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Tax A d m in is tra tio n  Subcommittee 
Of The

AICPA Tax D iv is io n

Recommendations For Improvement
Communications With The

I n te r n a l  Revenue S e rv ice

Subm itted to  th e  
I n te r n a l  Revenue S erv ice

A p ril  4 , 1986

GENERAL COMMENTS

The Tax A d m in is tra tio n  Subcommittee o f th e  AICPA Tax D iv is io n  has been 

working c lo s e ly  w ith  r e p r e s e n ta t iv e s  of th e  I n te r n a l  Revenue S e rv ice  

in  an e f f o r t  to  develop te c h n ic a l  and p o lic y  recom m endations fo r  the 

improvement o f th e  F ed e ra l tax  p ro cess  on p ro c e d u ra l and g e n e ra l adm i

n i s t r a t i v e  m a tte r s .  In the developm ent o f th e se  recom m endations, th e  

subcom m ittee tak es in to  account th e  i n t e r e s t s  o f ta x p a y e rs , the  

F ed era l Government as w ell as ta x  p r a c t i t i o n e r s .  I t  i s  from th i s  

im portan t s ta n d p o in t o f b a lan c in g  th e  r ig h ts  and e q u ity  a ffo rd e d  to  

tax p ay ers  w ith  the IRS’ r e s p o n s ib i l i t y  to  p rom ptly , e f f i c i e n t l y  and 

e f f e c t iv e ly  c o l le c t  th e  tax es owed to  the  Government th a t  the 

subcom m ittee bases i t s  e f f o r t s .

In response  to  l a s t  y e a r ’s p u b l ic i ty  d e s c r ib in g  com munication problems 

w ith  the  IRS, th e  subcom m ittee formed a s p e c ia l  w orking group in  o rd e r 

to  in te n s i f y  i t s  e f f o r t s  in  th i s  a r e a .  As p a r t  o f i t s  e f f o r t s ,  the 

w orking group analyzed the  la rg e  resp o n se  the  subcom m ittee re ce iv ed  

from an a r t i c l e  ap p earin g  in  th e  AICPA p u b l ic a t io n ,  The CPA L e t t e r , 

which asked fo r  in p u t on IRS com munication problem s in  an a ttem p t to
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i s o l a t e  m ajor problem a re a s  th a t  u l t im a te ly  lead  to  a breakdown in the  

communication p ro c e s s . The working group found th a t  a tremendous 

m a jo r ity  o f th e  problem s d e sc rib e d  by th e  p r a c t i t i o n e r s  had t h e i r  

g e n e s is  in  th e  d e p o s ito ry  system ; u s u a lly  a p a y ro l l  d e p o s i t .  Because 

o f th e  c o n c e n tra tio n  o f problem s in  t h i s  a r e a ,  a number of th e  s p e c i 

f i c  recom mendations have been d ir e c te d  a t  m it ig a t in g  those  c o m p la in ts .

The Tax D iv is io n  is  aware o f th e  IRS e f f o r t s  to  cu re  the  problem s, 

most n o ta b ly , th e  Taxpayer Correspondence  S tudy . The o b je c t iv e  o f 

th a t  s tudy  was " to  recommend c o r r e c t iv e  a c t io n s  to  improve t im e lin e s s  

and re sp o n siv en ess  to  tax p ay er c o rre sp o n d e n ce ."  The recom mendations 

a re  e x c e l le n t  and we w h o leh e a rted ly  endorse t h e i r  im p lem en ta tio n .

The Tax D iv is io n  is  a ls o  aware o f th e  l im i ta t io n s  p laced  on th e  IRS by 

th e  sev e re  budget d e f i c i t  fa c in g  our c o u n try . Reduced budget 

a p p ro p r ia tio n s  o b v io u sly  a f f e c t  th e  a l lo c a t io n  o f  re so u rce s  to  v a r io u s  

fu n c tio n a l  a rea s  and h in d e r IRS e f f o r t s  to  cu re  problem s.

The Tax A d m in is tra tio n  Subcommittee w i l l  co n tin u e  i t s  e f f o r t s  in  t r y in g  

to  improve the  trem endously  im p o rtan t a re a  o f com m unications w ith  th e  

IRS. To th a t  end, i t  w i l l  a lso  co n tin u e  to  in v o lv e  p r a c t i t io n e r s  

through  fu tu re  re q u e s ts  fo r  in p u t as i t  m on ito rs  i t s  e f f o r t s .
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SPECIFIC RECOMMENDATIONS

1. IRS Budget

The AICPA has long been concerned t h a t in s u f f i c i e n t  IRS budget 

a l lo c a t io n s  would weaken the  S e rv ic e  and erode p u b lic  co n fid en ce  

which is  e s s e n t i a l  to  our s e lf -a s s e s s m e n t system  o f ta x a t io n .

