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Executive Summary

Purpose

Background

Results in Brief

When your tax refund is less than you expected, where can you turn for
an explanation? The Adjustments/Correspondence Branch (Branch) in
each of the Internal Revenue Service’s (Irs) 10 service centers is respon-
sible for responding to taxpayer inquiries and notifying taxpayers of
adjustments to their accounts. In fiscal year 1987, the Branches closed
about 12 million cases, many involving letters to taxpayers.

IRS’ responsiveness to taxpayer correspondence has been the subject of
several congressional hearings in recent years. Because of congressional
concerns and the critical impact on taxpayer relations, GAO reviewed the
accuracy and clarity of Branch correspondence and the potential for
improvement. The Chairman of the Subcommittee on Commerce, Con-
sumer, and Monetary Affairs of the House Committee on Government
Operations asked that Gao address its report to him.

Adjustments/Correspondence Branches are expected to quickly and
accurately respond to taxpayer correspondence. In doing so, tax examin-
ers in the Branches may need to explain an action taken by IRS, respond
to questions about the taxpayer’s account balance, decide whether a
penalty should be abated, or adjust the taxpayer’s account.

GAO reviewed a random sample of 718 letters tax examiners at three
service centers sent to taxpayers. GAO’s sample results are representa-
tive of an estimated 173,584 cases closed at the three centers from May
4 to July 31, 1987. Although estimates based on the sample can be gen-
eralized only to the three centers GAO visited (Fresno, Kansas City, and
Philadelphia), Irs officials said the results at those centers should be
indicative of what is happening at others. (See pp. 41 to 46.)

In about half of the cases closed during the sample period, GAO consid-
ered IRS' correspondence to be correct, complete, and clear. In the rest of
the cases, IRS’ letter to the taxpayer, the adjustment discussed in the
letter, and/or IRS’ action in response to the taxpayer’s inquiry was incor-
rect, unresponsive, incomplete, or unclear. These sorts of correspon-
dence problems can lead to incorrect determinations of tax and
penalties. They can also confuse and frustrate taxpayers, increasing the
correspondernce workload as taxpayers write again trying to resolve the
same issue.
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GAO also found that the Branches, in responding to taxpayer inquiries,
did not always comply with administrative procedures designed to fos-
ter good taxpayer relations.

Several factors may have contributed to the problems noted. Those fac-
tors include the use of generic responses that make it difficult for tax
examiners to compose an appropriate letter, the need for improved qual-
ity assurance, and the need for improved training and supervision.
Besides addressing these problems, IRS needs to determine whether steps
are needed to enhance the tax examiner position.

Principal Findings

GAO’s Review of Cases
Indicates Significant
Quality Problems

In reviewing Branch cases, GAO identified various quality problems
using criteria that are discussed on pages 15 to 20 of this report. After
identifying problems, GAO categorized them as critical or noncritical by
asking whether IrS had failed to either satisfy the taxpayer’s request or
to take appropriate action on the taxpayer’s account. A *‘yes’ answer to
either or both of those questions meant the problem was critical.

Of the cases closed during GA0's sample period,

31 percent had critical problems involving incorrect adjustments and
incorrect or unresponsive letters and

another 16 percent had noncritical problems involving unclear or incom-
plete letters and incomplete Branch action. (See pp.15 to 20.)

In each of the three service centers, GAO discussed problem cases with
Branch chiefs or their designees. They agreed with GA0’s conclusions in
more than 90 percent of those cases. (See pp. 20 to 22.)

Noncompliance With
Administrative Procedures

Of the cases closed during the sample period, 68 percent involved non-
compliance with procedures designed to enhance IrRS’ service to taxpay-
ers. Those procedures specify sending acknowledgment letters and
interim responses, taking steps to prevent further billing notices while
IRS is working a case, apologizing for IRS errors, and referencing the date
of the taxpayer’s correspondence in Irs’ reply. For example, in 48 per-
cent of the cases closed during the sample period, action was required to
stop further billing notices. In 9 percent of those cases, either no such
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action was taken or action was taken later than required by IRS proce-
dures. Consequently, those taxpayers received balance due notices
before IRS answered their correspondence. (See pp. 24 and 25.)

Various Factors Contribute
to Correspondence
Problems

In a January 1988 interim report on a study of the Adjustments/Corre-
spondence Branch, an IrS task force identified the need for improved
training and supervision that should, if implemented, enhance the qual-
ity of Branch work. (See pp. 32 to 35.) While lending support to the task
force’s recommendations, GAO’s review identified several other factors
that could contribute to the problems GA0 identified.

Tax examiners generally respond to taxpayers by selecting prepared let-
ters from a catalog of about 500 letters. These computer-generated form
letters contain required and optional paragraphs and various data fields
to be filled in by the examiner. Because of the large number of potential
letters and paragraphs and because the examiner does not get to review
the completed letter, this system does not facilitate preparation of
appropriate responses. According to IRS personnel, tax examiners tend to
become familiar with only a small number of letters and use them
repeatedly, which makes it more difficult for an examiner to prepare
correspondence that is tailored to the taxpayer’s specific inquiry. Recog-
nizing this problem, IRS recently started to develop a new system for
composing letters. IRS does not expect to implement this system until
early 1990. (See pp. 30 and 31.)

The service center’s Quality Assurance Branch reviews Adjustment/Cor-
respondence Branch work. The error rates it reported to management
were much less than the error rate identified by GA0. One reason for the
discrepancy is that GAO’s error rate was based on a review of cases
involving correspondence while the quality assurance rates are based on
a review of all Branch activities—some of which do not involve corre-
spondence. Considering the potentially serious consequences of inade-
quate correspondence, GAO believes that management needs specific
information on the quality of cases involving correspondence. (See pp.
31 and 32.)

GAO also believes that IRS needs to evaluate the Branch examiner posi-
tion to see if the qualifications required of a tax examiner, the opportu-
nities for advancement, and/or the production standards by which they
are rated need to be revised. Some Branch managers said it is difficult to
retain examiners because new hires find the job more difficult than
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Recommendations

Agency Comments

anticipated and opportunities for advancement beyond grade 7 are lim-
ited. Generally, examiners are hired from outside IRS as grades 4 or 5,
with a starting salary of about $13-15,000. Among other things, examin-
ers are required to have knowledge of (1) a broad range of tax regula-
tions pertinent to individual or business tax returns, (2) IrS’
computerized master file system and the effects of transactions on tax-
payers’ accounts, and (3) other agency procedures related to tax
processing. The minimum requirements to qualify as a grade 4, for
example, are generally 2 years of college or 2 years of clerical or office
work. Examiners are evaluated against quantity and quality standards
that are set by Branch management based on historical data and input
from Quality Assurance. (See pp. 27 to 29.)

GAO recommends that IRS

ensure that the system being developed to help tax examiners compose
responses to taxpayer inquiries allows examiners to view letters after
they have been composed;

report separately the quality assurance error rates associated with
Branch cases involving correspondence being sent to taxpayers; and
determine whether the qualifying requirements, the quality and quan-
tity performance standards, and the opportunities for advancement for
the Branch tax examiner position need to be revised.

IRS acknowledged its concern about the quality of responses to corre-
spondence and pointed to steps it was taking or planned to take to
address that problem. GAO believes those steps are responsive to its rec-
ommendations, and GAO plans to periodically assess IRS’ progress in
implementing them. (See pp. 37 and 38.)
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Introduction

In terms of the number of taxpayers affected, those IRS activities that
help taxpayers understand the laws and resolve problems are more sig-
nificant than those that enforce the tax laws (such as audits, collections,
and criminal investigations). In December 1987, we issued reports on
two of those activities—the telephone assistance program,’ in which Irs
answered about 35 million telephone calls in fiscal year 1987; and the
Problem Resolution Program,? in which IRs closed about 410,000 cases in
fiscal year 1987. This report deals with a third activity, the service
center’s adjustments/correspondence function.

The Adjustments/Correspondence (A/C) Branch in each of 1rS’ 10 service
centers is responsible for responding to taxpayer inquiries and notifying
taxpayers of IRS-initiated adjustments to their accounts. As shown in
table 1.1, the 10 A/C Branches have received several million taxpayer
letters and adjustment requests in the past few years.

Table 1.1: Adjustments/Correspondence
Branch Workload

|
Cases in millions

Calendar year Number of receipts Number of closures
1987 1.9 12.0
1986 144 15.0
1985 14.2 14.0

Note: Closures exceeded receipts due to inventory carried over from the prior year.

Source: Information provided by IRS" Returns Processing and Accounting Division

Not every case closed by the A/C Branch requires correspondence with
the taxpayer. IRS had no statistics on the number of cases nationwide
that involved correspondence. A/C Branch officials in Fresno and Kansas
City, however, both estimated that about half of the case closures in
those centers involved IRS sending a letter to the taxpayer.

The ability of the A;/c Branches to provide timely, accurate, and respon-
sive answers to taxpayer correspondence has been the subject of much
discussion in recent years. The Subcommittee on Oversight of the House
Committee on Ways and Means, for example, held several hearings in
1985 and 1986 that dealt, in part, with the size of A/C Branch invento-
ries and problems taxpayers were experiencing in obtaining responsive
answers to their correspondence. We testified at two of those hearings

Tax Administration: Accessibility, Timeliness, and Accuracy of IRS' Telephone Assistance Program
(GAO/GGD-88-17, Dec. 3, 1987).

“Tax Administration: IRS Can Improve on the Success of its Problem Resolution Program (GAQ/
GGD-88-12, Dec. 22, 1987).
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Chapter 1
Introduction

Processing of
Taxpayer
Correspondence by
Adjustments/
Correspondence
Branch

and issued three reports that dealt, in part, with A/C Branch inventories.
These testimonies and reports are listed in appendix 1. Likewise, a
December 1985 USA Today poll of 406 members of the Tax Division of
the American Institute of Certified Public Accountants showed that (1)
75 percent of the respondents felt that IRS was least efficient in handling
inquiries, (2) 83 percent of the respondents noticed unusual delays by
IRS in answering client’s correspondence, and (3) 75 percent said they
had unusual difficulties getting IRS to correct problems.

Because of these concerns and the critical impact a service center’s han-
dling of taxpayer correspondence can have on taxpayer relations, we
did this review to determine how effectively the A/C Branches corre-
spond with taxpayers. The Chairman of the Subcommittee on Com-
merce, Consumer, and Monetary Affairs of the House Committee on
Government Operations requested that we address our report to him.

The a/C Branch is responsible for quickly and accurately responding to
taxpayer correspondence. The correspondence may require the A/C
Branch to provide information explaining an action taken by IRS;
respond to questions about a taxpayer’s account balance; decide
whether a penalty should be abated; or adjust a taxpayer’s account by
revising the amount of tax, penalty, or interest due or by transferring a
payment from one account or one time period to another.

Taxpayer correspondence initially arrives at the service center’s mail
room, which opens it, stamps it with an rS-received date, and forwards
it to the A/c Branch. Clerks stamp the incoming mail with an a,/C Branch-
received date and sort it into two categories: (1) correspondence from
individual taxpayers, whose accounts are Kept on Ir$’ Individual Master
File; and (2) correspondence from business taxpayers, such as partner-
ships and corporations, whose accounts are kept on Irs’ Business Master
File. The clerks further divide the correspondence into cases involving
owed taxes, known as balance due cases; and other cases, referred to as
regular cases.

