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INTRODUCTION
• The way in which tax disputes are managed and resolved can have a significant impact on the 
overall experience that taxpayers may have in interacting with revenue authorities and 
thereby, affect voluntary compliance.

• The fair and effective resolution of tax disputes fits squarely within the “service” paradigm
of tax administration which emphasises the role of the tax administration as a facilitator and 
provider of services (Alm et al, 2010).

• Consistent with the service paradigm, a number of tax administrations around the world have 
embarked upon various forms of transformation programmes which are aimed at simplifying
and digitalising tax administration, and transforming into more service-orientated
organisations.

• One example is provided by the Internal Revenue Service (IRS) in the United States (US) 
which is working on a “Future State” initiative which aims to enhance taxpayers’ experiences 
through the use of technology.
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INTRODUCTION

• This paper provides a Dispute System Design (DSD) evaluation (using DSD principles) of the 
tax dispute resolution system of the US in the context of the IRS’s Future State initiative.

• The paper then discusses the impact of the Future State initiative on the DSD evaluation of 
the tax dispute resolution system and provides possible lessons to be learnt for other tax 
administrations undertaking similar transformation programmes.

• A DSD perspective has been adopted as the aim of DSD of reducing the cost of handling 
disputes and producing more satisfying and durable resolutions, aligns with the service 
paradigm of tax administration and enhancing voluntary compliance.
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DSD PRINCIPLES
• Owing to time constraints this presentation will not outline the 14 DSD principles used in the DSD 
evaluation. 

• See Table 1 in Section 2 of the paper for details of the principles:
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THE IRS’S FUTURE STATE INITIATIVE

• The Future State initiative stems from a review by the IRS of its operations, driven in part by 
continued budget constraints, and the consequent development of a vision of what the IRS 
hopes to look like by 2020.

• “When it costs between $40 and $60 to interact with a taxpayer in person, and less than 
$1 to interact online, [the IRS] must re-examine how [it] provides the best possible 
taxpayer experience” (Former IRS Commissioner, John Koskinen, 2016).

• Hence, a central component of the Future State initiative is the creation of online taxpayer 
accounts and online tools in an attempt to shift taxpayers away from traditional service 
channels such as telephone and in-person assistance.

• The development of these online service channels affects significant areas of tax 
administration where taxpayers need to interact with revenue authorities, including in resolving 
tax disputes.
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THE US TAX DISPUTE RESOLUTION PROCEDURES
IRS Examination 

(ie. Audit)


Preliminary Notice of Deficiency 
(“30-Day Letter”)



IRS Appeals Office 
(where an Appeals Conference may be held)



Notice of Deficiency 
(“90-Day Letter”)



Litigation

6Note: This slide depicts a simplified version of the US tax dispute resolution procedures only. 



IMPACTS OF THE FUTURE STATE INITIATIVE
• The IRS’s Future State initiative impacts on the tax dispute resolution system, from a DSD 
perspective, as follows:

1. Stakeholders are included in the design process in the context of the Future State initiative 
(eg. taxpayers have been involved in the pilot testing of web-based virtual Appeals 
conferences).

2. The Future State initiative does not change the options provided for resolving disputes 
themselves, but it impacts on how they are delivered (eg. web-based virtual Appeals 
conferences as an alternative to in-person Appeals conferences).

3. The potential reduction in the availability of in-person Appeals conferences may mean 
that it is more difficult for taxpayers to resolve their disputes at the IRS Appeals level. This 
may potentially result in an increase in the use of loop-forward mechanisms in the system
(ie. where taxpayers by-pass the Appeals process and file proceedings in court).
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IMPACTS OF THE FUTURE STATE INITIATIVE

4. The Future State initiative may enhance notification before the disputes process as the 
introduction of online taxpayer accounts facilitates up-front issue identification. 
Feedback after the disputes process may also be accelerated through all data being 
captured digitally.

