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GAO un ited states 
Genera l Account ing Off ice 
Wash ington, D.C. 20548 

Resu lts in Br ief 

Informat ion Management and 
Techno logy Div is ion 

B-240837 

December 12, 1990 

The Honorab l e J.J. Pick l e 
Cha irman, Subcommittee on Overs ight 
Committee on Ways and Means 
House of Representat ives 

Dear Mr. Cha irman: 

Th is report responds to your May 17, 1990, request for informat ion on 
the Interna l Revenue Serv ice’s (IRS) progress with the modern izat ion of 
its tax process ing system. Spec if ica l l y, you asked us to descr ibe the 
input process ing in it iat ive that is i ntended to speed the way in wh ich 
tax informat ion is fed into computer systems for process ing. A lthough 
many of the pro jects inc l uded in the input process ing in it iat ive have just 
begun, you wanted an ear ly ind icat ion of the ir status. You asked us to 
ident ify each pro ject’s ant ic ipated costs, expected benef its, and progress 
toward imp lementat ion, and any i ssues requ ir ing further attent ion by 
IRS. Append i x I d i scusses our ob ject ives, scope, and methodo l ogy in 
greater deta i l. 

The input process ing in it iat ive wi l l a l l ow IRS to drast ica l l y reduce the 
manua l  processes assoc iated with hand l i ng paper i ncome tax returns, 
tax payments, and other tax informat ion. The in it iat ive has three ma jor 
components, or modu l es, des i gned to automate the labor intens ive 
aspects of enter ing tax return data and other tax informat ion into IRS’ 
computer system. Each modu l e is made up of pro jects at var ious stages 
of deve l opment. The three modu l es are (1) the Electron ic F i l i ng System, 
where tax returns are transmitted over commun i cat i ons l i nes d irect ly to 
one of three serv ice centers; (2) the Document Process i ng System (DPS), 

wh ich wi l l convert tax returns, correspondence, and other tax informa- 
t ion submitted on paper to e lectron ic images for subsequent process ing, 
storage, and retr ieva l; and (3) the Cash Management System, where IRS 

i s exp lor ing var ious opt ions for process ing tax payments. 

Co l l ect ive ly, the input process ing modu l es are expected to cost over 
$390 mi l l i on to deve lop. A lthough IRS expects to beg in reduc ing the cur- 
rent manua l  processes in 1992, rea l ist ica l ly, it wi l l be c l ose to the year 
2000 before a l l of IRS’ i nput process ing in it iat ives are fu l ly imp l emented 
and integrated so as to have a dramat ic impact on the current 
operat ions. 
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The Electron ic F i l i ng System is n ow ava i l ab l e nat i onw ide. It cost about 
$7 mi l l i on to deve l op and is expected to hand l e about 13 mi l l i on returns, 
about 7 percent of a l l returns rece i ved annua l l y. Electron ic f i l ing, how- 
ever, on ly automates the first step in f i l ing a  tax return; much of the 
rest of the tax process i ng system is sti l l manua l  a n d requ ires paper 
cop i es of tax returns. Cont i nued techn ica l  d iff icu lt ies with pr int ing 
cop i es of e lectron ica l l y f i led tax returns cou l d l imit the system’s usefu l- 
ness. If not reso lved, th is prob l em wi l l b e  amp l i f i ed as the number of 
returns f i led e lectron ica l l y i ncreases. 

Document Process i ng System research and des i gn has begun. IRS expects 
to spend $378.8 mi l l i on to deve l op th is capab i l i ty a nd p l ans to i ssue the 
request for proposa l s for th is system in Apri l 1 9 9  1. The system shou l d 
b e fu l ly operat iona l  by 1998. IRS be l i eves that near ly 9 7 percent of a l l 
paper returns wi l l b e  converted to e lectron ic images by th is system and 
that the system wi l l a l so use character recogn it i on to automat ica l l y read 
data from tax returns. Techn i ca l  l im itat ions of character recogn it i on 
pose a feas ib i l i ty quest i on for th is aspect of the pro ject. Current ly, tax 
returns do not arr ive on standard forms with easy-to-read, un iformly 
pr inted characters, for wh i ch th is techno l ogy is best su ited. 

In cash management, IRS intends to use e lectron ic funds transfer techno l- 
og i es for faster rece ipt of tax payments from emp loyers and ind iv idua l 
taxpayers. The agency has p l a nned severa l mu lt imi l l i on do l l ar pro jects, 
targeted pr imar i ly at emp loyers mak i ng federa l tax depos its, to ach i eve 
th is goa l. However, IRS must sti l l dea l  w ith the fact that there is cur- 
rent ly l itt le or no incent ive for the ind iv idua l taxpayer to pay taxes e lec- 
tron ica l ly as opposed to pay i ng with a paper check. 

Background The Tax System Modern i zat i on Program is a  comprehens i ve, $6 b i l l i on 
effort managed by IRS’ Informat ion Systems Deve l opment organ izat ion, 
and i ntended to upgrade IRS’ i nformat ion systems so that IRS can prov i de 
a leve l of serv ice on par with the best pr ivate-sector f inanc ia l inst itu- 
t ions. IRS expects the modern i zat i on program to (1) s imp l ify a nd speed 
the input of tax informat ion with the goa l  of drast ica l l y reduc i ng the 
number and type of errors encountered in current manua l  processes, (2) 
prov i de on- l i ne access to th is informat ion for its emp l oyees, and (3) 
estab l i sh te l ecommun icat i ons networks connect i ng IRS off ices nat ion- 
w ide for rap id transfer of tax informat ion. The input process i ng in it ia- 
t ive is a  v ita l part of IRS’ modern i zat i on because it is expected to save 
t ime and money by reduc i ng the need to process, store, retr ieve, and 
hand l e paper documents. 
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To s imp l ify the input of tax informat ion, IRS i n tends to use techno l ogy to 
e lectron ica l l y capture tax returns, correspondence, and other informa- 
t ion rece i ved from taxpayers and emp loyers for subsequent process ing. 
Current ly, serv ice centers rece ive most informat ion on paper-about 1.7 
b i l l i on pages each year, inc l ud i ng over 200 mi l l i on tax returns. 
Append i x II descr i bes h ow a serv ice center current ly hand l es tax 
returns. In add it i on, each year IRS emp l oyees respond to numerous 
requests to retr ieve returns kept in storage. Process ing, stor ing, and 
retr iev ing these paper documents is becom i ng more d iff icu lt, expens i ve, 
and t ime-consum ing each year. The input process i ng in it iat ive shou l d 
reduce labor- intens ive paper process ing, thereby increas ing IRS’ ab i l i ty 
to contro l operat i ng costs and to respond qu ick ly to taxpayer inqu ir ies. 

