DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

COMMISSIONER

May 13, 2011

The Honorable Charles Boustany
Chairman, Subcommittee on Oversight
Committee on Ways and Means

U.S. House of Representatives
Washington, D.C. 20515

Dear Chairman Boustany:

Thank you for your letter of April 28, 2011 related to the administrative expenses
incurred by the IRS in Fiscal Years 2010 and 2011 to implement the tax law changes
included in the Affordable Care Act.

Enclosed is an explanation of the funds that IRS spent in FY 2010, and plans to spend
in FY 2011, out of the fund that you referenced in your letter. In addition, the IRS
submission included in the President’s FY 2012 budget request included extensive
details on the funding that the IRS needs to ensure that we can properly administer the
tax law. Finally, | have asked the appropriate IRS staff to contact the Committee staff to
address any questions that remain open. If | can be of further assistance, please
contact me, or have your staff contact Floyd Williams, Director of Legislative Affairs, at
(202) 622-3720.

Enclosure



Enclosure
Implementation Expenses for Tax Law Changes in ACA

Congress enacted the Affordable Care Act in March, 2010, after the President
completed and transmitted the FY 2011 budget to Congress. As the IRS began the
process of implementing the tax law changes in the ACA, the Department of Health and
Human Services (HHS) allocated administrative funding from the fund created in the
authorizing statute. OMB apportioned $23.2 million of funds in FY 2010 to support the
IRS’s initial planning and implementation efforts. Of the apportioned $23.2 million, $2.5
million remained unobligated at year end.

As discussed in detail below, for FY 2011 OMB has apportioned funding for these
purposes to the IRS as-needed but generally on a quarterly basis. For FY 2012,
provided that Congress fully funds the $473 million included in the President’s budget,’
there is no need to request additional allocations,

Expenditure Plan

The attached FY 2011 expenditure plan is the vehicle through which IRS requested
continued funding. The current full-year plan, which is subject to change, totals $215
million, of which approximately 67% is for information technology. Through the end of
the second quarter, OMB apportioned $72 million of this amount.

The plan reflects a one-time increase in the expenditure rate during the third quarter
due to the expected obligation of funding to support IT contracts that would be awarded
in that time frame. While the scope of work remains on track with our forecast, we
currently anticipate that the timing for the awarding of these contracts may push beyond
the end of the third quarter. We are continuously monitoring our expenses as our
planning progresses to ensure that we are using resources as efficiently as possible.

As part of its engagement reviewing IRS implementation of Affordable Care Act tax
provisions, GAQO requested the IRS’s FY 2011 expenditure plan. In reviewing this
request, and in the preparation of its response, the IRS consulted with the Office of
Management and Budget. Such consultation is standard practice in the case of budget-
related materials. Prior to receiving the Committee’s letter on this subject, IRS had
requested a meeting with GAO to deliver and explain the expenditure plan. That
meeting occurred, and the plan was delivered on May 2, 2011.

Staffing
As with all changes to the tax law, the IRS must develop guidance and communications

materials for taxpayers, implement the changes to systems required to process the

! Since the President’s budget was submitted, the tax provision related to information reporting on payments to
corporations, and payments for property, was repealed. As a result, the IRS’s anticipated administrative expenses
are reduced by $23.3 million in FY 2012,



changes, and, after the effective date of the provision, ensure that appropriate service
and compliance activities are undertaken. In some cases, these activities were
incremental 1o existing programs and teams, and we have time tracking codes to
account for the time these employees spend on these provisions, even though they are
not dedicated full time to ACA.

In other programs and functions, the IRS hired employees specifically to work full time
on ACA provisions. The majority of these hires are in information technology, primarily
to support the administration of the premium tax credit.

We currently have approximately 600 full-time equivalent staff working on the tax law
changes included in ACA. About half are staff dedicated to implementing ACA
provisions {mostly in information technology), and the other half are the aggregation of
staff that are not fully dedicated to ACA implementation, and perform other work.
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