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(1) 

FILING YOUR TAXES: AN OUNCE OF 
PREVENTION IS WORTH A POUND OF CURE 

THURSDAY, APRIL 12, 2007 

U.S. SENATE, 
COMMITTEE ON FINANCE 

Washington, DC. 
The hearing was convened, pursuant to notice, at 10:02 a.m., in 

room SD–G50, Dirksen Senate Office Building, Hon. Max Baucus 
(chairman of the committee) presiding. 

Present: Senators Lincoln, Wyden, Stabenow, and Grassley. 

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR 
FROM MONTANA, CHAIRMAN, COMMITTEE ON FINANCE 

The CHAIRMAN. The hearing will come to order. Benjamin Frank-
lin once said that an ounce of prevention is worth a pound of cure. 
It is an old expression, but no less true today than when old Ben 
said it over 200 years ago. 

We keep fire extinguishers in our homes in case a fire breaks 
out. We take vitamins every day with the hope they keep us 
healthy. We believe that these are good up-front actions we can 
take to prevent bad things from happening later. 

Today’s hearing will demonstrate that up-front measures are 
necessary to prevent inaccurate or false tax returns from being 
filed. The quality of tax return preparation has a direct effect on 
tax compliance as it applies to the tax gap. 

The IRS says the tax gap—the difference between taxes legally 
owed and taxes timely paid—is, in gross sense, about $345 billion 
every year; that is, legally owed but not collected—$345 billion a 
year. 

The IRS says we have a voluntary compliance rate of 84 percent. 
Raising that voluntary compliance rate by 1 percentage point will 
yield an additional $25 billion each year to pay for priorities like 
children’s health care, energy independence and other issues, and 
other matters, without raising taxes on anyone. 

Allowing tax non-compliance to continue is unfair to the majority 
of our Nation’s taxpayers who pay the taxes they owe. Not forget-
ting that we are very quickly coming upon a deadline date for filing 
our returns, it is a very appropriate time to be addressing this 
issue. 

Last year paid preparers filled out 60 percent of the individual 
tax returns that were filed—paid preparers, 60 percent. That 
means that the accuracy of 80 million tax returns depends on the 
education, skill, and integrity of tax professionals. 
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Given the enormous effect of compliance on the tax gap, it is rea-
sonable to expect that tax preparers will meet high standards of 
competency and trustworthiness. I know many fine tax preparers 
in my own State of Montana. The vast majority are honest, they 
are professional, they make every effort to stay up to date so the 
returns they prepare are accurate. 

Unfortunately, that is not always the case. Anyone can hang out 
a shingle. Anybody can charge fees to prepare a tax return without 
passing a single test or establishing that he or she can be trusted 
with the Social Security number and other personal and financial 
information. 

The problem is much broader than that. Every year millions of 
taxpayers flock to national preparation chains confident that their 
tax returns will be prepared accurately and their personal informa-
tion will be protected. Yet, last year, the Government Account-
ability Office conducted an undercover investigation for the Com-
mittee and found that 19 out of 19 preparers at national chains 
filled out very simple tax returns incorrectly. That is, all of the 19 
examined improperly filled out their returns—all 19 of the firms 
that were examined by the GAO. 

These preparers took dependents and exemptions they should not 
have, failed to report cash income they should have. Some failed to 
follow due diligence procedures with the earned income tax credit. 
The GAO referred these cases to the IRS for appropriate action— 
all of them—referred to the IRS. 

Tax preparation firms have an obligation to ensure that the qual-
ity of the returns prepared under their purview is topnotch. To do 
this, they must provide training, establish basic competency stand-
ards, and monitor the quality of client interviews as the tax re-
turns are being prepared. They need to hire professionals. They 
need to hire persons with integrity. IRS must also step up to the 
plate with effective oversight for tax preparers. 

Last week, the IRS—and the Department of Justice, I might also 
add—issued civil injunctions on franchises of a major national tax 
preparation firm for using phony W–2s, creating false businesses, 
and claiming exorbitant credits. I commend the IRS and the De-
partment of Justice for strong enforcement of these egregious cases. 

However, although injunctions are impressive and effective, few 
preparer oversight issues rise to the level of an injunction. That is 
why the IRS must not shortchange the day-to-day routine of pre-
parer oversight. 

It has been a full year since the GAO conducted its undercover 
investigation, and, to our knowledge, the IRS has not contacted 
preparers, has failed to initiate any audits in connection with the 
undercover operation, and so far the IRS follow-up has been de-
layed by more studies, more red tape, more bureaucracy, and I 
think it rises to the level of an outrage. 

The IRS’s failure to take decisive action on these high-profile 
cases that may not rise to the standard of an injunction sends a 
message to other preparers that it is okay to be incompetent, it is 
okay to cheat the government just a little bit. 

Obviously, the IRS cannot visit each paid preparer. That is why 
it is important for the IRS to have robust up-front processes so it 
knows the caliber of those who are authorized to file returns, both 
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on paper and electronically. That is why the IRS must clamp down 
on the use of stolen identities to file fraudulent tax returns. 

That, too, is becoming a much greater issue. It is so easy these 
days, electronically, to engage in identity theft, so easy to steal 
one’s identity, Social Security number, and other forms of identi-
fication. It is so easy to end up filing a return, ask for a refund— 
it is so easy to do these days. All done without the aid or assistance 
of a preparer—just done by individuals who, on their own, figure 
out how to game the system very effectively. 

So, I urge us to do all we can today to get to the heart of this, 
that we give some confidence to Americans who are filing their re-
turns. Clearly, our voluntary system is further shaken by more rev-
elations, by more problems, by a feeling that, heck, the IRS is not 
doing its job. Then voluntary compliance becomes a bit shaky. That 
is clearly something we cannot let happen. 

Today’s witnesses will bear out Mr. Franklin’s wisdom. Their tes-
timony will demonstrate that our Nation’s tax system is only as 
good as the quality and ethics of our nation’s tax preparers. And 
also the competence of the IRS to assure that bad people do not do 
bad things on their own, with or without preparers. 

The Commissioner will describe the IRS’s efforts they say they 
are conducting to oversee preparers and also with respect to the fil-
ing season processes. I am very interested in hearing what he has 
to say. 

Eileen O’Connor will relate how identity theft increasingly is 
being used in connection with fraudulent claims. She will tell the 
committee about recent injunctions in connection with scams and 
schemes perpetrated by unethical preparers and promoters. 

Michael Phillips and James White will talk about the IRS filing 
season processes and whether they are effective, in their judgment, 
at deterring and detecting filing abuses. 

And, Mr. Evangelos Soukas, currently serving a sentence for 
crimes including identity fraud and submitting fraudulent claims 
to the IRS will explain to us, to the world, how he received thou-
sands of dollars in fraudulent refunds from the IRS by using stolen 
identities before he was apprehended. And, I might say, he was dis-
covered not by IRS, but by the FBI in relation to other crimes, 
other investigations with respect to Mr. Soukas; it was not by IRS, 
not directly. 

Together these witnesses will demonstrate that paid preparers 
substantially affect the level of tax compliance. Filing season proc-
esses are vulnerable to abuse today. Their testimony will lay the 
foundation for legislation that Senator Grassley and I will intro-
duce again to strengthen the regulation of paid preparers and to 
protect the security and privacy of our country’s taxpayers and to 
secure the privacy of Americans’ private financial information. 

I thank the witnesses for appearing before the committee today. 
We very much look forward to their testimony. 

Senator Grassley? 

OPENING STATEMENT OF HON. CHUCK GRASSLEY, 
A U.S. SENATOR FROM IOWA 

Senator GRASSLEY. Thank you very much for holding this hear-
ing on the rules and responsibilities of the tax community. I think 
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everybody on my side of the aisle would associate myself with your 
remarks and for sure, I do. The only thing that I would ever 
change about this hearing is just the title of it. I think I would call 
it ‘‘Sharks in the water—let the taxpayers beware,’’ because of the 
increasing amount of danger that is involved with either honest in-
accuracy or even fraudulent taxpayer preparation of returns. You 
probably know the statistic that 62 percent of taxpayers use paid 
tax preparers. 

So naturally, these preparers have a direct and substantial im-
pact on tax compliance. And while I believe that most tax return 
preparers are honest, knowledgeable individuals who serve the 
community well, there are clearly some sharks in the water, prey-
ing on innocent taxpayers either through bad advice, incompetence 
and the most disgusting of all, downright fraud. Just look at the 
recent allegations against Jackson Hewitt as an example. These 
franchisees took taxpayers, in many cases, for a washing. These al-
legations are very disturbing considering that this firm is the na-
tion’s second-largest tax preparation firm. 

Examples of fraud involving this firm—and these were alleged as 
recently as April 3—filing false returns, claiming refunds based on 
phony W–2 forms, using fabricated businesses and business ex-
penses on returns to claim bogus deductions. Claiming fuel tax 
credits in absurd amounts for people not entitled. Massive fraud re-
lating to claiming of Federal Earned Income Tax Credit. While it 
is great news that the IRS and the Department of Justice were 
working to close down these fraudulent tax preparations, it is too 
bad it was not done early in the year, because we just have 2 
weeks, well now, just almost 2 days left, in the filing season. 

Last year’s undercover investigation of paid preparers has al-
ready been spoken to by Senator Baucus. I was going to speak 
about that at length as he did. There is no point in my doing that. 
But, I think it surely indicates that the lifeguard is asleep at the 
chair, particularly since the Government Accountability Office had 
pointed out just how dangerous the tax preparation waters can be. 

I will talk at length of that in a statement I will put in the 
record. 

The IRS and the Justice Department need to pick up the pace 
on the cases that Senator Baucus has referred to. There is too 
much of a snail’s pace approach to this work that the Government 
Accountability Office has pointed out very well. In fact, that was 
the subject of a hearing we had last year—you may have men-
tioned that in your statement. 

Consequently, we are not sending the right message to the paid 
preparer community that we, as an agency, take this problem as 
seriously as we should. Because paid preparers need to know that 
they are going to be held accountable. The IRS and the Department 
of Justice need to be proactive in getting that message out. 

But another area that needs some proactive attention by the 
agency is that of stolen identity. This is one of the fastest-growing 
crimes in the United States. And, filing false returns is one way 
that that is enhanced. Yet, the IRS seems to have no systematic 
way of identifying cases involving claims of identity theft or what 
the impact of these cases is in terms of aggregate dollar value of 
the refunds issued. 
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Resolution of cases involving identity theft, obviously, can be 
time-consuming, frustrating, and difficult for the victims, especially 
when the IRS is not reaching out to help the taxpayers who fall 
victim, but seems to be interrogating the honest taxpayer as if that 
taxpayer were a crook. 

We here in Congress need to do more to ensure that those who 
are preparing returns are competent and ethical, and our legisla-
tion deals with that. In looking at the bill we are introducing, we 
need to consider whether the law, as it stands today, provides ade-
quate protection to victims of identity theft whose information is 
used in the filing of false returns and what can be done better to 
assist these taxpayers in resolving their cases with the IRS. 

When it seems like the IRS is on the honest taxpayer who, in one 
instance I know about, there was not even a return filed, and it 
was quite obvious that the identity had been stolen, but the honest 
taxpayer was being asked questions about what the thief had done, 
these are things that we need to resolve to the benefit of the honest 
taxpayer. 

I am going to put my entire statement in the record. Thank you. 
[The prepared statement of Senator Grassley appears in the ap-

pendix.] 
The CHAIRMAN. Thank you Senator very, very much. You have 

been a real leader in this effort. 
Our first witness this morning is Mr. Evangelos Dimitrios 

Soukas, who was convicted of crimes including identity theft and 
filing false tax returns and is currently serving a prison sentence 
in the Federal prison in California. 

