t any
doubt in my mind that our Federal employees on the whole do the
very best job they can. But we have this huge government that is
very difficult to make it work.

So, often we hear the way you make it work better is just hire
more employees, just hire more Federal employees. That seems to
be the answer to make it work right. Well, we know that that is
not always the answer. Mr. Kutz, we are trying to go with some
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of this money and allow the private sector in a—on money that we

haven’t been able to collect, be able to collect it. With what you

have seen, do you see other ways of programs that we can improve

](L))ruthag can be expanded to help collect some of the rest of this $132
illion?

Mr. KUTZ. Well, let me just say with respect to the limited look
we did at this with the use of private collection agencies. One thing
that we did see that could help the efficiency and effectiveness of
this program has to do with giving telephone numbers to the pri-
vate collection agencies. We believe that that is something that re-
gardless of the policy debate going on here, if you use private col-
lection agencies, they are going to collect tax debt by telephone. We
believe IRS should give them a telephone number. They give them
a Social Security number, they give them an address.

Mr. HERGER. It is like tying one hand behind their back. We
t(iillk about apples and oranges. We are really not giving them a
chance.

MIi KUTZ. That is why we get 250,000 phone calls for 37,000
people.

Mr. HERGER. Is there some reason we didn’t give them phone
the numbers?

Mr. BROWN. Yes. We didn’t think the phone numbers would be
good. As he explained, the accounts tend to be about 3 years old.
We didn’t think the numbers were good. We are going to study this
recommendation. This sounds quite sensible to me.

Mr. HERGER. Okay. Well, thank you. I think we need to let this
pilot program work a little further. It sounds like we are having
success. We certainly need to improve on it. But I certainly would
not like to see you throw this out on having everybody pay their
fair share. Anyway, thank you very much.

Mr. LEVIN. Mr. McDermott has agreed Mr. Lewis will go next,
the Chairman of the Subcommittee.

Mr. LEWIS. Well, thank you very much, Mr. Chairman. Thank
you, Mr. McDermott. Mr. Chairman, without objection, I would like
to complete the tape of where we left off.

Mr. LEVIN. Okay. Let’s proceed. We will see if technology is
working. It is.

[Tape is played.]

Mr. LEWIS. Mr. Chairman.

Mr. LEVIN. Yes, Mr. Lewis.

Mr. LEWIS. May I just ask Ms. Paray a question? Thank you so
much for being here.

Ms. PARAY. You are welcome.

Mr. LEWIS. Would an IRS call a taxpayer’s elderly parents 150
times, in some cases, up to five times a day, asking for the tax-
payer when they know that the taxpayer does not live there?
Would you or one of your coworkers ever do anything like that?

Ms. PARAY. No, sir. When we make the phone call, if we are
told that that person is no longer there, if we have reached an in-
correct telephone number, if we have reached someone where the
spouse has deceased, we first apologize for reaching the wrong
number if that is the case. If someone is deceased, we apologize for
that, for attempting to contact them. We ask for some information
regarding the deceased person.
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However, when we make a phone call, we identify ourselves, that
this is Ms. Paray from the Internal Revenue Service, and my ID
number is—if a taxpayer chooses not to give us their Social Secu-
rity number, we will tell them we understand their concern, we
will offer to give them the last four of their social if we will give
the first five. If they choose not to do that—and again, understand-
ably because of Social Security theft and privacy information, we
will tell them that they could call back at the 800-number we are
to give them with their case reference number. When someone an-
swers, they will know that it is the Internal Revenue Service that
is calling them. We would not call them five times a day. That
would not—that is not even in our guidelines to do something like
that.

Mr. LEWIS. Is there anything else you would like to say or add?
You heard the tape.

Ms. PARAY. As an ACS employee for the Internal Revenue Serv-
ice, I am insulted that anyone would represent the government in
that manner. If I received a phone call like that, I wouldn’t be re-
turning it either. There is no identification whatsoever other than
a first name and a telephone number.

Mr. LEWIS. Thank you so much again for being here, coming all
the way from Buffalo——

Ms. PARAY. Yes.

Mr. LEWIS. —to be here. Thank you so much.

Ms. PARAY. You are welcome.

Mr. LEWIS. Mr. Chairman if I just may ask Ms. Kelley. Ms.
Kelley, thank you so much for being here, being such a good wit-
ness, and all of the witnesses for being here and for all of your help
on this matter.

Do you believe there have been many, many more complaints
than those reported by the private debt collectors?

Ms. KELLEY. You know, I really don’t know. My understanding
is these have all been self-reported, the ones that have been made
available. I don’t have any firsthand information otherwise about
it. But I would just think that with the examples that we have
heard today on the phone that there have to be—I would bet there
are others that are not satisfied. I just think it puts the IRS in a
terrible light. I think the credibility of the IRS is put at risk when
things like that happen.

Mr. LEWIS. Ms. Olson, thank you also for being here. I know
you believe there should be trust and confidence in our tax system.
There must be a relationship between the taxpayer and the IRS.
What do you believe?

Ms. OLSON. Well, listening to that tape, you can see that if that
taxpayer finds out ultimately that it was someone hired by the IRS
to call that put him through that and caused him those concerns
about his identity theft, he is going to really to be concerned about
how this tax system is being run. I also thought that in the course
of time, that that call had took, we could have probably—if an ACS
employee had been on the phone—have resolved that tax debt in
that time. The PCAs do not have the tools, nor should they have
the tools because they are inherently governmental to deal with
taxpayers’ specific circumstances and their concerns.
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It is the Federal Government and the IRS employees who should
be dealing with that. Although there is plenty of room for improve-
ment, and I identify 20 most serious problems every year, pointing
out that room for improvement, I believe the IRS does it better
than any other tax administration system in the world.

Mr. KUTZ. Can I make one point on that? Just one clarification.
There is no guarantee that that was one of the 37,000 cases in the
first place. So, that is just something to consider here. That may
not have been one of the taxpayers that had tax debts. There is no
way to know because they didn’t authenticate their identity.

Mr. CAMP. Okay. Thank you. Mr. Penaluna, is there any indica-
tion that that call is a common practice of CBE Group?

Mr. PENALUNA. Well, Congressman, I think it is important to
understand that we put taxpayer privacy at the utmost in every
call. The limited tools we—excuse me—the limited tools we actually
have to authenticate accounts is very limited. I might also make
the statement that when we leave messages on answering ma-
chines, because we are also complying with the Fair Debt Collec-
tion Practices Act, that we cannot leave the name of our company.
If that third party

Mr. CAMP. Right. But we heard comments of hundreds, 100 calls
or 5 calls in a day. Are those common practices for your company?

Mr. PENALUNA. Only from the point of view that you may call
somebody four or five times, not if they answered. But if they did
not answer, people go to the store or are at work. So, we could call
them four or five times a day until we actually reach them. Once
we reach them, we will obviously do the talk off but at that point,
the remaining calls would stop.

Mr. CAMP. All right. Thank you. Mr. Brown, I understood you
to say the IRS sends four delinquent notices before an account is
considered for referral. Then there is a letter saying your account
will be referred and then another letter saying the account has
been referred.

Mr. BROWN. That is correct.

Mr. CAMP. So, that is six letters then from the IRS?

Mr. BROWN. Five. Five from the IRS. One—from the PCA

Mr. CAMP. Five from the IRS, one from the private. So, six let-
ters to the taxpayer about the delinquency.

Mr. BROWN. I should add in this situation, we just heard if the
taxpayer has not received a letter, the private debt collection com-
panies are now being instructed to send another letter by certified
mail to make sure that the taxpayer do receive it. [11:30 a.m.]

Mr. CAMP. Now, if the IRS receives a call from the taxpayer,
which I understand some of these letters may generate, do they—
is there authentication at the same level as compared to a private
collection agency?

Mr. BROWN. Yes.

Mr. CAMP. So, they have similar standards, the IRS and the pri-
vate collection agency in terms of authenticating a call?

Mr. BROWN. That is correct.

Mr. CAMP. The kinds of requests for address, and as we heard
testimony, partial Social Security number that we heard in the call
are also done by the IRS?

Mr. BROWN. That is correct.
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Mr. CAMP. But IRS employees may identify in their call a source
of levy or notify the taxpayer of the potential levy or potential of
issuing liens or garnishment; is that correct?

Mr. BROWN. Yes. Once we have authenticated that is actually
the taxpayer, we would enter into that sort of discussion, yes.

Mr. CAMP. But private collection agencies are not authorized to
identify levy sources or to notify taxpayers about garnishing wages
or even the threat of those steps; is that correct?

Mr. BROWN. They have no such authority; that is correct.

Mr. CAMP. Now, there has been an IRS study that shows a 94
percent satisfaction rate for taxpayers contacted by third-party col-
lectors. We have had some discussion about that.

Mr. BROWN. The April data indicated a 97 percent satisfaction
rate.

Mr. CAMP. Ninety-seven percent. Is there a like study about the
contact between IRS agents and taxpayers as well?

Mr. BROWN. The numbers are virtually identical for both our
quality and what we call our customer satisfaction scores.

Mr. CAMP. So, fairly high satisfaction scores for both IRS em-
ployees as well the private collection employees?

Mr. BROWN. That is correct.

Mr. CAMP. Now, is it also correct—do I understand correctly
that there can be no face-to-face contact between an employee of
a private collection agency and a taxpayer?

Mr. BROWN. That is right. The contacts are either done by mail
or by phone.

Mr. CAMP. So, the only kinds of contacts we can have are either
a letter in the mail or a phone call?

Mr. BROWN. That is correct.

Mr. CAMP. Now I presume that there are phone calls from pri-
vate collection agencies where people verify that they are not that
person. They have got the wrong number or—what happens then
with the private collection company?

Mr. BROWN. That should be the end of it.

Mr. CAMP. Mr. Penaluna, do you want to comment?

Mr. PENALUNA. That is correct. Once the consumer identifies
to stop calling or—they would not necessarily know what the debt
was about because once they could not authenticate—once they ac-
tually tell us to stop calling, we will stop that and actually refer
that back to the IRS.

Mr. CAMP. I presume phone numbers after 6 months get reas-
signed. A lot of your cases are 3 months old. So, I presume you are
calling a lot of wrong numbers.

Mr. PENALUNA. That is correct. We have identified that about
15 percent are wrong numbers.

Mr. CAMP. At that point you stop contact when you discover
that?

Mr. PENALUNA. Yes, sir.

Mr. CAMP. Thank you, Mr. Chairman.

Mr. LEVIN. [Presiding.] Mr. McDermott.

Mr. MCDERMOTT. Thank you, Mr. Chairman. I remember we
sat through hearings listening to taxpayers that thought they were
harassed by the IRS and we changed the law under the Repub-
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licans. Now we have turned it all over to the private collectors, so
now we have got to look at this.

Ms. Olson, I, first of all, I want to enter into the record a couple
of faxes or mimeographs—I guess they are faxes of envelopes that
look like junk mail. This kind of stuff comes in. It has a Telepark
address in Waterloo, Iowa, and does not say anything on it. No one
would open that. Throw it away immediately it looks like to me.

So, a part of the problem here is, that tax collector is not honest
about what he is doing, I guess.

Mr. LEVIN. Without objection, that will be entered into the
record.

[The information is being maintained in the Committee files.]

Mr. MCDERMOTT. Mr. Penaluna reported a miracle here, and
I want you to tell me how this happened. It says over 20,000 IRS
cases were handled by them. They received 55 complaints and none
of them have been validated—I don’t know what that means, “vali-
dated”—Dby the IRS or the Taxpayer Advocate Service.

Now, how could it be that there was not one single valid com-
plaint on 20,000 contacts? Could you explain that process, what
happens?

Ms. OLSON. Well, first, I would disagree that none of them are
validated by the Taxpayer Advocate Service because we have 300
cases that came either from taxpayers calling——

Mr. MCDERMOTT. Are you saying that his testimony is incor-
rect?

Ms. OLSON. I am saying that we have seen many problems with
this program through our cases. I don’t know what ones are attrib-
utable to CBE and I can go back and find that out for you.

Mr. MCDERMOTT. Would you, please.

Ms. OLSON. Yes, sir. I can tell you that I have concerns about
the complaint review process. I think the IRS takes a very narrow
deposition of what complaints are and a even more narrow defini-
tion of what constitutes validation.

Second——

Mr. MCDERMOTT. Who is it that gets these complaints?

Ms. OLSON. Well, the complaints are referred by the PCAs to
the IRS Private Debt Collection Program office. With the exception
of an employee from my office, everyone who serves on that review
panel are actually people who work on the Private Debt Collection
Program and who are being evaluated by their supervisors for the
success of that program.

Mr. MCDERMOTT. So, you are saying that the fox is handed the
keys to the hen house, and they don’t find any problems?

Ms. OLSON. I have tried to think about this. If you had a review
board that actually had an EEO representative or an external civil
rights unit representative, representatives of collection employees,
on the board, you might have a more balanced perspective of what
were the actual practices that we should be holding these PCAs to,
what are the standards that we should be holding them to.

In fact, the review board views itself as a rubber stamp because
it is the contract representatives, the COTRs, who are handling the
contract that actually make the recommendations to the board, and
in most instances, they are rubber-stamping what the COTRs say.
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There have been instances where my representative has been
outvoted on the board. We have felt that there has been a violation
and we have been outvoted.

Mr. MCDERMOTT. Now, if somebody calls me up and says that
they want my Social Security number, can you give me a valid rea-
son why I shouldn’t give it?

Ms. OLSON. I would never give it. I cannot give you a reason.

Mr. MCDERMOTT. Well, I mean, can they steal my identity if
I give them my Social Security number?

Ms. OLSON. Yes, sir. They can steal your identity; they can if
they have your address.

One thing that we have been talking about, that the IRS has
been talking about is getting the private collection agency the birth
dates of these taxpayers. So, if someone were to ask—a taxpayer
gets a call and someone is asking them to verify their birth date,
between your birth date and your Social Security and address you
could create a whole identity and do a lot of damage to a person.

Mr. MCDERMOTT. Those records that these debt collectors—
they are basically all secure in computers that can’t be hacked and
so forth?

Ms. OLSON. This is what the IRS says. In one of the PCAs the
Treasury inspector general, in his most recent report, identified
several security breaches. This is of some concern to me; I cite this
in my testimony.

