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POLITICS

IRS Rides the Ups and Downs of Congres:

Onetime Critics of Tax Agency’s Zeal Now Clamor for Tougher

By Joex D. MoKimmoN
Staf R eparior of THE Walo!, BrrEer Talgmat

WASHINGTON—Four years ago, lead-
ers. of the Senate Finance Committee
tiashed the Internal Revenue Service as
heavy-handed and pushed the apency to
ease i6s pursuil of tax dodgers, Audits and
penaliies, property liens and seizures, de-
clined steadily.

Now many of the same politicians are
pradding the 1RS again—to be fougher.
And audits and penalties are on the: rise.

The swing of the political pendulum
will beon full display Thursday, when the
sendte’s fax experts hold & hedring de-
sipned 1o boosl TRS tax-complinnce ef-
forts. The headline-grabbing witness lisi
includes at least one jailed tax-shelter
user and vietims of illegal tax gimmicks.
Tax pzency leaders are being portrayed
lerofeally by the politichans, dnd are be:
ing asked to testify about their pursuait of
those villains, A commitiee press release
gives the event this marques: “Hearing on
Bchemes, Seams, and Cons... The IRS
strikes Back.”

Back in 1997 and 1998, the same commit-
tee also held headline-grabbing TRS hedr-
ings. At the time, the stars were small-busi-
ness owners and others who had been the
vietims of raids by gun-toting TRS dgenls.
The agents, meanwlile, testified behind
sereens with voice distorters aboot how
they ruiped Tamilles and businesses: in
reckless pursuit of hack taxes,

“The IRS has used secrecy and intimi-
dation to bide its abuges,” lowa Republi-
can Jen. Charles Grassley, o veteran Fi-
nance Committee member, said back then.
“That's why it is ecritical thal Congress
commit 1o sustained and ageressive over-
sight of the TRS in the fulire.”

This year, Mr. Grassley helped organize
the coming hearings and mikes a point of
publicly cheerleading new enforcement ef-
forls, When the IRS announced this past

month it hacd taken the extracrdinary step
of cracking longstanding privacy restric-
tions 1o abtain more than one million
records of offshore credit-cand transictions
in pursuit of tax evaders, Mr. Grassley. is-
sued a press release saying, "T'm glad o
spe Lhe TRS following. up so ageressively”

Throuphout American history, political
opinions aboul tax collection have swung
bretween outrage over chealers and indig-
nation over the sovernment’s sometimes-
zealous - attempts to catch them. Wide
spread reports of slipping eemplisnce led
Congress in the 19805 and early 19908 1o
boost the IRS budget and urge the agency
te-step up enforcement, Complaints abeut
the extremes of thal campaign in turn ed
Compress 10 pass the stringent 1998 laws
tying the IRS's hands:

During the past few months, the poeliti-
cal focus has torned to a percelved explo.
sion of tax avoidance, with the Enron
Carp. scandal giving the issue extra mo-
mentm, Even though Enron: executives
haven't been aceused of tax evasion, they
have cast o spotlight on dicey financhal
dedlings by rich executives.

And although the RS s ostensibly an
independent agency, such congressional
ool swings ke & big difference in how
it goes abont s job,

AT you see [he chairman and ranking
mernber of the Finance Committee express-
ing concern Aboul compliance in a particu-
lar area you can be sure the service is
going to respond and provide the neces-
sAry rosources,” said Ronald Pearlman, a
Georgelown University Eaw Center profes-
sor and a former Treasury tax official.

Beyond mere exhortation; Mre Grass
ley, the ranking Republican on the Finanee
Committes, and Montana Demoeratic Sen.
Max Baucus, the chairman. have become
active participants of sorts in the IRS's
major investigations  Into offshore  ac-
counts, tax-shelier transactions and other

schemes, Working on a hipartisan basis,
Finanee Committes staffers have met with
IES officials pnomore than hall-a-dozen -
casions in recent menths, pushing the
dgency to act swiftly on offshore credit-
card accounts, us well as on tay shelters
promaoted by Bip Five accounting firms and
ather well-paid advisers.