He is here today by writ of habeas corpus issued by Judge Thom-
as Hogan, April 10. Judge Hogan is the Chief Judge of the U.S. 
District Court for the District of Columbia. 

Mr. Soukas, thank you for appearing today. After you complete 
your testimony, each member of the committee will then ask you 
questions and, when we finish with the questions, you will then be 
excused. Thank you very much for attending. You may begin your 
testimony. 

STATEMENT OF EVANGELOS DIMITRIOS SOUKAS, 
INMATE, CALIFORNIA FEDERAL PRISON 

Mr. SOUKAS. My name is Evangelos Dimitrios Soukas. I am cur-
rently serving time for wire fraud, mail fraud, fraudulent use of an-
other person’s means of identification, and identity theft resulting 
in false claims to the IRS. 

To hijack the personal information of someone is not hard at all. 
Social Security numbers are available in many places for a common 
thief to obtain. For example, telephone company, insurance card, 
workplace, school records, and the list goes on. The system, in my 
eyes, is inviting criminals like myself to steal from the IRS, banks, 
and etc. 

In March, 2000, I came across an advertisement on the Internet 
that states ‘‘receive your tax refund within days of filing.’’ 

For a criminal already on the run from the FBI, this was an easy 
way to make money quickly if I was able to be successful. I clicked 
on the advertisement and was directed to the H&R Block website. 
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After looking around on the website, I started to file a tax return 
for myself by entering all of my personal information, then making 
up a W–2 entry on the website which I copied from my mother’s 
tax return. 

It took me a couple of hours to work it out to make the tax re-
turn look legitimate. 

Then I came across a problem. The site requested a 9-digit tax 
code for employer filed. I did not want to use my mother’s employer 
code, so I contacted one of my past employer’s Human Resources 
and requested the 9-digit code. I got the code instantly and contin-
ued the process on the website. 

When I finished the preparation, I had a refund of $3,614, then 
sent the filing to the IRS via the H&R Block website. 

Then I got an offer to apply for an anticipation loan and to re-
ceive my refund within a few days of approval of the IRS. So I ap-
plied for the simple loan, and a few days later I received the money 
in my checking account. 

On a few filings, I was not offered the anticipation loan, so I had 
to wait for the refund to be deposited into my checking account by 
the IRS. The ironic thing is that the IRS system never detected 
that I was using the same checking account number for all the 
fraudulent filings. 

I did not know if the scheme was going to work, but it was worth 
a try to see if it was going to happen. In only a few hours I had 
made $3,614. My first thoughts were—— 

The CHAIRMAN. How much was that—how much did you make? 
Mr. SOUKAS. $3,614. My first thoughts were, this is a really easy 

way to get money, and, if I wanted to, I would be able to hijack 
other people’s identities and never get caught if I were to take the 
necessary precautions. 

The following year, after January 1, I went into overdrive and 
quickly started filing false claims to the IRS through numerous 
websites, with other people’s personal information that I had used 
in past crimes of identity theft. 

I was successful on many attempts that netted me $43,600 in 
2001, by simply doing the same thing as the year before, but using 
hijacked identities. But that year, I was doing it at an average of 
2 hours to file for each return. I was a little careless about depos-
iting the money into my own checking account. 

I could have easily opened up false checking accounts online and 
have the money fed into a fraudulent account and never been 
traced back to me. But, I had this mentality that I was in Greece 
and the FBI was not able to capture me, so I really did not care 
if I was using my personal information. 

On a few occasions, I called the IRS call center. I was checking 
on the status of the false returns I had placed. Most of the time 
the automated service would answer my request by entering in the 
Social Security number and the exact amount of the refund and 
then they would tell me the status of the refund. 

On a few filings I was denied and I wanted to see what hap-
pened. So, I requested to speak to the IRS representative to re-
quest what happened to my tax return. I would give information 
that was wanted to grant access to that IRS file by stating that I 
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was the Joe Doe and gave the Social Security number and exact 
amount of the refund. 

Then the IRS representative would state the problem and tell me 
I would have to file the return by paper, which I never did. 

I would have continued this scheme in the following years, but 
I moved on to bigger and better things to make more money in dif-
ferent areas of fraud. 

In 2003, an IRS agent had made contact with my sister to find 
out where I could be found. My sister informed the agent I was on 
the run from the FBI and to contact the FBI agent in charge of my 
case. 

My sister gave me the contact information of the IRS agent, and 
I had given him a call for the reason of finding out what he had 
on me pertaining to the IRS. I spoke to him briefly, and I was hon-
est to him, and the one question that stuck in my head was that 
he asked if I had any professional training in tax preparation. 

I simply responded by saying, no. I just have a high school di-
ploma and never took any training in tax preparation. 

The agent found it hard to believe I was able to do well with 
what I was doing with no education in taxes and simply called me 
a genius. I simply responded by telling him that it does not take 
a rocket scientist to do what I have done. After that, I ended the 
call and never heard from him again. 

After my arrest 2 years later, I had seen my discovery from the 
prosecutor’s office that showed in the report that IRS has spent 
countless hours investigating me, with many field agents taking 
statements from the victims of my crimes. If my memory serves me 
correctly, the IRS spent around 250 hours on my case in total, from 
what it said in the IRS report. 

In my eyes, it does not take an Einstein to file false tax claims; 
it is actually pretty easy. If I really wanted to continue in this field 
I could have safeguarded my true identity and never been caught. 

What I do not understand is why doesn’t the IRS have some type 
of security measures by issuing out a PIN number or even using 
a mother’s maiden name when filing electronically, or even calling 
in to the call center. There should be some type of extra measure 
to safeguard the people’s tax records, in my opinion. 

The CHAIRMAN. Thank you, Mr. Soukas, very much. 
[The prepared statement of Mr. Soukas appears in the appendix.] 
The CHAIRMAN. Basically said, it is easy to do. 
Mr. SOUKAS. True. 
The CHAIRMAN. And it is easy because it is pretty easy to steal 

identification? 
Mr. SOUKAS. Yes 
The CHAIRMAN. That is number one? And it is pretty easy, to just 

electronically, to file a false return and steal somebody’s W–2, find 
somebody’s employer identification number, and even if you use 
your own checking account—and it is an hour’s work—and jiggling 
things around a little bit—you are able to do pretty much what you 
want to do. Is that basically it, or is that not? 

Mr. SOUKAS. True. You can safeguard yourself by opening up a 
checking account in somebody else’s name with that stolen identity 
and have that debit card sent to you to wherever you are at. How 
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will the IRS ever catch you if you are using somebody else’s—their 
identity and their ATM card? There is no—— 

The CHAIRMAN. Could you describe a little more for us, I find it 
humorous and sad, and a little bit disgusting, that you were able 
to call the IRS to get help to perpetrate your fraud, basically. Could 
you describe that in a little more detail, please? 

Mr. SOUKAS. When I called the call center, the automated service 
would let me know it was declined. So I called the call center. I 
asked for a representative and I gave them my information—the 
person’s information—I was acting as a person—and they were 
friendly to me on the telephone—they didn’t know, you know—I as-
sume they didn’t know it was fraudulent. They were telling me 
what I had done wrong and how I should—I need to file the return 
in paper form to fix the problem. 

But on one occasion, I was playing with the numbers one year 
and I wanted to find out if I could really see if I could get a tax 
refund for $36,000 for myself. The year after I practiced on myself, 
on the second time I tried to put $36,000, and when I called in, she 
is like, well this does not look good because you put a refund for 
$36,000, you know. She was talking to me normal, you know, and 
I said, oh, I must have made mistake—played it stupid, you know. 
Oh, I must have added an extra zero somewhere, you know. They 
were pretty friendly to me. 

The CHAIRMAN. But still, the IRS asked you to file a paper re-
turn? 

Mr. SOUKAS. Yeah. They told me to do, I do not remember in de-
tail what they told me because I did not care—I just didn’t want 
to hang up the phone. I just had to listen to, you know, play out 
the conversation to the end. 

The CHAIRMAN. Why did they want a paper return? 
Mr. SOUKAS. I do not remember—I cannot remember. 
The CHAIRMAN. Why do you think? Is it because, maybe, they de-

tected something? 
Mr. SOUKAS. I think they found it—there was a couple of errors 

and they wanted me to do it in paper form. Send in the W–2 forms 
and all that. I think I was being audited. 

The CHAIRMAN. Do you know of others doing the same thing? 
Mr. SOUKAS. I do not know any, myself, others, but I am sure 

there are other people doing it. If I stumbled across this on acci-
dent, you know—I didn’t think about, you know, oh, okay, let me 
see if this would work, you know. 

The CHAIRMAN. And, again, how were you finally discovered? 
What led to the investigation and the conviction? How were you 
discovered? How did IRS come upon you—that is my question. 

Mr. SOUKAS. I don’t know. I did not read in to that report. 
The CHAIRMAN. But you were a fugitive. 
Mr. SOUKAS. Yeah, I was a fugitive already. 
The CHAIRMAN. And were those related crimes? 
Mr. SOUKAS. Yeah. Yes. I was using those names with other 

identities—I was applying for other—like other credit, you know, 
trying to hack into their credit reports, and all that stuff. 

The CHAIRMAN. What do you think the IRS could do? To pre-
vent—apply it to your case, personally. What could or should, per-
haps, it have done to—— 
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Mr. SOUKAS. They should have a code—like banks use a mother’s 
maiden name, you know. Like the year before’s tax refund amount, 
you know. Give that exact number or use it, I would say, mother’s 
name, you know. Those two together would be pretty foolproof to 
add. It can eliminate the fraud in an electronic way. I do not be-
lieve there are people doing it the old fashion way, sending it in. 
That just takes too long. 

The CHAIRMAN. And so in your experience, they did not do any-
thing to check on PIN number, mother’s maiden name? There is no 
way to confirm that your data is accurate or not accurate? 

Mr. SOUKAS. No. 
The CHAIRMAN. They just accepted it? 
Mr. SOUKAS. Yes. It is easier to get money from the IRS than 

from a bank, or even calling the department store, you know, call 
center for a credit card. 

The CHAIRMAN. And you used your same checking account for all 
of your activities? 

Mr. SOUKAS. Every single one. 
The CHAIRMAN. And the total amount that you were able to 

fraudulently obtain was how much? 
Mr. SOUKAS. I believe it was, what I gathered was—— 
The CHAIRMAN. I heard you say $43,000. 
Mr. SOUKAS. $43,600. 
The CHAIRMAN. Well, thank you very much. This has been dis-

tressing, but hopefully your testimony is going help prevent this 
from reoccurring. Thank you very much. Senator Grassley? 

Senator GRASSLEY. Very interesting. I hope it doesn’t give people 
ideas they can get away with what you are doing. 

The CHAIRMAN. It gives me a lot of ideas. [Laughter.] 
Senator GRASSLEY. But, I would also hope that you are evidence 

of the consequences of doing that. 
I think I am headed down for the first question—or it is not real-

ly a question—just an affirmation on your part where Senator Bau-
cus took you. 

I think it is fair to say that when you claimed these fraudulent 
returns and you were able to come up with identifying information 
that you used, both for the taxpayer you claimed to be and for any 
potential employer you listed, that this was very easy. I think you 
made that point in your statement. I think you made this point 
here, but you want to leave the bottom line in here that this was 
very, very easy for you to do. Is that fair to say? 

Mr. SOUKAS. Yes. 
Senator GRASSLEY. I want to emphasize it. Very, very easy to do. 

At the same time, that I think you are trying to tell us that there 
are things that are very easy for the government agency to do to 
make it harder for people like you to do what you are doing. 

