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BEFORE THE
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HOUSE COMAITTEE ON HA¥S END MEANS
ON
HOW THE INTERNAL REVELUZ SERVICE SELECTS
AND AUDITS INDIVIDUAL INCOME TAX RETURNS

Mr. Chairman and Members of the Subcommitiee:

Our testimony deals with the Eevéews vie made of how IRS selects
and audits individual income tax returns. Our reviews, undertaken at
the reguest of the Joint Committee on Internal Revenue Taxation, re-
sulted in two reports, one on the selection process dated Kovember 5,
1976, and one on the audit process dated December 2, 1976.

The cdigests of both reports are attached to my statement. Details
of the selection and audit processes are described in the two reports.
Qur statement highlights some of the major issues and problem areas in

these pracesses.
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Probably no Government activity affects more people than the collection
of taxes. Thus, it ic vital that the process be fairly and equitably
administered.

He had one fundamental guestion in mind in undertaking these reviews:
Bo IRS' procedures for selecting and auditing individual income tax returns
generally protect taxpayers against abuse and control against urwarranted
tax assessments? Based on our review, the answer is yes. That does not
mean, however, that IRS cannot improve its procedures for both selecting
and auditing individual tax returns.

Returns can Le audited by IRS service centers, where taxpayers
file their returns, or by local district offices, where taxpayers have
most of their direct contact with IRS. Of the 3.2 million individual
income tax returns audited in fiscal year 1975, 42 percent were audited
by service centers and 58 ant were audited by district offices.

SERVICE CENTER AUDITS

How are tax returns selected for audit at a service center? Most
returns audited by IRS's 10 service centers are selected for audi¢
because they involve relatively simple and readily identifiable problems
that usually can be resolved by correspondence between the taxparver and
IRS. Many are selected because they have a special feature such 3s a
deduction not permitted by law or the questionable use of the head of
household tax rate.

Procedures for selecting tax vreturns for audit at a service center
adequately protect against abuse in the selection process. Most of the

returns and audit issues are identified by the computer or individuals



who have nothing to do with the audit process. Moreover, the criteria
for selecting returns for service center audit are usually so specific
that judgment plays only a minor role. In some cases. comeane has to
decide which returns and which issues on those returns should be audited
but in those instances the decisions are made by someone cther than the
person who will be responsible for auditing the return.

Once a return is selected for service center audit, how does the
audit proceed? GCenerally, service center audits involve serding the
texpayer a letter which notifies him of the problem the f:rvice has
with his return, advises him of the impact of the proble~ on his tax
Tiability, and tells him what to do if he agrees or disagrees with
IRS' finding. If the taxpayer agrees the audit is closed, if he disagrees
he can

~-submit information to support his contention which the
service center staff will evaluate;

--request the case be transferred to a district office for
examination; or

~-take advantage of his appeal rights provided for by IRS
procequres.

Generally, we found no major problems with IRS' audit of individual
tax returns at service centers. He concentrated our efforts on audits
completed under the "unallowables" program because that program accounted
for over 70 percent of all service centers audits in 197%. Under this
program items on tax returns which appear te be unallowable by law--such

as utility taxes and gambling losses ir excess of winnings--are identified



during initial processing of the return and are corrected through
correspondence with the taxpayer. Some unallowable items are identified
by IRS employees while others are computer identified.

ke noted one basic probiem with audits done under the unallowables
program--service center personnel were sometimes making erroneous
tax adjustments and taxpayers were agreeing to them. About 6 percent of
the cases examined under this program at the two service centers where
we did our work--Kansas City and Memphis--involved tax adjustment errors
by service center staff. This is a significant error rate when you
consider that most taxpayers in our sample who were overassessed because
of a service center error agreed with the erroneous adjustment. IRS
does have a quality review program by which it tries to minimize erroneous
adjustrents. Although quality review statistics indicate that errcr rates
are decreasing, not all errors can be caught by quality review. Thus,
some taxpayers may still be agreeing to erroneous adjustments.

Yo improve this situation, we recomnended that IRS revise the form
Tetter it uses to let taxpayers know that they have certain unallowable
items on their returns and how correction of those items affects their tax
Tiabilities. As written, the letter gives taxpayers the impression that
they can do 1ittle about IRS' change. \le recormended that IRS revise the
letter to make it clearer that taxpayers can do something if they think
IRS is wrong. IRS agreed to that recommendation.