After this preliminary sort, A/C Branch clerks are to code all balance due
cases to prevent the computer from generating balance due notices
while tax examiners are reviewing the taxpayers’ correspondence.
Clerks then batch pieces of mail into folders with the same IRS-received
date and take them to adjustments units. Unit managers then log the
batches according to the Irs-received date and assign cases to tax exam-
iners on a first-in, first-out basis. Tax examiners work the cases on a
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first-in, first-out basis because IRS’ general rule is to respond to the tax-
payer within 30 days from the Irs-received date. IRS procedures also
require that the tax examiner send an acknowledgment letter within 7
days after receiving the taxpayer’s correspondence if the correspon-
dence cannot be answered within 14 days of receipt. If IRS cannot
answer the correspondence within 30 days of receipt or within the time
the taxpayer was advised in an acknowledgment letter, IrS procedures
require that tax examiners send an interim reply.

Tax examiners work cases by reviewing any information submitted by
the taxpayer and calling up account data on IRS’ Integrated Data
Retrieval System, which provides instantaneous visual access to taxpay-
ers’ accounts. If the account is not on that system or more information is
needed, the tax examiner can request the tax return from IrS’ files,
request additional information from the taxpayer, or request informa-
tion from the master file. After researching available data, the tax
examiner adjusts the taxpayer’s account, if necessary, and then
prepares a computer-generated form letter. At some service centers,
selected tax examiners with legible handwriting can respond to taxpay-
ers through handwritten notes, called “‘quick notes,” or handwritten
statements of account, which are statements showing a taxpayer’s lia-
bilities and payments.

In addition to answering taxpayers’ inquiries, the A/C Branch sends let-
ters to taxpayers notifying them of Irs-initiated adjustments to their
accounts. If a taxpayer files more than one return, for example, a dupli-
cate filing notice is computer generated. A/C Branch receives the notice,
analyzes the returns, determines the appropriate action, and sends the
taxpayer a letter explaining the action.

IRS procedures require that supervisors periodically review examiners’
work. Some examiners’ work is reviewed more often than others. Newly
hired examiners, for example, may have 100 percent of their cases
reviewed until the supervisor is satisfied with their work. The service
center’s Quality Assurance (QA) Branch also reviews cases. Each day,
tax examiners submit their closed cases to the QA Branch, which reviews
a sample of those cases to ensure that IRS’ responses are correct and that
examiners followed prescribed administrative procedures. If QA detects
an error, it returns the case to the tax examiner with an error notice
attached. The examiner either corrects the error or explains to QA’s sat-
isfaction why he or she believes there was no error. After QA completes
its review, it returns the cases to the A/C Branch for closure. In closing
the case, the A/C Branch destroys various documents in it, including any
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Objective, Scope, and
Methodology

taxpayer correspondence that did not result in a change to the tax-
payer’s account.

The above process is outlined graphically in figure 1.1.

Our objective was to determine whether the A/C Branches are corre-
sponding with taxpayers accurately and clearly and are complying with
established administrative procedures. We did our work at IrRS’ National
Office in Washington, D.C., and its service centers in Kansas City, Mis-
souri; Philadelphia, Pennsylvania; and Fresno, California. We chose
those three service centers because they provided geographic distribu-
tion and a mix of service center sizes in terms of correspondence cases
received during 1987. Of the 11.9 million receipts in 1987, Fresno had
the most among the 10 service centers (1.7 million), Philadelphia the
fifth most (1.2 million), and Kansas City the eighth most (1.0 million).
Table 1.2 shows the A/C Branch staffing levels at those three service
centers as of June 1987.

Table 1.2: Adjustments/Correspondence
Branch Staffing Levels at Three Service
Centers in June 1987

Service center examin?r; Supervisors Other Total
Fresno 401 25 62 488
Philadelphia 346 46 57 449
Kansas City 202 20 52 274

We reviewed data on a random sample of cases where tax examiners in
the A/C Branches sent correspondence to taxpayers. We randomly sam-
pled 718 cases from an estimated universe of 173,584 cases at the three
service centers over 63 working days from May 4 to July 31, 1987. Irs
National Office officials told us those 3 months would provide a repre-
sentative mix of the type cases handled by A/c Branches. Although esti-
mates based on our random sample of cases can be generalized only to
the three service centers from whose work the sample was drawn during
the 63-day data collection period, IRs officials said the results of our
review at those centers would reflect what is happening at others. We
analyzed each sample case to determine, among other things, whether
(1) the tax examiner’s action was correct, complete, and clear and (2)
the tax examiner followed prescribed administrative procedures. Chap-
ter 2 discusses the criteria we used to make those decisions. We also
interviewed national office and service center officials, adjustments unit
supervisors, and tax examiners. The percentages and counts cited in this
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Figure 1.1: Processing of Taxpayer
Correspondence and IRS-Initiated
Adjustments
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report are weighted estimates obtained from our sample unless other-
wise noted. Appendix II contains a detailed explanation of our sampling,
our quality control over the data collection, and the sampling errors for
the universe estimates used in the report.

We did our review from April 1987 to January 1988 in accordance with
generally accepted government auditing standards.
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Chapter 2

IRS Needs to Improve the Quality of
Correspondence and Service to Taxpayers

Generally, in corresponding with a taxpayer, the a/C Branch is either
explaining an IRS-initiated adjustment to the taxpayer’s account or is
responding to the taxpayer’s inquiry, which also might involve an
account adjustment. Our review of correspondence and related cases at
three service centers indicated that IRS’ letter, the adjustment discussed
in the letter, and/or the action taken by IRS in response to the taxpayer’s
inquiry was often incorrect, unresponsive, incormplete, or unclear. Such
responses sometimes resulted in the assessment of incorrect tax and
penalties. Equally serious, however, are the potential confusion and
frustration on the part of taxpayers and the extra time and expense IRS
and taxpayers might incur in processing additional correspondence
needed to resolve the issue. We discussed our findings with A,c Branch
chiefs or their designees in the three service centers. They agreed with
our conclusions in more than 90 percent of the cases in which we identi-
fied a quality problem. Our review also indicated that the A/c Branch, in
responding to taxpayer inquiries, did not always comply with proce-
dures designed to foster good taxpayer relations and that many A/C
Branch letters contained typing, spelling, or grammatical errors that
could tarnish IRS’ professional image.

Table 2.1 shows the extent to which these problems occurred in cases
handled by the A,c Branches at the Fresno, Kansas City, and Philadel-
phia Service Centers during the 63 days covered by our review.

Table 2.1: GAO-ldentitied Problems With
Adjustments/Correspondence Branch
Cases

Type of problem Percent®
A/C Branch'’s action or letter was incorrect, unresponsive, unclear, or
incomplete 48
Critical problems involving incorrect adjustments and incorrect or
unresponsive letters 31¢
Noncritical problems involving unclear or incomplete letters and
incomplete A/C Branch action 16¢
A/C Branch did not comply with procedures designed to foster good
taxpayer relations 68
Correspondence contained typing, spelling, or grammatical errors 22

#These percentages add to more than 100 because some cases were included in more than one
category

®This number ditfers from the total of the critical and noncritical problems due to rounding

“if a case involved both criticai and noncritical problems, it was counted only as a critical-problem case
to avoid double counting
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IRS Needs to Improve the Quality of
Correspondence and Service to Taxpayers

Adjustments/
Correspondence
Branch’s Action or
Letter Often Incorrect,
Unresponsive,
Unclear, or Incomplete

In assessing the quality of A/C Branch correspondence cases, we identi-
fied various types of problems using criteria that will be discussed later
in this section. After identifying problems, we differentiated between
those we considered critical and those we considered noncritical.! In
deciding whether a problem was critical or noncritical, we asked our-
selves whether IRS had failed to satisfy the taxpayer’s request or had
failed to take appropriate action on the taxpayer’s account. A “yes”
answer to either or both of those questions meant the problem was criti-
cal; a “no” answer to both meant the problem was noncritical.

Using that criterion, we determined that 31 percent of the correspon-
dence cases involved critical problems and that another 16 percent
involved noncritical problems. Those problems resulted in the incorrect
determination of some taxes or penalties and almost certainly contrib-
uted to diminished taxpayer relations, increased taxpayer frustration,
and an increased A/C Branch workload stemming from follow-up tax-
payer inquiries.

Critical Problems With
A/C Branch
Correspondence Cases

Incorrect Information

In 31 percent of the cases closed by the three service centers during our
sample period, the A/C Branch made critical errors that adversely
affected the taxpayer or IRS. These cases involved instances in which the
tax examiner provided incorrect information, failed to address all the
taxpayer’s questions, or acted incorrectly in adjusting or failing to
adjust the taxpayer’s account,

We classified a piece of correspondence as containing incorrect informa-
tion if the letter (1) contained data that was incorrect based on tax regu-
lations published in IRS manuals and publications, (2) incorrectly
explained the basis for a tax or penalty, or (3) provided incorrect infor-
mation about adjustments made to a taxpayer's account. For example:

IRS sent a taxpayer a notice which said *“We changed your tax return to
correct your income from wages, salaries, tips, etc.”” The additional tax
due was about $1,000. The taxpayer returned the notice with copies of
his wage and withholding statements and asked for an explanation. The
tax examiner sent the taxpayer a statement of debits and credits to the
taxpayer’s account and explained that the additional tax was due to the

INeither of these categories includes procedural problems or typing, spelling, or grammatical errors.
Those problems and errors are discussed later.
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Unresponsive Correspondence

taxpayer’s error in computing medical and dental expenses. This expla-
nation was incorrect. IRS had erroneously added about $4,100 in nonem-
ployee compensation to the taxpayer’s reported wages and salaries. The
taxpayer had already reported the nonemployee compensation as busi-
ness income on his tax return. IRS’ double counting of the nonemployee
compensation caused an incorrect tax assessment of about $1,000.

A business taxpayer terminated a partnership and filed a final Form
941 (Employer’s Quarterly Federal Tax Return) along with a deposit of
about $130 for federal unemployment tax in August 1986. Federal
unemployment tax is supposed to be reported on a Form 940 (Federal
Unemployment Tax Return). The taxpayer wrote on the check that the
deposit was for federal unemployment taxes, but IRS credited the deposit
to the taxpayer’s Form 941 account and refunded it because the Form
941 account was overpaid. The taxpayer filed the Form 940 on Febru-
ary 2, 1987. 1rs processed the Form 940, assessed a penalty and interest
for underpayment of about $130, and sent the taxpayer a balance due
notice. The taxpayer sent a copy of the cancelled check and wrote a note
on the balance due notice saying that the business had terminated in
July 1986 and the federal unemployment tax had been paid before it
was due to close out the account. In response, the A/C Branch tax exam-
iner sent the taxpayer a letter which said that Irs located the taxpayer’s
federal unemployment tax payment and credited it to the taxpayer’s
account. This explanation was incorrect because the tax examiner did
not make any adjustment. The tax examiner should have explained that
IRS had credited the Form 940 tax payment to the taxpayer’s Form 941
account and refunded it. Because of the erroneous refund, the taxpayer
still owes about $130. The tax examiner’s incorrect explanation could
lead the taxpayer to believe that IRs had located a misapplied payment
and credited it to his account. As a result, the taxpayer could be con-
fused when he continues to receive balance due notices and he may even
ignore them because he believes they are incorrect.