Mr. SOUKAS. True. Yes. 
Senator GRASSLEY. True. Okay. My next question, during your 

interview with members of my staff, you indicated that, while you 
were living in Greece, you electronically filed numerous fraudulent 
returns with the IRS using stolen and, as you stated, hijacked 
identities. As a result the IRS deposited fraudulent refunds into 
your personal back account although the names on the refunds 
were of your identity theft victims. While you were filing these 
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fraudulent returns, did anyone from the IRS contact you to ques-
tion the validity of the refunds, in other words, somebody else’s 
name on the check, but being deposited in your checking account? 
Did they ever raise that question with you? 

Mr. SOUKAS. No. 
Senator GRASSLEY. Never? 
Mr. SOUKAS. Never. 
Senator GRASSLEY. How long did it take the IRS to eventually 

contact you and question you about the fraudulent refunds that you 
received? 

Mr. SOUKAS. Two years. 
Senator GRASSLEY. How many? 
Mr. SOUKAS. Two years. 
Senator GRASSLEY. Three years? 
Mr. SOUKAS. Two. 
Senator GRASSLEY. Oh, 2 years. Thank you. Based on your testi-

mony you were able to defraud innocent taxpayers and the Federal 
Government out of thousands of dollars. As part of your plea agree-
ment with the government, you were ordered to pay restitution. 
Three questions all at once. 

Was the IRS able to recover any of the fraudulent refunds that 
you received? What did you do with the funds you received as a re-
sult of your fraudulent activities? And, do you currently have any 
assets available to you to repay the IRS? 

Mr. SOUKAS. The first one was, no, they didn’t recover any of the 
funds. The money that I used at the time was, I traveled to dif-
ferent countries. And, the third one, I have no assets to pay back 
the restitution. 

Senator GRASSLEY. So you basically used the money to have a life 
of recreation? 

Right? 
Mr. SOUKAS. True, yes. 
Senator GRASSLEY. I have no further questions. 
The CHAIRMAN. Thank you very much, Senator. Senator Wyden? 
Senator WYDEN. Thank you, Mr. Chairman. I just have one. 

What strikes me is you seemed to have had a system to guarantee 
you these refunds. I want to hear a little bit more about what went 
into the system. So, when you did the identity theft, you went to 
a website and you filled out various forms. Tell me, if you would, 
a little bit, about what you plugged into these forms. What kind 
of numbers did you use? I would assume it would be things like 
salary or expenses, that sort of thing. But, tell me a little bit more 
about how the system worked. 

Mr. SOUKAS. I had a copy of my mother’s W–2 form. But that is 
not—I did not get in to using the child’s credits or anything like 
that. I just made it really basic. And, from her numbers, I just mul-
tiplied it a little bit, maybe two or three times and entered it in. 

It would guide you in through to the end of, you know, the ques-
tionnaire. And then sometimes it would say, you owe money. Then 
I would go back and change the numbers again to make it look 
like—for me to get a refund. And go through the process again. 
And then at the end, you know, I will come up with, you know, 
something that was under $5,000. 
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Senator WYDEN. And manipulating these numbers probably took, 
what, an hour or so? 

Mr. SOUKAS. I would, the income and the taxes—excuse me. 
Senator WYDEN. How long would it take to manipulate the num-

bers. 
Mr. SOUKAS. Not more than 2 hours. 
Senator WYDEN. Mr. Chairman, what I think is really striking 

about this is that if you are corrupt it is pretty easy to beat the 
system. And what we are going to learn today is if you are honest 
it is pretty hard to make the system work for you. I am very 
pleased that you started with this witness. 

The CHAIRMAN. Thank you, Senator. Senator Stabenow? 
Senator STABENOW. Thank you, Mr. Chairman. Could you speak 

a little bit more about how you were able to get Social Security 
numbers? We know in general how it works. But, in your case, how 
did you get the different Social Security numbers? 

Mr. SOUKAS. In my case, I had somebody working in a cellular 
company, and they were just writing down the Social Security 
numbers and name and date of birth—what I needed, too. 

Senator STABENOW. Of the customers—— 
Mr. SOUKAS. Of the customers. 
Senator STABENOW [continuing]. Who were going in. 
Mr. SOUKAS. Actually, it was an entry level job. You know—it 

has all that information right there, at a, you know, wireless com-
pany. 

Senator STABENOW. And you are suggesting some pretty basic 
things. I know if somebody does banking online—a PIN number— 
we know those kinds of things are pretty basic. So the basics are 
not even there for the IRS. 

Mr. SOUKAS. No. Not even my mother’s maiden name. Everybody 
has a mother’s maiden name, or a password, you know. They don’t 
even issue that. 

Senator STABENOW. Right. I am wondering just one other thing. 
Do you know anything about the victims—who they were—what 
happened—hardships caused by what you did? 

Mr. SOUKAS. No, I did not read reports from them. I didn’t get 
victim impact statements from that area—for tax fraud. I just 
know that one of them—I knew of an acquaintance I had—and 
they went to go try to file for a return and they were shocked— 
because they went to H&R Block, too—and they said, you already 
filed, you already got your return. 

And so, this person was in shock. And, what is this person sup-
posed to do? I don’t know, I didn’t read into it. I can only imagine. 

Senator STABENOW. Thank you, Mr. Chairman. 
The CHAIRMAN. Thank you, Senator. Senator Lincoln? 
Senator LINCOLN. Thank you, Mr. Chairman. I don’t have any 

questions, but I just think that the witness has certainly shown us 
that, as we work to modernize our tax filing system, it is going to 
be really, really important for us to keep in mind some of the chal-
lenges we are going to face regarding security and taxpayer identi-
fication. We appreciate, certainly, you sharing that information 
with us and more than that, appreciate the Chairman bringing us 
together on this hearing. 

So, thanks, Mr. Chairman. 
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The CHAIRMAN. Thank you, Senator. One more question, Mr. 
Soukas. To what extent did solicitations, or refund anticipation 
loans by the online tax preparers, influence your decision. Is that— 
enticement—is that come on—did that encourage you to go farther, 
or not? 

Mr. SOUKAS. Yeah. That is what encouraged me the most, I be-
lieve. When I saw the pop-up on, you know, the taxes, you know, 
you get the pop-up saying, get your refund within days. Apply for 
the anticipation loans. That is what caught my eye—the anticipa-
tion loans. 

The CHAIRMAN. So that is what caught your eye in the first 
place? 

Mr. SOUKAS. That is what caught my eye. 
The CHAIRMAN. In the first place? 
Mr. SOUKAS. Get your money—— 
The CHAIRMAN. Even today, and it caught your eye—and I say 

okay, I have to file a false return and get a loan. 
Mr. SOUKAS. Yeah. That is what—the only thing—that is what 

grabbed it, you know. Even though there were a few of them that 
I did not apply for anticipation loans, I got the money directly from 
the IRS a couple of weeks later. But, you know, I was not expecting 
that. I was more expecting the money from the loans, more. 

The CHAIRMAN. Well, thank you very much, Mr. Soukas, for your 
very illuminating testimony here. It is riveting, it is distressing, 
frankly. And, we have a lot a work ahead of us, certainly the IRS 
does, to prevent similar crimes from recurring. I mean, frankly, the 
story you tell is not one to be proud of, but there is not much for 
the IRS to be proud of, either. 

And frankly, as I see it, your tale is not just one of your own 
criminal ingenuity, but it also a tale that the tax system is riddled. 
It is riddled with technological holes, it is even broken and it is cer-
tainly behind the times. 

I think the ease with which you broke the law is partially a mark 
of your accomplishment. I think it is more a mark of the govern-
ment’s failure to protect taxpayers. The government’s job is to pre-
vent people like you, frankly, from getting away with what you got 
away with. 

So that is the real failure here. It is the government’s IRS. I com-
pliment you for suggesting ways, as tentative as they are, and as 
simple as they are, for the government to do a better job in pre-
venting you in the future, and people like you from getting away 
with what you got away with. I thank you very, very much. 

Mr. SOUKAS. You are welcome. 
The CHAIRMAN. Mr. Soukas, as you are escorted from the room, 

I ask that members of the audience remain seated, the press stay 
where they are. The committee is finished interrogating the wit-
ness. Mr. Soukas, you are now excused. 

Mr. SOUKAS. Thank you. 
The CHAIRMAN. All right, I will call the next panel to the witness 

table. They include: the Honorable Mark Everson, Commissioner, 
IRS; Mr. James White, Director of Tax Issues with the Government 
Accountability Office; Mr. Michael Phillips, Deputy Inspector Gen-
eral for Audit, Treasury Inspector General for Tax Administration; 

VerDate Aug 31 2005 11:10 Sep 30, 2008 Jkt 000000 PO 00000 Frm 00016 Fmt 6633 Sfmt 6633 R:\DOCS\44036.000 SFIN1 PsN: BOBM



13 

and the honorable Eileen O’Connor, Assistant Attorney General for 
the Tax Division with the U.S. Department of Justice. 

Commissioner Everson, you are first. We are interested in hear-
ing what you have to say about this. 

STATEMENT OF HON. MARK EVERSON, COMMISSIONER, 
INTERNAL REVENUE SERVICE, WASHINGTON, DC 

Commissioner EVERSON. Good morning, Chairman Baucus, 
Ranking Member Grassley, and members of the committee. Thank 
you for the opportunity to testify today. Before taking your ques-
tions on these subjects, I would like to cover a couple of points just 
on the filing season currently underway. I know that is always an 
important issue at this time. 

At the IRS, we recognized some time ago that this would be a 
challenging filing season. As the committee knows, two of the rea-
sons were Congress’s late action on the extender legislation, which 
you spoke about quite a bit. And, also, the fact that we did not 
have an operating budget until well into February. The one-time 
refund of the telephone excise tax and the initiation of the split re-
fund were also of concern. 

Taken together, we anticipated the most difficult filing season in 
a number of years. Sitting before you today, with less than a week 
to go, we are keeping up with the work, and the system is func-
tioning well. The extenders were successfully implemented, our 
software updates were taken care of by early February. Electronic 
return filing continues to grow, and our service indicators are 
healthy. 

On the other hand, we have seen a lower than expected claim 
rate for the telephone excise tax and, thus far, what I would char-
acterize as minimal interest in our new split refund program. 

Along with the increase in the e-file rate, we are seeing healthy 
gains in our volunteer preparer returns. They are up, actually, 13 
percent so far this year. And, that is a cornerstone of our outreach 
program. As you know, this effort helps eligible participants claim 
the Earned Income Tax Credit (EITC)—a very important program 
for us. 

Probably our most significant disappointment is the fact that, 
while we successfully made our planned upgrade to the Customer 
Account Data Engine (CADE)—that is the new master file for indi-
viduals—we completed our work a number of weeks late. So, our 
CADE buy-ins, while still expected to more than double compared 
to last years, are short from what we thought they would be. But 
it is now running where it should be. 

Let me turn to enforcement. We again enjoyed significant in-
creases in our enforcement results in 2006. And, I am pleased to 
tell you that we are making continued strides in 2007. One of the 
things that I am proudest of is that, as Senator Grassley noted in 
your visit when you both came to the IRS several weeks ago, the 
service has restored the credibility of the enforcement programs 
without generating a significant amount of noise or increased alle-
gations of infringement of taxpayer rights. 

In addition, we have successfully launched the Private Debt Col-
lection Initiative passed into law by the Congress in 2004. I under-
stand this is a sensitive initiative; we are doing our level best to 
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do it correctly. And, TIGTA indicated that what we have done so 
far has been responsible in this program. 

Concerning the ’08 budget, I just want to share with the com-
mittee that I think that this is the best budget that I have seen 
in my 4 years at the agency. It is particularly important that it 
provides additional monies for IRS infrastructure and systems, 
which gets to some of the issues we are talking about today. 

I ask the members of the committee to support the President’s 
budget, and also, to make sure that we enact an Appropriation, or 
that you enact an Appropriation, before the year starts. That is 
really essential for a large operating agency. 