DISTRICT QFFICE AUDITS

The process for selecting and auditing individual tax returns at
IRS' 58 district offices is more complicated and vnerefore resulted in

more problems that we believed needed correcting.
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Most returns audited by the district offices invclve issues that
are not as readiiy identifiable or as easily resolved as those audiiad
by service centers. Some returns may be randomly selected for district
office audit in connection with special research programs while others
may be specifically selected for any number of reasons. A return may be

selected, for example, if it has a special feature that IRS is looking
for, such as an unscrupuious preparer. Most returns, however, are selected

for district office audit because IRS ris deterimined, through computers,
using sophisticiated mathematical formulas, that a return has good audit
potential. This computerized system is called the discriminant function
system, gr DIF for short. Of the returns audited by district offices in
fiscal year 1975, 69 percenrt were selected through DIF.

In most cases, decisions toc seleci returns for audit are made by
someone other than the person who will be auditing the return, which
greatly Timits the chances for abuse.

There iz one notable exception however., Ten percent of the returns
audited by district offices iu fiscal year 1975 were se’ected directly
by the examiner because he had determined that he needed to audit a
return filed by a taxpayer for years other than the one being audited
or a return filed by another taxpayer that might have a bearing on the
return being audited. The requisition prepared by an examiner to get
these returns contains no written explianation as to why he needs the
return and thus gives management 1ittle basis for evaluating that need.

We recummended that IRS reguire its examiners to preovide written
explanations. IRS did not agree to make any immediate changes but said

it would review the matter.
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Adequacy of DIF

Since about 70 percent of the returns audited by the disirict
offices are selected for audit throuyn IRS' DIF system, we concentrated
on that system during our review. To facilitate this portion of our
testimony. we have prepared a flow chart that depicts %his process.
With your permission, Mr. Chairman, I would 1ike %o have the chart

inserted in the record at this point.
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The process begins Qith IRS' Taxpayer Compliance Measurement
Program--known as TCVP, TCMP is a program for mzasuring and evaluating
taxpayer compliiance characteristics through spenialized audits of
randomly selected returns. IRS uses the data compiled from these audits
to develeop the mathematical formulas that the computer uses to assign
weights to certain return characteristics. The sum of the various weights
for a particular return represents the DIF score of that rsturn. The
higher the score, the greater the probability that an audit of that
return will result in a tax change.

A1l individual income tax returns are scored in this manner,
Different DIF formulas are used depending on the amount of adjusted gross
income shown on the return and depending on whether the taxpayer had any
business incone.

IT a return's DIF score is nigher than the national cutoff score
established by IRS heacdquarters, it is included in the inventory of
returns available for audit under the DIF system. If its score ic helow
the cutoff, the return will not be selected for audit under DIF but may
still be selected for sc. 2 other reascn. Periodically, a district will
order DIF returns for audit. It may order, for example, 500 medium
inceme non-business returns in which case it will receive the 500
highest scored tax returns in that ciass filed by taxpayers in thar
district.

At the district office, the 500 returns will be screened by
classifiers. These classifiers, who are revenue agents and tax auditors
on temporary detail, use their experience and judagment to deterwine

which ¢v the 500 returns warrant audit and which do not. A return, for



example, may have received a high score becavse of an unusually large
deduction but the classifier may see scmething the computer could not--
such as supporting documentation atta. .«d to the return--and, based on
that, will determine that the retur. - not warrant audit,

If the decision is made that . ret.'n warrants audit, the
classifier must then decide whether tl.z audit should be done by a ravenue
agant or a tax auditor. T4e basic criterion in making this decision is
the complexity of the retlrn--the more complex returns go to revenue
agents. If the classifier deciﬁé that a reverue agent shoutd do the
audit, the retu s forwarded to a group manager whe may aiso look at
the return to see if it warrants audit. If he decides that it does, he
assigns it to ¢ revenue agent. The agent will review the return, decide
what icsues he want. toc cover during the audit, und then contact the
taxpaver to make arrangements for the avdit.'

If the classifier determines that che audit should te done by a
tan auditor, the classifier, rather than the auditor, will select the
issues to be covered during the Audit using judgment and experience as
a guide. The return will usually then go to a central control group
which mails a letter to the taxpayer aJQﬁsing him of the audit and its
scope. After the taxpayer mails in his support cr just before the tax-
payer is due for his interview, a group manager will receive the return
from the central control group and assign it to a tax auditor.