We considered correspondence unresponsive if it did not address the
question or problem raised by the taxpayer. For example:

A taxpayer received a refund of about $600, which was less than
expected, and an IRS notice explaining that the difference was due to
overstated estimated tax payments on the tax return. The notice also
listed the estimated tax payments made by the taxpayer. The taxpayer
wrote IRS and enclosed cancelled checks showing an additional estimated
tax payment of about $360 not reflected on IRS’ record. Thus, IRS owed
the taxpayer an additional $360 refund. The taxpayer also asked
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Incorrect Adjustment Action

whether IRS wanted the refund check for $600 returned (so it could then
process a refund check in the right amount) or whether Irs would send
another check for the additional $360. The taxpayer also inquired
whether IRs owed interest on the $360. The a/C Branch replied by saying
that Irs had found the $360 payment and credited it to the taxpayer’s
account. The response did not address the taxpayer’s other questions. It
did not tell him he would receive another refund check of $360 or that
he might receive interest depending on how quickly IRS processed the
refund.

IRS sent a balance due notice for about $1,100 because of an adjustment
to an employer’s reported social security and Federal income tax with-
holdings. The taxpayer returned the balance due notice with a statement
saying that he had paid the tax months ago and that no changes or
amendments had been made to his employment tax return. He also said
that the amount due indicated a large payroll and he had only one part-
time employee. He asked for an explanation. The tax examiner sent the
taxpayer a letter saying that IRS had made an additional tax assessment
and the taxpayer needed to file an amended return if it was not correct.
The tax examiner’s response did not provide the taxpayer any more
information than the balance due notice and it did not provide the
explanation the taxpayer requested. Because the tax examiner did not
explain why IRS assessed additional tax, the taxpayer may have to write
again or file an amended return.

We considered IRS' action incorrect if the tax examiner made an errone-
ous entry to the taxpayer’s account, assessed an incorrect tax, abated a
penalty that should not have been abated, did not correct a previous
erroneous adjustment, or otherwise made an incorrect adjustment. For
example:

A married taxpayer filed two Form 1040As for the same tax year. The
husband separately filed one Form 1040A to report his income and
Jjointly filed a Form 1040A with his wife to report her income. An A/C
Branch tax examiner combined the two returns and refigured the tax
but did not correctly combine wages and charitable deductions. Because
of this incorrect adjustment, IrRS assessed the taxpayers about $80 too
much in tax.

A taxpayer incorrectly combined about $5,100 of income reported on
Schedule C (Profit or Loss from Business or Profession) with wages
reported on line 7 of the Form 1040. Schedule C income should have
been reported on line 12 of the Form 1040 as business income. IRS’
returns processing unit brought the Schedule C income forward to line
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12 of the Form 1040 and refigured the income tax. Because the taxpayer
had incorrectly reported the Schedule C income on line 7, IRS’ adjustment
resulted in the income being counted twice—once on line 7 by the tax-
payer and again on line 12 by IRS. IRS notified the taxpayer that it had
transferred the amount of business income from Schedule C to the Form
1040 and advised the taxpayer of a tax increase of about $2,300. The
taxpayer sent the A/C Branch a letter explaining that he had incorrectly
reported the Schedule C income on line 7. The taxpayer included his
wage and withholding statements and a copy of the Form 1040 and sup-
porting schedules. In his letter, the taxpayer listed the amount that
should have been reported as wages and the amount which should have
been reported as business income. The taxpayer also said that he had
called Irs and was told to provide the information enclosed. The tax
examiner had sufficient information to correct the taxpayer’'s account
but instead sent the taxpayer a letter saying that the taxpayer should
file an amended return.

Noncritical Problems With
A/C Branch
Correspondence Cases

Unclear Correspondence

Of the cases closed by the three service centers during our sample
period, 16 percent involved noncritical problems only.? In these cases,
the examiner either (1) made the correct adjustment, but explained it in
such a way that it might have confused the taxpayer, (2) did not go far
enough to explain things so the taxpayer might avoid similar mistakes in
the future, or (3) did not refer the case to another service center func-
tion, such as collection, when required.

We considered correspondence unclear if it contained conflicting infor-
mation or information that did not apply to the circumstances of the
case. For example:

A business taxpayer returned a copy of an IRS balance due notice with a
check for the amount due. The tax examiner then sent the taxpayer a
letter with a statement of account showing no balance due. The letter
said

**We have enclosed a record of your account, in response to the correspondence iden-
tified above. Any current balance due will be shown on these records. However,
these amounts will not reflect additional penalty and interest accruals which con-
tinue until the account is paid.

2Some of the cases involving critical problems also contained noncritical problems. Those were not
included in computing the 16 percent.
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Incomplete Correspondence

Incomplete Action

Please review the enclosed statement of your account. If you do not agree with our
records please feel free to contact this office.

Please enclose a copy of this letter with your payment, or if you need to write again
about this matter. Please include a telephone number where we may reach you dur-
ing the day.”

This letter could have confused the taxpayer because the record of
account showed a zero balance. The letter, however, indicated that the
taxpayer still owed money.

We considered correspondence incomplete if it was technically correct
and addressed the question or problem raised by the taxpayer, but did
not include information that could be beneficial to the taxpayer and help
the taxpayer avoid similar problems in the future. For example:

A taxpayer wrote IRS questioning penalty assessments for depositing
employment taxes late and filing the related return late. The taxpayer
said in his letter that, according to instructions for filing, one has 10
days past the due date to file if all deposits are made timely. The tax-
payer asserted that he owed no penalties because his deposits were
timely and he had until February 10 to file (10 days past January 31).
The tax examiner wrote back that Irs had received the taxpayer’s return
on February 9, and that he thus incurred a late filing penalty and a late
deposit penalty on the $1,400 that was paid with the return. This infor-
mation was correct, but did not fully expiain why the taxpayer incurred
these penalties. The tax examiner should have explained further that
you have 10 more days to file after the due date only if you deposit all
taxes when due for a quarter. In this case, the taxpayer should have
paid the $1,400 by January 31, not February 9. Therefore, the tax-
payer’s return and the $1,400 were due on January 31, and the penalties
were correct.

We considered IRS’ action incomplete if the tax examiner should have
taken additional action, such as referring the case to another service
center function, to ensure that the taxpayer received a complete, clear,
and correct resolution to his or her inquiry. For example:

A taxpayer sent IRS a check for $250 and a letter saying that he still
owed about $1,200 in taxes for 1984 and 1986. The taxpayer said he
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would pay the balance in installments and asked for an updated state-
ment showing the amount owed. The tax examiner correctly provided
the updated statement. The tax examiner, however, should have also
referred the case to the Service Center’s collection function because the
taxpayer wanted to make installment payments. IRS’ manual specifies
that the A/Cc Branch should expedite cases to the collection function if a
taxpayer expresses a desire to pay in installments. Collections would
have arranged for the taxpayer to pay in installments and would have
stopped further billing notices. Because the case was not referred to col-
lections, IRS will continue to send billing notices, and if the taxpayer has
not fully paid at the end of the regular IRrs billing cycle or otherwise
rectified the situation, IRS will initiate collection action which could
include levying the taxpayer’s assets.

Adjustments/
Correspondence Branch
Officials Generally Agreed
With GAO-Identified
Quality Problems

We discussed all of the cases that we considered to have critical or non-
critical problems with A,C Branch chiefs or with personnel designated by
the branch chiefs at the individual service centers. They agreed with our
conclusions in 93 percent of the cases we considered critical and 95 per-
cent of the cases we considered noncritical—including all of the exam-
ples cited previously. When A/C Branch personnel disagreed it was
generally on cases in which (1) the taxpayer would be getting a com-
puter-generated notice in addition to the A/C Branch letter or (2) the tax
examiner. had to exercise judgment because IRS’ procedures were not
specific.

If a tax examiner adjusts a taxpayer’s account, IRS’ computer system
automatically generates a notice that shows the adjustment and the
revised balance due. IRS’ manual specifies that all correspondence
received from taxpayers must be answered and the answer should
explain the action taken, even if the action was exactly what the tax-
payer requested. We would have no problem if the case was one in
which the tax examiner wrote no letter to the taxpayer but relied,
instead, on the computer-generated notice to provide necessary informa-
tion to the taxpayer. The cases we took issue with, however, were ones
in which tax examiners provided some information in a letter and relied
on a computer-generated notice to provide the remaining information. In
these cases, we believe it would have been a better service to the tax-
payer to provide complete information in the letter and to explain that a
revised notice would be forthcoming. Because the taxpayer may not
receive the letter and the computer-generated notice at the same time, a
partial reply could be confusing and annoying to the taxpayer. It could
also cause the taxpayer to write again and generate additional work for
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the A/C Branch. For example, if the taxpayer responds to a balance due
notice with copies of cancelled checks and a letter saying payment was
made and asking IRsS to abate penalties and interest, we believe that the
tax examiner should address both issues in the letter instead of advising
the taxpayer that IrS located the misapplied payments and applied them
to the taxpayer’s account in a letter and relying on the computer-gener-
ated notice to inform the taxpayer that the penalty and interest were
abated.

In some cases, A/C Branch personnel disagreed with our conclusions
because they felt the responses involved matters of judgment regarding
clarity and completeness, rather than compliance with IRS procedures.
For example:

In March 1986, IrS assessed additional tax and interest totaling about
$490 on a taxpayer’s 1983 account. In April 1986, IrS transferred an
overpayment from the taxpayer’s 1985 account to pay the balance due
for 1983 and sent the taxpayer a notice to that effect. The taxpayer
returned a copy of the notice with this question: “Was paid in 1986. Can
this also be considered F.I.T. paid in 1986.” The tax examiner sent a
letter which thanked the taxpayer for his inquiry and stated ‘“The 1983
tax account is paid in full”. The tax examiner’s letter did not address the
taxpayer’s question. The taxpayer was not asking if the 1983 account
was paid. Apparently, the taxpayer intended the initials F.I.T. to stand
for federal income tax and was asking if federal income tax assessed for
the 1983 tax year could be considered federal income tax paid in 1986.
The A/C Branch Chief believed the tax examiner’s letter was correct
because the examiner did not know what *‘F.I.T.”” meant. The Branch
Chief said F.I.T. is not a standard acronym used by IRS. The Branch
Chief agreed, however, that the tax examiner’s letter did not address the
taxpayer’s question if the taxpayer intended F.I.T. to mean federal
income tax. In an instance like this, we believe the tax examiner should
request clarification instead of providing a generic response that does
not address the taxpayer’s inquiry.
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Quality Problems Affect
IRS’ Workload, Taxpayer
Relations, and Tax
Assessments

In our opinion, quality problems of the type discussed can have three
major effects. They can (1) lead to follow-up correspondence that adds
to A/C Branch workload, (2) cause taxpayer frustration, and (3) result in
incorrect assessments of tax and penalties.

Inappropriate responses contribute to IRS’ correspondence workload by
generating follow-up correspondence from the taxpayer—correspon-
dence that could have been avoided if IrRS’ initial response was appropri-
ate. Because IRS’ records do not show the number of times a taxpayer
wrote IRS on the same issue, we could not determine how many of the
inappropriate responses in our sample resulted in additional taxpayer
inquiries. About 22 percent of the cases closed during our sample period,
however, involved taxpayers who said in their letters that they had pre-
vious contacts with IRS regarding the same issue. Some of those taxpay-
ers attached copies of prior correspondence from or to IRS.