The pro jects that compr ise i nput process i ng were in it iated as (1) 
research pro jects to exp l ore n ew app l i cat ions of automat i on for IRS, and 
(2) systems deve l opment pro jects to meet spec if ic needs for improv ing 
i nput process ing. As d i scussed in our recent report on the modern i za- 
t ion, IRS i s proceed i ng with severa l i n dependent pro jects before demon- 
strat ing h ow they wi l l comp l ement each other in the modern izat i0n. l IRS’ 

master p lan, wh i ch wi l l prov i de integrat ion requ i rements for Tax 
System Modern i zat i on components, was i ssued in draft in September 
1990, and wi l l b e  comp l eted by 1991. 

Electron ic F i l i ng 
System 

The Electron ic F i l i ng System a l l ows tax preparers to transmit tax 
returns over commun i cat i on l i nes to one of three serv ice centers. W ith 
the Electron ic F i l i ng System, tax returns are transmitted d irect ly to the 
serv ice center’s computer system where the informat ion is automat i- 
ca l ly ed i ted, processed, and stored, Th is system bypasses the manua l  
processes for hand l i ng paper tax returns. 

IRS began the Electron ic F i l i ng System in 1 986 as a p i lot system to test 
its techn ica l  feas ib i l i ty a nd pub l i c acceptance. Dur ing the 1990 tax f i l ing 
season e lectron ic f i l ing was ava i l ab l e to taxpayers nat i onw ide. Through 
May 1990, about 4.2 mi l l i on e lectron ic tax returns were f i led. IRS 

processed these returns and i ssued refunds with l itt le d iff icu lty. By 
1998 IRS expects to e lectron ica l l y rece ive and process about 13 mi l l i on of 
a tota l of over 200 mi l l i on annua l  returns. 

‘Tax System Modern izat ion: IRS Cha l l enge for the 21st Century (GAO/IMTEC-90-13, Feb. 8, 1990). 
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IRS spent about $7 mi l l i on deve l op i ng th is system, and pro jects that the 
l ife-cyc le costs of the e lectron ic f i l ing pro ject wi l l b e  about $198.2 
mi l l i on. 

IRS be l i eves the Electron ic F i l i ng System ho l ds substant ia l  prom ise for 
reduc i ng the costs and t ime requ ired to enter informat ion from tax 
returns into its computer f i les. For IRS, e lectron ic f i l ing means less paper 
to hand l e a nd fewer errors on tax returns. In add it i on, the system can 
benef it taxpayers by process i ng refunds faster than trad it iona l paper 
returns. Accord i ng to IRS, taxpayers who fi le tax returns e lectron ica l l y 
can rece ive tax refunds about 3 weeks sooner than taxpayers who fi le 
paper returns. Current ly, the opt i on of e lectron ic f i l ing is l im ited to tax- 
payers rece iv i ng a  refund, but beg i nn i ng in 1991, IRS p l ans to accept 
e lectron ica l l y f i led returns from taxpayers ow ing taxes, and to expand 
the capab i l i ty to retr ieve returns from 3 serv ice centers to 10. However, 
techn ica l  prob l ems pers ist with IRS’ arch ive and retr ieva l software. As a 
resu lt, IRS may not be ab l e to retr ieve and pr int these returns as fast as 
needed to eff ic ient ly (1) perform exam inat i ons to ident ify potent ia l  def i- 
c ienc ies in tax returns, and (2) invest igate cases of underreport ing to 
detect incorrect report ing of tax l iab i l ity. 

The graph i cs subsystem, wh i ch arch ives, retr ieves, corrects, and pr ints 
the return, d id not work proper ly dur i ng the 1990 f i l ing season and 
presents techn ica l  management concerns for e lectron ic f i l ing. We  
reported that the graph i cs subsystem was a troub le spot in both the 
1988 and 1989 f i l ing seasons.2 

A lthough IRS tr ied to correct prob l ems with the graph i cs subsystem after 
each f i l ing season, IRS’ Qua l i ty Assurance Div is ion reported many of the 
same or s imi lar prob l ems when it tested the subsystem pr ior to the 1990 
f i l ing season. The Div is ion reported, for examp l e, (1) the accumu lat i on 
of error messages from the graph i cs operat i ng system that caused the 
system to shut down, and (2) de l ays in retr iev ing and pr int ing returns. 
In January and February 1990, IRS took steps to l imit the effects of these 
prob l ems, The agency was ab l e to min im ize the effect of error messages 
by restart ing the system each day. Also, accord i ng to IRS off ic ia ls, the 
agency avo i ded ma jor pr int de l ays by schedu l i ng pr int operat i ons for 
more than one sh ift da i l y. 

2Progress in Meet ing the Cha l l enge of Modern iz i ng IRS Tax Process ing System (GAO/T-IMTEC-90-6, 
aJ-. , 1990). 
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Accord i ng to IRS, the graph i cs operat i ng system was mod if i ed in Apri l 
1 9 9 0 to correct the error message prob l em. In add it i on, IRS i s current ly 
prepar i ng a statement of work to have a contractor correct the pr int ing 
prob l ems by summer 1991. Such techn ica l  prob l ems cou l d hamper the 
effect iveness of e lectron ic f i l ing as an a lternat ive for submitt ing tax 
returns. If IRS does not so l ve these prob l ems before it expands the Elec- 
tron ic F i l i ng System to al l 1 0  serv ice centers, and before an i ncreased 
work l oad p l aces add it i ona l pressures on the system, the agency may 
face large-sca le breakdowns in prov id i ng comp l i ance funct ions with 
cop i es of e lectron ica l l y f i led returns. Further deta i l s about the e lectron ic 
f i l ing process can be found in append i x III. 

Paper Input Processed as Another a lternat ive for taxpayers to rece ive exped i t i ous refunds is 

Electron ic Returns ca l l ed the PIPER system, wh i ch is a n extens i on of the Electron ic F i l i ng 

(PIPER) System. Us i ng commerc ia l l y ava i l ab l e software, tax returns are pre- 
pared on computers, formatted accord i ng to PIPER standards, pr inted on 
one- and two-page answer sheets, and ma i l ed to a serv ice center. The 
center uses scann i ng equ i pment to automat ica l l y read PIPER tax returns 
and pass the tax informat ion to the Electron ic F i l i ng System for 
process ing. IRS expects that taxpayers who use PIPER returns wi l l rece ive 
the ir refunds faster than if they f i led a  trad it iona l paper return, 
a l though not as fast as if the ir tax return had been transmitted e lectron- 
ica l ly. IRS be l i eves PIPER can be near ly as effect ive for rece iv i ng a nd 
process i ng tax returns as the Electron ic F i l i ng System, even though 
PIPER n ow suffers from h i gh error rates and is not wide ly known among 
potent ia l  users. 

Dur ing 1989 and 1990, PIPER was a research pro ject of IRS’ Research 
Div is ion. IRS has not deve l o ped an est imate of PIPER’S l i fe-cyc le costs, but 
as of Apri l 1990, had spent about $260,000 deve l op i ng the system. 

