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IRS Funding Cuts Continue to Compromise
Taxpayer Service and Weaken Enforcement
By Chuck Marr, Joel Friedman, and Brandon DeBot1

The Internal Revenue Service (IRS) budget has been cut by 18 percent since 2010, after adjusting
for inflation. The cuts have forced the IRS to reduce its workforce, severely scale back employee
training, and delay much-needed upgrades to information technology systems. These steps, in turn,
have weakened the IRS’s ability to enforce the nation’s tax laws and serve taxpayers efficiently, as
the National Taxpayer Advocate, the Treasury Inspector General for Tax Administration, the IRS
Oversight Board, and the Government Accountability Office all have documented.
The IRS plays a fundamental role in our system of government — helping taxpayers comply with
the tax code and ensuring that the nation’s tax laws are enforced fairly and credibly — and
policymakers must provide the resources it needs to do these jobs effectively.
Funding cuts are hurting honest taxpayers as they try to file their taxes: more than half of the calls
to the IRS are not being answered. Even if taxpayers are able to get through to an agent, they must
wait about a half hour, on average,2 and the IRS is answering only “basic” tax questions. Moreover,
many IRS field offices have been closed, making it more difficult for taxpayers, particularly those
who have low incomes or are “offline,” to get assistance filing their returns. Funding cuts also
weaken the agency’s ability to curb tax fraud, tax evasion, and other illegal activities. The IRS
estimates that individual and business audit rates have fallen to their lowest levels in a decade, and
may continue to fall amid budget cuts.3 (See Figure 1.)
These cuts make no sense from a fiscal perspective, as the return on investment in enforcement
spending is high. Each additional $1 spent on IRS enforcement yields $6 or more of additional
revenue from collecting taxes owed under current law, according to the Treasury Department. Cuts
in IRS enforcement funding are increasing the budget deficit.
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Policymakers should
reverse these harmful
funding cuts, and the
President’s fiscal year 2016
budget offers a framework
for doing so. The budget
would halt the downward
trend in IRS funding,
proposing an increase of
about $2 billion compared
with 2015, though funding
would remain roughly 5
percent below the 2010 level,
after adjusting for inflation.
The increased funding in the
President’s budget would
focus on enforcement,
taxpayer services, and
information technology
investments.

FIGURE 1

The House and Senate budgets, by contrast,
would likely make further damaging cuts to IRS
funding, which would continue to erode taxpayer
services and weaken enforcement.

FIGURE 2

IRS Funding Has Fallen Sharply
Since 2010
Like many discretionary programs (those funded
through annual appropriations), the IRS has faced
significant budget cuts since 2010. The 2011
Budget Control Act (BCA) capped annual
discretionary funding for 2012-2021, and
sequestration imposed additional reductions starting
in 2013. The Bipartisan Budget Act of 2013,
negotiated by then-Senate Budget Committee Chair
Patty Murray and then-House Budget Committee
Chair Paul Ryan, restored some but not all of the
sequestration cuts for 2014 and 2015. The full
sequestration cuts remain in place in 2016 and
subsequent years.
The IRS’s $10.9 billion budget for 2015 is $1.2 billion, or 10 percent, below the level appropriated
in 2010 — the last year before Congress began cutting discretionary programs. Accounting for
inflation, 2015 funding is 18 percent below the 2010 level. (See Figure 2.)
2

Policymakers have made these cuts despite repeated warnings of the damage they would cause
from the IRS Commissioner, National Taxpayer Advocate, Treasury Inspector General for Tax
Administration, and others. Policymakers ignored these warnings and cut an additional $340 million
from the IRS budget in the 2015 continuing resolution.4
These cuts have significantly hampered the IRS’s ability to carry out its mission. National
Taxpayer Advocate Nina Olson concluded that “The budget environment of the last five years has
brought about a devastating erosion of taxpayer service, harming taxpayers individually and
collectively. . . . The victims of this underfunding are not the IRS and its employees — the victims
are U.S. taxpayers.”5