The AICPA Tax D iv is io n , j o i n t l y  w ith  th e  ABA Tax S e c tio n , has 

endorsed  th e  concept o f a p ro je c t  fo r  th e  developm ent o f an 

a u t h o r i t a t i v e ,  independent s tu d y  to  t e s t  th e  r e la t io n s h ip  betw een 

IRS budget ex p e n d itu re s  and a d d i t io n a l  rev en u es . S p e c i f i c a l ly ,  

does a revenue m u l t ip l ie r  e x i s t  and, i f  so , what i s  th e  

a p p ro p r ia te  q u a n t i f ic a t io n ?  U ltim a te ly , a re  IRS budget re d u c tio n s  

e f f e c t iv e  as p a r t  o f a program to  reduce the  F e d e ra l budget d e f i 

c i t  o r a re  IRS budget cu ts  more than  o f f s e t  by fo regone revenue?

2. Taxpayer C orrespondence Study

The 45 recom mendations made in t h i s  IRS study  should  be f u l ly  

implemented a t  th e  d i s t r i c t  le v e l  b e fo re  June 30, 1986. The Tax 

A d m in is tra tio n  Subcommittee w i l l  co n tin u e  to  m onito r th e  implemen

ta t io n  p lan  and recommends th a t  th e  N a tio n a l o f f i c e  o f th e  IRS 

develop  an in te r n a l  system to o v ersee  th e  d i s t r i c t  ad o p tio n  o f the  

recom m endations.

3. Q u a lity  C on tro l

One common theme in  many of th e  problem s is  the  need to  r e f in e  th e  

human elem ent in  th e  IRS correspondence p ro cess  o r q u a l i ty
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c o n t ro l .  The IRS should  c o n s id e r  th e  im portance of em phasizing 

q u a l i ty  r a th e r  than  q u a n t i ty  in  the  com m unications p ro c e s s .

For exam ple, the  in te r n a l  system  o f rev iew ing  and in te rc e p t in g  

n o tic e s  issu ed  by th e  s e rv ic e  c e n te rs  should  be expanded to  reduce 

th e  number of e rro n e o u s ly  is su e d  n o t ic e s .  The N a tio n a l o f f i c e  

should  m onito r and encourage t h i s  p ro c e s s .

4 . N o tice  " H is to ry ”

A ll IRS n o tic e s  should  c o n ta in  a " h is to r y ” o f p rev io u s  c o rre sp o n 

dence concern ing  th e  same is s u e .  For exam ple, subsequen t n o tic e s  

would c o n ta in  an e x p la n a tio n  o f  th e  is s u e  and a d d i t io n a l  com

p u ta t io n s  of i n t e r e s t  and p e n a lty  due w ith  each p r io r  n o t ic e .

5. P o s i t iv e  Response to  Se t t l e d  Issu e

When the  IRS re c e iv e s  a resp o n se  to  i t s  in q u iry  and has s u f f i c i e n t  

in fo rm atio n  to  s e t t l e  th e  i s s u e ,  the  tax p ay er shou ld  re c e iv e  an 

e x p la n a tio n  of the  s e t t le m e n t .  For exam ple, a tax p ay er has 

re c e iv e d  a n o tic e  a s s e s s in g  th e  underpaym ent o f e s tim a ted  ta x  

p e n a lty . The tax p ay er responds th a t  he f i l l e d  ou t Form 2210 

m eeting  "e x cep tio n  1” ( p r io r  y ear ta x )  and a t ta c h e d  i t  to  the  

o r ig in a l  r e tu r n .  A copy of the  form is  sen t to  the  IRS w ith  a 

re q u e s t fo r  aba tem en t. The IRS a c ce p ts  the  e x p la n a tio n , a b a te s  

the  p e n a lty , bu t does not inform  th e  t a x p a y e r .  The tax p ay er 

should  be inform ed th a t  th e  p e n a lty  is  being  a b a te d .
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6. Refund E xp lana tion