A lthough it was c lass if ied as a research pro ject dur ing the 1990 f i l ing 
season, PIPER was ava i l ab l e nat i onw ide. IRS rece i ved on l y 1,600 PIPER 

returns dur ing the f i l ing season- about 1 percent of the leve l that pro- 
ject off ic ia ls expected. IRS pro ject off ic ia ls be l i eve PIPER returns were 
lower than expected because IRS d id not act ive ly promote th is serv ice. 
They specu l ated that PIPER was not act ive ly promoted because of IRS 

management concerns that PIPER wou l d draw bus i ness from preparers 
who wou l d otherw ise f i le e lectron ic returns. Off ic ia ls in the e lectron ic 
f i l ing pro ject off ice agreed with th is concern. We  be l i eve, and pro ject 
off ic ia ls agree, th is concern was prompted by the fact that the e lectron ic 
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Document Process ing 
System (DPS) 

f i l ing pro ject had not reached its pred icted vo l umes. However in pro- 
v id i ng ora l comments on a draft of th is report, IRS’ Ass istant Ch ief Infor- 
mat i on Off icer for Informat ion Systems Deve l opment sa id that PIPER was 

not pub l i c i zed because the system’s feas ib i l i ty was sti l l be i ng assessed. 
In 199 1, IRS p l ans to g ive PIPER more pub l i c ity by mov i ng it under the 
management of the Off ice of Input Process i ng in IRS’ Off ice of Informa- 
t ion Systems Deve l opment. IRS expects that th is transfer wi l l i ncrease 
the pub l i c awareness and use of PIPER. 

Even at l ow vo l umes of returns, PIPER has been unre l i ab le. About one- 
th ird of the 1,600 PIPER returns IRS rece i ved in 1 990 needed correct ion. 
Th is amount contrasts marked l y with a 3-percent error rate for e lec- 
tron ica l ly f i led returns, and a 16-percent error rate for other paper 
returns, Accord i ng to off ic ia ls in the Research Div is ion, most errors 
stem from the software used to .create the PIPER returns. Th is software is 
produced by i ndependent vendors and does not perform the ed its neces- 
sary to detect and correct errors. A lthough PIPER tax return preparers 
must be approved by IRS, pro ject management does not cert ify or in any 
way approve the software that vendors market for PIPER. Vendors are, 
therefore, left to emp l oy the ir own standards for error check i ng. 
Accord i ng to IRS Research Div is ion off ic ia ls, IRS’ cont i nued deve l opment 
and test ing of PIPER wil l focus on deve l op i ng error check i ng standards 
for cert ify ing th is software. 

PIPER presents IRS with two issues: (1) the need for a cert if icat ion process 
for commerc ia l  software that is used to produce PIPER returns to ensure 
an acceptab l e error rate, and (2) the need for pro ject management to 
promote and effect ive ly dep l oy the PIPER system. IRS needs assurance 
that the software used to prepare PIPER tax returns conta i ns effect ive 
ed it checks to reduce errors on returns to acceptab l e leve ls. W ithout 
such contro l, IRS wil l cont i nue to incur add it i ona l costs for correct ing 
PIPER errors. Pro ject management attent ion is essent ia l  to dev is i ng a n 
appropr iate promot ion and dep l oyment strategy for PIPER. 

DPS i s a  techn ica l l y aggress i ve system a imed at e lectron ica l l y captur ing 
the informat ion on paper documents such as tax returns and taxpayer 
correspondence, and e l im inat ing the need to hand l e, store, and retr ieve 
paper f i les. The concept invo lves mak i ng e lectron ic images of tax 
returns and other informat ion, and us i ng the images i nstead of paper 
documents for any further process i ng and retr ieva l. W ith DPS, paper tax 
returns and taxpayer correspondence are first scanned or photographed 
to produce a d ig ita l image or p icture, wh i ch is then processed and saved 
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on storage med i a. To process the returns, IRS p l ans to read spec if ic data 
from the tax return image and save these data for tax ca lcu lat ions and 
ana lys is. 

If DPS i s successfu l, IRS expects that the ma jor ity of the paper returns 
wi l l b e  hand l e d by th is process wh i ch shou l d b e faster, have lower labor 
costs, and have fewer errors than the current process. It shou l d a l so 
reduce the number of paper documents that cannot be l ocated each 
year-now est imated at about two mi l l i on, However, quest i onab l e tech- 
n ica l feas ib i l i ty a nd the absence of key dec is i ons cou l d prevent IRS’ suc- 

cessfu l comp let i on of th is pro ject. 

Current p l ans ca l l for DPS to be fu l ly imp l emented by 1998, at an est i- 
mated cost of $379 mi l l i on for system deve l opment. Tota l l ife-cyc le costs 
inc l ud i ng deve l opment and operat i ons are expected to be about $1.7 bi l- 
l i on As of June 1990, IRS est imated it wou l d spend about $5.5 mi l l i on 
a nd 36 staff years for DPS research pro jects and prototypes. IRS p l ans to 
re l ease a request for proposa l s for DPS i n Apri l 1 9 9 1 and award a deve l- 
opment contract in February 1992. However, the DPS pro ject manager is 
concerned that the schedu l e for DPS i s opt im ist ic because award i ng the 
contract cou l d take more than one year. Also, the DPS work h i nges on 
severa l research pro jects and prototypes that IRS i s us i ng to ident ify and 
ref ine the system requ i rements that wi l l dr ive the request for proposa ls. 
As of October 1990, IRS off ic ia ls to ld us that a l l research and prototype 
pro jects that d irect ly affect the request for proposa l s have been com- 
p leted. They sa id that a l though the pro jects cont i nue to prov i de test 
resu lts usefu l for DPS deve l opment, they have rev i ewed DPS p l ans and 
are very opt im ist ic that the request for proposa l s wi l l b e  re l eased as 
schedu l ed. Append i x IV conta i ns more deta i l ed informat ion about the 
costs and schedu l e of DPS, re lated research pro jects, and prototypes. 

DPS presents IRS with three s ign if icant issues. F irst, the Tax System Mod- 
ern izat ion des i gn team needs to make some key pro ject management 
dec is i ons that wi l l affect DPS as we l l  as the overa l l  modern i zat i on pro- 
gram. For examp l e, IRS needs to determ ine the spec if ic data that it must 
capture from each tax return to sat isfy the subsequent needs of the 
process i ng and comp l i ance funct ions. W ithout th is determinat ion, IRS 

cannot deve l op the port ion of DPS that wi l l automat ica l l y read th is infor- 
mat i on from the image of the return and save it in the computer for 
further process ing. Another dec is i on that needs to be made is h ow DPS 

wil l b e  i ntegrated with other modern i zat i on components. 
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Offic ia ls in IRS’ Returns Process i ng and Account i ng Div is ion a nd at the 
DPS Deve l opment Site expressed concern regard ing DPS’ deve l opment 
schedu l e, because requ i rements for integrat ing DPS with other Tax 
System Modern i zat i on components have not yet been f ina l i zed. 
Accord i ng to IRS’ Ch ief Informat ion Off icer, these integrat ion requ ire- 
ments are in the draft master p l an re l eased in September 1990. Sen ior 
agency off ic ia ls to ld us that as of October 1990, IRS had begun to make 
many of the key dec is i ons that cou l d affect DPS deve l opment. However, 
as we prev ious ly reported, g i ven the absence of an approved Tax 
System Modern i zat i on master p lan, IRS r isks hav i ng to make potent ia l l y 
d iff icu lt a nd cost ly systems mod if i cat ions to a l l ow data to be eas i l y 
exchanged with other Tax System Modern i zat i on systems.3 Our report 
on the Automated Underreporter System d iscusses a modern i zat i on pro- 
ject where 7 out of 10 key funct ions wi l l n e e d mod if i cat ion in order to 
integrate with other modern i zat i on pro jects.4 DPS i s a  s ign if icant compo- 
nent of the Tax System Modern izat i on, and any de l ays in mak i ng key 
pro ject management dec is i ons cou l d have a not i ceab l e impact on the 
larger modern i zat i on effort. 