Before concluding, I would like to mention next week’s filing 
deadline. Senator Grassley, our records indicate that for the last 
several years, you have been a timely filer. [Laughter.] 

Chairman Baucus, regrettably, our records indicate that you 
have been a non-filer. I am referring, of course, to Monday’s filing 
deadline for the ACLI Capitol Challenge, a 3-mile race that will be 
run on May 2, to benefit the Special Olympics. 

Mr. Chairman, I hope that you will join Senator Grassley and me 
this year, and others, for this race. I am thinking that it would be 
in the spirit of bipartisanship, and even, all-too-rare cooperation 
between the Legislative and Executive Branches, maybe the three 
of us could run together. Thank you. 

Senator GRASSLEY. He still has until Friday at 3 o’clock—right? 
Commissioner EVERSON. I think he has till Monday—I am told 

Monday. 
Senator GRASSLEY. Okay. Well, then, he doesn’t have any excuse. 
Commissioner EVERSON. There is no excuse. The last 2 years he 

has sort of given me some excuses. [Laughter.] 
The CHAIRMAN. Well, I’ll have to prepare. 
Commissioner EVERSON. It is only 3 miles. It is not one of your 

100-milers. 
The CHAIRMAN. Well, okay. 
[The prepared statement of Commissioner Everson appears in 

the appendix.] 
The CHAIRMAN. Mr. White? 

STATEMENT OF JAMES WHITE, DIRECTOR, TAX ISSUES, 
GOVERNMENT ACCOUNTABILITY OFFICE, WASHINGTON, DC 

Mr. WHITE. Mr. Chairman and members of the committee, my 
statement is joint with David Powner, Director of IT at GAO. 

We appreciate this opportunity to support your oversight of IRS 
and the broader tax administration system. I will cover several top-
ics. 

First. IRS’s filing season performance, so far this year, has im-
proved in some areas, but there have also been challenges. Im-
provements are evident in electronic filing, which is up again—and 
now saves IRS about 1,700 full-time equivalent staff per year—and, 
use of IRS’s website, which is also up. 

Tax returns and refunds are being processed at about the same 
rate as last year. And, IRS’s answers to taxpayers’ questions re-
main accurate about 90 percent of the time. 

As I said, there have been challenges. The latest release of the 
new returns processing system, called CADE, was delayed 2 
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months as the Commissioner indicated. As a result, this year, 
CADE should process about 17 to 19 million returns—still a big in-
crease over last year—but not nearly as many as expected. 

Use of the Free File program, an alliance of companies offering 
free online tax preparation and filing, is down again this year. 

The telephone excise tax refund, which the Commissioner called 
high risk, has not affected the processing of returns or telephone 
service. In part, because fewer taxpayers than expected are claim-
ing it. Those who do are claiming the standard amount. And, IRS 
devoted significant management attention to plan for it. 

Now I want to cover some other topics. 
One is how to increase electronic filing. For several years we 

have noted that State mandates requiring certain taxpayers to file 
State returns electronically have had the byproduct of significantly 
increasing Federal electronic filing. Thirteen States now have such 
mandates. 

Last year we suggested that Congress consider mandating elec-
tronic filing by large preparers. Recently, we examined the impact 
of States’ Internet return preparation and filing systems—an op-
tion that IRS does not provide. In the 8 States we looked at, how-
ever, usage was low. Perhaps because the systems only prepared 
State returns rather than State and Federal. 

Another topic is IRS’s systems modernization, critical to improv-
ing both taxpayer service and enforcement. Over the past year, IRS 
made further progress implementing modernization projects on 
time and at cost, but there were two programs that had cost over-
runs—CADE and modernized e-file. 

IRS has also made significant progress implementing our prior 
recommendations to improve its systems modernization manage-
ment controls. However, the needed controls are not yet fully im-
plemented. 

Future project releases continue to face significant risks which 
IRS is taking steps to address. For example, the delay in employing 
the latest release of the CADE system will likely impact the design 
and development of the next two CADE releases planned for later 
this year. We are continuing to monitor that situation. 

Another topic of longstanding concern for us is the adequacy of 
the IRS’s research into understanding the impact of service and en-
forcement on taxpayer compliance and the tax gap. Briefly, IRS’s 
2008 budget request includes a proposal for annual updates of 
IRS’s most recent compliance study—a request that we support. A 
better understanding of noncompliance should help IRS better tar-
get its resources and reduce audits of compliant taxpayers. 

My final topic does not cover IRS. Rather, it looks at the role of 
paid tax preparers, it looks at the role that paid tax preparers play 
in the broader tax administration system. Last year, as you noted, 
Mr. Chairman, we reported to this committee on errors made by 
paid preparers. 

In visits to 19 outlets of chain preparers, we found that preparers 
made mistakes in every case with tax consequences that were 
sometimes significant. To update you on the results of that work, 
IRS and the paid preparer community have taken some actions. In 
four of our cases IRS is looking for a larger pattern of compliance 
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problems. The audits have not begun—they are supposed to begin 
this month. 

IRS also told us that 10 other preparers in our sample will be 
visited. They have not been visited yet, but will be visited to check 
on compliance with particular program requirements. 

We also presented our findings at IRS’s six tax forums last 
year—large educational conferences for paid preparers. Because 
they help the majority of taxpayers prepare their returns, paid pre-
parers are a critical quality controlled checkpoint for the tax sys-
tem. 

Mr. Chairman, this concludes my statement, and Mr. Powner 
and I would be happy to answer any questions. 

The CHAIRMAN. Thank you, Mr. White, very much. 
[The prepared statement of Mr. White appears in the appendix.] 
The CHAIRMAN. Mr. Phillips? 

STATEMENT OF MICHAEL PHILLIPS, DEPUTY INSPECTOR 
GENERAL FOR AUDIT, TREASURY INSPECTOR GENERAL FOR 
TAX ADMINISTRATION, WASHINGTON, DC 

Mr. PHILLIPS. Chairman Baucus, Ranking Member Grassley, and 
members of the committee, I thank you for the opportunity to tes-
tify. 

My comments today focus on the 2007 filing season, identity 
theft, and fraud—all challenges for the Internal Revenue Service. 
Overall, the 2007 filing season appears to be progressing without 
major problems. Use of IRS.gov is up, while visits to the taxpayer 
assistance centers are about the same as this time last year. Elec-
tronic filing is also up. 

TIGTA is concerned, however, that changes in the Free File 
agreement and elimination of the TeleFile program in 2005 may be 
slowing the growth in electronic filing. This slower growth makes 
it unlikely that the IRS will meet Congress’s goal of 80 percent 
electronic filing by 2007. 

Unlike last year, the electronic fraud detection system is up and 
running. Also, the customer account data engine, CADE, the foun-
dation of the IRS’s modernization program, is successfully proc-
essing tax returns. However, due to delays in implementing the 
most recent release of CADE, the IRS will not meet its goal of proc-
essing 33 million tax returns on the system for the year. 

The greatest concern so far this season is the IRS’s telephone ex-
cise tax refund program. The IRS estimated that hundreds of mil-
lions of people, including those who are not required to file a Fed-
eral tax return, would seek this one-time refund. Taxpayers may 
claim either a standard refund amount or an itemized refund for 
the actual excise tax they paid on their telephone bills. 

However, to date, about 30 percent of the approximately 74 mil-
lion individual tax returns processed failed to claim the rebate. 
Most troubling is that some paid tax preparers filed thousands of 
highly suspicious claims, well over the standard amounts, yet too 
low to trigger IRS scrutiny. 

Identity theft is a growing national problem. But, identity theft 
cases affecting tax administration are still relatively infrequent. Of 
the 246,000 identity theft complaints referred to the Federal Trade 
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Commission in 2006, approximately 20 percent impact tax adminis-
tration. 

There are two primary types of identity theft that relate to tax 
administration. The first is an individual using another’s name and 
Social Security number to file a fraudulent tax return in order to 
steal a tax refund. The second is using another person’s Social Se-
curity number to obtain employment. 

Although the IRS has acted to protect the personally identifiable 
information it collects, it needs to improve its protection of this sen-
sitive information. In July, 2005, TIGTA reported that the IRS 
lacked a corporate strategy to adequately address identity theft 
issues. 

In response, the IRS established its Identity Theft Program Of-
fice. However, most of its efforts are still reactive—assisting vic-
tims after they come forth in response to an IRS notice or enforce-
ment action. 

The IRS processes over 130 million individual tax returns annu-
ally and holds personal information on approximately 240 com-
puter systems. Protecting the data is a significant challenge. Its 
sensitivity makes IRS computer systems an attractive target for 
hackers and others who could use the information for identity 
theft. 

TIGTA’s reviews over the past 4 fiscal years have identified per-
sistent weaknesses, which jeopardize the security of personally 
identifiable information. TIGTA’s most recent evaluation found 
that employees were not encrypting personal information on their 
laptop computers and other electronic media. Nor were they prop-
erly reporting incidents of lost or stolen computers. 

Fraudulent claims remain a significant concern to both the IRS 
and TIGTA. The IRS estimates that fraudulent refund claims ex-
ceed $500 million a year. In 2005, the IRS’s criminal investigation 
function identified almost 133,000 fraudulent refund returns claim-
ing approximately $516 million in refunds. In 2006, by contrast, it 
identified only 45,000 fraudulent returns—claiming $232 million in 
refunds. 

This dramatic decrease occurred largely because the IRS’s elec-
tronic fraud detection was not functioning last year. 

In April, 2005, TIGTA examined refund fraud by Federal and 
State prisoners. TIGTA found that fraudulent prisoner returns 
identified by the IRS had increased by 318 percent, from about 
4,300 during 2002 to more than 18,000 during 2004. 

In 2005, fraudulent prisoner returns increased again to nearly 
20,000 returns claiming over $834 million in refunds. In 2006, due 
to the failure of the EFDS, the IRS was only able to identify about 
4,200 fraudulent prisoner returns and stopped $12 million in im-
proper refunds. TIGTA remains concerned about the IRS’s capa-
bility to identify fraudulent prisoner returns. 

Identity theft is a growing problem associated with refund fraud. 
Of the almost 45,000 fraudulent refunds in 2006, nearly 18 percent 
involved identity theft. Yet, in response to the Taxpayer Advocate 
who took exception to the IRS’s policy of automatically freezing cur-
rent and future refunds of the identity theft victims, the IRS no 
longer freezes these accounts in subsequent years. 
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TIGTA recently reported that the IRS is unable to determine 
whether an account has been frozen because the taxpayer had been 
a victim of identity theft or to timely determine if that taxpayer is 
again a victim of identity theft. 

Contrary to the position of others, TIGTA believes that allowing 
potentially fraudulent refunds to be paid in subsequent years will 
not significantly reduce taxpayer inquiries and could result in addi-
tional lost revenue and significant taxpayer burden. 

The IRS could improve service to taxpayers and better protect 
Federal revenue if it could identify freezes associated with identity 
theft, notify the taxpayers, and timely resolve the freezes. 

I hope my discussion of the 2007 filing season, identity theft, and 
fraud issues will assist you with the oversight of the IRS. Mr. 
Chairman and members of the committee, thank you for the oppor-
tunity to share my views. I will be pleased to answer any questions 
you may have. 

The CHAIRMAN. Thank you very much. 
[The prepared statement of Mr. Phillips appears in the appen-

dix.] 
The CHAIRMAN. And now, I’ll turn to Ms. O’Connor. Thank you 

very much. 

STATEMENT OF HON. EILEEN O’CONNOR, ASSISTANT ATTOR-
NEY GENERAL, TAX DIVISION, U.S. DEPARTMENT OF JUS-
TICE, WASHINGTON, DC 

Ms. O’CONNOR. Good morning, Chairman Baucus, Ranking Mem-
ber Grassley, and members of the committee. 

