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Review of the 2016 Filing Season

A year ago, we assessed the 2015 filing season and analogized it to Charles Dickens’ novel, A 7ale of Tiwo
Cities:

For the majority of taxpayers who filed their returns and did not require IRS assistance, the
filing season was generally successful. For the segment of taxpayers who required help from
the IRS, the filing season was by far the worst in memory.!

We are pleased to report the 2016 filing season proceeded much more smoothly. Taxpayers who filed
their returns without IRS assistance again experienced smooth sailing. Taxpayers who required help
generally called the IRS, and the IRS nearly doubled the percentage of calls it answered and reduced wait
times by more than half. The IRS deserves considerable credit for these improvements, as does Congress
for providing the additional funding for taxpayer service in the Fiscal Year (FY) 2016 appropriations cycle.

However, the IRS continued to scale back traditional service options on which some taxpayers heavily
rely. Among other things, the IRS continued its relatively recent restrictions on answering tax-law ques-
tions and helping taxpayers prepare returns; reduced walk-in service at its roughly 375 Taxpayer Assistance
Centers (TACs); substantially reduced the availability of free tax forms, instructions, and publications in
its TACs and other public places; and terminated an online tool through which taxpayers could obtain
answers to general questions.

When these service reductions are viewed in combination with the IRS’s “Future State” plan, which is
largely designed to reduce the costs of taxpayer service by pushing taxpayers to use online accounts,” we
are deeply concerned about the adequacy of taxpayer service options the IRS will be providing to taxpay-
ers in five years and beyond.?

1  National Taxpayer Advocate Fiscal Year 2016 Objectives Report to Congress 8.

The IRS believes online taxpayer accounts will enable the agency to achieve significant cost savings. In recent congres-
sional testimony, the Commissioner of Internal Revenue Service stated the move toward online accounts “is driven, in
part, by business imperatives; when it costs between $40 and $60 to interact with a taxpayer in person, and less than
$1 to interact online, we must reexamine how we provide the best possible taxpayer experience.” FY 2017 Treasury
Department Budget Request: Hearing Before the Subcomm. on Financial Services and General Government of the S. Comm. on
Appropriations, 114th Cong. (2016) (statement of John A. Koskinen, Commissioner of Internal Revenue Service).

3 The Preface, supra, includes comments from taxpayers, practitioners, and stakeholders concerning the Future State plan.
See also National Taxpayer Advocate 2015 Annual Report to Congress 3-13 (Most Serious Problem: Taxpayer Service: The
IRS Has Developed a Comprehensive “Future State” Plan That Aims to Transform the Way It Interacts with Taxpayers, But Its
Plan May Leave Critical Taxpayer Needs and Preferences Unmet).

Taxpayer Advocate Service — Fiscal Year 2017 Objectives Report to Congress — Volume One 53



2016 Filing

Season

There is no doubt taxpayers are experiencing many problems today because the IRS lacks adequate
resources to assist them. At first glance, taxpayer service is labor-intensive. Since FY 2008, the IRS has
received more than 100 million calls on its toll-free telephone lines and more than five million visits in

its TACs every year. While some calls can be handled with automation, tens of millions of taxpayers

with account-specific or detailed questions need to speak with an IRS employee. Since FY 2010, we
estimate the IRS’s budget has been reduced by about 19 percent on an inflation-adjusted basis.* This year,
Congress has given the IRS an additional $290 million, which it directed the IRS to spend to improve
telephone service, combat refund fraud and identity theft, and enhance cybersecurity. The IRS has
allocated this funding as follows:

FIGURE 2.1.1, IRS Allocation of $290 Million Increase in Appropriations from Fiscal Year
(FY) 2015 to FY 2016 (Millions of Dollars)’

Appropriation
Account Taxpayer Services Cybersecurity | Identity Theft Protection

Taxpayer Services ‘ $176.6 ‘ - ‘ $0.2 $176.8
Operations Support ‘ $1.8 ‘ $95.4 ‘ $11.0 $108.2
Enforcement ‘ - ‘ - ‘ $4.9 $4.9
Total $178.4 $95.4 $16.1 $290

(61.5%) (32.9%) (5.6%) (100%)

Based on currently available information, it appears the IRS put these funds to good use. We encourage
Congress to continue to provide the IRS with additional funding — combined with proper oversight to
ensure the funding is well spent — so that our nation’s taxpayers receive the assistance they deserve.

Opverall, the IRS received and processed most tax returns in a timely manner, and it issued timely refunds
to most taxpayers who were entitled to them. The following figure provides the IRS’s overall filing season
Statistics.
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In FY 2010, the agency’s appropriated budget stood at $12.1 billion. For FY 2016, its budget is $11.2 billion, a reduc-

tion of nearly 8 percent over the six-year period. Inflation over the same period is estimated at nearly 11 percent. See

Office of Management and Budget, Fiscal Year 2016 Budget of the U.S. Government, Historical Tables (230-31), Table 10.1,
https://www.whitehouse.gov/sites/default/files/omb/budget/fy2016/assets/hist.pdf (showing Gross Domestic Product (GDP)
and year-to-year increases in the GDP). In addition, the IRS has had to implement the statutory requirements of the Patient
Protection and Affordable Care Act and the Foreign Account Tax Compliance Act during this time, causing a further drain on its
resources.

Government Accountability Office, GAO-16-459R, Internal Revenue Service: Preliminary Observations on the Fiscal Year 2017
Budget Request and 2016 Filing Season Performance 7 (Mar. 2016).

For a discussion regarding the connection between funding and taxpayer service levels, see National Taxpayer Advocate
2014 Annual Report to Congress 3 (Most Serious Problem: Taxpayer Service: Taxpayer Service Has Reached Unacceptably
Low Levels and Is Getting Worse, Creating Compliance Barriers and Significant Inconvenience for Millions of Taxpayers).
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FIGURE 2.1.2, Filing Season Statistics Comparing Weeks Ending April 25, 2014,
April 24, 2015; and April 22, 2016’

% Change

2014 2015 2016 | 2015-2016

| Total Receipts 134,334,000 134,209,000 136,528,000 1.7%
Tax Returns Total Processed 127,710,000 128,317,000 129,456,000 0.9%
Self-Prepared 46,177,000 48,911,000 51,682,000 5.7%

e-Filing Receipts Tax Professionals 70,379,000 70,491,000 70,864,000 0.5%
Total e-Filing 116,556,000 119,402,000 122,546,000 2.6%

Visits to IRS.gov 277,260,138 310,407,523 326,261,102 5.1%
Number 98,379,000 97,097,000 97,079,000 0.0%

Total Refunds Amount $265.1 bil $262.2 bil $263.2 bil 0.4%
Average Refund $2,694 $2,700 $2,711 0.4%

Number 78,887,000 80,383,000 81,221,000 1.0%

ggf:: d'zep“" Amount $224.6 bil $231.7 bil $234.3 bil 1.1%
Average Refund $2,847 $2,882 $2,884 1.1%

TELEPHONE ASSISTANCE

Last year, IRS telephone service was, as the Commissioner himself acknowledged, “abysmal.”® The
percentage of calls answered by IRS telephone assistors (known as the “Customer Service Representative
Level of Service” or “LOS”) and the average wait time constituted by far the worst service levels the

IRS has provided since it adopted its current performance measures in 2001.° The IRS’s improvement

in answering taxpayer calls during the 2016 filing season has been impressive. We remain concerned,
however, that the IRS has continued its recent policy that sharply limits the scope of tax-law questions
telephone assistors will answer. During the filing season, telephone assistors will answer only “basic” ques-
tions.'® After the filing season, telephone assistors will not answer any tax-law questions at all, including
questions from the nearly 15 million taxpayers who file their returns later in the year.!!

7 IRS, Filing Season Statistics for Week Ending April 22, 2016, https://www.irs.gov/uac/newsroom/filing-season-statistics-for-
week-ending-april-22-2016, and Filing Season Statistics for Week Ending April 24, 2015, https://www.irs.gov/uac/newsroom/
filing-season-statistics-for-week-ending-april-24-2015. The report for the week ending April 22, 2016 includes the tax year
(TY) 2015 filing deadline of April 18, 2016. The April 24, 2015 report provides data for the comparable time periods in the
prior years. The web usage figure for 2015 is an updated figure contained in the April 22, 2016 report.

8  John A. Koskinen, Commissioner of Internal Revenue, Address at the National Press Club (Mar. 31, 2015).

9 National Taxpayer Advocate Fiscal Year 2016 Objectives Report to Congress 9.

10 This policy was initially adopted for the 2014 filing season. IRS, e-News for Tax Professionals - Issue Number 2013-49,
Iltem 4, Some IRS Assistance and Taxpayer Services Shift to Automated Resources (Dec. 20, 2013). Item no longer available
on IRS.gov.