The second i ssue re lates to the feas ib i l i ty of e lectron ica l l y read i ng data 
from returns that are pr inted on nonstandard forms. At a May 1990 IRS 
Forum on System Modern izat i on, part ic ipants in a n input process i ng 
group reported that the current forms’ structures and the lack of stan- 
dard forms and schedu l es comp l i cated th is automat i on effort. For 
examp l e, IRS recent ly ident if ied more than 30 d ifferent types of the 
Form 1040 that e ither were pr inted by d ifferent vendors or were pro- 
duced by d ifferent commerc ia l  software packages, such as those used by 
tax preparers. These d ifferences are further compounded by the added 
techn ica l  comp lex i ty of us i ng d ifferent type fonts, inks, and paper tex- 
tures in pr int ing the forms. Such issues mean that IRS may not be ab l e to 
automat ica l l y read the data from the forms, and may be forced to manu- 
a l ly enter data from the image. IRS has formed a task force to study 
forms standard izat i on and to determ ine pr int ing requ i rements needed in 
the DPS request for proposa ls. A lthough th is study p l an was not f ina l as 
of October 1990, IRS was opt im ist ic that industry was deve l op i ng 
approaches to read i ng data from nonstandard forms. 

The th ird s ign if icant i ssue fac ing IRS i s manag i n g the imp lementat i on of 
the emerg i ng character recogn it i on techno l ogy. Successfu l  extract ion of 

3GAO/IMTEC-90-13, Feb. 8, 1990. 

4Tax System Modern izat ion: Management Mistakes Caused De lays in Automated Underreporter 
90 6 1 System (GAO- - - , Ju ly 10, 1990). 
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i nformat ion us i ng character recogn it i on techno l ogy assumes that char- 
acters conform to a part icu lar s ize and shape and that these characters 
are c lear enough for the equ i pment to ident ify. Informat ion that has 
been typewr itten is more eas i l y read than handwr itten mater ia ls. For 
examp l e, a contractor with exper i ence in d ig ita l imag i ng techno l ogy con- 
ducted a test for IRS that read typewr itten text and ach i eved about a 98- 
percent character recogn it i on accuracy rate. Handwr itten text was not 
tested because current techno l ogy is not near ly as successfu l  w ith 
read i ng handwr itten informat ion. Accord i ng to IRS’ Ch ief Informat ion 
Off icer, about 60 percent of the returns IRS rece ives are handwr itten. IRS 

may successfu l l y take an image of most paper documents for storage 
and retr ieva l of tax informat ion; however, it is less certa in that tax data 
from near ly ha lf of these returns can be e lectron ica l l y read for subse- 
quent process ing. G iven th is restr ict ion, IRS may be forced to process 
handwr itten returns by manua l l y key i ng data from the image. To 
address th is prob l em, IRS entered into an agreement with the Nat iona l  
Inst itute of Standards and Techno l ogy to prov i de support in deter- 
m in i ng DPS image character recogn it i on techno l ogy requ irements. As of 
October 1990 the Inst itute had successfu l l y demonstrated recogn it i on of 
handwr itten numer ic characters. However, th is techno l ogy has not been 
tested us i ng handwr itten a l pha characters, nor was it tested us i ng 
i ncome tax returns. 

Techno l og i ca l  l im itat ions have a l ready affected the des i gn of DPS. At a 
vendor’s conference on DPS i n May 1990, for examp l e, IRS presented a 
v is ion of DPS that i nc l uded fu l l automat i on of the document hand l i ng 
process from the po int at wh i ch ma i l is rece i ved at a serv ice center. Th is 
des i gn wou l d have i nc l uded automat i on of typ ica l l y labor- intens ive 
processes such as extract ing documents from enve l opes, unfo l d i ng a nd 
unstap l i ng them, and sort ing them by i ntended dest inat ion. As of Sep- 
tember 1990, pro ject off ic ia ls h a d conc l uded that very l itt le of th is in i- 
t ia l document hand l i ng process cou l d b e automated because the types of 
documents rece i ved by IRS and the ir uses wi l l not be suff ic ient ly stan- 
dard ized. Consequent l y, IRS n ow expects that the in it ia l document han- 
d l i ng process wi l l cont i nue to be labor intens ive, a l though the agency is 
exp lor i ng ways to streaml i ne it. Accord i ng to IRS, l abor sav i ngs assoc i- 
ated with imp lement i ng DPS d id not inc l ude automat i on of in it ia l docu- 
ment hand l i ng because the agency recogn i zed that techno log i ca l  
l im itat ions may ex ist. 
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Cash Management 
System 

Current ly IRS processes over 170 mi l l i on tax payments amount i ng to 
about $1 tri l l ion. Desp i te the magn i tude of these tax payments, IRS cur- 
rent ly uses systems that are not fu l ly automated for process i ng most of 
the paper-based payments it rece ives. As a resu lt, IRS l o ses interest on 
rece ipts that cannot be qu ick ly processed dur ing peak per i ods of the 
f i l ing season and depos i ted into f inanc ia l inst itut ions. IRS env is i ons us i ng 
e lectron ic funds transfer and automated check process i ng systems to 
rep lace current labor- intens ive processes, thereby speed i ng depos its, 
earn i ng more interest, reduc i ng paper, and improv ing account i ng con- 
tro ls. Because many of the pro jects under th is system have been started 
recent ly, resu lts are not yet apparent. 

IRS is test ing and ana l yz i ng systems for accept i ng e lectron ic payments as 
we l l  as systems that offer faster and more eff ic ient process i ng of paper 
payments. Electron ic payments wi l l b e  hand l e d by the Electron ic 
Depos i t Process i ng System, wh i ch is be i ng des i gned to i ncrease the use 
of e lectron ic transfers of payment informat ion between f inanc ia l inst itu- 
t ions and IRS. The Paper Depos i t Process i ng System is i ntended to 
improve the process i ng of payments that are not transmitted e lectron i- 
ca l ly, a nd is i ntended to better address IRS’ current needs for t ime ly cash 
management. However, the Paper Depos i t Process i ng System wi l l not be 
ava i l ab l e nat i onw ide unt i l 1 9 9 2 or 1993 because the system wi l l b e  p i lot 
tested before nat i onw ide imp lementat ion. These endeavors are d is- 
cussed in more deta i l  in append i x V, and are summar i zed in the fo l- 
l ow ing paragraphs. 

