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IRS Can Better Plan For And
Control Its ADP Resources

1RS has made significant progress in managing
its computer operations. Recent measures
planned or already implemented will improve
the effectiveness of the agency’'s ADP re-
sources considerably. GAO recommends addi-
tional actions to the Commissioner of IRS
which would enhance these improvements
even further.
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UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

GENERAL GOVERNMENT
DIVISION

B-137762

The Honorable Jerome Kurtz

Commissioner of Internal Revenue L*/

Department of the Treasur . RIS TAV A
p Y - ALY

Dear Mr. Kurtz:

This report suggests ways to increase the efficiency
and effectiveness of the Internal Revenue Service's
automatic data processing operations. Although IRS
has made significant improvements in the past
several years, more needs to be done to increase manage-
ment's involvement in and control over (1) long-range
ADP planning, (2) the development of data processing
systems, (3) ADP equipment procurement, and (4) computer
performance management.

We are pleased with the willingness of the Service to
be responsive to our concerns and with the spirit of cooper-
ation exhibited by Service officials toward our staff.

We look forward to continually working with the Service
to further improve its management of ADP resources.

As you know, Section 236 of the Legislative Reorgani-
zation Act of 1970 requires the head of a Federal agency to
submit a written statement on actions taken on our recommen-
dations to the Senate Committee on Governmental Affairs and
the House Committee on Government Operations not later than
60 days after the date of the report and to the House and
Senate Committees on Appropriations with the agency's first
request for appropriations made more than 60 days after the
date of the report. Accordingly, we are sending copiles of
this report to the Chairmen of the previously mentioned
Committees.

Sincerely yours,

Allen R. VOSss
Director
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"The Internai Revenue Servici {IRS) is one of

the largest users of computers in the Federal
Government. The annual processing of millions
of tax returns 1s highly Jdependent on automatic
data processing {ADP). Almost a guarter of IRS'
total operating costs are ADP expenses. A thirg
of its 86,000 enployees are assigned toc ADP
operations elther in a dire:t capacity or to

ADP relared tasks such as preparing and entering
data. Proper management of IRS' ADP resources
is crucial for assuring that the Nation's

tax laws are administerec irn the most etficient
and effective manner., (See ch. 1.)

IKS has recently made significant improvements
in 1ts ADP operations in response to problems
identified in internal studies and our
previous reports. JAs a result, IRS is in a
much better position than it was several

years aco to plan, develop, and implement

new ADP systems., However, management's
planning and cortrol over the acquisition

and application of ADP resources could be
improved even more.

LONG-RANGE PLANNING, SYSTEMS DEVELOPMENT,

Ars has shown considerakle initiative and
concern in evaluating its ADP operations and
moving to take corrective action..Numerous
internal studies have identified such prob-
lems as a lack of participation in the plan-
ning process by ADP users resulting in a
rapid growth of data processing systems

and equipment. In response to these
prokblems, IRS has recently instituted an

ADP Policy/Resource Board. Membership is
composed of assistant commissioners who
represent all IRS functions and are re-
sponsible for setting privrities for the use
of ADP resources in IRS.
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To provide an agencywide perspective to

the Board‘'s decisions, it is important that
the Commissioner and Deputy Commissioner

be actively involved and participate with
the Board in its deliberations. This

has not always been the case. (See pp. b
to 8.)

~IRS alse plans to implement a cost account-
ing system that will measure how ADP staff
resources are utilized to develop and imple-
ment new systems. . The Board will use this
information as a basis for allocating

these resources among IRS functions.

These resources, however, are only a small
fraction of IRS' ADP costs. In fact, 95
percent of the Service's ADP resources,
those required to operate computerized
systems after installation, will not

be accounted for or allocated to ADP users.
As a result, IRS does not currently have

a basis for determining the full cost

of new systems, the relative worth of
existing systems, and the total ADP

cost ot IRS preograms, a situation not
unique in the Federal Government.
Recently, however, a study group

was established to develop the overall
concept and requirements for measuring

and allocating all of [RS' ADP costs.

(See pp. 8 to 11.)

IRS previously experienced considerable
delays in designing and implementing
data processing applications. This

was due partly to inadequate management
review at major decision points so

that critical phases in the development
process were not properly completed
before the next step was initiated.

Although they have been used in the past,

IRS does not have a formal policy re-

quiring two commonly used methods to provide
greater management control over installing
new systems: Standardized and formalized
system development procedures and project
managers. Implementing these controls would
help assure that data orocessing applications
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are developed consistently, key activities
are performed properly, and management has a
mechanism for evaluating progress and
estaklishing accountability. (See pp. 12 to
14.)

/ﬁespite recent improvements, IRS needs to
make further efforts toc encourage adequate
competition when procuring ADP equipment.
Project managers designated for systems

in the development phase should also be
accountable for assuring that applicable
government and agency poiicies are adherred
to during the subsequenrt procurement

phase. ADP equipment that is not the result
of systems development should also have
project managers designated to increase
management control over the procurement
function. {See pp. 14 and 15.)

ADP_EQUIPMENT CAN BE USED MORE
EFFICIENTLY AND EFFECTIVELY

IRS has recently taken action to establish
a centralized computer performance function
and, as an interim measure, has contracted
for performance studies of its major
computer systems. These actions, if
properly implemented, should correct past
problems such as inconsistent and unre-
liable computer performance information
and the lack of a coordinated and
systematic program to improve the
efficiency of IRS computers. As a result
of these problems, IRS could not be
certain what its current computer
capability was, nor assure that computer
products met users' needs. Also as

a result, some IRS requests for addi-
tional capacity were not adguately
supported. (See ch. 3.:

RECOMMENDATIONS

GAO recommends that the Commissioner of
Internal Revenue:

/[ -—-Develop and implement a cost accounting
system to measure all of IRS' ADP
resources by user and specific applica-
tion.

Tear Sheet s
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——-Formalize standard system development
procedures for Data Services and user
organizations to serve as a control
mechanism with appropriate information
provided to management at key decision
points.

-~Require that project managers be formally
designated for major systems development
activities and for computer procurements.
(See p. 16.)

--Establish a comprehensive ADP perfor-
mance management program to evaluate and
improve the efficiency and effectiveness
of IRS' computer operations. (See p. 26.)

IRS COMMENTS

The Commissioner agreed with GAO's recommen-
dations and stated that he and his deputy
would be actively involved in formulating
ADP decisions including the review of Board
decisions. Although IRS either plans or
has taken steps to improve the planning and
control of ADP resources, it needs to
implement specific actions before GAO can
fully assess the extent to which its recom-
mendations are carried out. (See pp. 17
and 26.)
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CHAPTER 1

INTRODUCTION

The Internal Revenue Service (IRS) processed over 136
million tax returns and collected about $400 billion in
fiscal year 1978. This huge undertaking would be virtually
impossible without automatic data processing (ADP).