For example, one business taxpayer attached copies of five letters that
had been sent to IRS over a period of about 2 years in an attempt to have
IRS’ records corrected to show that the corporation’s tax year ended in
February rather than December. The taxpayer also included copies of
the corporation’s by-laws and income tax return. Because the taxpayer
listed December as the ending month on its application for a taxpayer
identification number, IRS’ records showed December as the end of the
corporation’s tax year. However, the corporation filed its income tax
return showing February as the ending month. Because tax deposits and
the date the return was filed did not correspond with the date on IrS’
records, IRS assessed the taxpayer penalty and interest totaling about
$900. The taxpayer paid the penalty and interest under protest to avoid
further collection action and continued to write IRS requesting that IRS
correct the year ending date and abate the penalty and interest. In
response to the taxpayer’s most recent correspondence, IRS corrected the
fiscal year end to February, but did not address the taxpayer’s request
to abate the erroneous penalty and interest.

A high incidence of repetitive taxpayer inquiries was also cited in a Jan-
uary 1988 task force report on adjustment receipts and timeliness®. The
IRS task force reported that taxpayers had previously contacted IRS on

3This study resulted from an IRS quality improvement project to determine causes of A/C Branch
receipts and to identify systemic impediments to timely processing of taxpayer inquiries. To deter-
mine causes of receipts, the project team sampled 20,000 cases at four service centers (Austin, Brook-
haven, Kansas City. and Ogden) during the period February 23 to July 30, 1987. To identify
impediments to timely processing, the team visited all service centers between April and August 1987
and sampled 150 to 200 old cases at each site. Cases not closed within 45 days of IRS receipt are
considered old.
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the same issue in 23 percent of the 20,000 cases it reviewed at four ser-
vice centers between February and July 1987. 1rs’ ability to respond to
follow-up correspondence can be adversely affected by the fact that cor-
respondence case files are generally destroyed once the letter to the tax-
payer is mailed. If the taxpayer does not include copies of all previous
correspondence, the tax examiner handling the most recent correspon-
dence may have trouble reconstructing the case.

Although our sample of correspondence showed that quality problems
cause repeat taxpayer correspondence, we could not determine the
number of additional letters caused by quality problems in the sample
cases. IRS would likely receive some repeat correspondence even if all
adjustments were correct and all letters appropriate because, as the cor-
respondence we reviewed showed, some taxpayers have difficulty
understanding complex tax regulations and are understandably persis-
tent about having adjustments made to their accounts.

In addition to the unnecessary cost associated with processing repeat
correspondence and incorrect adjustments, inappropriate letters can
frustrate taxpayers, as indicated by the tone of some taxpayer corre-
spondence we reviewed. For example, one taxpayer wrote:

“I have either written, or telephoned on this issue in the past to try and resolve the
problem, but all I seem to get is a run around.”

As indicated by some of the examples discussed earlier, quality prob-
lems can also lead to erroneous adjustments. Of our 718 sample cases, 49
involved incorrect tax and penalties totaling $38,300 ($28,500 in IRrs’
favor and $9,800 in the taxpayer’s favor).* We do not know to what
extent, if at all, the incorrect taxes and penalties were corrected through
subsequent correspondence.

*The number of cases and dollar amounts are unweighted sample counts. We did not project the
sample results to the estimated universe because of the small number of sample cases involved.
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In 68 percent of the cases closed by the three service centers during our
sample period, the aA/Cc Branch did not comply with one or more proce-
dures designed to enhance IRS’ service to taxpayers. Those procedures
relate to sending acknowledgement letters and interim responses,
preventing further billing notices while IRs is working a case, apologizing
for IRs errors, and referencing the date of the taxpayer’s correspondence
in IRS’ reply.

If a tax examiner cannot respond to an inquiry within 14 days of IRS’
receipt, IRS procedures require that A/C Branches send an acknowledge-
ment letter within 7 days of receipt. This letter advises the taxpayer
that IRS received the correspondence and when the taxpayer can expect
a response. If IRS cannot respond within the time specified in the
acknowledgement letter, IRS procedures require that the tax examiner
send an interim response to let the taxpayer know IRs is still working on
the inquiry. About 85 percent of the cases closed by the three service
centers during our sample period required an acknowledgement letter.
No letter was sent in 49 percent of those cases. When IRS sent acknowl-
edgement letters, 67 percent of them were not sent within the required 7
days and 48 percent did not go out within 14 days. Interim responses
were required in about 21 percent of the cases; none were sent in 94
percent of those cases. When taxpayer correspondence is not answered
timely or acknowledged, additional taxpayer contacts and taxpayer
frustration may occur.

IRS procedures also require that A/C Branches stop further billing notices
on a balance due account if IrS has received an inquiry from the tax-
payer and the case cannot be closed within 5 work days of receipt or
before the next notice goes out, whichever is earlier. Generally, tax
examiners complied with that procedure. However, there were some
exceptions. In 48 percent of the cases closed during our sample period,
action was required to stop billing notices. In 9 percent of those cases,
either no action was taken or action was taken later than required by IRS
procedures, and the taxpayers received balance due notices before 1rRS
answered their correspondence. There were 26 such cases in our sample.
In 9 of those 26 cases,” the balance due notices sent to taxpayers were
incorrect because tax examiners eventually made adjustments to the
taxpayers’ accounts which were not reflected in the notices.

5These numbers are unweighted sample counts. We did not project these sample results to the esti-
mated universe because of the small number of sample cases involved.
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Typing, Spelling, and
Grammatical Errors
Can Tarnish IRS’
Image

According to IRS procedures, A/C Branches should apologize when the
taxpayer’s correspondence involves an issue that arose because of an IRS
error. During our sample period, 26 percent of the cases met that crite-
rion. IrS did not apologize in 70 percent of those cases. Compliance with
procedures requiring apologies for the inconvenience caused by IRS
errors should enhance taxpayer relations.

IRS procedures also require that responses to taxpayers must reference
the date of the taxpayer’s inquiry. This procedure was implemented
because of an IRS study report, issued in August 1983, which said that
taxpayers, and taxpayers’ representatives in particular, could not
always determine which inquiry IRS was answering. In about 47 percent
of the cases closed during our sample period in which the date of the
taxpayer’s correspondence was known, tax examiners either did not
refer to the date of the taxpayer’s correspondence in their reply or
referred to an incorrect date. Tax examiners often referred to the date
of IRS’ receipt as the date of the taxpayer’s correspondence.

Besides assessing the accuracy, completeness, and clarity of A/C Branch
correspondence, we also identified the extent to which correspondence

involved typing, spelling, and grammatical errors. These errors detract

from the quality of IRS correspondence and can tarnish IrS’ professional
image.

Of the cases closed by the three service centers during our sample
period, 22 percent involved correspondence that contained misspelled
words, misspelled names, incorrect punctuation, incorrect capitalization,
and other grammatical errors. Most of these errors were minor relative
to the problems we found with incorrect adjustments and incorrect,
incomplete, and unclear letters. For example, a tax examiner sent the
following letter to a taxpayer.

“Dear Taxpayer:

I writing in reply to your letter dated April 25, 1987.

Your account has been adjusted according to your Form 1040X.

We apologize for the confusion caused by are losing you amended return you filed in
1985.

No further action is needed on your part.”

A quality assurance unit reviews a sample of A/C Branch letters for typ-

ing, spelling, and grammatical errors before they are mailed. Because we
selected our sample before that review, some of the errors we found

Page 25 GAO/GGD-88-101 Tax Administration



Chapter 2
IRS Needs to Improve the Quality of
Correspondence and Service to Taxpayers

Conclusions

may have been corrected. To assess that possibility, we analyzed the
results at one service center. At that center, quality assurance reviewed
7,526 computer-generated letters, or 21 percent of the letters prepared
during our sample period. To the extent our grammatically incorrect let-
ters fell into the 79 percent not reviewed, they would have gone uncor-
rected. Further, quality assurance only reviewed computer-generated
letters while we also reviewed handwritten notes at the two centers that
used them. Of the cases closed during our sample period that contained
typing, spelling, and grammatical errors, 10 percent involved handwrit-
ten notes while the rest involved computer-generated letters.

Taxpayers have a right to expect correct, complete, and responsive cor-
respondence from IRS. Our analysis showed, however, that A/C Branch
correspondence is too often incorrect, unresponsive, unclear, and incom-
plete, and that branch personnel too often did not comply with proce-
dures designed to improve taxpayer relations. Those conditions are
likely to strain taxpayer relations, frustrate taxpayers, and increase IRS’
correspondence inventory.
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IRS Should Consider
Whether Changes Are
Needed to the
Adjustments/
Correspondence
Branch Tax Examiner
Position

Information developed during our review and recent IRS studies point to
several factors that have contributed to the problems discussed in chap-
ter 2. Those factors include the use of generic responses that make it
difficult for examiners to arrive at an appropriate finished letter, the
need for improved quality assurance, and the need for improved train-
ing and supervisory review.

Recent IRS reports on A/C Branch activities discuss some of these factors
and make recommendations on training and supervision that should, if
implemented, improve A/C Branch correspondence quality. IRS needs to
go beyond those recommendations, however. It should, for example,
evaluate the A/C Branch tax examiner position to determine whether the
findings in this report and internal IRS studies warrant revision of (1)
the qualifying requirements for that position, (2) the quality and quan-
tity performance standards by which examiners are rated, and/or (3)
the opportunities for advancement. We believe, also, that more needs to
be done to improve the value of quality assurance to management and to
make it easier for tax examiners to compose appropriate letters.

In light of the problems discussed in chapter 2 and their potential
impact on taxpayer relations, we believe IRS should consider whether
fundamental changes are needed to the tax examiner position in the A/C
Branch. That consideration should include a determination whether the
qualifying requirements, the performance standards, and/or the oppor-
tunities for advancement need to be revised.

Generally, A/Cc Branches hire tax examiners as grades 4s or 5s with a
starting salary of about $13-$15,000. Most new A,C Branch tax examin-
ers are hired from outside IRS. Some transfer to the branch from other
service center jobs, such as data entry in returns processing. The mini-
mum requirements to qualify as a grade 4 are generally 2 years of col-
lege or 2 years of clerical or office work. To qualify as a grade 5, a
person must have had 4 years of college or 2 years of clerical/office
work and 1 year of specialized experience that is defined as ‘‘experience
with tax records, reports, documents, financial accounts, or similar
records involving the use of source documents according to established
rules and procedures.”

According to their position description, grade 5 tax examiners in the A/C
Branch are expected to have
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knowledge of a broad range of tax regulations pertinent to individual or
business tax returns;

knowledge of IrRs’ document processing, the master file system, and the
effects of transactions on tax accounts;

knowledge of other agency procedures related to tax processing, such as
those of the Social Security Administration and private financial
institutions;

knowledge of criteria that require case referrals to other IrS functions
like Examination or Criminal Investigation;

an ability to communicate effectively both orally and in writing; and

an ability to use the Integrated Data Retrieval System to do research,
initiate correspondence, and input adjustments to a tax account.