. We evaluated the DIF system, and found it to be an effective way
to select returns for audit. There is one unanswered question, however,

namely: to what extent do classifiers affect the selection process?
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Past evaluations of DIF have concentrated on the computer phase and
virtually ignored the classifier. We did not evaluate the classifier’s
effect becarce we would have ha” to disrupt IRS' cperations but, more
importantly, because we believe that IRS is in 2 better position to
make such an evaluation.

There is iittle doubt that the classifier influences the results
obtained from auditing DIr-selected returns because he decides whether
they should be audited and, in most cases., decides which issues should
be covered during the audit. We therefore recommended that IRS measure
the extent of this influence and while IRS appeared to recognize the
need to measure the ciassifier’s effect, they did not indicate a strong
villingness to do so.

One basic probtlem we noted with the DIF system was that a person
who overassesses his tax 1iability is iess likely to have his return
selected for audit than the person who underassesses his 1iability  This
results in part because of 2 bias built into the DIF formulas bui primarily
because it is difficuit for a classifier to identify an overassessor by
looking at his return. Classifiers do not conscicusly ignore the
overassessor; they just cannot identify him. IRS told us that it has
taken steps to eliminate the bias in the formulas and plans .o take
others, directed at the classifier, to insure that a representative

nurber of returns invelving overassessments are audited,

The District Audit Process

No matter how a return is selected for audit, the district office
audit process is the same. IRS notifies the taxpayer of the audit

and its scobe, examines his support, evaluates the adequacy of that

i
f
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support, and advises him of the audit findings. Revenue agents usually
conduct their audits at the taxpayer's residence or at his or his
representative's place of business. Téx auditors usually conduct their
audits at an IRS office. In Tiscal year 1975, tax auditors did about
80 per:zent of all audits done at district offices.

IRS examiners generally used their authority with discretion. e

did note certain practices, however, that warrant IRS' attention.

Inconsistent Treatment

In some cases, IRS' decision to assess additional taxes is based
solely on the information in the return because the taxpayer failed
to respond to [RS' letter notifying him of the audit and as"ing him fo
provide support for certain items. IRS is justified in disallowina
deductions if the taxpayer ignores IRS' request for substantiation.
What concerns us is hew IRS knows whether the taxpayer is ignoring the
request or simply never received it. YWe recommended that IRS. when
adjusting a taxpayer's return in this type situation, make it clear to
the taxpayer that IRS hiud senI him a previous letter asking for support
for certain items, that the items are now being disallowed because he
failed to provide the support, and that it will reconsider its findings
if support is provided. IRS agreed with this recommerdation.

After an examiner completes his audit, he has to decide whether
the taxpayer owes riore taxes, has paid t5o much and is due a refund,
or has correctly prepared his return. If an examiner finds errors on
the return but ccnsiders them insignificant from a tax siandpoint, he

can clpse the case "no-chanje," just like he would if he had fcund no
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errors. IRS has no uniform criteria, nowever, for deciding if an error
is insignificant. Thus examiners use their own discretion in making
this decision.

Examiners' decisions in this regard are sometimes influenced by
the amgunt of the taxpayar's income or reported tax liability and
sometimes vary depending on whether the audit was conducted by
carrespondence or interview. Thus, two taxpayers in similar situations
may be treated differently depending on who audits their returns. Cne
taxpayer may be billed for additional tax while the other has his case
c¢losed no-change, or a taxpayer may or may not be billed for additional
tax, depending on his .ncome. Accordingly, we recommended that IRS
astablish uniform criteria anc treat all taxpayers equally, regardless

of their income or reported tax liability. IRS agreed,

Appeal kights

IRS' procedures require an examiner, after completing an audit, %o
explain the basis of the preposed adjustments to the taxpayer and to
attempt to obtain the taxpayer's agreement to those adjustments.

Every taxpayer has the right to appeal an examiner's findings. Some
examiners, however, said they advise a taxpesver of his rights only if he
disagrees with the findings--the assumption being that a tarpayer who
agrees has nothing to appeal. This assunption is debatable.