11 This policy was initially adopted for the 2014 filing season. IRS, e-News for Tax Professionals - Issue Number 2013-49,

Iltem 4, Some IRS Assistance and Taxpayer Services Shift to Automated Resources (Dec. 20, 2013). Item no longer available
on IRS.gov. In 2015, about 14.7 million returns were received after May 1st. See IRS 2015 Filing Season Statistics,
https://www.irs.gov/uac/2016-and-prior-year-filing-season-statistics (showing 136.2 million returns received by May 1, 2015
and 150.9 million returns received by Dec. 25, 2015. For this computation, we use May 1st as a proxy for filing-season
returns because the IRS receives a large number of returns close to the filing deadline that it takes a few weeks to process.
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Aggregate figures for the Accounts Management lines, a rollup of 29 individual lines including the main
TAX-1040 line, had the highest LOS since 2011. Figure 2.1.3 shows, by year, the LOS and the average

hold times.
FIGURE 2.1.3"
Overall Filing Season Service Levels on
Accounts Management Phone Lines, 2011-2016
74.6% o
es3%  (0A%  T09% 2o
37.3%
23 min
16 min " .
14 min 14 min i
10 mln/ N'n
2011 2012 2013 2014 2015 2016
Filing Season
Accounts Management Level of Service Il Average Speed of Answer

To understand the IRS’s telephone statistics, a few concepts are important to review. First, the IRS tracks
the total number of calls it receives, which is known as the “Enterprise Total.” The Enterprise Total
includes calls to the “Accounts Management” (AM) telephone lines (which typically account for around
85-90 percent of all “Enterprise Total” calls), calls to the compliance telephone lines, and calls to a few
additional low-volume telephone lines.” Second, answered calls are split between “Assistor Answered
Calls” and calls handled by the IRS’s automated processes. Whether a call is routed to automation or to
a customer service representative (CSR) depends on the telephone number the taxpayer calls and how the
caller responds to the prompts he or she encounters. Third, the official LOS statistics reflect only calls
routed to CSRs on the AM telephone lines.

12

13

56

IRS, Joint Operations Center (JOC), Snapshot Reports: Enterprise Snapshot (weeks ending Apr. 21, 2012, Apr. 20, 2013,
Apr. 19, 2014, Apr. 18, 2015, and Apr. 16, 2016). The filing deadline for TY 2015 was Monday Apr. 18, 2016, so the Apr.
16, 2016 report excludes the final day. We selected these reports because they minimize the non-filing season days when
phone demand changes and are consistent periods from year to year. This is different from the reporting periods used in
Figure 2.1.4, Filing Season Statistics. There, inclusion of the final return data is critical due to the large number of returns
filed on the last day.

For the Jan. 1-Apr. 16 period, the IRS received 52.2 million calls Enterprise-wide, and of that total, 47.3 million calls were
directed to the AM telephone lines (91 percent). Typically, calls to the IRS compliance lines are answered at a somewhat
higher level of service and with somewhat shorter hold times than the average call to an AM line. IRS, JOC, Snapshot
Reports: Enterprise Snapshot (Apr. 16, 2016).
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The following figure shows the IRS’s performance during the 2015 and 2016 filing seasons for the AM
total and many of the filing season-related phone lines that are components of the AM total. Nearly
every phone line shows an improvement in service, marked by a higher LOS and shorter times on hold
(“Average Speed of Answer”). Significantly, IRS assistors answered five million more calls on the AM lines
this filing season as compared to last, a 68 percent increase. At the same time, the number of call attempts
on the AM lines fell from 49.9 million to 47.3 million, a 5.2 percent decrease. This overall decrease in
calls is attributable, at least in part, to the higher LOS, because when more taxpayers get through to the
IRS on their first call, there are fewer repeat calls.'

14 1t is worth noting the IRS does not provide information about how to contact the agency in the instructions for the Form
1040-series returns (Forms 1040, 1040A, and 1040EZ).
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As the figure shows, the LOS and Average Speed of Answer varied by phone line. In the sections below,
we discuss the weekly variation for selected phone lines during the filing season.

Accounts Management Rollup

The official measure of IRS telephone performance is based on calls made to the “Accounts Management”
telephone lines. There are 29 lines that are considered “Accounts Management” lines, including all lines
shown in the phone graphs that follow (except for the Taxpayer Protection Program (TPP) line).'¢

The overall LOS ranged from 65 to 80 percent during the filing season, with wait times averaging
between 7 and 16 minutes.

FIGURE 2.1.5"

Accounts Management Lines

A combined total of the lines on which Accounts Management toll-free assistors are responsible
for providing assistance; the number of lines has varied as new lines are added or discontinued.

100
79% ,
76% 73% 74% .
66% 67% 69% 66%

50

14.7 15.6

8.5 75 8.2 116 67 min min

min - min i .
— min /NV

19 116 1/23  1/30 2/6  2/13  2/20 2/27 3/5 3/12 3/19 3/26  4/2  4/9  4/16
2016 Week Ending

Customer Service Representative Level of Service - Average Speed of Answer

Individual Income Tax Services/Form 1040

The “1040” number serves as the general, all-purpose phone line for individual taxpayers secking assis-
tance in preparing tax forms or answers to general questions. The level of service ranged from 63 to 87
percent, with wait times averaging between 5 and 19 minutes.

16 RS, JOC, Snapshot Reports: Enterprise Snapshot and Product Line Detail (Apr. 16, 2016). The “Accounts Management” tele-
phone lines were formerly known as “Customer Account Services” telephone lines. The number of lines may vary by year as
the IRS adds or discontinues specialty lines for various topics.

17 IRS, JOC, Snapshot Reports: Enterprise Snapshot (weeks ending Jan. 9, 2016-Apr. 16, 2016).
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Preface

FIGURE 2.1.6"
IRS 1040 Individual Line

The general, all-purpose line for individual taxpayers needing assistance
in preparing individual tax forms or for general individual questions.
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2016 Week Ending

- Customer Service Representative Level of Service - Average Speed of Answer

Refund Hotline

The Refund Hotline allows taxpayers to check on the status of their refund by phone. Because the IRS
computer systems generally have the most current information, most calls are handled through automation.
A relatively small percentage requires the involvement of a telephone assistor. Among assistor-answered
calls, the LOS ranged from 54 to 78 percent, with wait times averaging between 4 and 20 minutes.

FIGURE 2.1.7"

IRS Refund Hotline
Live assistors provide taxpayers who are unable to complete
the automated process with the status of their refund
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78%

1/9 1/16  1/23  1/30 2/6 2/13  2/20 2/27 3/5 3/12  3/19 3/26 4/2 4/9  4/16
2016 Week Ending

- Customer Service Representative Level of Service - Average Speed of Answer

18 IRS, JOC, Snapshot Reports: Product Line Detail (weeks ending Jan. 9, 2016-Apr. 16, 2016).
19 Jd.
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Wage & Investment (W&I) Customer Response

The W&I customer response telephone number is provided to taxpayers who receive a notice, such as a
math error notice, so they can contact the IRS to provide additional information or correct an error. The
LOS ranged from 52 to 84 percent, with wait times averaging between 5 and 21 minutes.

FIGURE 2.1.8*°

Wage & Investment Customer Response Line

This line is provided to taxpayers who receive a notice, such as a math error notice,
to contact the IRS and provide additional information or correct the error.
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19 1/16  1/23  1/30 2/6  2/13  2/20 2/27 3/5 3/12 3/19 3/26  4/2  4/9  4/16
2016 Week Ending

Customer Service Representative Level of Service - Average Speed of Answer

National Taxpayer Advocate (NTA) Toll-Free Hotline

The NTA phone line, staffed by W&I employees, is used by taxpayers who believe they are experiencing
financial or systemic burden and seek assistance from TAS. The LOS ranged from 54 to 84 percent, with
wait times averaging between three and eight minutes.

20 IRS, JOC, Snapshot Reports: Product Line Detail (weeks ending Jan. 9, 2016-Apr. 16, 2016).
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FIGURE 2.1.9%
NTA Toll-Free Line

Assistors provide services for taxpayers seeking TAS assistance.
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Practitioner Priority Service (PPS)

The PPS phone line is used by tax professionals who are trying to reach the IRS to assist their clients.
During the 2015 filing season, this line had an LOS of 45 percent and an average wait time of 45
minutes, with reports of some practitioners waiting on hold for several hours.” The situation was much
improved in 2016, with the LOS ranging from 73 to 93 percent, and wait times averaging 7.3 minutes
over the course of the filing season.

FIGURE 2.1.10%

Practitioner Priority Service Line
This line provides tax professionals a dedicated channel to resolve taxpayer-client account issues.
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- Customer Service Representative Level of Service - Average Speed of Answer

21 IRS, JOC, Snapshot Reports: Product Line Detail (weeks ending Jan. 9, 2016-Apr. 16, 2016).
22 National Taxpayer Advocate Fiscal Year 2016 Objectives Report to Congress 16.
23 IRS, JOC, Snapshot Reports: Product Line Detail (weeks ending Jan. 9, 2016-Apr. 16, 2016).
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Despite the improvement in performance metrics, tax professionals were not necessarily satisfied with
the quality of the service they received. An April 2016 survey conducted by the American Institute of
Certified Public Accountants of its members found only one-third reported they could get an answer to
their questions on the PPS line at least “most of the time” without being transferred to another agent.?