Electron ic Depos i t 
Process ing System 

IRS expects to use e lectron ic funds transfer techno l ogy to rep l ace the 
paper depos i t coupons that emp loyers current ly use to make tax pay- 
ments under the Federa l  Tax Depos i t system. Dur ing 1989, near ly 6 0 
percent of the payments and 80 percent of the funds depos i ted f l owed 
through the system as Federa l  Tax Depos i ts-a process in wh i ch 
emp loyers depos i t taxes through f inanc ia l inst itut ions to the Treasury. 
Whe n  the Federa l  Tax Depos i t system is fu l ly automated, i nstead of sub- 
mitt ing a coupon with the ir tax payment, depos itors wou l d instruct 
f inanc ia l inst itut ions, for examp l e, to make automat ic w ithdrawa ls of 
tax payments from the ir accounts. In add it i on, i nstead of send i ng the 
paper coupons to IRS, f inanc ia l inst itut ions wou l d e lectron ica l l y transmit 
payment informat ion to IRS, where the informat ion wou l d b e accepted 
and processed. 

Accord i ng to the Cash Management System Pro ject Manager, IRS has not 
made any f ina l dec i s i ons about the automated system for Federa l  Tax 
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Depos its. IRS contracted for a feas ib i l i ty study and cost benef it ana lys i s 
in November 1989. The study is d ue by January 1991. IRS p l ans to beg i n 
test ing a prototype system at the At lanta Serv ice Center in September 
1991. L ife-cyc le cost est imates are not yet ava i l ab l e for th is system. 

IRS has another pro ject underway in the Research Div is ion to test the 
feas ib i l i ty of rece iv i ng i ncome tax payments e lectron ica l l y. Under th is 
concept, taxpayers wi l l h ave the opt i on of mak i ng e lectron ic payments 
to the IRS through the ir f inanc ia l inst itut ions. The f inanc ia l inst itut ion 
wi l l s end an e lectron ic funds transfer cred it record for each payment 
through the automated c l ear i nghouse network to the loca l Federa l  
Reserve for d irect cred it ing to the Treasury. After post i ng to the Trea- 
sury account, the Federa l  Reserve wi l l e lectron ica l l y transmit the ba l- 
anced cred it record to an IRS serv ice center. From here, computers wi l l 
post the tax data to the taxpayer’s account. Some of the benef its IRS 

expects from th is approach are to (1) speed cred it ing of i ncome tax pay- 
ments to the Treasury, (2) e l im inate the current prob l em of process i ng 
bad checks, and (3) save costs of hand l i ng paper checks. IRS expects to 
rea l i ze these benef its even though taxpayers rece ive no apparent f inan- 
c ia l benef it from pay i ng taxes e lectron ica l l y as opposed to us i ng a paper 
check. 

IRS began l im ited test ing of th is capab i l i ty in January 1990 at the serv ice 
center in Andover, Massachusetts, and p l ans to study the resu lts for les- 
sons learned. As a research pro ject, IRS has spent about $200,000 to 
deve l op and test th is pro ject, but has not deve l o ped l ife-cyc le cost 
est imates. 

W ith e lectron ic payments, IRS faces the i ssue of conv i nc i ng taxpayers 
who send checks with the ir returns that they shou l d send payments 
e lectron ica l l y i nstead. Taxpayers benef it from pay i ng the ir taxes by 
check because of the t ime it takes IRS to process and c lear the check. 
W ith e lectron ic payments, taxpayers wi l l l ose th is benef it because pay- 
ments wi l l b e  deducted immed iate ly from the ir bank accounts. In add i- 
t ion, e lectron ic payment of i ncome taxes is a  feature ava i l ab l e to 
taxpayers as a commerc ia l l y prov i ded, fee-based serv ice. Wh i l e tax- 
payers who rece ive refunds may see a benef it in pay i ng a fee in order to 
rece ive a faster refund, it is quest i onab l e whether taxpayers who owe 
taxes wi l l s ee any benef it in pay i ng a fee in order to pay taxes sooner. 
Consequent l y, IRS’ cash management off ic ia ls be l i eve some sort of incen- 
t ive, such as a l l ow ing taxpayers to use cred it cards to pay taxes, may be 
needed to encourage e lectron ic tax payments. IRS off ic ia ls i ntend to 
exp l ore the need for incent ives as part of the research effort. 
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Paper Depos i t Process ing Wh i l e the long-term p l an for cash management assumes that taxes wi l l 
System be pa i d by e lectron ic funds transfer, the near-term rea l ity is that pay- 

ments and f inanc ia l i nformat ion are rece i ved as paper transact ions. The 
Paper Depos i t Process i ng System is be i ng des i gned to improve the 
process i ng of paper remittances that are not transmitted e lectron ica l l y. 
The system has two subsystems; one to automate remittance process i ng 
funct ions at d istr ict off ices, and one to enhance the remittance 
process i ng system at serv ice centers. 

W ith one subsystem, IRS p l ans to automate the manua l  remittance 
process i ng funct ions for payments rece i ved at the 63 IRS d istr ict off ices. 
Once th is process is automated, d istr ict off ices shou l d b e ab l e to process 
and post tax rece ipts through a termina l, e l im inat ing the need to for- 
ward certa in payment data to serv ice centers for process ing. IRS expects 
to award a deve l opment contract for th is system in December 1990, fo l- 
l owed by a p i lot test at the Fort Lauderda l e, F lor ida, Distr ict Off ice. 
Nat i onw ide imp lementat i on is schedu l ed for March 1992. IRS est imates 
in it ia l deve l opment costs of about $1 mi l l i on. 

W ith the second subsystem, IRS p l ans to enhance the automated system 
that processes checks rece i ved at the 10 serv ice centers. The current 
system cannot hand l e 1 5 percent of a l l rem ittances because it has l im- 
ited e lectron ic process i ng capac ity. Therefore, the checks that cannot be 
hand l e d by the system are processed manua l l y. Through th is enhance- 
ment pro ject, IRS expects to i ncrease capac ity and v irtua l ly e l im inate 
manua l  remittance process ing. IRS i s sued a request for proposa l s for th is 
check hand l i ng system in September 1989, and i ntends to award a 7- 
year contract around December 1990 for up to 11 systems with contrac- 
tua l prov is i ons for techno l ogy upgrades. The in it ia l system wi l l b e  
insta l l ed at the Ogden Serv ice Center beg i nn i ng in May 1992. Nat ion- 
w ide imp lementat i on is schedu l ed for October 1993. The system is 
expected to cost about $130 mi l l i on over its l ife cyc le. 

We  d i scussed the contents of th is report with sen ior IRS off ic ia ls. These 
off ic ia ls genera l l y agreed with the contents of our report, and we have 
incorporated the ir comments where appropr iate. 