We took a valid random sarmale of 1,175 of the 181,000 taxpayers

in the Baltimore, Cheyenne, Los f&ngeles, and New Orleans districts whose

audits were closed in 1973, Abcut 300 taxpayers, or 72 percent, responded

to the questionnaires we sent them. The responses indicated that oniy

a{}

<s¥
47 percent of the taxpavers who agreed to district office audit findings >

did so because they understood why their returns had to be changec.
- 13 -



The responses also indicated that 25 percent of the taxpayers in
the four districts who were audited by the district offices and who were
toid tney owed more taxes were not advised of their appeal rights.

IRS' procedures require the examiner to advise the taxpayer of his
appeai rights after the taxpayer indicates he disagrees with the Tindings.
That precedure should be changed. The examiner should remind the
taxpayer of his appeal rights before he attempts to obtain the taxpayer's
agreement. Only then can IRS be sure thit taxpayers are not agreeing
simply because they are unaware of the alternatives.

The first avenue of appeal is meeting with the examiner's supervisor.
This convenient and inexpensive procedure is being ignored by most
taxpayers. Only about 6 percent of the respondents to our guestionnaire
who were told they owed more taxes indicatec they had requested a meeting
with the examiner's supervisor. A taxpayer may disagree with an examiner's
findings but not have the time or money to use the more formal avenues of
appeal--district conference, appellate conference, and the courts. But
a meeting with the examiner's supervisor is more informal and can often
be arranged the same day as the audit.

Therefore, we recommended that IRS inform all taxpayers of their
appeal rights, especially the right to meet with the examiner's supervisor,
after the exéminer has explained his eudit findings but before seeking
agreement to those findings. IRS agrzed to revise its instructions ta
require examiners to remind taxpayers of their right to meet with
supervisors. IRS did not agree to remind taxpayers of their appeal

rights before asking them to agree to the audit findings.
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We also inquired into the post-audit review procedures of group
manzgers and district office review staffs as & means of evaluating
IRS' controls against unwarranted assessmenté. Although meny audits are
not subjected to post-audit review and although it is fair to assume that
some erroneous adjustments are going uncorrected, we saw no need to
recommend changes in IRS' review procedures. It would be impractical to
expect group managers to review every completed audit considering ail
their other duties, and the purpose of the review staff is not to review
every audit but rather to review enough audits to provide a statistically
valid measure of the general quality of district audits. We believe -
that the problem of erronecus adjusiments could be alleviated if
taxpayers were advised of their right to meet wit the examiner's -
supervisor and if taxpayers took advantage of that right. Such a
meeting would, in effect, cause a review of the examiner's findings by

the supervisor,

IRS Audits - Taxpayer Point of View

Audited taxnayers who responded to our questionnaire generally
reacted favorably as to how IRS trcated them and the manner in which
IRS conducted its audits.

0f the taxpayers who had district wwudits

--72 percent believed IRS gave thom the benefit
of the doubt or treated them fairly,

--82 percent felt that IRS treated them courteously
or somewhat so,

--92 percent considered the time set for the audit
reasonable,

-=77 percent had their returns prepared by commercial
or professional preparers,

S
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--only 42 percent of those who agreed to 211 or part
of the tax change resulting Trom audit, understood
the need for the change, and

--audit practices in the 4 districts were genervally
uniform,

Qur analysis showéd several differences between tarpayers who
experienced a service center audit and those who experienced a district
audit. Taxpayers who had service center audits

~--had smallar tax increases but fewer no change audits,

--were more likely to have prepared their own tax
tax returns, and

--were more likely to understand why their returns were
changead.

IRS' PLANNING PRGCESS

Questions often arise as to how IRS allocates its audit effort
among the various classes of individual taxpayers and vhether a person's
chances of being audited vary depending on where he lTives. We addressed
these questions throuuh a review of IRS' long and short range planning
process.

The basic decision as to how IRS' audit effort is going to be
allocated among the various taxpayer classes is made when IRS prepares
its 5 year long-range plan. During the period of our review, IRS was
using what it termed a "balanced strategy" in preparing its long-range
plans. This strategy cailed for improving voluntary compiiance in those
classes where compliance was low, such as the low income business class, and
assigning remaining auditing staff to the rest of the classes on the basis
of esti~ited tax yield.