The amount of a refund  re c e iv e d  by a tax p ay er should  be f u l ly  

ex p la in ed  as fo llo w s:

o d e s c r ip t io n  and c a lc u la t io n  of o v erp a id  ta x  

o c a lc u la t io n  o f i n t e r e s t

o d e s c r ip t io n  of and c a lc u la t io n  o f any o f f s e t s

7. "One Way" IRS Telephone C ontacts

The d is c lo s u re  ru le s  under s e c t io n  6103 s t a t e  g e n e ra l ly  th a t  no 

o f f i c e r  o r employee of the  U .S. or o th e r  person  " . . . s h a l l  d is c lo s e  

any r e tu rn  o r r e tu r n  in f o r m a t io n . . . . "  T his s e c t io n  does n o t p ro 

h i b i t  an employee of th e  IRS from l i s t e n in g  to  a p r a c t i t i o n e r  on 

the  phone, but on ly  from im p artin g  in fo rm a tio n  in  r e tu r n .  For 

example, a p r a c t i t i o n e r ’s c l i e n t  g iv es  him an IRS n o t ic e  s t a t in g  

th a t  Form 2210 was n o t f i l e d  bu t should  have been . Under p re s e n t 

law th e  p r a c t i t i o n e r  should  be a b le  to  c a l l  th e  IRS and ad v ise  

them to  check th e  r e tu r n  aga in  because the  form was, in  f a c t ,  

f i l e d .  P re sen t IRS p o lic y  is  u n c le a r . We recommend th a t  th i s  

p o lic y  be c l a r i f i e d ,  through the  issu an ce  o f a revenue p ro ced u re , 

to  allow  "one way" te lep h o n e  c o n ta c ts  u n t i l  such tim e as s e c t io n  

6103(c) is  amended (see  8 below ).

8. Amending the  D isc lo su re  Rules

Code s e c t io n  6103(c) should  be amended to  a llo w  th e  IRS to  com

m unicate w ith  th e  ta x p a y e r s ’ d es ig n ee  concern ing  a n o tic e  w ith o u t 

f i r s t  having to  secu re  a power of a t to rn e y .  The communication
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could ta k e  p la ce  on ly  i f  th e  d es ig n ee  was aware o f a v e r i f i a b l e  

document lo c a to r  number o r a d i f f e r e n t  "d is c lo s u re  number” 

ass ig n ed  to  th e  n o t ic e .  D isc lo su re  would be lim ite d  to  r e s o lu t io n  

o f th e  is s u e  co n ta in ed  in  th e  n o t ic e .  A copy o f a l l  subsequent 

co rrespondence  would be se n t to  th e  d e s ig n e e .

9 . Correspondence Acknowledgment

The IRS has been sending  o u t a card  acknow ledging the  r e c e ip t  o f 

co rresp o n d en ce . The card  says "We have re c e iv e d  your c o rre sp o n 

dence o f ,  Jan u ary  1, 1 9 8 5 .. ."  The problem  fo r  p r a c t i t io n e r s  i s  

th a t  the  card  does not r e f e r  to  the  ta x p a y e r . The p r a c t i t i o n e r  

may have w r i t te n  f iv e  o r ten  l e t t e r s  to  th e  IRS on January  1, 1985 

and does no t know which one was re c e iv e d .

The IRS should  use a se a le d  envelope as an acknowledgment w hich, 

under th e  d is c lo s u re  law s, could c o n ta in  th e  n e c e ssa ry  tax p ay er 

d a ta  to  id e n t i f y  the  co rrespondence .

10. S im p lify  P a y ro ll D eposit  Rules

P re s e n tly ,  em ployers must be aware o f fo u r d i f f e r e n t  ru le s  when 

d e p o s it in g  w ith h e ld  income and s o c ia l  s e c u r i ty  ta x e s . In a d d i

t io n ,  Rule 4 c o n ta in s  e ig h t monthly d e p o s it  p e r io d s . These ru le s  

e x p la in  v a r io u s  th re sh o ld s  a t  which tim e a d e p o s it  must be made.

The r e g u la t io n s  under Code s e c tio n  6302 should  be amended to  p ro 

v id e  a more s im p lif ie d  approach fo r  d e p o s it in g  w ithhe ld  income and 

s o c ia l  s e c u r i ty  tax es as fo llo w s:
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The d e p o s it o f w ith h e ld  income and s o c ia l  s e c u r i ty  

tax es would be made once every p a y ro ll  p e rio d  

(w hether w eekly, b i-w eek ly , m onthly, e t c . )  Such 

d e p o s it  would be due on th e  f i r s t  b u s in e ss  day 

fo llo w in g  d i s t r i b u t io n  o f th e  p a y ro ll  to  em ployees.

An envelope postm arked as o f th e  f i r s t  b u s in e ss  

day fo llo w in g  d i s t r i b u t i o n  would be co n s id e red  

tim e ly . Those p a y ro l ls  pa id  more f re q u e n tly  than  

once a week would be s u b je c t  to  a weekly d e p o s it  

w ith  the  em ployer e l e c t in g  th e  day.

