
1 Iuit.td Sl.iites (knt~ral Accouut.iug Offiw --~~ _..” .--. - ..-_.__ ~------ 

GAO Report to the Assistant to the 
Commissioner (Taxpayer Omb.udsman), 
Internal Revenue Service 

Septrmber I99 1 TAX 
ADMINISTRATION 

Opportunities to 
Improve IRS 
Correspondence on 
Withholding 
Allowances 

111 ll~llll~ II ll 
144938 

. 

GAO,‘GGD-W-122 





United States 
General Accounting Office 
Washington, D.C. 20548 

General Government Division 

B-246387 

September 27,199l 

Mr. Damon 0. Holmes 
Assistant to the Commissioner (Taxpayer 

Ombudsman) 
Internal Revenue Service 

Dear Mr. Holmes: 

During the course of work we did on the 1991 tax return filing season, 
we obtained copies of some correspondence the Internal Revenue Ser- 
vice (IRS) sends taxpayers when it questions the number of withholding 
allowances being claimed on Form W-4 or the taxpayer’s claim of 
exemption from withholding. After reviewing these copies, we had some 
ideas as to how this correspondence might be clarified. These ideas 
might be of interest as you seek to improve IRS’ overall service to the 
public. 

Correspondence 
Requesting More 
Information to Justify 
Withholding 
Allowances 

The first piece of correspondence is a standard letter that IRS uses to ask 
taxpayers for more information justifying their withholding allowances. 
(See app. I.) IRS sends such a letter in either of two circumstances: (1) to 
verify a taxpayer’s claim of exemption from withholding or (2) to verify 
the number of withholding allowances claimed. In our opinion, the letter 
would be clearer if it were more specific as to which of the two situa- 
tions applies. Also, the letter tells the taxpayer to complete Form 6460 
(Questionnaire to Determine Exemption From Withholding) even if the 
taxpayer is not seeking an exemption from withholding. We believe tax- 
payer confusion and burden could be minimized if Form 6460 was 
required only when an exemption is being sought. 

Correspondence The second piece of correspondence is a sample of the type of letter IRS 

Notifying Taxpayer of sends taxpayers when it determines that withholding allowances are 
excessive. (See app. II.) The letter notifies the taxpayer that the 

Excessive Withholding employer has been directed to withhold as if the taxpayer were single 

Allowances and claiming no allowances. The flow and message of the letter are dis- 
jointed and confusing. Following are problems we found with the letter 
and proposed solutions: 

Y 
l The first sentence of the second paragraph suggests that details will 

follow on why the taxpayer’s Form W-4 does not meet the requirements. 
However, the explanation-that the W-4 was disallowed because the 
taxpayer failed to respond to IRS’ notice-does not appear until the 
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fourth paragraph. The letter would be clearer if this explanation 
directly followed or was part of the first paragraph and if the first sen- 
tence of the second paragraph was deleted. 
The rest of the second paragraph is very confusing. It says that ~a+s has 
told the employer to withhold as if the taxpayer had no withholding 
allowances until the employer receives a new W-4 from the taxpayer 
“claiming no more than that number.” What would be the purpose of a 
taxpayer filing a new W-4 with the employer if the taxpayer could claim 
no more than the zero allowances that the employer is already using as a 
basis for withholding? Also, the taxpayer is told he/she can claim “less 
than this number,” which is nonsensical if the taxpayer can claim no 
more than zero allowances. 
The last sentence in the third paragraph says that the employer has 
been told not to honor any new W-4 provided by the taxpayer but will 
instead send it to IRS. The taxpayer is left wondering, in our opinion, 
what will happen after the new W-4 is sent to IRS. We think that it would 
help if a sentence was added telling the taxpayer that if IRS decides the 
new W-4 is okay it will tell the employer to honor the new form. 
The fifth paragraph tells the taxpayer that IRS is going to assess a $600 
penalty unless the taxpayer provides a reasonable basis for statements 
made on the W-4. The paragraph says nothing, however, about any 
deadline for providing that information. We believe a deadline should be 
added to that paragraph. 

IRS Has Introduced 
New Technology for 
Composing 
Correspondence 

In 1988, we reported on problems with correspondence being generated 
by the adjustments/correspondence branches in IRS’ service centers.’ 
One of the problems we noted in that report was that tax examiners in 
the adjustments/ correspondence branches composed letters by selecting 
paragraphs from an array of standard paragraphs and were not able to 
review completed letters to make sure they made sense. The letter in 4 
appendix II was generated by a service center collection branch. It is our 
understanding that employees in that branch use the same process 
described in our 1988 report to generate letters like the one in appendix 
II. 