They found doors unlocked and file drawers unlocked. This is the
PCA that the IRS terminated contract with, and that PCA is now
able to keep our taxpayer files for 2 years and I have very many
concerns about that.

Mr. BROWN. I have to correct that. The PCA that is no longer
working on this has no IRS files at this point. Sorry to interrupt.

Mr. MCDERMOTT. So, is there any way to fix this law to give
PCAs enough information so we don’t have that kind of phone call
that we just listened to?

Ms. OLSON. If you fix the law, then you are changing the Fair
Debt Collection Practices Act, and many of those rules under the
Fair Debt Collection Practices Act were put in to protect taxpayers
from getting phone calls at their homes and offices saying, Hi, I am
the debt collector and I am out to get you. I am calling from so-
and-so.

So, you are in this double bind. The only solution is for the IRS
to be collecting the taxes. That is where you have the protections.

I do want to go back to the placement of the files, whether they
are the actual files or they are the electronic files. We verified with
the IRS program office that these files were kept.

Mr. MCDERMOTT. I rest my case that the IRS are the only ones
that can collect taxes without revealing—without invading people’s
privacy.

Ms. OLSON. I agree.

Chairman RANGEL. [Presiding.] Mr. Ramstad.

Mr. RAMSTAD. Thank you, Mr. Chairman.

Commissioner Brown, I want to get this straight. Did you say
that in April, according to an IRS study, there was a 97 percent
approval rating for PCA’s efforts to collect delinquent taxes?
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Mr. BROWN. It is not an IRS study; we contracted that out to
a independent group.

Mr. RAMSTAD. It was an independent study. A similar result
for IRS?

Mr. BROWN. The numbers are quite comparable.

Mr. RAMSTAD. It would seem to me that with a 97 percent ap-
proval rating for PCAs’ efforts to collect delinquent taxes and with
Congress’ approval rating at 36 percent, maybe we can learn some-
thing.

Here we are bashing, based on a few anecdotal cases, a practice
that promises to collect $1.5 billion and $2.2 billion for the tax-
payers, money that would otherwise go uncollected; and we are
taking a couple anecdotal cases—and perhaps there have been
some abuses, certainly some alleged abuses—and people want to
trasﬁ the law. It makes no sense whatsoever if you are pragmatic
at all.

Mr. Penaluna, I think you should make Ms. Benoit, based on
what we heard here today, employee of the year. She personified
patience and courtesy in responding to the gentleman.

But more seriously, let me ask you this: It is because of taxpayer
confidentiality laws, isn’t it, that the caller we heard was not told
that his call concerned a tax debt?

Mr. PENALUNA. Yes, that is correct.

Mr. RAMSTAD. The privacy laws preclude that?

Mr. PENALUNA. The privacy laws and the fact that we only
have the Social Security number for the authentication.

Mr. RAMSTAD. Commissioner Brown, I would like to ask you a
question. Is it true that the IRS does not provide the private collect
agencies with the last known phone number of the taxpayer, even
if the number is available?

Mr. BROWN. Because the accounts are, on average, about 3
years old, we just did not think the numbers would be current.
Now that GAO has looked at this, we are going to study the rec-
ommendation quite closely here.

Mr. RAMSTAD. Well, if, as implied by Ms. Kelley, it is so easy
for the IRS to set up an outbound call system, why hasn’t the IRS
done so in the past?

Mr. BROWN. Well, we do conduct some outbound calling, and ac-
tually we do some in the site.

I will say that the vast majority of our calls are inbound; because
of the tools we have when we talk about a lien or a levy, people
tend to call us.

Mr. RAMSTAD. I want to thank all the witnesses here today. It
reinforces my view as everybody here thinks—agrees, close the tax
gap. With a program, the PCA program, over the next 10 years, it
is projected to collect $2.2 billion in unpaid delinquent taxes,
money that would otherwise go uncollected.

That point needs to be reemphasized. I think it would be abso-
lutely foolhardy to do away with this practice, and I commend the
good work that you are doing. We are proving this is not an exclu-
sive function of the government, as many, many other agencies
have proven in the past.

I yield back, Mr. Chairman.

Chairman RANGEL. Mr. Neal.
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Mr. NEAL. Thank you, Mr. Chairman.

Ms. Olson, we have just heard that these phone calls typically
start off with a request for a Social Security number and the tax-
payer cannot find out anything more about these repeated phone
calls until that number is divulged. I have a document from the So-
cial Security government Web site that warns us that we should
not divulge this number to private businesses unless we under-
stand what law requires us to give it to them, because as the Social
Security Administration states here, and I quote, “Only the IRS
can request this for the purpose of tax returns.”

Ms. Olson, at the risk of being redundant, do you think these
t?lxpa%ers should be divulging Social Security numbers over the
phone?

Ms. OLSON. No, I do not.

Mr. NEAL. Mr. Brown, do you think they should be divulging
their Social Security numbers?

I want you to picture for a second perhaps a couple of 90-year-
old citizens. Do you think that they should be asked to give this
information out over the phone? I wouldn’t tell my children to give
it out over the phone, let alone my 90-year-old neighbors or par-
ents.

Mr. BROWN. I think when you place this in context, and they
have received four notices from the IRS, a letter from the IRS ex-
plaining that the case is now going to be assigned to a private debt
collector, a letter from a private debt collector saying we are going
to be calling you soon, we have been assigned your case, it is not
much of a surprise when a phone call occurs.

Mr. NEAL. Ms. Olson.

Ms. OLSON. Mr. Brown has said already that these cases are 3
years old. The four letters come immediately very early in the col-
lection stream. If somebody files a return with a balance due, the
four letters come at that point. So, it could be 2 years ago that
these letters were sent out to them, the letter that comes to the
t}alxpayer telling the taxpayer that the PCS is going to be writing
them.

Of the $19.5 million that was collected under this initiative since
September, 4 million of those dollars, 20 percent, came from the
IRS sending a letter. So, for the price of a postage stamp, people
were sending us money without any contact whatsoever. We could
continue to do that, not jeopardize identity, not jeopardize Social
Security numbers.

Mr. NEAL. Mr. Brown, how many letters are returned to you
from the Postal Service?

Mr. BROWN. I don’t know, I will have to find an answer out for

you.

Mr. NEAL. Do you have somebody on the staff there that might
be able to tell you that?

Ms. OLSON. Congressman Neal, we did a——

Mr. BROWN. Five thousand.

Mr. NEAL. Five thousand. Thank you.

Ms. OLSON. We did a study with the earned income credit popu-
lation where we found that about 30 percent, 25 to 30 percent of
taxpayers within 6 months of filing their return had moved and
most of them had left no forwarding address.
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So we have a population that moves around a lot. Many of these
letters do not—are not received by taxpayers.

Mr. NEAL. Mr. Brown, back to you. Perhaps that citizen served
honorably in World War II, has paid their taxes all of their lives
and maybe are suffering from a case of dementia, early stages, or
suffering from Alzheimer’s.

Is it still your position that they should give out Social Security
numbers to somebody on the phone who won’t identify themselves?

Mr. BROWN. I point out that they can opt out of this program
at any time they want.

Mr. NEAL. At 92 or 93 years old, what do they do?

Mr. BROWN. If they are concerned at all about the interaction,
there is a phone number. They can call the Internal Revenue Serv-
ice. All they have to do is tell the private debt collector on the
phone that they don’t want to work with them. The case would be
reassigned to the IRS.

Mr. NEAL. Do you think that is easily accomplished for an indi-
vidual at that age?

Mr. BROWN. I can’t speak to that, sir.

Mr. NEAL. Let me give you a suggestion, because most of the
Members of Congress, we spend a lot of time at senior centers.
Maybe you ought to go out and try that. I think that is a piece of
good advice.

Mr. Kutz, let me understand your testimony regarding the sur-
vey. Did you say that only 1,000 taxpayers out of hundreds of thou-
sands in conversations completed the survey, and if so, does that
seem like a statistically valid sample?

Mr. KUTZ. The sample was not statistically valid because not all
people were offered the survey, so—you can have a small number
respond and project it to a large population. But the reason that
there was a problem here was because of the methodology that two
of the three private collection agencies used. So, not everyone who
actually agreed to take the survey took it.

Mr. NEAL. Commissioner Brown, is it your position that this 94
percent satisfaction rate, even based upon the testimony of Mr.
Kutz, do you think this is at all valid?

Mr. BROWN. In April, the survey was offered to all taxpayers.

Mr. NEAL. Mr. Kutz, do you want

Mr. KUTZ. It wasn’t all taxpayers; it was all right-party contact.
The telephone call that you heard there, that person did not vali-
date their identity. Anyone who was called that did not validate
their identity was not part of this survey.

I think the results need to be limited to the right-party contacts
or people who authenticated they were part of the 3,000 cases re-
ferred, so that would overstate the survey results. It needs to be
limited to who authenticated they were the taxpayer involved here.

Mr. NEAL. Mr. Brown, last, a piece of advice that we have had
in my household for many years. I instructed my children, don’t
give out any personal information over the phone. I think you have
to take that into consideration now.

Mr. BROWN. Yes, sir.

Mr. NEAL. Thank you.

Chairman RANGEL. Mr. Brady.
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Mr. BRADY. Thank you, Mr. Chairman. I would like to yield to
the Ranking Member, Mr. McCrery.

Mr. MCCRERY. Thank you, Mr. Brady.

I am concerned about this issue of the Social Security number.
But as I understand it, the private debt collectors have to verify
the identity of the person they are calling with the Social Security
number, otherwise they violate the Privacy Act. So, it is a Catch-
22 here.

But the IRS, when the IRS calls, they can say to the person, This
is the IRS and give us your Social Security number. Is this number
433-blah-blah-blah? The guy says, Yes.

Why can’t we authorize, through statute, the private debt collec-
tors to say, This is CBE Company calling on behalf of the IRS, so
that they then know what the subject is, and it is the same thing
as if the IRS were calling? It seems to me that would solve—it
would put the private debt collectors in the same standing as the
IRS in terms of getting the information they need to verify the
identity. Otherwise we are going to continue to have this problem.

I agree, if somebody called me and said, What is your Social Se-
curity number, I would say, Buzz off; that is my business.

So, maybe that is a problem. That is a problem, but it seems to
me it is not a problem that can’t be fixed. We ought to be able to
fix that. But I think we have to do it by statute in order to assure
private debt collectors they wouldn’t be in violation of the Privacy
Act.

Thank you, Mr. Brady.

Mr. BRADY. Thank you. I think when it comes to taxpayer
rights, you can’t be too careful.

I think that this hearing is premature in evaluating the success
of this program. We are told that there are many, many violations
of this program, but I don’t believe that is true. We have not seen
complaints in our offices. Out of 37,000 cases, there have been 69
with concerns and only a few, 25, about the taxpayer treatment.
That is a pretty strong record.

I want to point out, too, that of the firm whose contract IRS did
not renew, two of the three violations were self-reported by the
company. They identified the problem and, by contract, told the
IRS. That is exactly what they are supposed to do, and then correct
it.

We are told that these are easy collections, but that is not accu-
rate either. Over 2 or 3 years with multiple contacts, they are still
not collected. If these were easy collections, why didn’t the IRS col-
lect them themselves during that period?

We are told that tax collection is a core function of the govern-
ment. I don’t believe it is. I think efficient and complete tax collec-
tion is the core goal of our government, and I think that the private
companies can be helpful. They have a track record both at the
local level—in our communities most of our property tax collections
are done through private agencies at the State level; more than
half have private agencies collecting their income taxes. I think the
Federal Government, which is always slow and tends to trail the
States when it comes to solving problems, has an opportunity to
sort of learn from those successful programs and apply it to ours.
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I think—and I will wrap up with this. Mr. McCrery asked my
question, but I think it is premature to kill this program. I think
we need the balance of the IRS’ strengths, and the IRS employees,
who are very good at what they do, complemented with the exper-
tise of the private agencies who can handle some of the areas that
IRS perhaps could use some help with.

I think that at this point we need to work on improving the pro-
gram, always safeguard taxpayers’ rights, but keep our eye on the
goal of efficient and complete collection of as much of our taxes as
we can.

I yield back, Mr. Chairman.

Chairman RANGEL. Mr. Becerra.

Mr. BECERRA. Thank you, Mr. Chairman.

Let me ask one preliminary question, and perhaps, Mr. Brown or
Ms. Olson, you could answer this. Is it accurate to say that most
of this private debt collection occurring for the IRS involves tax-

ayers who are middle-to-lower income Americans? So,—less than
570,000 or so that you consider part of middle America?

If T could get a quick “yes” or “no” or you will have to get back
to me, I have a lot of other questions.

Ms. OLSON. The IRS does not select cases based on income.
They look at level of debt. Most of the cases involve very small
debt, about $5,000 in debt. Our office pulled from IRS data and
found that the population of cases going out to the PCAs were dis-
proportionate—had a greater proportion of earned income credit
cases, taxpayers who had claimed the earned income tax credit.

Mr. BECERRA. Which are taxpayers below $40—or $45,000?

Ms. OLSON. Yes. The adjusted gross income for those taxpayers
was lower than the IRS population as a whole.

Mr. BROWN. I would have to disagree with that assessment of
the numbers. The numbers are identical for our automated collec-
tion program as they are for the private debt collection.

Mr. BECERRA. We are still in the main looking at folks in this
program that have incomes of, say, less than 100,000?

Mr. BROWN. When we do collection work, we don’t look to see
how much money the taxpayer earns.

Mr. BECERRA. Is it possible to find out?

Mr. BROWN. Yes.

Mr. BECERRA. Can you do that for us, Mr. Brown?

Mr. BROWN. Yes.

[The information is being maintained in the Committee files.]

Mr. BECERRA. Appreciate that.

Mr. Penaluna, let me ask you a question. You are the president
of this company that does some of the debt collection. Do you give
out your Social Security number to anyone over the phone who is
a stranger to you?

Mr. PENALUNA. No, sir.

Mr. BECERRA. We have heard about identity theft cases where
people will collect one bit of information or two bits of private infor-
mation on an individual and then try to do something to confirm
that those two bits of information correlate to the third bit of infor-
mation. With that, bingo, they are now able to go ahead and do
whatever they want to with your private information as they wish.
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Would you advise any American to disclose any kind of private
identifying information to a stranger over the phone?

