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IRS Data Analytics Pros Still 
See Need for Human Touch

by William Hoffman

IRS computer data analytics offers valuable 
tools to select tax returns for audit and 
examination, but it will never be able to replace 
the human touch, agency officials and tax 
professionals agree.

“I think that that [computerized selection] 
approach can be kind of dangerous,” Stephanie 
Needham, initiative manager in the IRS Office of 
Research, Applied Analytics, and Statistics, said 
at a Federal Bar Association virtual tax law 
conference March 5.

“In the end, it’s just a machine, right? And a 
machine doesn’t understand if there are biases 
that we want to avoid, or correlations that you as 
the research analyst may not be aware of but the 
computer’s going to pick up on,” Needham said.

Theodore Setzer, director (data solutions) in 
the IRS Large Business and International 
Division, agreed that there are significant 
consequences from using algorithms and data 
analytics in both criminal and civil enforcement.

Using Netflix as an example, Setzer noted that 
commercial data aggregators and their clients can 
accumulate vast amounts of data and test 
algorithms to boost their sales and profits with 
little impact on the individual.

‘In the end, it’s just a machine, right? 
And a machine doesn’t understand if 
there are biases that we want to 
avoid, or correlations that you as the 
research analyst may not be aware of 
but the computer’s going to pick up 
on,’ Needham said.

“With the IRS, it’s different,” Setzer continued. 
“The consequences of getting it wrong are 
significant. And so we need to go quite 
deliberately and cautiously through this process. 
Bias and other manifestations of unfairness mean 
a great deal, and we owe it to taxpayers and the 
public in proceeding cautiously.”
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False Positives

Automated processes in the IRS Criminal 
Investigation division created many false 
positives during the testing of selection 
algorithms, according to Don Fort, former chief of 
CI.

“The impact that would’ve had on people’s 
livelihood can’t be underestimated,” said Fort, 
now with Kostelanetz & Fink LLP.

Laura Perry, acting director of CI’s nationally 
coordinated investigations unit, said the agency 
needs a collaborative and iterative approach 
among its human staff in many IRS offices to test 
and design agency algorithms.

“We have to go back multiple times to give 
you feedback on the result that came from the 
first, second, third run of data,” Perry said. “So I 
believe that the human element still remains very 
critical in developing the right algorithms.”

Needham said it’s important to have a human 
understand the data that are being fed into the 
computer models. “I just think you get better 
results when you understand the processes that 
inform the data,” she said.

Ian M. Comisky of Fox Rothschild LLP joked 
with Fort, “We’re going to run up to the point 
where the computer’s writing the special agent’s 
report.”

“I don’t think we’re ever going to get there,” 
Fort replied. 

©
 2021 Tax Analysts. All rights reserved. Tax Analysts does not claim

 copyright in any public dom
ain or third party content.

For more Tax Notes® Federal content, please visit www.taxnotes.com. 