As arranged with your off ice, un l ess you pub l i c l y announce the contents 
of th is report ear l ier, we p l an no further d istr ibut ion unt i l 3 0  days after 
the date of th is letter. We  wi l l then send cop i es to interested part ies, 
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i nc l ud i ng the Commiss i oner of Interna l Revenue, and wi l l make cop i es 
ava i l ab l e to others upon request. Shou l d you have any quest i ons about 
th is report or requ ire add it i ona l i nformat ion, p l ease contact me at (202) 
276-3455. Ma jor contr ibutors to th is report are l i sted in append i x VI. 

Sincere ly yours, 

Howard G. Rh i l e, Jr. 
Director, Genera l  Government 

Informat ion Systems 
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Ob ject ives, Scope, and Methodo logy 

Our ob ject i ves were to ident ify and descr i be the var i ous pro jects com- 
pr is i ng IRS’ i nput process i ng in it iat ives; to prov i de i nformat ion on each 
pro ject’s cost, benef its, and status of imp lementat i on; and to ident ify 
i ssues IRS shou l d address to successfu l l y carry out the in it iat ives. We  
conducted aud it work between October 1989 and October 1990 at IRS’ 

Nat iona l  Off ice in Wash i ngton, D.C., and the IRS serv ice centers in 
Andover, Massachusetts; Aust in, Texas; and Cinc innat i, Oh io. We  inter- 
v i ewed off ic ia ls at these locat ions and rev i ewed ava i l ab l e documenta- 
t ion inc l ud i ng pro ject p lans, test p l ans and resu lts, pro ject staff ing 
agreements, requ i rements ana lys i s packages, and concept documents. 
We  a lso contacted organ i zat i ons that had imp l emented techno l og i es IRS 

i s exp lor ing, and attended forums where IRS off ic ia ls d i scussed systems 
modern i zat i on in it iat ives with the bus i ness commun i ty. Our work was 
done in accordance with genera l l y accepted government aud it i ng 
standards. 
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Current Tax Return Process 

IRS refers to its process i ng of tax returns in its serv ice centers as p ipe l i ne 
process i ng. The system is pr imar i l y paper l aden, labor intens ive, and 
manua l l y  or iented. Des i gned in the 1960s and imp l emented dur i ng the 
196Os, it has rema i ned v irtua l l y unchanged s i nce that t ime. As shown in 
F i gure II. 1, process i ng beg i ns with ma i l  open i ng, cont i nues through com- 
puter entry and process i ng, and ends with tax returns be i ng f i led and 
tax refund checks be i ng ma i l ed. 

Page 17 GAO/IMTEC91-9 IRS’ Input Prowwing In it iat ive 

I 



Append ix II 
Current Tax l&turn Process 

F igure 11.1: The lax Process ing Sycatem 
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Current Tax Return Process 

The return informat ion is processed and prepared for post i ng to the 
master fi le. As part of th is process, erroneous returns are sent to the 
Error Reso l ut i on Un it for correct ion. After returns have comp l eted p ipe- 
l i ne process ing, data from the returns are stored on computer tapes and 
are sent to the Mart insburg Comput i ng Center to update taxpayer 
accounts on the master f i les a nd to generate tax refunds and other 
informat ion. 
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E lectron ic F i l in g  System  

Electron ic f i l i ng of tax returns invo l ves qua l i f i ed tax preparers us i ng 
spec i a l -purpose computer software to comp l ete and e lectron ica l l y 
transmit tax return informat ion to one of three IRS Serv i ce Centers 
l ocated in Cinc innat i, Oh io; Ogden, Utah; and Andover, Massachusetts, 
Begun as a p i lot system in 1986, the Electron ic F i l i ng System is the most 
deve l oped of the three ma j or IRS i nput process i ng in it iat ives. In 1990, IRS 

made e lectron ic f i l i ng ava i l ab l e nat i onw ide. Current ly, e lectron ic f i l i ng 
is l im ited to those tax returns that show a refund. The Electron ic F i l i ng 
System at each of the three serv ice centers invo l ves the e lectron ic co l l ec- 
t ion, process i ng, and storage and retr ieva l of the data. The system con- 
s ists of three subsystems that perform the tax return f i l i ng process: the 
data commun i cat i ons subsystem, the returns process i ng subsystem, and 
the graph i cs subsystem. 

The e lectron ic f i l i ng process beg i ns when tax return data are trans- 
mitted to one of three serv ice centers and rece i ved by the IBM Ser ies I 
data commun i cat i ons subsystem. The Ser ies I subsystem passes tax 
return data to a ma i nframe computer, wh i ch processes both ind iv i dua l 
and bus i ness returns us i ng COBOL programs. The programs that are run 
on the ma i nframe perform many funct ions that were prev ious l y done 
manua l l y. 

F i gure III. 1 i l l ustrates those processes in the current tax process i ng 
system that are automated through e lectron ic f i l ing. 
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Electron ic F i l i ug System 

F lqure 111.1: Tax Process ing Funct ions Rep l aced by Electron ic F i l ing System 
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Eledron ic F i l i ng System 

Once data are processed by the e lectron ic f i l ing programs, the output 
then goes into the current p ipe l i ne system-known as the Genera l i zed 
Ma in l i ne Framework- into wh i ch manua l  a n d e lectron ic data from al l 
the input systems are fed. The Genera l i zed Ma in l i ne Framework ver if ies 
ca lcu lat ions, ba l ances transact ions, and p l aces se lect informat ion on 
tape that is sent to the Mart insburg Comput i ng Center to update the 
master fi le. Electron ica l l y f i led returns are wr itten on tape and sent to 
the graph i cs subsystem at the serv ice center for arch iv ing. 

To arch ive e lectron ica l l y f i led returns, the graph i cs subsystem stores 
them on opt ica l d isks at the three serv ice centers for subsequent 
retr ieva l. Us i ng th is subsystem, IRS’ staff corrects errors and then sends 
the corrected tax return informat ion to the Mart insburg Comput i ng 
Center. IRS staff a lso use the graph i cs subsystem to retr ieve returns, 
pr int returns, and reso lve preparer prob l ems. 

By 1991, a l l IRS serv ice centers wi l l h ave opt ica l d isks to store e lectron i- 
ca l ly f i led returns. These s ites wi l l then hand l e any transact ions that 
occur after the return is posted to Mart insburg’s master fi le, such as 
retr iev ing spec ia l  return requests, pr int ing returns, reso lv i ng unpost- 
ab les, and dea l i ng with preparer prob l ems. 

Paper Input Processed Paper Input Processed as Electron ic Returns (PIPER) i nvo l ves the tax 

as Electron ic Returns preparer putt ing tax return data on a formatted answer sheet and 
send i ng it by ma i l to the IRS for input into the Electron ic F i l i ng System. 