Mr. PENALUNA. It depends under the circumstances. In the
case of this program——

Mr. BECERRA. So, it depends on the circumstances? Then I
gather that the answer is “yes.”

Mr. BROWN. Under certain circumstances.

Mr. BECERRA. I have 5 minutes. I am trying to figure out—if
there are circumstances, I will try to find out about them. But I
am trying to figure out if under any circumstances you would ad-
vise Americans to provide their private information to a stranger
over the phone.

Mr. PENALUNA. There are some circumstances.

Mr. BECERRA. Okay. Would you also under any circumstance
advise any American to confirm private information over the phone
where, as an example—as we saw in this case here that was played
for us, where someone was saying, Will you at least tell me if this
is your correct Social Security number or this is your correct ad-
dress or this is your correct driver’s license number—are there any
circumstances under which you would advise an American to con-
firm that private information?

Mr. PENALUNA. Under certain circumstances.

Mr. BECERRA. Mr. Brown, on the survey, I am troubled that
you—IRS continues to rely on this survey of 94 percent overall sat-
isfaction. Let me make sure I understand this.

There were 35,000 taxpayers who owed taxes that were targeted.
We are given the information that over 300,000 contacts were at-
tempted by these private debt collectors to collect on the 35,000
people. Actually, over a million contacts were attempted and over
300,000 Americans were approached to try to find the 35,000 uni-
verse of taxpayers who owed money, correct?

You are saying there is 94 percent overall satisfaction.

As we heard Mr. Kutz say, that relied on a survey provided by
the debt collectors to come up with that number. So, when you say
94 percent overall satisfaction, you are not saying 94 percent of the
300,000 Americans who were contacted are satisfied, are you?

Mr. BROWN. No.

Mr. BECERRA. Because that would be over 280,000 Americans
who would have said, Yes, we are satisfied with the work done by
these private debt collectors.

Mr. BROWN. No. As Mr. Kutz explained, we were talking about
the people were verified as the taxpayer.

Mr. BECERRA. I am looking at a chart, and I came up with a
total of fewer than 2,500 people who were contacted.

I believe, Mr. Kutz, you said it was something around 1,000?

Mr. KUTZ. It was 1,011 people.

Mr. BECERRA. From that 1,011 people you extrapolate 300,000
Americans, 94 percent of them were satisfied with the work that
was done through the private debt collectors.

Mr. BROWN. I am extrapolating that the people who were con-
tacted were happy with the interaction.

Mr. BECERRA. The contacts—and I will close with this because
my time has expired—of the folks who were contacted and then the
small universe that was used to come up with the survey, IRS did
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not choose who those people would be who would submit the survey
results, were they?

Mr. BROWN. That is correct. We did not.

Mr. BECERRA. All the people who were contacted were asked,
will you submit a survey?

Mr. BROWN. Yes, they are offered it at the end of the phone call.

Mr. BECERRA. Let me rephrase.

All the people who submitted a survey, those that were for-
warded to the IRS for purposes of determining the survey results,
all of those people forwarded were forwarded by the tax collectors
themselves?

Mr. BROWN. No. By an independent consulting group.

Mr. BECERRA. The independent consulting group got those re-
sults from whom?

Mr. BROWN. The caller is referred at the end of the phone call
to an independent consulting group.

Mr. BECERRA. Who does the referral?

Mr. BROWN. The private debt collector.

Mr. BECERRA. Do you know that the private debt collector—of
the people that were contacted—gave that information to the
American to make the call to that survey collector?

Mr. BROWN. At the end of every call where you have talked to
the taxpayer, they are required to send them along to the survey
if they wish to take it.

Mr. BECERRA. Thank you, Mr. Chairman. My point there is
that, again, it is a very selective survey that is the result.

Mr. Chairman, just for the record, I wanted to ask Ms. Olson
some questions, because all of her testimony is based on our re-
quest to get back to us. So, I had some questions for Ms. Olson
which I will probably put in writing.

But I thank you for having responded to our requests with your
testimony today, as the result of our request that you do so.

Ms. OLSON. You are welcome.

[The information is being maintained in the Committee files.]

Chairman RANGEL. Mr. Reynolds.

Mr. REYNOLDS. Thank you, Mr. Chairman. This hearing is
kind of a big day for western New York. We are fortunate to have
Ms. Paray from Cheektowaga in western New York; and we are
privileged also to have the president and some representatives of
Pioneer Credit Recovery, who have 1,200 to 1,400 employees in
western New York; and of course, four members from New York on
the Committee on Ways and Means chaired by a New Yorker in
Chairman Rangel.

As I see, first, how we got into the collection business, it was tax
gap means, can we close it and can we use legitimate means to get
there? One of those was to use PCAs, which ended up with an op-
portunity that GAO says is $1 billion minimum over 10 years of
revenue. Of course, in our world now with PAYGO, that is pretty
serious in how we meet being able to close the tax gap but also not
incur additional expense.

As I kind of look at this, having western New Yorkers so inte-
grally involved, some of this seems to me that we have got a view,
can public employees that are also represented by their union, can
they do a better job? Or can private collectors do a better job or
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can they do an equal job? How do we just plain get that $1 billion
over 10 years?

My first question, Ms. Olson, could you just again tell me the
mission or the purpose of the National Taxpayers Advocate’s office?

Ms. OLSON. Sir, my mission is in 7803(c) of the Internal Rev-
enue Code where Congress instructed me to help taxpayers solve
their problems with the IRS, to identify administrative and legisla-
tive means to mitigate those problems.

I make an annual report to Congress—actually twice a year, but
in my December report, I identified private debt collection as a
more serious problem for taxpayers. In doing that, I looked at the
need to collect the tax gap and the best way to collect the tax gap.

One of my concerns was that IRS employees, in collection their
primary mission is sort of the three Cs: to do cause—what caused
the taxpayer to have this problem? How do we cure it? How do we
bring the taxpayer into compliance?

The private debt collectors, their mission is simply to collect the
tax. They don’t get into questions about, do you owe the tax, if the
taxpayer does not believe they owe the tax; or being able to do a
settlement for it rather than full pay, because that is what the tax-
payer needs in order to continue to pay taxes and be in compliance.

That is really a big difference, sir.

Mr. REYNOLDS. Thank you. Could you tell me how many em-
ployees you have?

Ms. OLSON. I have 1,900 employees around the country.

Mr. REYNOLDS. Of the 1,900 employees, how many are covered
by union contract?

Ms. OLSON. Maybe about 1,600 are bargaining unit.

Mr. REYNOLDS. Thank you.

Could I get from Mr. Kutz: Do you believe that the study that
was commissioned was a bona fide result as you got that data back
that you cited in your testimony?

Mr. KUTZ. The study being the survey? Are you talking about
the taxpayer survey?

Mr. REYNOLDS. Yes.

Mr. KUTZ. No, not for the period we looked at. I believe there
are some methodological issues that we understand have been cor-
rected, starting early April, with respect to offering everyone the
survey.

I think everything that has been discussed here is that the sur-
vey should be qualified only to those people who authenticated
their identity, and any of those who did not authenticate their
identity were not included in any survey.

Mr. REYNOLDS. Out of curiosity, is there any way that you
might have known—we have, and I will submit for the record again
the Inspector General’s audit on the laptop computers that were
lost and the press that accompanied that.

Are you aware of any lost data by the PCAs that have come to
your attention relative to taxpayers?

Mr. KUTZ. That wasn’t something that we looked at.

Mr. REYNOLDS. Who would look at that?

Mr. Brown?

Mr. BROWN. Yes, we would.

Mr. REYNOLDS. What you have found?
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Mr. BROWN. You are talking about losing hardware, specific
laptops?

Mr. REYNOLDS. As you know, the Inspector General did an
audit on the IRS and there were lost laptops that were published
in the national news. Are you aware of any lost data similar to
what the Inspector General found in the possession of the PCAs?

Mr. BROWN. No, we are not aware of any losses.

Mr. REYNOLDS. Just if I might from the gentleman from Iowa,
Mr. Penaluna, I have had occasion to visit the Pioneer Credit Re-
covery in my district and so I know a couple of things: one, the ex-
tensive training; two, the additional work that they require of their
employees, and the fact that my own tax counsel who works on
Ways and Means wasn’t even admitted physically to see the site
that was done for the IRS.

Could you review some of the safeguards or the conditions the
IRS set forth that you must meet in order to do your job and still
meet an 18.5 percent revenue base?

Mr. PENALUNA. Yes, sir, it basically falls into three areas. It
is covered by staff, facilities and our systems.

In the case of our staff, all of our staff are experienced employees
who go through at least a 3-week training on IRS policies and pro-
cedures. They go through a full Federal security background check,
fingerprinting. They actually sign all the forms and fall under all
the same guidelines that any Federal IRS employee would.

In regards to our facilities, our facilities have to be independent
from the rest of our facility.

In the case of our company—pardon me, sir?

Chairman RANGEL. Could you describe the circumstances? He
has run out of time.

Mr. PENALUNA. The facilities is the second one, that they have
to be secure.

The third one are our systems; our systems have been authorized
by the IRS and meet all of those requirements.

All three have to be approved to be able to handle the contract.

Chairman RANGEL. I thank the gentleman. The gentleman’s
time has expired.

Mr. Blumenauer.

Mr. BLUMENAUER. Thank you, Mr. Chairman. I was inter-
ested, the 3 weeks’ training in IRS procedures. I wonder, Ms.
Kelley or Ms. Olson, if you could contrast the 3-week training on
IRS procedures with the thousands of professionals that we have
in the IRS now who do this in other regards.

Ms. OLSON. I will certainly let our revenue officer, an ACS em-
ployee, talk about the training that she gets.

But IRS employees every year get training on confidentiality, un-
authorized disclosures. It is repetitive. Collection employees every
single year get training in different modules that emphasize the
importance of taxpayer rights, as opposed to 20 minutes that pri-
vate collection agencies get on confidentiality, or 20 minutes on
taxpayer rights and a 2-hour video that my office insisted on it
being prepared, so that we had some assurance that the PCA em-
ployees understood the key nature and the unique nature of tax
issues.
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Mr. BLUMENAUER. Ms. Kelley, part of what is in the back of
my mind is what we now know to be sort of trumped up and over-
blown series of hearings that led to really eviscerating the IRS’ ca-
pacity. A couple of isolated incidents trumped up and blown out of
proportion as opposed to the day-in-day-out service that we receive.

Could you help us get the context here of what the people you
represent, the professionalism and how it relates to some of what
we have heard here today?

Ms. KELLEY. Sure. The employees that do this work on the tele-
phone, the same kind of work turned over to the PCAs, I believe
their training program is an 8-week classroom training and 3
weeks of on-the-job training. Liz could speak a little more to that.

In addition to these annual trainings around taxpayer rights,
which is, first and foremost, as important as collecting the taxes to
IRS employees—and their job, also—the training also goes to what
I mentioned in my testimony, that this is hopefully not about a tax-
payer having a tax debt year after year. The employees who do this
collection work in the IRS work with the taxpayer to help them be
a compliant taxpayer in the future—to educate them, to give them
information, to answer questions, to help put them on a track to
get off of the list of delinquent taxpayers. That is part of what all
of this training and the obligation of IRS employees is about.

Mr. BLUMENAUER. Thank you.

I am also interested in the notion of the return to the taxpayer.
There is nothing inherent—I appreciate, Ms. Olson, in your testi-
mony and also, Ms. Kelley, in what you very extensively put forth,
there are alternatives to raise not just this money, but far more
money if we are willing to make the investment; and that there are
actually strategies that we could undertake that would be in com-
pliance with our sometimes perverse budgetary rules that end up
costing money to save money.

But there are techniques that would end up having a much
greater rate of return. Would either of you just comment on that?

Ms. OLSON. Well, in my annual report this year I discussed IRS’
collection strategy and critiqued it rather, I believe, thoroughly to
point out that there are many things that the IRS could do with
the resources that it has right now for us to be able to touch the
taxpayers that the PCAs are working on, as well as doing other
work.

I think we need to make more outbound calls. We need to use
greater resources to locate taxpayers. We don’t do half of what we
could do to find taxpayers and send letters to them.

Mr. BLUMENAUER. My time is up. There are others who have
waited patiently.

Mr. Chairman, I am intrigued with the testimony that we have
received here, that there are discrete, concrete steps that we can
take to make sure that we are collecting all of the money that is
talked about here and far more at far less cost to the taxpayer. I
would look forward to working with you and the staff to find mech-
anisms that we could use, without falling prey to our budget rules,
to be able to give these folks the tools they need to help our tax-
payers and get the money that the Treasury is owed.

Thank you very much.



128

Chairman RANGEL. Mr. Brown, do you think we could have a
moratorium on new contracts until the Committee and your staff
have an opportunity to try to perfect some of the problems that we
are having with these contracts?

Mr. BROWN. The contract is set to expire next March, if we
don’t take steps very soon to put this out for bids. Our plan is to
put it out for bids in June and to award contracts in October.

Chairman RANGEL. How can we try to improve what is going
on here, rather than have us legislate, which I think would be cost-
ly if we had to do that; can’t we work out something?

Mr. BROWN. I think the ranking member has made a suggestion
which I find persuasive. One of the problems in the authentication
process is that the debt collectors can’t say that they are calling on
behalf of the Internal Revenue Service.

Chairman RANGEL. I am talking about the new bids out there.
What happens if you delay them?

Mr. BROWN. The program will terminate in March.

Chairman RANGEL. We have to talk. Because we don’t want to
superimpose our judgment on you, but we have to find some way
that we can work together rather than just legislate that you don’t
do it.

So, let’s see what we can do after the hearings and see if we can
work out something.

Mr. Doggett.

Mr. DOGGETT. Thank you, Mr. Chairman. While the focus this
morning is appropriately on debt collection, the overall theme is
the privatization of primary functions of the Internal Revenue
Service. Commissioner Brown, I would like to explore with you one
of the other areas that, for the first time in history, appears to
have been outsourced by the Service; and that is, IRS noticed
2007-17 concerning real estate mortgage investments and the deci-
sion of the Internal Revenue Service to turn over to those account-
ants and lawyers, whose job is to minimize taxes paid by their cli-
ents and avoid as many taxes as possible, the job of preparing the
first draft of the regulations that the Internal Revenue Service
would promulgate.

Are you familiar with that?

Mr. BROWN. I am.