Identity Protection Specialized Unit (IPSU)

IRS telephone assistors provide assistance and resource information to victims of identity theft and refund
fraud. The LOS ranged from 61 to 86 percent, with wait times averaging between 8 and 25 minutes.

FIGURE 2.1.11%

Identity Protection Specialized Unit Line
Phone assistors provide services for victims of identity theft
and respond to other identity theft-related questions.
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Taxpayer Protection Program (TPP)

The TPP line is designed to help taxpayers whose returns the IRS has suspended because of suspected but
unconfirmed identity theft. When an IRS filter stops a return, the IRS sends the taxpayer a letter asking
him or her to call the TPP phone number to verify his or her identity.*® For legitimate taxpayers call-

ing the TPP line, service levels have a direct impact on the timing of refund delivery, as the IRS will not
release a refund until the verification process is complete.

During the 2016 filing season, the IRS received more than 4.4 million calls on this line, yet the average
LOS was just 22.7 percent. Put differently, nearly four out of every five calls was not answered — by far
the worst performance on any high-volume line. However, the service levels varied considerably from
week to week due to the greater number of notices the IRS issued this year and the timing of when the
notices were mailed. In 2015, the IRS mailed these notices to taxpayers on a daily basis.”” In 2016, the
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Ann Marie Maloney, AICPA members weigh in on IRS service levels, JourRNAL oF AccounTancy, May 26, 2016,
http://www.journalofaccountancy.com/news/2016/may/aicpa-members-weigh-in-irs-service--levels-201614539.html.

IRS, JOC, Snapshot Reports: Product Line Detail (weeks ending Jan. 9, 2016—Apr. 16, 2016).

Taxpayers may also be offered the option to verify their identity online. Other taxpayers may be required to verify in person
at a TAC.

Discussion between TAS Systemic Advocacy and IRS Return Integrity & Compliance Services (RICS) (Feb. 24, 2016).
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IRS began to mail these notices on a weekly basis — usually on a Thursday.?® This resulted in taxpay-

ers receiving notices on or about the same day of the week, which generated a spike in calls on that day
that overwhelmed the IRS’s calls centers. During the week ending February 20, the LOS on the TPP

line dropped from 83 percent in the prior week to just six percent, and the wait time tripled from seven
minutes to 22 minutes.”’ Poor service can be iterative, as frustrated taxpayers make repeat calls to try to
get through. The IRS responded by striving for better communication between the IRS units responsible
for mailing notices and those that provide staffing for phone lines and by returning to its prior practice of
mailing these notices on a daily basis to spread out calls throughout the week.?

FIGURE 2.1.123%

Taxpayer Protection Program Line

Assistors conduct identity verification for returns halted in processing when the IRS determines
there is a high risk an identity thief has filed the return rather than the actual taxpayer.
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As shown in Figure 2.1.13, the number of attempted calls to the TPP line increased from 82,900 dur-
ing the week ending February 13, to over 1.45 million the following week. Despite a net increase of
1,386,401 calls, the IRS answered only 25,066 additional calls as compared with the prior week. Indeed,
the number of call attempts during the period from February 15 to February 26 accounted for 60 percent
of all calls on the TPP line during the filing season, presumably because the TPP suspended the largest
number of returns at that time.

28
29
30
31

64

Discussion between TAS Systemic Advocacy and RICS (Feb. 24, 2016).

IRS, JOC, Weekly TPP Snapshot Report (weeks ending Feb. 13, 2016 and Feb. 20, 2016).
For additional information on the TPP, see Identity Theft and Refund Fraud, infra.

IRS, JOC, Weekly TPP Report (weeks ending Jan. 9, 2016-Apr. 16, 2016).

Section Two — 2016 Filing Season Review



2016 Filing

Season

FIGURE 2.1.13, Taxpayer Protection Program Line Demand, Selected Weeks February-

March 20163

Week Ending Dialed Attempts

Assistor Calls

Average Speed of

Level of Service

Answered Answer (Minutes)
Feb. 6 28,841 16,928 19.1 63.7%
Feb. 13 82,900 63,585 7.0 83.1%
Feb. 20 1,451,301 88,651 21.8 6.1%
Feb. 27 1,195,826 123,639 16.2 10.4%
Mar. 5 832,505 136,916 6.6 16.6%
Mar. 12 243,295 115,387 9.2 49.9%
Mar. 19 112,870 86,228 6.4 83.3%

TAS received the following submission from a taxpayer on February 19 that reflects the level of frustration

some taxpayers experience:*

Received this letter to verify my identity. Online verification tells me I must call to verify.

I have been trying to get through for days now! Got through once, and the representative
tells me the system is down for the next three to five hours. Have tried to call at exactly 7:00
am. Recording still reflects due to high call volume, we cannot take your call. This is absurd!
The government sends me a letter to resolve my identity (which I appreciate) but they are so
understaffed they cannot handle the call volume, which they know in advance is going to be
heavy at this time of year. This affects any and all taxpayers needing assistance or notice with
time frame limit to contact them to complete my federal return.

We recommend the IRS place priority emphasis on improving its handling of TPP calls next year.
Taxpayers who receive TPP notices do not receive their refunds until they can substantiate their identities.
As a result, the IRS’s inability to handle TPP call volumes can have an adverse financial impact on taxpay-
ers who are dependent on the timely receipt of their refunds.

CORRESPONDENCE

There is a large pool of AM employees that the IRS shifts back and forth between answering the phones
and responding to taxpayer correspondence. As a result, the IRS faces a difficult choice in deciding which
service to prioritize. If it assigns more employees to answer taxpayer telephone calls, it will fall further
behind in processing taxpayer responses to proposed adjustment notices. If it assigns more employees

to process taxpayer responses to proposed adjustment notices, it will answer fewer telephone calls. Since
2008, the IRS has received an average of about ten million letters annually responding to proposed adjust-
ments and other notices (e.g., requesting penalty abatements, responding to math error notices, and mak-
ing payment arrangements),* and the failure to timely process taxpayer responses to proposed increases in
tax liability can have a significant impact on the taxpayer.

32 IRS, JOC, Weekly TPP Report (weeks ending Feb. 6, 2016—Mar. 19, 2016).

33 Systemic Advocacy Management System (SAMS) Issue 34114. SAMS is an online tool through which IRS employees and
the public may report systemic problems to TAS, https://www.irs.gov/advocate/systemic-advocacy-management-system-
sams.

34 Over the past decade, annual taxpayer correspondence in response to proposed adjustments has ranged from a low of 7.9
million letters to a high of 11.8 million letters and has averaged just over ten million per year. See IRS, JOC, Adjustments
Inventory Reports: July-September Fiscal Year Comparison (FY 2006 through FY 2015).
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Examples of key AM correspondence categories are shown in Figure 2.1.14. The “IMF Overall” category

includes all taxpayer correspondence that is not handled by another function within the IRS, and the

“Amended Return/Duplicate Filing” category includes correspondence in which taxpayers are secking to

file amended returns.” Inventory levels have been successively higher at the end of the past three filing

seasons, with the “IMF Overall” category experiencing a 30 percent increase over 2015. The inventory

of “Injured Spouse” correspondence similarly grew by about 30 percent over 2015, and the percentage of

overage cases more than doubled.*

FIGURE 2.1.14, Selected Correspondence Inventory Levels®

% Change

2014 2015 2016 2015-2016

IMF Overall 145,023 170,622 221,990 30.1%
Overage 22.6% 34.8% 42.0% 20.7%
Amended Return/Duplicate Filing 210,151 211,453 222,168 5.1%
Overage 25.7% 28.7% 40.4% 40.8%
Injured Spouse 123,321 80,620 104,755 29.9%
Overage 29.1% 14.5% 33.2% 129.0%

The increase in overage correspondence in 2016 indicates the IRS decided to prioritize staffing the tele-
phone lines during the filing season, which meant that fewer employees were available to process taxpayer

correspondence.

WALK-IN SERVICE AT TAXPAYER ASSISTANCE CENTERS

The IRS operates 376 TACs.*®* More than five million taxpayers seek in-person assistance at the TACs
each year.”” Historically, the TACs were known as “walk-in sites.” However, the IRS plans to eliminate
virtually all walk-in service and require that taxpayers schedule advance appointments in all TAC locations
by the end of the year.*

On the positive side, we understand that telephone assistors generally ask taxpayers calling to schedule
appointments to describe the problem they are trying to resolve. In some instances, the assistor can
provide the answer or direct the taxpayer to another option, thereby eliminating the need to visit a TAC.
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Amended returns are not accepted through e-file and thus must be filed on paper.

Injured Spouse correspondence Forms 8379, Injured Spouse Allocation, received from taxpayers. A taxpayer who participat-
ed in the filing of a joint return may request that his or her share of the credit balance be refunded where it otherwise would
be applied to a past-due obligation of the other spouse.

IRS, JOC, Customer Account Services, Accounts Management Paper Inventory Reports, National Inventory Age Report (weeks
ending Apr. 19, 2014; Apr. 18, 2015; and Apr. 16, 2016). The Injured Spouse figures reflect taxpayers affected by offsets
from the Debtor Master File or from the Financial Management Service and covers debts related to child support, student
loans, and the like.

