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Inflation Reduction Act, Pub. L. No. 117-169

• $45.6 billion for tax enforcement activities including hiring new 
examination agents, providing legal support and investing in 
“investigative technology”

• $25.3 billion for operations support, including improved 
telecommunications and information technology

• $3.2 billion for taxpayer services including filing support and account 
services

• $4.8 billion for business systems modernization projects



Released April 6, 2023
• Outlines how the IRS plans to deploy the increased Inflation Reduction Act 

funding under five specified objectives and 42 distinct initiatives:
• Objective 1: Improve Taxpayer Service (12 initiatives)
• Objective 2: Issue Resolution (7 initiatives)
• Objective 3: Expand Enforcement (7 initiatives)
• Objective 4: Technology, Data and Analytics (8 initiatives)
• Objective 5:  Workforce (8 initiatives)



Fiscal Responsibility Act of 2023, Pub. L. No. 
118-5

Debt ceiling legislation signed into law on June 3, 2023

• Rescinds $1.4 billion in previously authorized FY 2023 funding for IRS 
“enforcement and related activities”

• Also understood to repurpose an additional $20 billion in FY 2024 and 
FY 2025 IRS funding, cutting the $79.6 billion in funding provided for by 
the Inflation Reduction Act



Current Developments Illustrate the Challenges

• FY 2024 IRS Appropriations
• Senate Appropriations Committee mark-up of Financial Services and General 

Government Spending Bill, keeping IRS budget flat at FY 2023 levels while clawing 
back $10 billion in IRA funding

• House Appropriations Committee mark-up reduces IRS’s budget by 9 percent 
from FY 2023 levels and claws back $67 billion of IRA funding

• September 8, 2023 IRS Enforcement Announcement
• Outlining efforts to “restore fairness to tax system with Inflation Reduction Act 

funding”
• “Major expansion” of high-income/high wealth and partnership compliance work
• “Targeted compliance” and “helping working taxpayers through improving 

compliance selections”



Defining the Role of the IRS

• Continuing the Move Toward a More Effective, Trusted and Inclusive IRS

• Cultural Framework Arising From IRS’s Historic Focus on Revenue Collection 

• More Recent Shift in Role of the IRS as a Benefit Funder Without 
Commensurate Shift in Cultural Framework

• IRS Leadership Considerations

• How to Continue Moving Toward IRS 2.0?



Impact of the IRS Budget Process
• President’s Annual Budget Proposal

• Appropriations Committee Consideration of Treasury Budget

• IRS Budget Dynamics Drive Chasing of Often Misplaced Metrics

• “Tax Gap” and Revenue Estimating
• Differing approaches of Joint Committee, Congressional Budget Office and 

Treasury Office of Tax Analysis on e.g., revenue effect of IRS funding  increase
• Compare, e.g., Natasha Sarin & Lawrence H. Summers, Shrinking the Tax 

Gap: Approaches and Revenue Potential (Tax Notes Nov. 19, 2019) 

• Impact of IRS Budget Dynamics on Innovation, Progress and Risk



Enforcement Focus + Budget Process
• IRS’s Historic Focus on Tax Collection Creates a Cultural Mindset in Conflict With 

Inclusiveness and Transparency

• All Large Organizations Have an Institutional Bias Against Risk
 

• Budget-Driven Focus on Narrow Metrics 
• Increases in enforcement rather than improving compliance
• Traditional revenue measures do not take into consideration strategies known 

to improve compliance, e.g., improved form design, increase in published 
guidance, settlement initiatives

• Need to Identify and Address These Drivers Moving Forward
• Expand the compliance measurement metrics
• Reward risk taking and creative approaches, even when they fail



Maintaining & Increasing Voluntary Compliance
• The goal of most, if not all, tax administration activities is to maintain and 

increase voluntary compliance by reducing taxpayer burden and meeting 
current service expectations (e.g., on-line account access)

• This goal is reflected in The IRS Mission Statement: 

Provide America’s taxpayers top quality service by helping them 
understand and meet their tax responsibilities and enforce the law with 

integrity and fairness to all. 