Mr. DOGGETT. You set an April 30th deadline.

First—while IRS has, of course, hired technical experts to pro-
vide advice in the past, this is the first time in the history of the
Service where you have actually said what some might characterize
as asking, not the fox to guard the hen house, but the fox to design
the hen house, and draw up the regulations for these complex real
estate transactions.

Mr. BROWN. Our chief counsel actually is here, and this resides
in the chief counsel’s organization.

Mr. DOGGETT. I am glad for him to respond as well.

Mr. BROWN. Let me start. I think the analogy is not apt. What
we are talking about here is getting input from people who are af-
fected by the guidance.

Mr. DOGGETT. Well, you have had a mechanism to do that since
the Service was first formed, the same mechanism that is available
to every Federal agency to post its proposed regulations, proceed
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with rulemaking under the Administrative Procedure Act, and get
comments from all affected, don’t you?

Mr. BROWN. That is correct.

Mr. DOGGETT. So, it is highly unusual, indeed historic for the
Commission to say, well, what we really need to do is just ask
these tax lawyers and accountants to draw up the regulation.

Mr. BROWN. They are not actually going to draw up the regula-
tion.

Mr. DOGGETT. They are going to make proposals and first
drafts, aren’t they?

Mr. BROWN. As they do now.

Mr. DOGGETT. They offer comments after the IRS has proposed
a first draft?

Mr. BROWN. No, the process works a little bit differently.

When we announce in a published guidance plan that we are
going to be taking a look at something, a lot of people start to write
in right then.

Mr. DOGGETT. Well, of course. Indeed, a tax practitioner at the
local level, not someone here in Washington, can offer a suggestion
at any point to the Service for a regulation that they are either
contemplating or not contemplating. I suppose; isn’t that right?

Mr. BROWN. That is correct.

Mr. DOGGETT. But it is unusual to announce you are working
in a particular area without proposing the regulation and inviting
those who are regulated, and their attorneys and accountants, to
propose the regulation.

Mr. BROWN. Well, I think we generally tend to hear from the
people who are most interested in the subject.

Mr. DOGGETT. Undoubtedly.

Mr. BROWN. We typically hear from them very quickly.

Mr. DOGGETT. In this case you asked them to start the process.

Mr. BROWN. In a select number of instances.

Mr. DOGGETT. In fact, it is called a pilot program; and my con-
cern is, if this pilot works like most pilots in government, the idea
is to turn over the job of preparing the first draft of regulations in
other complex tax areas that have been the subject of tax shelters
and tax avoidance in the past to the private sectors.

Mr. BROWN. There are no such plans, but we would be happy
to come up and give a full briefing and have the chief counsel come
up and explain exactly what is contemplated here.

Mr. DOGGETT. You mean, if you are not satisfied with this proc-
ess, you don’t plan to ever use it again, even though you are satis-
fied with it?

Mr. BROWN. No. Generally, the whole point of a pilot is to see
if it works.

Mr. DOGGETT. That is my concern, that if IRS, with its move
to privatization of primary functions, decides that this one works,
that we will see it in other areas that have been the subject of tax
avoidance.

Do you agree with the comments that were made by the various
experts that were quoted in the New York Times that there is an
advantage to be had if you drew the regulation initially, if you of-
fered the draft that the Service accepts?
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Mr. BROWN. No, I don’t agree with that. If in the end, we get
all kinds of submissions from the private sector and from govern-
ment entities about things we are talking about issuing guidance
in. Some of them are quite persuasive;others quite frankly, are not
worth the paper they are printed on.

Mr. DOGGETT. What has happened in the process since April
30th, I believe when the proposals were to be submitted? What is
the plan now for how you are going to proceed on this?

Mr. BROWN. We have gotten three responses. We are evaluating
them right now, and we are making sure this process is as trans-
parent as possible.

Chairman RANGEL. The time of the gentleman has expired.

Mr. Linder.

Mr. LINDER. Thank you, Mr. Chairman.

Mr. Penaluna, Ms. Benoit, after 1 minute in the phone call, told
the taxpayer that he understood and she would mark up his chart.
He kept her on the phone for the next 4 or 5 minutes.

If you were making a call, wouldn’t you get suspicious about that
call?

Mr. PENALUNA. Yes, sir.

Mr. LINDER. Don’t you think she was suspicious she was being
taped?

Mr. PENALUNA. We tape all of our phone calls. None of our em-
ployees have a suspicion they are being taped; they know they are
being taped.

Mr. LINDER. That tape was coming from the taxpayer, wasn’t
it?

Mr. PENALUNA. That tape came from us.

Mr. LINDER. Ms. Olson, you said that you get 20 to 1 return on
every dollar. Ms. Kelley said it was 13 to 1. Which is correct?

Ms. OLSON. Mr. Brown actually said 13 to 1.

Mr. LINDER. Ms. Kelley did, too.

Ms. OLSON. Okay. Their number is based on startup costs that
came from IRS research. Our data came from actual data from the
IRS for the ACS program. A GS-8, step 5, ACS; that is, the
midgrade of the step of the GS—8 level is about,

Mr. LINDER. Thank you. You have been quite concerned about
this sample script that inserted the phrase “psychological pause.”
What if the script said “wait for an answer?”

Ms. OLSON. If it said “wait for an answer” and it did not say
“the next person who speaks loses,” it might not raise concerns.

Mr. LINDER. What is the difference?

Ms. OLSON. When your message is saying the next person who
speaks loses, you have turned debt collection into a game, and it
is a power play.

Mr. LINDER. Having been collected for debt myself and audited,
it wasn’t a game to me, but it was pretty brutal for a no-change
audit. You are expressing your concerns about security breaches on
behalf of the taxpayer that you advocate for. But you did not ex-
press any concerns about the 490 computers that disappeared from
the IRS, 44 percent of which had unencrypted sensitive data, in-
cluding taxpayer data.
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Ms. OLSON. Sir, that is not correct. I do express concerns about
that. I have sent messages out to my own employees, if they have
a laptop, how they are to take care of their laptop.

Mr. LINDER. Did any of those computers come from your em-
ployees?

Ms. OLSON. I believe some of them may have.

M;" LINDER. Ms. Kelley, you represent the union; is that cor-
rect?

Ms. KELLEY. Yes, I do.

Mr. LINDER. During the past year, over 100 IRS employees
have been removed, resigned, or retired because they either failed
to file their tax returns or they understated their Federal tax liabil-
ity.

Do you have any comparable statistics for private collection em-
ployees?

Ms. KELLEY. I don’t, because that number is not available.

That number is collected on Federal employees and on congres-
sional staff as well, actually.

Mr. LINDER. Does that concern you?

Ms. KELLEY. Well, it concerns me for a number of different rea-
sons than probably what you would suggest.

First, I think everyone should pay their taxes and I think that
IRS employees know that they are held to a higher standard. No
other employee in the public or private sector will lose their job for
not paying their taxes or paying them on time. They are held to
a higher standard.

But I also know that many of those employees who were fired are
employees who do not do tax compliance work for the—they are
clerical or administrative.

Mr. LINDER. Thank you.

Ms. Kelley, is it true—I want to get to Mr. Blumenauer’s concern
about return to taxpayers. Isn’t it true there are 300 full-time
equivalent employees who are paid by the IRS to do work for the
National Treasury Employees Union? When you include the value
of the benefits, the cost to the taxpayers is about 150,000 per.

If your ratio of 13 to 1 is correct, that opportunity cost is about
$585 million a year. Does that concern you?

Ms. KELLEY. I have not done the math, as you have done them,
and it does not concern me.

Here is what does concern me.

Mr. LINDER. The taxpayers are paying to support and run your
union and do the work for you, and

Ms. KELLEY. Taxpayers are not paying to run our union, with
all due respect. We have a statutory responsibility and obligation
to represent the employees who elected the union. That is in stat-
ute. It recognizes that that is good for the country and good for the
agency.

Management approves all the time that is spend on NTEU busi-
ness by NTEU representatives. So, if there are issues, they have
a right to deal with those; and we have the right to be accountable,
and we are.

Mr. LINDER. Thank you.

Chairman RANGEL. Mr. Pascrell.

Mr. PASCRELL. Thank you, Mr. Chairman.
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Mr. Chairman, I am very much disturbed by the Pioneer Credit
Recovery sheet, for those who are making the calls for private col-
lection. If I go down to the middle of the questionnaire after—once
all the information is obtained, the following is written: “Okay”—
the taxpayer’s name—" based on the information you provide me,
it appears you may be able to borrow the money to pay this past-
due obligation.”

Then, “Instruction: Give the taxpayer some ideas on how to bor-
row. Use the information from the financial statement.”

Before I ask my question of you, Mr. Penaluna, I want to ask a
question of Ms. Olson.

Ms. Olson, isn’t it true that the IRS employee is trained to give
counseling to the taxpayer, to find out what the cause of the prob-
lem is so that it does not occur in the future?

Ms. OLSON. Yes.

Mr. PASCRELL. Now, why is that done specifically, do you
think?

Ms. OLSON. Because we are the government and we want tax-
payers to continue to be in compliance. Having a taxpayer in com-
pliance is the cheapest way to address a problem. It is ongoing if
they become incompliant.

Mr. PASCRELL. We have concluded from what many of you have
said on the panel that the IRS can do it cheaper and we have also
concluded that the IRS needs more resources to do its job.

Ms. OLSON. Yes.

Mr. PASCRELL. If you had more resources, it still would be
cheaper and the return would be greater; is that correct?

Ms. OLSON. Yes, it is.

Mr. PASCRELL. Mr. Penaluna, I want you to give me your im-
pression of what I read from the form of Pioneer Credit Recovery.
I want you to tell me how that struck you, or if it did at all.

Mr. PENALUNA. First of all, that is not our company’s form.

But my response to that is, most of these taxpayers that we can
authenticate usually have some kind of financial problems to begin
with. So, we try to work with them to offer them possibilities of
how they could pay their tax debt.

Mr. PASCRELL. You are also in the business of not only working
for the IRS; you are a private contractor. But are you also in the
business of providing the possibility in many areas—because you go
through a number of these in this particular form that I am look-
ing at—of how you might borrow your money, sir or miss, in order
for you to pay or begin to pay your debt to the Federal Govern-
ment; is that correct?

Mr. PENALUNA. Amongst other things, yes.

Mr. PASCRELL. There is the possibility you will loan them
money to pay this off?

Mr. PENALUNA. We do not loan them the money. We provide
them with financial resources.

Mr. PASCRELL. That is correct. That is correct.

Now, from the Committee’s investigation of the private firms
that have been contracted by IRS, they have concluded that the
Private Debt Collection Program targets low-income taxpayers.
They did not dream this up. The IRS claims it does not know the
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income levels of taxpayer cases sent to private collectors. That is
what their claim is.

[12:29 p.m.]

Mr. PASCRELL. However, planning data which the Committee
is investigating indicates that 70 percent of the taxpayers had in-
comes of %50,000 or less. I put the two things together and it would
seem, I would conclude, that we are placing the collectors in a very
particular position, maybe a procuring position. I mean, not only
trying to get the dollars that are owed to the Federal Government,
but also to loan the taxpayer the money to pay it off at whatever
interest. I am sure they are not going to do it for nothing, are they
Mr. Penaluna?

Mr. PENALUNA. I would not imagine.

Mr. PASCRELL. Thank you. I want to go on now, if I may.

What costs, Ms. Olson, is the IRS incurring as a result of trans-
ferring this work over to the private collection agencies? Monitoring
their progress, including the lost opportunity, of course, the cost of
employees working with the collection agencies instead of collecting
taxes, what is the cost to the IRS?

Ms. OLSON. The IRS has said it is $71 million.

Chairman RANGEL. Yes, could you submit that answer in writ-
ing to Mr. Pascrell?

[The information is being maintained in the Committee files.]

Mr. Pomeroy, please.

Mr. POMEROY. Thank you, Mr. Chairman. I will follow up im-
mediately on the questioning offered—or the line of questioning
being pursued by Mr. Pascrell.

Ms. Olson, would you provide the number? The question was,
how much does this cost the IRS to get this going? Your answer?

Ms. OLSON. It is $71 million through fiscal year 2007, the IRS
projects.

Mr. POMERQOY. Seventy-one million dollars. I would like to in-
troduce into the Committee record testimony elicited at a hearing
4 years almost to the day, May 13, 2003, before the Oversight Com-
mittee. As this concept was being rolled out in this particular hear-
ing, you have then-Commissioner Everson, who testified to our
Committee: My understanding is that this would require an addi-
tional incremental investment now, something $10 to $15 million
to develop a system because we would have to work very carefully
with the PCAs in terms of the data they would gather.

I want us to contemplate, we thought this was going to cost us
$10 to $15 million, commissioner’s testimony. We have now spent
$71 million. I suggested at the time that going through private con-
tractors as opposed to staff employees, this was like building the
$600 toilet seat in debt collection, the most expensive, least effi-
cient way to do it. Certainly having a startup figure come in, a
multiple of what was advertised by the Commission, would cer-
tainly raise some question about this whole thing. So, let’s look at
what we are netting, all right, how much are we bringing in? Com-
missioner, how much are we bringing in?

. Mr. BROWN. Over the next 10 years it will be $1.5 to $2.2 bil-
ion.

Mr. POMEROQY. That is not what I asked you. How much are we
bringing in so far?



134

Mr. BROWN. Approximately $20 million a year to date.

Mr. POMEROY. Seventy-one million dollars out, $20 million in.

Mr. BROWN. We would note the program will break even next
spring and be profitable.

Mr. POMEROY. The program will break even next spring. We
are going to lose money on this darn thing for a couple of years,
and then we may make a little in the outyears, although your pro-
jections so far haven’t been worth a heck of a lot to this Committee
on this matter.

Commissioner, do you have any notion of what we might have re-
ceived if we had taken that $71 million and instead of taking it
from the IRS, from public resources to private vendors, what we
would have done if we had staffed up and gone after this owed
debt? Do you have any estimate in terms of what $71 million addi-
tional resources would have brought you if invested clearly in the
investment side?

Mr. BROWN. Well, I can just point to returns on investment gen-
erally from our ACS program, and generally the return on invest-
ment would be about 13 to 1.

Mr. POMEROY. 13 to 1.

Mr. BROWN. I have to point out that the returns are different
because of the tools that we have.