Tax examiners are evaluated against both quantity and quality stan-
dards which A/c Branch management, with input from the ga Branch,
sets. The standards prescribe a minimum level of performance and an
outstanding level of performance. The standards vary by grade of exam-
iner and by the type of cases being worked. Quantity standards, which
are developed on the basis of past performance, specify the number of
cases to be worked in an hour. Quality standards, which are developed
on the basis of error rate information reported by the QA Branch, specify
the allowable percent of cases with errors.

Not only do these standards vary by grade and type of case, but also
among service centers. Table 3.1 illustrates the standards in effect dur-
ing our review for grade 5 and grade 7 examiners working business
screening cases, which are business cases that can be closed just by
using information on the Integrated Data Retrieval System. The left side
of the ranges in the table represents the minimum level of performance;
the right side represents the outstanding level.

Table 3.1: Quantity/Quality Standards for
Business Screening Cases

Acceptable quality range
Acceptable quantity range {percent of cases with

(cases an hour) errors)
Service center Grade 5 Grade 7 Grade 5 Grade 7
Fresno 32-48° 38-578 46-10 40-10
Philadelphia 37-55 47-69 85-58 75-51
Kansas City 32-60 40-6.0 80-43 64-43

4n October 1987, Fresno's quantity standard for this type case was revised to require a grade 5 to
complete 2.6 to 3.9 cases an hour and a grade 7 to complete 3 to 4.5 cases an hour The revision was
retroactive to July 1, 1987 The quality standard was not revised
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Another area that may need IRS’ attention is the level of tax examiner
experience. Service center officials believe that tax examiners need at
least 3 years of experience in the A/Cc Branch to be fully qualified. The
January 1988 interim report prepared by IrRS’ Adjustment Receipts and
Timeliness Study task force showed that 70 percent of aA/c Branch exam-
iners nationwide have 3 or less years of experience. The experience level
of tax examiners who worked the cases in our sample was similar. Of
the 389 tax examiners involved in our sample cases, 255 had less than 3
years of experience'.

A/C Branch managers told us that it is difficult to retain tax examiners.
They attributed turnover to the following:

New hires do not understand the complexity and difficulty of the job
when they accept the position.

Opportunities for advancement beyond grade 7 are limited unless the
examiner obtains a unit supervisor or management position. Therefore,
in seeking promotions, examiners often transfer to other service center
functions or leave IRS.

In its January 1988 report, the IrS task force on adjustment receipts and
timeliness recommended that A/C Branches track attrition and that man-
agement give exit interviews to ascertain why examiners resign and to
determine if anything can be done to retain an experienced workforce
and create a more desirable working environment.

Although several A/c Branch managers and supervisors cited tax exam-
iner inexperience as a cause for poor quality correspondence and failure
to comply with procedures, our analysis showed no statistically signifi-
cant difference in the incidence of critical errors for experienced and
inexperienced tax examiners.2 Of the cases worked by tax examiners
with less than 3 years experience, 35 percent contained critical errors,
as defined in chapter 2, compared to 26 percent of the cases worked by
tax examiners with at least 3 years experience.

! These numbers are unweighted sample counts; we did not project the sample results to the estimated
universe.

“We used a 95-percent confidence level for this test.
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Use of Generic
Responses Causes
Unclear
Correspondence

Tax examiners generally respond to taxpayers by selecting prepared let-
ters from a catalog that contains about 500 letters that can be used by
the A/C Branch. These computer-generated form letters contain required
and optional paragraphs and various fields to be filled in with narrative
or with information, such as dates, dollar amounts, and form numbers.
Optional paragraphs are those that the tax examiner may choose to fit
the particular circumstance; required paragraphs are those that are
automatically printed. One particular computer-generated letter, for
example, has 17 optional paragraphs dealing with the status of tax pay-
ments. The same letter had three required paragraphs that dealt with
instructions to taxpayers about writing or calling Irs and that thanked
them for their cooperation. A copy of that letter with all of the optional
and required paragraphs is in appendix III.

When the tax examiner chooses a particular paragraph or paragraphs,
the terminal screen only shows the alpha or numeric code for the
selected paragraph(s) plus any specific data or narrative added to the
paragraph by the tax examiner. A copy of that screen is in appendix IV.
In order to visualize the entire letter, the tax examiner must look at the
hard copy of the form (not filled in) in the catalog and look at the com-
puter screen for the fill-in data. Because the completed letter is printed
in another location, the tax examiner does not see it.

Because of the large number of potential letters and paragraphs, this
system does not facilitate selection of an appropriate response. Accord-
ing to IRs national office and service center personnel, tax examiners
tend to become familiar with only a small number of letters and use
them repeatedly. Reliance on a few letters makes it more difficult for an
examiner to prepare correspondence that is responsive to the taxpayer.

The problems caused by generic responses are compounded when the
taxpayer’s letter includes more than one inquiry. The more information
being requested, the less appropriate the generic response. Thus, the tax
examiner has to compose more narrative to add to the computer-gener-
ated paragraphs. Both IRS national office and service center personnel
said that some tax examiners try to make the computer-generated
paragraphs fit and, consequently, send a confusing or nonresponsive
letter.

IRS initiated a project in the summer of 1987 to develop a new system for

selecting letters. This project is in its early stages, and IRS expects to
implement it in early 1990. It is our understanding, after reviewing the
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Needs to Improve Its
Review of Cases

Quality Assurance

project prospectus and talking to the project manager, that the new sys-
tem will provide on-line assistance to help tax examiners select
paragraphs relating to a specific subject area and create a letter using
those paragraphs rather than using existing structured letters.

The QA Branch reviews the work of the A/C Branch to ensure acceptable
quality and to provide data for use in evaluating tax examiners.? The Qa
Branch samples A/C Branch work using a sampling plan that designates
individual sample sizes for each employee and sample sizes for a partic-
ular program.* The results of QA Branch reviews, along with quantity
data from the employee’s time record, provide management with some
of the data used to rate and rank employees for promotions and awards.

The QA Branch personnel who review A/C Branch work are also tax
examiners. They have the same salary scale and are supposed to receive
the same training as A/C Branch examiners. They are either hired from
the outside or transfer in from the A/C Branch or other service center
functions. Of the three centers we visited, one had a rotational policy
whereby A/C Branch tax examiners would serve a specified term in the
Qa Branch and then return to the A/C Branch.

In reviewing a case, the QA Branch generally uses the same information
we used in reviewing our sample cases—the letter written by the A/C
Branch, the case file, and any data on the Integrated Data Retrieval Sys-
tem. At one service center, however, we noted that the Qa Branch’s
review did not include the computer-generated A/C Branch letter. The
reviewer would know, from notations in the case file or from informa-
tion in the Integrated Data Retrieval System, what generic letter the
examiner had intended to send but would not know if that letter was
actually sent or what information the examiner actually included in the
letter.

Because the Qa Branch assesses quality and reports this information to
management, we attempted to compare its results with our results for
approximately the same sampling period to determine if management is
receiving an appropriate measure of the quality of A/c Branch corre-
spondence. As discussed in chapter 2, we found that tax examiners sent

9This review differs from the grammatical review of letters discussed in chapter 2.

4IRS categorizes the work done by A/C Branches into several different programs. For exampie, cases
involving duplicate filings and tentative loss carrybacks are separate programs.
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incorrect or unresponsive letters to taxpayers or made erroneous adjust-
ments in 31 percent of the cases closed by the three service centers dur-
ing our sampling period. The QA Branches at those centers found
average error rates of 6, 10, and 20 percent for all A/c Branch tax exam-
iner activities. The error rates reported by the QA Branches would, at a
minimum, include the type of errors we considered critical and included
in our 31-percent rate. The QA rates might also include some, but not
necessarily all, of the errors we considered noncritical. Thus, to be con-
servative, we only used our critical error rate in the comparison.

One explanation for the difference between QA’s rates and ours is that
our sample included only those cases involving correspondence sent to
taxpayers whereas QA’s sample includes other A/C Branch activities. In
that regard, some A/C Branch cases are closed without the need to corre-
spond with the taxpayer. The Qa Branch does not compute separate
error rates for A/C Branch cases involving correspondence to taxpayers.
Another explanation for the difference is that the Qa Branch is not iden-
tifying all errors. Of our 718 sample cases, 62 had been reviewed by Qa.
We identified critical errors in 17 of those 62 cases. None of those errors
were caught by Qa.»

IRS Studies Indicate a
Need for Improved
Training and
Supervisory Review

On the basis of our review results, it seems logical to conclude that
improved training and supervisory review would help improve A/C
Branch performance. Recent IRrS studies of A/C Branch activities reached
the same conclusion.

Training

A/C Branches provide new tax examiners with classroom training which
includes information on service center processing, tax returns and
forms, Integrated Data Retrieval System procedures, and procedures for
handling various types of correspondence cases. Examiners then go
through a period of on-the-job-training (0JT) during which they work
cases. During 0JT, a supervisor reviews the examiner’s work until the
examiner is judged capable of performing at an acceptable level. Expe-
rienced examiners receive training on changes to procedures and the tax
law by means of bulletins, unit meetings, and annual refresher training.
The length of classroom training and oJT differs among centers.

"The numbers in this paragraph are unweighted sample counts. We did not project the sample results
to the universe because of the small number of sample cases involved.
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Our review did not include an evaluation of the effectiveness of A/C
Branch training. We interviewed 26 A/C Branch supervisors and 25 tax
examiners in Fresno, Kansas City, and Philadelphia, however, to obtain
their views on the adequacy of training in various subject matters (see
app. II for more information on these interviews). The areas most fre-
quently mentioned by the 51 supervisors and examiners as ones in

which more training was needed were

application of the various penalty and interest charges (55 percent);
resolution of missing payment conditions (51 percent);

resolution of problems involving the taxpayer’s identity, such as the
taxpayer’s name or social security number (41 percent);

composition of letters and quick-notes and deciding which to send (35
percent); and

assessing reasonable cause for abating penalties (31 percent).

Our review of A/C Branch training materials indicated that they covered
all the areas where supervisors and examiners indicated a need for addi-
tional training. Although we did not assess the adequacy of that cover-
age, reports on two recent IRS studies expressed concerns in that area. In
its 1986 report on a review of A/C Branch operations at the service cen-
ters in Austin, Texas, and Ogden, Utah, a Southwest Region task force
said that training course materials were outdated and inaccurate. Like-
wise, according to a June 1987 internal audit report on the Philadelphia
Service Center, A/C Branch managers at that center believed that train-
ing materials were inadequate and said that instructors often had to
revise the materials.

The Adjustments Receipts and Timeliness Study (ARTS) task force also
assessed A/C Branch training and, in its January 1988 interim report,
recommended, among other things, that IRS

develop minimum standards for various levels of training,

schedule training in segments to allow new tax examiners time to gain
experience with a category of work before advancing to other areas, and
certify that trainees have met defined training objectives before going to
more advanced training.

We believe that those recommendations, if implemented, could lead to

improved A/C Branch quality. In commenting on a draft of this report,
the Commissioner of Internal Revenue noted that a senior manager was
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appointed in April 1988 to coordinate implementation of the ARTS recom-
mendations and that training issues would be addressed in an ARTS
implementation plan scheduled to be developed by the end of 1988.