The Service's ADP operations have grown continuously

and considerably since the program was begun in the

early 1960s. As could be expected with any large computer
operation, IRS experienced problems in developing its

data processing capability but recently has done well

in making appropriate improvements. This report discusses
the problems IRS has experienced with its ADP operations,
the improvements that have been planned or implemented,
and our recommendations for further actions to assure
greater management control over the planning, acquisition,
and use of ADP resources.

SIZE AND ORGANIZATION OF ADP OPERATIONS IN IRS

IRS is one cf the largest ADP users in the Federal
Government. 1In fiscal year 1978, the total cost of
the Service's data processing operations was estimated
at over $476 million. This accounted for 24 percent of
IRS' total operating cost of $1.97 billion. IRS has 142
computer systems in operation acrcss the country, of
which 56 are owned by the agency and 86 are leased
from commercial sources. Thirty-three percent cf the
Service's approximately 86,000 empioyees——almost 28,000
pecple—-—-are assigned to ADP activities. About 3,400
employees are assigned to such ADP operations as systems
analysis, design, programming, and operating the computers.
The remaining staff are assigned to ADP-related tasks
such as data preparation and entry.

ADP operations in IRS are organized on both a central-
ized and decentralized basis. Each year, tax returns
are delivered to 10 service centers across the country
and are transcribed onto magnetic tape. These tapes
are sent to the IRS National Computer Center in Martinsburg,
West Virginia, where the information is posted to master
accounts for every taxpayer. Afterwards, selected tax
information is returned to the service centers on magnetic
tapes and maintained on computers available for immediate
retrieval or updating through an extensive system of
terminals. 1In addition to its tax processing systems,
IRS operates a Data Center in Detroit, where the payroll
and many management information reports are produced.



Overall responsibility for the Service's data processing
activities is divided. Service center directors report to
regional commissioners who, in turn, report directly to the
Deputy Commissioner and Commissioner. However, the Assistant
Commissioner for Data Services, with a staff of approximately
740 at IRS headquarters, is responsible for providing techni-
cal guidance to the service centers and has line authority
over the National Computer Center and the Data Center.

Managing the Service's ADP program requires constant
monitoring and evaluation. IRS has done well in this regard.
Over the years, the Service has made a commendable effort
at reviewing ADP operations, identifying problems, and moving
to correct them. For example, one 1976 internal review re-
ported such problems as fragmented and duplicative system
development efforts and a proliferation of noncompatible
and even unnecessary computer equipment., The report's
recommendation that the ADP function be centralized within
IRS rather than dispersed throughout the agency was implemen-
ted the followinyg year with the creation of the Office
of Assistant Commissioner for Data Services.

Similarly, a 1977 internal audit identified problems in
the procurement of ADP systems and equipment. The auditors'
recommendations for improved management controls over
the procurement process were implemented soon afterwards.

In 1978, a major evaluation of the Service's management
information systems identified deficiencies in the collec-
tion, dissemination, and utilization of data needed for
planning and controlling IRS programs. The report's
recommendations were accepted and are currently being

acted on. Despite these and other efforts, however, problems
still exist in planning and controlling the agency's ADP
resources.

The difficulties IRS has experienced are by no means
unique. Congressional committees have expressed concern
over the past decade about the failure of Federal
agencies to adequately plan for and use their computer
and related resources in what is fast becoming a critical
resource area of information and data processing. For
example, the House Committee on Government Operations
reported in October 1976 that the failure of Federal
agencies to prepare effective long-range ADP plans was
a major hindrance to achieving economical procurements.

The importance of departmental planning is emphasized
in the Office of Management and Budget Circular A-71. This
circular assigns to the head of each Federal agency the re-
sponsibility for the effective and efficient management of
the agency's ADP activities. The circular gives the agency
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head full authority to determine the agency's requirements

for ADP resources, subject only to the financial management
oversight of the Congress and the Office of Management

and Budget. Along with this authority goes the responsibility
for planning and controlling agency ADP resources so that

the greatest cost effectiveness in their procurement

and use can be obtained. This report notes several areas

in the Service's ADP operations where this responsibility
can be better met.



CHAPTER 2

IRS NEEDS TO FURTHER IMPRCVE ADP LONG-RANGE

PLANNING, SYSTEMS DEVELOPMENT, AND ADP PROCUREMENT

In addition to improvements planned or already imple-
mented, IRS can do more to perfect its overall strategy for
acquiring and applying data processing resources. The
Service has shown considerable initiative and concern in
evaluating its ADP operations bur actions taken or planned
to remedy the problems identified still do not provide for
sufficient involvement of the Commissioner's Office in formu-
lating ADP plans. In addition, action is needed to provide
better accountability and control over long-range ADP plan-
ning, systems development activities, and procurement. Over-
coming these problems will enable IRS to carry out its
computer operations more effectively.

IRS NEEDS TO IMPROVE ITS LONG-RANGE
ADP PLANNING SYSTEM

Although IRS has rectified many of the problems in ADP
planning identified by various internal reviews, recommen-
dations by these and other reviews for more senior management
involvement and accountability and full cost accounting for
data processing resources have not been implemented. Both
are critical elements of an effective long-range ADP planning
system.

IRS has devoted considerable resources to evaluating the
method used to forecast, review, evaluate, and approve the
agency's ADP requirements. Since 1975, numerous studies and
proposals have been made under the direction of the Assistant
Commissioner for Planning and Research, the Assistant Commis-
sioner for Data Services, and the Internal Audit Division.
Other studies have been done by special task forces, study
groups, and consultants. These evaluations consistently
demonstrated that IRS lacked a formal ADP planning system
capable of assuring senior management's involvement and par-
ticipation, allocating ADP resources equitably among using
organizations, assigning priorities to requests for new ap-
plications, and fostering cost-~consciousness among ADP users.

Inadequate planning for ADP requirements has resulted in
the Service proposing new systems and equipment with ques-
tionable justification. Another result has been the uncoor-
dinated develcpment of new ADP applications, producing in-
creased management information systems among IRS organizations
and unachievable backlogs of new applications. For example,



until a recent inventory by a special study group, the
service could not be certaln what systems were 1n operation
and what information was being co.lected and produced.

IRS nas recognized these proplems and has been moving to
remedy them. ore, however, nerds to be done tc lmprove
management's overall control over planning for ADP resources.

ADP planning needs more actilve involvement
by the Commissioner's Office

At the conclusion of our tield work, in March 1979,
IRS established an ADP Policy/Resource Board. This Board,
the result of a number of internal studies, replaced a itormer
ADP Review Board that had approved projects on an individual
pasis. The new Board consists ot higher level management
and 1s responsivle for budgeting and controlling the agency's
overall computer needs. The new Board's procedures also
increased user participatlon 1n the formulaticn of the
Service's ADP plans so that mernbers will be more aware
cf the costs of the data processing resources they reguest.
Wwe support thesge efforts. Theys will do much to alleviate
many of the proplems IRS has experienced in tne past.
More could pe done, however, toH assure top management's
participation in the planning process.

The ADP Policy/Resource Board consists of the Service's
assistant commissioners and serves as the agency's focal
polnt for making policy decisions on all ADP matters.

