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ERM maturity

Timing of
requirements
driving waves of
ERM maturity
advancements

(financial sector) * 2014: OECD Recommendation of
* 2005: S&P ERM the Council on the Governance of

ratings Critical Risks (member countries)
* 2015: U.S. ORSA - 2016: A-123 (executive agencies)

+ IRS ERM Program launched late 2013, in response to an agency crisis
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How ERM Works at IRS: Governance & Structure

IRS ERM Governance Model IRS ERM Operating Model
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Risk assessment (qualitative and quantitative)

|| Comoration ___| Government Agency

» Few metrics and * Numerous metrics
even single metric o Multiple stakeholders
possible (company X
Severity metric value or proxy) o Multiple objectives
complexity o Works across X e X
segments o Multiple time horizons
o Valid for all o Techniques to make manageable,
corporations but still multiple key metrics
St_ab!lny G Stable Volatile, for many agencies
mission

Severity metric ~ Valid for all

comparability corporations vanvjbyiagsncy

Time horizon to Extremely long (some risks take >1
capture impact

Loy generation to fully play out)
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About the IRS
IRS Mission
Provide America’s taxpayers top-quality
service by helping them understand and
meet their tax responsibilities and enforce
the law with integrity and fairness to all.

Bxanination covernge Level of service

Fiscal Year 2019 Indicators

255M $3.6T $2,800 $57.5B

Federai T
Returns and Foms [l Cotected in Average
Processed Gross Taxes [l inavidual Retuna
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Risk mitigation

[ Comoration ____| Government Agency

S.tab"l.ty i RelativelyihioneehCars Relatively lower: High level of
financial and over-year budget 5
uncertainty around budget (and

human changes somewhat

; delays)
resources predictable
Ability to Relatively higher Relatively lower
implement o Funds often provided o Limited to approved budget
required once business case made o Appropriations restrict ability to move
mitigation o Able to shift resources resources

Relatively higher
Ability to o Able to offload risk or exit
o q a business
mitigate risk o PR plan/spend can blunt
reputational exposure

Relatively lower

o Must retain risk

o Unstoppable reputational heat: GAO,
IG, Congress, media
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Federal Budget Process Challenges

Delay in Final Funding Related Approvals
Since FY 2016, the IRS has seen delays in final approvals on appropriations budget,

user fee spend plan, and interapproj ns realignment ranging from 72-300 days.
These delays cause uncertainty within the IRS and potentially inhibit the IRS’s ability to
engage in effective strategic resource planning.

# of Days After Fiscal Year Start of Funding
Related Approvals # of Days IRS
Shutdown in
Fiscal Year 2019
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WFY Appropristions M User Fee Spend Flan M Interappropriations Realignment
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Challenging exercise:
Freedom to Risk Committee opinion of
define collective shareholders’
target max volatility

Simpler: De facto definition of risk
appetite as equal to risk exposure
afforded by approved budget

IRS Staffing by Appropriation

% change
Indicator FY 2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY 2017 from FY11
to FY17
TOTAL IRS FTE 95501 91671 87,763 84761 80972 78570 77,685  -19%
Enforcement FTE 50,303 47,635 44,425 42,478 40,148 37,700 36,702 -27%
Operations Support FTE 12,545 12,095 11,907 11,942 11,896 11,259 10,956 -13%
Taxpayer Service FTE 32118 31,345 30980 20865 28408 29164 20471 8%
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Risk disclosures

[ _______|Corporation __| Government Agency

RS eauiied Not a driving factor, currently:

=cloctlicss + No formal requirement to disclose
) + (SEC-regulated) 10-K ) a'req
Requirements X risk profile
Section 1A 5 q
5 q « Disclosures evolving and vary by
+ Rating agencies
agency

* Regulators
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