Cuts in Workforce and Training
Three-quarters of the IRS budget goes to personnel, 85 percent of whom are directly involved in
enforcing tax laws or providing taxpayer services.6 Accordingly, in the face of low funding, the IRS
has reduced its workforce substantially; the IRS has
FIGURE 3
about 13,300 (14 percent) fewer employees than in
2010. (See Figure 3.) Commissioner John
Koskinen predicts the number of employees will
shrink by another several thousand by the end of
2015.7 Yet at the same time, the IRS’s workload
has increased substantially. For instance, the
number of individual income tax returns has grown
by nearly 7 million since 2010.8
As a report from the IRS Oversight Board, an
independent body that Congress created to provide
long-term guidance to the IRS, explained in 2014:
The workforce has decreased over the last four
years due to a longstanding combination of
attrition and a hiring freeze. As the result of
the hiring freeze, new employees replace
outgoing employees at a rate of one to five.
This means a current IRS employee will see
five coworkers leave, some of them the most
experienced and well trained, before one new employee is eventually hired to cope with a
growing workload. This puts enormous stress on new employees arriving at understaffed
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offices and those who remain as they shoulder the burden of the work left behind until a new
employee arrives to help.9
Commissioner Koskinen announced after the 2015 budget cuts that the IRS would continue its
hiring freeze through 2015, and that it would eliminate nearly all overtime pay for employees.10
The funding cuts have also deeply affected the training of the remaining IRS employees; the IRS’s
training budget was slashed by 83 percent in nominal terms between 2010 and 2014, the most recent
year available.11 Some of the most dramatic cuts have been made to the training budget for the IRS
Large Business and International Division, despite the growth in overseas business activity by U.S.
residents and businesses, the complexity of many tax issues associated with this activity, and a
significant incidence of tax avoidance by U.S. firms that operate overseas.12
As Olson has concluded: “[f]aced with a declining budget, the IRS training and education
programs have been reduced to bare minimums without consideration for the type of training
employees need to perform basic job functions, protect taxpayer rights, and prevent harm and
undue burden for taxpayers.”13 She adds, “I do not see any substitute for sufficient personnel if the
IRS is to provide high-quality taxpayer service.”14

Taxpayer Services Have Worsened
These cuts have translated into a worsening of taxpayer services. As the Government
Accountability Office (GAO) recently found, “A reduced budget and increased workload has
contributed to performance declines across the agency, including serious concerns about service to
taxpayers during filing season.”15
The Treasury Inspector General for Tax Administration (TIGTA) has sounded a similar warning,
telling Congress last year:
Although the IRS has implemented certain procedures to better assist the American taxpayer,
funding reductions pose a significant challenge. . . . These continuing budget constraints make
it difficult for the IRS to effectively assist taxpayers. As demand for taxpayer services continues
to increase, resources have decreased, thereby affecting the quality of customer service that the
IRS is able to provide.16
IRS Oversight Board, “FY2015 IRS Budget Recommendation Special Report,” May 2014,
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For example, despite the rise of electronic filing, millions of taxpayers still communicate with the
IRS by telephone and mail. But through mid-February 2015, a typical caller waited about 28 minutes
for an IRS representative to get on the line, and nearly 60 percent of calls were never answered.17
These figures will likely continue to worsen over the filing season. This represents a sharp decline
from 2010, when the IRS answered three-quarters of calls and had an average wait time of just under
11 minutes.18 The IRS will also answer only “basic” tax questions this filing season, and no longer
helps taxpayers prepare returns.
Similarly, the IRS conducts important business with taxpayers through the mail, including
individual examinations and clarifications on how much tax a filer owes. Cuts in IRS funding have
severely restricted its ability to respond in a timely manner. Even while incoming mail has not
increased since 2010, the share of mail that the IRS fails to respond to within 45 days has nearly
doubled, from 27 percent at the end of 2010 to 49 percent at the end of 2013.19
The situation is even worse for practitioners who help taxpayers fill out their returns. The IRS
estimates that the average wait on the practitioner “priority” hotline, which tax preparers call for
help with their clients, will be 52 minutes this filing season.20
These cuts threaten low-income and other vulnerable taxpayers in particular. As Olson, the
National Taxpayer Advocate, has stated, “Comprehensive studies demonstrate that low-income and
other vulnerable taxpayer populations need person-to-person assistance to comply with their federal
tax obligations. . . . [W]hile online self-help tools address the needs of many taxpayers in a low-cost
manner, the IRS is harming those offline taxpayers when it significantly decreases the provision of
face-to-face and person-to-person telephone services.” 21 She added, “I do not think it is hyperbolic
to say we are facing a crisis in taxpayer service.”22
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Enforcement Is Weaker
The number of IRS staff devoted to enforcing tax laws has dropped by 20 percent since 2010.23
(See Figure 4.) As a result, the IRS is conducting fewer audits overall and fewer audits of highincome taxpayers and businesses. The annual audit rate for individual taxpayers is now below 1
percent and at its lowest level in a decade. The IRS audited 1.2 million taxpayers in 2014 — 150,000
fewer than in 2013 and over 300,000 below 2010.24 Audits of corporations have fallen as well. As
Commissioner Koskinen notes, “We continue to see steep declines in corporate examinations as the
IRS budget has declined during the last five years. Overall business audits declined by 6 percent last
year, dropping to the lowest level in eight years.”25 The audit rate for filers with incomes over $10
million fell to 16 percent in 2014, down from 24 percent in 2013.26
As TIGTA put it, “The IRS is facing many new
challenges while operating with fewer resources and
employees. Several indicators showed the effect of
this, including a decrease in enforcement
revenue.”27 The IRS Oversight Board has warned
that the lagged effects of recent underfunding will
likely shrink revenues from enforcement further in
the next few years, even if IRS funding is not cut
further.

