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April 30,1993 

The Honorable J.J. Pickle 
Chairman, Subcommittee on Oversight 
Committee on Ways and Means 
House of Representatives 

Dear Mr. Chairman: 

This report responds to your request that we (1) assess the accuracy of 
commoniy used Internal Revenue Service (IRS) forms, publications, and 
notices and (2) examine the usefulness of taxpayer assistance telephone 
numbers IRS provides on these documents. 

We examined 17 selected forms and publications to see if they conformed 
with current legal requirements as stated in the Internal Revenue Code and 
Treasury Regulations. We examined 21 notices for consistency with the 
purposes established by IRS guidance. Where appropriate, we also looked 
for consistency with IRS revenue ruhngs, revenue procedures, and other IRS 
documents, including other forms and publications. We also considered 
whether more specific language, consistent use of terminology, and 
appropriate references to other forms and publications could make these 
items more understandable to the taxpayers. Appendix I contains further 
details on our objectives, scope, and methodology. 

IRS pubiishes almost 400 forms and accompanying instructions, 
approximately 100 publications, and estimates an inventory of over 3,000 
notices. Revising these documents and creating new ones is a continuous 
process. Many of these forms and related instructions, publications, and 
notices contain telephone numbers of IRS units that answer taxpayer 
questions and provide other assistance. A toll-free telephone system is the 
primary means by which taxpayers contact IRS. In fiscal year 1991, IRS b 
responded to almost 64 million calls. 

I 

Re@lts in Brief 
I I 

Our review of selected IRS forms, publications, and notices did not identify 
any instances in which the documents did not conform with current legal 
requirements or IRS guidance. We did identify 64 changes that could be 
made to improve the understandability and usefulness of these forms and 
publications to taxpayers. We suggested changes to 6 of the 21 notices we 
reviewed. Generally the changes we suggested were directed toward the 
use of more specific language, consistent terminology, and inclusion of 
appropriate references to other forms and publications, To implement 
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some of our suggested changes to notices, IFS will need to complete its 
computer program  changes and acquire new printing equipment over the 
next several years. IRS generally agreed with or is considering the changes 
we suggested. Our suggested changes to the forms, publications, and 
notices we reviewed and IRS’ responses are listed in appendix II of this 
report. The specific changes we suggested regarding forms and 
publications are contained in appendixes III through VII. Details of our 
specific suggested changes regarding notices are provided in appendix 
VIII. 

Taxpayer assistance telephone numbers provided on the forms and 
publications we reviewed were those of IRS’ taxpayer assistance offices, 
which should be able to respond to taxpayers’ questions and related 
matters. In one instance, a form  omitted a taxpayer assistance telephone 
number that IRS agreed to add to the form . Notices generally included the 
IRS' toll-free taxpayer assistance telephone number or that of a local IRS 
office. 

Background Q 
times, resulting in numerous modifications to existing tax forms and the 
development of nearly 100 new ones. Many forms are revised annually; all 
forms are considered for revision at least once every 3 years. The 
development and revision of tax forms, accompanying instructions and 
publications, is the responsibility of IRS’ Tax Forms and Publications 
Division, which includes the Forms and Publications branches and the 
Notice Clarity Unit, initially part of IRS’ Ombudsman’s office as the Notice 
Clarity Task Force. This unit reviews both new and existing notices. 
Notices are composed of a series of standard paragraphs prepared by 
responsible IRS functional units that initiate IRS communications with 
taxpayers about tax problems. 

Ii 
,” 

s and Publications Tax forms and accompanying instructions are written by tax law 
velopment and Revision specialists in the Forms Branch, Proposed new forms are reviewed by IFS’ 

Tax Forms Coordinating Committee (TFCC), which represents all 
functional units in IRS. Forms are approved by IRS’ Chief Counsel and the / Of&e of Management and Budget (OMB). Revisions also typically require 
the Chief Counsel’s approval and sometimes OMB'S as well. In addition to 

/ changes in forms mandated by law, IRS considers suggestions to revise 
forms from  a wide variety of external and internal IRS sources. These 
include various professional organizations representing tax professionals 
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and preparers, communications from  taxpayers, and employee 
suggestions. All suggestions received from  both external and internal 
sources are referred to the appropriate tax law specialist for consideration 
during a document’s next scheduled revision. 

A continuing IRS forms improvement project, staffed by national office and 
field personnel, is analyzing how IRS develops, produces, and delivers tax 
forms and publications to recommend improvements. Project personnel 
thoroughly review instructions and line items on high-vohrme forms and 
instn~ctions for both individual and business taxpayers. A  key objective of 
this review is to ehminate or simplify parts of the forms and instructions, 
thereby reducing taxpayer burden. In February 1993, project personnel 
either were reviewing or had reviewed 26 forms, according to IRS officials. 

Tax law specialists in the Publications Branch write and revise 
publications. Some publications are designed to supplement specific 
forms, while others provide general information that relates to a variety of 
forms. Publications are generally reviewed by the Publications Branch 
staff and are not subject to TFCC review or OMB approval. Each year, some 
publications are substantively revised through an intensive review by a 
team  that includes the tax law specialist, writer-editor, and technical 
reviewer associated with the publication’s subject matter. 

Notike Development and 
Rev&ion 

Notices are a written communication from  IRS to taxpayers concerning the 
status of their accounts with IRS. Notices are composed of standard 
paragraphs that are written by many IRS functional units, such as FZeturns 
Processing, Examination, and Collection. The paragraphs for each notice 
are then programmed for computers and available for use baaed on a 
taxpayer’s particular situation. Changes to notices often take some time to 
implement because the computer programs that control the printing of the b 
notices must also be revised. For example, notices may either request 
payment or information or provide further instructions related to account 
settlement. A  computer may generate a notice based on an automated 
master file analysis or as a result of transaction posting. 

The Notice Clarity Unit revises notices to ensure that they are clear and 
understandable and that information is presented logically. Each quarter, 
the unit reviews at least 20 high-volume or problematic notices and letters 
as well as new and revised notices. By February 1993, the unit had 
reviewed over 1,700 notices and letters. 
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Telephone Services IR# toll-free telephone system is the primary means of assisting taxpayers 
who contact IRS. About 90 percent of all fiscal year 1991 taxpayer contacts 
were by telephone. IRS’ Taxpayer Service Division manages the agency’s 
taxpayer assistance programs, including the toll-free telephone assistance 
system. This division designates the telephone numbers placed on forms, 
publications, and notices that taxpayers should call to obtain assistance. 
These toll-free telephone numbers may connect taxpayers with local 
district offices, 1 of 32 IRS locations that respond to telephone inquiries, or 
1 of 3 publication distribution centers. Notices usually provide the 
telephone number of an IRS service center, district office, or toll-free call 
Site. 

The Taxpayer Service Division also provides specialized telephone 
assistance to taxpayers and tax practitioners. The “practitioner hotline” 
provides account-related information to tax professionals authorized by 
the taxpayer. Temporary hotlines may be set up to assist taxpayers with 
unique problems, such as m ilitary personnel who could not file timely tax 
returns because of their participation in Operation Desert Storm. Another 
specialized telephone assistance service responds to questions regarding 
magnetic media filing from  businesses and financial institutions. This pilot 
telephone assistance program  has been established in the North Atlantic 
and Central Regions to respond to questions concerning information 
returns. IRS officials said they expect the program  will operate nationwide 
in 1993. 

3 F(mns and 
Phblications Can Be 

found no inconsistencies between these documents and the relevant 

h&proved 
requirements contained in the Internal Revenue Code. We identified some 
instances, however, in which the forms and publications we reviewed 
could be revised to make them  easier for taxpayers to understand and use. ’ 
Officials of ms Forms and Publications Division agreed with most of the 
changes we suggested and agreed to incorporate them  as each form  or 
publication is revised. Five of the 64 changes we suggested remain under 
consideration. (See apps. III through VII for our suggested changes to 
forms and publications.) 

One change we suggested relates to the 1991 instructions accompanying 
Form 2119, Sale of Your Home. The instructions did not clearly deilne the 
term  “sold” as it relates to the date of sale. We suggested that sold may be 
interpreted as either the date a seller accepted a contract from  a 
prospective buyer or the date the title was transferred from  seller to buyer. 
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IRS agreed this term  needed clarification and revised the instructions 
accompanying the 1992 version of this form . The new instructions provide 
a specific definition of sold and advise taxpayers that they may receive 
Form 1099-S, Proceeds From Real Estate Transactions, bearing this date. 
Generally, the individuals responsible for closing the transaction furnish 
the Form lQQQ-S. 

Another change we suggested concerns Form 941, Employer’s Quarterly 
Federal Tax Return. We noted that there was no reference made to an 
option available to sole proprietors filing Form 941, who employ 
household help. According to Circular E, Employer’s Tax Guide, sole 
proprietors may report wages paid to household help on Form 941 rather 
than file an additional form , Form 942, Employer’s Quarterly Tax Return 
for Household Employees. Although this information was provided in 
Circular E, it was not mentioned on Form 941 or the accompanying 
instructions. At our suggestion, IRS agreed to include this information in 
the instructions. 

IRS Forms Improvement 
Effdrts 

To measure the general level of diffkulty in reading IRS forms and 
publications, we analyzed instructions for three IRS forms and related 
publications. This analysis relied on two commonly used computer 
programs that measure reading difficulty. According to this analysis, the 
reading levels of these forms and publications ranged from  the sixth to the 
tenth grade. IRS offkials said that these reading level assessments are only 
one consideration, because other factors such as the logical presentation, 
layout, and visual appearance of a document are important but not 
considered by computer programs. In a continuing effort to develop better 
communications, IRS is studying other factors that contribute to a 
taxpayer’s ability to understand written material. 

ms regularly seeks the views of organizations representing tax 
professionals and taxpayers and considers their views when revising 
forms and publications. IRS plans to establish a similar dialogue with these 
groups concerning notices. These groups include the American Bar 
Association, the American Institute of Certified Public Accountants, and 
organizations representing payroll professionals. IRS consults with some of 
these groups on a routine basis and addresses many of their concerns 
during meetings or through written responses. We found these 
interactions to have a generally positive effect on the development and 
revision processes. 
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Further, Ins routinely solicits suggestions for improvements from  
taxpayers by including requests for their comments and suggestions in 
major tax packages and some publications. DRS also actively seeks 
additional feedback from  taxpayers by holding town meetings in cities 
around the country and conducting focus group testing on selected forms. 

Notice Language Can 
Be Improved their purposes as explained in the Taxpayer Service Handbook and the 

Catalog of Federal Tax Forms, Form IAters and Notices. We suggested 
revising five notices to enhance their understandability. The changes 
suggested include language clarification and some rearrangement of the 
tax material presented in the notice. (See app. VIII for our suggested 
changes to notices.) 

We also suggested a new format for displaying taxpayer account 
information, which often appears as a section called Your Tax Statement, 
an important part of many different notices. The format we suggested 
more clearly compares data reported on the taxpayer’s return with IRS’ 
proposed adkr&ment. In our suggested format, information would be 
extracted from  a taxpayer’s return and shown alongside IRS’ proposed 
a@.Mment. Figure 1 shows an example of Ins’ present format, while figure 
2 shows our suggested revision. 
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Figure 1: Example of a Current IRS Version of Your Tsx Ststement 

row 111: stnmlENr 

Adjurtti Brow Income on M m  M t,nnn,mn.nn 
M justrd Oross Intone u Corrwtrd nnpnnn,nnn.nn 
Tratblt 1nco.e m  bturn nn,nnr,nnn.nn 
Trxrblc hcou 4s Corrr<td m ,nna,nan.sn 
lrx Yithkld nn,nnn,nmnn 
ErtiwtN Tar hymat8 nn,nnn,nnn.nn 
Other Credits aa,m,amnn 
Other trymods nn,nm,nnn.nr 
Total hymtr 8 Credftstlnr Mb) nn,mn,nnn.nn 
Total tbr 01 Rrturr (Les8 llJ) TarI fbn,nnm,arm,na 
Corrrctti 14x Wllrtnr *na,ana,ana.an 

bwpryunt of lcrts $nn,nnn,nnn,nn 
Lesst, 

L&t, Filing Pmlty sn,nnn,rnn.nn 
Estimated Trr Penalty na,aaa,nna.an 
kd thKk hdty on,nnn,ann.nn 
btr hyeent Penalty nn,nnn,wtn.nn 
ltrrfng SSI Pmtlty m ,nnn,nnn.nn 
tntnnt an,nnn,wn.an 
Mount kppriod to lkxt Tw’s 

trt intd trx M,nnn,ann.nn 
dp;~b~w~br fedml lrrrs 

mn,nnn,nnnm 
lot81 WtrrcW an,nnn,nnhna 
nllouttoYEEFlm9-11youourao 

other tms Cn,ann,nnn,nn 
(kry intrrnt dw p vi11 bt added) 

Page 7 GAWGGD-W-72 Tax Adminbtiation 



B-218216 

Per your return As corrected 
Adjusted Gross Income $ nnnnn $ nnnnn 
Taxable Income nnnn nnnn 
Tax W ithheld nn nn 
Estimated Tax Payments nn nn 
Other: Credits n n 

Payments nn nn 
Total Credits and Payments nn nn 
Total Tax $ nn nn 

Overpayment of Taxes n 
Less: Late Filing Penalty a n 

Estimated Tax Penalty a n 
Bad Check Penalty a n 
Late Payment Penalty a n 
M issing SSN Penalty a n 
Interest a n I 
Amount Applied to Next n 

Year's Estimated Tax 
Total Subtracted n 
Amount of Refund $ n 

‘Not part of taxpayer’s lnltial return. 

We believethatoursuggestedformatallowsataxpayertoidentifythe 
information from  his/her return and compare it to IRS’ proposed 
acijustment morereadilythanthecurrentdataarrangementdoes. IRS’ 
Notice Clarity Unit offkiak agreed to attempt to incorporate the tax 
statement format we suggested where possible. They said that revisions 
will be made to the extent perm itted by IRS present system of computers, 
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printers, and related equipment. They said that our suggested tax 
statement format is now being tested at a service center. These officials 
also said that IRS would consider the printing and computing capabilities 
needed to implement our suggested tax statement when establishing 
requirements for new equipment. 

Opportunity to Improve 
Notice Quality 

Notice Clarity Unit officials said that the potential capabilities of new 
printing equipment planned for the service centers in 1993 and 1994 will 
give IRS a chance to further standardize notices and improve their quality 
and appearance. A task force sponsored by the Notice Clarity Unit 
summarized its concerns with notice format and content in a June 1992 
draft report. That report recommended that IRS (1) develop a handbook for 
written communication standards to guide IRS personnel who prepare 
notices, (2) increase the standardization of notice content and format, and 
(3) establish a single point of control for all IRS correspondence to ensure 
adherence to standards. 

Telephone Assistance 
Numbers Provided 

telephone numbers all correctly referred taxpayers to an IRS unit 
responsible for answering questions or providing other assistance related 

Were Appropriate to a form  or publication, The IRS units most often referenced were 
taxpayer assistance sites responsible for answering general taxpayer 
questions concerning forms or publications and referring the call to a 
taxpayer service representative who could discuss specific taxpayer 
accounts. Taxpayer assistance personnel are also expected to explain how 
to secure a taxpayer identification number, file by magnetic media, and 
order additional forms and publications. We noted one form  on which the 
taxpayer service telephone number was not provided. IRS off% % ls agreed 

I to add a telephone number to the form . a 

Call Site Purpose In August 1991, IRS established the Information Returns Program (IRP) Call 
So*etimes M isunderstood Site as a pilot project at the Martinsburg Computing Center, in 

Martinsburg, West Virginia. The pilot call site serves the North Atlantic and 
Central Regions and responds to questions from  the financial community , 

I concerning the magnetic media filing of annual information returns, such 
as Forms 1099. The call site also is to provide assistance concerning tax / law, return preparation, ftiing requirements and related matters for 
information returns. The call site is expected to operate nationwide in the 
near future. 
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According to pilot call site staff and payroll professionals, some employers 
and payroll preparers may have m istakenly believed that the IRP call site 
was intended to address employment tax matters. This m istaken belief 
may have led to m isdirected calls that the JRP call site assistors did not 
answer satisfactorily, thus frustrating callers. IRS officials said that 
taxpayers seeking employment tax guidance should contact either the 
general taxpayer services’ telephone number or the practitioner hotline. 
The assistom at both of those locations are trained in employment tax 
matters and can also retrieve specific tax account data from  IRS 
computerized records, which IRP call site assistors cannot access. 

Conclusions any instances in which the documents did not conform  with current legal 
requirements or IRS guidance. The notices we reviewed were consistent 
with their purpose as explained in the Taxpayer Service Handbook and the 
Catalog of Federal Tax Forms, Form Letters and Notices. We did identify a 
number of changes that could be made to improve the understandability 
and usefulness of the forms, publications, and notices to taxpayers. The 
tazpayer assistance telephone numbers provided on the forms and 
publications that we reviewed were those of IRS taxpayer assistance 
offices that should be able to respond to taxpayers’ questions and related 
matters. The notices we reviewed generally included the telephone 
number of an IRs service center, district office, or toll-free taxpayer call 
Sit&. 

generally agreed with the information presented. The specific changes we 
suggested to the forms, publications, and notices we reviewed and IRS’s 
responses are provided in appendixes III through VIII of this report. 4 
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As agreed with the Subcommittee, unless you publicly announce its 
contents earlier, we plan no further distribution of this report for 30 days 
from  the date of the report. At that time, we will make copies available 
upon request. The msjor contributors to this report are listed in appendix 
X If you or your staff have any questions concerning the report, please call 
me on (202) 612-6407 or Bob McArter, Assistant Director, on 
(202) 272-7004. 