Each year IRS prepares a nationail audit plan as a step tgwards
meeting its lTong-range plan. The basic decision as to how IRS' audit

- 16 -



effort is going to be distributed geographically is made during this
annual planning process. The naticnal office allocates its plan to
the seven regional offices based on the relative level of compiiance
in each region. Thus a region where compliance appears low would be
allocated a larger portion of the planned audit work than one where
compliance appears high. Under ideal conditions, IRS' allocation of
its plan would be based entirely on compliance. IRS is forced, however,
to adjust its compliance-based allocation to account for imbalances
between the number of audits that should be done in a particular
geographical area and the audit staff available to do them. Thus,
in the ond, some taxpayers are audited or not audited merely because
of where they live.

Although IRS prepares its plans with the intent of improving
coapliance in those c'asses where it is low, it is not entirely
successful in achieving that otjective. As shown on the chart, IRS
exceeded its total plan in both 1974 and 1975 and in some classes it
exceeded its plan guite significantly. With your permission Hr. Chaiiman,

I would like to have the chart inserted in the record at this point.
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PLAN VS. ACTUAL

R R U

e Fiscal Year 1974 Fiscal Year 1975 Voluntary

Number of Audity Percent —_Nunber of Audits Fercent Conpliance Level

Audit Class Plon Actual of Plan Pian _Artual of Plan 1509 1973
Form 1040 - standard 1¢5,031 232,053 119 187,560 220,909 18 95. 93.7
Non business under $10,000 - itemized 42,359 561,421 119 485,010 561,393 116 88. 85.3
Nen business $10,000 under $50,000 504,886 606,363 120 675,250 689,459 102 9. 95.7
Non business $5.,000 and over 45,391 38,939 86 58,765 59,230 101 94. 95.2
Business under $10,000 131,798 121,703 92 150,305 135,389 90 68. 56.6
Business 310,000 under $30,000 57,679 72,304 125 76,105 - 97,544 128 87. 86.0
Business $30,000 and over 57,082 53,902 94 73,565 74,634 101 9. 90.6
Total 1,464,226 1,606,685 115 1,706,600 1,838,558 108 92. 92.3




In both years, howsver, IRS failed to meet its plan in the low
income businass class which has ihe worst compliance jevel by far.

In 1974, for example, tax auditors did 232,100 more cudits than in
1973. Ninety percent of the additional audits were done in the medium
nonbusiness class which has historically been the best complying c¢iass.
The number of audits in the low income business class actually went
down between 1973 and 1974. This is inconsistent with IRS' stated
objective of improving compliance through audits. We know that IRS
deviated from its 1974 plan to meet a commitment it had made to the
Congress to increase audits and assessments if it received additional
audit staff. Me co not know what happened in 1975 to cause IRS to fall
short of its plan in the low income business class.

Given (1) the need to assure equity in tax law administration and
(2} IRS' previous deviation from its plan, ve believe the Congress should
discuss with IRS its decisions regarding audit coverage. To do this the
Congress neceds sufficient data. Therefore, we recommend that the Congress
request IRS to provide it detailed information on its audit plans. probably
as pert of IRS' annual appropriation request.

Although IRS' planning process is basically sound, we recommended
that IRS more {ully consider service center audits in the planning prccess
because, as it now stands, IRS virtually ignores these audits in deciding
how it is going to achieve its compliance goals. Also IRS should accelerate
its research into factors that influence compliance to determine if audit

coverage is as significant a factor as IRS assumes in its planning process.
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Rlthough we saw no evidence of quotas for individual examiners,
some examiners felt pressured to complete audits and felt that this
pressure prevented them from doing a quality job. UWe believe that the
annual plan, by calling for a certain number of audits to be completed
in a2 certain number of staff years, could be the catalyst for this
pressure if the time it allows for each audit is unreasonable. We
have reason to believe that the time constraints built into the plan are
unreasonable and we recommended that IRS Took into it.

This concludes my prepared statement. We would be pleased to respond

to questions.

- 20 -



-
199 uy srv )

A

SU PO SiNOuS e 048D

1
1%

3

uwodidgy P
BICCI1 Yl JRALLDE UCU

*Senwicy [201238Wayleyw

‘S35€D

)
1

A2GUIBAD
~9L-3959

961 ¢

Rilel
M rh
[ .Y
(oS B
= O
b B
-t

th
Rt

Uy

n
rwm

[t

-

<
uT
E]

LOC
s

DP3325T9S 1%

10511p 118y

isu3lo

juaz1zé 0L
LC1305UL0D

™
ueys

-
-+

i

Y

2u3
1223U0D

és

22
Tr208Nn 2
R

T
-
-
P!