Email from IRS Field Assistance analyst (Jun. 16, 2016).

IRS W&I, Business Performance Review 7 (4th Quarter — FY 2015, Nov. 2, 2015); Government Accountability Office, GAO-15-
163, Tax Filing Season: 2014 Performance Highlights the Need to Better Manage Taxpayer Service and Future Risks 21 (Dec.
2014) (showing the number of TAC visits in each year from FY 2009 through FY 2014). We have not determined the number
of TAC visits that took place during the 2016 filing season, although the IRS has reported there were about 2.4 million visits
during FY 2016 through Mar. 31, 2016. See IRS W&I, Business Performance Review 7 (2nd Quarter — FY 2016, May 10,
2016).

IRS W&I, Business Performance Review 19 (2nd Quarter — FY 2016, May 10, 2016).
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For example, a taxpayer who is looking for forms or publications and is told how to download them from
IRS.gov or given a centralized number to call to request mailed copies may be saved the trip to an IRS
office, and IRS staff is freed up to assist taxpayers who require face-to-face assistance.

The National Taxpayer Advocate had previously recommended the IRS give taxpayers the option of
scheduling appointments, but we are concerned the elimination of most walk-in services will cause
considerable inconvenience for (i) taxpayers who do not know the TACs have shifted to appointment-
only scheduling and travel sometimes considerable distances to seek personal assistance and (ii) taxpayers
who need assistance urgently and cannot wait to obtain an appointment. Under a 2015 pilot program
testing appointment-only service, 20 percent of taxpayers had to wait between 13 and 41 days to obtain
an appointment and five percent had to wait more than 41 days for an appointment.” Those are not
encouraging results, particularly for taxpayers with urgent needs.

While the IRS generally allows taxpayers to make tax payments or drop off returns without appointments,
it went so far as to test a pilot at five TACs this filing season under which taxpayers needed appointments

to complete even these basic tasks.*?

The virtual elimination of walk-in service exacerbates other significant service reductions at the TACs in
recent years (some of which also apply to the toll-free telephone lines, as discussed above):

® During the filing season, the IRS is answering only tax-law questions that it deems “basic,” with

more complex questions designated “out of scope.”*

® After the filing season, the IRS is not answering any tax-law questions at all, even though many
taxpayers obtain legally authorized extensions of time to file. Last year, nearly 15 million returns

were submitted later in the year.*

® The IRS is no longer preparing tax returns in the TACs for low income, disabled, and elderly
taxpayers who seek help.®

There is limited reliable data on the performance of the TACs during the filing season. For example, the
IRS cites positive results in response to its satisfaction surveys of taxpayers who completed their visit after
a scheduled appointment. However, the survey covers only taxpayers who showed up for a scheduled
appointment. The results do not reflect the experience of taxpayers who failed to show up for an appoint-
ment or who were turned away when visiting a TAC without an appointment. This highlights a broader
concern that IRS performance metrics do not fully capture the taxpayer experience. If measures do not
include taxpayers who were denied service, or who no longer seck service because they were deterred by
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IRS, Field Assistance Appointment Test Report-Executive Briefing 7 (Jan. 13, 2016). In addition, 11,496 taxpayers did not
show up for their appointments.

IRM 21.3.4.7, Receipt of Payments (Oct. 1, 2015). The five sites involved in the pilot were Fresno, CA; Austin, TX; Hyannis,
MA; Louisville, KY; and Nashville, TN. Email from IRS Field Assistance analyst (Mar. 7, 2016).

This policy was adopted initially for the 2014 filing season. See IRS, e-News for Tax Professionals - Issue Number 2013-49,
Iltem 4, Some IRS Assistance and Taxpayer Services Shift to Automated Resources (Dec. 20, 2013). Item no longer available
on IRS.gov.

See id. In 2015, about 14.7 million returns were received after May 1st. See IRS 2015 Filing Season Statistics, https://
www.irs.gov/uac/2016-and-prior-year-filing-season-statistics (showing 136.2 million returns received by May 1, 2015 and
150.9 million returns received by Dec. 25, 2015). For this computation, we use May 1st as a proxy for filing-season returns
because the IRS receives a large number of returns close to the filing deadline that it takes a few weeks to process.

See IRS, e-News for Tax Professionals - Issue Number 2013-49, Item 4, Some IRS Assistance and Taxpayer Services Shift to
Automated Resources (Dec. 20, 2013). Item no longer available on IRS.gov.

Taxpayer Advocate Service — Fiscal Year 2017 Objectives Report to Congress — Volume One 67


IRS.gov
https://www.irs.gov/uac/2016-and-prior-year-filing-season-statistics%20
https://www.irs.gov/uac/2016-and-prior-year-filing-season-statistics%20

2016 Filing

Season

IRS-erected barriers, the flawed results may be used as justification to support the business decisions that
scaled back walk-in service in the first place and to extend them further.%

Despite the absence of useful quantitative data, we have received many anecdotal reports from taxpayers,
practitioners, and our local TAS offices. Of course, anecdotal data also cannot be used as a basis for draw-
ing reliable conclusions, but it does serve to highlight issues that merit further analysis.

For example, we have heard anecdotally about challenges taxpayers have faced in trying to obtain TAC
assistance, often because IRS managers and employees follow general procedures and do not make

common-sense exceptions authorized in those same procedures.

In some instances, poor communication between IRS offices or organizations created problems. TAC
employees in one appointment-only location suggested taxpayers drive to another TAC, only to learn they
could not be served at that location either. According to one account:

Fifty-eight taxpayers who visited the San Jose, CA, TAC seeking services learned they needed
an appointment. IRS staff offered them the option of visiting the Oakland, CA, TAC, which
provides walk-in service. (The San Jose and Oakland TACs are about 42 miles apart.) Due
to an unexpected staff shortage, these taxpayers were greeted with a sign saying that the only
service the Oakland TAC was offering that day was making a payment.”

In other instances, TAC staff did not serve taxpayers whose walk-in needs should have been addressed,
even at an appointment-only location. We received the following accounts:

A taxpayer in Florida went to a TAC office to drop off delinquent tax returns and was turned

away because she did not have an appointment.®

Multiple people came into the lobby looking to visit the TAC. The sign on the front door
indicated that as of February 29, 2016, the TAC office was appointment only. One woman
explained to the Federal Protection Service (FPS) guard she wanted to make a payment. The
guard informed her that the TAC was appointment only and pointed her to online payment
options per a paper on the desk. She stated that she only had two payments left and did not
want to pay online because they charge a service fee. She then left with the number to call for
an appointment. The FPS guard was helpful, but was basically pre-screening taxpayers and
directing them to self-help options even though IRS procedures allow for making payments
even at appointment-only TACs.”
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The National Taxpayer Advocate’s 2015 Annual Report to Congress: Hearing Before the Subcomm. on Government Operations
of the H. Comm. on Oversight and Government Reform, 114th Cong. 14 (Apr. 15, 2016) (statement of Nina E. Olson, National
Taxpayer Advocate).

SAMS Issue 34435. Edited for clarity.
SAMS Issue 34240. Edited for clarity.
Observed by TAS employee visiting the Albuquerque, NM, IRS office on Feb. 29, 2016.
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In the second example, this taxpayer was not propetly screened, and further, she was directed to a service
channel that charges a fee for a service the IRS provides for free.”* Moreover, from the government
perspective, it is unclear why the IRS — the nation’s tax collector — would turn away a taxpayer secking
to make a payment.

Taxpayers served by TACs in small cities or more rural locations face other challenges. Some TAC loca-
tions are staffed by only one or two employees, so service may be disrupted by unexpected absences. TAS
learned of multiple instances during the filing season where a TAC was closed with no advance notice to
the public due to lack of staff. The TAC in Jefferson City, Missouri, was closed for three weeks during the

filing season because the employee was away for training.”!

Other anecdotes highlighted overly strict adherence to procedures — or ignoring exceptions to proce-
dures — that resulted in overly bureaucratic responses to serving the taxpayer. TAS is aware of multiple
examples where taxpayers were asked to leave the IRS office, call the 800 number to schedule an appoint-
ment and, if they were fortunate, avoid a return trip to that same IRS office on a later date.

I witnessed a taxpayer at the Brooklyn TAC who did not have an appointment. There were
no other taxpayers in the TAC, yet she was turned away. She was instructed to go outside and
call the posted number and she could probably get an appointment the same day.”

IRS guidance for TAC operations provides TAC managers with the discretion to deviate from proce-
dures to address hardships or other situations where there would be an unreasonable inconvenience for
the taxpayer.”® For example, TACs will accept tax returns from individual taxpayers but will not accept
returns from tax return preparers.”® The rationale for this policy is that the IRS prefers returns to be filed
electronically, or if submitted on paper, mailed to one of the IRS locations set up to handle paper returns,
and this is especially true for a preparer who may be submitting multiple returns. However, the IRM
provides for exceptions:

Managers have full authority to accept returns from preparers, on a case by case basis in their
individual TACs, when it is in the best interest of the Service or [there is] taxpayer hardship.”