Sincerely yours, 

Jennie S. Stathis 
Director, Tax Policy and 

Administration Issues 
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Appendix I 

Objectives, Scope, and Methodology 

Our objectives were to (1) assess the accuracy of frequently used IRS 
forms, publications, and notices and (2) determine the usefulness of the 
taxpayer assistance telephone numbers placed on these documents. 

We reviewed 13 forms and their accompanying instructions, 4 
publications, and 21 notices. 1~s categorizes forms as individual, corporate, 
miscellaneous, and conduit.’ We reviewed forms from each category. We 
reviewed both annual use forms, which are revised every year, and 
continuous use forms, which are revised a minimum of every 3 years. The 
forms we reviewed were selected subjectively on the basis of extent of use 
and potential problems identified by organizations representing tax 
professionals or taxpayers. Each of the forms we selected had at least 
100,000 filed during a recent year. With one exception, we excluded forms 
that were undergoing a major IRS revision at the time of our review. The 
publications we selected were related to the forms we reviewed. 

To analyze forms, instructions, and publications for accuracy, we 
compared them to applicable sections of the Internal Revenue Code, 
regulations, revenue rulings, and revenue procedures. To identify ways of 
enhancing a form’s understandability, we considered whether more 
specific language, consistent use of terminology, and appropriate 
references to other forms and publications could make these’documents 
more understandable to taxpayers. Details of our suggested changes are 
contained in appendixes III through VII. 

We selected frequently issued notices from IRS’ Individual Master File (IMF) 
or Business Master File (BMF), histc&s of transactions maintained by IRS. 
The Notice Clarity Unit reviewed and approved 14 of the 21 notices we 
selected for review. 

To analyxe the understandability of notices, we considered whether the 4 
message IRS was attempting to convey to taxpayers was evident from a 
notice’s standard paragraphs. We used the purpose statements of notices 
found in IRS’ Taxpayer Service Handbook and the Catalog of Federal Tax 
Forms, Form Letters and Notices to judge understandability. We also 
considered whether a notice’s title and attached response stubs were 
consistent with the notice’s intent. We did not attempt to determine 
whether the notices we reviewed were appropriate given a taxpayer’s 
particular circumstances. Details of our suggested changes are contained 
in appendix VIII. 

‘A conduit forru is used by an entity that does not pay taxes itself but pawe ita tax attributes on to its 
owners. 
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While we attempted to review the documents we selected in a 
comprehensive manner, we could not anticipate all situations that could 
lead to problems or confusion for the taxpayer. In conducting our work, 
we obtained the views of orgxdzations representing tax professionals, tax 
preparers, and taxpayers on forms and publications. But it should not be 
inferred that these groups necessarily agree with our suggestions or 
support our conchrsions. Appendix IX contains a list of organizations we 
contacted. We also discussed our concerns and suggestions with IRS on an 
o~oing basis. 

We reviewed the usefulness of rss’ telephone assistance services by 
verifying that the toll-free telephone numbers found on the forms and 
publications we examined were correct and would connect taxpayers with 
an appropriate ms taxpayer assistance representative. Because telephone 
numbers on notices may include both local and toll-free numbers, we did 
not verify their accuracy. However, we discussed IRS procedures for 
ensuring that notices provide appropriate telephone numbers. We also 
obtained selected training and reference materials used by taxpayer 
service staff--including telephone as&tom-to ensure that these staff 
members could easily access key documents and research questions for 
both individual taxpayers and businesses. We did not conduct test calls to 
assess the effectiveness of taxpayer telephone assistance service or to 
determine whether questions from taxpayers were answered accurately. 

We did our work at IRS’ National Office in Washington, D.C. We discussed 
the contents of this report with responsible IFS officials who generally 
agreed with the information presented. We did our work from May 
through December 1992 in accordance with generally accepted 
government auditing stand&s. The specific changes we suggested to the 
forma, publications, and notices that we reviewed and 1~5’s responses to 
our suggested changes are contained in appendixes III through VIII of this 4 
report. 
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GAO-Suggested Changes to IRS Forms, 
Notices, and Publications Reviewed 

IRS form 
Individual forms 

Form 2106 - Employee 1 A Specific language To be revised in 1993 Appendix III 
Business Expenses 

2 * Clear reference To be revised in 1993 Appendix Ill 

3 * Clear reference To be revised in 1993 Appendix Ill 

4 * Clear reference To be revised in 1993 Appendix Ill 

5 A Specific language To be revised in 1993 Appendix Ill 

~ Form 2119 - Sale of Your Home 1 A Specific language Revised in 1992 Appendix Ill 

2 A Specific language Revised in 1992 Appendix Ill 

3 A Specllic language Revised in 1992 Appendix Ill 

4 * Clear reference To be revised in 1993 Appendix Ill 

5 * Clear reference To be revised in 1993 Appendix Ill 

6 l Consistent terminology To be revised in 1993 Appendix Ill 

7 A Specific language To be revised in 1993 Appendix Ill 

8 * Clear reference Under consideration Appendix Ill 

I :o 

* Clear reference Under consideration Appendix Ill 

I * Clear reference 1 To be revised in 1993 1 Appendix Ill 

11 A Specific language 

12 * Clear reference 

Under consideration 

To be revised in 1993 

Appendix Ill 

Appendix Ill 

Form 6629. Expenses for 
Bustness Use of Your Home 

Corporate form 
: Form-5500EZ. Annual Return of 

13 A Specific language To be revised in 1993 Appendix Ill 

1 A Specific language To be revised in 1993 Appendix Ill 

2 A Specific language To be revised in 1993 Appendix Ill 

1 A Specific language To be revised in 1993 Appendix IV 

2 * Clear reference To be revised in 1993 Appendix IV 

3 n Consistent terminology To be revised in 1993 Appendix IV 

1 * Clear reference To be revised in 1994 Appendix V 

2 * Clear reference To be revised in 1994 Appendix V 

3 + Clear reference To be revised in 1994 Appendix V _. ~~ 
4 * Clear reference To be revised in 1994 Appendix V 

5 A Specific language To be revised in 1994 Appendix V 

; Form W-2. Wage and Tax 1 A Specific language Revised in 1993 Appendix V 
: Statement 2 A Specific language Revised in 1993 Appendix V 

/ Form W-2c . Statement of Corrected ’ * Clear reference Revised in 1992 Appendix V 
/ Income and Tax Amounts 
! Form 941 - Employers Quarterly 1 A Specific language Revised in 1993 Appendix V 

Federal Tax Return 
2 * Clear reference Revised in 1993 Appendix V 

3 A Specific language Revised in 1993 Appendix V 

4 A Specific language Revised in 1993 Appendix V 
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jS form 
Miscellaneous forms (cont.) 

Form 1098 Mortgage Interest Statement 

Form 1099DIV - Dividends and 
Drslrlbutions 

Form 1099MISC. Mrscellaneous Income 
Conduit form 

Form 709 . United States Gift 

I, 
and Qeneration-Skipping 
ransfer) Tax Return 

hbllcations 
Publrcation 523. Sell ing Your Home 

Pubkcakon 587 - Business Use of 
Your Home 

Moths 
CP 16 - We Changed Your Return 
and Used Your Refund to Pay 
Other Taxes You Owed 
CP 49 . Over ard Tax Applred to 
Other Texas e ou Owe 
CP 138. We Applied Your Over- 
payment to Other Taxes You Owe 
CP 253. Request for Forms 
W-2 Not Filed With the Socral 
Secunty Adminrstratron 
CP 267. Overoavment Notice 

/ 

1 A  Specific language Revised in 1993 Appendix V  

1 I A  Soecific lanauaae 1 Revised in 1993 i Appendix V  

2 m  Consistent terminology To be revised in 1994 Appendix V  

1 A  Specific language Revised in 1993 Appendix V  

1 A  Soecific lanctuaae To be revised in 1993 Appendix VI 

2 A  Specllic language To be revised in 1993 Appendix VI 

3 * Clear reference To be revised in 1993 Appendix VI 

4 + Clear reference To be revised in 1993 Appendix VI 

5 I * Clear reference 1 To be revised in 1993 1 Appendix VI 1 

6 * Clear reference To be revised in 1993 Appendix VI 

7 * Clear reference To be revised in 1993 Appendix VI 

a * Clear reference To be revised in 1993 Appendix VI 

9 * Clear reference To be revised in 1993 Appendix VI 

10 A  Specific language 

11 ? Requirement questioned 

12 1 Requirement questioned 

To be revised in 1993 

Under consideration 

Under consideration 

Appendix VI 

Appendix VI 

Appendix VI 

1 * Clear reference To be revised in 1993 Appendix VII 

2 A  Specific language To be revised in 1993 Appendix VII 

1 A Specific language To be revised in 1993 Appendix VII 

1 A  Specific language Under consideration Appendix VIII 

I A  Specific language Under consideration Appendix VIII 

1 * Clear reference Under consideration Appendix VIII 

1 A Specific language Under consideration Appendix VIII 

I 
1 A  Specific language Under consideration Appendix VIII 

a The IRS response column indicates IRS’ response to our suggestions and, if applicable, the year IRS has agreed to adopt our suggestion. 
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Appendix III 

Individual Forms 

Form 2106, Employee 
Business Expenses 

This is an anmud form for individual use. We analyzed the 1901 version 
and remain concerned by some aspects of the 1992 revision. Therefore, we 
cite the 1992 version. 

1992 Form 2106, Line 2 

GAO Concern 1 It is not clear that line 2 is for local travel expenses only. However, line 3 
clearly refers to “travel expenses while away from home overnight.” We 
suggested that IRS make a distinction between local and overnight travel. 

IRS besponse IRS agreed to specify that line 2 is for local travel expenses by revising it to 
read, ‘Parking fees, tolls, and transportation, including train, bus, etc., that 
did not involve overnight travel.” IRS agreed to make this revision in the 
1993 version of Form 2106. 
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Appendix III 
Indtvidnal Forma 

lgure III.1 : Detalir of 1992 and Suggested lM2 Form 2106 

1992 Form 

STEP 1 Entar Your Expenses 

Column A 

Other Than Meals 
and Entertainment 

c01uInn B 

Meals and 

1 Vehicle expense from line 22 or line 29 . . . . . . . 1 

2 Parking faes, tolls, and local transportation, 2 
including train, bus, etc. . . . . . . . . . . . . . . 

3 Travel expenses while away from home overnight, 
including lodging, airplane, car rental, etc. Do aot 
include meals and entertainment . . . . . . . . . . . . 3 

SuqZLested 1993 Form 

STEP 1 Entcsr Your Eacpensw 

Column A c01uml B 

1 Vehicle expense from line 22 or line 29 . . . . . . . 

2 Parking fees, tolle, and transportation, including 
train, bus, etc., that did not involve overnight 

A travel. 

3 Travel expenses while away from home overnight, 
including lodging, airplane, car rental, etc. Da not 
include meals and entertainment . . . . . . . . . . . 

A Specific language 

19952 Form 2106, Line 8 

GA@ Concern 2 The note does not direct taxpayers to the line number on which excess 
reimbursements should be reported as income. Although this information 
is included in the line 8 instructions, we suggested it also be placed on the 
form. 

IRS ,Response IRS agreed to add the appropriate line number to the note in the 1993 
version of Form 2106. 

(See next page.) 

I 
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F lgure 111.2: Dotalla of 1992 and Suggested 1993 Form 2106 

1992 Form 

STEP 3 Figure Expenses To Deduct on Scheclule A (Form 1040) 
8 Subtract line 7 from line 6 . . . . . . . . . . . . . . 

Noto, If beti aolumw of line 8 are zero, #top bora. If 
Column A is lees than zero, report the amount a8 income 
and enter -0- on line IO. column A. See instructions 
for how to report. 

9 Enter 20% f.20) of line 8, Column 8 . . . . . . . . . 

Suggsated 1993 Form 

STEP 3 Ficrure Exmbnaea To Deduct on ScheUule A (Form 1040) 
t) Subtract line 7 from line 6 . . . . . . . . . . . . . 

t&ate8 if both oolumna of line 8 are zero, stop baa. If 
Column A is leas than zero, report the emount- as income 
on Line 7 (Form 1040) and enter -0- on line 10, column 

* A.S ee xnstructlons for how to report. 

9 Enter 20% 1.20) of line 8, Column B . . . . . . . . . . 

* Appropriate reference 
I 

199i2 Form 2106, 
Ins~ctions, Page 2, Line 3 

GAO Concern 3 
I 

The ins~ctions do not specify the types of lodging and transportation 
expenses that can be deducted. The instructions also do not indicate that 
personal travel expenses incurred while the taxpayer is away from home 
on business are nondeductible. This information is found in Publication 
463, Travel, Entertainment, and Gift Expenses. We suggested that IRS 
include a reference to this publication. 
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hm@Jnalx III 
Individual Form 

IRS Response IRS agreed to refer to Publication 463 to provide taxpayers with more 
information and will incorporate this reference ln the 1993 version of 
Form 2106. 

‘igure 111.3: Detaila of 1932 and Suggested lge3 ltwtructlonr for Form 2103 

1992 Inotructiono Sucraested 1993 Instructions 
Line 3.-Enter expenses for lodging and 
transportation connected with overnight 
travel away from your tax haana. Do not 
include expenses for meals and 
entertainment. 

Line 3.-Enter expenses for lodging and 
transportation connected with overnight 
travel away from your tax home. Do not 
include expenses for meals and 

* entertainment. See Pub. 463 for more 
information about business travel. 

* Appropriate reference 

1992 Form 2106, 
Instructions, Page 2, Line 4 

GAO Concern 4 The instructions do not mention the limits on the deductions for business 
glft~. A taxpayer cannot deduct more than $26 for business gifts given 
directly or indirectly to any one person during the tax year. This 
information is found in Publication 463, Travel, Entertainment, and Gift 
Expenses but not mentioned in the instructions. 

IR+esponse 

I 

IRS agreed to reference Publication 463 to advise taxpayers where to 
obtain more informatlon and will incorporate the reference In the 1993 
version of Form 2106. 

(See next page.) 
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111.4: Detell8 of 1092 and Suaaerted 1023 lnrtructlonr for Form 2106 

1992 Inrtructions 
IA&o (L.-Enter other job-related expenses 
not listed on any other line on this 
form. Include expenses for business 
gifts, education (tuition and books), 
home office, trade publications, etc. If 
you are deducting home office expenses, 
get Pub. 587 for special instructions on 
how to report your expenses. If you are 
deducting depreciation on a cellular 
telephone or other similar 
‘telecommunications equipment, a home 
computer, etc., get lorm 4562, 
Depreciation and Amortization, to figure 
the depreciation. Enter the depreciation 
on line 4. 

Sugsre_steU 1993 Inetructions 
Line 4.-Enter other job-related expenses 
not listed on any other line on this 
form. Include expenses for business 
gifts, education (tuition and books), 
home office, trade publications, etc. 

* (See Pub. 463 for more information.) If 
you are deducting home office expenses, 
get Pub. 587 for special instructions on 
how to report your expenses. If you are 
deducting depreciation on a cellular 
telephone or other similar 
telecommunications equipment, a home 
computer, etc., get Form 4562, 
Depreciation and Amortization, to figure 
the depreciation. Enter the depreciation 
on line 4. 

* Appropriate reference 

lSq2 Form 2106, 
Ins+ructions, Page 3, Lines 
13 +nd 16 

GA6 Concern 6 

IM!Response 

The computation of business use of a car appear to be calculated a 
differently for taxpayers who changed jobs during the year and then began 
using a car for business than it is for taxpayers who did not change jobs 
but began to use a car for business during the year. 

IRS officials said that it is not IRS’ intention to treat these taxpayers 
differently. IRs will change the language in the instructions to indicate that 
the relevant issue is the date the vehicle is converted to business use, 
regardless of whether the taxpayer changed jobs. This change will be 
incorporated in the 1993 version of Form 2106. 
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III #* Suaaeatad IQ93 Instructions for Form I “VW .,.. I. Iv-..- -. ,-we -..- -- --_-_ .-___ _  ______ - ._.. - ._~ 

1992 Instructions Suuu43ated 1993 Inetructions 
Line lb.-Enter the total miles each Line 13.-Enter the total miles each 
vehicle was driven for all purposes vehicle was driven for all purposes 
during the year. If you changed your job 
during the year to one in which you 

A i;;;ng the year. If you first started 
o your vehicle for personal use and 

started using a vehicle for business, 
enter only the total miles for the 
months you used your vehicle for 
business in the new job. 

later converted it to business use, 
enter only the total miles for the 
months the vehicle was used for 
business. 