This system  would e l im in a te  th e  v a r io u s  d e p o s it  req u irem en ts  

em ployers face  when they  su rp a ss  th e  d i f f e r e n t  th re sh o ld s  o f 

a g g reg a te  amounts of u n d ep o sited  taxes due. I t  i s  f e l t  th a t  a 

s im p l i f ic a t io n  in t h i s  a re a  would reduce em ployer e r r o r  and 

r e s u l t a n t  IRS c o n ta c ts .

11. T e l l er Educat io n

The Tax D iv is io n  would be w i l l in g  to  c o o rd in a te  a bank t e l l e r  edu

c a tio n  p ro cess w ith  th e  IRS. This could be s im i la r  to  th e  IRS 

m a ilin g  th a t  went to  em ployers in  May, 1985 (E x h ib it A). This 

n o tic e  could be m ailed  to  a l l  au th o riz e d  F e d e ra l d e p o s i to r ie s  w ith  

in s t ru c t io n s  to  hand i t  ou t to  a l l  bank t e l l e r s .  T e lle r s  m ight 

then  be a b le  to  reco g n ize  in c o r r e c t ly  p rep ared  coupons w h ile  the 

em ployer is  s t i l l  on the  p rem ises and have th e  em ployer c o r r e c t  

i t .
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12.  Automatic  Form  8109 De f ic i ency N otice

P re s e n tly , when th e  IRS re c e iv e s  Form 8109 (F e d e ra l Tax D eposit 

Coupon) w ith  e i th e r  " type  o f ta x ” or " ta x  p e r io d ” not in d ic a te d ,  

th e  s e rv ic e  does th e  fo llo w in g :

o when " type  o f tax" i s  no t in d ic a te d , th e  payment 

is  c re d i te d  to  941.

o when " ta x  p e rio d "  i s  no t in d ic a te d ,  i t  i s  c r e d i te d  

to  the p e rio d  in which th e  d e p o s it  i s  r e c e iv e d .

This should c o n tin u e . In a d d i t io n ,  th e  IRS should  send a n o tic e  

to  the  taxpayer e x p la in in g  th a t  th e re  was a d e f ic ie n c y  in  th e  

f i l l i n g - o u t  of the  form , what assum ptions were made by th e  IRS and 

th a t  the  tax p ay er should  c o n ta c t the  IRS i f  th e  assum ptions were

not c o r r e c t .

13. N o t i f i c a t i on o f I n t e n tio n  to  O ffse t

The IRS o ften  u t i l i z e s  th e  p rocedure  o f t r a n s f e r r in g  th e  o v e r 

payment of one type of ta x  to  o f f s e t  an underpaym ent in  a n o th e r  

a r e a .  The s i t u a t io n  becomes com plicated  when th e  tax p ay er in te n d s  

to  use the overpaym ent to  reduce a subsequen t l i a b i l i t y  bu t does 

not know about th e  o f f s e t ,  i . e . ,  the ta x p a y e r ’s overpaym ent of 1 st 

q u a r te r  p a y ro ll  tax es  is  a p p lie d  to  th e  2nd q u a r te r ,  but th e  IRS 

used the  overpayment to  o f f s e t  a c o rp o ra te  income tax  d e f ic ie n c y . 

This use of o f f s e t s  in  b u s in e ss  accoun ts was suspended by th e  IRS 

fo r  the 4th q u a r te r  o f 1985 on a t e s t  b a s i s .  I f  the  suspension  is  

l i f t e d  and /o r no t ex tended to  in d iv id u a l a c c o u n ts , the  IRS should  

n o t i f y  the  taxpayer o f i t s  in te n t  to  o f f s e t  an overpaym ent
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a g a in s t  a p r io r  d e f ic ie n c y  b e fo re  p roceed ing  and allow  tim e fo r  

re sp o n se . This is  n ec essa ry  not only  because i t  w il l  m it ig a te  

fu tu re  problem s bu t because , o f te n  tim e s , the  tax p ay er i s  unaware 

o f the  d e f ic ie n c y .

1 . E lim in a te  990-C and 990-T From Form 8109

Taxes payab le w ith  reg ard  to  Forms 990-C and 990-T should  be 

removed from th e  d e p o s ito ry  req u irem en ts  and be paid  d i r e c t l y  to  

th e  IRS w ith  the  f i l i n g  o f th e  form or an e x te n s io n  ( th e se  ta x e s  

a re  no t s u b je c t  to  e s tim a te d  paym ents). This would reduce th e  

number o f  ch o ices o f " type  o f ta x ” on the  d e p o s ito ry  coupon by 20% 

and thus reduce th e  number o f p o te n t ia l  p roblem s.