T'he Board 1s alsc responsiible fur setting priorities

for tihe use of ADP resources py tormulating a coordinated
Servicewlde long-range plan pased on reguests submitted
by Board members. The Board 1s chaired py the Assistant
Commissioner for Data Services.

In our opinion, designating the Assistant Commissicner
for Data Services as chairman ot the ADP Policy/Resource
Board could limit the participation and involvement of top
management 1n ADP planning and tnerepy curtail the Board's
apility to make agencywide decirions that consider the
overall needs orf IRS.

As the agency's chief operating ofticer, the Deputy
Commlssioner is responsible for assisting and acting for the
Commissioner to accomplish the overall planning, direction,
control, and coordination of [xRS policies and programs. This
responsinility makes it imperative that management at this
level oe actively involved and participate in formulating
the agency's long-ranyge plans, especially Abp plans, since
IRs' ADP operations account for almost a quarter of IRS!
total operating costs and a tnird of its total personnel.



1ne recent.y enacted procedures, while requiring the
Commissioner and Deputy Commissioner to pve prieted on Board
decisions, does not provide tor their active participation
in the decisionmaking process. In some instances, such 1in-
volvement is necessary to facilitate the Board's delibera-
tions and provide an agencywide perspective to the decision-
making process.

Although the Board's chairman has been formally delegated
the authoeority to oftticiate over proceedlngs subject to the
review of the Commissioner and Deputy Commissioner, the Assis-—
tant Commissioner ftor Data Services functions at the same
management level as other Board members with responsibility
limited to data processing matters. Because Board actions
have a far-reaching etffect on all IRS activities, his author-
ity tor making Servicewlde decisions 1S less likely to be
commonly recognized and accepted than that of an ofticial
with higher authority and responsibililty for alli ot the Ser-
vice's programs. For example, 1n discussing the proposed
Board leadership with some of the othey assistant commis-
sicners, we were told that they would not accept untavorable
Board decisions, but would take thelir cases to the Deputy
Commissioner for resolution.

The primary function of the Board is to provide policy
guldance and set priorities for the use of the ADP resources
by IR5. The active leadershlp of top management 1S necessary
Lo objectively evaluate ADP propesals of the various IRS
tunctions on a Servicewide basis. The Board, more specifti-
cally the Board's chairman, must select the optimal policy
on an overall basis after objectively considering the posi-
tions ot the members. 'The Otfice ot the Assistant Commis-
sioner tor Data Services, although having the ADP expertise
to evaluate the impact of user proposals on IRS' data pro-
cessing operations, does not have the organizational perspec-
tive to evaluate proposals on a servicewlide basis. Proposals
to use ADP rescurces must be ranked 1in order ot priority,
and the total amount ot ADP resources to be commltted must
be weighed against other Service reguirements. A toremost
conslderation in these declsions 1s that computer resources
are limited. The chairman must theretore have cross-
tunctional authority with a thorough understanding ot
IRS' overall needs and objectives to make these decisions.

Our reservations about the ability ot the Board to
tunction etfectively with an assistant commissioner as chair-
man can be 1llustrated by the way past and current ADp
problems have had to be solved. For the past several years,



the Service has faced a backlog of proposed computer appli-
cations awaiting action. For example, at the beginning of
the fiscal year, Data Services had received almost 600 sepa-
rate requests for ADP developmental work to be done in fiscal
year 1979. These ranged from relatively minor modifications
to existing applications to proposals for large and complex
new systems and additional equipment to process them. Data
Services lacked the staff resources to begin work on about
half of these reguests. Additionally, the Detroit Data
Center faced a shortage in meeting the existing workload

of 201 staff years, almost a 20-percent deficit. In
addition to these backlogs, one ot the Service's major
computer systems, the Integrated Data Retrieval System,

is, according to Data Services, approaching maximum
capacity.

In response to these problems, the Assistant Commis~-
sioner for Data Services and the other assistant commis-
sioners moved to reduce the workload in much the same way
as the ADP Policy/Rescurce Board will function. The Assist-
ant Commissioner for Data Services requested the other assist-—
ant commissioners to reassess the necessity for their current
applications at. the Data Center and on the Integrated Data
Retrieval System and limit requests for new services to proj-
ects specifically requested by the Commissioner, the Congress,
or other agencies and maintenance of existing programs.
Through numerous and frequent meetings and discussions
over a 3-month period, the Data Center's workload and
Integrated Data Retrieval System applications were
reduced to a point where they could be met within budgetary
and machine constraints, and new requests were reduced.

We were told that the process was a long and tedious

one due to the natural reluctance of ADP users to relinguish
services they were receiving. Although the assistant
commissioners were able to reduce the workload without

the direction and participation of top management, in

our opinion, the process would have been facilitated

had the Commissicner or Deputy Commissioner been more
actively involved.

As another example, IRS had been attempting to determine
the role and composition of the ADP Policy/Resource Board
since the need for such a Board was identified in a May 1976
internal study. Two additional internal studies issued in
May 1978 advanced conflicting proposals on how the Board
would allocate ADP resources to users and approve ADP pro-
jects. These documents engendered much discussion among
the assistant commissioners. However, not until the Deputy
Commissioner directed resolution of the issues in November
1978 was action taken to do sc.



As discussed above, the fact that Data Services had
faced an unachievable and unrealistic workload is strong
evidence that IRS needs to: (1) rank projects in the order
that best meets the overall needs of the Service and (2)
plan and control ADP projects according to the availability
of resources needed to implement them. The ADP Policy/
Resource Board will meet some of these needs by involving
users in the budgeting of ADP resources. However, for maximum
effectiveness, the Board requires leadership of recognized
and accepted authority to set ADP policy and objectively
consider requests for ADP support based on the overall needs
of IRS.

A previous internal review had recommended that the
Board be chaired by the IRS Deputy Commissioner because of
the multifunctional and financial impact of the matters the
Board would be called upon to decide. This proposal, however,
was not implemented at the direction of the Deputy Commis-
sioner. The Deputy Commissioner told us he rejected the
recommendation that he chair the Board because he had
neither the time nor ADP technical expertise and because
significant Board decisions would require his or the Commis-
sioner's final approval anyway. He also doubted whether
his office could objectively evaluate any proposal which
he had helped formulate. Finally, it was his opinion
that the Board should be allowed to operate on a trial
basis before deciding on the need for his participation
and involvement.,

We continue to believe that designating the Deputy
Commissioner as chairman of the Board would help assure that
agencywide priorities are properly balanced and that the
Board functions expeditiously. At a minimum, the decisions
of the Board as currently constituted should be considered
tentative subject to final approval by the Deputy
Commissioner-—even during the test period desired by him.