Line 14. -Do not include commuting miles 
on this line; commuting miles are not 
considered business miles. See the line 
16 instructions for the definition of 
commuting. 

Line lS.-Divide line 14 by line 13 to 
figure your business use percentage. If 
you changed your job during the year to 
one in which you started using your 
vehicle for business, multiply this 
percentage by the number of months you 
used your vehicle for business in the 
new job and divide the result by 12. 

Line M.-Do not include commuting miles 
on this line; commuting miles are not 
considered business miles. See the line 
16 instructions for the definition of 
commuting. 

Line 15.-Divide line 14 by line 13 to 
A figure your business use percentage. If 

you first used your vehicle for cerso=l 
use and later converted it to business 
use, multiply this percentace bv the 
number of months the car was used for 
business and divide the result by 12. 

: A Specific language 

I 

YqurHome 
and whiie several of our concerns were addressed, we remah concerned 
by some aspects of the 1992 revision. Some of the changes agreed to by IRS 
were made in the 1992 version. Others are planned for either the 1993 or 
1994 version as cited. We cite both the 1991 and 1992 versions in our 
concerns. 
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1991 Form 2119, 
Instructions, Page 2, Line 
la 

GAO Concern 1 

IRS Response 

It ie not clear whether ‘sold” refers to the date a contract with a 
phmbective buyer was accepted by the seller or the date the title changed 

. 

IRS agreed with our concern and added an explanation of sold in the line 1 
instructions and a reference to this explanation in the Purpose of Form 
section. ms made this change on the 1992 instructions for Form 2119. 

Inrtruetlana far Farm 

1991 Inatructiono 

Linm la.- 
No instructions were inClUded for line 
la concerning the date former home was 
sold. 

1992 Instructions 
General Inatructiana 
Purpose of =-- 

A ,YL- -1 r-q- HUG- OE IlLI. See the instructions for 
line 1 on oaqe 2. 

A Line 1. Enter the date of sale. If YOU 
received a l[sorm 1099-5, Proceeds From 
Real Estate Transactions, the date 
should be shown in box 1. If YOU didn’t 
receive a Form 1099-S, the date of sale 
is the earlier of (a) the date title 
transferred or (b) the date the economic 
burdens and benefits of ownership 
shifted to the buyer. 

IA Specific language 
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Appendix III 
Individual FOLIO 

1991 Form 2119, 
Instructions, Page 2, Line 
1 l-Fixing-Up Expenses 

GAO Concern 2 It is unclear whether “contract date” refers to the date the seller contracts 
with the realtor to sell the home or the date there is a contract with a 
prospective buyer. 

IRS Response IRS agreed and clarified that the “contract date” is tie date there is a valid 
contract with a buyer. IRS has incorporated the clarification into the 1992 
instructions for Form 2119. 

Fhrra 111.7. thtallr nf 1981 rnd 1992 lnrtructlnna far Farm 2119 
, -.- .-.*. . -TI-..- -. ._-. -..- .--- -..--.-----.-- --. _  -. _. _  - _  _  - F 

Line 11-Fixing-up Expensom.-Enter the 
amount paid for work performed on your 
old home in order to help sell it. Do 
not include amounts that are otherwise 
deductible, or selling expenses included 
on line 5. The expenses must be for 
work performed within 90 days before the 
contract to sell. the home was signed and 
;paid within 30 days after the sale. Do 
inot include expenses for permanent 
!improvements or replacements, which 
should be added to the basis of the 
‘property sold. 

1991 Instzxctions 1992 Instructions 
Line 18. (formerly Line 11) Enter the 
amount paid for work done on your old 
home in order to help sell it. The 
expenses must be-- 
* For work done during the go-day period 
ending on the day you signed the 

A contract to sell your home (not the day 
you sinned the listinq contract with the 
realtor), and 
l Paid no later than 30 days after the 
date of sale. 

Do not include amounts that are 
otherwise deductible or selling expenses 
included on line 6. 

Also, do not include expenses for 
permanent improvements or replacements, 
which should be added to the basis of 
the property sold. 

A Specific language 
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AppendIsIII 
IndlvidurlFormm 

1991 Form 2119, 
Instructions 

GAOConcern3 There are no instructions addressing the situation of unmarried people 
who Jointly own and sell a home. It is unclear how they are to postpone 
their gain and elect the one-time exclusion, if eligible. 

IRS Response IRS offkials agreed and incorporated a section addressing this situation in 
the 1992 instructions for Form 2119 under Purpose of Form. A reference 
has also been added to Publication 623, Selling Your Home. 

nnd 1 QQ2 Farm 2119 

1991 Instructions 1992 Instructions 
No instructions were included addressing tinera In8tructiono 
how unmarried people were to postpone Purpo8. of Form 
gain or elect the one-time exclusion, if A More Than One Owner. If YOU owned the 
eligible, in situations where they old home jointly with a Person other 
jointly owned and sold a house. than your sPouse, YOU may Postpone qain 

or elect the one-time exclusion only on 
your ownershiP interest in the home. 
For more details, see Pub. 523. 

IA Specific language 
/ / 
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Appendix III 
Individual Forma 

1992 Form 2119, Line 6, 
Expense of Sale 

GAO Concern 4 

IRS Response 

The list of items shown on line 6, Expense of Sale, is not all inclusive. We 
suggested deleting the phrase, ‘Include sales commissions, advertising, 
legal, etc.,” and replacing it with “see instructions.” The instructions 
provide a more complete list of expenses of a sale, including those 
mentioned on the form . 

IRS officials agreed to adopt this suggestion. The change will be 
incorporated in the 1993 version of Form 2119. 

(See next page.) 
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@NW 111.9: Detall8 of 1992 and Suggsrted 1993 Form 2119 

1992 Form 

Bti XX Chin on Sale (Do not include amounts you deduct as moving expenses.) 
5. Selling price of home. Do not include personal property items that you sold 5 

with your home.................................................................. 

6. Expense of sale. Include sales commissions, advertising, legal,etc.............. 6 

I. Amount realized. Subtract line 6 from line 5.................................... I 

8. Basis of home sold (see instructions)........................................... 8 

Sussested 1993 Form 

IPa& XI Gain on Sal0 (Do not include amounts you deduct as moving expenses.) 
5. Selling price of home. Do not include personal property items that you sold 5 

with your home.......... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

a* 6. Expense of sale. (see lnctructlons)............................................. 6 

I. Amount realized. Subtract line 6 from line 5.................................... I 

8. Basis of home sold (see instructions)........................................... 8 

irt Appropriate reference 

199Q Form 2119, 
Inst/ructions, Page 1 

GAC) Concern 6 The term “replacement period” is used seven times before it is defined on 
the second page. 
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IR!Htesponse IRS offkials agreed to provide a definition where the term is first used in 
the 1993 version of the Form 2119 instructions. 

‘IQWO III.1 0: Detaila d lQQ2 and SUQQWted lQQ3 IncltrUCtiOn8 fOf Form 2119 

1992 1Ilatructions Surraestec¶ 1993 Instructions 
When and Where to File When an4 Where to File 
Additional Filing Roquirmontx. If you Additional Piling Roquiromont8. If you 
have not replaced your home but plan to have not replaced your home but plan to 
do so within the replacement period do so within the replacement period you 
(defined on page 2), you will also have will also have to complete a second 
to complete a second Form 2119. * Form 2119. Generallv the replacement 

period starts 2 years before and ends 2 
years after the date YOU sell your old 
main home. The reolacement period mav be 
lonqer if you are on active dutv in the 
U.S. Armed Forces for more than 90 days 
or if you live and work outside the 
United States. For more details, see 
Pub. 523. 

* Appropriate reference 

19Q2 Form 2119, 
I~ctions, Page 2, Line 
21$ 

GAb Concern 6 Two terms (cost of capital improvements and capital expenses) appear to 
be used synonymously, but it is not clear whether this is IRS' intention. 
Under the line 8 instructions, the term capital improvements is used, while 
under line 21b, capital expenses is used. 

IRQ Response IEN officials agreed to select one term and use it consistently throughout 
the instructions. The revision wiii be incorporated in the 1003 version of 
the Form 2119 instructions. 
(See next page.) 

Page 21 GAWGGD-99-72 Tax Administration 



Fnrm 2llP 

1992 Instructions SugqesteU 1993 Instructions 
Line 2lb. The cost of your new home Lina 2lb. The cost of your new home 
includes one or more of the following: includes one or more of the following: 
9 Cash payments, l Cash payments, 
. The amount of any mortgage or other l The amount of any mortgage or other 
debt on the new home, debt on the new home, 
l Commissions and other purchase l Commissions and other purchase 
expenses you paid that were not deducted expenses you paid that were not deducted 
as moving expenses, and as moving expenses, and 
'0 Any capital expenses incurred within n l Any cost of capital imorovements 
'the replacement period (defined on this incurred within the replacement period 
~page). (defined earlier). 

If you built your new home, include If you built your new home, include 
~the cost of the land and all the cost of the land and all 
construction costs incurred within the construction costs incurred within the 
ireplacement period. Do not include the replacement period. Do not include the 
'cost of land purchased before or after cost of land purchased before or after 
the replacement period or land acquired the replacement period or land acquired 
mother than by purchase. Also, do not other than by purchase. Also, do not 
include the value of your own labor. include the value of your own labor. 

agoto: If line 23 of Form 2119 shows a Note: If line 23 of Form 2119 shows a 
taxable gain and you incur capital n taxable gain and you incur costs for 

.expenses after you file it but within canital imorovements after you file it 
the replacement period, you should but within the replacement period, you 
refigure your taxable gain. If including should refigure your taxable gain. If 
the capital expenses in the cost of your n including the 
new home reduces the gain you originally i improvements 
reported, file Form 1040X to correct home reduces the gain you originally 
your 1992 tax return. reported, file Form 1040X to correct 

your 1993 tax return. 

iu Consistent terminology 
I I 

19Qb Form 2 119, 
Ins@uctions and Form 

GAO Concern 7 The taxpayer is not advised on either the form or instructions to save a 
! / copy of Form 2119 for his/her records. This is an important form for home Y , owners because it is needed to determine the basis of property and a copy 
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shouId always be kept. We suggested it should be retained longer than the 
3 years usually recommended. 

IRsResponse IRK officials agreed to adopt this suggestion. They plan to add a statement 
either in the 1903 version of Form 2119 or in the accompanying 
instructions advising the taxpayer the form should be retained longer than 
other tax records, perhaps indefinitely. 

hi2: and Suaassted Instructions for Form 2119 

1992 1nrtructiona Sugasstecl 1993 Instruct :ions 
No instructions were included regarding General Instructions 
the importance of retaining Form 2119 
longer than other tax records. Purpose of Form 

A Hotor The information contained on this 
form will be required in computinq qain 
or loss on any future sale of the house. 
It may be necessary to retain the form 
lonqer than other tax records, perhaps 
indefinitely. 

A: Specific language 

1992 iForm 2 119, Line 9 

GAO poncern 8 To enhance Form 2119 and provide a stronger distinction between the two 
bullets for line 9, we suggested revising the second bullet to, “If line 9 is 
greater thsn zero and Iine 3 is YES, you must go to Part III or Part IV, 
whichever apphes. If Iine 3 is NO, go to line 10.” 

IRS~sponse IRS ofIlciaIs are still considering this suggestion. IRS is conducting its own 
study of Form 2119, which may affect this decision. This study is due in 
(See next page.) 
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the spring of 1993. Depending on the resulti of the report, ms may adopt 
the suggestion for 1903 or 19!34. 

Flaure 111.13: Details of 1992 and Suaaerted Form 2119 

1992 Form 

Ipe IX Qain on Sale (Do not include amounts you deduct as moving expenses.) 
5. Selling price of home. Lb not include personal property items that you sold 5 

with your home.................................................................. 

6. Expense of sale. Include sales commissions, advertising, legal,etc.............. 6 

I. Amount realized. Subtract line 6 from line 5.................................... I 

8. Basis of home sold (see instructiona)........................................... 

9. OAin OII sala, Subtract line 8 from line 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
* * If line 9 is zero or less, #top hero and attach this form to your return. 
l If line 3 is ‘Yes; you mumt go to Part III or Part IV, whichever applies. 

Otherwise, go to line 10. L-L 

Suggested 1993 or 1994 Form 

IPa& II Gain on Sale (Do not include amounts you deduct as moving expenses.) 
5. Selling price of home. Do not include personal property items that you sold 5 

with your home.................................................................. 

6. Expense of sale. lace instructions)............................................. 6 

I. Amount realized. Subtract line 6 from line 5.................................... 7 

8. Basis of home sold (see instructions)........................................... 

9. OAin on #Al., Subtract line 8 from line 7....................................... 
* . If line 9 is zero or less, #top hero and attach this form to your return. 

* - If line 9 is grr3ater than zero and line 3 is *Yes; you mumt c 0 to Part III or 
Part IV , whichever applies. It llna 3 1s NO go to line lo. 

l* Appropriate referenCe 
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Appendix III 
Individual Forma 

1992 Form 2119, Line 17 

GAO Concern 9 To enhance Form 2119 and provide a stronger distinction between the first 
two bullets of line 17, we suggested changing the second bullet to, “If line 
17 is greater than zero and line 3 is YES, go to line 18 now.” This would 
give both bullets the same format. 

IRsResponse IRS officials are still considering this suggestion. IRS is conducting its own 
study of Form 2119, which may tiect this decision. This study is due in 
the spring of 1993. Depending on the results of the repor& ms may adopt 
the suggestion for 1993 or 1994. 

(See next page.) 
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AppandlxIII 
IndividurlFom 

Igure 111.14: Details of 1992 and Suggested Form 2119 

1992 Form 

RlacQ: N Adjuatad Sal08 Prim, Taxable Gain and Adjusted Bada of New Homo 

17 Subtract line 16 from line g................................................... 17 

. If line 17 is zero, stop here and attach this form to Your return. 
l If line 3 is *Yes’ 00 to line 18 now. 
l If You are reportini this sale on the installment method, stop here and see 
the line 2 instructions. I 
- All others, stop here and antor the amaunt fror 1 ina 17 on Schodulo D, line 2 
or line 10. 

Suaaested 1993 or 1994 Form 

Rwrt XV Adjwted Salw Priao, Taxable Gain ana Adjwted Baeis of New Home 

. If line 17 is zero, stop here and attach this form to your return. 
* : If line 17 is greater than zero and line 3 is ‘Yes’ go to line 18 now. 

If you are reportlng this sale on the installment method, stop here and see 
the line 2 instructions. 
l All others, stop here and eator the amaunt from line 17 on Schedule D, line 2 
or llno 10. 

* Appropriate reference 
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Appendsx III 
IndividuaI Forma 

1992 Form 2119, 
Instructions, Page 1, 
One-Time Exclusion for 
People Age 65 or Older 

GAOConcernlO 

IRSiResponse 

We found the next to the last sentence in the paragraph after test 3 
unclear. We were unsure if IRS intended living in a nursing home to be the 
same as living in the main home or whether IRS expected the person to 
physically reside in the main home for 1 year. 

IRS offk%ls agreed to revise this section to conform  with a clearer 
explanation contained in the revised 1992 version of Publication 623, 
Selling Your Home. The revision will be incorporated into the 1993 Form 
2119 instructions. 

(See. next page.) 
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nntallr nf lfiQ2 md Farm 2119 

1992 InPtructions 
One-Time l!!xclu~i~n for People 
Age 55 or Over 
Generally, you can elect to exclude from 
your income up to $125,000 ($62,500 if 
married filing a separate return) of the 
gain from one sale of any main home you 
choose. But for sales after July 26, 
1978, the exclusion is available only 
once. To make the election for this 
sale, complete Part III and answer *Yes' 
on line 13. You can make the election if 
all throw of the following apply: 

1. You or your spouse were age 55 or 
older on the date of sale. 

2. Neither you nor your spouse have 
ever excluded gain on the sale of a home 
after July 26, 1978. 

3. The person who was age 55 or older 
owned and lived in the home for periods 
adding up to at least 3 years within the 
5-year period ending on the date of 
sale. 

For purposes of 3 above, if you were 
physically or mentally unable to care 
for yourself, count as time living in 
your main home any time during the 5- 
year period that you lived in a facility 
such as a nursing home. The facility 
must be licensed by a state (or 
political subdivision) to care for 
people in your condition. For this rule 
to apply, you must have owned and used 
your residence as your main home for a 
total of at least 1 year during the S- 
year period. See Pub. 523 for more 
details. 

* Appropriate referenCe 

Surraested 1993 Instructions 
One-Time Exclusion for People 
Age 55 or Over 
Generally, you can elect to exclude from 
your income up to $125,000 ($62,500 if 
married filing a separate return) of the 
gain from one sale of any main home you 
choose. But for sales after July 26, 
1978, the exclusion is available only 
once. To make the election for this 
sale, complete Part III and answer 'Yes' 
on line 13. You can make the election if 
all throw of the following apply: 

1. You or your spouse were age 55 or 
older on the date of sale. 

2. Neither you nor your spouse have 
ever excluded gain on the sale of a home 
after July 26, 1978. 

3. The person who was age 55 or older 
owned and lived in the home for periods 
adding up to at least 3 years within the 
S-year period ending on the date of 
sale. 