PaN
4

1

yst
eAXB3} 23isyM

-
L

0s
15UT

*SYI

ne pcob 2aey
1333D
joey]
1312
sisf

X0
350y

m
S

-
2

Ag
aazy

19
3

v

1

DU
ut
g

-

13
201A18S 1037

390 TTIA oum

-~
-+

~ugyod
3
‘3303808
212 s1syloc

ATuwopue1 usscys
243

Y
suIN3az:

jo 3scu

154
P23103Tss suanial 3Lo

-ne

3
snoindniasun u2 fg

30T1351P

Zw

UTO suiny

pne aq

STA

Ag 10 ‘s
/§133U30

12207

K0

dEIVI

HL C&

EXoloib{e]

SS 2NUBAIY TrRUI=JUT

Ay
-

¥

a

re

=

=a

ac
I
2

[odnt
=13
LOA
¥23 30
¥

1

)
o1

A

Ior

S3s§2[d snoTiera syl PuUowWe 330J35 JITPL2 S3IT
u ybroyaty,

\r
AN

3
b
A
SUIN3IDI XT3

2ONIA

c

3
30 3ubisisac

Q4.
NEOL
3

Cc3
Lz ©
02 &

¥

5y
a
Wiy

<4

AQ pecu=zuud &g pIlnos

NOTLYXYL

£100Y_¥0d
IHOIW

Alde

31p

33141

1A15S
“y1pn

Y

-

s01Al

sweTge1dé 10

AYT

,
N

Sura

MOR

A

s
ued

g
ca5m

a8

3

3

—~
=

L

(AT 4

*,
A

Jo uot,eo17dd? puUTYIC BT2uUO0TITI 2yl 2uUsS
~-21d Aousbe
SNdNLIE

IYNEIL

w04

rd

Linseaay =yz 10

LIan

YLLY

~
)

1

Fr
P

9
»id

I



what items of income and deductions should

b: exanined. GAD and IRS tests have deter-
mined that this systen is effective, but
these tecsts have concentrated on the use of
the computer. Littcle has bsen done ag vet

70 evaluate the effectiveness of the manual
screener. (See »p. 28 and 41.)

Tzxroavers who pay more taxes than they should
are less likelv %o have thelir returns 3elected
for audit under this svstem than ars taxcavers
who €id not vzv enough~-primarily because it is
2ifficult for the manual screener to identify
tnose who have made overpavments. The methe-
rztical Zformulas used t2 score returns are
zlso bizzed zgeinst the ovecrpayer. (Sze

D. 34.)

To ovarcors this deficisncy tne Commissioner
<% Internal Revenus should Zirect IRS to
rzasure the effect of the wanazl screener on
the corputerized szl:ction system and deter-
nine ways to make sure that a representative
numosr ¢f returns involving overpzvments are
zucited. (Se= p. 39.) -

IRS 0ld GAD if hzd taken stezs to eliminate
“he oizs in <he mathamatical formulas and
clanned Lo take others, directsed at the manual
screener, Lo better insure that a represen-
tative numper of returns invelving overpay-
wents woulé oes zudited.

T2 IRS' plans arz put ianto action, the manual
scresner's role in selecting rzeturns for au-
dit will e restricted, but ". will continue
to =g resoonsisla for determining the zudit's
tcop2. IRS a2ppavently recognizes the need to
mezsare the effec+ 0f tne manual scresner on
“he gzlaction procass and savs it will con-
gider wavs to dc 1%, (See p. 41.)

Since examiners uvsuzlly do no% sszlect returns
©0 22 augitad, there i1s little chancs Zor
aouse in the selection process. 3But one as-
fect < tnis procedure reguires attention. A
vezurn can bz sslected for =zufit directly by
an e2xzaminer iI n2 Ssterxnines that he needs &
2a3%1ic
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--a recurn ‘.2d oy another taxpaver that may
ing on the return baing auditegd.

To obtain such a return the examiner merely
completes a requisition and indicates, by
code, a general reason for wanting it. For
exzmple, codz 40 means "prior year return®

ccde 50 means "partner." But the exa-
miner does not have to provide additional
explanation as to why he nesds the return.
(See ». 25.)