IRS needs to measure total ADP costs

Under the recently approved procedures for the ADP
Policy/Resource Board, the Board is also responsible for allo-~
cating developmental ADP resources to IRS functions. Develop-~
mental resources are the staff necessary for the design,
maintenance, analysis, and modification of computer programs.
In fiscal year 1978, we estimate that IRS' total ADP costs
were about $476 million of which $24 million, or 5 percent,
were developmental costs. The remainder was for operational
resources, the equipment and operators required to process
ADP applications after they are developed, and for ADP



related costs such as document processing and handling. The
basis for allocating developmenfal costs will be a cost ac-
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counting system which will measure developmental resource
expenditures for individual applications, determine
resource availability, and produce various management
decision data. The system will also provide early warning
notification of potential problems such as cost overruns.
The estimated annual cost of the system is $125,000.

IRS' plans to allocate and measure developmental ADP
costs are a step in the right direction. More, however, is
needed to provide for full management control over the plan-
ning for and operation of its computer resources. In 1978,
GAO published “Guidelinss For Accounting For Automatic

Mat+a DrAamacmtsm~y Deootoe T 2l Faavcerbinn 1tn cariocoe ~f Baoadaral
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Government accounting pamphlets. These guidelines offer
advice on how to implement an accounting system that accumu-
lates total ADP costs, by user and by specific application.
Such a system is necessary to

-—-assess the full cost of reguests for computer
services including the resources required to process
applications as well as design them;

-—-evaluate the relative worth of current and proposed
applications on the basis of their total cost and their
benefit to the organization's mission and programs;

--make informed investment Jdecisions as to whether
systems should be designed and operated in-house
or by ocutside sources;

--measure the effectiveness, and also the efficiency,
of Data Services in meeting data processing re-
quirements;

~—determine the allocation o©of support needed to
meet new and existing program needs; and

-—foster cost consciousness among ADP users.

One practical effect of the irack of an ADP cost account-
ing system is that ADP resources are treated by users as a
"free asset" thus opening the door for questionable applica-
tions which lead to questionable ADP procurements. For
example, one internal IRS study found numerous computer-—
produced management information reports of questionable
value because of duplication, lack of timeliness or limited



utilization. Also, in a March 1, 1978, report to the
Ccongress, 1/ we pointed out that many of the stated require-
ments justifying the proposed Tax Administration System were
of questlonable or marginal value in helping IRS to accomp-
lish its missions. The current backlog of requests awaiting
action by Data Services is further evidence that computer
resources are treated as a free asset, Also, as discussed

in chapter 3, there are numerous opportunities for IRS to
make more efficient use of its computers. Allocating and
measuring total ADP costs, as IRS internal reviews have
already recognized, will foster a greater cost consciousness
among ADP users and, thereby, should assure more efficient use
of current resources as well as limit regquests for additional
services.

IRS has already reccgnized the need for a full ADP
cost accounting system. For example, in commenting in
September 1977 on our recommendation in a Government-wide
report 2/ that total ADP costs be accumulated and charged
to users, IRS agreed that cost accounting is an effective
process for making users aware of data processing costs
for their various programs. IRS cited the then ongoing
review efforts of an interfunctional task grcoup as evidence
that the Service was taking steps towards meeting the
recommendations set out in our report. The task group's
report, issued in May 1978, fully agreed with our report
and recommended, among other things, that IRS implement a
full cost accounting system for measuring and allocating
ADP resources.

Despite IRS' agreement in September 1977 that a full
ADP cost accounting system is needed, and the task group's
recommendation in May 1978 that the Service should implement
such a system, IRS' immediate plans are limited to a system
that will measure only developmental resources. IRS offi-
cials told us that the Service had not completely rejected
the need for full cost accounting for ADP resources, but
immediate plans were for implementing a cost accounting
system for developmental resources only. However, at the
conclusion of our audit in March 1979, IRS established
a study group to, among other things, develop reguire-
ments for a cost accounting system for all of IRS' ADP
costs. We believe this is evidence of IRS' commitment to
eventually establish full cost accounting for all of the

1/"An Analysis Of IRS' Proposed Tax Administration System:
Lessons For The Future" {GGD-78-43, Mar. 1, 1978).

2/"Accounting For Automatic Data Processing Costs Needs
Improvement" (FGMSD-78-14, Feb. 7, 1978).
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agency's computer resources. We support this commitment
provided that the group's efforts result in a cost
accounting system capable of providing cost information
specific enough to effectively assist management in
decisionmaking.

The extent to which ADP users in IRS can measure the
costs of services they request, evaluate the effectiveness and
efficiency of these services, and make informed judgments as
to how they can make the best use of resources allocated
them, is directly related to the degree of specificity
and completeness of the accounting system implemented. IRS
needs to provide as full an accounting system as possible.
At a minimum, such a system should capture and accunulate
the agency's total data processing costs by user and by
specific application. The reasons advanced by IRS for
allocating and measuring ADP developmental costs are
also valid for the remaining ADP costs, only more so.

The relative size of operational and ADP-related costs,
compared to developmental costs, makes it that much
more critical that these resocurces be placed under
management 's control.

We recognize that the development and installation of
an ADP cost accounting system is a large, complex, and ex-
pensive undertaking. However, our studies in this area
have clearly shown that good cost data is rarely available
for the costly decisions that must frequently be made
on data processing achtivities. Further, incorrect decisions
may be made by ADP users simply because they do not know
the cost of the services they receive either. Accordingly,
we believe this type of cost accounting is needed for
all computer operations and have urged all agency heads
to see that it is established.

IRS NEEDS TO FURTHER IMPROVE MANAGEMENT
CONTROL AND ACCOUNTABILITY OVER SYSTEM
DEVELOPMENT ACTIVITIES

Once an effective long-range ADP planning system has
been instituted, management must assure that plans are
properly carried out. Individual projects approved by the
Service's planning mechanism need management's control
during the design and development stage to ensure that systems
are implemented in a timely manner, at a minimum cost, and
are responsive to users' needs. IRS has recently evaluated
its management information systems and identified such prob-
lems as duplicative data collection and systems that are no
longer needed or fail to meet users' expectations. This
shows that the Service is moving to improve the situation.
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However, IRS has not adopted policies formally requiring

two commonly accepted methods of assuring successful sys-
tem design efforts: standardized system development pro-
cedures and formal designation of project managers to assure
that proper procedures are carried out in a timely manner.

System development procedures should
be standardized and formalized

IRS needs to standardize and formalize system development
procedures for assurance that major data processing systems
are developed consistently, that key activities are done
properly, and that management is provided a mechanism for
evaluating progress. We identified several instances
where IRS experienced considerable delays and, in some
cases, was completely unsuccessful in implementing new
systems or obtaining additional equipment because of in-
adequate management review at major decision points.
Standardized and formalized system development procedures,
detailing the results to be achieved at each step in the
process, would provide management with a means of reviewing
and approving proposed applications at each stage of the
development cycle.

The development of an ADP system encompasses numerous
tasks and multiple phases which are characterized by the
type of work performed and the end products produced. A
widely used and proven approach in system development is to
divide the overall work into a logical and systematic
sequence of manageable phases, such as problem definition,
evaluation, design, programming, testing, and maintenance.