* For purposes of 3 above, there is an 
exception, if you become ohysicallv or 
mentally unable to care for YOUrSelf at 
any time durina the 5-year period. This 
exception apolies to sales after 
Seotember 30, 1988. You qualify for 
this exceotion to the use test if, 
during the 5-year period before the Sale 
of your home: 

1) You owned and lived in your home as 
your main home for a total of at least 
one year, and 

2) You became ohvsicallv or mentallv 
unable to care for yourself. 
Under this exception you are considered 
to live in your home durina any time 
that you reside in a facility (includinq 
a nursing home) that is licensed by a 
state or political subdivision to care 
for persons in your condition. 



Form 2119, Part III 

GAO Concern 11 The statement, “If you are not taking the exclusion, go to Part IV now,” 
follows the title of Part III. The question is asked again on line 13. We 
wonder why the question is asked on Iine 13 when the taxpayer has 
already been instructed in the title note to go to Part IV if he/she is not 
taking the onetime exclusion. The taxpayer should be filling out Part III 
only if he/she is electing to take the one-time exclusion. We suggest 
reordering and revising the questions in Part III as shown in the suggested 
revision. We further suggest deleting the title note, “If you are not taking 
the exclusion, go to Part IV now,” from the Part III title note. 

IRS Response IRS officiaIs are considering this suggestion. IRS is conducting its own study 
of Form 2119, which may affect this decision. This study is due in the 
spring of 1993. Depending on the results of the report, IRS may adopt the 
suggestion for 1993 or 1994. 

(See next page.) 
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Igun 111.16: Dotallr of 1992 and Suggooted Form 2119 

1992 Form 

RUe III OIL.-Tim. Bxal~~ion of Gain for Pwpla Ago 55 or Oldor (If you are not 
taking the exclusion, go to Fart IV now.1 

11 Who was age 55 or older on date of sale? . . . . . . . . . . . . . . . . . . . ..O You 0 Your Spouse 0 Both of you 

12 Did the poison who was ago 55 or older own and use the property as his or her main home for a 
total of at least 3 yoarr ioxcept for short absences) of the 5-year period before the sale? If 
‘NO. ’ go to Part IV now . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..o Yes 0 No 

13 If lime l? is -Yes.. do you e&at to take the ome-tins l xolualont 
If ‘No,’ go to Part IV now.........................................0 Yes 0 No 

14 At time of sale, who owned the home? . . . . . . . . . . . . . . . . . . . . . . . . ..n You q Yqur Spo;se 0 Both of you 

15 Social security number of spouse at time of sale if you had a different 
spouse from the one ahova at time of sale. If you were not married at 
time of sale, enter ‘None.............................................. I15! : :, 

16 Wxalusiom. Enter the auller of line 9 or $125,000 ($62,500, if married 
filing separate return). Than, go to line 17........................... 

16 

Sucrcmsted 1993 or 1994 ?orm 

A IPaPe 11X Ono-The lExolurion of OIin for People Ago 55 or Oldor m 

11 Do YOU elect to take the one-time exclusion? 
If ‘Yes,’ go to line 12. ff ‘No,’ go to Part IV.............................. 0 Yes 0 No 

12 

13 

14 

Who was age 55 or older on date of sale?.....................O You 0 Your Spouse 0 Both of you 

Did the person who was age 55 or older own and use the property as his or her main home for a 
total of at least 3 years (except for short absences) of the S-year period before the sale? If 
‘NO, l go to Part IV now . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..a Yes 0 No 

At time of sale, who owned the home? . . . . . . . . . . . . . . . . . . . . . . . . ..O You 0 Your Spouse 0 Both of YOU 

15 Social security number of spouse at time of sale if you had a different 15 
spouse from the one above at time of sale. If you were not married at I I 
time of sale, enter ‘None’............................................. I I 

/ 16 W~alus%on. Enter the nuller of line 9 or $125,000 ($62,500, if married 
filing separate return). Then, go to line 17........................... 

16 

4 Specific language 
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Append& III 
Individual Form 

1002 Form 2110, 
Instructions, Page 2, 
Applying Separate Gain to 
Basis of New Home 

GAO Concern 12 

lRq Response 

This section does not completely explain the proper allocation and related 
requirements when taxpayers incur a gain on the sale of their old home 
and their new home is to be held under a different form  of ownership. We 
suggested a reference to Publication 623, Selling Your Home, which 
provides a more detailed explanation including examples. 

IRS off’icials agreed to add a reference to publication 623. They will 
incorporate it in the 1993 Form 2119 instructions. 

(See next page.) 
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!Igure III.1 7: Detail8 of 1982 and Suggested lQQ3 Instruction8 for Form 2119 

1992 Inetructionu 
Applying Soparatr Qain to Ba*ia of Maw 
Nom.. If you are married and the old 
home was owned by only one spouse but 
you and your spouse own the new home 
jointly, you and your spouse may elect 
to divide the gain and the adjusted 
basis. If you owned the old home jointly 
but you now own new homes separately, 
you may elect to divide the gain to be 
postponed. In either situation, you both 
must: 
1. Use the old and new homes as your 
main homes, and 
2. Sign a statement that says, 'We agree 

'to reduce the basis of the new home(s) 
.by the gain from selling the old home.' 
'This statement can be made in the bottom 
margin of Form 2119 or on an attached 
sheet. 

If you both do not meet these two 
requirements, you must report the gain 
in the regular way without allocation. 

Sufwested 1993 Instructions 
Applying Soparato Gain to Bash of New 
Homo. If you are married and the old 
home was owned by only one spouse but 
you and your spouse own the new home 
jointly, you and your spouse may elect 
to divide the gain and the adjusted 
basis. If you owned the old home jointly 
but you now own new homes separately, 
you may elect to divide the gain to be 
postponed. In either situation, you both 
must: 
1. Use the old and new homes as your 
main homes, and 
2. Sign a statement that says, 'We agree 
to reduce the basis of the new home(s) 
by the gain from selling the old home.' 
This statement can be made in the bottom 
margin of Form 2119 or on an attached 
sheet. 

If you both do not meet these two 
requirements, you must report the gain 
in the regular way without allocation. 

* See Pub. 523 for more details and 
examples. 

F Appropriate reference 

109i2 Form 2 110, 
Insjructions, Page 2, Line 4 

4 

GA@ Concern 13 
/ 

We could not determine whether both the Form 2119, Sale of Your Home, 
and the Form 4797, Sales of Business Property, or the Form 2119 alone 
should be filed if part of a home was rented out or used for business in 
years before the year of sale but not in year of sale. Publication 623, 
Selling Your Home, suggests it should be reported only on Form 2119. 

IRS /Response IRS agreed to incorporate clarifying language and a reference to I Publication 623 in the 1993 Form 2119 instructions. The manner in which 
the property is used in the year of sale is the determining factor. 
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Appendix III 
Individual Forma 

Flgun 111.18: Detellr of Current and Suggerted 1993 Instructlone for Form 2119 

1992 Inetructiona Suggested 1993 Instructions' 
Linr 4. If any part of either home was Liar 4. If any part of either home was 
rented out or used for business for which rented out or used for business for which 
a deduction is allowed, answer 'Yes' on a deduction is allowed, answer 'Yes" on 
line 4. line 4. 
l If part of your old main home was l If part of your old main home was 
rented out or used for business and in rented out or used for business and in 
the year of sale, you were entitled to the year of sale, you were entitled to 
deduct expenses for the part that was deduct expenses for the part that was 
rented or used for business, treat the rented or used for business, treat the 
sale as two separate sales. Report the sale as two separate sales. Report the 
part of the sale that applies to the part of the sale that applies to the 
rental or business use on Form 4797, rental or business use on Form 4797. 
Report only the part of the sale that Report only the part of the sale that 
iepresents your main home on Form 2119. represents your main home on Form 2119. 
You must allocate the sales price, You must allocate the sales Price, 
expenses of sale, and the basis of the expenses of sale, and the basis of the 
property sold between Forms 2119 and property sold between Forms 2119 and 
4797. 4797. 
Not*: Only the part of the fixing-up Noto: Only the part of the fixing-up 
expenses that applies to your main home expenses that applies to your main home 
may be included on line 18. These amounts may be included on 1 ine 18. These amounts 
are not allowed on Form 4797. are not allowed on Form 4797. 

Attach a statement showing the total Attach a statement showing the total 
selling price of the property and the selling price of the property and the 
method used to allocate the amounts method used to allocate the amounts 
between Forms 2119 and 4797. You cannot between Forms 2119 and 4797. You cannot 
postpone or take the one-time exclusion postpone or take the one-time exclusion 
on the part of the gain that is reported on the part of the gain that is reported 
on Form 4797. on Form 4797. 
L If part of your new main home is rented A . If part of your old main home was 
out or used for business, enter on line rented out or used for business in prior 
21b only the part of the total cost of years but not in the year of sale, Lreat 
bhe property that is allocable to your the sale as one sale and reDort on Form 
new main home. Attach a statement showing 2119. 
ithe total cost of the property and the . If part of your new main home is rented 
allocation between the part that is your out or used for business, enter on line 
:new main home and the part that is rented 21b only the part of the total cost of 
iout or used for business. the property that is allocable to your 

new main home. Attach a statement showing 
the total cost of the property and the 
allocation between the part that is your 

/ new main home and the part that is rented 
out or used for business. 

A See Pub 523 for additional details. 

+ Specific language 

Page 42 GAOIGGD-98.72 Tu AdmIbtrat.ion 

, 

‘,t 
/ 



Form 8829, Expenses This is an annual form for individual use. We analyzed the 1991 version 

for Business Use of 
and rematn concerned with the 1992 revision. Therefore, we cite the 1992 
version below. 

Your Home 
1992 Form 8829, 
Instructions, Page 2, Line 
40 

GAO Concern 1 We suggested revising the fiit paragraph of the line 40 instructions so 
they state how a taxpayer should calculate depreciation and on which line 
this amount should be recorded. 

IRS Response IRS agreed to make this revision for the 1993 version of Form 8329. 

Detalla of IQ32 and Suaaested la33 Instructlana for Form 8829 

1992 Inotructiona Suaaested 1993 Instructions 
LIP* 40.- Include on line 40 depreciation 
on additions and improvements placed in 
service after you began using your home 
for business. See Pub. 534 to figure the 
amount of depreciation allowed on these 
expenditures. Attach a schedule showing 
how you figured depreciation on any 
additions or improvements. Write ‘See 
attached’ below the entry space. 

& Specific language 

A Line 40.-If no additions and 
improvements have been placed in service 
since YOU beaan usinq your home for 
business multiolv line 38 by the 
percentace on line 39. Enter the result 
on lines 40 and 28. If additions and 
improvements have been placed in service 
since you beqan usinq your home for 
business include the applicable 
depreciation on line 40. See Pub. 534 to 
figure the amount of depreciation 
allowed on these expenditures. Attach a 
schedule showing how you figured 
depreciation on any additions or 
improvements. Write ‘See attached” below 
the entry space. 

a 
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Appendix III 
Individual Fomu 

1992 Form 8829, 
Instructions, Page 2, Line 
40 

GAO Concern 2 

IRS ‘Response 

We suggested IRS provide more guidance on depreciating homes used for 
business as weii as any additions and improvements placed in service at a 
later date. 

IRS has agreed to revise the instructions to advise taxpayers to multiply the 
business part of the cost or other basis of current year additions and 
improvements by the percentage shown in the line 39 
instructions-Depreciation percentage-for the month placed in service. 
The instructions will advise taxpayers with other post-1986 additions and 
improvements to multiply the business part of the cost or other basis by 
3.176 percent, If the taxpayer’s business use began before 1987, the 
taxpayer wiil be referred to Publication 634, Depreciation. IRS wiii make 
this revision in the 1993 version of Form 3329. 

A Specific language 
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Appendix IV 

Corporate Form 

Form SEiOOEZ, AnnuaJ This is an annual form for corporate use. We analyzed the 1901 version. 

Return of 
The changes we suggested are expected to be included in the 1933 version 
of the instructions. 

One-Participant 
(Owners and Their 
Spouses) Pension 
Benefit Plan 
1991 Instructions, Page 2, 
Lhies 3a-3c 

GAC) Concern 1 The general instructions for lines 3a-3c refer to an “opinion letter.” 
However, the separate instructions for line 3b and lines 3b and 3c on the 
form refer to a “determination letter.” Although there is a difference 
between these letters, this distinction is not explained. An opinion letter is 
a letter of qualification issued by IRS to a plan sponsor, such as a large 
tlnancial institution, permitting the sale of its plan to employers. A 
determination letter is a letter of qualification issued by IRS directly to 
employers who have developed and will manage their own pension plans. 
We suggested that IRS provide more detailed instructions. 

IRS Response IRK has agreed to provide more detailed instructions and will replace the 
general instructions for lines 3a-3c with an explanation of opinion and 
determination letters. This change will be incorporated in the 1993 version 
of the Form SSOOEZ instructions. 
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Iguro IV.l: DotaIls of 1991 and Suggerted 1993 ln8tructlon~ for Form 5SOOEZ 

1991 Inrtructions Suaaeetec¶ 1993 Instructions 
Liner 3r-3a. If you have adopted a A Qgalification Lotterm. After 
master or prototype plan, enter ‘N/A’ on aualification has been determined by the 
lines 3a and 3c and enter the date of IRS, sponsors who administer Qualified 

.the sponsor’s most recent IRS opinion prototvne olans will receive opinion 
letter on line 3b. letters. If you develooed your own 
Lint 3a. Enter ‘N/A’ if no amendments aualified elan YOU will receive a 
have been adopted. determination letter from the IRS. 
Lina 3b. Enter ‘N/A’ if no determination Line 3a. Enter 'N/A' if no amendments 
letter has been received. A have been adopted. If YOU have a master 

or prototype plan, enter "N/A' here and 
on line 3c. 

A Line 3b. Enter the date of the most 
recent IRS determination letter or 
opinion letter. Enter 'N/A' if no 

A determination letter or opinion letter 
has been received. 

A Specific language 

lQCj1 Form SSOOEZ, 
In&uctions, Page 3, Line 7 

GAO Concern 2 The instructions indicate “individuals generally must begin to receive 
distributions from qualified plans by April 1 of the calendar year following 
the calendar year in which they become age 70% or (except in the case of a 
6% owner) retire, whichever is later.” An Internal Revenue Code citation is 
also provided, but an explanation of the exception is lacking. If IRS 
believes this reference should be retained, an explanation of the exception 
should be provided. 

IRd Response IRS’ Chief Counsel and Employee Plans Division determined the 6 percent 
owner exception is not applicable to 66OOEZ filers. IRS will delete the 
reference in the lQQ3 version of SSOOEZ, which is to be filed in 1994. 

(See next page.) 
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Igum IV.2: Detallr of 1991 rnd Suggerted 1999 ltwtructionr for Form SSOOEZ 

1991 Inetructions 
Linm 7. In general, distributions 
received by a participant from any 
qualified plan prior to attainment of 
age 594i, death, or disability will be 
subject to a 10% tax on the amount of 
the distributions. In addition, 
individuals generally must begin to 
receive distributions from qualified 
plans by April 1 of the calendar year 
following the calendar year in which 
they become age 70% or (except in the 
case of a 5% owner) retire, whichever is 
later. See sections 72(m) (51, 72(t), and 

~ 401(a) (9) for the specific rules that 
: apply for these situations. 

Sufxrestec¶ 1993 Instructions 
Line 7. In general, distributions 
received by a participant from any 
qualified plan prior to attainment of 
age 59!4, death, or disability will be 
subject to a 10% tax on the amount of 
the distributions. In addition, 
individuals generally must begin to 
receive distribut,ions from qualified 
plans by April 1 of the calendar year 
following the calendar year in which 

* they become age 70% or Wt i;, the 
retire, whichever is 
72(m) (5), 72(t), and 

401(a) (9) for the specific rules that 
apply for these situations. 

* Appropriate reference 

1091 Form 66OOEZ, 
I$dructions, Page 3, Line 
l!lC 

GAOConcern3 The Line llc instructions regarding the minimum coverage test and the 
related material in the instructions’ Purpose of Form section rely on 
inconsistent terminology that is confusing. We questioned why the Line 
1 lc instructions refer to “your business’s only employees” while the 
Purpose of Form section refers to a plan that is not combined with 
coverage for “other employees” of your business. We suggested that this 
information be presented in either a single place or in a consistent manner 
in both places. 
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IRS Response msagreedtoclarifytheinstructio~inthe1993versionoftheForm 
55OOEZ. 