Supervisory Review

A/C Branch supervisors at the three service centers we visited do many
types of reviews. Most of those reviews, however, do not involve check-
ing for the problems we noted in chapter 2. For example, supervisors

review cases that tax examiners have suspended while awaiting addi-
tional information to assess the examiner’s work and to make sure the
additional information is needed to work the cases,

review cases being routed to other service center functions to make sure
the cases do not belong in the A/c Branch, and

review old cases to see if they can be closed quickly.

Other than the review of suspended cases already referred to, there is
no IRS-wide requirement that supervisors review the technical accuracy
of correspondence cases. Supervisors in Kansas City said, however, that
they generally do an in-depth review of each tax examiner once or twice
a year during which time they review 1 day’'s work and report the
results back to the tax examiner in writing. New examiners and examin-
ers who are not meeting quality standards are subjected to more fre-
quent in-depth reviews. As part of an in-depth review, the supervisor is
to assess the quality of the correspondence, the examiner’s responsive-
ness to the taxpayer, the correctness of adjustments, and the examiner’s
compliance with procedures. Supervisors in Fresno and Philadelphia
told us they were not performing in-depth reviews except for new
employees and those not meeting quality standards.

We did not evaluate the in-depth reviews being done by A/C Branch man-
agers. Recent IRs studies, however, have expressed concerns about
supervision, particularly the issues of span of control and management
reviews. The January 1988 ARTS report, for example, noted that the
number of tax examiners per unit ranged from 18 to 24 at the various A/
¢ Branches and that administrative duties associated with the large
number of employees assigned to each unit prevented managers from
doing case reviews.

The ARTS report included the following recommendations relating to
supervision:
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Conclusions

Establish national guidelines that provide for a unit small enough to
allow managers to do a sufficient number of meaningful case reviews.
Review a minimum sample (the lesser of 10 percent or 10 cases) of each
employee’s closed cases each quarter for technical accuracy.

Develop a manager’s handbook to include, among other things, guide-
lines on how to do a review.

We believe that these recommendations, if implemented, would lead to
better supervisory reviews and increased assurance as to the quality of
A/C Branch correspondence.

According to information we obtained from IRS, work has begun on
development of a manager’s handbook. That handbook is expected to
include, among other things, standards for the type, scope, and number
of managerial reviews to be done; guidelines on how to do a review; and
an outline of the types of administrative policies needed to promote an
efficient operation.

No one factor appears to be solely responsible for the quality and proce-
dural problems we identified in analyzing A,C Branch correspondence
cases. Instead, our review and recent IRS reviews point to several con-
tributing factors involving training, supervision, quality assurance, and
the use of generic responses.

IRS recognized the need to improve A/C Branch operations and estab-
lished a task force to address the issue. Although the task force concen-
trated on the timeliness of A/C Branch correspondence and not quality,
its interim report included several recommendations that should, if
implemented, enhance the training and supervision of A/C Branch exam-
iners and thus the quality of their work. Also, because QA Branch exam-
iners receive the same training as A/C Branch examiners, any training
improvements should enhance the QA Branch’s ability to identify quality
problems. We believe that the results of our study underscore the impor-
tance of those recommendations and the need for management to
address them expeditiously.

Besides addressing the ARTS recommendations IRS needs to take steps to
make it easier for tax examiners to compose responsive correspondence
and to make quality assurance more useful to A/C Branch management.

As we understand it, the system IRS has started developing to help tax

examiners compose letters through computer prompts should lead to
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more responsive correspondence than has the existing system, which
relies on the examiner’s familiarity with all possible generic responses.
It is not clear, however, whether that system will enable the tax exam-
iner to view the entire letter once it has been composed. We believe the
tax examiner needs that capability to help ensure that the letter ade-
quately conveys the intended message. It is also not clear how such a
system would work in cases involving more than one inquiry. Because
the computer would apparently suggest paragraphs based on the subject
area identified by the tax examiner, it is important that (1) the tax
examiner, in queuing the computer, be alert to the fact that each of the
taxpayer’s inquiries needs to be addressed and (2) the system be suffi-
ciently flexible to handle those situations.

A/C Branch management’s ability to identify and correct systemic prob-
lems with Branch correspondence would be facilitated if the Qa Branch
provided management not just with information on overall A/C Branch
quality but also with specific information on the quality of cases involv-
ing correspondence with the taxpayer. Considering the potential effect
of poor quality correspondence on taxpayer relations and A/C Branch
work load, we believe that information is vital. It is also vital if manage-
ment is to have a sound basis for assessing the impact of quantity stan-
dards. We do not disagree that tax examiners need to be accountable for
quantity as well as quality. It is important, however, that the two be
balanced. To that end, specific QA Branch information on the quality of
correspondence cases would be useful.

We also believe that IRS needs to evaluate the A/C Branch examiner posi-
tion. That evaluation should include a determination whether the qual-
ity and quantity performance standards by which tax examiners are
rated are reasonable in light of the problems discussed in this report.
The evaluation should also include a determination as to whether the
demands of the job and the potential impact on taxpayer relations war-
rant revision of the minimum requirements needed to qualify for a tax
examiner position and the opportunities to advance within that position.

Recommendations to e recommend that igs:

the Commissioner of . ensure that the system being developed to help tax examiners compose

Intemal Revenue responses to taxpayer inquiries (1) allows examiners to view letters
after they have been composed and (2) facilitates the preparation of
responsive answers to taxpayer correspondence involving more than
one inquiry;
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Agency Comments and
Our Evaluation

report separately the quality assurance error rates associated with A/C
Branch cases involving correspondence being sent to taxpayers; and
determine whether the qualifying requirements, the quality and quan-
tity performance standards, and the opportunities for advancement for
the A,/C Branch tax examiner position need to be revised.

IRS commented on a draft of this report in a June 10, 1988, letter (see
app. V). In that letter, the Commissioner of Internal Revenue noted that

... IRS has been concerned with service center correspondence problems since
1985 and has initiated several quality improvement programs to address these prob-
lems since then. Many of the problems noted in your report are the same problems
we identified in our studies and have already taken steps to correct. As a result, our
correspondence and adjustments inventories have declined substantially over the
last few years. However, we continue to be concerned with the quality of our
responses to correspondence and are focusing our quality improvement studies on
providing understandable and accurate responses to taxpayers’ correspondence.”’

In response to our specific recommendations, IrRS made the following
points:

The system being developed to help examiners compose letters to tax-
payers will use the latest computer technology to develop state-of-the-
art correspondence software. According to IRS, the new system and soft-
ware will permit examiners to view an entire letter once it has been com-
posed and will be sufficiently flexible to enable examiners to respond to
multiple inquiries from a taxpayer. IRS plans to test the system in 1989
and implement it in early 1990.

In January 1988, Irs installed a system to, among other things, provide
error and trend analyses of the A/C Branch work load. In addition to
analyzing accuracy in handling inquiries and adjusting accounts, the
system also analyzes the quality of correspondence related to the adjust-
ment cases. IRS plans to ‘“‘separate the information pertaining to corre-
spondence from the information on adjustments into a separate analysis
program’” which will be operational in January 1989.

IRS plans to review the qualifying requirements for A/c Branch tax
examiners, develop new quality and quantity standards, establish
acceptable performance levels, review the current grade structure to
determine if the career potential of that position can be improved,
implement the ARTS recommendation that exit interviews be conducted
to determine why tax examiners resign, and explore the feasibility of a
pass/fail test for all new tax examiners.
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IRS’ proposed actions appear responsive to our recommendations. Con-
sidering the critical issues involved and IRs’ statement that it has been
aware of many of the problems we identified since 1985, we would
encourage IRS to do all it can to hasten corrective action.

Because no one had been assigned responsibility for acting on the ARTS
findings as of March 21, 1988, our draft report also included a proposal
that IRS assign responsibility for ensuring consideration of the ARTS rec-
ommendations, especially those relating to training, supervision, and
attrition. Because IRS has since appointed a senior manager to coordinate
implementation of the ARTS recommendations, as discussed earlier in
this chapter, we are not including that proposal in our final report.

We plan to periodically follow up with IRS to assess its progress in imple-

menting the recommendations in this report and in addressing the ARTS
findings.
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Listing of GAO Reports and Testimonies Dealing
With Adjustments/Correspondence
Branch Inventories

1. Information on IRS Service Centers in Austin, Texas and Fresno, Cali-
fornia (GAO/GGD-85-89, Sept. 1985).

2. Tax Administration: Information on IrS’ Philadelphia Service Center
(GAO/GGD-86-25FS, Nov. 1985).

3. Testimony of the Senior Associate Director, General Government Divi-
sion, before the Subcommittee on Oversight, House Committee on Ways
and Means, on operational problems experienced by IRS’ service centers
during 1985 (Dec. 1985).

4. Testimony of the Senior Associate Director, General Government Divi-
sion, before the Subcommittee on Oversight, House Committee on Ways
and Means, on the status of the 1986 tax return filing season and service
centers’ tax return processing activities (March 1986).

5. Tax Administration: How IrRS’ Philadelphia Service Center is Address-
ing Processing Problems (GAO/GGD-86-60BR, March 1986).
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Selection of Cases

To assess the handling of correspondence cases by a/C Branches in the
Kansas City, Fresno, and Philadelphia Service Centers, we randomly
sampled cases involving correspondence to the taxpayer, evaluated the
tax examiner’s handling of those cases, and then projected the results to
the total universe of closed correspondence cases at three service cen-
ters during our sample period.

We used random sampling techniques to select closed correspondence
cases at three service centers during the period May 4 through July 31,
1987. After eliminating weekends and holidays, we randomly selected
20 of the 63 workdays during the sampling period from which we ran-
domly selected cases for review. We chose the Kansas City, Fresno, and
Philadelphia Service Centers because of their geographic distribution
and their different volumes of correspondence cases during 1987. In
terms of 1987 volumes at IrS’ 10 service centers, Fresno ranked first,
Philadelphia fifth, and Kansas City eighth.

Tax examiners can respond to a taxpayer through computer-generated
form letters; handwritten notes, called quick notes; or statements of
account, which are debit/credit type statements that show a taxpayer’s
liabilities and payments. In designing our sampling plan, we grouped
quick notes and statements of account together because each involve the
tax examiner writing a note by hand. Kansas City and Philadelphia used
each kind of response; Fresno used only computer-generated letters. The
process point from which we sampled was immediately after case clo-
sure but before the QA Branch selected its cases for review.

At Kansas City and Philadelphia, quick notes/statements of account
were in envelopes in the closed case files. We counted the number of
envelopes in the case files each day and then randomly selected enve-
lopes. We knew that some envelopes might contain something other than
quick notes/statements of account, such as copies of returns or copies of
taxpayer documentation that IRS was returning. Because it would have
been too time-consuming to look through the envelopes for those not
containing a quick note/statement of account before we took the sample,
we selected more envelopes than needed for the sample and eliminated
those that did not contain quick notes/statements of account.

We initially selected 343 envelopes from which to pick our sample. Of
those cases, we dropped 125 because the envelopes contained something
other than a quick note or a statement of account. We dropped another
28 cases primarily because either the Qa Branch was unable to locate the
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case after we selected it (13 cases) or the case file did not contain perti-
nent documents, such as the taxpayer's inquiry (13 cases). After drop-
ping the above cases, we ended up with our sample of 190 quick notes/
statements of account—95 each in Kansas City and Philadelphia. There
is no reason to believe that the dropped cases were any different than
the cases in our sample. On the basis of the number of envelopes elimi-
nated in selecting our sample and the total count of envelopes, we esti-
mated the total number of quick notes/statements of account for each
sample day.