Mr. POMEROY. Right. The tools you have are better.

Mr. BROWN. Our tools, yes.

Mr. POMEROQOY. I will introduce into the record additionally the
envelopes used by some of your private collection agencies that are
supposed to trigger this taxpayer response. In the corner of one, it
says 131 Tower Park, Suite 100, PO Box 1800 Waterloo, Iowa. Is
that your return address there, Mr. Penaluna?

[The information is being maintained in the Committee files.]

Mr. PENALUNA. Yes, sir.

Mr. POMEROQOY. On another one, another contractor, apparently
P.O. Box 50, Perry, New York. They are in plain envelopes as the
record will show. I will tell you what; either one of these come to
my house, it would end up in the garbage can. I would figure it
would be some unwanted credit card solicitation or something. I
would just ask the IRS collection representative from Buffalo, now
when you send out a letter, what does the envelope look like?

Ms. PARAY. It is an official Internal Revenue Service envelope.

Mr. POMEROY. An IRS envelope?

Ms. PARAY. Yes.

Mr. POMERQOY. Then that is followed up with a call where the
caller identifies themselves from the IRS?

Ms. PARAY. Yes, sir.

Mr. POMEROY. Commissioner, back to your point, when you
talk about the tools available to the service, pound for pound, the
service is going to collect more dollars if you are doing it with an
in-house employee versus an outsourced employee.

Mr. BROWN. Yes.

Mr. POMEROY. In fact, having spent $71 to make $20, well, that
is not nearly a 13-to-1 ratio. Now, let’s talk about

Mr. BROWN. This program will be 4 to 1.

Mr. POMEROQOY. This program hopefully will be 4 to 1.

Mr. BROWN. That is correct.




135

Mr. POMEROQY. Although I would say the only 4 to 1 ratio I am
aware of so far is that it costs four times what the commissioner
advertised, what he testified here. That is the 4 to 1 ratio I see.
You have got a commissioner who said it would cost $13 million.
It costs $71 million to get up and running, and so far we haven’t
even brought in $20. This is a loser.

What we ought to do is recognize the 10-year score repealing this
program contemplates that all of the investment made is going to
go away from collection. Well, if—we would turn this to a positive
score in a heck of a hurry if we ditch 4-to-1 private collection and
go to 13-to-1 public collection. If there is anything inherently gov-
ernmental, it is the collection of revenues necessary to sustain the
government. This runaway ideology we have to outsource every-
thing the government does is costing taxpayers a lot of money to
enrich a few private bill collectors, while subjecting taxpayers to
grlivate bill collectors on what ought to be a government responsi-

ility.

Thank you, Mr. Chairman. I yield back.

Chairman RANGEL. Thank you. Mr. Van Hollen.

Mr. VAN HOLLEN. Thank you, Mr. Chairman.

At this point in the hearing, obviously a lot of territory has been
plowed. So I am not going to go into great detail on a number of
issues, and try to get back to sort of the basic framework you start-
ed with with the opening statement of the Chairman.

I would say, Mr. Brown, you pointed out that this was as a result
of a congressional initiative. Just for the record, this was a provi-
sion that was tucked into a bill, hundreds of pages long originally,
a number of years ago called the American Jobs Creation Act. It
was rushed through the House without Members having an oppor-
tunity to vote up or down on this particular provision. In fact, the
one time the House did have a chance to vote on this provision was
when I joined with my colleague, Congresswoman Shelley Moore
Capito, and offered an amendment to the Treasury appropriations
bill to deny funding for this program. It was actually accepted on
a voice vote by both the Republican floor leader and the Democratic
floor leader.

So, the one time that the Congress—the House has gone on
record on this particular issue has been in opposition to this par-
ticular program.

Now let me just ask—go back to the big picture. I think the testi-
mony has been undisputed, Mr. Brown, that you agreed with the
statements made by your predecessor, Mr. Everson, which is that
this could be done more efficiently -this tax collection could be done
more efficiently by the IRS if you are given the resources; is that
not right?

Mr. BROWN. Yes. I would hasten, we would not put our next
dollar on this slice of work. We would work on more complex cases,
higher-priority cases.

Mr. VAN HOLLEN. Which could potentially collect more money
for the taxpayer.

Mr. BROWN. That is correct. But I would ignore this slice.

Mr. VAN HOLLEN. Right. But, were you given the resources to
do it, you agree with your predecessor that you could do it more
efficiently; is that right?



136

Mr. BROWN. Yes.

Mr. VAN HOLLEN. I heard on both sides of the aisle one of the
principles of our tax collection should be the efficient collection of
taxes for the American people. Wouldn’t you agree that that should
be one of the priorities?

Mr. BROWN. We strive for that every day.

Mr. VAN HOLLEN. Okay. Is there anybody on this panel who
contests the fact, the testimony of Mr. Brown and his predecessor,
that giving the IRS resources to have these taxes be collected is not
the most efficient way?

Okay. So, I would assume that putting aside your hats as rep-
resentatives of different—but just as taxpayers, you would agree,
I think everybody, that the American taxpayer gets the best return
if the IRS is given the resources to collect this money; is that not
right?

Mr. BROWN. I agree with that.

Mr. VAN HOLLEN. It seems to me the other theme here, in ad-
dition to efficiency, is fairness. We want a system that is both effi-
cient and we want a system of collection that is fair.

I go back to another bill that Congress passed in the 1990s re-
garding tax collection that was mentioned in the Chairman’s open-
ing statement, that IRS agents are prohibited by law from being
compensated based on the amount they collect. Is that not right?

Mr. BROWN. That is correct.

Mr. VAN HOLLEN. Now, I understand that in the contracts of
the private debt collectors, the individuals do not get particular bo-
nuses based on the amount they collect. But there is no doubt,
right, Mr. Penaluna, that the return, the profit to the company, is
obviously based on the amount you collect. Is that not right?

Mr. PENALUNA. That is correct.

Mr. VAN HOLLEN. As I understand the contracts, of the
amounts that you collect, is it 25 percent that you are allowed to
keep?

Mr. PENALUNA. It varies between 21 and 24 percent.

Mr. VAN HOLLEN. Okay. So, out of every dollar you collect
through this process for the public, you get to keep between 21 and
24 cents; is that right?

Mr. PENALUNA. Well, there are certain accounts that are
noncommissionable that we get a zero fee for. But generally speak-
ing, the ones we do get fees for are between 21 and 24 percent.

Mr. VAN HOLLEN. It is natural—I think anybody in the country
would expect a for-profit company to try to maximize their profits.
But there does seem to be a tension here, because the extent to
which the company makes or does not make a profit is obviously
based on the amount collected. The reason we have in place all
these protections for the taxpayers is to prevent overly aggressive
collection tactics.

Let me just close with this question for Ms. Olson. I want to com-
mend you for your work on this because it goes to the training
issue of employees. Because, clearly, the more training people have
in terms of the fair practices, the better off our constituents will
be and the American taxpayers will be.

In your report you mention the fact that the private debt collec-
tion employees receive limited training and also experience high



137

turnover. Can you talk about that and the impact you think that
has on the fair collection of these

Ms. OLSON. What we found was that among the collectors them-
selves, or the collectors/tax specialist, whatever they called them,
that there was a turnover of 20 to 50 percent. So that means that
if you get, you know, you don’t—you are not on the job long enough
to understand that tax debts are different from other debts; how
you need to work with taxpayers; or really have reinforced—get
second rounds of training. You just have one shot of training. You
are on the contract for a short period of time, and then you are off
again.

That is so different from IRS employees, where over 77 percent
of IRS employees in ACS have been there for—or CSRs rather—
the people who can do installment agreements or the equivalent to
the PCAs have been on the job for over a year and have gotten du-
plicate training.

Mr. VAN HOLLEN. I thank you all. Thank you, Mr. Chairman.

Mr. HERGER. Are we concluding?

Chairman RANGEL. Yes, we are concluding.

Mr. HERGER. Thank you, Mr. Chairman. I think this has been
a very informative hearing.

I would just like to conclude just with what I have heard is what
our goal is here. Our goal is we have a tax gap. We have people
who are not paying their taxes after being—receiving multiple no-
tices from the IRS. We are looking at a way to try to bring some
of that in to help reduce the burden on all the—the vast majority
of all taxpayers who are paying their taxes. I think it behooves us
to look at anything we can to make this work.

It seems to me that as a pilot program we want to ensure that
we give this enough time to see if it can work. We are basically
taking those who aren’t paying and allowing at least the private
sector, being supervised in a proper way after making mistakes, we
need to correct those mistakes; that we need to be, I believe, doing
whatever we can in a judicious, fair way to get this money in. So,
I personally would like to see this program continued long enough
to see whether indeed it will work or won’t work.

Thank you, Mr. Chairman.

Chairman RANGEL. Thank you. Let me thank Mr. Van Hollen
and John Lewis and the staff for the excellent job they have done
in focusing attention on what I consider a very serious problem.

I don’t know about most American taxpayers, but I think there
is a very special relationship between the Internal Revenue Serv-
ices and the taxpayer. I would like to be able to talk to my govern-
ment if I have a problem in collections; say, can we talk? I don’t
want that person motivated by how much money the private com-
pany can get. I want that person and only that person to have all
of my personal records there to understand the ups and downs I
have had, how much I owed, what I have tried to do, and to be my
friend, because they too are being paid by the U.S. Government.

Whenever I have complaints—and I have many, coming from
taxpayers—I tell them go to the Internal Revenue, they are there
to help you. I find it very very difficult, no matter what their moti-
vation is, to send them to somebody whose profit margin is going




138

to be dependent on, not whether they help the taxpayer but, how
much money they get from the taxpayer.

Now, it just seems to me, Mr. Brown, that if you agree with your
predecessor that you have more resources, you have the informa-
tion, you can do the job cheaper and more effectively. Going into
another contract would not only be the wrong thing to do but would
go against the testimony that we received today.

So, as we conclude, i1s there anything that you have found out
since you have given your testimony to Mr. Van Hollen that would
indicate that your shop can’t do a better job than what you are
about to contract out to other people?

Mr. BROWN. No. I stand by Commissioner Everson’s testimony.
We are more efficient at this. Again, we have more tools the pri-
vate debt collectors don’t have.

Chairman RANGEL. I have to tell you that we are from the Con-
gress and we are here to help, but we are on the same team. Your
taxpayers are our constituents. They get annoyed. Guess what? We
get annoyed. If there is a better way to do it, we don’t want to tell
you how to do it. We want to work with you and to do it.

So, how long are these proposed contracts that you are thinking
about putting out for bids?

Mr. BROWN. Five-year contract, renewable annually.

Chairman RANGEL. That is not fair. I am 76 years old. That is
almost unfair. I will never be able to see what happened.

Let’s see whether or not we can be partners in government and
work this thing out, so that, at the end of the day, the taxpayer
is the winner.

Let me thank all of you for the hard work that you put into this
hearing. Believe me, I am not just motivated by the efficiency and
the cost savings. I don’t like debt collectors, period. I don’t like for
them to know more about my private business than they should.
I don’t like them telling me the things that have been going on.
Yet, I will accept it from the Internal Revenue Service, and our tax
system is based on voluntary compliance, are a faith and belief that
the Service is on their side. With all due respect to the private col-
lectors, they don’t enjoy the same reputation.

Let me thank all of you for your participation and I look forward
to working with you. Mr. Brown, the quicker we get together the
better. When do you come up for confirmation?

Mr. BROWN. I am sorry. I am just an acting commissioner. You
would have to address the questions about who will be the con-
firmed commissioner to the White House or to Treasury, sir.

Chairman RANGEL. Well, I really look forward to working with
you. Thank you.

[Whereupon, at 12:49 p.m., the hearing was adjourned.]

[Submissions for the Record follow:]

———

Statement of ACA International

Thank you for providing ACA International, the Association of Credit and Collec-
tion Professionals (ACA), the opportunity to submit written comments regarding the
public-private partnership between the Internal Revenue Service (IRS) and private
collection agencies. The following comments are respectfully submitted in response
to several questions raised during the recent oversight hearing and comments made
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by key lawmakers about the public-private partnership between the IRS and private
collection agencies.

ACA International

ACA International is an international trade organization originally formed in
1939 and composed of credit and collection professionals that provide a wide variety
of accounts receivable management services. Headquartered in Minneapolis, Min-
nesota, ACA represents approximately 6,500 company members based in more than
55 countries and includes credit grantors, third-party collection agencies, attorneys,
and vendor affiliates. ACA has numerous divisions or sections accommodating the
specific compliance and regulatory issues of its members’ business practices.

Being a Private Debt Collector

ACA members range in size from small businesses with a few employees to large,
publicly held corporations. Together, ACA members employ in excess of 100,000
workers. These members include the very smallest of businesses that operate within
a limited geographic range of a single town, city or State, and the very largest of
national corporations doing business in every State. The majority of ACA members,
however, are small businesses. Approximately 2,000 of the company members main-
tain fewer than 10 employees, and more than 2,500 of the members employ fewer
than 20 persons. Many of the companies are wholly or partially owned or operated
by minorities or women. ACA serves members and represents the industry by devel-
oping timely information based on sound research and disseminating it through in-
novative education, training and communications.

As part of the process of attempting to recover outstanding payments, ACA mem-
bers are an extension of every community’s business. They represent the local hard-
ware store, the retailer down the street, and your family doctor and State and local
Government Nationwide. Many are approved government services contractors and
collect debt for the Department of Education, the U.S. Treasury and all Federal reg-
ulatory agencies including, most recently, the Internal Revenue Service.

ACA members work with these businesses, government entities and regulatory
agencies, large and small, to obtain payment for the goods and services received by
consumers. Together collection agencies returned $39.3 billion to U.S. businesses in
2005, representing a 22% reduction in private sector bad debt.! The $39.3 billion
returned to businesses was equivalent to an average savings of $351 per American
household, had businesses been forced to charge higher prices in the absence of debt
recovery.2 Additionally, during this same period, collection agencies returned $693.5
million to Federal, State and local Governments in public sector bad debt.? Even
with this effective private collection process, each American family pays $2,200 per
year to compensate for unpaid Federal income tax debt.4 Through the combined ef-
fort of private collection agencies, billions of dollars are recovered annually, re-
turned to business and government and reinvested. Should the use of professional
collection agencies by private business and Federal, State and local Government be
curtailed, the economic viability of these businesses as well as government—and by
extension—the American economy in general, is threatened. Moreover, without the
partnership between private business and professional collection agencies and the
partnership between government and professional collection agencies, Americans
will be forced to pay even more to compensate for uncollected debts, including tax
debt.