5. Against the background of the IRS’s budget and resource constraints, the Future State 
initiative may result in a reduction in the number of Appeals employees (eg. Appeals 
Team Case Leaders) available to act as independent internal confidential neutrals in 
the dispute resolution system.

6. The potential reduction in the availability in-person and telephone service channels 
may mean that taxpayers may need to seek the assistance of external advisers to 
help resolve their disputes and thus, will incur additional up-front costs.
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IMPACTS OF THE FUTURE STATE INITIATIVE
7. The potential reduction in traditional service channels may limit multiple access points

to the system for those either unwilling or unable to participate in online channels (eg. 
low-income taxpayers, the elderly, disabled, taxpayers with language barriers).

8. The Future State initiative has resulted in enhanced online educative resources and self-
service tools (eg. Appeals Online Self-Help Tools, online videos and podcasts of the 
Appeals process).

9. Owing to budget and resource constraints, as well as the introduction of taxpayer self-
service tools, the Future State initiative may result in a reduction in the number of IRS 
employees serving as process advisors in the system. 

10. The introduction of online service channels in conjunction with the IRS’s intention to reduce 
in-person and telephone interaction potentially limits taxpayers’ abilities to choose a 
preferred process in the system. 
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IMPACTS OF THE FUTURE STATE INITIATIVE
11. The potential reduction in in-person and telephone services may mean that taxpayers will 

find it harder to resolve disputes and in addition, may need to pay third parties to assist 
them. Consequently, confidence in the fairness of the tax system may erode and this may 
lead to a lower rate of voluntary compliance.

12. In the context of the Future State initiative, there appears to be some degree of support 
and championship of the system by senior revenue authority members (eg. speeches of 
the IRS Commissioner on the Future State initiative are published on the IRS’s website).

13. It is arguable whether the intention of the IRS to reduce in-person and telephone personal 
service channels in favour of online service delivery, aligns with the mission of the IRS to 
“Provide America’s taxpayers top quality service.”

14. There is evaluation of the system in the context of the Future State initiative (eg. the 
National Taxpayer Advocate (NTA) has held public forums seeking public comments on the 
Future State initiative).
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LESSONS FOR OTHER TAX ADMINISTRATIONS
• In the process of migrating towards the use of online services channels, it is important for 
tax authorities to provide taxpayers with multiple service options and the ability to 
choose a preferred process from amongst those options. 

• This is because a significant proportion of the population will still require more 
personalised service options (ie. in-person or telephone assistance) due to preference, lack 
of access to the internet or otherwise. 

• It is also important that the system provides multiple entry points, particularly for certain 
taxpayers such as low income taxpayers, the elderly, disabled and those with language 
barriers. 

• If a taxpayer prefers (or requires) in-person or telephone assistance and that channel is 
not available, the taxpayer may feel alienated, frustrated, and disengaged from the tax 
system. This could consequently negatively impact on voluntary compliance.
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LESSONS FOR OTHER TAX ADMINISTRATIONS

• It is important that revenue authorities engage with taxpayers (eg. the NTA’s public forums) 
and conduct sufficient and appropriate research into taxpayers’ and tax preparers’ service 
needs and preferences before implementing any online system. 

• While believing online accounts can fully meet all taxpayers’ needs, revenue authorities 
could potentially reduce their non-digital taxpayer service channels to the point that there 
may be inadequate taxpayer service options available (eg. for those unable or unwilling to 
use digital channels).

• Ultimately, this could increase taxpayers’ costs of disputing as well as negatively impact 
on voluntary compliance. 
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CONCLUSIONS

• In the context of tax dispute resolution, online systems can bring many benefits to those 
taxpayers that have access and a preference for such systems, including the ability to securely 
interact with revenue authorities, receive notifications and utilise online self-help tools.

• However, not all disputes can be resolved through online channels. Thus, it is important that 
online channels are utilised as a complement to existing service channels and not as a 
substitute. 

• A system (incorporating online channels) which is designed around taxpayers’ needs and 
preferences will be more effective and efficient, and more importantly trusted by people –
and thus enhance voluntary compliance. 
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