At first, we counted computer-generated letters by hand to obtain a
daily universe, but eventually we used a computer program developed
by the Fresno Service Center which listed the daily universe of those
letters. We did not verify the computer program. We initially selected
1,051 letters, which was more than we needed for our sample, because
we knew cases would have to be dropped for various reasons. We even-
tually dropped almost half of those cases (523), leaving 528 in our sam-
ple—116 in Philadelphia, 200 in Kansas City, and 213 in Fresno.

Of the 523 cases not included in our sample, 55 were dropped because
they did not meet our definition of a closed correspondence case. Of
these 55 cases, 37 were letters that did not involve a response to a tax-
payer's inquiry or inform a taxpayer of an adjustment. For example, the
letter might have been sent to inform a taxpayer’s representative that
because IRS had no record of a power of attorney it was replying directly
to the taxpayer. The other 18 involved cases in which the tax examiner
was requesting additional information from the taxpayer and was hold-
ing the case open in the meantime.

The other 468 cases excluded from our sample were dropped for the
following reasons:

272 were dropped because the case file was not available due to the fact
that computer-generated letters input on the computer after a certain
time (for example 10:00 p.m. in Kansas City) are not printed until the
day after the case file is closed. By the time the letter was printed and
available for our selection, the Qa Branch would have selected its sample
and returned all nonselected cases to the aA/c Branch for closing. In clos-
ing a case, the A/C Branch destroys various documents, including any
taxpayer correspondence that did not result in a change to the tax-
payer’s account. Thus, we would have been unable to associate the letter
with a case file.
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70 were dropped because they were listed more than once on the daily
printout of letters generated by the Fresno-developed computer program
we used to identify our universe.

67 were dropped because the A/C Branch held the case for supervisory
review rather than forward it to the QA Branch.

38 were dropped because the case files did not contain all pertinent
documents.

21 were dropped because the A/C Branch had noticed an error in the
letter or the QA Branch had identified an error in the case that required
the letter or case to be returned to the examiner for correction. After
correction, a case would be returned to the QA Branch at which time it
would be eligible for inclusion in our sample.

Except for the 67 that were dropped because the A/C Branch held them
for supervisory review, there is no reason to believe that the dropped
cases were any different than the cases included in our sample. Because
of the supervisory review, the 67 cases might have been of better qual-
ity than the cases included in our sample. We excluded them, however,
because we wanted, through our review, to assess correspondence cases
that had gone through the typical process. Holding a case for supervi-
sory review rather than forwarding it for potential QA review is not the
typical process.

Table I1.1 shows the universe and sample sizes for the two types of let-
ters at each service center. The adjusted universe reflects the elimina-
tion of computer-generated letters and quick notes/statements of
account that were not appropriate for the sample or could not be
reviewed, as previously discussed.

Table I1.1: Universe and Sample Sizes of
Closed Correspondence Cases for the
20 Sample Days

Original Adjusted

Location/letter type universe universe Sample size
Kansas City

Computer-generated letters 17,849 11,400 200

Quick notes/statements of account 3,180 1,754 95
Philadelphia

Computer-generated letters 20,483 8,541 115

Quick notes/statements of account 6,480 4377 95
Fresno

Computer-generated letters 56,407 29,035 213
Total® 104,399 55,106 718

#Totals may not add due to rounding
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Our sampling design allows us to project the results of our sample to the
63-day sampling period at the three service centers. Therefore, the uni-
verse estimates used in the report refer to the estimated universe of
closed correspondence cases for the 63-day sampling period at those ser-
vice centers. Table I1.2 shows the estimated adjusted universe sizes at
each service center for the sampling period.

Table 1.2: Estimated Adjusted Universe
of Closed Correspondence Cases for the
63-Day Sampling Period

Projection of Sample
Results

Quality Control Over
Data Collected

Location/letter type Adjusted universe
Kansas City

Computer-generated letters 35911

Quick notes/statements of account 5,525
Philadelphia

Computer-generated letters 26,903

Quick notes/statements of account 13,787
Fresno

Computer-generated letters 91,459
Total® 173,584

#Totals may not add due to rounding.

We applied weights to our sample data in order to project sample results
to the estimated universe of closed cases involving correspondence to a
taxpayer in the three service centers combined during the period May 4
through July 31, 1987.

The following example illustrates the method used to apply weights to
the sample data. On the first of the 20 sample days, the Kansas City
Service Center generated a total of 838 computer-generated letters. We
randomly selected 18 cases to obtain 10 workable cases. Therefore, the
adjusted universe of computer-generated letters for the first sample day
is 838 x (10/18) = 466 cases. Each of the 10 sampled computer-gener-
ated letters for that day has a weight of 466/10 = 46.6 cases toward the
estimated universe of cases for the 20 sampled days. That same case has
a weight of 46.6 x (63/20) = 146.8 cases toward the estimated universe
for the 63-day sampling period.

We maintained quality control over data collection throughout the
review. We prepared an instruction manual and a standardized instru-
ment for recording the results of our case evaluations. Before we started
our review, we tested the instrument and the manual on actual cases
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Sampling Errors

and modified them where appropriate. Staff members were trained on
the use of the manual and instrument. Once we started our review, ques-
tions relating to either the instrument or the manual were centrally
answered and each location was notified by phone and in writing of any
further changes. If required, we re-evaluated cases already completed in
light of the approved modifications. GAO supervisors or other GAO
employees compared the information recorded on each instrument with
the related case file and signed off on the accuracy of the recorded
information.

The Ga0 staff member having overall responsibility for the review vis-
ited each location and reviewed cases for conformance to the manual.
Finally, we discussed our conclusions with IRrS officials at each location
and recorded their reaction to each of our findings. A commercial ser-
vice then keypunched the data collection instruments twice; the double
keypunching served as a 100 percent verification of the data. We veri-
fied a random sample of 10 percent of the keypunched cases and found
no data entry errors.

Every universe estimate based on our review of closed correspondence
cases has a sampling error because we used a random sample of cases to
obtain the estimates. The sampling error is a measure of the estimate’s
precision. We used sampling errors to construct confidence intervals for
key estimates in the report. Table I1.3 shows the confidence intervals for
some of the key estimates in the report. These estimates are for the uni-
verse of cases at the three service centers during the 63-day sampling
period. All confidence intervals are reported at the 95 percent level of
confidence.
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Table 11.3: Sampling Errors for Key
Estimates Used in the Report

Interviews With
Service Center
Personnel

|
95 Percent confidence

Universe intervals

Description estimate Lowerlimit Upper limit
Percent of letters with at least one critical

error 31 27 35
Of the letters with at least one critical error,

the percent in which IRS agreed with at

least one of the errors ) 93 81 100°
Percent of letters that were technically

correct, but confusing or incomplete 16 12 20
Of the letters that were confusing or

incomplete, the percent in which IRS

agreed with at least one of the errors 95 73 1002
Percent of letters with at least one procedural

error 68 64 72

@The estimate is less than 100 percent but rounds to 100 percent. The number represents an upper
bound on the confidence interval

Sampling errors for the remaining estimates used in the report and not
shown in table I1.3 are between 3.2 percent and 12.0 percent, except for
one. We estimated the percent of cases for which an interim letter was
required but not sent to be 94 percent. The lower and upper limits of the
95 percent confidence interval are 79 percent and approximately 100
percent.

We interviewed 26 A/C Branch supervisors and 25 tax examiners in the
Fresno, Kansas City, and Philadelphia Service centers. The interview
results are not representative of the universe of tax examiners and
supervisors at the three service centers. Table I1.4 shows the number of
tax examiners and supervisors interviewed at each of the service
centers.

Table I1.4: Adjustment/Correspondence
Branch Personnel Interviewed

|
Number of people

Location Supervisors Tax examiners
Fresno 10 9
Kansas City 8 8
Philadelphia 8 8
Total 26 25
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Sample of Generic Response Used to Compose a
Reply to Taxpayer About Tax Payment

Note: GAQC comments
supplementing those in the
report text appear at the
end of this appendix.

See comment

Departmant Transmittal Numimer Date of issue
ot the
Fromry IDRS
' 88-2C 02-12-88
nrernsl Letter Nuinber Farm Nuino:
sanite M o Numbur
o Correspondex
672¢

Tite Ofiginanng Ottce

Reply Tc Taxpayer About Tax Payment Th:g.:7
Numpar of Copies: Distrioution 1o This _etter Sunar.edes

Original and 1 2 to Taxpayer | 6720 tdev. 00-36
OMB Clearance Numbar | Epires

N/A
T—hu Lsttes i3 & Mutch For

A] Taxpayer Identification Number: 0l 12

B Forn Number: [02 14V

C Tax Period Ended: [03 14P

hy Tax Period 3eginaing: 04

E} Document Locat:sr Humper: [0S

Response to your inguiry dated: 05 1
Dear [-EOV}
F| Thanx you for your lstisr atoul yeur tax paymuatis; of [07 367: 18 tad

[oe 38V,
the payment({a) to your account.
receiveu.

At tne time We sent you tne vill, we haa not yvet applied
Plezse lisregard the notice you

We located your tax paymentis) of [O? Zévj daled [10 ?GV}, and have
credited this amount to the above accsunt. Ir you received a notice
showing an underpayment or tax for the 3Jame awount as tnls paymentis)
please disregnia it.

Thank you for your payment{s) of [ll 36V] dated [12 36V]. We have
credited this amount to the account identified above. This account is
paid in full.

Your payment of $[13 l2$] dated [14 r’u], was refunded to you on

[15 1 ]. Our refund check included ${16 12$] in interest.

Therefore, the bill you received was correct. ‘he current balance due
is $[17 12$J, which includes penalty and interest tigured to

[18 lZD]. Please send your payment nov for the balance and attach
this letter to insure prompt credit. An =nvelope 1s enclosed ror your
convenience. ®

We located your tax payment(s) of [19 36V ] dated [z0 36V], and have
credited the payment(s) to the account identiried above. This accournt
is paid in full.
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Qeparunent Page N T N et of lssue
of the
Troasury IDRS 2 88-2c 02-12-88
l:.::::. Letter Numbaer Form Number
faven Comespondex
672C

K] We located your tax payment(s) of [21 36V] dated [22 36V], and have
credited the payment(s) to the account identified above. The
remaining balance due of $[23 12$J inciudes penzlty and interest
figured to [24 ljD]. Flease dgend your payment now for the balance and
attach this letter to insure prompt credit. An envelope is enc®dsed
for your convenieuce.

L] We located ycur tax paymentls) of {25 36v] dateu [26 36V], and have
credited the payment(s) to the account identified above. An
overpayment of $[27 12$] will be refunded to you if you owe no other
obligations. You may have already received this check. If not,
please allow 2 wecks for it to be mailed to you. Any interest due you
will be added to your rcfuad.

M] We located your tex payment{a, > [28 T6V] dated [20 367], and have
credited the paywenti{3) td the account luentiried abova. The
overpayment of ${ 0 1.3 ] will te applie: to your astimated tax for the
tax perioa [31 14?]

Nj We located your tax payment(s, ar {32 el ) dated [33 36V], and have
credited the payments to your estimated tax for the tax period
(34 14P].