FIGURE 4

Meanwhile, the scope and complexity of the
global financial system — and thus the need for
robust IRS enforcement — continue to expand.
Estimates suggest that the international tax gap
(that is, the amount of unpaid U.S. taxes each year
on cross-border transactions) is between $40 billion
and $133 billion.28
Weakening IRS enforcement ultimately hurts the
entire budget and increases deficits. A dollar spent on enforcement yields a significant return by
increasing the collection of revenue that is due under current law. The Treasury estimates that, from
current levels, every additional dollar invested in IRS tax enforcement activities yields $6 or more in
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increased revenue.29 Further, increased enforcement funding produces indirect revenue savings by
deterring tax evasion, which Treasury estimates to be at least three times the direct revenue impact.30
Enforcement has suffered in part because Congress failed to include in the BCA a special cap
adjustment for funding IRS enforcement. In the past, Congress has enacted adjustments in the
discretionary funding caps that allow specified amounts of additional funding to be provided —
without counting against the caps — for certain federal activities that have been shown to save more
than they cost by reducing overpayments and fraud in various government programs and
noncompliance with the tax laws. In crafting the discretionary funding that the BCA set, Congress
did provide “program integrity” cap adjustments that enable lawmakers to provide funds above the
BCA caps for continuing disability reviews in Social Security Disability Insurance (SSDI) and
Supplemental Security Income (SSI), financial redeterminations in SSI, and activities to combat
Medicare and Medicaid fraud and overpayments. 31 But Congress refused the Administration’s
request to provide a comparable adjustment for IRS enforcement, despite a “tax gap” estimated at
over $385 billion a year32 and evidence that various IRS enforcement efforts save many times what
they cost.
As Commissioner Koskinen summarized, “Essentially, the government is losing billions to
achieve budget savings of a few hundred million dollars.”33