Igure IV.3: Dotall of 1991 and Suggested 1993 lnrtructlonr for Form 5500EZ 

1991 zrrmtnrct$oIaq 
Purpoaa of ?orm, 3. The plan must meet 
t:he minimum coverage requirements of 
section 410(b) without being combined 
with any other plan you may have 
covering other employees of your 
business (see instructions for line 
Illc) . 
I&no 110. For purposes of Form 5500EZ, 
your plan meets the coverage test if 
your business’s only employees (other 
than the owners and their spouses) are: 
1. covered by a collective bargaining 
agreement, 
2. nonresident aliens who receive no 
earned income from United States 
sources, or 
3. not eligible because they do not meet 
the minimum age or years-of-service 
requirements of the plan. 

suewmm!i 1993 Instruction8 
Purpose of Form, 3. The plan must meet 
the minimum coverage requirements of 

1 section 410(b) p 

-(see instructions for line 
1lC) . 

n Liar llc. In order to file Form 5500EZ, 
your plan must meet the minimum coverage 
test of 
this test for purposes of Form 5500EZ if 
your business's only employees (other 
than the owners and their spouses) are: 
1. covered by a collective bargaining 
agreement, 
2. nonresident aliens who receive no 
earned income from United States 
sources, or 
3. not eligible because they do not meet 
the minimum age or years-of-service 
requirements of the plan. 

irn Consistent terminology 

4 
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Appendix V 

Miscellaneous Forms 

Form SS-4, 
Application for 

This is a miscellaneous continuous use form. We analyzed the version 
revised in April 1991. The changes we suggested are expected to be 
included in the next revision of this form in 1994. 

Employer 
Identification Number 
Form SS-4, Instructions, 
Pages 2 and 3 

GAO Concern 1 While many references to the Internal Revenue Code and regulations are 
made, the taxpayer is not told how to obtain this information. Thus, 
everyone required to fill out this form may not have ready access to this 
information. 

IRS Response IRS agreed to delete some references that may not be needed and will 
incorporate these changes in the next revision of Form SS4, which is 
scheduled for 1994. 

* Appropriate reference 

Form SS-4, Instructions, 
Page 2, Who Must File 

GAO Concern 2 

IRB Response 

The paragraph concerning individuals who file Schedule C or Schedule F 
is lacking a bullet. It is, therefore, difficult to determine whether this 
paragraph is part of the preceding section or is intended to stand alone. 

IRS agreed that this paragraph is a separate discussion from the preceding 
paragraph. IRS will either move the paragraph or add a bullet during the 4 
1994 revision of Form SS-4. 
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Flgure V.l: Dotalla of Current and Suggested lnrtructlonr for Form 854 

Currsnt Instructions Swgested Instructions 
who Must Pile Who Must File 
*You are required to withhold taxes on 
income, other than wages, paid to a 
nonresident alien (individual, 
corporation, partnership, etc.). For 
example, individuals who file Form 1042, 
Annual Withholding Tax Return for U.S. 
Source Income of Foreign Persons, to 
report alimony paid to nonresident 
aliens must have EINs. 

Individuals who file Sahodula C, 
Profit or Loss From Business, or 
Bohedulo I, Profit or Loss From Farming, 
of Form 1040, U.S. Individual Income Tax 
Return, must use EINs if they have a 
Keogh Plan or are required to file 
excise, employment, or alcohol, tobacco, 
or firearms returns. 

*YOU are required to withhold taxes on 
income, other than wages, paid to a 
nonresident alien (individual, 
corporation, partnership, etc.). For 
example, individuals who file Form 1042, 
Annual Withholding Tax Return for U.S. 
Source Income of Foreign Persons, to 
report alimony paid to nonresident 
aliens must have EINs. 

* -Individuals who file Sahedule C, Profit 
zr Loss From Business, or Sahedule F, 
Profit or Loss From Farming, of Form 
1040, U.S. Individual Income Tax Return, 
must use EINs if they have a Keogh Plan 
or are required to file excise, 
employment, or alcohol, tobacco, or 
firearms returns. 

;* Appropriate reference 

Foirm B-4, Instructions, 
Page 2, Who Must File 

GAD Concern3 The term “plan administrator” is not defined when first used. The 4 
definition is located on the following page. We suggested that a reference 
to the definition be inserted immediately after the term is fiit used. 

IR$ Response 
I 
/ 

IRS agreed to add a reference to the definition during the 1994 revision of 
Form 83-4. 

(See next page.) 
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@ro V.2: Dotalla of Current and Suggerted Instructions for Form SS-4 

Currsnt Instrwtions 
who Mu8t File 
*corporations 
*Nonprofit organizations (churches, 
clubs, etc.) 
*Farmers' cooperatives 
*Plan administrators 

Suggested Instructions 
Who Muat File 
*Corporations 
*Nonprofit organizations (churches, 
clubs, etc.) 
*Farmers' cooperatives 

* *Plan administrators, (see Page 3 for 
definition) 

* Appropriate refe?XnCe 

Form SS-4, Instructions, 
Page 3, Line 8a 

GAO Concern4 The term “withholding agent” is not defined. It appears that the third bullet 
on page 2 may be the definition, although it is not identified as such. 

IRS Response IRS agreed that the third bullet on page 2 is the definition of a withholding 
agent. IRS agreed to clarify this terminology by including the term 
withholding agent in the third bullet on page 2. This change will be made 
during the 1994 revision of Form SS-4. 
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Figure V.3: Detail8 of Current and Suggested Instructions for Form W-4 

Current Instructions Suggested Instructions 
Who Hurt Fila Who Nurrt File 
*You are required to withhold taxes on * l withholding aqents are required to 
income, other than wages, paid to a withhold taxes on income, other than 
nonresident alien (individual, wages, paid to a nonresident alien 
corporation, partnership, etc.). For (individual, corporation, partnership, 
example, individuals who file Form 1042, etc.). For example, individuals who file 
Annual Withholding Tax Return for U.S. Porm 1042, Annual Withholding Tax Return 
Source Income of Foreign Persons, to for U.S. Source Income of Foreign 
'report alimony paid to nonresident Persons, to report alimony paid to 
aliens must have EINs. nonresident aliens must have EINs. 

* Appropriate reference 

Form SS-4, Instructions, 
Page 3, Line 9 ~ 
GAO Concern 6 

IRS Response 

The phrase “DO NOT apply if you already have an EIN” is not used in the 
paragraph “purchased going business,” although this phrase is used in 
similar paragraphs in the section. 

IRS agreed to add this phrase to this example during the 1994 revision of 
Form SS-4. 

(See next page.) 
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&ura VA Dotalla of Cumnt and Suggorted lnWuction8 for Form SS-4 

Current Instructionn Suaaested Instructions 
Line O.-Check only one box. Do not enter Line B.-Check only one box. Do not enter 
N/A. N/A. 

Started new business.-Check this box 
if you are starting a new business that 
requires an EIN. If you check this box, 
enter the type of business being 
started. DO HOT apply if you already 
have an EIN and are only adding another 
place of business. 

Started new business.-Check this box 
if you are starting a new business that 
requires an EIN. If you check this box, 
enter the type of business being 
started. DO NOT apply if you already 
have an EIN and are only adding another 
place of business. 

Changed type of organization.-Check 
this box if the business is changing its 
type of organization, for example, if 
the business was a sole proprietorship 
and has been incorporated or has become 
a partnership. If you check this box, 
specify in the space provided the type 
of change made, for example, ‘from sole 
proprietorship to partnership.’ 

Changed type of organization.-Check 
this box if the business is changing its 
type of organization, for example, if 
the business was a sole proprietorship 
and has been incorporated or has become 
a partnership. If you check this box, 
specify in the space provided the type 
of change made, for example, ‘from sole 
proprietorship to partnership.’ 

Purchased going business.-Check this 
box if you acquired a business through 
purchase. Do not use the former owner’s 
EIN. If you already have an EIN, use 
that number. 

Hired employees.-Check this box if the 
existing business is requesting an EIN 
because it has hired or is hiring 
employees and is therefore required to 
file employment tax return for which an 
EIN is required. DO NOT apply if you 
already have an EIN and are only hiring 
employees. 

Purchased going business.-Check this 
box if you acquired a business through 
purchase. Do not use the former owner’s 

A EIN. DO NOT aomly if YOU already have an 
EIN. 

Hired employees.-Check this box if the 
existing business is requesting an EIN 
because it has hired or is hiring 
employees and is therefore required to 
file employment tax return for which an 
EIN is required. DO NOT apply if you 
already have an EIN and are only hiring 
employees. 

A Specific language 

n-m W-2, Wage and 
31: Statement 

draft 1993 version. The revisions IRS agreed to were made on the 1993 
version. 
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Appendix V 
MisceUaneoua Forma 

Draft 1993 Form W -2, 
Instructions, Page 2, Box 
l-Wages, Tips, Other 
Compensation 

GAO Concern1 Item  3, total tips reported, does not clearly indicate what is to be included 
as tips. 

IRS Response IRS added an explanation that total tips reported in Box 1 should not 
include allocated tips, which are reported in Box 8. 

Ipre V.5: Details of Draft 1993 and 1993 Instructions for Form W-2 

Draft 1993 Instructions 

Box 1-wagw, tip, other aompensation. 

1993 Instructions 

Box 1-Wage8, tips, other compensation. 

show in Box 1 (excluding elective 
deferrals, except section 
501(c)(18) contributions), before 
any payroll deductions, the following 
items: 
(1) Total wages, prizes and awards paid 
during the year. For example, if the 
employee worked from December 24, 1992, 
through January 4, 1993, and the wages 
for that period were paid on January 7, 
1993, include those wages on the 1993 

(Form W-2; 
(2) Total noncash payments (including 
fringe benefits); 
(3) Total tips reported; 

A Specific language 

Show in Box 1 (excluding elective 
deferrals, except section 
501 (c) (18) contributions), before any 
payroll deductions, the following items: 
(1) Total wages, prizes and awards paid 
during the year. For example, if the 
employee worked from December 24, 1992, 
through January 4, 1993, and the wages 
for that period were paid on January 7, 
1993, include those wages on the 1993 
Form W-2; 
(2) Total noncash payments (including 
certain fringe benefits); 

A (3) Total tips reported by emlsloyee to 
emgloyer (not allocated tips); 
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Appendix V 
MieeeUaneona Fom 

Draft 1993 Form W -2, 
Instructions, Page 4, Box 
G-Deceased 

GAO Concern 2 

II& Response 

The instructions are inconsistent with IRS Revenue Ruling 86109 regarding 
payment of wages to a deceased employee’s estate. They indicate that 
wages paid to the employee’s estate in the year of death are reported on 
Form W -2, while wages paid in a year after death are reported on Form 
1099-MISC. The revenue ruling states that wages paid during the year of 
death are reportable on Form W -2 for social security and medicare 
purposes and on Form 109~MISC for income tax purposes. It further 
states that wages paid in a year after the year of death are reportable on 
Form 1099-MISC. 

IRS revised the instructions to explain that both Forms W -2 and 1099~MISC 
should be prepared when reporting wages to a deceased employee’s estate 
in the year of death. The explanation that only Form 1099MISC is to be 
used for payments made in a year after the year of death will remain. 
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Igura VA: Detail8 of Draft 1993 and 1993 lnatructlonr for Form W-2 

praft 1993 Instructions 1993 Instructions 

BOX 15 - Check the boxeo that 
am15 
Deceased - Check this box if the 
employee is now deceased. If an 
employee is deceased, you must report 
wages or other compensation for services 
he or she performed and that were paid 
in the year of death to the estate or 
beneficiary . In addition, such wages 
received in a year after the year of 
death may be reportable 
on Form 1099~Ximo, Miscellaneous Income. 
For information on how to report, see 
Rev. Rul. 86-109, 1986-2 C.B. 196. 

BOX 15 - Mark the boxes that 
amly. 
Deceased - Mark this box if the employee 
is now deceased. If an employee is 
deceased, you must report wages or 
other compensation for services he or 
she performed and that were paid in the 
year of death to the estate or 

A beneficiary. Report wages paid after 
the date of death that are not subject 
to Federal income tax withholdinq on 
Form 1099-MISC, Miscellaneous Income. 
In addition, such wacles received in a 
year after the year of death may be 
reportable on Form 1099-MISC. For 
information on how to report, see Rev. 
Rul. 86-109, 1986-2 C.B. 196. 

A Specific language 

aq Tax Amounts 

, 

Foil W-k, Statement 
of borrected Income 

This is a miscellaneous continuous use form. Our analysis was done on the 
1991 version of this form. The revision agreed to by IRS was made on the 
1992 version. 

a 
199) Notice to Employee 

GAY Concern 1 
I 
I 

The third paragraph repeats a statement made in the first paragraph 
regarding the ftig of Form 1040X if any corrections change the 
employee’s tax liability. 

IRS kesponse IRS deleted the second reference to Form 1040X in the Form W-2c. 

(See next page.) 
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&qwmdlxV 
MiecettuIeow Pornu 

1991 Notice to EmDlOvee 

This is a corrected version of the 
Form W-2 or W-2P (for tax years 1990 and 
prior only) for the tax year shown on 
the front of this form. If you have 
already filed an income tax return for 
the year shown, you may have to file an 
amended return for that year. Compare 
information reported on this form with 
amounts reported on your income tax 
return. If the corrected amounts change 
your income tax liability, file Form 
1040X and attach a copy of this Form W- 
2c to amend your filed return. 

If you have not yet filed an income 
tax return for the year shown, attach a 
copy of the original Form W-2 that you 
received from your employer, along with 
a copy of this Form W-2c, to your 
return. 

If boxes 7 or 8 have any checkboxes 
marked, box 7 will show how it was 
reported originally and box 8 will show 
the corrections. If there are any 
corrections that will change your tax 
liability, file Form 1040X. 

1992 Notice to ExnUoyee 

This is a corrected version of the 
Form W-2 for the tax year shown on the 
front of this form. This form can also 
be used to correct Form W-2P for tax 
years 1990 and prior. If you have 
already filed an income tax return for 
the year shown, you may have to file an 
amended return for that year. Compare 
information reported on this form with 
amounts reported on your income tax 
return. If the corrected amounts change 
your income tax liability, file Form 
1040X and attach a copy of this Form W- 
2c to amend you filed return. 

If you have not yet filed an income 
tax return for the year shown, attach a 
copy of the original Form W-2 that you 
received from your employer, along with 
a copy of this Form W-2c, to your 
return. 

If boxes 7 or 8 have any checkboxes 
marked, box 7 will show how it was 
reported originally and box 8 will show 

* 

Figure V.7: Detallr of the 1991 snd 1992 Notlcer to Employee for Form W-20 

~ * Appropriate reference 

Form 941, Employer’s 
Quarterly Federal Tax 
Return 

This is a m iscellaneous quarterly form . We analyzed the January 1992 4 
version and the draft revision for 1993. Some of our concerns had not been 
addressed, therefore we are citing both the January 1992 version and the 
1993 draft revision. 

1092 Form 941, 
I&ructions, Page 2, Who 
Must File 

GAO Concern 1 The instructions did not mention that sole proprietors had the option of 
including their household employees on Form 941 instead of filing Form 
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IRS Response 

942. Circular E provided this information, but Form 941 instructions did 
not. 

IRS added language to the Form 941 instructions, consistent with Circular 
]E, specifying that sole proprietors filing a Form 941 may also include 
household employees in lieu of filing a Form 942. IRS incorporated this 
change in the first quarter, 1993 revision of Form 941. 

ipr# V.8: Detail8 of 1992 and 1993 lnetructlonr for Form 041 

~1992 Instructions 
:ivho Must File 
. Employers who report wages on 
household employees, see Borrn 942, 
Employer's Quarterly Tax Return for 
Household Employees, and Circular E. 

1993 Instructions 
who Must File 

l Employers who report wages on 
household employees, see Form 942, 
Employer's Quarterly Tax Return for 
Household employees, and Circular E. 

Ir. However, if YOU are a sole proprietor 
and file Form 941 for business 
employees, YOU mav include taxes for 
household emolovees on your Form 941. 
For a domestic service in a colleqe 
club, fraternity, or sorority, file Form 
941. These services are not considered 
to have been performed in a Drivate 
home, 

i Specific language 
I 

Draft 1993 Form 941, 
Ins~ns, Pages 2 and 4 

GAP Concern 2 

IR$ Response Y 

1 

The discussion concerning Form W-6 and the instructions for line 16 refer 
taxpayers to Publication 696, Earned Income Credit (EIC), for more 
information. Additional information describing the employer’s 
requirements regarding the EIC is provided in Circular E. We suggested 
both documents be referenced. 

IRS agreed to refer to both the Publication 696 and Circular E and 
incorporated these references in the 1993 revision of Form 941. 

(See next page.) 
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Appendtx v 
lWeellaneowFormo 

Igure V.9: Details of Draft 1993 Inrtructlono and 1993 Instructlons for Form 941 

Draft 1993 Inotructions 1993 Instructions 
Form W-B.-This form must be filed by Bornr W-5.-This form must be filed by 
each eligible employee wishing to each eligible employee wishing to 
receive any advance earned income credit receive any advance earned income credit 
(EIC) payments. The employer's (EIC) payments. The employer's 
requirement to notify certain employees requirement to notify certain employees 
about the EIC can be met by giving each about the EIC can be met by giving each 
eligible employee Wotiom 797, Possible eligible employee Wotiar 797, Possible 
Federal Tax Refund Due to the Earned Federal Tax Refund Due to the Earned 
Income Credit (NC). See Pub. 596, Income Credit (EIC). See Pub. 596, 
Earned Income Credit, for more * Earned Income Credit, and Section 18 of 
information. Circular E for more information. 