A standard product-oriented approach, with well-defined
phases, provides management with an effective mechanism

for controlling projects. It includes appropriate review
points enabling management to continuocusly monitor and
assess the project's progress and performance and, where
necessary, reevaluate, reschedule, or even terminate develop-
ment work. It assures mutual understanding and agreement
between users and developers regarding the scope and defini~
tion of the system, what has to be done, and what is to be
achieved before proceeding to the more technical steps of
actually implementing the system. FEach phase should be suc-
cessfully and fully completed, reviewed, and approved by
appropriate managers before the next phase is begun.

In the past, IRS has failed to obtain new computer
equipment and data processing systems because key development
activities were not properly accomplished or controlled by
management. For example, in our previously mentioconed
March 1, 1978, report to the Congress on the Tax Administra-
tion System, we pointed out that the cost/benefit study

12



supporting the proposed $1.8 billion system was deficient
because about 50 percent of the anticipated benefits were
unsupportable, unrealistic, or otherwise questionable.
Similarly, IRS had to drastically revise the scope of

a proposed Collection Management Information System
because, upon implementation, it was found that IRS

lacked the computer capacity to handle the system. More
recently, the Service dropped plans to acquire additional
computer capacity at its service centers after the workload
projections to support them were questioned by a congressional
committee and IRS' Internal Audit Division.

In our opinion, these problems might have been avoided
if management., both in Data Services and in the customer
organizations, had a review process available to assure that
the required developmental steps had been performed fully and
effectively. For example, had the Tax Administration System
cost/benefit analysis been subjected to a critical management
review before requesting funds for the System, IRS would
not have been placed in the position of supporting the
System with a questionable justification. Similarly, manage-
ment should have determined that IRS' computers were capable
of handling the proposed Collection Management Information
System before attempting to implement it. Standardized
and formalized system development procedures provide a
mechanism to assure management review and approval of the
separate phases of the system development process.

As discussed previously, IRS has recently approved
plans for a management information system that will capture
and track resources expended on ADP projects in the develop-
mental stage. In our opinion, the Service could derive
greater benefits from the proposed system by stipulating that
it be structured along a lecgical sequence of key activities,
with reqular reports for both Data Services and customers
produced at the completion of appropriate phases. These
decision points would correspond with those in a formalized
document specifying what action is to be accomplished by
Data Services and requesters in what seqguence and what the
product of the phase should consist of.

Project managers could be designated
for new ADP applications

Another method commonly used to exercise control over
major systems during their design and implementation is to
formally designate a project manager responsible and
accountable for assuring that proper procedures are carried
out in a timely manner. While this concept is often utilized
in practice, the Service does not have procedures
specifically reguiring it and several major systems have
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been implemented without a project manager having been
designated. Although there were no indications that

these systems had experienced any specific problems due to
the lack of a project manager, the concept is a sound
management practice that would improve control and account-
ability during the system development process.

Each major data processing system should have a full-time
project manager assigned as a central point of authority to
provide day-to-day direction, coordination, and control for
the development effort. The project manager should be given
full authority to make decisions on allocating personnel
resources; establishing plans, schedules, and budgets; and
conducting most technical activities. He should be respon-
sible for coordinating the various interrelated functions
involved in system development and providing direction and
leadership for the project team. He is the key person in
negotiating tradeoffs during the course of a project and
arranging meetings with the ADP Policy/Resource Board to keep
them informed of project status, obtain required approvals,
and refer problems outside his authority. Such matters
usually relate to conflicting priorities, resource require-
ments not being met, schedule slippages, or events requiring
a major change in project direction.

The project manager should be responsible for insuring
that applicable Government and agency regulations are
followed, pertinent Federal standards are applied, and
that total system regquirements are met. Generally, the
project manager should be a user representative with a
solid background in ADP and have a formal charter of
authority defining his specific duties and responsibilities.

FURTHER EFFORTS NEEDED TO INCREASE
COMPETITICN IN ADP PROCUREMENT

IRS has recently instituted several corrective actions
to improve management controls over the procurement of ADP
equipment. Despite these efforts, securing adequate com-
petition still appears to be a problem.

In November 1977, IRS' internal auditors reported
several deficiencies in the Service's procedures for the
procurement of ADP equipment. Among other things, the
auditors found that there was a need for more competition
in 8 of the 12 ADP procurements reviewed. 1In six of the
eight procurements, there was no evidence that competition
was sought—--the contract specialists had accepted the
contentions of the requestors that only one vendor could
meet the needs. 1In the remaining two cases, negotiations
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were conducted in such a manner that competition was
limited to one vendor. Corrective action was promised
in March 1978 to establish procedures increasing
controls over procurements so that applicable policies,
practices, and regulations would be followed.

Nevertheless, in May 1978, a computer equipment
manufacturer protested the proposed awarding of a sole-source
contract to another supplier on the grounds that IRS
had not made sufficient efforts to encourage competition.
GAO, in a decision dated Octcber 27, 1978 (B-191949),
sustained the protest agreeing that IRS had restricted
competition.

Policies and procedures for Government agencies in
acquiring major systems, including computer equipment, are
set forth in Office of Management and Budget Circular A-109,
dated April 5, 1976. Among other requirements, the circular
provides for establishing clear lines of authority, responsi-
bility, and accountabilty for the management of major acqui-
sitions by formally designating a project manager to
integrate and unify the management processes involved in
the procurement process and to monitor implementation of
the policies and practices set torth in the circular.
Despite this requirement, IRS does not have procedures
calling for project managers for major ADP procurements.
However, while not formally required, the concept is used
to some extent. For example, a project manadger has been
designated for the Service's program to enhance and update
the major computers at the Service Centers.

By failing to comply with the circular and formally
require project managers to supervise agency procurement
actions, including securing adequate competition, IRS
has not assured management's control and accountability
over all major procurements.

IRS should require the designation of a project manager
for each major procurement. The appointment of one indi-
vidual to coordinate the various functions necessary to award
contracts would better assure that the procurement meets
all necessary requirements and would clearly establish
accountabilty for actions taken. In those instances where
equipment must be procured for a new system, the same
individual designated project manager for developing the
system could also serve as project manager during the
procurement process.
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CONCLUSIONS

IRS has shown considevrable 11 iatlve and concern in
evaluating 1ts compnter operabions. In the past several
vyears, studies have Deen condugte i nternally and by outside
consultants that neve woentified woblems with how the
Service plans fov, acguives, and Jtilizes 1its AD:r resources.
In the past, these deficiencies a2 resulted in proposed
acquisitions that were not propeciy, justitled, a proliter-
ation or data processing systems that were sometimes
duplicative or fairled to me&t users' requirements, and
an unrealistic workicad tor Data Ssuyvices that did not
recognize the Limit = neture 4 ¢ Yervice's ADP resources.
While IRS has mod: . ogn.itcant pLo,rx -5 towards improving
1ts data processiing cpatlons Lh these areas, more can
be done to increase accuuntapiilty and control in the
areas ot ADP planning, syslem devel opment, and procurement.
Specitically., IF3 needs to provice tor more active in-
volvement by the Uoawissionsv's F 1ce in the decisionmaking
activities of tre ailb PolicysResc.. e Board, measure all of
1ts ADP costs, exe "Cise dredter e oadgement contrcl cver
the development i aeta Lrocessing cvstems, and make
turther efforts o z-rsuce compet o 1n 1ts ADP procure-
ments.