Since our 1988 report, technology has been introduced that helps tax 
examiners compose and review a complete letter, and IRS has expanded 
its monitoring of correspondence quality. We understand that the new 

‘Tax Administration: IRS Service Centers Need to Improve Handling of Taxpayer Correspondence 
(GAO/GGD-88-101, duly 13, 1988). 
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technology was recently authorized for use by all service center corre- 
spondence functions but that budget limitations have precluded all func- 
tions from obtaining it. We also understand that beginning September 1, 
1991, IRS will begin testing a new quality measurement system for all 
service center correspondence, including that generated by the collection 
branches. 

The new technology and expanded quality measurement are positive 
steps. However, until they are fully implemented, it is important that 
situations such as those described above are minimized. 

Objective, Scope, and Our objective was to identify ways IRS could improve its correspondence 

Methodology to taxpayers relating to Form W-4. Our views on the correspondence 
were based on a review of some form letters IRS sends taxpayers and 
discussions with IRS staff in the National Office on the status of changes 
to IRS’ letter writing technology and its monitoring of correspondence 
quality. 

We did our work from May to August 1991 in accordance with generally 
accepted government auditing standards. Cognizant IRS officials 
reviewed a draft of this report and said they agreed with its contents. 

We are sending copies of this report to various congressional commit- 
tees, the Secretary of the Treasury, the Director of the Office of Manage- 
ment and Budget, and other interested parties. We will also make copies 
available to others upon request. 

Major contributors to this report are listed in appendix III. Please con- 
tact me on (202) 272-7904 if you have any questions. 

Sincerely yours, 

Paul L. Posner 
Associate Director, 
Tax Policy and Administration 

Issues 
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Appendix I 

Sample IRS Letter Requesting More Information 
to Justify Withholding Allowances 

05-:-g] C::33AM FROM IRS-COLLECTION BR. 
M 

Of THIS m: 01/22/ 

- SDCIAL..ItCURItY NURBER: 
.,. -w 

EM?LDYER: -._.. mm-.-.* 
- ._... . . 

FORN W-9 DAT2D* 06/27/90 

PORH W-6 CLAIMED: EX2MPT 

DEAR.- 
we ARC REVIBWINO YOUR FORM w-4, EtIPlOYCE’S WITHHOLDING ALLOWANCE 

CERTIFICATE, THAT YOUR EMPLOYER SENT U5 AND WE NEED MORE INFORMATION TO 
VERIFY IT. 

PLEASE COMfLCTE THE CNCLDSCD FORMS 6490 AND W-4, INCLUDINO TH;fW;;;SHEET, 
AND RETURN THEM TO US WITHIN 1S DAYS OF THE DATE OF THIS LETTER. 
DO NOT RtS?OND, WE MUST ADVISE YOUR EMPLOYER TO DISREGARD YOUR FORM W-4 
AND WITHNOLD TAX AS IF YOU WERE SINOlEr CLAIMINO ZCRO WITNHOLDINO 
ALLOWANCES. THIS WILL INCREASE THE AMOUNT OF FCDCRAL INCOM2 TAX WITHHELD 
FROM YOUR fAYCNCCK. 

INTERNAL RRVRNUR CODE PROVIDE8 A 9SOO CIVIL PENALTY FOR MAKINQ FALSE 
STATEMENTS ABOUT WITHHDlDINQ. IT ALSO FROVIDES ADDITIONAL PENALTIES FOR 
WILLFULLY FILIHO A FALbf! FORM W-4 OR FAILINQ TO SUPPLY INFORMATION TNAT 
L!OULD RESULT IN MORE TAX WITNNELD. 

IF YOU NAVE PUESTIDNS, YOU MAY WRITE, OR CALL US WEEKDAYS BETWEEN 
6'00 AM AND 3130 PN AT (6061 292-5617, 

?LtASC NOTE THAT THIS IS NOT AH EXAMINATION OF YOUR FEDERAL SNCOME TAX 
RETURN. 

TNANK YOU FOR YOUR COO?ERATION. 