• Despite “service” coming before “enforce” in the mission statement, 
Americans are more likely to associate the agency with the 

     latter, rather than the former  



• Last March, the Pew 
Research Center asked 
Americans whether they had 
a favorable or unfavorable 
opinion of 16 federal 
agencies

• The IRS was the least 
favorable agency and the 
only agency most Americans 
view unfavorably



Maintaining & Increasing Voluntary Compliance
• The Pew results continue a recent downtrend in public trust in the IRS
• Highlighted in the most recent IRS Comprehensive Taxpayer Attitude 

Survey (CTAS) for the 2021 Tax Year 
• A third of Americans “completely” or “mostly disagree” that they trust 

the IRS to help them understand their obligations 
• Taxpayers’ trust in the IRS to fairly enforce the tax laws dropped to its 

lowest percentage since 2014 (66% compared to 72% in 2020)
• Compared to the 2020 CTAS, more taxpayers believe that the IRS 

devotes too much of its resources to enforcement activities and not 
enough to its customer service programs 
• A minority, 39% of taxpayers, believe the IRS maintains a 
     proper balance between service and enforcement  



Maintaining & Increasing Voluntary Compliance
• Despite public (and political) perception around enforcement, service and 

automation play a much larger role in fulfilling the IRS’s mission
• Audits and Enforcement are only a small piece of the puzzle, with ~$68 

billion collected annually through enforcement action out of ~$3.3 
trillion in “total true tax liability” (2014 – 2016 tax gap estimates)

• Beyond the ~$68 billion in reported annual enforcement revenue, the IRS 
must have ways to measure how its actions, tools, and programs maintain 
or increase voluntary compliance

• Positive perceptions of enforcement that run counter to taxpayer 
sentiment have had an outsized influence on IRS operations



Budgetary Bias Toward Enforcement

• Historically, additional funding, in excess of applicable spending ceilings, has 
been available for IRS enforcement through a mechanism known as the 
“program integrity cap adjustment” 

• Under this mechanism, additional funding for IRS enforcement programs 
generally does not count against otherwise applicable spending ceilings as 
long as: 

1) The IRS’s existing enforcement base is fully funded; and
2) A determination is made that the proposed additional expenditures 

will create a return on investment of greater than 1:1



The Necessity of Program Integrity Cap 
Adjustments

• The IRS Congressional Budget Justification and Annual Reports for 2020-2022 
proposed Program Integrity Cap Adjustments of between $311 million and 
$416 million
• These funds were used to increase Audit and Collection Coverage and 

operations support for enforcement efforts 

• IRS funding from Program Integrity adjustments has always been limited to 
enforcement activities 

• Before the Inflation Reduction Act, IRS budget cuts had eroded funding for 
enforcement



• Despite hundreds of millions of 
dollars in funding for Program 
Integrity Adjustments in 2020 
and 2021, overall funding for 
enforcement and operations 
support activities was much 
lower than just a decade before 

• Program Integrity Cap 
Adjustments were necessary to 
sustain an underfunded IRS 



Rethinking Compliance
•  Service-centered measures can generate a positive return on investment

• The Taxpayer Advocate Service (TAS) has studied the impact of 
education letters on EITC compliance 

• Using sample sizes of about 8,400 returns and a comparable control 
group of more than 16,000 returns, TAS concluded that:
• Where an EITC claimant error was not meeting the relationship 

test, the TAS letter enhanced compliance for the following three 
years

• Where an EITC claimant error was not meeting the residency test, a 
TAS letter that included an extra help phone number enhanced 
compliance for the following two years



• While the IRS limits Program Integrity funding for enforcement activities, 
the Department of Health and Human Services incorporates enforcement 
and education into Medicare and Medicaid Program Integrity Planning 
• Medicaid Integrity Institute – Provides both classroom training and 

distance learning webinars to enhance the professional qualifications 
of state Medicaid integrity staff nationwide

• Online Resources for Provider and Beneficiary Education – Infographics 
and additional resources posted on the Centers for Medicare and 
Medicaid Services website

Rethinking Compliance