Greetings from the Tax Division of the Department of Justice for 
whom this is not filing season, but rather statute season. Thank 
you for the opportunity to appear before you this morning to dis-
cuss our enforcement work. I understand that you wish my focus 
today to be on the enforcement actions the Tax Division has aimed 
at fraudulent tax return preparation and the promotion of tax 
fraud schemes and scams. We have much to report in that area, 
and I am happy to talk about it. 

By way of background, let me mention that the attorneys in the 
Tax Division—there are over 300 of them—represent the United 
States in virtually all civil and criminal trial and appellate litiga-
tion that arises under the internal revenue laws in all State and 
Federal courts except the United States Tax Court. 

Tax Division attorneys are essential to IRS enforcement activity 
at all levels. When the IRS is examining an income tax return, for 
example, it often relies on the Justice Department’s Tax Division 
attorneys to defend or enforce summonses during the examination. 
When the examination is complete and the IRS has determined 
that additional tax is owed, the Tax Division will represent the 
United States to defend its determination of that tax and to take 
action, if necessary, to collect the assessments. At any given time, 
we have nearly 7,000 civil cases in litigation and in any given year 
we handle approximately 700 civil appeals, including those from 
the decisions of the Tax Court. 

The Tax Division’s criminal prosecutors authorize all grand jury 
investigations and all prosecutions involving violations of the inter-
nal revenue laws and, alone or in conjunction with Assistant 
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United States Attorneys, prosecute all tax crimes. In the last few 
years, we have authorized between 1,100 and 1,800 criminal tax 
prosecutions per year. 

During the nearly 6 years since my confirmation to head the Tax 
Division, its workload has increased and has changed in character. 
The cases we have now are much more labor-intensive and have 
much more at stake than those we faced just 8 or 10 years ago. 
Not only are the dollars at stake much higher, but the cases’ poten-
tial impact on the ultimate enforceability of the tax laws has grown 
significantly. 

The President’s budget request for the Tax Division for the fiscal 
year 2008, as did the one for fiscal year 2007, requested additional 
resources for the Tax Division to enable us to meet the additional 
challenges created by the Internal Revenue Services’s increased en-
forcement. The members of the Senate Finance Committee can ap-
preciate more than most the importance of the Tax Division’s work. 
I request your strong support for ensuring that tax law enforce-
ment is appropriately funded, both at the Internal Revenue Service 
and at the Department of Justice, and, as Commissioner Everson 
emphasized, in time for it to do some good during the year. A budg-
et that we know about halfway through the fiscal year damages 
our ability to accomplish our mission. 

During the past year we have achieved substantial and meaning-
ful victories in the tax shelter arena. Among other things, the Su-
preme Court recently let stand two important decisions of the 
United States Court of Appeals which validated the government’s 
position on tax shelter cases where the economic substance doctrine 
was implicated. 

We have also won three challenges to the government’s disallow-
ance of benefits from the so-called Son-of-BOSS tax shelter and 
have dozens and dozens more of those cases pending litigation. 

On March 29, the law firm Jenkens & Gilchrist entered into a 
non-prosecution agreement with the United States Attorney for the 
Southern District of New York, admitting wrongdoing in connection 
with developing and marketing fraudulent tax shelters and pro-
viding fraudulent tax opinions that wrongly deprived the U.S. 
Treasury of significant tax revenues and billions and billions of dol-
lars. 

In the past several months, two defendants have pleaded guilty 
to felony tax charges in connection with a criminal probe of tax 
shelters undertaken in the United States Attorneys Office for the 
Southern District of New York. 

Since 2001, when I came to the Justice Department, the Tax Di-
vision has enjoined more than 230 promoters of abusive tax scams 
and preparers of false and fraudulent returns. We have helped the 
IRS identify and pursue people who are responsible for promoting 
these scams. Last fall, Susan O’Brien and two of her colleagues 
were sentenced to terms in prison ranging up to 101⁄2 years for pre-
paring fraudulent returns. Just last month a Broward County tax 
return preparer was sentenced to 5 years in prison for preparing 
and presenting false and fraudulent Federal income tax returns. 

Also last month, in Seattle, a defendant pleaded guilty to various 
crimes involving tax fraud and identity theft. As you noted in your 
opening statements, last week the Justice Department filed four 
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lawsuits against five corporations and 24 individuals who are oper-
ating Jackson Hewitt franchises in a number of locations. 

We have, as I mentioned, over the past several years enjoined 
hundreds of tax scam promoters and fraudulent tax return pre-
parers. 

Thank you again for inviting me to participate in this hearing. 
I see that my time is up. I will be pleased to answer any questions 
you may have. 

The CHAIRMAN. Thank you, Madam Secretary, very much for all 
that you are doing. 

[The prepared statement of Ms. O’Connor appears in the appen-
dix.] 

The CHAIRMAN. First, turning to Commissioner Everson. You 
heard Mr. Soukas—so what do you have to say about all that? 

Commissioner EVERSON. Let me make a couple of points. One, I 
commend you for getting after this issue—both—at the fraud issue. 
I think this is a good development that we are having this con-
versation after last year’s conversation where the Congress basi-
cally stepped in and told us to really go slow on the questionable 
refund, and did, as was indicated, pressure us very directly to go 
along with the Advocate’s position. This is a balancing question. 
Fraud is not a good thing. It undermines the system as you have 
all indicated. 

But, the truth of the matter is that what we were doing was, we 
were screening out a lot of questionable refunds, and in some in-
stances poor people who were actually entitled the refund—because 
when you are working through the systems you are analyzing the 
data and if it seems to be out of whack—it is different from last 
year or the numbers do not quite add up—then you hold that re-
fund. That is the way the system worked—the EFDS system that 
Mike talked about and others, you will recall. 

The CHAIRMAN. Well, I beg to differ—there is no balancing with 
respect to what Mr. Soukas said. 

Commissioner EVERSON. Can I, can I go through this? This is a 
big issue and I—— 

The CHAIRMAN. We do not have a lot a time here. 
Commissioner EVERSON. But—— 
The CHAIRMAN. I do not want you to filibuster here. 
Commissioner EVERSON. I’m not filibustering. But, this is 

enough—part of the problem is—if you stop everything that you 
think is questionable, then you will be damaging the interest of 
some legitimate taxpayers. That is the first point. 

I accept the fact that not all of these cases do get prosecuted. The 
amount of money at issue here—$40,000—$41,000—that case, 
frankly, would not be accepted by many U.S. attorneys. 

The CHAIRMAN. I am sorry. You are not answering my question. 
I did not ask you how many issues are prosecuted or not—that is 
not the question I asked. 

Commissioner EVERSON. I am sorry. 
The CHAIRMAN. I asked you to respond to what he has been 

doing. This witness over here. 
Commissioner EVERSON. I think it is criminally—he is doing time 

for it. 
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The CHAIRMAN. How did the IRS let him get away with that? 
Why isn’t the IRS doing more to prevent more of those occurring? 
He gave a lot of ideas that the IRS can pursue—like PIN numbers, 
maiden names, all kinds of things. 

Commissioner EVERSON. Well, Senator—— 
The CHAIRMAN. Why doesn’t the IRS do something about that? 
Commissioner EVERSON. We have active programs and if you 

want to ask—my answer to that question is, the first and best 
thing we can do is get fully funded. The Congress, in my 4 years 
here, the Congress has not funded $360 million of—— 

The CHAIRMAN. Are you telling me that currently you cannot pre-
vent that from reoccurring because you do not have the funds? Is 
that what you are telling me? 

Commissioner EVERSON. I am telling you at the margin we do 
not go after everything we can. That is correct, sir. 

The CHAIRMAN. Not the question I asked you. Why can’t you do 
some simple things like he suggested? 

Commissioner EVERSON. You mean the passwords? And, the—— 
The CHAIRMAN. Yeah—he said, so simple anybody can do it. 
Commissioner EVERSON. We can certainly look at that. I will look 

at that. But, that will be costly and also I would suggest to you—— 
The CHAIRMAN. Costly to ask somebody to provide—— 
Commissioner EVERSON. Yes sir. If you ask the tens of millions— 

we get tens of millions of calls, as you know, and we have made 
every effort to make it easier to interact with the IRS—so if you 
call in and say, I am Max Baucus, here’s my Social Security num-
ber, and this is what my return says, and you say what is the sta-
tus, then you will get an answer. 

You will not get any different treatment. Your return will not get 
there sooner or later, but if you want to get into a more detailed 
conversation, that is a different issue. You cannot get—— 

The CHAIRMAN. If I hear you, you are basically telling this com-
mittee that it is a little more difficult to screen out the Mr. 
Soukases of the world. 

Commissioner EVERSON. At that level, at $40,000, sir, I am sug-
gesting to you that if we have this conversation, think about low-
ering thresholds, but it is a very much a tradeoff compared to au-
dits and other issues. 

Can I make one point on the resources? The combination of the 
money that we didn’t get and the extra pay increase that was 
given, our estimate over my 4 years is that almost 7,000 enforce-
ment personnel were not hired who could have been hired at the 
IRS to work on—and this includes a lot of criminal investigators— 
to work on areas like this. So, if I had to give you responses to how 
do you do better on this, the first thing you would do is give us 
our enforcement funding. 

The CHAIRMAN. Well, wait a minute. You just said in your open-
ing statement that this is the best budget ever. You are happy with 
your budget. 

Commissioner EVERSON. Yes, but we do not get the budgets that 
we send up. 

The CHAIRMAN. What is the difference? 
Commissioner EVERSON. The difference? 
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The CHAIRMAN. How much did you send up? How much did you 
ask for? 

Commissioner EVERSON. Over the last 4 years—— 
The CHAIRMAN. I am talking about the last budget—the last 

budget—the one you are happy about. 
Commissioner EVERSON. The one I am happy about, we have 

over, we have about $500 million of an increase, and over $200 mil-
lion is in the enforcement. 

The CHAIRMAN. Well, you can decide where some of that goes. 
Why can’t you stop some of the Mr. Soukases of the world from— 
you are basically saying that, if it is $40,000, let it go. 

Commissioner EVERSON. I am saying, I am not saying if it is 
$40,000, let it go. What I am—— 

The CHAIRMAN. That is what I heard you say. 
Commissioner EVERSON. No. What I said was, you will not get— 

in most districts across the country—you will not get prosecuted for 
$40,000 of a refund crime. This is an unusual instance, I would 
suggest to you. 

The CHAIRMAN. What are you saying to the American people— 
you can commit fraud for $40,000 and you are not going to get 
prosecuted? Go ahead, defraud the government? 

Commissioner EVERSON. I am not saying that at all, sir. I am 
saying that we are—we need to look at the refund program and 
this balancing of how we work. What we hold and then what we 
do not work on the audit stream, because the guide we got from 
this committee and others was to—if you cannot work it, then send 
it on—— 

The CHAIRMAN. My time is expired. With all due respect, that is 
not a satisfactory response. Senator Grassley? 

Senator GRASSLEY. Commissioner Everson, to comment on the 
fact that, when he received these refunds, only one in four of the 
refunds in which Mr. Soukas requested refund anticipation loans 
was actually refunded. Yet, that is versus two out of three refunds 
paid out of the returns that did not request a refund anticipation 
loan. This would seem to indicate, at least anecdotally, that the 
banks have a better system of up-front fraud detection than the 
IRS does. Could you please comment on that? And then I have 
three other things I want comments on. 