15. PRO C o n tin u ity

In th e  p a s t ,  the  h ig h ly  regarded  Problem R eso lu tio n  Program (PRP) 

has helped  to  improve tax p ay er and p r a c t i t i o n e r  p e rc e p tio n s  o f the 

IRS image. Recent co m p u te r/p ro cess in g  problem s, however, have 

overburdened PRP. Case w orkers a re  sometimes ass ig n ed  to  th e  

program on a r o ta t in g  b a s is  to  he lp  a l l e v i a t e  th e  burden . This 

o f te n  lead s  to  a r o ta t io n  in  the  m iddle of a case w ith  the  new 

case w orker having to  s t a r t  a t  the  b e g in n in g . The IRS should  

extend th e  to u r  of duty to  a minimum of one y ear to  encourage con

t i n u i t y  and to  develop an e x p e r t is e  w ith  the  p ro c e s s .
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In a d d i t io n ,  the  fo llo w in g  should  be accom plished to  m it ig a te  

r o ta t io n  problem s:

o Form 5543, Problem R e so lu tio n  Record, should  be 

p repared  in  such d e t a i l  th a t  the  new case  worker 

can e a s i ly  u n d erstan d  th e  is s u e s  and co n tin u e  p ro 

c e ss in g  the  case  w ith o u t u n n ecessary  tax p ay er

c o n ta c t .

o S t r i c t  case c o n tro l  should  be m a in ta in ed  in

accordance w ith  s e c t io n s  630 and 730 o f the

I n te r n a l  Revenue M anual.

16 .  Requ e s t s  fo r  Form 872

Form 872, Consent F ix ing  P eriod  o f L im ita tio n  Upon A ssessm ent of 

Income Tax, is  being  se n t to  ta x p ay e rs  fo r  s ig n a tu re  in  s i t u a t io n s  

where no p r io r  n o t i f i c a t i o n  o f in te n t  to  a u d i t  has been made. A 

f u l l  e x p la n a tio n  fo r  re q u e s tin g  a consen t should  be made a t  a l l  

t im e s .

17. Da t e Stamping

Many p r a c t i t i o n e r s  b r in g  e x te n s io n  re q u e s ts  and o th e r  tax  docu

ments in to  d i s t r i c t  o f f ic e s  to  be d a te  stamped as ev idence o f 

tim ely  f i l i n g .  D i s t r i c t s  ( i . e . ,  Newark) a re  r e v e rs in g  t h e i r  

g e n e ra l p o l ic ie s  and not a llo w in g  d a te  stam ping . A u n iv e rs a l  

p o lic y  a llo w in g  d a te  stam ping should  be im plem ented. A lso ,  the  

is su an ce  of a revenue p rocedure  would c l a r i f y  t h i s  s i t u a t i o n .
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18. In s ta llm e n t  Payment o f Fiduciary_Incom e Tax

When paying the b a lan ce  o f ta x  due on Form 1041, U.S. F id u c ia ry  

Income Tax R eturn , the  in s t r u c t io n s  s t a t e  " th e  ta x  o f an e s t a t e  

may be paid  in  f u l l  when th e  r e tu r n  is  f i l e d  o r  the  f id u c ia ry  may 

e le c t  in s ta llm e n t payments by paying the  tax  in  fo u r equal 

in s ta l lm e n ts  by th e  15th day o f the  4 th , 7 th , 10th and 13th months 

fo llo w in g  the  end o f th e  ta x  y e a r ."  F id u c ia r ie s  making th i s  e l e c 

t io n  o f te n  re c e iv e  a n o t ic e  r e q u e s tin g  th a t  th e  ba lan ce  o f ta x  be 

paid  along  w ith  p e n a l t ie s  and i n t e r e s t .  The p ro c e s s in g  o f th e se  

r e tu rn s  should  be a l t e r e d  to  a llo w  th e  e le c t io n  w ith o u t g e n e ra tin g  

a n o t ic e .

19. P u b l ic i ty

The IRS should p u b l ic iz e  i t s  e f f o r t s  to  c o r r e c t  th e  problem s i . e . ,

th e  Taxpayer C orre s pondence Stu dy. The AICPA w i l l  p u b lish

a r t i c l e s  fo r  th e  IRS on th i s  s u b je c t  in  th e  Jo u rn a l  o f 

A ccountancy, The Tax Advis e r , the  Tax D iv is io n  New s l e t t e r , o r

o th e r  a p p ro p r ia te  p u b l ic a t io n s .  The Tax D iv is io n  s t a f f  w i l l  

a s s i s t  the  IRS in  c o o rd in a tin g  the  subm ission  o f th e se  a r t i c l e s .
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