In one case, TAS learned of a situation where a Low Income Taxpayer Clinic (LITC) volunteer attempt-
ing to submit a tax return on behalf of a taxpayer was turned away. LITCs serve vulnerable low income
taxpayers who require assistance or representation in dealing with a tax matter and are partially funded
through a federal grant program. It is difficult to see how it could be “in the best interest of the Service”
to turn away a tax return in this situation. Further, the IRM emphasizes that TAC employees should
apply discretion rather than summarily deny service. The IRM states:

50 During the 2016 filing season, the IRS announced a new partnership with PayNearMe, a private company, through which
taxpayers wishing to use cash can visit a participating 7-Eleven and make a payment to the IRS. IRS News Release
IR-2016-56, IRS Offers New Cash Payment Option (Apr. 6, 2016), https://www.irs.gov/uac/Newsroom/IRS-Offers-New-Cash-
Payment-Option. Taxpayers first visit the irs.gov web site to set up the payment, and the IRS then emails a barcode to the
taxpayer. The barcode is scanned at 7-Eleven and the payment “usually posts to the taxpayer’s account within two business
days.” Taxpayers pay a $3.99 fee for this service.

51 Minutes of meeting between TAS, Systemic Advocacy and IRS, Field Assistance (Mar. 3, 2016).

52 Reported by Brooklyn, NY Local Taxpayer Advocate, Mar. 2, 2016.

53 For example, IRM 21.3.4.9, Forms, Instructions, and Publications (Oct. 1, 2015), provides an exception for TAC staff to print
forms, instructions, and publications for taxpayers to minimize inconvenience.

54 IRM 21.3.4.8(1), Taxpayer Contacts, Field Assistance (Feb. 18, 2015).

55 |IRM 21.3.4.8(5)(i), Taxpayer Contacts, Field Assistance (Feb. 18, 2015).

Taxpayer Advocate Service — Fiscal Year 2017 Objectives Report to Congress — Volume One 69



2016 Filing

Season

Note: The policy of not accepting tax returns from tax return preparers is not intended to limit
assistance to taxpayers or their authorized representatives, particularly in situations where the
taxpayer is facing financial harm or undue hardship (e.¢., delinquent returns or to start or stop an
installment agreement). The intent is, primarily, to stop the practice of solely dropping off returns
when they can be mailed directly to the IRS processing campus.*

In another case, a taxpayer who received a letter from the IRS advising him that he had to verify his
identity was inconvenienced by two TACs. The report we received stated:

A taxpayer received a notice that he needed to verify his identity in person at a TAC. Upon
learning he would be required to make an appointment and wait several weeks if using the
nearest TAC in Detroit, he chose to drive to the TAC 70 miles away in Flint, MI, which
accepts walk-ins. Once there, he was turned away because he failed to bring the letter
instructing him to visit a TAC. This, despite the fact that indicators on his accounts showed
he needed to complete in-person identity verification.”

While these anecdotes reflect only a tiny portion of taxpayer contacts with the TACs, they share a com-
mon thread. IRS managers and employees assigned to assist taxpayers sometimes seem to follow proce-
dures slavishly rather than go the extra mile to assist taxpayers. There is no doubt that serving millions of
taxpayers can be challenging and some mistakes will be made. But it appears managers can do more to
convey that the procedures are a means to the end of helping the taxpaying public, and employees should
be empowered and encouraged to make exceptions in appropriate cases with that overriding purpose in
mind.

AVAILABILITY OF TAX FORMS AND PUBLICATIONS

In 2016, the IRS again scaled back the forms and publications stocked in TACs and continued its recent
practice of not replenishing forms once the supply on hand was exhausted.’®

In 2016, for example, the IRS discontinued stocking Form 1040A and the related instructions. TAS
received a SAMS submission from one taxpayer directly related to this decision:

Who [in] bureaucrat’s name decided that the Instructions for the 1040A would no longer

be printed and furnished to the public at the Federal Building in Albuquerque, NM. This
publication is the one most used by tax payers [sic]. [It] is the publication most desired by the
older, non-computer literate, tax filers. This policy hurts the poor and elderly. At least make
it possible to get a mail hard copy. How much does it save, and where does the money go that
is supposedly saved?®

The Treasury Inspector General for Tax Administration (TIGTA) assessed the performance of the TACs
for the 2015 filing season.® As part of its assessment, TIGTA identified 16 tax forms and publications
from the IRS’s stock list and examined the availability of those forms and publications during visits to 34

IRM 21.3.4.8(5), Receipt of Tax Returns, (Feb. 18, 2015).
SAMS Issue 34267. Edited for clarity. See related discussion, Identity Theft and Refund Fraud, infra.
The IRS discontinued stocking Form 1040-EZ for the 2015 filing season and Form 1040-A for the 2016 filing season.

SAMS Issue 34017, submitted Feb. 4, 2016. The IRS offers tax forms and publications by mail from its Forms Distribution
Center.

TIGTA, Ref. No. 2016-IE-RO01, Selected Taxpayer Assistance Centers Were Professional and Organized, and Sensitive
Information and Equipment Were Properly Secured (Oct. 2, 2015). TIGTA visited a judgmental sample of 34 TAC sites.
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TACs. Only 11 of the 34 TACs had all 16 items available on the day of the visit. Six of the 34 TACs had

no Forms 1040 available.®’ During the 2016 filing season, forms generally were even harder to come by.

The difficulty in obtaining copies of IRS Publication 17, Your Federal Income Tax (For Individuals), has
been particularly challenging for taxpayers and practitioners. Publication 17 — or “Pub. 17,” as it is
commonly known — is larger than most IRS publications and covers topics such as income, gains and
losses, and deductions in more detail than the Form 1040 instructions. Pub. 17 is popular with taxpayers,
practitioners, and IRS employees because it covers many common tax situations and provides cross refer-
ences to other publications for readers seeking more detail.*?

Beginning with the 2015 filing season, the IRS stopped providing free printed copies of Pub. 17 because
of the cost of printing and because the content of topics could be found in other IRS publications that
were still available.®’ Individuals seeking a copy of Pub. 17 were left with the options of downloading a
digital copy from irs.gov or ordering a printed copy from the Government Publishing Office (GPO) at a
cost of $23.% For the 2016 filing season, the IRS website makes clear that Pub. 17 is no longer available.
In all bold, red lettering, it says: “NOTE: Publication 17 is not available in paper format. Please
download Publication 17 at IRS.gov/publ? if you need a copy.” However, TAS has learned that the
IRS printed nearly 117,000 copies of Pub. 17.% The printed publications were given largely to organiza-
tions participating in the Tax Forms Outlet Program (one per TFOP) and IRS employees who staff the
TACs.%

The National Taxpayer Advocate continues to be concerned about the IRS’s decision to curtail the avail-
ability of tax forms and publications. While it is true that most taxpayers have access to online forms, the
IRS receives about 150 million individual income tax returns each year. Millions of taxpayers do not have
internet access and require paper products to complete their returns.

In a report accompanying the Senate Appropriations Committee’s version of the FY 2017 Financial
Services and General Government Appropriations bill, the committee wrote:

[T]he IRS ... made abrupt and significant changes to the TFOD, and the forms and instruc-
tions available in participating libraries, post offices and some congressional offices. Citing
the need for further cost savings, the IRS reduced by more than half the number of forms and
instructions sent through the TFOP program and with little notice prior to tax season. For
underserved taxpayers including rural, elderly, minority, disabled and low-income popula-
tions, these programs and services are often their only options to receive assistance or guidance
from the IRS. The IRS, like all Federal agencies, face[s] difficult decisions while operating

in an austere fiscal environment. However, the IRS’s decision to reduce taxpayer services has
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TIGTA, Ref. No. 2016-IE-RO01, Selected Taxpayer Assistance Centers Were Professional and Organized, and Sensitive
Information and Equipment Were Properly Secured 19 (Oct. 2, 2015).

We note that Pub. 17 is one of only a handful of forms and publications that taxpayers can access with one click from the
main IRS web page (as of June 4, 2016). The IRS also continues to promote Pub. 17 as a useful resource. See IRS, Tax
Time Guide: Updated Tax Guide Helps People with Their 2015 Taxes, https://www.irs.gov/uac/newsroom/tax-time-guide-
updated-tax-guide-helps-people-with-their-2015-taxes, (last visited June 4, 2016).

IRS, SERP Alert 15A0029, Availability of Publication 17, Your Federal Income Tax (For Individuals) (revised Jan. 13, 2015).
National Taxpayer Advocate Fiscal Year 2016 Objectives Report to Congress 21.

See https://www.irs.gov/uac/forms-and-publications-by-u-s-mail (last visited June 21, 2016).

Email from IRS Media & Publications analyst (Feb. 1, 2016).

IRS, TFOP News and Updates (revised Feb. 3, 2016), https://www.irs.gov/uac/tfop-news-and-updates (last visited June 29,
2016); Email from IRS Media & Publications analyst (Feb. 1, 2016).
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disproportionally impacted underserved taxpayers making it difficult for them to efficiently
and accurately pay their annual taxes. ... The Committee notes that there is a cost associ-
ated with printing and mailing publications for every paper filer but does not agree with the
IRS’s decision to discontinue access to taxpayers that rely on Publication 17. Therefore, the
Committee directs the IRS to maintain a stock of Publication 17 in TACs, [and] participating
libraries and post offices and provide the publication free of charge to taxpayers who request it
by phone.%

We appreciate the committee’s focus on the availability of tax forms and publications, particularly for
underserved populations, and we share its view that, even taking account of the costs, the IRS should
continue to make paper forms and publications readily available for taxpayers who rely on them.