Commissioner EVERSON. Yes, yes. First of all, regarding refund 
anticipation loans, I consider these predatory. I have said consist-
ently that they are a bad thing. However, we get about, there are 
about 10 million a year—people request the money—they want to 
get the money sooner. There is a debt indicator, this is very con-
troversial, a number of Senators and others want to get rid of the 
debt indicator. What the debt indicator does is, it is shared with 
the return processor so that the refund anticipation loan is not 
given because there is an existing debt to the government that is 
there. And, therefore, you will not process that $3,000 or $4,000 re-
fund request. 

I think that gets at what you are talking about. People are tell-
ing us they want to get rid of the debt indicator. We had a group 
of people within the Service look at this, and they said you should 
not do that because you will get a bigger problem with more of 
these loans being issued. 
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Senator GRASSLEY. So one of the tools that banks use, you can 
use, but you are getting pressure not to use it. Is that right? 

Commissioner EVERSON. We use it now; we’ve been asked to get 
rid of it. We think it protects people. 

Senator GRASSLEY. Okay. 
The CHAIRMAN. Who is asking to get rid of it? 
Commissioner EVERSON. A number of Senators. Senator Akaka is 

very big on this, and I think there is actually some—isn’t there 
some legislation that is moving on this? Ways and Means—I think 
Ways and Means—actually Ways and Means has marked some-
thing up already to get rid of the debt indicator, sir, on the other 
side of the Congress. 

Senator GRASSLEY. Since it looks like it is easier to defraud the 
IRS than it is the banks, if the IRS has a tool—I am not sure that 
I am aware of this argument that you are making, but it is some-
thing I need to be on top of so that we watch that legislation if it 
is going to move. 

Commissioner EVERSON. Senator, they get the information from 
us, is what the banks do. 

Senator GRASSLEY. Senator Baucus asked you this, but I thought 
I would concentrate on a couple of suggestions that Mr. Soukas had 
about the PIN number and about the maiden name. Are you mak-
ing adequate use of the maiden name, or what about the sugges-
tion of a PIN number? 

Commissioner EVERSON. I am sorry. I think we can absolutely 
look at this. I do want to emphasize that, as you both know from 
the hearings a decade ago, we wanted to make the Service more 
customer-friendly, taxpayer-friendly, the ability to interact—the 
only nice thing I thought about his story was that he was treated 
politely by our people—but, there is an important element of an 
ability to talk to the IRS. If you add those things in, for the very 
occasional person who calls to the IRS with a question, it is just 
an extra step. But I will look at it. I will see what we can do on 
it. 

Senator GRASSLEY. You are looking at whether or not you can do 
it, or is there some doubt in your mind about whether or not it 
would help to prevent fraud? 

Commissioner EVERSON. I am not sure it would get after this 
problem. 

The CHAIRMAN. You are not? I am astounded. Utterly astounded. 
Commissioner EVERSON. I am not sure—people are pretty clever 

about getting information right now. You have had instances where 
46 million credit card numbers, and others where all the data was 
just stolen, just a few weeks ago. That was all revealed. So, obvi-
ously you have an infinite number of protections, sir. And, we will 
look at them, but they are costly. 

Senator GRASSLEY. Then, also he testified that on his fraudulent 
schemes he filed the returns using stolen names, Social Security 
numbers, yet consistently deposited or attempted to deposit the re-
funds into one back account—and that was in his own name. Isn’t 
this a flaw in the system? 

Commissioner EVERSON. I do not know whether we would detect 
that or not. I do not think we are routinely—I do not know the an-
swer to that. I will have to look at that. 
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Senator GRASSLEY. Well, if Chuck Grassley got a refund—— 
Commissioner EVERSON. Right. 
Senator GRASSLEY [continuing]. And it was going to be deposited 

in Jim Smith’s account, wouldn’t that raise a red flag? I mean, 
shouldn’t I be getting it back? 

Commissioner EVERSON. People have joint accounts they—I am 
not sure what the protocol is now—I will take a look at it and get 
back to you for the record. 

Senator GRASSLEY. Okay. Mr. Phillips, in your testimony you in-
dicated that the IRS lacks comprehensive data needed to determine 
the impact that identity theft has on tax administration, and that 
the IRS is unable to identify theft trends, or take proactive steps 
to identify these cases in order to reduce the burden on the tax-
payers. 

As the IRS Identity Theft Program Office currently operates, is 
it prepared to efficiently meet the needs of the identity theft vic-
tims and handle the continuing increase in identity theft being re-
ported each filing system? 

Then the last question on the same subject: What proactive 
measures should the IRS undertake to address the identity theft 
issues it currently faces or will face in the future? 

Mr. PHILLIPS. As I mentioned in my testimony, the IRS estab-
lished, as a result of the report that we issued several years ago, 
an Identity Theft Project Office, which was a positive step. Most of 
their efforts have been geared towards outreach and education for 
taxpayers and practitioners. The Commissioner and the Inspector 
General have just recently participated in the development of a 
video that approaches the issues around identity theft. 

Unfortunately, the effort that has been devoted so far still does 
not move all the way to where the IRS needs to go in terms of help-
ing victims of identity theft when they contact the IRS. 

For example, there is not a consistent process in place through-
out the IRS, so that if you as an individual contacted the IRS and 
said, I feel like someone has stolen my identity and used it to file 
a fraudulent tax return, the procedures are not consistent. And, 
that is one of the things that they need to continue to do. But, 
progress has been made. 

The CHAIRMAN. Thank you very much. Senator Wyden? 
Senator WYDEN. Thank you, Mr. Chairman. Mr. Everson, I have 

been told that the written instructions that your office put out on 
the 1040 form inaccurately state that the tuition deduction and 
education expenses deduction have expired. Are those written in-
structions inaccurate on those two key education issues? 

Commissioner EVERSON. This gets, I think sir, to the question 
of—that I mentioned in my statement. 

Senator WYDEN. Just answer the question. Are the written in-
structions inaccurate? Yes or no. 

Commissioner EVERSON. The Congress acted after the written in-
structions were written. Yes, sir. 

Senator WYDEN. So the written instructions are inaccurate. Now 
here is what troubles me. Mr. Soukas just told us that ripping off 
the system is a piece of cake. 

Now for thousands of teachers across this country, who are hon-
est and are trying to comply with the system, they are going to 
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have to figure out how to reconcile the difference between these 
various instruction forms and sort out, for example, how to get a 
fair shake when they are trying to buy some supplies for poor kids. 
I think that is just a disgrace. That the honest teachers who are 
trying to comply and do the right thing have to go through all 
kinds of contortions to figure out what is right. And yet, this gen-
tleman who ripped off the system told us it was a piece of cake. 
Your reaction. 

Commissioner EVERSON. I agree with you, Senator. And, I think 
the Chairman worked his tail off to try to not have this happen. 
And we warned about it and screamed about it, and so did the pre-
vious Chairman, but the Congress did not act. And, we issue our 
instructions based on the law as it stands—not what we think you 
may or may not do. It is unfortunate, as you indicate. 

The CHAIRMAN. Let the record show that it was the last Con-
gress. [Laughter.] 

Commissioner EVERSON. I will not go there, sir. [Laughter.] 
Senator WYDEN. One step that can be taken in the right direc-

tion—this is the 1-page 1040 form that I proposed in my Fair Flat 
Tax Legislation. I am going to be proposing it again on Monday. 
Congressman Rahm Emanuel on the Ways and Means Committee 
in the House will be introducing it over there. Isn’t something like 
this—it is not the entire answer—isn’t something like this a step 
in the right direction, Mr. Everson? 

Commissioner EVERSON. Senator, you and I have had this con-
versation before. You know I do not take particular policy position, 
but I absolutely am a champion of simplification. Simplification is 
necessary because complexity obscures understanding. It is more 
difficult for the taxpayer who wants to comply, to comply. And, it 
also presents opportunities for those who seek to be noncompliant 
to get around the code. 

Senator WYDEN. Isn’t it also correct that this would be one of the 
best ways to get at this problem of unscrupulous and incompetent 
tax preparers? Because if you could do your form yourself—the peo-
ple of Money magazine, for example, did my form in under half an 
hour. If people could go out and do their own with something like 
this, wouldn’t this be one of the ways to get at this problem of un-
scrupulous tax preparers? 

Commissioner EVERSON. I think that that is true because our 
system depends on the integrity of the practitioner. But, if you go 
beyond the 60 percent figure that the Chairman cited, actually 
right now all but 13 or 14 percent of people are using computer 
software, either through a practitioner or themselves to prepare a 
return. 

Most Americans could not do their return without their software. 
It is just so complex—but the software at least asks you a yes or 
no question, and then you fill in the amount. 

Senator WYDEN. People at Money magazine did our form in 
under half an hour. 

At the Federal level, it seems to me there are also some ques-
tions about compliance costs. Our understanding is that at the Fed-
eral level Americans now spend between 22 and 24 cents on com-
pliance for every dollar collected. And the Tax Foundation has done 
some analysis indicating these compliance costs will continue for 
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the rest of the decade. What is the IRS doing to help bring down 
the cost for American taxpayers so they do not have to pay this 
kind of overhead cost when they do their forms? 

Commissioner EVERSON. I think, sir, a lot of the burden is associ-
ated with the complexity of the code and the filing requirements. 
We have an Office of Burden Reduction. Wherever we can we try 
to simplify within our administrative capabilities—that is an ongo-
ing process, but the real answer here—the reduction of burden— 
is in simplification, as you indicate. 

Senator WYDEN. Mr. Chairman, I know my time has expired, but 
with you, Mr. Chairman, and Senator Grassley both here, I would 
just once again proselytize for this cause of tax simplification. I 
think also in the House, Chairman Rangel is very interested in this 
as well. So, both Chairman Baucus and Senator Grassley have 
talked to me about this on many occasions before. I think we have 
a chance to get it done now in a bipartisan way. I look forward to 
working with both of you. Thank you, Mr. Chairman. 

The CHAIRMAN. Thank you, Senator, very much. Senator 
Stabenow? 

Senator STABENOW. Thank you, Mr. Chairman, for this impor-
tant hearing and to all of our witnesses. First, just a quick follow- 
up to what Senator Wyden had said about the changes. We under-
stand that, unfortunately, many of us pushed for those changes 
and continuations on some important tax policy to happen at a dif-
ferent time. But, once it did, as it related to the education tax cred-
its, did you make any changes on your website? 

Commissioner EVERSON. Oh yes. Absolutely. And, in fact, as I in-
dicated in my statement, we had to—not only just us—this is how 
complex the system is—we had to work with all the software ven-
dors so they would change their own materials. That was all done 
and then people were able to file by, I think it was February 3, 
they could file electronically under the new provisions. We updated 
the website and tried to publicize it, Senator, as much as we pos-
sibly could. 

Senator STABENOW. Secondly, regarding again the gentleman 
who spoke before, I just have to say, again, as a person who does 
a lot of business online where there is a PIN number—— 

Commissioner EVERSON. Right. 
Senator STABENOW [continuing]. I do not feel that that stops me 

one little bit—that 30 seconds worth of extra effort—that allows me 
to have some protection and security. 

Commissioner EVERSON. Right. 
Senator STABENOW. It seems to make sense. And, so I would 

hope—I do not want to get into a lot discussion about that—— 
Commissioner EVERSON. We will take a look at it. 
Senator STABENOW [continuing]. But I think I would agree with 

the Chairman that your answer on that really is not satisfactory 
to people who are out there worried about what is going to happen 
to them. So, I hope it will not be just looking at it, but that you 
are going to make the change. Because this is not acceptable. I do 
not care, I mean, because it is simple things. It is simple things— 
we are not asking—we know about the budget. We are actually 
doing, as a member of the Budget Committee, a budget that is 
much better overall to meet the priorities of the country and to ad-
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dress your concerns this year. But, the reality is that we are talk-
ing about pretty simple things. I am concerned that they not be 
dismissed. 