EWCLOSUR2S~ 
FORM W-4 
gf$,;f:" 
NOTiCR 65s 
PUSLICATION 1 

DETACHHERE ---IL--------------L------________------------~-----------------. - 
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Ppe ’ 

bg;le IFUS Letter Notifying Taxp ayer of 
Excessive Withholding Allowances 

P 

Oopwimmt ot lhr VraWY 
Inlrfnrl Revcnut Oervlo* 

3 
In ro9ly rrfrr tot \77~109000 
iPI. 12, 1991 LTX 1315c 

0000 00 000, 
V’pUt 09 r 05321 

-. 

WI have oompleted our zeviow of YOUZ Fozm U-4~ EmploytQ'O Withholding 
Allowmcc Csrtifioat0~ that your emp~oyor son+ us acoarding to 
r;ect$on ai,3402;f)(2)-I(g) of the Employment Tax Ragulationm. 

your FOZSI W-4 does not meet the repuLrementr of station 3402 66 
the Internal Revenue Code and tha related Employment Tal( Regulations 
for the x*kagon(sl given bal0f.t. Thorofort, we have dlzected your 
Qm910Ye~ to dlsztgard (ox Fontinue to diszeqard) yout~TOYra W-4 an& 
wlthhold am if YOU uere Single and claimLn# 0 uithholding 
l llouanae(s) until he OL ahe recelvtr a mu Foxan W-4 from you olrimlnq 
no moxt than that numbar of withholding allouaneer, If you choorr to 
ol~2m loos than thir nursbar, you may 40 so, 

To file II new fotm ol.aimfng more than that number of,uithholding 
allouanot8 a or.oli&ning exemption from ukthholding, you auat futninh 
a uxittcn statenent explaining youz changa in oircunetancer or eny 
other xeasons 5uatlfvinu the ohange, Send your now S'otm W-4 and your 
supporting statement8 dixectly to our o5Sine 01 give it to yout 
em9loytt. Xf YOU S4ntt thr Fora W-4 to US, ettaoh it to a 009~ of thio 
letter. If YOU give it t0 YQUX QmplQYer, he OY 8he hrr been 
inrtructod not to honor it, but will immediately send Ub a copy ot 
YOU nau Foza U-4 and Ouppoxting statement. 

Youz Form W-4 is not acctptablo because you did hot ytply to oux 
request for Lnfozmation dated Dec. 2s, 
the infocaation on your fotn. 

1990 and lye could not vetlfy 

Int8znel Revenue code section 6682 allov~ ar*assPrent of a $500 Civil 
penalty for false information uith tosprot to withholding. Banad on 
the information available to us ua will ~SSRSS the 6600 penalty, 
unltsr yo\l provide a reasonnblt basin for thr otatemnts mado on 
your Fota W-4. 

X‘f YOU agree with QUE detezmination, 
further Potion. HowsvRr, 

you do’not need to *eke any 
if you hove any qutrtions. YOU may oell us 

f-ex~~ys between 6100 a.m. and 3130 p.m. at 
net * tell free number SO YOU may zrefrr to wzitc Us. This iR 
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Appendix II 
Sample IRS Letter Notifying Taxpayer of 
Excessive WithhoMing Allowances 

1771509000 
Apr. 12. 1991 LTR 138SC 

0000 00 000 
053tz 

Attmah a copy Of this letter to your reply. AllO, p1rJwe provide 
your outrant addZesC, telephonr nutpbrt, end best time to call in cage 
~0 noed more information. 

Thenk you fox your aoopacntion. 

-. “-‘:’ ‘-’ 

: .  j 

,  b :  ‘_ 
,_ 

r ‘. 
_ 

ticat 0ronoh 

Enclosuzear 
copy of thiu lettet 
Envelop. 

x:n zrply refer to: INTERHAL 1EVEXuS SERVZCG 
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Appendix III 

Major Contributors to This Report 

General Government David Attianese, Assistant Director, Tax Policy and Administration 
Issues 

Division, Washington, 
DC. 

Cincinnati Regional Robert Lidman, Issue Area Manager 

Office 
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Ordering Information 

‘I”bt~ first five copies of each GAO report are free. Additional copies 
are $2 each. Orders should be sent to the following address, accom- 
panied by a check or money order made out to the SuperintendtW 
of Documtvlts, when necessary. Orders for 100 or more copies to be 
mailtvl to a single address are discounted 25 percent,. 

IJ.S. Gt~ntvaI Accounting Office 
I’.(). 130x 6015 
<;ai(hcrsburg, MD 20877 

Ordtvs may also bt* plactvi by calling (202) 275-6241, 
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