SELF-SERVICE TOOLS: GET TRANSCRIPT

One year ago in the National Taxpayer Advocate’s FY 2016 Objectives Report to Congress, we noted the
IRS had shut down its online “Get Transcript” application after cybercriminals had accessed taxpayer
records.”” A year later, on June 7, 2016, the IRS reinstated this application, noting that an “enhanced
authentication process will also provide a foundation for additional IRS self-help services in the future.””®
To use the online option, taxpayers must verify their identities through a multi-factor process that gener-
ally includes having a credit card or account number from an auto loan or mortgage, and a mobile phone
account in a taxpayer’s name.”!

During the testing phase for the “Get Transcript” tool, only 29 percent of taxpayers seeking to obtain
online transcripts as new users were able to pass the requisite security screens.”> That is not surprising.
There is an unavoidable trade-off between providing enough security to prevent cybercriminals from
accessing taxpayer accounts and allowing legitimate taxpayers to gain access.

>«

But the result of this trade-off has broader implications for the IRS’s “Future State” vision. While the
National Taxpayer Advocate has advocated for online accounts and convenient options for taxpayers, we
have also argued taxpayers will continue to require personal service options (telephone and face-to-face) to

resolve complex issues.”?> Furthermore, the determination of which issues are “complex” should be made
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S. Rep. No. 114-280, at 33 (2016).
National Taxpayer Advocate Fiscal Year 2016 Objectives Report to Congress 26-27.

IRS News Release, IR-2016-85, IRS Launches More Rigorous e-Authentication Process and Get Transcript Online (June 7,
2016). The IRS offered the online Get Transcript option to randomly selected taxpayers visiting the site beginning May 23,
2016, which allowed the IRS to monitor the site for a controlled number of taxpayers. Prior to June 7, visitors to the site
would see the following message: “In keeping with standard industry practices, we are evaluating our new secure access
process for Get Transcript Online. Randomly selected page visitors are offered a Get Transcript Online option. All page
visitors may use the Get Transcript by Mail option.” IRS, Welcome to Get Transcript, https://www.irs.gov/individuals/get-
transcript (visited May 25, 2016).

For a more complete list of authentication requirements, see IRS Fact Sheet FS-2016-20, How to Register for Get Transcript
Online Using New Authentication Process (Jun. 2016), https://www.irs.gov/pub/irs-news/fs-16-20.pdf. Taxpayer requests for
transcripts are not limited to the filing season. Transcripts are requested for many purposes year-round. But taxpayers who
did not keep copies of prior-year returns often request transcripts during the filing season to assist them in preparing cur-
rent returns.

Email from Rene Schwartzman, IRS ldentity Assurance Executive (June 3, 2016). The 29 percent success rate reflected the
taxpayer experience during the “soft launch” phase when IRS restricted and gradually increased the number of users offered
the option of online authentication.

National Taxpayer Advocate 2015 Annual Report to Congress 3-13 (Most Serious Problem: Taxpayer Service: The IRS Has
Developed a Comprehensive “Future State” Plan That Aims to Transform the Way It Interacts with Taxpayers, But Its Plan May
Leave Critical Taxpayer Needs and Preferences Unmet).

Section Two — 2016 Filing Season Review


https://www.irs.gov/individuals/get-transcript
https://www.irs.gov/individuals/get-transcript
https://www.irs.gov/pub/irs-news/fs-16-20.pdf

2016 Filing

Season

from the perspective of the taxpayer, not the IRS. The challenges the IRS has encountered in attempt-
ing to balance accessibility and data security in reinstating its “Get Transcript” application suggests some
taxpayers — potentially the majority of taxpayers — simply will not be able to pass the security screens
required to create and utilize an online account. While the IRS may be able to refine its screens over time
to increase the percentage of taxpayers who are successful, it is likely that cybercriminals will continue to

impersonate legitimate taxpayers, so rigorous screening cannot be watered down.”

IDENTITY THEFT AND REFUND FRAUD

The nature of stolen identity refund fraud, also referred to as tax-related identity theft, continues to evolve
as the IRS implements more methods to identify fraudulent filers and thieves become more sophisti-
cated. For purposes of analyzing the taxpayer experience, it is useful to divide taxpayers into three broad
categories: (i) taxpayers whose returns are flagged on suspicion of refund fraud unrelated to identity

theft; (ii) taxpayers whose returns are flagged on suspicion of refund fraud related to identity theft; and
(iii) taxpayers who were previously victimized by tax-related identity theft and whose cases were resolved

by the IRS.

Suspicious Returns

Pre-Refund Wage Verification

The IRS passes all tax returns claiming refunds through a variety of validation screens. One set looks for
false reporting of income or tax withholding. For example, a taxpayer may file a return that understates
income or overstates the amount of tax withheld by the employer to generate an inflated refund. Under
the IRS’s Pre-Refund Wage Verification Program, a claimed refund will be frozen if electronic filters and
rules flag the income and/or withholding as suspicious until the amounts can be verified. While these
screens are essential to combat the epidemic of refund fraud, they delay the processing of legitimate
returns as well. Taxpayers whose legitimate refund claims have been frozen by these filters face particular
challenges, because the Pre-Refund Wage Verification function does not provide a mechanism for direct
taxpayer contact.”” Estimating the number of impacted taxpayers with precision is difficult, because until
recently, the IRS did not track false positive rates for this program.”®

Identity Verification

The IRS’s filters and rules also look specifically for identity theft. Under the TPP, returns that the IRS
flags as suspicious for identity theft are frozen until the taxpayer filing the return is able to verify his iden-
tity to the IRS’s satisfaction. The TPP helps to protect taxpayers from identity thieves and prevent fraud,
but in so doing, it also ensnares hundreds of thousands of legitimate taxpayers. When that happens, the
legitimate taxpayers may experience protracted refund delays as they navigate the authentication processes
to prove they are the true tax return filers. During the 2016 filing season, 75 percent of taxpayers received

74  For additional discussion of the Get Transcript tool, see Area of Focus: As the IRS Develops an Online Account System, It
Risks Imposing Undue Burden on Taxpayers Who Require More Personalized Services, infra.

75 For a more thorough discussion of the Pre-Refund Wage Verification Program, see Area of Focus: The IRS’s Pre-Refund Wage
Verification Program Continues to Incorrectly Flag and Substantially Delay Legitimate Refunds for Hundreds of Thousands of
Taxpayers, infra.

76 The IRS has changed its terminology from “false positive rate” to “false detection rate.” A false detection occurs when a
system selects a legitimate return as potentially fraudulent and delays the refund past the prescribed review period. We will
continue to use the term “false positive” in this discussion.
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refunds, and the average refund amount was more than $2,700.” Many taxpayers, particularly the low
income, depend on timely receipt of their refunds, so the impact of refund delays can range from mere

inconvenience to extreme financial hardship.

In 2015, the “false positive” rate of the IRS’s identity theft filters was 36.6 percent — nearly double the
false positive rate of 19.8 percent in 2014.78 The TPP filters stopped 2,081,418 returns in 2015.7 A false
positive rate of 36.6 percent means more than 760,000 legitimate taxpayers had to verify their identities
before they could receive their refunds. We have expressed concern about the large number of legitimate
taxpayers who are inconvenienced by this high false positive rate and urged the IRS to refine its filters,

yet the IRS is projecting a similar false positive rate of 36 percent again in 2016.*° During the first five
months of 2016, the TPP filters had stopped 1,798,402 returns.?’ The number will surely rise during

the remainder of the year and may exceed the 2015 total. If the projected false positive rate of 36 percent
proves accurate, that means a comparable or greater number of taxpayers will experience administrative
burden and refund delays this year — and the IRS will have worked many cases it might have avoided had
it updated its filters.

When the IRS receives a suspicious return, it generally sends a letter to the taxpayer asking him to verify
his identity to ensure he is the legitimate taxpayer before the return is processed. The letter instructs the
taxpayer to verify his identity by either:®

" Verifying online at idverify.irs.gov, where eligible; or

" Calling the TPP.

Under both options, taxpayers must provide information that was included on the prior-year return and
successfully answer certain “out of wallet” questions.®> Similar to the experience discussed above with
“Get Transcript,” not every legitimate taxpayer will pass the authentication process.

As described earlier in this section, taxpayers had a very difficult time contacting the TPP telephone line
in mid-February when the LOS was ten percent or less. As taxpayers waited on hold, they would hear the
following message:

Please note, we will continue processing your tax return once we verify your identity. It
should take approximately nine additional weeks to receive your refund or notice. If you
have not received a notice or refund by that time, please call our individual income tax line at
1-800-829-1040 for further information.*

7

78
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IRS, Filing Season Statistics for Week Ending April 22, 2016, https://www.irs.gov/uac/newsroom/filing-season-statistics-for-
week-ending-april-22-2016.