The Fair Debt Collection Practices Act

During the hearing, several members of Congress posed questions about the col-
lection practices of the agencies that are currently collecting uncontested tax debt
on behalf of the IRS. The questions pertained to the absence of return addresses
on collection notice envelopes identifying the IRS collection agencies, the failure of
the collection agencies who presently collect uncontested tax debt on behalf of the
IRS to disclose their identities when communicating with consumers by telephone,
the need for the collection agencies to establish the identity of the called party be-
fore discussing the purpose of the call and the time of day when such calls are

1“The Value of Third-Party Debt Collection to the U.S. Economy: Survey and Analysis,”
PricewaterhouseCoopers, June 2006.
2]d

3Financial Management Service, U.S. Department of Treasury, Fiscal Year 2005 Report to
Congress on U.S. Government Receivables and Debt Collection Activities of Federal Agencies,
March 2006.

4 National Taxpayer Advocate 2006 Annual Report to Congress.
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placed to the indebted taxpayer. The answers to each of these questions lie within
the text of the Fair Debt Collection Practices Act (FDCPA).5

Although members of ACA are subject to a host of Federal and State laws and
regulations regarding debt collection, as well as ethical standards and guidelines es-
tablished by ACA, the premier law controlling the conduct and communications of
third-party debt collectors is the FDCPA. The FDCPA was passed with the support
of ACA in 1977, to put a stop to unfair and abusive tactics and to balance the play-
ing field between those debt collectors who collect debt in an ethical, consumer sen-
sitive manner and those who may engage in unscrupulous debt collection activities.

This Act prohibits third-party debt collectors from engaging in deceptive or abu-
sive conduct in the collection of consumer debts incurred for personal, family, or
household purposes including tax debt. In order to protect a consumer’s privacy, the
FDCPA prohibits private debt collectors from disclosing the existence of debt to any-
one other than the consumer. The statute accomplishes this by regulating with
whom and how collectors can communicate. According to § 1692c(b) of the FDCPA,
without consumer consent, “a debt collector may not communicate, in connection
with the collection of any debt, with any person other than the consumer, his attor-
ney, a consumer reporting agency if otherwise permitted by law, the creditor, the
attorney of the creditor, or the attorney of the debt collector.” By definition, a con-
sumer includes the consumer’s spouse, parent (if consumer is a minor), guardian,
executor or administrator.6 The disclosure of the existence of a debt to anyone other
than the consumer who is obligated to pay the debt is a serious violation of the
FDCPA. For the private collection agencies participating in the IRS’s tax collection
program, this means they cannot disclose they are calling on behalf of the IRS until
they have verified they are speaking with the consumer or another permissible third
party.

Further, a debt collector is prohibited from communicating with consumers by
mail using postcards or envelopes with language or symbols that disclose the letter
is from a debt collector and, by extension, the possible existence of debt.” To ensure
compliance with this section of the FDCPA, all written communications from the
private collection agencies must be approved by the IRS prior to use.

The FDCPA also prohibits debt collectors from contacting consumers at inconven-
ient hours. They may only contact consumers between the hours of 8:00 a.m. and
9:00 p.m.8 They may not subject consumers to repeated telephone calls with the in-
tent to harass.? Debt collectors may not threaten legal action or any other remedy
available at law that is not actually authorized and contemplated.1® Finally, under
the FDCPA, third-party debt collectors must adhere to strict requirements con-
cerning consumer disputes and validate debts as required by law.11

Of noteworthy importance to this body’s understanding of the FDCPA, is the fact
the FDCPA is a strict liability statute. Even the most arguably minor infraction of
the FDCPA entitles the injured consumer to act as a private attorney general and
initiate legal action against the debt collector.’2 This consumer right is preeminent.
It exists regardless of the severity of the alleged violation or the intention of the
debt collector. If successful, a consumer/plaintiff shall be entitled to his or her actual
damages, statutory damages up to and including $1000 and attorney’s fees and
costs.13 But when enacting the FDCPA, Congress also recognized that even the most
well-intentioned, conscientious, professional debt collector is fallible. In order to bal-
ance the severe penalties that may be imposed by a court of law on the debt col-
lector who violates this strict liability statute, Congress provided debt collectors
with a defense to an action alleging an FDCPA violation known as the bona fide
error defense. The bona fide error defense provides the debt collector /defendant
with the opportunity to show the court that the alleged violation occurred notwith-
standing the fact the debt collector maintained reasonable procedures likely to pre-
vent such violation of the FDCPA from occurring.14 It is within this complex legal
framework that debt collectors must operate, including those agencies that collect
past due, uncontested Federal income tax.

515 U.S.C. §§1962-1692p (2006).
615 U.S.C. §1692c(d) (2006).

715 U.S.C. §1692f(7)—(8) (2006).
815 U.S.C. §1692c(a)(1) (2006).
915 U.S.C. §1692d(5) (2006).
1015 U.S.C. §1692e(5) (2006).
1115 U.S.C. §1692¢g (2006).

1215 U.S.C. § 1692k (2006).

1315 U.S.C. §1692k(a) (2006).
1415 U.S.C. §1692k(c) (2006).
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Understanding the IRS-Private Collection Agency Relationship

Collection agencies, by definition, are the agents of their principals. They function
on behalf of their clients, including their government clients, and do not act inde-
pendently or without oversight. As a result, third-party debt collectors must at all
times act in accordance with the instructions given by their client on each account
and the terms of their contract of engagement. From time to time the client may
ask to review a collection agency’s work process (letters, phone calls, etc.) and set
parameters as necessary to ensure the agency’s efforts are in line with the client’s
goals. Therefore, under the IRS-private collection agency program, collection agen-
cies are not only regulated by State and Federal laws and ACA, but also are regu-
lated by the terms of the government’s contract requirements and by reference, the
IRS’s own collection rules. In short, the private collection agencies collecting on be-
half of the IRS are indeed the “agents” of their “principal” and act at all times under
the direction and control of the IRS.

The relationship between the IRS employees and the private collection agencies
retained under this program is symbiotic. By working together in a cooperative mat-
ter, the IRS employees and the private collection agencies will be able to meaning-
fully reduce the amount of unpaid, uncontested Federal income tax debt. The pri-
vate collection agencies have not to date and will not in the future, displace IRS
employees. Rather, they will be utilized by the IRS employees to collect the tax debt
that would otherwise go uncollected and allow the IRS employees to focus their at-
tention on the accounts that require IRS enforcement power, are subject to offer in
compromise or are otherwise disputed by the taxpayer. As is the case in the private
sector, the professional debt collector provides a service to the creditor and acts on
the creditor’s behalf. Private collection agencies do not become the creditor. So too
is the case in point. The private collection agencies under contract with the IRS are
positioned to provide a service to the IRS and act on its behalf. They are not posi-
tioned to become the IRS.

Tax Collection is NOT Tax Assessment

Some have queried whether the use of private collection agencies to collect
uncontested past due Federal income tax debt is an abrogation of the Federal Gov-
ernment’s exclusive, constitutional power to assess income tax. ACA believes the as-
sessment of Federal income tax is indeed an inherent function and power of the U.S.
Federal Government. However, ACA strongly disagrees that the IRS’s use of private
collection agencies to assist in the collection of past due, uncontested tax debt abro-
gates their tax assessment and enforcement power in anyway.

Under the existing program, the IRS’s use of private collection agencies is nothing
more than the IRS’s use of any other tool to collect past due tax debt. Like stamps
on envelopes, telecommunication hardware, desks, computer system software or
even paper, the private debt collectors are tools for the IRS employees to utilize on
their behalf. In all instances, the tax debt subject to the private debt collection pro-
gram was previously assessed by the IRS. In all instances, any discrepancy or dis-
pute involving the assessed tax debt was previously resolved through communica-
tions between the IRS employees and the taxpayer before such debt was eligible for
assignment to the private collection agencies for servicing. In all instances, the pri-
vate collection agencies that perform services on behalf of the IRS under the pro-
gram are only authorized to locate taxpayers, contact taxpayers and request and ac-
cept payment, either in full or in installments from taxpayers. Should any taxpayer
have a question, concern, complaint or problem, they are immediately directed to
the IRS. In no such instance does the private collection agency have the power to
negotiate the amount due or initiate enforcement action. This means the efforts of
the private collection agencies are a mere complement to the efforts of the IRS em-
ployees to collect this uncontested tax debt. They are not replacing IRS jobs nor are
they engaging in collection practices that could be considered “inherently govern-
mental.”

In case this fact needs restating, the power to assess tax, negotiate amounts due,
issue liens, seize property, garnish wages or initiate any other type of enforcement
action remains solely with IRS under the program. The updated data on the tax-
payer’s whereabouts, as provided by the private collection agencies, belongs to the
IRS. Despite the restrictions imposed by the FDCPA and the contract requirements
of the IRS-private collection agency partnership, the private collection agencies per-
forming under contract have already recovered $19.49 million in delinquent taxes
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as of April 28, 2007.15 This is a program that should be applauded by Congress,
embraced by those taxpayers who pay their fair share and heralded as a model for
collection of uncontested, past due tax and government debt nationwide.

Contact Information:
Rozanne Andersen, CAE Senior Vice President, Legal and Government Affairs

—————

Statement of American Association of People with Disabilities

Mr. Chairman and distinguished Members of the Committee, I appreciate this op-
portunity to comment on the Internal Revenue Service’s (IRS’s) use of private debt
collection companies to collect Federal income taxes.

I am here today on behalf of the American Association of People with Disabilities
(AAPD). AAPD is the largest national nonprofit cross-disability member organiza-
tion in the United States, dedicated to ensuring economic self-sufficiency and polit-
ical empowerment for the more than 50 million Americans with disabilities.

As we prepare to recognize the 17th anniversary of the Americans with Disability
Act (ADA) this July, there is little to celebrate in terms of the employment opportu-
nities available to Americans with disabilities. While the national unemployment
rate stands at about 4.7 percent, more than two thirds of working age disabled peo-
ple in the U.S. are currently without a job. And the number of people with severe
disabilities is increasing daily. Many of the men and women who have served their
country proudly in Iraq and Afghanistan are coming home with severe injuries. The
high number of returning disabled American veterans will only serve to compound
this already staggeringly low employment rate within the disability community.

But Mr. Chairman, let me be clear—people with disabilities do not want a hand-
out. We want to help ourselves. Today, more than ever, many jobs can be easily and
readily adapted for people with disabilities by means of assistive technology. Unfor-
tunately, discrimination and stereotyping are still barriers to many members of this
community who are trying to return to or enter into the workforce.

The fact of the matter is that companies that currently have hiring programs for
workers with disabilities have found that training and employment costs for those
employees are offset by existing programs and resources including the WOTC tax
credit. The small initial potential increase in employment costs associated with hir-
ing persons with disabilities more than pays for itself over the long run in reduced
employee turnover and lower training costs. Research shows that people with dis-
abilities typically are exceptionally loyal employees, remaining on average nearly
four times longer than their non-disabled counterparts.

When Congress enacted the American Jobs Creation Act of 2004 (P.L. 108-357),
it created a unique opportunity for the Federal Government to stimulate creation
of well-paying jobs for disabled veterans and other persons with severe disabilities.
The Act contains provisions that allow for the IRS to enter into contracts with third-
party debt collection companies in order to collect past due Federal income taxes.

Employment at third-party debt collection agencies can translate into high-paying
careers. These jobs pay anywhere from $25,000 to $150,000 a year, with most aver-
aging $40,000. These positions also include health and 401(k) benefits. Individuals
with significant disabilities who take these jobs will no longer rely as heavily on
government benefit subsidies from SSI or DI, Medicaid and Medicare. This would
not only help to alleviate the current low employment rate of persons with disabil-
ities, it would also generate substantial savings.

On January 25, 2007, Senator Ben Nelson of Nebraska introduced S. Amdt. 208,
the Disability Preference Program for Tax Collection Contracts, to H.R. 2, the Min-
imum Wage Act of 2007. The amendment would require that on all Qualified Tax
Collection Contracts, a minimum of 15 percent of persons with disabilities be em-
ployed by contractors. The specific numerical goal would apply to aggregate employ-
ment across all contracts, not to individual contracts. This provision recognized that
not all contractors may be able to meet the 35 percent standard for the preference,
but that all contractors should be able to contribute to the goal of increased hiring
of people with severe disabilities.

While I understand that there is opposition, for various reasons, to the IRS’
outsourcing program, I would ask that you consider the positive impact that Senator
Nelson’s initiative would have across the board. An employment initiative such as
the Disability Preference Program would provide a much needed demonstration to

15 Statement of Kevin M. Brown, Acting Commissioner, Internal Revenue Service, Testimony
Before the House Committee on Ways and Means, May 23, 2007.
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government contracting entities that similar contracting requirements should be
used to provide good job opportunities for disabled veterans and other persons with
disabilities.

Mr. Chairman, nearly 17 years ago this country made a commitment to the dis-
ability community by enacting the ADA. The Disability Preference Program will
help us make good on the promise to promote equal employment opportunities for
Americans with disabilities and will allow this country to honor those who have sac-
rificed so much on our behalf.

Thank you for this opportunity to present my views. The AAPD welcomes your
comments and looks forward to working with the Members of the Committee on be-
half of the more than 50 million individuals with disabilities and their families.

———

Statement of James Wallace, Allied International Credit

Allied International Credit Corp., (U.S.) testified before the Ways and Means Sub-
committee on Oversight four years ago in support of legislation to authorize the In-
ternal Revenue Service to partner with the private sector to collect debts owed to
the people of this country. We appreciate the opportunity to comment on the initial
phase of the private debt collection program implementation.

In our testimony four years ago, we noted that the substantial resources and pri-
vate sector best practices, expertise, and experience brought to the table by debt col-
lection companies would help the IRS increase the number of cases resolved and
shorten the resolution time. We said, “because the program will promote a greater
reliance on case management, rather than on harsh collection activities such as sei-
zures, levies, and garnishments, the program will make the tax compliance system
fairer and more tolerable to taxpayers.” In fact, as you know, the program author-
ized retains enforcement actions as the sole purview of the IRS, with the private
debt collectors locating the delinquent taxpayers and eliciting payments from them.
If, however, they are unable or unwilling to pay what they owe, the debt collectors
provide the information and intelligence gained through the contacts to enable IRS
to determine the appropriate actions to take.