(PIPER) 
PIPER returns are scanned us i ng opt ica l character recogn it i on equ i pment, 
converted to e lectron ic f i l ing format, and processed through the Elec- 
tron ic F i l i ng System. PIPER i s targeted at sma l l er tax preparers-those 
serv ic ing 5 00 or fewer c l i ents a year-who may not be ab l e to afford the 
cost of the equ i pment needed to part ic ipate in the Electron ic F i l i ng 
System program. PIPER i s a  n ew IRS i nput process i ng in it iat ive that was 
p i l oted by the IRS Research Div is ion in 1 989 at the Cinc innat i a n d 
Andover Serv ice Centers. PIPER was expanded nat i onw ide in 1990, and 
1,600 returns were processed in that year. Except for the in it ia l 
batch i ng and scann i ng process, PIPER i s a lmost as eff ic ient for data 
process i ng as the Electron ic F i l i ng System. 

Tab l e III. 1 prov i des informat ion on costs, imp lementat ion, and expected 
benef its of both pro jects. 
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Electron ic Pl l l ng System 

Tab le 111.1: Input Process ing Modu le: Electron ic F i l lna System 
Dol l ars in mi l l ions _-_- _.-.-__-_.--.- .._. -- 

Deve lo ment coat 
Svatem name as o P June 1990 L ife-cyc le cost 

Nat ionw ide 
imp lementat ion Expected benef its 

Electron ic F i l ing System 

. . - ~~... _- . . -~-._-- 

Pa 
I! 

er Input Processed as 
lectron ic Returns (PIPER1 

$7.0 

0.5 

$ 1 9 8 . 2  ,January 1 9 9 0  Faster refunds 
Redu c e d  l abor a n d  storage 
costs 
Faster process i ng a n d  
retr ieva l of returns 
Redu c e d  process i ng errors 
Redu c e d  interest pa i d o n  
refunds 

a  January 1 9 9 0  Same as e lectron ic f i l ing 

BNot ava i l ab l e. 
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Document Process ing Syskm and 
Re lated Subpro jects 

The Document Process i ng System (DPS) wi l l convert paper tax returns to 
d ig ita l images pr ior to process i ng and wi l l use the images i nstead of 
paper documents for any further process i ng. IRS cons i ders DPS to be its 
l ong-term so lut ion to the d iff icu lty the agency has in process i ng, stor ing, 
and retr iev ing paper tax returns. F i gure IV. 1 shows the current 
process i ng funct ions that may be affected by DPS. 
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Document Process ing System and 
Re lated Subpro jects 

F igure IV.l: Tax Process ing Funct ions Affected by Document Process ing System 
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Document Process ing System and 
Re lated Subpro jects 

DPS, as env i s i oned, i nc l udes severa l subpro j ects i ntended to automate the 
process i ng of ma jor tax returns rece i ved by IRS, such as the Forms 1040, 
1040A, and 1040EZ. DF% wil l u lt imate ly b e a tota l ly i ntegrated system 
insta l l ed at each serv ice center, and wi l l process about 97 percent of the 
paper tax returns and correspondence rece i ved at each s ite. As ma i l is 
rece i ved at a serv ice center, enve l opes wi l l b e  automat ica l l y o p ened and 
emp l oyees wi l l extract and sort the documents rece ived, and prepare 
them for further process ing. Al l documents to be imaged wi l l b e  for- 
warded to a scanner, wh i ch wi l l b e  equ i p ped with an automat ic docu- 
ment feeder, for imag ing. 

DPS wil l image a l l forms and attachments rece i ved with a tax return. 
These images wi l l b e  passed to a computer, wh i ch wi l l number the 
return, recogn i ze the type of form, and e lectron ica l l y sort the docu- 
ments. A qua l i ty assurance process wi l l then ver ify the readab i l i ty a nd 
accuracy of the images. Data from the returns wi l l b e  extracted and 
compressed and then coded, va l i dated, ed ited, reformatted, merged with 
other data from other input and correct ion systems, and passed to the 
next step. After the in it ia l scann i ng operat ion, images of documents, 
i nstead of the paper returns and attachments, wi l l b e  used as source and 
reference mater ia l by a l l subsequent users. A request for proposa l s is 
schedu l ed to be i ssued for DPS i n Apri l 1 9 9 1 for the scann i ng, imag ing, 
and storage port ions of DPS. F igure IV.2 d i agrams the f low of documents 
through DPS 
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Document Process ing System and 
Re lated Subpro jects 

F igure IV.2: Document Process ing System 
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Document Process ing System and 
Re lated Subpro jects 

DPS Subpro jects 

Auto-Pipe l i ne Prototype The Auto-p ipe l i ne Prototype wi l l test the feas ib i l i ty of work i ng with 
images to process IRS' returns and documents. Informat ion from th is pro- 
totype wi l l b e  used to determ ine the type of hardware and software that 
wi l l b e  requ ired in DPS, and wi l l b e  used as input to the DPS request for 
proposa l s schedu l ed for Apri l 1991. The Auto-p ipe l i ne Prototype wi l l 
a l so determ ine the effects on personne l  of an image-based work env iron- 
ment. The test was de l ayed about 6 months because of prob l ems with a 
data base management system. Tests are be i ng conducted at the Aust in, 
Texas, Serv ice Center and are schedu l ed to run through December 1990. 

Automated Document 
Han d l ing Prototype 

The Automated Document Hand l i n g Prototype wi l l exp l ore and test 
automat i ng returns process i ng from the t ime returns are de l i vered to the 
serv ice centers to the t ime they are actua l l y ready to be scanned under 
the Document Process i ng System. Th is prototype wi l l b e  l ook i ng at ways 
to automate the extract ion, sort ing, batch i ng, and number i ng funct ions 
current ly performed manua l l y when returns are rece ived. As of Sep- 
tember 1990, pro ject off ic ia ls h a d conc l uded that very l itt le of th is in i- 
t ia l document hand l i ng process cou l d b e automated, because the types of 
documents rece i ved by IRS and the ir uses wi l l not be suff ic ient ly stan- 
dard ized. Therefore, the prototype is be i ng d irected towards further 
automat i ng the letter open i n g process and eva l uat i ng ways to streaml i ne 
other re lated document hand l i ng processes. 

The prototype wi l l not be deve l o ped pr ior to issu ing DPS' request for pro- 
posa l s in Apri l 1991. Accord i ng to the pro ject manager, the prototype 
wi l l b e  ready in t ime to connect with systems that vendors propose for 
automat i ng DPS. The prototype is schedu l ed to be insta l l ed at the Kansas 
City, Missour i, Serv ice Center by September 1991. 

H igh Speed Data Capture The H igh Speed Data Capture capab i l i ty was prototyped at the Aust in 
Serv ice Center and demonstrated the capab i l i ty to extract typewr itten 
data from images of tax returns with h i gh speed and accuracy. The test 
was conducted by a contractor us i ng opt ica l character recogn it i on to 
capture informat ion for process ing. The prototype, us i ng form 1040 tax Y returns, demonstrated that forms cou l d b e processed at h i gh speeds and 
a lso demonstrated an accuracy rate of 99.2 percent for numer ic charac- 
ters and 97.6 percent for a l pha characters. 
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Append ix IV 
Document Procedng System and 
Re lated Subpro jects 

Input Process ing 
System 

Contro l  The Input Process i ng Contro l System wi l l ensure that a l l the input func- 
t ions current ly performed by IRS wil l b e  performed in the Document 
Process i ng System. Current ly there are 19 funct ions that are performed 
on the serv ice center p ipe l i ne process i ng system. For examp l e, one of 
these funct ions is to account for a l l documents processed through the 
system. The Input Process i ng Contro l System wi l l t ie together a l l i nput 
process i ng systems inc lud i ng cash management, document process ing, 
and e lectron ic data i nterchange. As of October 1990, the input 
process i ng contro l requ i rements for the DPS request for proposa l s were 
comp l ete accord i ng to IRS. 