IRS W&I, Business Performance Review 9 (2nd Quarter — FY 2016, May 10, 2016).

Id. at 10.

Id. at 9.

IRS, RICS, Update of the Taxpayer Protection Program (TPP) 2 (June 8, 2016).

As of June 2, 2016, the IRS had mailed, or was about to mail, a total of 1,548,726 such letters to taxpayers since the
beginning of the filing season. IRS, RICS, Update of the Taxpayer Protection Program (TPP) (June 8, 2016). The letters
include Letter 5071C, Potential Identity Theft during Original Processing with Online Option; Letter 4883C, Potential Identity
Theft during Original Processing; and Letter 5447C, Potential Identity Theft during Original Processing; Foreign Address. Only
Letter 5071C offers the online verification option.

“Out of wallet” refers to knowledge-based questions that only the legitimate taxpayer him or herself is likely to be able to
answer.

TPP toll-free line script deployed on Mar. 24, 2016.
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For taxpayers failing oral authentication with a phone assistor or for taxpayers deemed at high risk for
identity impersonation (7.c., data breach victims), the only option is to visit a TAC. As a result, taxpayers
desperate to complete this process in order to receive their refunds faced inadequate staffing levels and
other administrative problems at the TACs, as discussed above.®> TAS also learned about phone assistors
directing taxpayers to visit a TAC to complete the verification process without explaining that some TACs
required appointments.®

Prior Victims of Identity Theft

Taxpayers who were previously victims of identity theft and whose cases were conclusively resolved by the
IRS may be assigned an Identity Protection Personal Identification Number (IP PIN) for use when filing
future returns.®” IP PINs were implemented so the IRS would know a tax return was submitted by the
correct Social Security number owner and allow it to pass through its identity theft filters. More specifi-
cally, the IRS marks the taxpayer’s account with an identity theft indicator and thereafter the taxpayer pro-
vides the IP PIN when filing. IRS computers look for the IP PIN, and if it is provided, the return should
be processed without delay. If the tax account contains an identity theft indicator and the tax return lacks
an IP PIN or contains an inaccurate IP PIN, the return will be rejected if filed electronically.

While IP PINs are generally beneficial for taxpayers who have been victimized by identity theft, they
occasionally cause problems. In late December 2015, the IRS mailed notices to approximately 2.7 mil-
lion taxpayers assigning them an IP PIN and reminding them to use it when filing their TY 2014 return
(instead of their TY 2015 return).’® Many recipients probably did not notice the error, but others did and
were confused about what was intended. TAS learned of the mistake from a submission on the SAMS
system and immediately elevated the issue to the IRS.® The IRS acknowledged the error and promptly
issued guidance to telephone assistors who might receive inquiries.”® Initially, the IRS did not intend to
reissue the notices, but on January 13, 2016, it began mailing “apology” notices that told taxpayers to use
the IP PIN when filing their TY 2015 return.”’ The new notice did not list the IP PIN, however, so any
taxpayers who discarded the initial notice as irrelevant would have needed to contact the IRS to request a
replacement IP PIN.*?

The IRS had an online tool for taxpayers seeking their original IP PIN. After a taxpayer answered a series
of authentication questions, the original IP PIN would be revealed. On March 7, 2016, however, the IRS
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See Walk-In Service at Taxpayer Assistance Centers, supra.
TAS elevated this concern to IRS executives. In response, the IRS revised the relevant phone scripts.

Selected other taxpayers have been allowed to “opt in” to receive an IP PIN. These include taxpayers who live in Georgia,
Florida, and the District of Columbia. IRS.gov, IP PIN pilot continues in Georgia, Florida and the District of Columbia, https://
www.irs.gov/individuals/identity-protection-pin-pilot-program (last visited June 13, 2016). Other taxpayers have been
allowed to opt in when their personal information may have been compromised through a breach of government or private
sector data.

IRS, Statement on IP PIN (Mar. 7, 2016), https://www.irs.gov/uac/newsroom/irs-statement-on-ip-pin (last visited Jun. 22,
2016). The notices were Notice CP 01A, We assigned you an Identity Protection Personal Identification Number. These
notices are a proactive attempt to assist taxpayers and minimize the need for IRS staff to assist taxpayers during the filing
season. Taxpayers are provided the IP PIN at the time it is assigned, but some taxpayers misplace it or forget they need it
to file their return. The notices were dated Jan. 4, 2016, but were mailed in December 2015. Subsequently, the IRS deter-
mined 31,000 taxpayers did not receive this notice due to a programming error. The IRS mailed notices to these taxpayers
dated February 15, 2016. SERP Alert 16A0060, Additional Issues with the CP 01A (Feb 3, 2016).

SAMS Issue 33878 (Jan. 4, 2016). TAS subsequently received other submissions as well.

SERP Alert 16A0015, CP 01A Tax Period Error (Jan. 5, 2016).

SERP Alert 16A0028, Apology Letters Being Sent to CP 01A Recipients (Jan. 14, 2016).

Id.
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disabled the IP PIN tool due to security concerns. A taxpayer seeking his original IP PIN could request
that it be mailed to the address of record, but only if he had not moved since January 1, 2016.%

Another option for taxpayers who lost or misplaced their original IP PIN was to request a replacement IP
PIN by completing oral verification with a phone assistor. This replacement IP PIN allowed a taxpayer to file
electronically, but the return would be subject to additional checks and possibly a delayed refund. The IRS
stopped issuing replacement IP PINs at the time the online tool was disabled.” Lacking either the original
IP PIN or a replacement IP PIN, the only remaining option for the taxpayer was to file a paper return.

TAS understands and supports the need for a variety of revenue protection strategies. But the IRS must
recognize the need for approaches that minimize the burden on legitimate taxpayers. We recommend
the IRS devote more resources to re-calibrating its filters during the filing season and establish a maxi-
mum target false-positive rate. By so doing, it could simultaneously block more fraudulent returns and
reduce the number of legitimate returns it flags, thereby reducing inconvenience to taxpayers and its own
unnecessary re-work.

AFFORDABLE CARE ACT

During the 2016 filing season, taxpayers for the second time filed returns that reflected two provisions
of the Affordable Care Act (ACA)* — the Premium Tax Credit (PTC)* and the Individual Shared
Responsibility Payment (ISRP).” Overall, the administration of these provisions went relatively
smoothly, despite glitches that affected some taxpayers. Examples of those situations are summarized
below, and other ACA issues are discussed in the ACA Area of Focus later in this report.”®

= IRS Receipt of Bad Third Party Data — The IRS received data from the Marketplace that incorrectly
listed taxpayers as enrolled in Marketplace coverage and showed that Advanced Premium Tax Credit
(APTC) had been paid on their behalf. This resulted in taxpayers receiving notices instructing them
to file Form 8962, Premium Tax Credit, to reconcile advance payment of the PTC with the amount of
PTC to which they were entitled despite the fact that they had not actually received APTC.

® Change in Circumstances Not Updated — Similar to the 2015 filing season, some taxpayers who
expected refunds found them lower than expected, or even owed a balance. This occurred in some
instances when a taxpayer signed up for coverage through the Marketplace, received APTC subsi-
dies, and experienced changes in her financial situation during the year that reduced the amount of
the subsidy to which she was entitled, but she neglected to timely update her profile information
with the marketplace.

® Delays in Processing Returns with PTC — The returns of taxpayers claiming the PTC or APTC
that do not include the required attachments are held in the Error Resolution/Rejects function
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SERP Alert 16A0116, Get an IP-PIN Application (Mar. 7, 2016).
Id.

Patient Protection and Affordable Care Act of 2010 (ACA), Pub. L. No. 111-148, 124 Stat. 119 (2010) (codified in scattered
sections of the U.S. Code), as amended by the Health Care and Education Reconciliation Act of 2010, Pub. L. No. 111-152,
124 Stat. 1029 (2010).

The PTC is a refundable tax credit paid either in advance or at return filing to help taxpayers with low to moderate incomes
purchase health insurance through the Marketplace. IRC § 36B.

IRC § 5000A. Taxpayers are required to report that they have “minimum essential coverage” or were exempt from the
responsibility to have the required coverage. If the taxpayer did not have coverage and was not exempt, he or she was
required to make an ISRP when filing a return.

See Area of Focus: The IRS’s Pre-Refund Wage Verification Program Continues to Incorrectly Flag and Substantially Delay
Legitimate Refunds for Hundreds of Thousands of Taxpayers, infra.
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until the missing information is provided.” This created a backlog of cases. After the end of the
filing season, the IRS reassigned employees from other units to help process these returns.

= Lump Sum Payments Requiring Repayment of APTC — Lower income taxpayers are eligible
to receive APTC subsidies during the year to help them pay the cost of insurance premiums. If
those taxpayers receive a lump-sum payment such as a retirement distribution or Social Security
Disability Insurance (SSDI), the additional income may push their household income above 400
percent of the federal poverty level for the applicable family size, rendering them ineligible for the
PTC. Those taxpayers must repay the full amount of APTC received. This could also result in the
assessment of penalties or interest.