-

IRS balieves that these codess sufrficiently ex-
plain why the returns are being reguested and
that any guestions about an examiner's nead
for a return can be asked by the supervisor
before he approves the reguest.

GA0 disagress. There is no assurance that
the supervisor will ask anv qaesticns and
.the codes alone do not explain to supervisors

-

P

and other level. of manag

--vwhy the examiner wants the return,

--what he foénd in auvditing the primarvy return
3

that aroused hi: interest in z secondary re-
turn, and

the significance of guestions that the exa-
miner wants 0 pursue on the requested re-
turn.
Answers to thess guestions are important if
IRS wants to be sure thzt examiners are re-
guesting returns for velid reasons. (See
p. 26.)
Thne Commissioner ¢of Internal Revenue shoulid
regulre examiners, when redguesting crecific
recurns, to sxplain on tacir :equi51tlons
why they need the recurns so thet the re-
guests can be zdeguately evaluated. (Ses
D. 25.)
Tepr Snest iii
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--most of

IRS does not 2gree that it should consider the
impact of 211 service center zudits on compli-
ance in daveloping its lonc-range audit plan
beczuse

these audits do not fall within IRS?

definition of "audit.,"

--it would
lcazd tha
any cive

--IRS dcub
have the
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the work-
a

te in

£s that thess audits, in total,
same overall eifect on compliance
strict office audits.
es that IRS' gefinition of audit
trictive for planning purposes, IRS
unnacessary precisenass in its
rocess by claiming that it would be
to estimate workload, and there is
on o believe the effect 0of ssrvice
its on teaxnayer compliance is sub-
(See . 57.)
0 continue ssarching for econonmni-
0 assegs the fazctors alifecting tax-
liance and savs it will consicder the
service center audits in any such
.« (8ze pp. 535 and 32.)
that more uniformity is nzeded in
workplans and that it should re-
commitring itself to a specific
zudits or amount oI revenue in
its reguests for additional audit
5 does not agree that a controlled
ecessary to evalusite the reasonable-
e time constirzints irtcoseé on its
It has an alt.rrnative approach,
hat should help zlieviaze the ap-
nrzasonable tressure being felt by
ners to close cases but, in GAO's
alls shorc of assuring reasonabdle
raints. (See vD. 69, 73, and 76.)
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LLIR GIWIZRAL'S AUDIT OF INDIVIDUAL INCONE
7O TEE JCINT COMMITTEE TLX RETURNS BY TFE INTERNAL
RNS L RZIVEZNTUE TLZXATION REVENUE SERVICE -
S Or TZE UNITED STATES Departiment of the Treasury
DIGEST

In 1375 the Internal Revenue Service (IRS)

audite¢ 3.16 million individual income tax

returas out of 81l.3 million £iled, result-

ing in recommended additional tax and penal-

“jez of 51.4 billion.

IRS cxzminers have & difficult job consider-
ing that tax lews are complex and chanaing
ernd that they muot cdeal with 2ll types of
persons in an adversary atmosphere, They
have to eveluate evidence furniched by tax-
payers ard decide what additional tax and
penaltizs, if any, to recommend.
Gznerally, esxaminzrs use their authority with
¢iscretion. However, taxpave.s are not always
treated consicstently. (See p. 22.)
¥ost taxpavers are assessed additionel tax
only after an examirer has reviewed their
returns and supporting books. and records.
Some tawravers, however, are assessed addi-~
tionel tex based solely on a review of their
returns because thev failed to respond to
IRS' l=tger notifying them of ¢the zudit and
eskinc them tc provide certzin support. Rea~
sons civen taxpayers for these assessments
are vegue and could result in their agreeing
£0 acssessments that taey do not understand.
Exaniners use varying criteriea in cdeterminine
whether their audit findings are significant
enough to warr:snt assessment of additional
tex, As 2 rezule, two taxpavers in a similar
situation might ke treated differently de~
cending ¢n who exarines their recurns.
Sore exeminersg precsent their {indinc., to
texceyers without edvising them of cheir
appeal rights. Thus, rany taxpayers may
ce "zzreeing" to audit Zindings “hat they

T;*Z'ng{?sngf&q:re n;::é pereon. i GGD-76-54

Decerber 2, 1976
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