Commissioner EVERSON. No. I do not mean to convey, I do not 
mean to be dismissive. I apologize if that is the impression I con-
veyed to you or the Chairman. It is not—I am a little frustrated— 
I was just frustrated. It is difficult for me to see a criminal sitting 
here making allegations and—— 

Senator STABENOW. It is difficult for all of us. And, I imagine the 
folks that were ripped off, in particular, the victims find the most 
difficulty. 

Commissioner EVERSON. I will certainly follow up as you indi-
cated. 

Senator STABENOW. The question I would ask Mr. Phillips, when 
you were talking about it—I actually wanted to ask a question re-
garding the phone excise tax refund program. You spoke about in-
dividuals in that program. But, I am concerned about whether or 
not the IRS is inadvertently leaving out a very important group of 
folks which are the small businesses who also have to reply to be 
able to receive that refund. 

We know the IRS has announced a refund of about $15 billion 
in excise taxes, in long distance and bundling services, to both indi-
viduals and businesses—the largest refund ever. We also know that 
there is a system for individuals to receive an automatic standard 
deduction or apply, and so on. 

But my concern is that the Padgett Foundation did a survey of 
small businesses regarding the current tax filing system. Of the 
businesses that have filed their returns, less than a third, about 26 
percent, actually were able to take the credit. The reason that was 
cited is because the IRS is requiring them to access 41 months of 
records in order to receive the refund owed to them. 

Now, I am introducing legislation that would require the IRS to 
keep the refund period open through the year and provide small 
businesses a safe harbor similar to what individuals have been pro-
vided, so that they get some time to be able to do the extra effort— 
to be able to put together the records and so on. 

I wondered if you might have any thoughts about that or any 
suggestions. We might hear both from Mr. Phillips and Mr. 
Everson about what the IRS is doing, if anything, to try to facili-
tate small businesses. 

Mr. PHILLIPS. Sure, thank you, Senator. Actually, from a per-
sonal standpoint, I did fill out the form for the excise tax refund 
this year. It took me about 5 hours to complete the form and, fortu-
nately, I am a pretty organized person and had the records, so I 
was able to do it. 

But, about 99.6 percent of the returns that have been received 
this year that have claimed the credit have claimed the standard 
amounts—the $30 to $60 for the individuals. There is that 30-per-
cent range that I mentioned in my testimony that have not claimed 
it for unknown reasons. 

I know that, as part of the work that TIGTA is currently doing, 
we are trying to look to see why taxpayers chose not to file either 
the simple form that was prepared by the IRS this year or claim 
it on their 1040 return. The numbers that the IRS recognizes have 
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been certainly lower than what was projected. They, too, are look-
ing to see why that has occurred. 

Senator STABENOW. How many of those are small businesses 
versus individuals? 

Mr. PHILLIPS. I do not have that information right now. I do 
know that as of the end of March there were about 79 million re-
turns that had already been processed, and that is where the—30 
percent of those had not claimed the rebate. 

Senator STABENOW. Okay. Mr. Everson, I don’t know—I know my 
time is up, Mr. Chairman but if this—— 

Commissioner EVERSON. Sure. You are talking about what is the 
most difficult issue with the rebate or the refund. Just because the 
individual can claim the standard amount, but if they are a Sched-
ule C filer, they have their own business, obviously they would use 
phones more, presumably, than a family. We tried to craft a meth-
odology that we thought would sort of guide people to an easier an-
swer. But, it can be difficult, and it is not just individuals, I would 
add, Senator. You have churches or charities, or other, lots of orga-
nizations that may not even file a return, but they have obviously 
had phones—State governments and others. It takes some time to 
compile the actual records if you are going to claim actuals. 

Senator STABENOW. Well, do you have flexibility to be able to 
help them be able to keep that period open or provide some safe 
harbor? 

Commissioner EVERSON. I do not believe we have the flexibility, 
because what happens is, the statute tolls, there is an amount of 
time that you have to refund—that is why it only goes back the 41 
months, and I believe that would require a statutory change. My 
lawyer is around somewhere, but we will get back to you on the 
record. But, I don’t think we can do it administratively. 

Senator STABENOW. Mr. Chairman, I would hope that we might 
provide them with that flexibility. Thank you. 

The CHAIRMAN. Thank you, Senator. Senator Lincoln? 
Senator LINCOLN. Thank you, Mr. Chairman, and thank you for 

holding this hearing. It has been very helpful and informative. I 
just have about four questions, and I am going to throw them out 
there so you guys can answer them. 

First of all, I have heard from several of you that the integrity 
of the tax preparer is very important. I want to commend the 
Chairman and the Ranking Member along with Senator Bingaman 
for the work that we all worked on—but they certainly championed 
last year in Senator Bingaman’s Taxpayer Protection and Assist-
ance Act. 

I would like to know, particularly from Ms. O’Connor and Mr. 
Everson, if that is something you all would support in terms of 
standards for preparers and other things like that. I am assuming 
you all are aware of the Protection Act we passed out of the com-
mittee last year. 

The other thing, on the extender tardiness, certainly we have our 
own issues in that, and we understand that. What I would like for 
you to expand on, Mr. Everson, though, is what the cost was to you 
in the tardiness that we had and where we could have redirected 
those dollars within the IRS to do more of what we really feel like 
needs to be done. How timely do we need to be for you to be able 
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to, instead of using those dollars on catch-up work, redirect those 
dollars to where they should be. 

Mr. Phillips, in terms of identity theft, I guess we talked about— 
you mention that largely the IRS is just reacting. It is a reactive 
nature for them. Working on the front end to prevent identity theft 
seems like the most common-sense thing to do. Maybe you might 
expand on some of the things that have already been mentioned or 
what you think would be the most important things we could do 
that would deal with that. I think you have touched on some of it. 

And, then last, Commissioner Everson, I wanted to commend you 
for the work that you have done over the last several months to 
improve the Free File program. I hosted a seminar in my State 
during the break, particularly for low-income filers, as well as com-
munity service folks, to take back the information on the Free File 
program that is out there. We trained several community organiza-
tions so they could go back into their neighborhoods and really 
make sure that everyone was aware of and knew how to use that 
program—particularly since its improvement. Free File really does 
help us to that end. Those are my questions, Mr. Chairman. 

The CHAIRMAN. And all of you have only 2 minutes to answer 
those questions. [Laughter.] 

Commissioner EVERSON. A couple of things. I think the subject 
of regulation of return preparers is an important one. I think it’s 
what the Chairman is getting at, and we need to discuss that. I 
have said that more regulation will not necessarily get at the fraud 
per se. It will educate and help practitioners, I think, with tests, 
if we went down that road in terms of understanding the code. 

But, if somebody wants to be fraudulent and criminal, as this in-
dividual was, they will seek a way to do that. And, that just needs 
to be borne in mind as we look at this question of oversight of the 
preparers. On the extenders, as the Chairman knows, it did have 
an impact on our enforcement programs, as well, from that being 
late and from the late passage of the budget. 

The portal. That is an important question. I would suggest to 
you, Senator, along with the conversation of more regulation of pre-
parers, this is the other issue that really gathered momentum last 
year. There are sort of two—you can bracket this in two ways. One 
is, just to get rid of what—a lot of people have to pay a fee after 
they finish the return to file it electronically. I think a large con-
sensus is to get rid of that fee one way or another. But, at the other 
extreme there is the idea that the IRS should take this all over. 
That you would not have tax preparers, or the software providers— 
you ought to be able to go right to IRS.gov and start working on 
your return. 

This is a delicate balance that we have right here, and even with 
this hearing we rely on the integrity of practitioners, and it is a 
big industry, of course. I have said to the Chairman when we 
talked about this subject privately some time ago, I do not want 
to get into the situation where the private sector is bashing and at-
tacking the IRS because the government is taking away from their 
business, if you will. 

If that happens, then you will see a great undermining of the 
system, I would suggest to you, because there would be a lot of al-
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legations about what we are doing or not doing. So I think we need 
to look at all of these issues but proceed carefully. 

Mr. PHILLIPS. Senator Lincoln, there are three things that I see 
in terms of identity theft the IRS can do, and we have made rec-
ommendations to improve. 

The first is their electronic fraud detection system, which is now 
back up and running after being down last year. That is sort of the 
cornerstone for their questionable refund program and identifying 
questionable tax returns. 

The second is their Office of Professional Responsibility, which 
we have reported on in the past, which has responsibility for over-
sight of tax professionals, the CPAs, that type of thing, to make 
sure that those people are in good standing, both with their own 
taxes, but also in how they are working with the tax paying com-
munity. 

And finally, the electronic return originator program, both the 
screening process, when someone wants to become an electronic tax 
practitioner, they apply through the IRS’s originator program. 
There are certain screening checks, including criminal background 
checks they have to go through. Once someone is accepted into the 
program they are monitored on occasion. We have made rec-
ommendations on both components of that program for improve-
ments. 

Ms. O’CONNOR. Thank you for tossing that first question in my 
direction. As many of the opening statements commented, the in-
tegrity and honesty of tax return preparers is very important in 
our system. Those are not things you can legislate. You can make 
sure the administrative branch is funded so that the problems can 
be detected, investigated, and prosecuted, and, as the Commis-
sioner noted, the prisoner here is a prisoner. He is sentenced and 
he is doing 92 months for his crimes. Tax crimes were at the end 
of a long list of crimes that he had committed. I also hasten to 
point out that he was apprehended in Greece. He was a fugitive 
from the FBI. The Federal Government did what it needed to do 
to get him, to try him, to prosecute him, to put him behind bars. 

Senator LINCOLN. Well, we do not doubt that you are doing your 
job, and that is a good example. My point is, and we are not trying 
to put you out of business, but we might lessen your load if, in fact, 
we were requiring greater standards of tax preparers, initial 
exams, qualifying those preparers, making sure there is continuing 
education, that they are aware of changes and certainly other 
things. 

The CHAIRMAN. There is a vote going on, so we are going to have 
to be pretty efficient here. Thank you very much. Ms. O’Connor, I 
have a question about tax shelters, disclosure penalties, etc., and 
this Form 8886, whatever it is. 

Ms. O’CONNOR. Right. 
The CHAIRMAN. Namely, under the law, if a taxpayer is engaging 

in a shelter—a listed shelter—that has to be disclosed on the tax-
payer’s return. And, if it is not, there are penalties. Or, if a return 
is incomplete, namely it says, more information on shelters, etc.— 
listed shelters, we are talking about here—will be provided. 

My first question is to the Commissioner on that subject. My un-
derstanding is that it has been 21⁄2 years since legislation here en-
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acted strong penalties, yet it is my information that there is not 
one case where the IRS asserted its jurisdiction and the agency’s 
efforts here to assess penalties for failure to disclose a listed shel-
ter. Is that correct? 

Commissioner EVERSON. I will have to get back to you for the 
record on that, sir. Again, sometimes the new cases will take a 
while to proceed. As you know, I have been a champion of reducing 
that and pressing to get things resolved sooner. So, I will take a 
look and see what has been done. 

The CHAIRMAN. It has been 21⁄2 years according to my informa-
tion. And if you get back—and I just have a bit of a sense that for 
some reason the IRS does not want to pursue all—— 

Commissioner EVERSON. If that is the case, I will make sure that 
is corrected. I do not think that is the case though. 

The CHAIRMAN. Ms. O’Connor, let me ask you, how important is 
it for you in your work to have at least in your toolbox the IRS’s 
following up on this issue? That is, issuing penalties if the form is 
incomplete, failure to list? 