In 2004, Congress authorized the IRS to use private collection agencies (PCAs) to
collect back taxes from a subset of taxpayers with outstanding, undisputed tax li-
abilities. A limited implementation phase 1s underway. Administration and Congres-
sional interest in closing the tax gap has only intensified since then. The tax gap
has been the focus of hearings in both the House Ways and Means and Senate Fi-
nance Committees; the Administration has proposed 16 initiatives in its FY08
Treasury budget submission to close the tax gap; and the Treasury has been asked
to develop a more aggressive strategy for reducing the tax gap even further.

While there is no single solution that will close the tax gap, the private collection
initiative is closing cases, collecting monies owed, and gaining useful insights for
IRS about delinquents. As we said in our testimony four years ago, “There will be
a strong message that if you owe, you will not be ignored, increasing the incentive
for taxpayers to meet their obligations sooner rather than later.”

According to Acting Commissioner Kevin M. Brown, as of April 28, 2007, PCAs
collected $19.49 million in gross revenue. He also said IRS placed 3,973 cases with
private collection agencies that have since been paid in full, and IRS has approved
1,467 installment agreements on PCA pursued cases. The IRS expects to recoup all
of its costs for the program, including sunk costs, in April 2008. For funds allocated
in FY 2007, all costs were recouped by April 2007.

AIC welcomes the close scrutiny of this program has received. PCAs should be
held to the highest standards in collecting delinquent Federal taxes. PCAs have
fared well under objective scrutiny from Government Accountability Office (GAO)
and Treasury Inspector General for Tax Administration (TIGTA), and have consist-
ently met or exceeded standards and expectations. Unfortunately, some of the criti-
cism that has been leveled against the program is without merit or basis in fact.

Some have claimed that it would cost the IRS three cents to collect a dollar in
unpaid taxes, while PCAs are being paid 21 to 24 cents on the dollar. Data from
TIGTA indicates than when measuring comparable costs, the cost for an IRS rev-
enue officer to collect $1.00 in unpaid taxes is as high as 31 cents. Hiring more IRS
revenue officers would involve recruiting, training, paying salaries, providing bene-
fits and pension coverage, and overhead costs, such as office space, computers, and
telephone service. Further, as IRS has experienced, dramatic increases in the collec-
tion workforce places a temporary drag on the revenue officer cadre until the new
Zmployees can be trained and assimilated into the workforce and become fully pro-

uctive.
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Funds collected by PCAs go directly to the IRS. Because the PCAs do not earn
anything on accounts that make payments within ten days of being contacted by the
PCA, the effective rate for PCAs is about 18.5 cents on the dollar, not the 25 cents
on the dollar authorized by Congress.

If the Congress were to appropriate more funds for collection enforcement, the
money would not be used to collect the delinquent accounts that are being collected
by PCAs. As then-Commissioner Mark W. Everson told the Oversight Subcommittee
on March 20, 2007, “It is not realistic to expect that the Congress is going to give
the IRS an unlimited budget for enforcement, and if Congress provided the IRS ad-
ditional enforcement resources, I believe those resources would be applied best by
al(l)tjgating them to more complex, higher priority cases that are not appropriate for
PCAs.”

Acting Commissioner Brown was even more direct, “In other words, the issue is
not whether the IRS or PCAs can do a better job in collecting this revenue. The
issue is whether the revenue is collected by PCAs or goes uncollected. If the pro-
gram ceased today, the money we are currently investing in the PCA program would
not be reassigned to IRS employees who would then pursue these cases.”

Whether you believe the return to the government is greater if the IRS collects
these debts or if PCAs do, if the dollar is not collected, the return to the government
is the same: zero—which is also the degree of deterrence exerted on delinquent or
potentially delinquent taxpayers.

As the initial implementation phase draws to a close, the IRS and the Congress
will be able to build on this experience and learn how the program can be improved.
In evaluating the program, it will be important to compare apples to apples and to
remember that with the accounts turned over the PCAs, the question is not who
can collect for less, but whether the delinquent taxes will be collected at all and de-
linquency will be deterred.

———

Statement of Rothman

Let me begin by thanking the Committee on Ways and Means for allowing me
to submit a statement for the record on this critical issue. I want to especially recog-
nize the leadership of Chairman Charlie Rangel. Under the Chairman’s steward-
ship, this Committee is once again protecting American taxpayers and I thank him
for his great work.

Mr. Chairman and members of the Committee, I have long worked on this issue
and thank you for taking up the important matter of the privatization of tax collec-
tion. When the Republican-led Congress attached a provision onto H.R. 4520, the
American Jobs Creation Act of 2004, it allowed the IRS to hand over the tax returns
of millions of American taxpayers to private contractors to collect delinquent taxes.
This provision has and will continue to wreak havoc upon our tax collection system
and under the new Democratic majority, this provision must be reversed.

When debating this issue, it is important to consider the compensation rates of
the private collection agencies selected by the IRS to perform the work of IRS em-
ployees. While it costs the government only three cents for every dollar to have an
IRS employee collect taxes, the Bush Administration thought it was wise to author-
ize the payment of almost 25 cents for every dollar collected by a private contractor.

On January 9, 2007, in her annual report to Congress, the IRS’s own National
Taxpayer Advocate Nina Olson identified the IRS’ private debt collection initiative
as one of the most serious problems facing taxpayers and called on Congress to re-
peal the IRS’s authority to use private collection agencies to collect Federal taxes.
The Advocate’s report illustrated why the IRS’ private tax collection program wastes
taxpayer dollars, invites overly aggressive collection techniques, and jeopardizes the
privacy of American taxpayers:

“The IRS’ Private Debt Collection initiative is not cost efficient, adds unnecessary
costs and burdens to taxpayers, diminishes the improved image of the IRS, and sur-
renders too many valuable components of our tax administration system. Therefore,
Congress should repeal IRC § 6306 and thereby terminate the Private Debt Collection
initiative.”

As the Committee may be aware, I offered an amendment to the Fiscal Year 2007
Transportation, Treasury, and Housing and Urban Development Appropriation bill,
which received approval of the full Appropriations Committee, that sought to stop
the IRS from proceeding with this ill-advised tax collection scheme. Unfortunately,
because the Republican-led Congress failed to enact most of the Fiscal Year 2007
Appropriations bills, this Amendment was not enacted into law. I ask now for the
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Committee on Ways and Means to do now what the previous majority failed to do,
which is to stand up for taxpayers and for the integrity of our tax collection system.

Again, I would like to thank Chairman Rangel for his leadership on this issue and
for allowing me to submit this statement for the record.

——

Statement of Sierra Group

Please accept my testimony for the record regarding the major role that the Dis-
ability Preference Program for Tax Collection Contracts can play in reversing the
negative employment trend for Americans with Disabilities, including recently in-
jured Veterans, through the creation of 1000’s of well paying jobs while successfully
recouping millions of dollars in unpaid taxes.

Background:

U.S. Census statistics show that 10 percent of all Americans have a disability. Of
that total, 27 million Americans have a severe disability that affects their ability
to see, hear, walk or perform other functions necessary for the workplace. Assistive
technology is enabling thousands of these individuals to work; however, the unem-
ployment rate for people with disabilities remains more than eleven times the na-
tional rate. Seventeen years following the passage of the Americans with Disabil-
ities Act, which was enacted to prohibit discrimination solely on the basis of dis-
ability in employment, public services, and public accommodations; the unemploy-
ment rate for people with disabilities remains at 70—80%. Additionally, more than
22,000 men and women are returning from the Iraq war, previously employed, now
physically disabled, and in need of a totally different way to earn a living.

Assisting people with disabilities in finding and maintaining competitive employ-
ment is important to society. Despite the fact that a person’s natural talent and
ability can be turned into competitive work skills, American businesses seem to
need a catalyst that will show them how to benefit from hiring people with disabil-
ities. This catalyst that would begin to change the dire unemployment picture for
these persons with disabilities is the Disability Preference Program for Tax Collec-
tion Contracts. Once enacted into law, the initiative will serve as a pilot program
to demonstrate to business the benefits of bringing these men and women into the
workforce, in large numbers. The Disability Preference Program for Tax Collection
Contracts is very well suited to be this catalyst for several reasons, including:

o It will provide well paying jobs with health benefits and 401(k) benefits;

o It will provide jobs that require only a high school education or GED which is
of particular import to returning veterans who have become disabled

o It will provide jobs that are well suited to accommodations, including use of as-
sistive technology

In my 15 years of experience providing services for job seeking Americans with
disabilities, and to employers who hire them, it is often difficult to find work that
is so well suited for those with severe disabilities. The jobs that would be created
by the Disability Preference Program for Tax Collection Contracts involve work from
a desk, computer and telephone, all of which can be readily adapted for people with
the most severe disabilities including mobility impairments, mild traumatic brain
injury; severe vision loss and other impairments.

In addition, finding jobs with sustainable wages and benefits for individuals with
a high school diploma or GED is difficult. Of individuals identified as both unem-
ployed and having a severe disability, nearly 50% of them have an education that
has not culminated in a high school diploma. In fact, nearly 40% of this total is edu-
cated at or below the 8th grade level. The Journal of Rehabilitation (July/August/
September 2002, volume 68, Number 9) addresses the need for accommodations dur-
ing GED testing for adults with disabilities because research demonstrates that peo-
ple with disabilities ages 15 to 20 fail to complete high school at twice the rate as
those without disabilities (41 percent vs. 21 percent). Therefore, those who go on to
successfully gain their GED have even less opportunities than their non-disabled
counterparts.

Given these facts and the opportunities offered by the proposed legislation, the
Disability Preference Program for Tax Collection Contracts is a pilot program that
is certain to succeed in putting thousands of severely disabled men and women to
work in meaningful, well paying careers. The success of this program will serve as
an example that can allow additional opportunities for additional governmental con-
tracts to business to encourage the employment of people with disabilities, at good
wages and with benefits.
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This “business first” approach provides a reason to build upon the numbers of em-
ployees with disabilities a business includes in its workforce by offering an incentive
during the contracting phase, in order to stimulate the hiring of a large number of
qualified men and women with disabilities into our shrinking American workforce.
The need for this program is further evidenced by the GAO Report in 2002 that
found low numbers of businesses routinely using the Work Opportunities Tax Credit
(WOTC), the Disabled Access Tax Credit (DAC) and the Architectural Barriers Re-
moval Deduction. This study which I participated in, found that many businesses
were unaware of the programs. I and others contacted recommended that Congress
take steps to reach out to business to educate them about existing incentives.

I have seen first hand how leveraging assistive technology and training in a third
party debt collection production center gives people with disabilities the opportunity
to obtain the skills they need to be successful tax collectors, and provides them with
solid customer service skills that will be transferable should they wish to move on
to another career. Armed with this career experience, those now on the ranks of the
unemployed will become self sufficient-taxpayers themselves, while acquiring valu-
able employment skills to use in their future.

Regarding the need to create jobs that can accommodate an assistive technology
user, the National Organization on Disability (NOD) study in 1998 revealed that 25
percent of all people with disabilities who work use assistive technology. This same
study also noted that 45 percent of those with disabilities who are unemployed stat-
ed that they would require assistive technology in order to become employed. There-
fore, the Disability Preference Program for Tax Collection Contracts, as a pilot pro-
gram, is well suited to allow this large group of people with severe disabilities to
have a chance to work.

The Disability Preference Program for Tax Collection Contracts contains a re-
quirement that 15 percent of employees hired by contractors in the aggregate across
all contracts, be Persons With Disabilities, and this requirement will result in cost
savings for the American Taxpayer and expanded job opportunities for disabled vet-
erans and other persons with disabilities. For example, in the State of Nebraska,
in 2005, about 5700 Persons With Disabilities were served by vocational rehabilita-
tive services for employment services. Of that number, 1800 were hired or 31 per-
cent. Thus, of the 3900 who remain seeking employment in Nebraska, if only 10 per-
cent were qualified to work as collectors, that would be 390 people, and these num-
bers do not include veterans with disabilities who are traditionally served by a sepa-
rate agency.

Nebraska’s experience is replicated across the country. The U.S. Department of
Education Rehabilitative Services Administration (RSA) 1999 Report regarding peo-
ple with disabilities who would meet the definition contained in the Disability Pref-
erence Program for Tax Collection Contracts indicates that state vocational rehabili-
tation agencies have provided services to more than 1 million individuals with dis-
abilities each year from 1995 through 1999. In 1998 and 1999 they provided services
for 1.3 million individuals and in 1999 more than 85 percent had significant disabil-
ities. Again, this number does not include those who are veterans, another group
of Americans who struggle to find work once disabled.

Given this data, and the reasons outlined that indicate why debt collection is a
job that many individuals with disabilities are qualified and able to perform, enact-
ment of this program would make important progress on America’s promise to vet-
erans and other persons with disabilities to provide full access to our society.

Additionally, the Federal Government, the largest employer in the country, is tra-
ditionally looked to as the largest employer of people with disabilities. Unfortu-
nately, at this time, the overall total of people with disabilities employed in our Fed-
eral Government is under 1 percent. This number is unacceptable in light of the as-
sistive technology accommodations that can be made today. The Disability Pref-
erence Program for Tax Collection Contracts,—in a specifically targeted industry—
will authorize the Secretary of the Treasury to create the structure to hire a tar-
geted 15 percent of the overall, outsourced workforce, Persons With Disabilities, and
therefore serve as a positive model for all private sector companies as well as a nec-
essary example to our Federal Agencies.

In the last 15 years, with the improvements in technology, and assistive tech-
nology, The Sierra Group, Inc., has trained and assisted over 3,500 individuals. Si-
erra has an 80% success rate—success being defined as four years after an indi-
vidual is provided with assistive technology or training for vocational and edu-
cational purposes, they are still utilizing the services provided. Every day in Amer-
ica, thousands of job seeking people with disabilities are turned away by businesses
that have not seen the proof that these people can work. This travesty in unemploy-
ment must be reversed if we are to be a fully inclusive society that values diversity
in our workforce. American businesses obviously need and require both a straight-
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forward incentive and a successful pilot program to prompt them to recruit, hire,
train, and accommodate workers with disabilities. Congress and the Federal Gov-
ernment have a unique opportunity to make this happen simply by passing the Dis-
ability Preference Program for Tax Collection Contracts.