0} We applied your tax payment(s) of [55 367} iated [36 36V], to your
Form [37 9V] account for the tax perioag [38 14P}, whicnh is paid in
full. This leaves a balance due of $|7¢ 12$} in the accuunt
identified above, which includes penalty and interest figured to
[40 13D]. Please send jour payment now ifor the balance, and attach
this letter to insure prompt credit. An envelope is enclosed for your
convenience.

P] We applied your tax payment(s) of [41 36V] dated (42 36V], to your
Form {43 9V] account for the tax period |44 14?]. A refund was issued
to you with interest on [45 lSD]. Therefore, the bill you received
for the account identified above was correct. The current balance due
is $[46 12$], which includes penalty and interest figured to

a7 l}D]. Please send your payment now Tfor the balance, and attach
this letter to insure prompt credit. An envelope is enclosed for your
convenience.
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Appendix I
Sample of Generic Response Used to
Compose a Reply to Taxpayer About
Tax Payment

Qepsrtment
of the
Treasury

Internal
Revenus
wvice

IDRS 3 88-2C

Oats of Insue

02-12-88

Correspondex e Humes

Form Number

672C

E&l

v
fa—

We applied your taz payment{s) of [43 36V] dated [49 36V], to your

A refund was issued
to you on [52 13D]. Therefore, the bill you received for the account
identified above was correct. The current balance due is $[53 12$],
which includes penalty and interest figured to [54 l}D]. Please send
your payment now for the balance, and attach this letier to insure
prompt credi*. An envelope i3 enclos2i for your convenience.

Form |SC 9V] account for the tax period [51 14P].

The above account also shows 1an estimated tax penaliy of $[55.12$] has
been assessed. We may be able to reduce or cancel this penalty if:
(1) your income varied during the year and payments were made based on
annualized income, (2) you underpaid estimated income taxr because of
the changes made by the Tax Reform Act of 1986, or (3) you have an

acceptable reason for penalty removal.
{Celernszve paragrapn A continued,

To requsat ¢
)

5
plence complete the enclosed Form 2212, includi{w the Annualized
Income Installuent Worksheet on the baciz of Form 2210 and return it to
ne 1% 31 copy of thiz letter. An enveiope is enclosed for your

convenliznce.

(elective paragraph R continned)

If you believe you have an ac:eptaple reason for removing the penalty
for any installment, please send us ycur explanation.
should contain a decliaration that is made under the penalty of
perjury, attesting to the fac:s relating to reasonavie cause. You, or
a person having power of attorney must sign the explanatira. Please
attach your statement to a copy of this letter and return it to us in

the enclosed envelope.

We are unable to adjust your Federal tax deposit penalty without a
corrected breakdown of the liability. Please complete the enclosed
Fom 4977, Schedule of Tax Liability, and mail it to us in the
envelope provided. Please send the completed Form 4977 within 30 days
from the date of this letter or we cannot consider adjusting the

penalty.

Please make sure that you submit a Form 8109, Federal Tax Deposit
Coupon, completed with correct identifying information, such as type
of tax and tax period, each time you make a payment(s), S0 we may

correctly credit your account.

nairderation for the annialized income penalt: exception,

Your statement
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Appendix HI
Sample of Generic Response Used to
Compose a Reply to Taxpayer About
Tax Payment

Ceparvnent Pege Number

Transmitial Number

Date of Iveue

02-12-88

of the

Tresoury 'Dns 4 88-20
internal 8820
Reve

Sorvics Correspondex

Form Number

672C

u] (56 384v]

V] As a reminder, please make sure that you list your Taxpayer

Identification Number,

Tax Period and Frnra Number on each check or

money order that you send to us, so tha: We may correctly credit your

account.

If you have any questions about this ler<er,
address shown on thiz letter. If you
telephone number listed in your local
there may be able to help you but the
this letter is most familiar with your case.

directory.

please w#rite to us at
prefer, you may call the IRS
An IRS employee
office at the address shown on

the

If you write to us with juestions about *his letter, please provide
your telephone number ant the mcst convenient time for us to call in

case we need addifioral informazion.
correspondence to help us ifdentiy gour case:
records.

Thank you for your cocreration.

W We are sorry fnr any inconvenience we cauced you.
7

Plzage attach this letter to any
Keep the zopy for your

Siancz2rely yours,

5T 3RV
188 35V

Enclosure[59 lE]:
Copy of this letter

X} Envelope (Paragraphs I, K, 0, P, R, or 3}

Y] Form 221C (Paragraph R)

Z; Form 4977 (Paragraph 3)

0] Corrected Form 8109 {Paragraph T)

1] [s0 25v]

NOTE: 1) To liant mualtiple p'l_yllll‘_v\_{."-—»!'ll?VjT".I-!‘:'u',Y"!ph:'. I Lhrouesh Q

(wxr:cpt prarngreaph ) ase Lhe ol bowing Commal:
o, obo o000, oo, keho o0, 6o, 00| dnted
‘_(M-l')—}}h,()h-[‘)-Hl),()‘)—l‘;—Hl),(H—l‘u-H'(J; program will not
accept a "§" willi o fill-in nI" 36V, thereforc, dollar sign

must be entered manually.

2) Do not use paragraphs U or W with paragraph X
3) Enclosure listed in selective paragraph 1 should be

mentioned in open paragraph .
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Appendix III
Sample of Generic Response Used to
Compose a Reply to Taxpayer About
Tax Payment

mm The brackets indicate data fields that the tax examiner has to fill in on
GAO CO ents the computer.

The capital letters in the left margin indicate optional paragraphs or
items from which the examiners choose to compose their letters.
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Appendix IV

Sample of Video Screen Display for Generic
Response in Appendix

LPAGE1111-11-1111 30 8712
JOHN DOE

800 SO MAIN

CALDWELL.KS 66021
672C DA 75 > < CAF>
ABCEKWX
MR. > DOE:
o1]

021040]038612]21100.00}22032288]2360.00]
24040488]|

The reference to 672C in the display indicates the number of the com-
puter-generated form letter the examiner has chosen from which to
compose his or her response. It is the letter that appears in appendix III.

The letters “ABCEKWX" in the display indicate which items the tax
examiner selected from the generic response in appendix III. The letters
correspond to the letters in the left margin of the generic response in
appendix III.

The underlined numbers correspond to the numbers assigned to data
fields in the generic response that need to be filled in. The 21, for exam-
ple, identifies the first data field in paragraph K. The numbers after the
underlined numbers are the data entered by the tax examiner to fill
those fields.
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Appendix V

Comments From the Internal Revenue Service

DEFARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON. D C. 20224

COMMISSIONER "N , 0 988

Mr. Richard L. Fogel

Assistant Comptroller General

United States General Accounting Office
Washington, DC 20548

Dear Mr. Fogel:

We have reviewed your recent draft report entitled “Tax
Administration: IRS' Service Centers Need to Improve Handling of
Taxpayer Correspondence"” and have enclosed detailed coaments on
the report recommendations. We hope you find these comments
useful.

As noted in your report, the IRS has been concerned with
service center correspondence problems since 1985 and has
initiated several quality improvement programs to address these
problems since then. Many of the problems noted in your report
are the same problems we identified in our studies and have
already taken steps to correct. As a result, our correspondence
and adjustments inventories have declined substantially over the
last few years. However, we continue to be concerned with the
quality of our responses to correspondence and are focusing our
guality improvement studies on providing understandable and
accurate responses to taxpayers' correspondence.

With kind regards,

Sincerely,

Enclosure
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Appendix V
Comments From the Internal Revenue Service

IRS COMMENTS ON RECOMMENDATIONS
CONTAINED IN GAO DRAFT REPORT ENTITLED
"TAX ADMINISTRATION: IRS' SERVICE CENTERS NEED TO
IMPROVE HANDLING OF TAXPAYER CORRESPONDENCE"

Recommendation 1l:

Assign responsibility for insuring consideration of the
ARTS (IRS' Adjustments Receipts and Timeliness Study)
recommendations, especially those relating to training,
supervision, and attrition cited in this report.

Comment :

In early April of this year, we appointed a senior manager
to head the gquality improvement project on Adjustments Receipts
and Timeliness Study (ARTS). He is responsible for coordinating
the implementation of actions recommended in the study report.
Cne of the actions already underway is the development of a
managers handbook for the service center Adjustments and
Correspondence Branch. This handbook will incorporate the study
recormmendations pertaining to management/supervisory
responsibilities. The training issues will be reviewed and
addressed separately in the ARTS implementation plan scheduled
for development by the end of this year.

Recommendation 2:

In developing a system to help tax examiners compose
responses to taxpayer inguiries, insure that the system (1)
allows exanirers to view letters after they have been
composed and (2) facilitates the preparation of responsive
answers to taxpayer correspondence involving more than one
inquiry.

Comment :

The systen referred to in the report will utilize the
latest computer technology to develop state-of-the-art
correspondence scftware. One of the many new features of the
software pernits examiners to view an entire letter once it has
been conposed. The system will also be sufficiently flexible to
enable examiners to respond to multiple inguiries from a
taxpayer. The new system is scheduled for testing during 1989,
with Servicewide implementation planned for early 1990.
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Appendix V
Comments From the Internal Revenue Service

(268280)

Recommendation 3:

Report separately the quality assurance error rates
associated with Adjustments/Correspondence Branch cases
invelving correspondence being sent to taxpayers.

Comment :

In July 1987, a program analysis system was developed to
analyze adjustments and correspondence work in service
centers. This program was tested in late 1987 and implemented
nationwide in January 1988. It was developed to assist the
Service in identifying specific processing errors, determine
causes for adjustments cases, and to provide error and trend
analysis of the Adjustment/Correspondence Branch workload. 1In
addition to analyzing accuracy in handling inquiries and
adjusting accounts, the program also analyzes the quality of
correspondence related to the adjustment cases. The
correspondence analysis includes letter type, date letter sent,
who made error, type of error, etc.

We plan to separate the information pertaining to
correspondence from the information on adjustments into a
separate analysis program which will be operational nationwide
in January 1989. This program will then be utilized to analyze
responses to all correspondence issued by the Service, not just
correspondence related to adjustment cases.

Recommendation 4:

Determine whether the qualifying requirements, the
quality and quantity performance standards, and the
opportunities for advancement for the Branch tax examiner
position need to be revised.

Ccrment :

We plan to review current qualifying requirements for
Ad justment/Correspondence Branch tax examiners, and in addition
will explore the feasibility of a "pass/fail" test for all new
tax examiners. This test will be incorporated in revamped
training procedures for the tax examiners. We alsoc will
develop new guality and quantity standards, and establish
acceptable performance levels.

The study report recommended that management conduct exit
interviews to ascertain the reasons for resignations and
determine if any action can be taken to retain and experienced
workforce. This recommendation will be implemented. 1In
addition, we are reviewing our current grade structure to
determine if the career potential for these positions can be
improved.
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Requests for copies of GAO reports should be sent to:
U.S. General Accounting Office

Post Office Box 6015

Gaithersburg, Maryland 20877

Telephone 202-275-6241

The first five copies of each report are free. Additional copies are
$2.00 each.

There is a 25% discount on orders for 100 or more copies mailed to a
single address.

Orders must be prepaid by cash or by check or money order made out to
the Superintendent of Documents. '