RECOMMENDATIONS

We reconmmend (b .t rne Lomma: o-oomner, Internal Revenue:

—=Develop ~..a wpilenent o oo asCcounting system to
measurs Cotx AL CosUs, v os-r and specific
appitcaticn.  This system slould be designed
to conto:m with SAG's gui te 1n2s tor accounting
tor ABRP costs, 1asded 30 09 @

i

-—Estaclilsh ruomalizes and standardilzed system
developm:nt irocedures Lo Jate Services
and customer organizatilons that: (1) specity
what actions are to be ac.onpilshed in what
sequence and witn what resi (ts, and (2) provide
management & review mecha: v with appropriate
data fturn:shed at key e 137 points.

——Establisn procedures that wili require the tormal
designatior. 2f project menajers tor major system
development activities 4ard t¢r procurements
of compL~ui e JuITament .
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LRS COMMENTS AND QUR EVALUATION

By letter dated May 29, 1979, the Commissioner of
Internal Revenue agreed with our recommendations regarding
the planning, development, and procurement of ADP resources.
(See app. 1.) However, in commenting on our report, he was
unclear as to the nature and extent of the actions IRS will
take to i1mpiement the recommendations.

The Commissioner stated that he and the Deputy Commis-
sioner would be actively involved in the formulation ot
policles and declsions relating to ADP, including the review
ot all major issues that have been considered by the ADP
Policy/Resource Board. He disagreed, however, that the
Deputy Commissioner should serve as the Board's chairman
or participate with the Bocard in all of its deliberations.
On the basis ot the Commissioner's assurance that he and
the Deputy will be actively involved in the Key decisions
of the Board, we are changing our position and have
eliminated our earlier recommendation that the Deputy
Commissioner serve as the Board's chairman.

IRS agreed with our recommendations that the Service
measure ADP costs by user and specific application, es-
tablish formalized and standardized system development pro-
cedures, and reqgulre the ftormal designation of project
managers fror the development and procurement of major
systems. As we have noted, the tact that IRS has already
taken steps to implement these recommendations is commend-
able. However, care must be taken to insure that the
recommendations are 1mplemented properly and the additional
measures discussed 1n this chapter are taken into account.
IRS' comments were unclear as to what specific actions
wouid be taken to implement recommendations.

In any event, IRS 1s moving 1n the right direction.
How tar it goes 1n this direction, however, remains to
be seen, and can be better determined atter the agency
has had additional time to tulliy implement our recommenda-
tions.
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CHAPTER 3

IRS NEEDS A COMPREHENSIVI ADP PERFORMANCE

MANAGEMENT PROGRAM

IRS needs a comprehensive ADP performance management
program, central.v directed and controlled, to measure and
evalute the efficiency and effectiveness of its ADP
operations, provide a basis for justifying future requests
for ADP equipment, and assure greater control over the
use of ADP resources. IRS has recognized this need and has
recently established a centralized computer performance
management program. For the program to operate eftectively,
IRS needs to address several problems. Computer performance
data 1s often unreliable, inconsistent, and dispersed
throughout the organization withoitr coordination of its

collection and use. Moreover, critical elements
necessary for a comprehensive performance management
system are lacking. As a result, some computers operate

inefticiently and requests tor additional computer capacity
have not been adegquately supported.

IRS NEEDS TO IMPROVE COMPUTER PERFORMANCE
MANAGEMENT FUNCTIONS

IRS needs to establish a coordinated and systematic
approach towards ADP performance management. While some
computer programs (software) have been refined to improve
efficiency and thus reduce the processing time required
by the computer, these actions are not taken on a routine
or systematic basis. Consequently, we found instances
where IRS' computer software is inetfficient and requires
more computer capaclity than is necessary. In addition,
reports on equipment utilization produce unreliable and
noncomparable data so that requests for new equipment
cannot be properly supported. While IRS has made some
improvements in measuring ADP performance, further efforts
are needed to provide more coordinated, systematic, and
effective evaluations of the Service's computer operations.

Computer performance management efforts need
to be centrally controlled and coordinated

IRS' efforts to improve the efficiency and effective-
ness of its ADP operations were not systematic or coordinated
and did not provide a comprehensive evaluation of the Ser-
vice's data processing activities. Centralizing the ADP
performance management function at the headquarters level
would facilitate the development >t a system of Servicewide
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ADP evaluations and significantly improve IRS' current
performance management activities.

No one organization is responsible for computer
performance management for all of IRS. Instead, each ADP fa-
cility is responsible for assuring its operations are conduc-
ted in the most efficient and effective manner. As discussed
in chapter 1, IRS' 10 service centers are decentralized oper-
ations. While the Assistant Commissioner for Data Services
and his staff at the national office are responsible for pro-
viding technical guidance and expertise to ADP activities in
the field, direct authority over service center operations
rests with the regional commissioners., To improve the coordi-
nation between Data Services and the regions, in September
1977, IRS established ADP program managers 1ln each region
responsible for, among other things, ensuring that computer
operations and support activities in the region are effi-
ciently managed. The effectiveness of the program managers
in improving the Service's ADP coperations is limited,
however, because their specific functions and responsibil-
ities concerning ADP performance management have not been
clearly defined nor are their efforts in this regard
centrally directed and controlled.

The Assistant Comnissioner for Data Services agreed
that performance management is an integral part of ADP
operations and needs to be better implemented in IRS.

Data Services submitted a proposal to the IRS Deputy
Commissioner in January 1979 to establish a central ADP
performance management group. The proposed group would
evaluate performance from the viewpoint of hardware,
software, systems design, and operational effectiveness

and would make recommendations where warranted. As an
interim measure, IRS would contract with the Federal Computer
Performance Evaluation And Simulaticn Center to study

its major computer systems. This proposal was approved

at the conclusion of our audit in March 1979. We support
IRS" efforts in this regard, however, we could nct evaluate
the potential effectiveness of the newly established unit
since the specific functions and role of the unit have not
yet been defined.

In defining the role of tne newly created computer
performance unit, IRS needs to yive it responsibility
for the design and implementation of a continuing
program of coordinated and systematic evaluations of the
efficiency and effectiveness of the Service's data processing
operations. This program should be designed so as to make
maximum use of the regional ADP program managers and specify
their duties and responsibilities and their role in the per-
formance management program.
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As discussed below, although elements of computer perfor-
mance evaluation already exist in IRS, computer software is
not regularly assessed for efficiency, equipment utilization
data is inaccurate and inconsistent, and some critical ele-
ments are missing. A well-defined, comprehensive ADP per-
formance management program as well as a clear role for a
centralized group in administering the program on a Service-
wide basis would, in our opinion, provide an overall-
assessment of the efficiency of ail of IRS' computer oper-
ations.