Delays in Upgrading Information Technology
The IRS needs state-of-the-art information technology (IT) to help it perform its core functions
of collecting taxes and enforcing the nation’s tax laws while countering sophisticated identity thieves
and tax evaders and addressing taxpayers’ privacy concerns. The IRS lags behind in this area. For
example, some IRS computers still run on an operating system that is so outdated Microsoft no
longer services it; the IRS had to spend scarce funds to set up custom support.34 Commissioner
Koskinen notes that the IRS uses “applications that were running when John F. Kennedy was
President.”35 He concludes, “We’re falling behind in upgrading hardware infrastructure and
software. This compromises the stability and reliability of our information systems, and leaves us
open to more system failures and potential security breaches.”36
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GAO reports that budget constraints have contributed to delays in two essential IT projects:
Information Reporting and Documentation Matching, designed to match documents such as 1099K forms with individual tax returns to help track down underreported income; and the Return
Review Program, designed to replace the outmoded Electronic Fraud Detection System, the IRS’s
main system for detecting fraudulent returns.37 Part of an aggressive IRS effort to prevent identity
thieves from obtaining tax refunds fraudulently, the Return Review Program is meant to keep the
IRS “ahead of identity thieves because we will be able to act more quickly to incorporate what we
learn about fraud schemes into our filters,” Koskinen says.38
TIGTA describes identity theft as a “rapidly growing problem”39 that is “personally,
professionally, and financially devastating” for its victims.40 The IRS identified 339,000 cases of
identity theft in 2010,41 and that figure grew to more than 2.9 million cases in 2013.42 The 2013
cases totaled about $30 billion in identity theft-related fraud attempts, about $24 billion of which the
IRS was able to prevent or recover.43
The IRS has prioritized addressing identity theft. As Nina Olson explained in her 2013 annual
report to Congress, “In FY 2013, the IRS assigned more than 3,000 employees to work on identity
theft cases. Because of the harm identity theft victims suffer, that was the right call to make. But
for an overworked agency absorbing budget cuts, the reassignment of so many employees has meant
other work in crucial taxpayer service and enforcement areas could not be done.”44 The report also
notes that an integrated case management system is urgently needed to resolve issues for victims in a
timely way; budget constraints have hindered progress, however. TIGTA also notes, “Resources
have not been sufficient for the IRS to work identity theft cases dealing with refund fraud, which
continues to be a concern.”45
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IRS Responsibilities Growing
Restoring IRS funding to a more adequate level is important to enable the agency both to reverse
the decline in taxpayer service and to handle its new and expanding responsibilities, which range
from combating identity theft to its responsibilities under the Affordable Care Act (ACA). TIGTA
notes that health reform “contains an extensive array of tax law changes that, absent added funding,
will present budgetary challenges for the IRS in coming years.”46 Most important, the IRS is charged
with administering the premium tax credits — the subsidies that millions of near-poor and middleincome taxpayers receive to help them afford coverage in the health insurance marketplaces — as
well assistance with health insurance deductibles and co-payments for taxpayers with modest
incomes. ACA implementation this filing season will “add considerable new work,” Olson notes.47
Another major new set of responsibilities for the
IRS concerns the Foreign Account Tax Compliance
Act (FATCA). Enacted in 2010, FATCA seeks to
reduce illegal tax evasion by requiring filers and
financial institutions to report more information to
the IRS about assets held in offshore accounts.
More than 150,000 financial institutions in 112
countries have already registered under FATCA.48
The IRS needs added personnel and IT resources
to collect and analyze the large amounts of
information that FATCA will generate and to
conduct enforcement activities where warranted.49

FIGURE 5

Finally, the number of individual income tax
returns has grown by nearly 7 million, or 5 percent,
since 2010.50 The increasing number of tax returns
strains IRS resources as budget cuts reduce the
resources necessary to process the returns.51 (See
Figure 5.)
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More Adequate Funding Needed
Funding is an increasingly serious problem for the IRS, although not the agency’s only challenge;
many analysts believe that the IRS needs to more effectively manage its operations. But funding is a
key constraint and cannot be ignored as a crucial factor in diminishing the IRS’s effectiveness.
The President’s budget would begin to address these challenges by reversing the sharp decline in
IRS funding. Its proposed $12.9 billion funding level for 2016 is an 18 percent increase over the
current level. 52 This would restore the funding lost since 2010 in nominal — though not inflationadjusted — dollars. The increase includes $480 million for enforcement that would be provided
through a “program integrity” adjustment (and thus would not count against the BCA caps). It
directs most of the proposed increase to operations support, which includes IT improvements
crucial to improving both taxpayer service and tax enforcement. The additional funds would also
bolster depleted personnel levels, including increasing enforcement employees by 10 percent.
Treasury estimated a similar initiative in the President’s 2015 budget would “yield a net deficit
reduction of $35 billion” over ten years.53 Commissioner Koskinen projects the increase in funding
for taxpayer services would boost the share of taxpayer phone calls answered to 80 percent and
reduce wait times to no more than 5 minutes.54
By contrast, the House- and Senate-passed budgets would likely cut IRS funding even further.
Although the budgets do not specify funding levels for the IRS, they contain significant cuts to the
non-defense discretionary (NDD) part of the budget, which includes the IRS. The House and
Senate budgets cut NDD funding by $970 billion and $400 billion, respectively, over the next
decade.55 These cuts are in addition to the harsh cuts already imposed by the BCA caps and
sequestration. As a result, IRS funding would likely fall even further under the House and Senate
budgets.56
Collecting taxes is one of government’s most essential functions, yet budget cuts in recent years
have made it harder for the IRS to enforce tax laws, and implementing new laws such as the ACA
and FATCA have added to the agency’s responsibilities. Policymakers should give the IRS sufficient
resources to carry out its mission. In particular, policymakers who profess to be concerned or even
alarmed about the nation’s current or future fiscal course should provide the IRS with the funding it
needs to administer the nation’s tax laws and collect taxes due under the laws of the land.
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