Line 15-AdvUao oarnod iaaoxno arrdit 
(ICIC) payments mado to agployeos.-Enter 
advance EIC payments made to employees, 
if any. Your eligible employees may 
elect to receive the EIC as an advance 
payment. Eligible employees must provide 
you with a written certification or Form 
W-5 stating that they qualify for the 
EIC. Once the employee provides you with 
an advance payment certificate, you must 
make the advance EIC payments. The 
advance EIC payments made to eligible 
employees are generally made from 
withheld income, social security, and 
Medicare taxes. See Pub. 937, Employment 
Taxes and Information Returns, and Pub. 
596, for more information on advance EIC 

I payments and eligibility requirements. 

~iim 15-Advance earnod iaooam endit 
(BIG) paymontm madm to aaplqee#.-Enter 
advance EIC payments made to employees, 
if any. Your eligible employees may 
elect to receive the EIC as an advance 
payment. Eligible employees must provide 
you with a written certification or Form 
W-5 stating that they qualify for the 
EIc. Once the employee provides you with 
an advance payment certificate, you must 
make the advance EIC payments. The 
advance EIC payments made to eligible 
employees are generally made from 
withheld income, social security, and 
Medicare taxes. See Pub. 937, Employment 
Taxes and Information Returns, Pub. 596, 

* and Section 18 of Circular E for more 
information on advance EIC payments and 
eligibility requirements. 

/ * Appropriate reference 4 

Pyle60 GAG/GGD-9%72TuMminiatration 



Appendix V 
MlnceIIMeoua Forma 

1992 Form 941, 
Instructions, Page 4, Line 4 

GAO Concern 3 

IRS Response 

The instructions do not explain how to make adjustments to income tax 
withheld in prior years. Line 4 instructions only explain how to make 
current year ~ustments. 

IRS added language explaining that administrative error made in a prior 
calendar year can be corrected on line 4. A  definition of an administrative 
error is also provided. IRS incorporated this change in the first quarter, 
1993 revision of the form . 

(See next page.) 
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Flaure Detellr of 1992 and lQQ2 Instructlana for Form 941 

1992 Instructions 
Line a-Adju8tMont of withhold inoomo 
tax.-Use line 4 to correct errors in 
income tax withheld from wages paid in 
earlier quarters of the same calendar 
year. Explain any amount on Fonu 941c, 
Statement to Correct Information, or 
attach a statement that shows (a) what 
the error was, (b) quarter in which the 
error was made, (c) the amount of the 
error for each quarter, (d) quarter in 
which you found the error, and (e) how 
you and your payees have settled any 
overcollection or undercollection. Do 
not use this line to adjust income tax 
withholding for earlier years. 

A Specific language 

1993 Instructions 
Lila. I-Mjuetmont of withheld income 
tax.-Use line 4 to correct errors in 
income tax withheld from wages paid in 
earlier quarters of the same calendar 
year. Because any amount shown on line 4 
increases or decreases your tax 
liability, the adjustment must be 
included on line 20, Monthly Summary of 
Federal Tax Liability, or on Schedule B 
(Form 9411, Employer's Record of Federal 
Tax Liability. Your deposit requirements 
determine which liability report is used 
(see in8truction8 for line 20 on page 
4). Include the adjustment in the report 
entry area that corresponds with the 
date on which the error was found. 

Explain any amount on Form 941c, 
Supporting Statement to correct 
Information, or attach a statement that 
shows (a) what the error was, (b) 
quarter in which the error was made, (c) 
the amount of the error for each 
quarter, (d) date on which you found the 
error, and (e) how you and your payees 
have settled any overcollection or 
undercollection. 

A Do not adjust income tax withholdinq 
for quarters in earlier Years unless it 
is to correct an administrative error. 
An administrative error would be any 
error that does not chanae the amount of 
income tax that was actually withheld or 
deducted from an employee. For examole, 
if the total income tax actually 
withheld was incorrectly reoorted due to 
a mathematical error, this would be an 
administrative error. You may not adjust 
or claim a refund or credit for any 
overoayment of income tax that you 
withheld or deducted from an emoloyee in 
a orior year. This is because the 
emolovee uses the amount shown on Form 
W-2 as a credit when filina their income 
tax return (Form 1040, etc.). 
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Appendix v 
Mtacellaneow Forms 

1992 Form 941, 
Instructions, Page 4, Line 7 

GAO Concern 4 The Line 7 instructions do not mention sick pay as a type of compensation 
subject to the Medicare portion of the social security tax. Circular E 
mentions that sick pay is subject to Medicare tax, and sick pay is also 
mentioned as a taxable compensation for social security taxes on Line 6a. 

IRS Response IRS agreed to add language clarifying that sick pay is subject to Medicare 
tax and should be reported on this line. This was incorporated in the first 
quarter, 1993 revision of Form 941. 

iguro V.11: Details of 1992 and 1993 Instructions for Form 941 

1992 Instruction8 
Line 7-Taxablr Medicare wag.8 and 
tipa. -Use this line to report all wages 
and tips subject to the Medicare portion 
of social security. Stop reporting when 
an employee's wages and tips reach 
$130,200 for 1992. If done of the 
paymontx are l bjrat to Mm!licare tax, 
l ntor zero and attach a statement 
explaining why the wag.8 are not subject 
to the Uedicarr tax. 

: A Specific language 

1993 Instructions 
Line 7-Taxable Medicare wages and 
tige. -Use this line to report all wages 
and tips subject to the Medicare portion 

A of social security. Also include any 
sick pay and taxable frinqe benefits 
subject to Medicare taxes. See section 6 
of Circular E for information on types 
of waqes and other comnensation subject 
to Medicare taxes. Stem reportinq an 
employee's waqes (includina ties) when 
they reach $135,000 for 1993. If none of 
the payments are subject to Medicare 
tax, enter -0- and attach a statement 
explaining why the wages are not subject 
to the Medicare tax. 

/ -1 

F&m 1098, Mortgage This is a miscellaneous annual use form. We analyzed the 1991 version and 

lrjterest Statement 
remain concerned by an aspect of the 1992 revision. Therefore, we cite the 
1992 version below. 

I 
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Appendtx v 
Itlbcelmeo~u Forma 

1992 Form 1098, 
Instructions, Page 8; Who 
Must File; Foreign Interest 
Recipient 

GAO Concern 1 An Internal Revenue Code reference is cited for the defhition of a U.S. 
person. We suggested that the applicable definition be included in the 
instruCtiOnS. 

IRS Response IRS officials agreed and included the definition of a U.S. person in the 1993 
instructions for Form 1098. 

1992 InWsxactiona 
who Must Bile 
Bore&n interest recipient.- 
If you are not a U.S. person, as defined 
in section 7701(a) (30), you must file 
Form 1098 if the interest is received in 
the United States. If the interest is 
received outside the United States, you 
must file Form 1098 if (1) you are a 
controlled foreign corporation, or (2) 
at least 50% of your gross income from 
all sources for the 3-year period ending 
with the close of the tax year preceding 
the receipt of interest (or for such 
part of the period as you were in 
existence) was effectively connected 
with the conduct of a trade or business 
in the United States. 

1993 Instructions 
who Must File 
Foreign interest recipisnt.- 
If you are not a U.S. person you must 
file Form 1098 if the interest is 

A received in the United States. A U.S. 
person is a citizen or resident of the 
United States, a domestic partnershrn or 
corporation, or a non-foreiun estatelor 
trust. 

If the interest is received outside 
the United States, you must file Form 
1098 if (1) you are a controlled foreign 
corporation, or (2) at least 50% of your 
gross income from all sources for the 3- 
year period ending with the close of the 
tax year preceding the receipt of 
interest (or for such part of the period 
as you were in existence) was 
effectively connected with the conduct 
of a trade or business in the United 
States. 

Iburr, V.12: Detail8 of 1992 and 1993 Instructions for Form 1098 

A Specific language 
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Form1099-DIV, 
Dividendsand 
Distributions 

This is miscelhneous annual use form. We analyzed the 1991 version and 
remain concerned by some aspects of the 1992 revision. Therefore, we cite 
the 1992 version below. IRS agreed to revise the instructions based on our 
concerns. One change was made in the 1993 revision; the other will be 
made in the 1994 version. 

1992 Form lOOO-DIV, 
General Instructions, 
Pages 6 and 6, Section H, 
Statements to Recipients 

GAO Concern 1 

IRlsResponse 

It was unclear whether the instructions concerning permitted enclosures, 
detailed in the subsection on Statement Mailing, applied to the mailings 
outlined in the Other Payments subsection. 

IRS agreed to clarify the instructions by specifying that mailing 
requirements do not apply to other payments and incorporated this change 
in the 1993 version of the instructions. 

(See next page.) 
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Appendix v 
bthee.llaneoru Form 

Inatrlretlnnm fnr Farm 1 OQQ.DIV 

1992 Instructions 1993 Instructions 
Intoromt, dividmd, and royalty Statement mailing requirement for Forum 
payment l . 1099-DIV, 1099-INT, 1099-OID, and 1099- 
Stat-*At IMiliAfJ. - PATR only.- 
In addition to Forms W-8, W-9, or other 
1098, 1099, and 5498 statements, the 
following enclosures are permitted in a 
statement mailing: (1) a check, (2) a 
letter explaining why no check is 
enclosed, and (3) a statement of the 
person's account reflected on Form 1099. 
You also may include Forms W-2. A letter 
limited to an explanation of the tax 
consequences of the information shown on 
a payee statement also may be included. 
A payee statement may be perforated to a 
check with respect to the account 
reported on the payee statement or to a 
statement of the payee's specific 
account if payments on such account are 
reflected on the payee's statement. The 
enclosure to which the payee statement 
is perforated must contain, in a bold 
and conspicuous type, the legend 
'Important Tax Return Document 
Attached.' No additional enclosures, 
such as advertising, promotional 
material, or a quarterly or annual 
report, are permitted. Even a sentence 
or two on the year-end statement 
describing new services offered by the 
payer is not permitted. However, logos 
are permitted on the envelope and on any 
enclosures. 

A The statement mailino requirements apply 
only to Forms 1099-DIV (except for 
section 404(k) dividends), 1099-INT 
(exceot for interest reportable under 
section 6041), 1099-OID, and 1099-PATR. 
In addition to Forms W-2, W-8, W-9, or 
other 1098, 1099, and 5498 statements, 
the following enclosures are permitted 
in a statement mailing: (1) a check, (2) 
a letter explaining why no check is 
enclosed, (3) a statement of the 
person's account reflected on Form 1099, 
and (4) a letter limited to an 
explanation of the tax consequences of 
the information shown on a recipient 
statement. 

A recipient statement may be perforated 
to a check with respect to the account 
reported on the recipient statement or 
to a statement of the recipient's 
specific account if payments on such 
account are reflected on the recipient's 
statement. The check or account 
statement to which the recipient 
statement is perforated must contain, in 
a bold and conspicuous type, the legend 
"Important Tax Return Document 
Attached.' 

No additional enclosures, such as 
advertising, promotional material, or a 
quarterly or annual report, are 
permitted. Even a sentence or two on 
the year-end statement describing new 
services offered by the payer is not 
permitted. However, logos are permitted 
on the envelope and on any enclosures. 

I A Specific language 
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Appendls v 
Mloce~eoum Forma 

1992 Instructions (continued) 

Other Payments.- 
Statements to recipients for Forms 1098, 
1099-A, 1099-B, 1099-G, 1099-MISC, 1099- 
R, 5498, W-ZG, 1099-DIV only for section 
404(k) dividends reportable under 
section 6047, or 1099-INT only for 
interest reportable under section 6041 
need not be, but can be, a copy of the 
paper form filed with the IRS. If you do 
not use a copy of the paper form, all 
information required to be reported must 
be titled on the substitute in 
substantially the same manner as on the 
official form. Appropriate instructions 
to the recipient, similar to those on 
the official form, must be provided to 
aid in the proper reporting of the items 
on the recipient’s income tax return. 

You may combine the statements with 
other reports or financial or commercial 
notices, or expand them to include other 
information of interest to the 
recipient.. Be sure that all copies of 
the forms are legible. 

For additional requirements for paper 
substitutes, see Pub. 1179. 

1992 Form 1099-DIV, 
I@ructions for Recipient, 
Box Id 

aA0 Concern 2 

(RS Response 
I 

We suggested that IRS delete the term “return of capital” and replace it with 
the phrase “return of your cost (or other basis).” This language would be . 
consistent with terminology used in the Form 1040 instructions. 

IRS officials agreed to adopt this suggestion in the 1994 version. 

(See next page.) 
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Appsnh v 
MIacellMeoua Pornu 

1992 Instructions Suggested 1994 Instructions 
Box ld. - These distributions are not Box Id. - These distributions are not 
currently taxable because they are currently taxable because they are 
usually a return of capital that reduce n usually a return of your cost (or other 
your basis in the stock. If you dispose 
of the stock, your basis for figuring 

lsaz;;) that reduce your basis in the 
. If you dispose of the stock, 

your gain or loss is reduced by the your basis for figuring your gain or 
amount in box Id. If your basis has loss is reduced by the amount in box Id. 
been reduced to zero, then you must If your basis has been reduced to zero, 

~ report nontaxable distributions as a then you must report nontaxable 
capital gain even though the payer lists distributions as a capital gain even 
them as nontaxable. This amount is though the payer lists them as 

~ included in box la. For more nontaxable. This amount is included in 
~ information, see Pub. 550, Investment box la. For more information, see Pub. 

Income and Expenses. 550, Investment Income and Expenses. 

II Consistent terminology 

Form 1099-MISC, 
Miscellaneous Income 

This is a miscellaneous annual use form. We analyzed the 1991 version. 
When we reviewed the 1992 instructions, we found that our concern had 
not been addressed; therefore, we cite the 1992 version. 

19(X2 Form 1099-MISC, 
In$tructions, Page 14, 
W+ges Paid to Estate or 
B&efkiary 

GAO Concern 1 

IRS Response ” 

This paragraph stated that wages or other compensation of a deceased 
employee must be reported in box 3 (prizes and awards). This 
corresponds to previous guidance provided to employers by IRS. The 1992 
instructions were inconsistent with Revenue Ruling 86-109, which was 
referenced. The revenue ruling states that it should be reported as 
nonemployee compensation (box 7). Citing the revenue ruling is 
unnecessary and confusing. 

IRS off~M~ agreed to tell taxpayers to disregard the instructions in 
Revenue Ruling 86109 stating that this amount is to be reported in box 7 
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ApP@Jndllv Ml8e4lllMeolu Form4 

(nonemployee compensation), and to report it in box 3 instead (Prizes, 
awards, etc.) IRS retained the reference to Revenue Ruling 86100 because 
it provides other needed information. This revision was made in the 1993 
version of Form 109~MISC instructions. In addition, IRS will consider 
including other elemenh of Revenue Ruling 86-109 in the 1094 revision of 
Publication 15 and Form 1099-MISC and W-2 instructions. 

1992 Instructions 
Wag*8 Paid to E8tata or B*n8tioiary.- 
Payments to an estate or beneficiary for 
wages or other compensation of a 
deceased employee must be reported in 
Box 3 on Form 1099-MISC. In addition, 
they may be reportable on Form W-2 if 
paid in the year of death. See Rev. 
Rul. 86-109, 1986-2 C.B. 196, for the 
reporting requirements. 

A Specific language 

A 

1993 Instructions 
Wag.8 Paid to E#tato or Bumficiary.- 
Payments to an estate or beneficiary for 
wages or other compensation of a 
deceased employee must be reported in 
box 3 on Form 1099-MISC. Enter the name 
and TIN of the payment recipient on Form 
1099-MISC. For example, if the 
recipient is an individual, enter the 
name and SSN of the individual. If the 
recipient is the estate, enter the name 
and EIN of the estate. In addition, they 
may be reportable on Form W-2 if paid in 
the year of death. See Rev. Rul. 86- 
109, 1986-2 C.B. 196, for the reporting 
requirements. However report the 
payment in box 3 rather than in box 7 
(as specified in the revenue rulinq). 
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AppendixM 

Conduit Form 

States Gift (and 
November 1991. The changes we suggested are expected to be included in 
the 1093 revision. 

Generation-Skipping 
Transfer) Tax Return 
Form 709, Page 1, Part 2 

GAO Concern 1 It appears that Generation-Skipping Transfer (GST) taxes are double 
counted in determining total taxes. GST tax is added on part 2, Tax 
Computation, Iine 16 and also on Schedule A, part 3, Iine 14. 

IR$ Response w explained that GST taxes are not double counted. GST tax may be paid by 
either the donor or recipient of the gift. GST tax paid by the donor is 
considered part of the gift for tax purposes and must be factored into the 
total tax computation. IRS agreed to add explanatory language describing 
the circumstances that would require GST tax entries on both part 2 and 
Schedule A during the 1993 revision of Form 709. 