Computer software should be regularly
assessed for improved efficiency

Data Services needs to utilize its newly established
computer performance management ygyroup to evaluate
new computer software for maximum efficiency before
implementation. Existing sofftware should be assessed
on a routine basis, especially 1n cases where programs
have been repeatedly modified or were originally designed
for older equipment. Currently, Data Services does
not regularly evaluate software to identify situations
where efficiency can be improved. We were informed that
resources are limited and priority must pe given to
developing new programs and modifying existing software
to meet users' requirements. While systematic and regular
software efficiency assessments may require additional
resources, we believe that the resulting increase in
the Service's conputer capacity will justify the expense.

We learned of several instances where the efficiency
of IRS software could be improved, thus increasing the
Service's computer capacity. While we did not attenpt
to measure the extent to which the efficiency of all
of IRS' software could be improved or the increase
in computer capacity that would result, Data Services
officials generally acknowledged that significant
opportunities did exist for IRS to maximize software
efficiency.

For example, IRS ADP manaders told us that one major
IRS computer application needing attention is the
Information Returns Program, which compares information
from businesses and organizations required to report
wages, linterest, dividends, and other payments to the
recipient's tax master file at the National Computer Center.
The purpose of the Program is to verify that all income has
been reported. Currently, almost 270 million items are
processed on the computer annually. However, when the
Program was initiated in the 1960s, only a few million
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items were to be processed annually. We were informed

that the original computer software was used as a training
vehicle for new programmers and, consequently, software
efficiency was minimized. Althnugh the Program has since
grown tremendously in size and 1se, the software has

not been refined to the extent necessary to optimize
efficiency. The effects of tne inefficient original software
have been multiplied many times with the increased number

of items processed.

In another instance, from 1965 to 1969, IRS re-
placed the computers used for master file processing
at the National Computer Center with newer ones. In-
stead of rewriting the software to take advantage of
the new computers' technological improvements which would
reduce processing time, IRS continued to use software
designed for older computers on the new computers. As
a result, the capability of the newer computers to improve
processing efficiency is not vpeing achieved.

In addition, we were told software for the Direct
Data Entry System, used at the service centers to
convert tax returns to magnetic tape, could be refined
to improve efficiency. The System was originally designed
to input data in the same marner as computer punchcards
which limits the amount of data that the computer
can read at one time, Entering data in this manner
is inefficient because it resu:ts in unnecessarily
large files which require more time for the computer
to read and write them. Since the system is technically
capable of handling data at « wuch faster rate, the
software could be revised to take advantage of these
capabilities. Moreover, the {:les created by the
Direct Data Entry System becom: the input for another
service center computer system which results in the
same limitations. Therefore, cofrware revisions would
not. only improve the efficiency of the Direct Data
Entry System but would also improve the efficiency
of the other service center conpurer.

The experience of one IRS unit in testing some
of its computer programs used at the National Computer
Center illustrates the efficiencies achievable by
improving computer software. By modifying the computer
instructions used to rearranye the sequence of a file,
IRS was able to reduce by 24 percent the time required
to do the job. In another coumputer progyram, IRS reduced
computer time by 13 percent and file size by 18 percent.
This was achieved by increasin: the amount of data read
from the file py the computer 2t one time. Similar
reductions in processing time wers achieved by modifying



other computer programs to eliminate unneeded computations,
processing only those portions of taxpayers' records

which needed processing, and by processing only those
portions of a file which were required to be processed.

Utilization data must be made
comparable and reliable

IRS lacks a centrally coordinated and accurate system
of reporting equipment utilization. Currently, utilization
data is not comparable or reliable enough to provide an
accurate measurement of day-to-day computer operations. The
lack of such a system makes it difficult to adequately jus-
tify the need for additicnal ADP equipment.

Data Services and the service centers produce different
equipment usage statistics which are not comparable or
reliable. FEach unit's computer programs often interpret
the data differently even though each uses the same raw
information. 1In addition, Data Services® equipment utiliza-
tion reports do not differentiate between program and idle
time, so usage levels can be overstated.

For instance, the following table compares the
Cincinnati Service Center's computer utilization statistics
for one computer system in June 1978 with data recorded
by Data Services.

Cincinnati
Data Services Service Center
Categories Percentages
System downtime 9.1 9.1
(maintenance periods)
Idle time 9.4
{time available to run
programs but not used ) 9.1
Program time 64.7
(computer running programs)
No available data 7.6 -0~
Power off 14.2 14.2

|

Total time accounted for

=
o
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Both Data Services and the Cincinnati Service Center
statistics have reliability shortcomings, particularly with
regard to idle time and program time. Data Services cannot
indicate excess computer capacity because it does not sepa-
rately account for program time and idle time. The
Cincinnati Service Center does not account for time when
no machine utilization data was available. This contributes
to the fact that total time accounted for in Cincinnati
was less than 100 percent.

Because IRS lacks a good ADP performance program, the
Service was unable to justify a recently proposed procure-
ment of additional computers for the service centers. A
congressional committee successfully challenged IRS' assess-—
ments of the productivity of the existing computers. One
contributing factor was that IRS did not account for computer
idle time in its equipment utilization reporting system.

This omission made the existing computer systems appear
to be used more than rhey really were.

Also, in a March 1979 report, IRS internal auditors
agreed that the acquisition of these computers was un-
warranted because the Service could not support its computer
workload estimates and existing service center computers
could be managed more efficiently. Future workload
estimates were based on a historical workload growth
rate which included growth resulting from the addition
of new computer applications. Moreover, computer usage
measurements were based on elapsed clock time which
is not an appropriate measure of the workload processed
by a computer. The report also suggested ways in which
existing computers at the service centers could be
managed more efficiently. These included:

--Extending the time periods the computers are
in use and leveling out the workload over the
workday.

—-Transferring some of the workload to another
computer,

--Controlling and limiting new applications.
-—Removing unneeded current applications.

--Determining the capacity of the current
equipment. For example, IRS assumed that
the computer system in question could only
handle 30,000 transactions per hour. Internal
audit tests, however, indicated that this
figure was understated.

[
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ADDITIONAL PERFORMANCE MANAGEMENT
FUNCTIONS SHOULD BE ESTABLISHED

IRS needs to establish additional functions to make
its newly established performance management program
comprehensive. These functions include establishing
performance goals and standards and evaluating the
need for computer products. Without these additions,
any ADP performance management program that is implemented
cannot fully assure IRS of efficient and effective ADP
operations.

Performance goals are needed
to assess productivity

After developing reliable and consistent utilization
data, IRS could use this information to establish goals and
standards for acceptable levels of performance. IRS could
then compare actual performance with standards, analyze
material discrepancies, and provide incentives for improved
operations. Currently, except for timeliness standards
for producing computer output, IRS does not have a clear
indication of acceptable levels of ADP performance.

Since neither detailed ADP performance goals nor com-
parative performance data are available, the service centers
do not have an adequate system of measuring ADP performance
or assessing the relative efficiency of ADP operations.