——

Statement of the Tax Fairness Coalition

Chairman Rangel and Members of the Committee, thank you for holding today’s
hearing on the IRS’ Private Debt Collection program. We appreciate the opportunity
to share the views of the Tax Fairness Coalition about this program and respond
to some of the concerns raised about this public-private partnership.

The Tax Fairness Coalition represents a group of private collection agencies com-
mitted to helping the IRS close the $345 billion tax gap. The undisputed delinquent
tax debt collected and returned to the U.S. Treasury can provide vital funds for gov-
ﬁrlrllment services while reducing the tax gap burden on the average American’s tax

ill.

Members of the Tax Fairness Coalition include AllianceOne Receivables Manage-
ment, Inc., Allied Interstate Inc., The CBE Group, Inc., Financial Asset Manage-
ment Systems, Inc., Linebarger Goggan Blair & Sampson, LLP, and Pioneer Credit
Recovery, Inc. The CBE Group and Pioneer Credit Recovery are currently partici-
pating in the limited implementation phase of the IRS Private Debt Collection Pro-
gram. The Coalition is a project of ACA International, an association of professional
collection companies.

Since this program began in September 2006, the participating members of the
Coalition have worked diligently to ensure that we just didn’t meet, but exceeded
the expectations of the IRS. When it comes to operations, we are going beyond the
letter of the law and Section 6306 of the IRS.

Our professionalism and upfront investments in technology and training are pay-
ing off. To date, we have collected approximately $20 million, earned exemplary cus-
tomer satisfaction and professionalism scores, and have helped the IRS close the es-
timated $345 billion tax gap.

Despite our success, some critics who do not believe this program should continue
and expand. We obviously do not agree with their conclusions and appreciate this
opportunity to set the record straight about how the program works, our successes,
and answer some of the myths and rumors about the initiative

This program has its origins in the American Job Creation Act of 2004 (P.L. 108—
357), which allowed the IRS to enter into contracts with private debt collection
agencies to recover delinquent taxes of relatively small assessed and undisputed tax
amounts. The impetus for the program began as Congress looked for ways to reduce
the $345 billion tax gap. This enormous sum of money—which is the difference be-
tween the taxes owed and what’s paid—creates a $2,700 “tax gap burden” or sur-
charge for law-abiding taxpayers.

The IRS reviewed the credentials of 33 companies for participation in the initial
phase of the program. Three companies were initially chosen to enter into contracts
that began in September 2006. This limited implementation phase runs through
March 2008. The IRS estimates that between $1.5 and $2.2 billion in delinquent tax
revenue could be collected over a 10-year period through its Private Debt Collection
Initiative.

This program also has a significant job creation element for the IRS. A portion
of the funds that are collected go directly to the IRS to fund enforcement efforts,
which may include hiring additional personnel. This element of the program is an
area we feel the Congress may want to examine as a way to encourage more collec-
tion efforts at the IRS.

In addition to helping close the tax gap and creating new jobs at the IRS, the pri-
vate collection agencies working on the contract are operating well, affording delin-
quent taxpayers all rights and protections provided under the law, as evidenced by
the following successful outcomes:

e Customer service satisfaction—private collectors have achieved 95% satisfaction
ratings, while IRS personnel have received ratings of 63.1 percent;

o Perfect score of 100% for professionalism and 98.1% for regulatory and proce-
dural accuracy;

e Secure, monitored collection processes with no instances of abuse, loss or fraud
with taxpayer information;

e Exemplary compliance in following all laws and regulations governing their col-
lections activity; and
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o Positive remarks and evaluations from officials charged with overseeing the pro-
gram, including the Treasury Inspector General for Tax Administration and the
Government Accountability Office.

According to a letter dated May 21, 2007 from Senator Charles Grassley to Treas-
ury Secretary

Henry Paulson, the IRS’ Return on Investment (ROI) “is about 4 to 1” on aver-
age—basically the same as the projected ROI for the Private Debt Collection pro-
gram, which is estimated to be “between 4.0 to 1 and 4.3 to 1, once the program
is in steady state.” These new IRS figures are in stark contrast to past figures citing
the IRS’ ROI to be 10 to 1, 20 to 1, and higher. The numbers indicate that the PCAs
are a cost-effective solution to collecting delinquent taxes. In other words, the IRS
estimates it spends 25 cents for every tax dollar brought in, while the private collec-
tion agencies earn an average “effective rate” of 17.3 cents on the dollar.

As former IRS Commissioner Mark Everson and Secretary Paulson have stated
in testimonies before Congressional Committees, the IRS Private Debt Collection
program is helping to clear a backlog of cases that would not be touched by IRS
employees, even if Congress provided substantial new resources to the IRS.

The private collection agencies’ record in customer service and compliance is fur-
ther proof of the critical service and invaluable assistance they provide to the IRS.
The private debt collection agencies generate funds sent directly to the IRS that go
to the U.S. Treasury to help reduce the tax gap. Indeed, without this important
service, the tax gap would continue to grow.

Tax Collection: Inherently Governmental?

When the IRS Oversight Board met earlier this month to discuss the status of
the IRS Private Debt Collection Program and the IRS FY2009 budget it reported
that, “Overall, this program seems to be working well—Through this program, the
III{S has found a way to reach a specific segment of the non-compliant taxpayer pop-
ulation.”

This initiative is forward-thinking in the sense that private sector firms are being
asked to partner with the IRS. With this in mind, however, it should be noted that
the IRS actually lags behind many States and other Federal agencies that partner
with the private sector to collect delinquent income taxes and other governmental
debts such as non-tax delinquencies and defaulted student loans.

State governments and agencies have been working in partnership with private
collection agencies for more than 25 years. Forty-one States currently employ pri-
vate collection agencies to recover delinquent income taxes and other government
debts. Thirty-four States collect delinquent income taxes. Hence, collecting delin-
quent taxes and other government fines is not an inherently governmental function.
Rather, the use of professional collection agencies who have invested millions of dol-
lars in technology and training is simply an efficient use of taxpayer dollars. In fact,
the Congressional Research Service has determined in an analysis conducted in
2006 that the IRS use of private debt collection firms is not an inherently govern-
mental function due to the very limited nature of the program’s scope and authority
provided to private collection firms.

In addition to complementing the IRS, other Federal Agencies, States, and local-
ities in its own collections, private collection agencies have supported thousands of
jobs nationwide. In 2005, private collection agencies employed 426,700 workers with
a payroll of $15 billion, according to the Bureau of Labor Statistics. As an industry,
the private collection agencies returned $39.3 billion in collections to the U.S. econ-
omy, saving the average American household $351.

The reality is that if the private collection agencies were not collecting these de-
linquent taxes for the IRS, no one would. There are millions of Americans who owe
acknowledge they owe Federal income taxes but have not been contacted by the IRS.
Often, it simply takes one contact to have a taxpayer send in a check to the IRS
or set up a payment plan that’s been authorized by the agency. And when they pay
within ten days of being assigned for collection to these firms, the companies work-
ing on the contract receive zero compensation.

These are not relatively large tax debts that are owed, either. Rather they average
around $5,000 going up to about $25,000 and the amount owed is not in dispute.
The problem is that the IRS does not—and will not anytime soon—has the staff or
the required systems to contact these individuals as the private collection agencies
can. The IRS takes a pyramid approach when it comes to collections and works on
the larger debt cases first. Those more complicated and large collection cases re-
quirectli a level of sophistication for which the IRS and its professional staff are best
suited.

Our efforts are complementary to the IRS. Not one single IRS employee has lost
or will lose his or her job or be displaced because of this program. Indeed, this pro-
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gram is structured so that it could fund additional IRS collections positions—and
without an additional appropriation from Congress.

Members of the IRS Oversight Board alluded to this complementary effort in a
recent release, noting that the IRS Private Debt Collection program “helps the IRS
focus its resources on more complex cases.”

Furthermore, the IRS is authorized to use the first 25 cents of every dollar col-
lected by the PCAs for enforcement efforts, including hiring new collection employ-
ees. Based on a previous analysis conducted by the Coalition, at current collection
rates, about $5 million will go to the IRS, which could fund 33 collection positions
right now at the IRS. Based on the $1.5 billion estimate, roughly $60 million a year
could then be available for the IRS to fund the employment of close to 400 new col-
lection officers. This is based on the $150,000 average cost to train, provide salary,
benefits, bonuses, taxes and overhead for an IRS function collection officer, accord-
ing to data from various Federal Government reports, including readily available
dagal Zuch as GS pay schedules and information from the IRS Oversight Board and
TIGTA.

Clearly the benefits of this program only strengthen the IRS’ own efforts and en-
courage the Federal Government to be even more innovative in using and leveraging
its resources to collect money it is owed.

The Issue of Cost

There has been much misinformation about whether the IRS could collect these
delinquent taxes cheaper than private collection agencies. According to IRS data,
the true cost of collections for the agency is about 25 cents on the dollar when one
takes into account that, unlike private collection agencies, the IRS has available to
them tools that the private sector doesn’t. These tools include the ability to com-
promise accounts, issue numerous automated demand letters and seizure of assets—
both personal property and funds in bank and brokerage accounts—to satisfy a tax
debt. Private collection firms do not possess these inherently governmental tools or
powers—and are only authorized to set up voluntary payment arrangements with
delinquent borrowers.

The companies participating in this initiative are actually recovering these tax
debts at a cost of roughly 17.3 cents on the dollar. This “effective rate”—or their
commission—is significantly lower than the 25 cents authorized as part of the com-
panies’ contracts with the IRS. And the costs actually will continue to go down as
the volume of cases the companies receives and handles increases.

From a cost perspective, the program is yielding significant results on behalf of
the American taxpayer. The IRS has turned over 37,869 cases worth $255 million
in unpaid taxes to the PCAs since the limited implementation phase of the program
began. To date, more than $20 million has been collected with more than $16 mil-
lion going to the Treasury.

The program, as noted before, also helps fund IRS enforcement efforts, which
could include hiring new collection personnel. So far, about $5 million has gone to
the IRS. This is a savings multiplier for the American taxpayer in that delinquent
taxes are collected and funds are provided through the program for additional en-
{’orcgment efforts to help close the tax gap and its associated $2,700 per taxpayer

urden.

Securing Taxpayer Security and Ensuring Rights

When it comes to protecting taxpayer data and ensuring their rights, the private
collection agencies working on this contract takes its responsibilities seriously. Pri-
vate collection agencies abide by even higher standards for security and privacy
than those mandated for government collections programs. The PCAs taking part
in the PDC program operate in accordance with IRS rules as well as the Fair Debt
Collection Practices Act, Fair Credit Reporting Act, and all other applicable Federal
and State collection and privacy regulations. Participant company employees—f{rom
collection personnel to managers to information systems personnel must pass an ex-
tensive background check.

To protect taxpayers’ privacy, the IRS provides PCAs with only the taxpayer ID
number, address, tax year, and amount of taxes owed. PCAs use this limited infor-
mation to contact taxpayers and help them enter into voluntary repayment agree-
ments. Taxpayers’ tax returns, wage or employer information, and other sensitive
taxpayer data never leave the IRS.

It should be noted that PCAs do not have the authority to compel an individual
to speak with them. Taxpayers speak with private collection agency representatives
voluntarily. When they are contacted, taxpayers are informed that they may also
ask to have their case referred back to the IRS. According to the National Taxpayer
Advocate’s 2006 Annual Report to Congress, only one-half of 1% of taxpayers con-
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tacted by PCAs had requested to deal directly with the IRS. Also, less than one
quarter of 1% of those taxpayers contacted by the PCAs have filed complaints with
the IRS. Only one complaint, which was from a company not currently working on
the program, was found to be valid by the IRS, according to the IRS Oversight
Board.

In fact, the Treasury Inspector General for Tax Administration has singled out
the program for diligently working to protect taxpayer data and ensure their rights.
“Overall, the IRS effectively developed and implemented several aspects of the Pro-
gram, thus providing better assurance that taxpayer rights are protected and Fed-
eral tax information is secure,” according to a report issued by TIGTA in March
2007.

The report noted that “contractor employees were adequately trained, background
investigations were completed, telephone call monitoring and oversight procedures
were established, and computer and physical procedures were established before
cases were assigned.” Also, the report stated that contractors “implemented a strong
system of computer and physical security controls.”

TIGTA also stated that private collection agencies were receptive to recommenda-
tions for contract improvements and implemented them. Furthermore, security con-
cerns were addressed prior to any tax cases being sent to the PCAs and “therefore,
the contractors had not yet received Federal tax information.”

This report clearly shows that the program is making progress collecting delin-
quent taxes in an ethical, professional, and security-focused way. Even though the
contractors already had extensive security and privacy measures in place, there are
always areas for improvement and as the report notes PCAs and the IRS responded
promptly and effectively to TIGTA’s additional recommendations to ensure the serv-
ice delivers only the most ethical and strongest integrity while exceeding all finan-
cial and quality service expectations.

The Program’s Future

This Committee is keenly aware of our country’s fiscal situation. Collecting every
dollar counts when it comes to being able to fund current Federal Government pro-
grams and meet future challenges. This is where Private Debt Collection program
comes into play.

Currently the program is in its limited implementation phase. It is a time to in-
corporate the lessons learned during this limited implementation phase and incor-
porate industry best practices to further enhance the tax collection system. When
necessary improvements have been identified, as has been noted by independent
government organizations, the IRS and the PCAs corrected them quickly and to the
benefit of the taxpayer.

As we have stated before, this program complements the efforts of the hard-work-
ing people at the IRS. We do not wish, nor do we want, to be a replacement to this
agency. Use of PCAs is only part of the solution and we encourage Congress and
the IRS to develop a comprehensive set to programs and tools, including the con-
tinuation of the PDC program, to alleviate our national tax gap. Therefore, our fu-
ture is simply based on the overwhelming numbers of cases that are out there that
the IRS—even if it were to hire an additional 1,000 collection agents—would never
reach. Each year it is estimated that $20-billion goes permanently uncollectible be-
cause of the 10-year statute of limitations. We want to continue working with the
IRS for the benefit of the American taxpayer.

O