Officials even are making il clear tha
the Finance Committes’s enormous power
now 15 available to baek up the IR, in

Sen. Grassley explains his
support for the IRS as an
attempt at ‘breaking the
back of tax cheats.’

ease it runs into problems getting coopera-
ton from (he major companies Involved,
“They've prabably been Tortified knowing
we'r behind them...,” says one comrnit-
tee aide, adding, “it's been helplul for
them fo get a clear signal that Finance
wanted them o perform héir rofe.”

The commillee also is using its weizh

“to put gentle but firm pressure o the IRS,

Mr. Baucus has dsked the Gemeral Ac-
cotntlng Office, the conpressional waleh-
dog apency, o menitor IRS efforts in pur-
siing fax avoidanee,

ML Grassley acknowledzes noan inter-
view that his recent acts are “a little out of
character” Bul, be acds, "T see sucha drive
Iy peple whi want to aveld taxes and their
ingenuity, that I'm poing o opt for & little
while on breaking the back of tax cheats.”
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After hearings in the late 19905 on tax
eney abises, Congress passed far-reach-
& oyerhaul legislation that recrganized
eagency virtually from top to battom: It
so quickly brought IRS enforcement sc-
Aty wirtually to s standstill —partieularty
crequiring the firing of agents who vio-
ted certain code-of-conduct rules.

Congress also was In the process of
astling the IRS budget, theraby further
ducing the number of agents available
Foandit work,

For the fiscal year ended Sept. 30, 2000,
e IRS audited just 0499 of individial
¥ returns filed, less than g third of the
vl 0fF returns aondited for fiscal 1996,
1en the agency looked al 16T% of re-
rng. The drop was espectally sharp
nang high-income txpdyers, or those
aking: 2100000 o mere, The audit rate
1 from 3219 in 1996 1o 0.96%: in 2000, Tn
I, the TRS conducted just 174 seizores of
operty dgainst taxpayers—down from
49700 1996,

As the IRS was scaling back-its enforce-
et dodges including tax shelters and
Fshore aeconnts were proliferating, M
assley says he sees no conpeetion be-
een singressional actions and the rise

tax: cheating, however, "1 think it's a
rect result of the shelter industry,” Mr,
assley says, “Thal was in progress a
1@ e hefore 1998, And Tthink it's g0t a
e of its own unrelated to any reforms.”

S0me experts. disagree. Congression-
» mandated reorganization sapped the
BNCY'E  resonrces,  savs Domild | Alex-
der; an IRS commisgioner in the Nixon
minigtration, while the provision for fir-
roagents who committed any of the so-
Hed deadly sins “was vast overkill amd it

The IRS Is Back in Favor

Four years aga, the Senate Finance Commitles bashed the IRS for heavy-handed
enforcement and tock away agency powers. This week, the same body s urging tax

aolleatars (o be more ageressive,

aenei,
March 25, 2002:

Ser Cheles Clrassley

thase who Gl being dmericans
It distifee their American foe obligrtion. Sinee bar cheals
are prdlessly creative, the FRS feas to b jist us creative

foy citfele the crooks, "
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As Congress reversed course..,
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seured the dayliphts out of IRS people”
RS leaders added o the prablem by allo:
caling Lo many resources o restructur-
ing, Mr. Alexancder said.

[BS officials say the drop in enforce-
ment was driven largely by shifting con-
gressional priorities, incloding the long-
Lerm staffing culs; as well as the workload
increases, training needs and  other
changes stemming from the 1998 [aw. In
respumse o cengressional demands for bet-
ler customer service, some complignes
apernts also were redeployed 1o help tax-
pavers during filing season. Now, with
staffing on the upswing; “'we aren’t just
moving an imaginary pendulum one way
or - ancther,” IRS Commissioner Charles

Rossoit] said recently, "We are improving
the entire way the IRS works.”

Puring the past year, IRS enforcement
actions have started to increase agdin, In
fizcal year 2000, the audit rate rose to
0 68%—510ll well below levels of the
mid-18005, but the first uptick in- years.
The number of seizires also increased in
200, s did liens and levies imposed on
errant taxpayers. TRS offfcials say those
figures are expected to keep going up this
vear and in the foreseeable future,

“AS ane who is concerned about the
effective administeation of the tax laws,”
M. Alexander sayvs, "I'm greatly in favor
of the current approach.”