This problem is further compounded by the lack of an accurate
equipment utilization reporting system as discussed earlier
in this chapter, which would serve as the foundations for
establishing goals and standards.

Computer products should
be reviewed for effectiveness

Data Services lacks a means of routinely assessing the
effectiveness of computer products. Such assessments should
be systematic and should measure the extent to which guality,
availability, and timeliness requirements established by users
are met. They will help assure that IRS' limited ADP re-
sources are producing effective and useful products.

Altough not on a routine basis, IRS has made limited
studies of the usefulness of computer-produced management
information reports. For example, in 1976, an internal
ad hoc study group identified general user complaints but
did not identify specific problem reports. Since then,
another internal review group has spent considerable time
and effort in determining information needs at various
levels of management and whether these needs were being
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met. In May 1978, they reported that some computer products
were difficult to understand, untimely, incomplete, no longer
needed, or contained excessive information.

While we did not attempt to determine the amount of ADP
resources used to produce these products, apparent user dis-
satisfaction with them suggests that IRS needs to provide a
systematic and comprehensive review mechanism to evaluate ADP
systems after they are implemented. Systems and computer
products should also be evaluated on a periodic basis to
determine if they continue to meet users' needs.

The review process would increase the efficiency of IRS'
ADP operations and improve effectiveness. Refining and modi-
fying existing computer applications to better meet users'
requirements would reduce requests for new computer preducts.
Computer resources being used for marginally effective or
unnecessary products could be redirected towards new systems.

CONCLUSIONS

While some efforts were made in the past to evaluate
and improve the efficiency and effectiveness of the
Service's computer operations, they were not systematically
applied and resulted in noncomparable and unreliable
measurements. Moreover, critical elements of an ADP
performance management program, such as performance gocals
and periodic assessments of computer products, were not
conducted. As a result, IRS could not be certain that
its data processing operations were as efficlient as possible
or that proposals for additional ADP capacity were adequately
supported. .

The comprehensive computer performance managment
program recently established by IRS, if properly implemented,
should help to alleviate the conditions described in this
chapter.

The size and importance of computer operations in IRS
makes management's control over these resources vital.
Management needs reliable information as to what the current
ADP capacity is and whether these resources are being used
at maximum efficiency in order to properly plan for and
justify additional ADP resources. A comprehensive computer
performance management program, centrally directed and con-
sistently applied, is a means of providing management this
information.



RECOMMENDATIONS

We recommend that the Commissioner of Internal Revenue
have the recently approved computer performance evaluation
unit at the national office develop and implement a compre-
hensive ADP performance management program on an agencywide
basis. This unit should be responsible for a systematic,
coordinated, and comprehensive approach towards performance
management with sufficient authority and independence to
insure the efficient and effective use of ADP resources.,

Some of the specific functions of this unit should be to:

--Set priorities to accomplish performance
management work.

—--Develop a systematic approach towards assessing
software and computer output for efficiency
and effectiveness and set priorities for needed
modifications. In carrying out this function,
the benefits of improving software and computer
output should be weighed against the costs of
doing so.

-—-Improve the comparability and accuracy of equipment
utilization data.

--Develop and implement performance goals and standards.
-—-Assure proper justification of new equipment.

--Consult on the design of new applications
to assure maximum efficiency and effectiveness.

--Specify the duties and responsibilities of the
regional ADP program managers and their role
in the performance management program.

IRS COMMENTS AND OUR EVALUATION

In his written comments on our report, the Commissioner
agreed that a comprehensive ADP performance management pro-
gram was needed. As noted in this chapter, IRS has recently
established a centralized group at the headquarters level
to administer such a program. However, the specific functions
of this group as well as the elements of the program they are
to administer have not been defined.

IRS' response was unclear as to whether the ADP per—

formance management program the agency plans to implement
will incorporate the features discussed in this chapter.
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We continue to believe these aspects of measuring computer
performance are necessry for an effective management pro-
gram and urge IRS to assure that they are taken intc account
when the program is designed.
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CHAPTER 4

SCOPE OF REVIEW

We did our review at the IRS National Office in
Washington, D.C., and the Cincinnati, Ohio, service
center and regional and district offices. We reviewed
various internal evaluations of ADP operations and the
corrective actions taken and interviewed management
at the national and field level. We coordinated our
work with ongoing reviews being conducted by the
Internal Audit Division, the Offices of the Assistant

Commissioner for Planning and Research and Data Services,
and others.
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APPENDIX I APPENDIX I

COMMISSIONER OF INTERNAL REVENUE

Washington B0 20.24

MAY _ 1974

Mr. Richard Focgel

Associate Director

General Government Division
U.5. General Accounting Office
Washington, DC 2054¢

Dear Mr. Fogel:

This letter is in response to your request for our
comments on a draft of GAQ Report GGDR-79-48. The matters
covered in your report parallel those covered in recent IRS
studies and Internal AuGit reports. As you acknowledge, IRS
has already launchec eiforts aired at making substantial
improvements in its management and control of ADP resources.

I have the following comments concerning your major
recommencations beginning on pace 111 of your report.

- I can assure you that the Deputy Commissioner
and I will remain activel; involved in the
formulation of policies and decisions relating
to ADP, including the review of all wajor issues
consicered by the ADP FPolicy/Resource Boarda. I
do not agree, however, that the Deputy Commissioner
should serve as Chairman of the ADP Policy/Resource
Boara or participate as a memher of that Board in
all of its deliberations.

- I agree that the Service 1eeds a system to measure
ADP resources Dy user and specific application,
and as you recognize 11 your rebort, we have begun
to develop such a systen.

- I agree that the Service needs fornal standard
system development procedures. A couprehensive
project control system that monitors the programs
of a project through the "development pipeline®
from systems synopsis through systems acceptability
testing and installation was recently installed.
This action supplements longstanding standarc
operating procedures that define the duties and
responsibilities of our systems analvsts ang
programmers, including the reporting of status
against significant milestones.

Department of the Treasury internal Revenue Service
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APPENDIX I APPENDIX I

Mr. Richard Fogel

- 1 agree that the Service needs formally-
designated project managers for major
acquisitions, and, in fact, project managers
have been employed for such projects as the
Equipment Replacement Program (ERP), the
Servicewide MIS program and the Information
Returns Program (IRP). However, I believe
that the project manager must share respon-
sibilities with the contracting officer during
the contract negotiation and contract administra-
tion phases of the acquisition of new eguipment
systems.

- I agree that a comprehensive ADP performance
management program is required, and as you have
noted in your report, IRS has established such
a program.

Our general agreement with most of your major recommenda-
tions should not be taken as agreement with all of the explana-
tory material in your report. Our staffs have discussed these
differences and since they do not appear to affect either your
recommendations or our reaction tc them, there is no point in
pursuing the matter further.

I very much appreciate the work you have done in this
important area and we will take yvour comments and observations
into account in our continuing efforts to improve the manage-
ment of our ADP resocurces.

With kind regards,

Sincerely yours,

y
&

(268059)
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