For taxpayers encountering problems, the ACA telephone hotline service levels were consistent with the
AM phone lines overall, with a LOS of 72 percent and an average wait time of 13 minutes.!® Notably,
taxpayer calls to this hotline nearly doubled to about 1,109,000 as compared with 2015.1!

General ACA Tax Return Data

Eligible individual taxpayers claimed the PTC on their TY 2015 returns filed during the 2016 filing
season. The following figure provides information regarding the extent to which individual taxpayers
claimed the PTC on their TY 2015 returns.

FIGURE 2.1.15, Reporting of the Premium Tax Credit on Forms 8962 for TY 2015 Returns
Through April 30, 2016'*

Returns Filed with Forms 8962, Premium Tax Credit (PTC) 4.8 milion

Total PTC Amount Claimed $14.3 billion

Average PTC Amount Claimed Per Return $2,987

Returns Reporting Advanced PTC 4.5 million (94% of returns with Forms 8962)
Total Advanced PTC Reported $15.8 billion

Prepared Returns Filed with Forms 8962 (Paid or Volunteer) 3.0 million (63% of returns with Forms 8962)

99 The IRS mails Letter 12C, Individual Return Incomplete for Processing: Forms 1040, 1040A & 1040EZ, to taxpayers in this
situation. Required attachments include Form 1095-A, Health Insurance Marketplace Statement, and Form 8962, Premium
Tax Credit (PTC).

100 IRS, JOC, Snapshot Reports: Enterprise Snapshot (week ending Apr. 16, 2016).
101 /d. Attempted calls rose from 566,967 in 2015 to 1,108,872 in 2016.

102 Wage and Investment Strategies and Solutions (WISS, formerly Wage and Investment Research and Analysis (WIRA)), ACA
Fact Sheet 05-31-2016 (returns processed through Apr. 28, 2016). This data is based on returns that had posted as of
Apr. 28, 2016 and is preliminary and subject to change as the IRS reviews the data, processes additional TY 2015 returns,
and conducts compliance activities. Note that the number of “Returns Reporting Advanced PTC” is a subset of the number
of “Returns Filed with Form 8962, Premium Tax Credit (PTC).” All taxpayers claiming the PTC were required to file a Form
8962. Of those taxpayers whose returns were processed through Apr. 28, 2016, about 94 percent claimed the Advanced
Premium Tax Credit (APTC), while about six percent waited to claim the PTC until they filed their returns. However, not
all APTC recipients have filed returns and reconciled their credit amounts. Therefore, it is difficult to compare the “Total
Advanced PTC Reported” (about $15.8 billion) to the “Total PTC Amount Claimed” (about $14.3 billion). The difference of
roughly $1.5 billion is probably attributable, at least in part, to some taxpayers having reported receiving more in APTC dur-
ing the year than they ultimately claimed. Of the 4.8 million returns filed with Form 8962, over three million returns were
prepared by a paid or volunteer preparer, and over 1.7 million were deemed self-prepared (total rounds to 4.8 million).
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Individual taxpayers who do not have minimum essential coverage or qualify for an exemption are
required to report an ISRP on their tax returns. The following figure provides data on the reporting of
ISRPs on TY 2015 returns.

FIGURE 2.1.16, Reporting of the Individual Shared Responsibility Payment on Forms 8962
for TY 2015 Returns Through April 30, 2016

Returns Claiming Coverage 103.6 million
Returns with ISRP 5.6 million
Average ISRP $442
Prepared Returns Reporting ISRP (Paid or Volunteer) 3.6 million
Returns Filed with Forms 8965, Health Coverage Exemptions 11 million

Returns Filed with Forms 8965 Claiming the Household Coverage Exemption

(checked yes in Form 8965 Part Il 7a or 7b or both) 3.2 million
Returns Filed with Forms 8965 Claiming Coverage Exemption (Part Ill) 7.8 million
6.0 million

Prepared Returns Filed with Forms 8965 (Paid or Volunteer)

(54% of returns with Form 8965)

SERVICE OPTIONS FOR U.S. TAXPAYERS LIVING ABROAD

The number of U.S. citizens living abroad continues to grow, while the number of other international
taxpayers remains steady. In mid-2016, approximately nine million U.S. citizens lived abroad, compared
with about 7.6 million in mid-2014." There are also many international U.S. taxpayers who are neither
residents nor citizens of the United States, as evidenced by the nearly 642,000 U.S. individual tax returns
filed by nonresident aliens in TY 2014.1%

Yet taxpayer service options for these taxpayers are limited and continue to be reduced. Taxpayers located
overseas generally cannot call U.S. toll-free telephone lines. The IRS recently eliminated the last four tax
attaché posts abroad, so face-to-face service is no longer an option.!*
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WISS, ACA Fact Sheet (May 31, 2016) (returns processed through April 28, 2016). This data is based on returns that had
posted as of Apr. 28, 2016 and is preliminary and subject to change as the IRS reviews the data, processes additional

TY 2015 returns, and conducts compliance activities. Note that there were about 5.6 million returns reporting an ISRP.

Of those, about 3.6 million were submitted on returns prepared by a paid or volunteer preparer, and about two million were
deemed self-prepared. Taxpayers also filed about 11 million returns claiming an exemption from the ISRP using Form
8965, Health Coverage Exemptions. Of the Forms 8965 submitted, about 54 percent were prepared by a paid or volunteer
preparer, and about 46 percent were deemed self-prepared. Taxpayers who report an ISRP may or may not file Form 8965.
The roughly 11 million returns claiming an exemption on Form 8965 were divided between about 7.8 million claiming a Part
IIl coverage exemption for individuals and about 3.2 million claiming a Part Il coverage exemption for households (although
some taxpayers claimed an exemption on both Part Il and Part IlI).

See U.S. Department of State, Bureau of Consular Affairs, Who We Are and What We Do: Consular Affairs by the Numbers
(May 2014), https://travel.state.gov/content/dam/travel/CA%20Fact%20Sheet%202014.pdf; U.S. Department of State,
Bureau of Consular Affairs, Consular Affairs by the Numbers (June 2016), https://travel.state.gov/content/dam/travel/
CA_By_the_Numbers.pdf.

Individual Returns Transaction File (IRTF) on the IRS Compliance Data Warehouse (CDW) for TY 2014 Form 1040NR returns
processed as of May 26, 2016.

For a discussion of the reductions international taxpayer service options, see National Taxpayer Advocate 2015 Annual
Report to Congress 72-81 (Most Serious Problem: International Taxpayer Service: The IRS’s Strategy for Service on Demand
Fails to Compensate for the Closure of International Tax Attaché Offices and Does not Sufficiently Address the Unique Needs of
International Taxpayers).
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For the 2016 filing season, the IRS eliminated a valuable online tool. Previously, the IRS maintained

an Electronic Tax Law Assistance program known as “ETLA”. Through ETLA, taxpayers could submit
tax-law questions to the IRS through its website and receive a response via email. U.S. taxpayers living
overseas, who generally cannot call the IRS toll-free or visit an IRS office, often found ETLA particularly
helpful. On October 1, 2015, the IRS terminated the ETLA program. The National Taxpayer Advocate
is concerned the IRS is providing fewer options for international taxpayers even as the population of U.S.
citizens abroad grows, and these taxpayers are facing greater challenges in meeting their tax obligations,
partly as a result of the Foreign Account Tax Compliance Act (FATCA),'”” Foreign Bank and Financial
Accounts (FBAR) reporting rules,'® and the ACA.'?

CONCLUSION

Opverall, the IRS delivered a generally successful 2016 filing season. Its significant improvement in
answering taxpayer telephone calls and reducing wait times as compared with the 2015 filing season was
particularly notable. However, we remain concerned the IRS is shrinking service options for taxpay-

ers who require assistance, including by declining to answer all but basic tax-law questions, eliminating
walk-in service at the TACs, sharply curtailing the availability of paper tax forms and publications, and
eliminating the ability of taxpayers to ask questions of the IRS online. The failure to meet the needs of
taxpayers who rely on these services causes added stress for them and may reduce their willingness or
ability to comply. To a significant degree, the IRS’s shortcomings are budget-driven. The additional $290
million in funding Congress provided this year was very helpful to the IRS in improving its phone service,
but the fact that the agency’s budget has been reduced by some 19 percent in inflation-adjusted terms
since FY 2010 continues to require it to cut corners in providing a full range of taxpayer services.

107 FATCA was enacted as a part of the Hiring Incentives to Restore Employment Act, Pub. L. No. 111-147, 124 Stat. 71 (2010)
(adding IRC §§ 1471-1474 & 6038D).

108 See 31 U.S.C. §§ 5314 & 5321; 31 C.F.R. §§ 1010.350 & 1010.306(c); FinCEN Form 114, Report of Foreign Bank and
Financial Accounts (FBAR), http://www.fincen.gov/forms/bsa_forms.

109 ACA, Pub. L. No. 111-148, 124 Stat. 119 (2010) (codified in scattered sections of the U.S. Code), as amended by the
Health Care and Education Reconciliation Act of 2010, Pub. L. No. 111-152, 124 Stat. 1029 (2010).
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