A Specifx language 

Form 709, Page 2, 
Schedule A, Computation 
of ‘Taxable Gifts, Part 3 

Gk$O Concern 2 Schedule A, part 3 is titled Gi.B Tax Reconciliation. However, taxes are not 
reconciled in part 3. The purpose of part 3 is to determine the amount of 
taxable gifts and deductions. & 

IR$ Response IRS agreed to retitle part 3 to more accurately reflect its purpose during the 
1993 revision of Form 709. 
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pure VI.1 : Detail8 of Cumnt and Suggested Form 709 

Current Form 

1 one-half of items.. . . . ..attributable to spouse (see instructions) . . . . . . 

3 Balance (subtract line 2 from line 1) . . . . . . . . . . . . . . . . . . . . . 

4 Gifts of spouse to be included (from Schedule A, Part 3, Line 2 of spouse’s 
return-see instructionsl. If any of the gifts included on this line are also 
subject to the generation-skipping transfer tax, check here . 0 and enter those 
gifts also on Schedule C, Part 1. 

5 Total gift8 ladd lines 3 and 4) . . . . . . , . . . . . . _ . . . . . . . . . . 

6 Total annual exclusions for gifts listed on Schedule A (including line 4,abovel 
(see instructions) . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . 

7 Total included amount of gifts (subtract line 6 from line 5) . . . . . . . 

Summeted Form 

A Part 3.-Gift rpan Roaonciliation 

1 Total value of gifts of donor (add column E of Parts 1 and 2) ......... 

1 One-half of items ....... attributable to spouse (see instructions1 ....... 

3 Balance (subtract line 2 from line I) ..................... 

4 Gifts of spouse to be included (from Schedule A, Part 3, Line 2 of spouse’s 
return-see instructions). If any of the gifts included on this line are also 
subject to the generation-skipping transfer tax, check here l 0 and enter those 
gifta aleo on Schedule C, Part 1. 

s Total gifts (add lines 3 and 4) . . . . . . . . . . . . . . . . . . . . , . . . 

6 Total annual exclusions for gifts listed on Schedule A (including line 4,above) 
(see instructions) , . . . . . . . . . . . . . . . . . . . . . . . . . . . 

7 Total included amount of gifts (subtract line 6 from line 5) . . . . . . . . . 

A Specific language 
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Appendix VI 
Conduit Form 

Form 709, Page 3, 
Schedule A, Computation 
of Taxable Gifts, Line 16 

GAO Concern 3 

IRS Response 

The taxpayer is directed to see instructions, However, there are no 
specific instructions for line 16. We found the appropriate instructions 
included with those for Schedule A, line 8. 

m  agreed the appropriate instructions were those found on line 8 and will 
change the reference during the 1993 revision of Form 709. 

4 
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Current Form 

I-A Computation of Taxable Gift3 (continued) 

16 Termimablo Intoromt (QTIP) natita1 Daduation. (Ilee in~truotiolls) 
If a trust (or other property) meets the requirements of qualified terminable interest property under section 
2523(fl. and 

a. the trust lor other property) ie listed on Schedule A, and 
b. the value of the tru6t (or other property) is entered in whole or in part as a deduction on line 8. 

Part 3 of Schedule A, 
then the donor shall be deemed to have made an election to have such trust (or other property) treated a6 
qualified terminable interest property under section 2523(f). 

8uugaeted Form 

we VI.% INtaIls of Current and Suggwted Form 709 

#cmmwmA Computation of Taxable Gifts (continued) 

k 16 -timable Intereat (QTIP) Uarital twauation. (roe I&LO 8 inmtructiona) 

If a trust (or other property] meeta the requirements of qualified terminable interest property under section 
2523(f). and 

a. the trust lor other property) is listed on Schedule A, and 
b. the value of the trust (or other property) is entered in whole or in part a8 a deduction on line 8. 

Part 3 of Schedule A, 
then the donor ahall be deemed to have made an election to have such trust (or other property) treated a6 
qualified terminable interest property under section 2523lf). 

* Appropriate reference 

Plyle78 
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Appendix VI 
Conduit Form 

Form 709, Instructions 

GAO Concern 4 The instructions currently lack IRS’S toll-free telephone number to order 
the forms and publications mentioned in the instructions. 

IRS Response IRS has agreed to add its toll-free number during the 1993 revision of Form 
700. 

This section was taken from  the draft 1993 Form W -2. 

Draft 1993 Form 

How to Get Forms and Publications-You can receive any of the forms 
and publications mentioned in these instructions by calling IRS at 
l-800-TAX-FORM (l-800-829-3676). 

* Appropriate reference 

Form 709, Instructions 

GAO Concern 6 Technical terms are used frequently with the definitions interspersed 
throughout the instructions. We suggested that a detailed glossary would 
be helpful. 

IRS Response IRS agreed to include a glossary in the 1993 revision of Form 709 if there is 
enough space. 

* Appropriate reference 

F&m 709, Instructions, 
Pkges 1 and 4 

G+O Concern 6 
I I 

The Form 709-A, the short-form  version of the 709, is first mentioned on 
page 1 but is not fully explained until page 4. Because Form 709-A may be 
easier to complete for some married taxpayers, its availability should be 
explained earlier in the instructions. 
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Appendix VI 
Conduit Form 

IRS Response IREJ agreed to place a specific reference to the Form 709-A discussion on 
the first page of the instructions. This change will be made during the 1993 
revision of Form 799. 

Figure VI.& Detail8 of Current and SuggeJed Instruction8 for Form 709 

I 
Current Instructions 
If you are filing this form solely to 
elect gift-splitting for gifts of not 
more than $20,000 per donee, you may be 
able to use Form 709-A, United States 
Short Form Gift Tax Return, instead of 
this form. See the instructions for "Who 
Must File' on page 2. 

Sussested Instruction 
If you are filing this form solely to 
elect gift-splitting for gifts of not 
more than $20,000 per donee, you may be 
able to use Form 709-A, United States 
Short Form Gift Tax Return, instead of 

* this form (see naqe 4 for more 
information). See the instructions for 
"Who Must File' on page 2. 

I * Appropriate reference 

Form 709, Instructions, 
Pages 2 and 7 

dA0 Concern 7 The term “inter vivos” is first used by IRS on page 2 of the instructions but 
is not defined until page 7. 

IRS Response IRS agreed to move the defmition of inter vivos to page 2, where the term is 
first used for the 1993 revision of Form 709. 

b 
(See next page.) 
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Apm*w 
Con4utt Form 

ipro Vl.4: Detalle of Current end Suggested lnetructlonr for Form 709 

Current Instructions Sucraestecl Instructions 
Tranmfarm Subjeot to the CWmration- Transfers Subject to the Generation- 
Skippiag Tramfor Tax Skipping Ttanrfer Tax 

The GST tax to report on Form 709 is 
that imposed on inter vivos direct skips 
made after September 25, 1985. (See 
Temp. Regs. section 26.2662-1(b), for 
instructions on how to report other 
generat ion-skipping transfers. ) An inter 
vivos direct skip is a transfer of an 
interest in property that is: (1) 
subject to the gift tax; and (2) made to 
a skip person. (see page 4.) 

The GST tax to report on Form 709 is 
that imposed on inter vivos direct skips 
made after September 25, 1985. (See 
Temp. Regs . section 26.2662-l (b) , for 
instructions on how to report other 
generation-skipping transfers.) An inter 
vivos direct skip is a transfer of an 

* interest in property made durinq the 
donor’s life that is: (1) subject to the 
gift tax; and (2) made to a skip person. 
(see page 4.) 

* Appropriate reference 

Fop=m 709, Instructions, 
Pa&es 2 and 7 

GhO Concern 8 

IRS Response 

The term “marital deduction” is first used on page 4 of the instructions. 
However, its definition, while found on page 2, is not clearly labeled. 

4 
IRS agreed to refer to the definition and its page number when the term is 
first used for the 1993 revision of Form 799. 
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ipro Vl.5: Details of Current and Suggested Inrtructlotw for Form 709 

Current Inetructiona 

~lno e-Enter on line 8 all of the gifts 
to your spouse which you listed on 
Schedule A and for which you are 
claiming a marital deduction. Do not 
l ntmr any gift that you did not include 
on Schodulr A. On the dotted line on 
line 8, indicate which numbered items 
from Schedule A are gifts to your spouse 
for which you are claiming the marital 
deduction. 

* Appropriate reference 

SugaesteB Instructions 
Deduotiona 

Line B-Enter on line 8 all of the gifts 
to your spouse which you listed on 

* 
Schedule A and for which you are 
claiming a marital deduction (See paqe 2 
for definition). Do not ente~r any gift 
that you did not include on Schedule A. 
On the dotted line on line 8, indicate 
which numbered items from Schedule A are 
gifts to your spouse for which you are 
claiming the marital deduction. 

Form 709, Instructions, 
Page 5 

G+O Concern 9 The examples appearing under the caption, Generation Assignment Where 
Intervening Parent is Dead, are not compatible with the caption’s title. 

Iy Response IRS will either clarify the narrative before the examples or insert a new 
caption during the 1993 revision of Form 709. 

(See next page.) 
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flnura VI.& t3rtallm nf Currant nnd Suaasatrrd In&uetlana far Farm 709 F l- . v.- -..v. --.-..- -. --..-... . . ..- -- m -____ -.._..___.__._ .-. . -_.__ _  -- 

Current Instructions Suggested Instructions 
Generation Aer&nment Wham Generation Assignment Where 
Intervening Parent is Dead Intervening Parent is Dead 
If you made a gift to your grandchild If you made a gift to your grandchild and 
and at the time you made the gift, the at the time you made the gift, the 
grandchild's parent (who is your or grandchild's parent (who is your or Your 
your spouse's or your former spouse's spouse's or your former spouse's child) 
child) is dead, then for purposes of is dead, then for purposes of generation 
generation assignment, your grandchild assignment, your grandchild will be 
will be considered to be your child considered to be your child rather than 
rather than your grandchild. Your your grandchild. Your grandchild's 
grandchild's children will be treated children will be treated as your 
as your grandchildren rather than your grandchildren rather than your 
greatgrandchildren. greatgrandchildren. 

This rule is also applied to your This rule is also applied to your 
lineal descendants below the level of lineal descendants below the level of 
grandchild. For example, if your grandchild. For example, if your 
grandchild is dead, your grandchild is dead, your 
greatgrandchildren who are lineal greatgrandchildren who are lineal 
descendants of the dead grandchild are descendants of the dead grandchild are 
considered your grandchildren for considered your grandchildren for 
purposes of the GST tax. purposes of the GST tax. 

The rules above can be illustrated The rules concerninq qifts subject to 
by the following examples: * both qift and GST taxes can be 

illustrated by the followinq examples: 

* Appropriate reference 

F&m 709, Instructions, 
Pdge 2, Transfers Subject 
to 1 an Estate Tax Inclusion 
Period 

G$O Concern 10 The term “transferor” appears in this section but is not defined. However, 
transferor is replaced with the term “donor”, which is used throughout the 
rest of the instructions. 
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IRS Response IRK has tentatively agreed to change the term transferor to the term donor, 
pending Rnal approval from Chief Counsel during the 1993 form revision 
process. 

A Specific language 

Farm 709, Instructions, 
W ife 4 
G&O Concern 11 ln the discussion of “Consent of Spouse,” a reference is made to the 

availability of Form 709-A. Form 709-A is used by certain married couples 
to report nontaxable gifts that they consent to split. Because no revenue is 
collected through this form, its usefulness to IRS is questionable, and the 
burden imposed by it may be unnecessary. 

IRS I&?sponse ms agreed to study the elimination of this form in greater detail. However, 
IRS could not eliminate this form without legislative approval from 
Congress. 

3 Requirement questioned 

F&m 709, Instructions, 
Line 11, Pages 6 and 7, 
Dbductions 

GAO Concern 12 

I$S Response 

The filing requirement for donors making gifts to charitable organizations 
may not be necessary because no tax is paid on these gifts. Therefore, we 
believe the need for reporting these gifts is questionable. A 

IRS agreed to study the elimination of this filing requirement in greater 
detail, However, IRS could not eliminate this filing requirement without 
legislative approval from Congress. 

? Requirement questioned 
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Appendix VII 

Publications 

Publication623, 
SellingYourHome 
(ForUseinPreparing 
1992Returns) 

Page 11, Worksheet for 
Postponement of Gain 

GAO Concern 1 

IRS Response 

GAOConcern2 

IRS R4zsponse 

We suggested that the worksheet lines from which information gets 
transferred to Form 2119, Sale of Your Home, include specifk references 
indicating the appropriate lines on Form 2119 on which to enter the 
information. 

IRS officials agreed to adopt this suggestion and will incorporate it in the 
version of Publication 623 for use in preparing 1993 returns. 

* Appropriate reference 

Because of the numerous technical terms used throughout the publication, 
we suggested that IRS include a glossary. 

IRS officials agreed to adopt this suggestion and will incorporate it in the 
1993 version of Publication 623. Because most terms are already defined, 
IRS believed that a glossary may not result in a substantial increase in the 
length of the publication. 

A Specific language 
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Publication687, 
BusinessUseofYour 
Home(ForUsein 
Preparing 1992 
Returns) 

Recordkeeping, Page 6 

GAO Concern 1 Because depreciation affects a taxpayer’s basis in the business portion of 
the home, it should be stressed that Form 8829, Expenses for Business Use 
of Your Home, should be retained longer than the usual 3-year period. This 
information will be required by the taxpayer for determining gainfloss 
when the house is sold. 

IRS Response IRS official8 agreed to adopt this suggestion and will incorporate a 
statement in the version of Publication 687 that is to be used in preparing 
1993 returns that records should be kept longer than 3 year8 for 
determining gainfloss on the sale of the house. 

(See next page.) 
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1992 Publication 
Recordkeeping Recordkeeping 
You do not have to use a particular 
method of recordkeeping, but you must 
keep records that provide the 
information needed to figure your 
deductions for the business use of your 
home. You should keep canceled checks, 
receipts, and other evidence of expenses 
you paid. 

You do not have to use a particular 
method of recordkeeping, but you must 
keep records that provide the 
information needed to figure your 
deductions for the business use of Your 
home. You should keep canceled checks, 
receipts, and other evidence of expenses 
you paid. 

Your records must show: 
1) The part of your home you use for 

business, 
2) That you use this part of your 

home exclusively and regularly for 
business as either your principal 
place of business or as the place 
where you meet or deal with 
clients or customers in the normal 
course of your business (however, 
see the earlier discussion, 
Exceptions to Exclusive Use), and 

3) The depreciation and expenses for 
the business part of your home. 

You must keep your records for as long 
as they are important for any Internal 
Revenue law. This is usually 3 years 
from the date the return was due or 
filed, or 2 years from the date the tax 
was paid, whichever is later. 

For more information on recordkeeping, 
see Publication 583. 

A 

Your records must show: 
1) The part of your home you use for 

business, 
2) That you use this part of your 

home exclusively and regularly for 
business as either your principal 
place of business or as the place 
where you meet or deal with 
clients or customers in the normal 
course of your business (however, 
see the earlier discussion, 
Exceptions to Exclusive Use), and 

3) The depreciation and expenses for 
the business part of your home. 

You must keep your records for as long 
as they are important for any Internal 
Revenue law. This is usually 3 years 
from the date the return was due or 
filed, or 2 years from the date the tax 
was paid, whichever is later. However, 
in the case of business use of your home 
you should keep the records until the 
home is sold in order to determine any 
aain or loss on the Dart used for 
business. 

Susmested 1993 Publication 

For more information on recordkeeping, 
see Publication 583. 

A Specific language 

I  
I  
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Appendix VIII 

Notices 

IndividuaJl Master File 
Notices 

CP N-We Changed Your 
Return and Used Your 
Refund to Pay Other Taxes 
Yau Owed 

GAO Concern 1 We reviewed a draft version of this notice (that the Notice Clarity Unit 
approved) rather than the one already in use. We found the reference 
made to Individual Retirement Account (IRA) taxes on this notice 
confusing. SpecifIcally, the notice states, “We applied $nnn to your IRA 
taxes. We keep your income tax account separate from your Individual 
Retirement Account” We questioned the significance of this statement as 
well as the reason it was not included in the “How We Applied Your 
Overpayment to Other Federal Taxes You Owed” statement on the second 
page of the notice. 

IRS Response II& Notice Clarity Unit officials agreed that this reference, in its present 
form, is confusing. The officials said they have suggested revisions to the 
IRS group responsible for this notice. These revisions are not expected to 
be implemented until 1996 because of the time needed to make the 
necessary computer program changes. 

A Specific language 
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‘lgure VIII.1 : Example of a Draft Verelon of Notlce CP 16 

yt CWSE9 Y&JR RETURIf MB USED WR WIN0 TO PRrraMlrWE~ YSU OYD 

CMECK t%R YOM EKURE KtTuini TO m lf THESE CMW9ES Mf-ECT OTHER ITM5. 

You hJVr OWfp4id your NYY tam. HWWW, gyr rnordr show that yw on othrr rodml 
t4rrs. Nr hrw rppllrd ywr owrprymt to thW0 trrn JS llsttd at tb md of this noticr. 
YW Jr@ still due J mURD of 4na,ann,nnn.nn if you OIH no othw t4xrs. If you think YI 
Brdr J #iStake, pIUS, vritr to us, MdOlh9 thr bottoa pJtt of this BOticv uith yWr rrply. 
If you hrvrb’t airlady rKrivrd your refund, it should rrrivr within 6 mkr. 