Ms. O’CONNOR. I am sorry, I do not understand your question. 
The CHAIRMAN. How important, if the IRS were to do its job 

here, how important is that to you in prosecuting taxpayers for fail-
ure to comply here, or because they are engaging in sheltered—— 

Ms. O’CONNOR. Let me just say here, penalties are very, very 
helpful in tax enforcement. Before Congress got serious about insti-
tuting serious penalties for engaging in substantial valuation over-
statement or understatement and substantial understatement of a 
tax liability, every tax practitioner in the world had a very easy 
calculus to make that just said, you know, are we going to get 
caught and, if we are, what is it going to cost us? 

The tax and the interest, hey, the government is charging a 
lower interest rate than anybody else these days anyway. Once the 
penalties were instituted and the IRS started raising them, it is 
now a very different calculus. 

When somebody is trying to advise a client who wants to do 
something that might be problematical that they are not only going 
to have the taxes and the interest, but also, perhaps, a 40-percent 
penalty. That is a very different calculus, and I think the penalties 
being in the law is very, very helpful. 

And if you would like for us to get back to you on—— 
The CHAIRMAN. A very broad basic question I would like to pur-

sue with all of you is just how well we are doing or not doing with 
respect to shutting down abusive shelters, you know, scams and 
schemes generally. What is the progress rate here? 

There is a vote going on now, so you are basically all saved by 
the bell. I have to run right now. I do not have time to stay for 
the answer to the question. But if you would, the best you can, put 
something down for the record, because it is a huge issue. Espe-
cially as we try to get at the tax gap. 

Commissioner EVERSON. Yes. 
The CHAIRMAN. There is a lot involved here. It is not just what 

I mentioned—it is offshore accounts, lots of things going on here. 
Thank you very much. Senator Grassley does want to come back, 
so the hearing is recessed until Senator Grassley returns, which I 
think will be in about 5 or 10 minutes. Thank you. 
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[The committee recessed at 11:42 a.m., reconvening at 11:48 
a.m.] 

Senator GRASSLEY. I am done. You are done. That is what Sen-
ator Baucus said. I will not be very long. I did have, first of all, 
it is my understanding, Commissioner Everson, that you wanted to 
clarify something. So why don’t we start out with whatever—— 

Commissioner EVERSON. I just wanted to come back to this ques-
tion of identity theft. What I do not like to see is some impression 
that the system is rife with identity theft—our tax system. It is a 
very serious issue, and certainly for any individual who gets caught 
up in it, it is a horrible thing. But I do not want Americans to 
think that the tax system is rife with identity theft. 

We talk about a noncompliance problem, something like 1 in 7— 
that is the overall tax gap, which you are familiar with. If you look 
at the number of cases that we have been working on, which in-
volve the identity theft, which is different from refund fraud, it is 
in the tens or thousands—it is 31,000 or so. That is very limited 
compared to the 135, 136 million returns we get. I just wanted to 
place this in a context. We work hard to resolve these matters. I 
do not want anybody to believe that there is something that is hap-
pening in the tax system that is that pervasive, sir. 

Senator GRASSLEY. Thank you, and I wanted to bring up, not 
necessarily for your comment, Mr. Everson, but to carry on a little 
bit about the question I asked you. This is in regard to the banks 
not depositing some money that may be—went directly to a tax-
payer—in each case, one stopping—seemingly stopping some fraud 
and the other one not. And, that is, that the banks have their own 
fraud detector analysis that they use to help alert IRS of potential 
fraudulent cases. But, given the statistics that we have as a result 
of just the Soukas case, the banks are doing fraud detecting better, 
irrespective of the debt indicator. There is nothing showing that 
Mr. Soukas’s refunds were stopped by the banks because of debt 
owed by the victims of that crime. 

For Ms. O’Connor. You are aware of the Walter C. Anderson 
case. One article that I read said—they had the headline—‘‘Biggest 
tax cheat in history escapes Federal tax liability.’’ The article dis-
cusses a sloppy job that DOJ did in that case. As a result, the Jus-
tices, because of the sloppy paperwork, Mr. Anderson will not have 
to pay the IRS restitution ranging from $100 million to $175 mil-
lion because prosecutors listed the wrong statute in Anderson’s 
plea agreement. The judge said he could have ordered Anderson to 
repay the money as part of the probation, but prosecutors had also 
omitted any discussion of probation from Anderson’s paperwork. 

Now the IRS must bring civil charges to get the money. How 
does this happen? How did all the attorneys up the line miss this? 
And, what disciplinary actions are being taken to hold these indi-
viduals responsible? 

Ms. O’CONNOR. Quite a string of questions. Let me start with 
commenting that headlines are not always accurate. And, the head-
line you just read was not accurate. Walter C. Anderson entered 
into a plea agreement in which he agreed to restitution. The fact 
that there was a scrivener’s error in the plea agreement and the 
wrong section of the United State Code was cited, it is certainly a 
regrettable error. It should not, however, have prevented Judge 
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Friedman from ordering the restitution that the defendant had 
agreed to. 

We requested that Judge Friedman reconsider his finding on 
that, and he declined to do so. Even so, however, the Internal Rev-
enue Service was never without recourse regarding the money that 
Walter Anderson owes the United States. The same procedures 
that would have been available without the plea agreement are 
still available to the United States to recover any money that 
might be recoverable from Walter Anderson. 

Other of your questions are, how did it happen? One of the pros-
ecutors working on the case made a mistake in drafting the plea 
agreement. It is unfortunate that nobody noticed it until the de-
fense attorney did at the sentencing hearing. 

Again, Walter Anderson agreed to the restitution. He signed the 
agreement agreeing to the restitution and he will be held account-
able to the extent there are funds available to pay the restitution 
that he agreed to. We will find them, and we will collect them. 

Senator GRASSLEY. Disciplinary action? 
Ms. O’CONNOR. That is still under consideration. 
Senator GRASSLEY. Mr. Everson, are you going to be able to re-

cover the $100 million to $175 million? 
Commissioner EVERSON. I don’t know the answer to that, sir. We 

will in all cases work to recover as much as we can. But, as you 
know, this is a very large sum, and Mr. Anderson went to great 
lengths to have a great number of complex transactions in different 
jurisdictions around the world. 

Senator GRASSLEY. Okay. Ms. O’Connor, I mentioned in my open-
ing statement that it is encouraging to hear that the Tax Division 
in conjunction with the IRS shut down several unscrupulous pre-
parers, and I mentioned Jackson Hewitt. I questioned the timing 
of the Tax Division pursuing these injunctions since they happened 
approximately 2 weeks before the end of filing, which provided ad-
ditional opportunity for these return preparers to continue with 
their fraudulent behavior. Why weren’t these preparers put out of 
business before they had an opportunity to defraud the government 
out of possible millions of dollars this filing season? And, when did 
the IRS refer these cases to your office? 

Ms. O’CONNOR. Senator, we brought the suits as soon as we had 
the information ready to make the case. No delay occurred. It is an 
initiative of this administration, during my tenure at the Tax Divi-
sion, that we bring civil injunction suits at all. And the reason is, 
as you have noted, as long as these activities are ongoing, harm 
continues. More and more people are enabled to defraud the Fed-
eral Treasury. More and more people are going to be behind the 
eight ball when the IRS figures out they owe taxes and then they 
are going to owe penalties and interest too. And, the people who 
are promoting the scams get richer and richer by doing so. 

So, we have undertaken to enjoin people and their activities be-
fore a criminal case can be prepared. But, we bring the cases as 
soon as we can, develop the facts that will support bringing them. 

Senator GRASSLEY. What was the date on which you received this 
information? 

Ms. O’CONNOR. I do not have that information ready. 
Senator GRASSLEY. Would you get it to me? 
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Ms. O’CONNOR. If it is appropriate, I will provide that informa-
tion to you. 

Senator GRASSLEY. Why wouldn’t it be appropriate? 
Ms. O’CONNOR. Well, as you well know, Senator, section 6103 of 

the Internal Revenue Code provides that anything the Internal 
Revenue Service does, any tax return information, is information 
that only the Internal Revenue Service can have. Information 
about when we receive a referral from the Internal Revenue Serv-
ice may still be 6103 information. Until we file a matter in court, 
and it becomes public information, it is still 6103 information 
which we have under our privilege with the Internal Revenue Serv-
ice. 

Senator GRASSLEY. What is privileged about a transfer of paper 
from IRS to you? 

Ms. O’CONNOR. As I just said Senator, section 6103 of the Inter-
nal Revenue Code protects taxpayer information. That means the 
Internal Revenue Service can provide information to the Depart-
ment of Justice when it believes that it is ready to ask the Depart-
ment of Justice to bring suit or to file charges. Until we actually 
bring the suit or file the charges, no one but we and the IRS know 
about that referral. 

Senator GRASSLEY. What you are saying is that it could have 
been laying around the Department of Justice for 2 years and it is 
nobody’s business that it has been laying around there for 2 years. 
I think it is the business of this committee. I think it is the busi-
ness of the Judiciary Committee to know how efficiently Justice is 
functioning. 

Ms. O’CONNOR. Justice is functioning very, very efficiently, Sen-
ator. 

Senator GRASSLEY. Well, that is your judgment. Constitutional 
oversight indicates that I ought to be able to make that judgment 
too. 

Ms. O’CONNOR. And you very well may, sir. As I said, if it is ap-
propriate, I will certainly provide that information to you. 

Senator GRASSLEY. Okay. Mr. White, in your statement you note 
that the IRS is undertaking research on paid preparer compliance 
but that research does not fully address the Government Account-
ability Office’s recommendations that the IRS conduct research to 
determine the extent to which paid preparers live up to their re-
sponsibilities to file accurate and complete tax returns based on in-
formation they obtain from their customers. 

What additional research should the IRS be doing, in your opin-
ion, on paid preparers, and how might that improve compliance? 
And then I would ask Mr. Everson to respond. 

Mr. WHITE. Senator, first of all, since paid preparers prepare so 
many returns, they are, as I think your question implies, a critical 
checkpoint in the compliance system. There are several steps that 
I think could be taken. Right now, based on the work we did last 
year, the 19 visits that we made to large paid preparer chains, we 
know that there is a widespread problem out there. 

But beyond that, there is not any quantitative information about 
the size of the problem. So last year we recommended that more 
be done by the Service to measure a paid preparer’s compliance 
with their responsibilities. So, that is one thing that could be done. 
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Something else that could be done, there is an experiment under-
way right now, both the State of California and the State of Oregon 
have imposed various forms of legislation on paid preparers. It 
ought to be possible—maybe enough time has passed now—to do 
some research to determine what the effect of that regulation has 
been on the performance of paid preparers in those States. 

Those are two things that could be done to get a better handle 
on the problem and what might be effective to address the problem. 

Senator GRASSLEY. Commissioner Everson? 
Commissioner EVERSON. Yes, sir. There are two comments that 

I would make here as to this—about the budget, I had indicated 
that one of the best things about the budget was the money for the 
infrastructure which gets to all the stuff we are talking about 
today. 

The other thing that is great about this budget is, over $40 mil-
lion has been requested for research on the enforcement side. It 
will very much get at this issue. It will also help us look at the in-
dividual returns, the update on the National Research Program. So 
I think it is an important subject. As I have indicated, we have 
over a million practitioners. They are absolutely essential to the 
way the system functions. The more we can know about how they 
are actually doing it, the better off we are. 

Senator GRASSLEY. Thank you all very much. The meeting is ad-
journed. 

[Whereupon, at 12:02 p.m., the hearing was concluded.] 

VerDate Aug 31 2005 11:10 Sep 30, 2008 Jkt 000000 PO 00000 Frm 00039 Fmt 6633 Sfmt 6633 R:\DOCS\44036.000 SFIN1 PsN: BOBM



VerDate Aug 31 2005 11:10 Sep 30, 2008 Jkt 000000 PO 00000 Frm 00040 Fmt 6633 Sfmt 6633 R:\DOCS\44036.000 SFIN1 PsN: BOBM



(37) 

A P P E N D I X 

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD 
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