(OR) 
YW hJW OVKpJid your IYYY t&J& buwrr, our rwordr ShOu that YW OW othrr f(dWtl 
tms, k hrvr @##lid your ovrrpryomt to those trrn &s listtd Jt thr md of this notice. 
Ywr UrOunt ttili dws J refund of kWl,nnn,b(M.nn, but UC) can’t 9tv) yW this rrfund becws, 
thr rtttutr of liritationr for Irwin9 p refund in your cm hrr rxpirtd. II w thlrt u&e 
non9 tbout the refund pniod, plrrrr wit, to us, enclorinp thr bottom part of this notico. 

YOUR TM STaTElm 

Adjusted Sross IMOII on Return finn,nnn,nrtn.nn Ovorpcyunt of lrxrr kn,nnn,nnn.nn 
Wustrd Bras Incow 41 CorrKtrd nn,nnn,nnn.nn 
loxtblr Incow an RetUrn nn,nnn,nnn.nn 
toxrblr hCg((r ns kftKt@d nn,nnn,nan.nn 

. TJX Yithhrld nn,ann,nbb.nn 
l btirctrd Tax PJyWtS ab,ntm,nnn.nn 

Other Crrdtts na,nnn,nnn.nn 
Othrr Prymts nn,nnm,nnn.nn 
Yotrl Prymts C Crrdttrtlts~ 1111) nn,rmntnhn.nn 
lot&l Trr oa Return tlnrl [RR ttx) nn,nnn,annrnn 
fOVrKttd Tu oU&t&rII Wb,nnn,ann.bn 

less: 
L4tr filin9 Penalty nn,nnn,rmn.nn 
Estiutrd Ttx Penalty na,nnn,nnb.nn 
kd Check Prnrlty w,nnn,nnn.nn 
late Pcyunt Prnrlty nr,nnh,nnn.nn 
Hssin9 SSR Pmtlty nn,nnn,nnn.nn 
tntnnt nn,nnn,nnn.nn 
hOlUlt &ii&d t0 kXt 'IJJt'C 

tst i#trd Tar nn,nnn,nnn.nn 
Rpplied to Other frdrral TJX~S 

(Sm bdW) nn,nnn,nnr.w 
Yotrl wtrrcted nn,nnn,nnn.nn 
MDLRfTOfRUW-llyouowno 

other trxrs )nn,nnn,nnn.nn 
(My intrrrst dur you vill br Jddd) 

. MJ ~pplid na,nan,nna,nn to your IRA trxw. M@ krCp yWf iMOW tJq #Count S@JrJtJ ffO& 
vwr Individwl Rrtirrwnt LkcWnt (1111). (atinted onlv if IRA indicator is.orWrnt) 

l, (md of pIpr one) 
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(Intwir eq* 2) 

((Ihted it PWMity/htrtrSt r)ply YD lbtic? II is Ml  WfnMCtd) 

krurl your return rquirld rddttionrl gt@ttssing, ur WI! issuing your refund by check rather 
Man by direct dwosit, (printtd only if diftc;t Mporit indicrtor is prwmt) 

8a aust Vwlfy yaw liocirl kurity WuDbW befort w GUI send your rrfurd. lo do this, w uill 
Won stnd you &  rqWt for verification to torplrt, &nd r&m. (printtd only if invalid b8M 

forr 
nnnmn 

rrx hrbd Aaount Applhd 
4w nn, 19yy 9nn,nmn,nnn.m 

(up to 0 offuts) 

The tot01 uount applied intludtr intwrst of Snn,nnn,nnn.on on your owrwt. 
(prinhd only 11 inhmt applied) 

You vi11 rrcriw 4 wparctc notic tof (ny tcrrining mounts you aw on your other tcur. 
Unlnr you hart qurstLori$, no rqtonrr to this noticr iv m&d. 

torinted only if klmct mains on th) 0ffW rccount5) 
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CP 49-Overpaid Tax 
Applied to Other Taxes You 
Owe 

GAO Concern 1 The notice states, “We applied $nnn of the overpaid tax on your 19xX tax 
return to the unpaid balance of other federal taxes which our records 
show you owe. You may still be due a refund if we applied only part of 
your overpayment to other taxes. . . .O 

We questioned why the notice does not more specifically address the 
taxpayer’s particular situation, We also found it illogical that the taxpayer 
might not be due a refund if only part of the overpayment had to be 
applied to cover the other taxes owed. We also questioned why the 
taxpayer wouldn’t be due the part of the overpayment that was left after 
the other taxes were paid. 

We suggested that IRS change the language in this notice to more 
specifically address both the taxpayer’s account and IRS’ actions. We also 
suggested that IRS not send this notice until it has determined whether a 
taxpayer owes additional taxes. Thus, a taxpayer would receive a notice 
describing all discrepancies and how IRS plans to resolve them. 

IRS Response IRS’ Notice Clarity Unit offkials agreed that clarification to this notice is 
needed. They said that they are working with IRS groups responsible for 
this notice. One possibility under consideration is the creation of optional 
computer-generated paragraphs designed to make notices more specific. 
The officials do not anticipate any revision to be implemented before 1996. 

A Specific language 
& 
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CP 1Q 
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Appendix WI 
Noticea 

Business Master F ile 
Notices 

CP 138-We Applied Your 
Overpayment to Other 
Taxes You Owe 

GAO Concern 1 We reviewed a draft version of this notice (that the Notice Clarity Unit 
approved) rather than the one already in use. The text of this draft notice 
indicates that the taxpayer will receive a bill for the balance due on his/her 
account. However, the attached stub directs the taxpayer to rem it payment 
with the stub to the address provided. We suggested that IRS either delete 
the reference to a forthcom ing bill in the notice or remove the stub, 
because these conflicting directions could confuse taxpayers and possibly 
hinder the processing of payments. 

IRS Response IRS’ Notice Clarity Unit offkials agreed these instructions were conflicting 
and will either revise the directive on the stub or remove the stub entirely. 
The unit is working on additional changes to the notice. They do not 
anticipate any revision to be implemented before 1996. 

* Appropriate reference 
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Deputnlent of thm Treasury 
Internal Revenue Service 

QHILADSQHIA, BA 19255 

Ne of Notice: t m-138 1 
08te of this notice: t 1 

Taxpayvr Identifying Nwkr: t 
Form t : 

Tax Period: [ 1 

We Applied Your Overpsylimt To Other Tax- You Om 

Our recotdr show you ow, other federal taxes, so wo iue applying 
@I I Of your over~ymmt on your Fo2m I I for the tex period 
t 1 to youx unpaid account. Thm figures blow rhow the amunts w 
l pplied to the tax you olr, end the stetu8 of your eccaunt . 

If you frade a payment that we have not subtr8cted from any account 
listed below, WC will refund It if you ow no othu taxes. You should receive 
the refund ifi six to eight weeks. 

M will sand you a bill for the temining balance on my of the 8CCOMtS 
listad below, 

Overpeyrent shown on your tax return 
Arnount of overpaymnt applied 
mount of interest on -0vupepnt 8ppltsd 
Tote1 amunt rrpplled (see klow) 

Arwnt to be refundad 
(Interest due you will be added) 

I 

We qqlLd your overpapnt to them accounta list&l under 'taXQ@YW 
ldcntifying nwrber t I: 

a?!!! Tax Pcxlcd 
Previ0ua 
ertbncc 

942 942 
942 942 

Junt 30, 1988 Sept. 30, 1988 lat ; :i ; 8 ; 
Dec. 31, 1988 nuch 31, 1989 :t 1 tt ! 81 $1 1 

J 
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Keep this part for your records 

Return this part with your check or Lnquiry 

Your telephone nurmkr Best tinu! to call 
0 - 

Bar code 

Internal Revenue Service 
Phildalphi@, PA 19255 
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Appendix VIII 
Notices 

CP 263-Request for 
Forms W -2 Not Filed W ith 
the Social Security 
Administration 

GAO Concern 1 

IRS Response 

This notice is intended for employers submitting Forms 941 and W -3 that 
do not reconcile. The Social Security Administration @A) receives this 
information and shares it with IRS. IRS officials told us that 9s~ makes the 
assumption that the discrepancy occurred because the employer has failed 
to submit all required Forms W -2. IRS makes the same assumption. We 
suggested that there could be other explanations for the discrepancy, such 
as a math error. Therefore, we questioned the appropriateness of the 
notice’s title and content. 

IRS’ Notice Clarity Unit offkials agreed that some clarification in either the 
text or the title may be needed. They said they are working to revise it. 
They do not anticipate any revision to be implemented before 1996. 

A Specific language 
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our@ Vlll.4: Example of I Currant Veraion of Notlco CP 253 

RRGUtBT FOR FDRRB Y-Z NOT FILED UITH SOCIAL SECURITY ADClIl(ISfKATION 

? 8 VI INF WiAtION JNDICATEI THAT ICE APIDUNTS YOU RtfORTED TO TWt llOCI4L B;i[R:;; 
Ml'lIM STRATI N (BS4) ON COW U-$. TRAlMlITTAL OF INCOMC AND TAX StATWlNTBe 
TAX PCRIOD &I(T#D ABOVt, AR[ ~1)s THAW THE AROUWB THAT YOU RCPORTED TO IRS ON *OUR PWRTCRLY 
(OR ANNUAL) I(pVLOYllB ~ECIIAL TAX RtTURN (fORnB 04l.Wz,OR 945). TH?S ?lAV YIVC OCCURRID 

Of4 ,“I fORITS Y-L W&T YtRl fROVIDfD YAS NOT COIW~ITR. 
BEOAU I AN INCOWfLtTt NUtlDtR Of fORllB U-2, YAGC AND 14X BTAfEntNT. YERL ftll!D OR THC InPCR?!AT:: 

LIWLOY RB AR@ RtIUIRID TO fIL,t COnfLtTt AND ACCUR4TU YAGL RCPORTB. UNDER.,EEItDX...4ZU 
+fJnt 1Wt 88 MAL-UVGWM-GODE, IWTtHtl~n-HtOARD W~t-FtPUIREREWTt~ MAT Rt$UL’I IN 4 

CNALTY of eiB0 CtR mI$SING DOCUNtNT OR 10% Of THE AGGRIGATt AtIOUNT Of InCOxt RLQUIRED TO It 
RtPORT~D Old tnt RtTURRr YflJCWLVEU It GRIATCR. 

TO AVOID Tilt l tNALTY. YOU IWST ?RDVXDE US UITN TNt ?RO?tR tOIll Y-2/Y-B INPGRPIATION. 

tf VOU MAW 4GDITIONAL PORItB U-t TNAT YERK ROT PILID, fLIABt SEND THtPl TO 
IRS Rl THE ADDRMSS AbOW. 

If YOU NAVE CORRtCTtD IHt0Rl7ATI0N ON tXISTlN0 FORMS Y-2. fLta8E YCND TNt 
AffRtfRIATC FOR)1 Y-IC, TR4NS~ITTAl Of CORRCCTCD INCOnE AND TAX STATCRENTI. 
AND CORM WIG. BTATtRtNT Of CORtEtTtD INSML 7AX AlOUNTBr TO IRB AT TNt 
ABOVt ADORLSS. 

#F IOU TMJRU OUR RtCORDB 411 INCORRRCT. CL8ABt tROV1DL UB WITH ANY DP’WWNTATIDN 
NAT HAY CORRECT Tnt KCORDB ?tAINTAtWtD )‘I tftlctl III OR BS4. TMIB HAY INCLUDE 

CQ?Ze( Of FORM G41r Wt OR V43. CILED YXTII 1RS AND COPICB Of THE CORM U-Z AND U-3 
fILt0 YITN ¶BA. 

fltABI 1tllD A RtPLt WTHIN 4S DAYB FROM TNt OATL OF THIS WOTICL. .FILLIIm-t2tLpI(D 
fur RL$ULY..u UYIUI--ABKBBRtRWI). 

If YOU NAVt AWY GUtBTION5 ABOUT TNIS NOTICt TOU NAY CAL1 THE IRS Tti,E?HONl! WnBtR l:BTtD 
W  VOUR LOCAL DIRCCTORY. AN IMtLOYLL TtltRE fl4Y II! 4tlt TO HELP YOU. BUT TNt G~FIt2 4T TM 
ADDRtB) #MOWN DN TWX$ I(OTIOI IS MOB1 CAIIILIAR Uttn YOUR CAIt. 

THANU VOU FOR YOUR CUOPC#AYJON. 

UL003(1UO RP 44 67&T! 

1,,,.,l..II,.Ic.dn.,,"d~rJd,lll~~ll,,l,l,lllll~~l~ll~"l 
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Appendix VIII 
Notices 

CP 267-Overpayment 
Notice 

GAO Concern 1 

IRS Response 

We found tie language in this notice ambiguous. We could not tell if the 
amount provided in the section called Total Tax on Return referred to the 
amount the taxpayer claimed on his/her return or to an IRS’ adjustment. 
Because this notice is intended to advise taxpayers that some tax 
payments may have been m isapplied, possibly resulting in an 
overpayment, we believe that IRS should be more explicit in detailing what 
was reported and what was actually owed. 

IRS’ Notice Clarity Unit officials explained that the term inology used in the 
notice had specific meanings to IRS but agreed that these meanings m ight 
not be apparent to taxpayers, The offkials said they are working with 
other IRS groups responsible for the notice to revise it. They do not 
anticipate any revision to be implemented before 1996. 

A Specific language 
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Burr, Vl1l.S: Example of a Current Verdon of Notlce CP 267 

- 
I,r,l,r,~r*‘l,lltllIltl~ll,*ltd,lttn~,,,,,l,llrtJ~,trr‘tJi 

- a-800-829-10I)0 ST. OF C’ 

- 

OVERPAW!ENT NOfIC!! TM18 MDTXC:B RmJtars A RESPOWSE Pas4 

?MO :DThL CRRDfJs liPPLXfl3 l-0 YOUR accoLINt RXCEPD WI! TOTAL CREDI’IS Ct.bX?%t) br( YOUR TAX 
RETURN RESULTIN! St4 A PDTENTIAL, WERPAY?XHT - OUR RECORDS 1HW flit POlLOUINQ’ 

TOTAL. TAX ON RETURN 
Total FEDERAL YAX DEPDSkTS CFTb3 
CREDIT APPLILD.FRUM t%XOR FERZOD CCRI OTWR CREDITS LDTNFR) 
TOTAL OLPODXTt,CRfDXt8 AH0 PAYUENTS 
L~)rqvEUrAYMltNJt APPLICD TO W=T PIER200 

NfENALtY 
RXNTEREST 

TOTAL OVeRPAVKNT APPLIED TO NfXT PERXPD 
REHAININO IIVLRPAYHENT ON ACCOUNT 

PLU$ PnIAlTY MO 

s.00 
.DO 

B,DDD.OO 

.oo 
-00 

mu~!P 

~1,000.00 

8.00 
~t~000.00- 

TNI! CREDIT8 APPLXCD TO YOUR AmOUNT ARE LIStEb BELOY. FLPAX CHECU YOUR RlECORDS AWD 
IMWCAW CR THX$ NOttCR WWXCH DP THESE CREPIT$r &r ANY, Yt! SHOULD APPLY TO OTHER TYPES OF TAX 
OR TAX ?lWODS. YOU UUST RCSCQND WITHIN SO DAYS. TMS YXLL ALLOW US 
CORRECtXON9 9liF0~6 THE OVSRPAYHCHT x9 REFUNDED OR APPLIED TO omit TAX &‘4fHX? ~#E,~k;;;~AR’ 

NOTE’ WE YXLL APPLY TNe RtSUCTXHQ OYUIPAY#NT TQ ANY OUTSTANDXNb DALAncE 6EfDRE XSWXNB A REfUti’l. 
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Appendix IX 

Organizations Contacted 

1. American Association of Retired Persons, Washington, DC. 

2. American Bar Association, Washington, D.C. 

3. American institute of Certified Public Accountants, Washington, D.C. 

4. American Payroll Association, New York, NY 

6. American Society of Payroll Management, New York, NY 

6. National Association of Enrolled Agents, Rockville, MD 

7. National Taxpayers Union, Washington, D.C. 

8. New York Bar Association, Albany, NY 

9. Pennsylvania Society of Certified Public Accountants, Malvern, PA 

10. Tax Executives Institute, Washington, D.C. 
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Appends X 

Major Contributors to This Report 

1 General Government 
Division, Washington, 

Policy and Administration Issuea 
~t~~163t.i G. O’DonneU, Evaluator 

DC. KM Theodoropoulos, Writer-Editor 
Kim Wheeler, Publishing Advisor 

fl PwladelPfia Re@ond Deem E&Am &r&a& 
Office Donald R. While, Evaluator 
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Ortlt~rs by mail: 

or visit,: 

700 4th St.. NW (corner of 4th and G Sts. NW) 
l1.S. (;etter:tl Accounting Office 
Wmdtingl.oti, I)(: 

PRINTED ON &$ RECYCLED PAPER 
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