Mixed Med i a Workstat ion The M ixed Med i a Workstat i on pro ject is study i ng user needs for inter- 
faces with DPS. It focuses on comp l i ance act iv it ies such as exam inat i on 
and co l l ect ion funct ions that wi l l b e  us i ng the images produced by DPS. It 
is l ook i ng at standard menus and formats for d isp l ay i ng returns on the 
screen for users regard less of the ir funct iona l work area. These features 
cou l d g i ve emp l oyees the ab i l i ty to perform more than one funct ion. IRS 

wil l obta i n data from users to determ ine the type of informat ion needed 
by var ious IRS funct ions. IRS a lso has a User Work Stat ion Interface pro- 
ject that expandson some of the i ssues covered by the M ixed Med i a 
Workstat i on in it iat ive and exam ines the poss ib i l i ty of hav i ng one type 
of workstat ion that cou l d perform al l the funct ions requ ired by IRS 

users. Th is feature wou l d e l im inate the current need for mu lt ip le work- 
stat ions to perform var ious funct ions. 

The M ixed Med i a pro ject is be i ng done under contract. As of Apri l 1990, 
the contractor had made two presentat i ons of its f ind ings to IRS. 

Facs imi le Ass isted Serv ice Th is pro ject addresses ways that facs im i l es can be used with DPS to g ive 
for Taxpayers more serv ices to taxpayers, s i nce facs im i le transmiss ion is read i l y ava i l- 

ab l e a nd wide ly used. Th is pro ject is be i ng done in two phases. The first 
phase cons ists of determ in i ng the types and vo l umes of tax documents 
requested by d istr ict off ices. Th is informat ion wi l l b e  used to determ ine 
DPS capac ity requ irements, commun i cat i ons networks, and system ter- 
mina l needs. Th is phase was comp l eted in Ju ly 1990. 

The second phase of th is pro ject i nc l udes deve l op i ng a prototype us i ng a 
facs im i le mach i ne to transmit tax returns to IRS. Pro ject off ic ia ls are cur- 
rent ly cons i der i ng measures to ensure secur ity of facs im i le transmitted 
tax data. Th is phase began in September 1990. 
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Append ix IV 
Document Proce&ng Syntem and 
Re latad Subpro jects 

, 

DPS-Re lated 
In it iat ives 

Document Image Data Base The scope of th is pro ject i nc l udes prov id i ng long-term storage and 
retr ieva l of tax return images. The system deve l o ped wi l l store, index, 
and retr ieve a l l of IRS’ imaged documents. In add it i on, the system wi l l 
access images stored through the Electron ic F i l i ng System and the Elec- 
tron ic Depos i t Process i ng System. Eventua l l y, the system wi l l store e lec- 
tron ica l ly f i led returns, wi l l prov i de images of tax returns to users 
throughout IRS, and wi l l a l so i ndex and store other data for retr ieva l. 
Accord i ng to the pro ject manager, the system IRS env is i ons wi l l h ave 
informat ion on whether the document was imaged or not, and where it 
is l ocated if it was not imaged. A lthough spec if ic requ i rements have not 
been set, IRS i s cons i der i ng an opt ica l-storage med i um. Th is pro ject is 
current ly in the concept-def in i t i on phase. 

Image Character 
Recogn i t i on Support 

On August 30,1989, IRS estab l i shed an i nteragency agreement with the 
Nat iona l  Inst itute of Standards and Techno l ogy to prov i de support for 
spec if ic IRS requ i rements for the procurement of image character recog- 
n it ion techno l ogy and equ i pment for DPS. The Inst itute was requested to 
deve l op too ls a nd stat ist ics, and test data that wi l l ass ist IRS i n acqu ir i ng 
the appropr iate image character recogn it i on techno l ogy for automat i- 
ca l ly read i ng data from imaged documents. 

Tab l e IV. 1 prov i des informat ion on costs, imp lementat ion, and expected 
benef its for DPS, and research pro jects and prototypes be i ng conducted 
in preparat ion for deve l op i ng DPS. 
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Append ix IV 
Document Procewdng System and 
Re lated Subpro jects 

Tab le IV.l: lnout Procesr ino Modu le: Document Process lna Svstem 
Dol l ars in mi l l ions _.... -“. .._- ._.__... .._ ._.. _-- 

Deve lo ment cost 
System name as o P June 1990 L ife-cyc le cost 
Document Process i ng 

System $378.8 $1,732.0 .__. -.--- ..-._--. . .._ -.---- 

_. _.- ~-~~.~-- -- 

Nat ionw ide 
imp lementat ion 

January 1 9 9 8  

Expected benef its 
improved serv ice to 
taxpayers 
L a b o r  sav i ngs 
Red u c e d  storage costs 
Faster retr ieva l of tax returns 

Research pro jects and prototypes support ing DPS deve l opment .____ -_-.. _ _..-...-.-._. __-..-- _- 
Automated Document 

Hand l i n g 0.02 b b 
_.. . . .-.~ 

Auto-Pipe l i ne Prototype 
..~ _._...... ---___-- 

0.79 b b 

HighSpeed Data Capture 2.3 b b 
-___- 

Input Process i ng Contro l  
System a  b b 

.._... _ _. . ..-.-.._ -- --- 
M ixed Med i a Workstat i on 0.90- b b 

Facs imi le Ass isted Serv ice 
for Taxpayers 0.01 b b 

--. .._ ..__ -.. _- ..-... ~~._. .- -____--_ - 
DPS-re lated in it iat ives 
Document Image Data Base 

-- -- 
a  a  a  

I,.I_ _  _  ..,_ “.“. __. _._ . - . _.___.. -_ ..--- -._. --__~- 
Im;;eCoh~racter Recogn i t i o n 

1.5 b 

‘Not ava i l ab l e. 

bNot app l i cab l e 
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Append i x V 

Cash Mmagement System  and 
l3e lated Subpro jects 

In 1989, the Interna l Revenue Serv i ce accounted for about $1 tr i l l i on 
through its cash management operat ions. Potent ia l l y, more than 80 per- 
cent of these do l l ars can be rece i ved e lectron ica l l y. IRS' pre l im inary 
des i gn concept for modern i z i ng its cash management systems integrates 
a l l cash management processes. The overa l l  goa l  is to reduce the number 
of paper checks by us i ng e lectron ic funds transfer techno log i es, wh i ch 
wi l l b e imp l emented by the Electron ic Depos i t Process i ng System. Th i s 
system’s subpro j ects i nc l ude 

l ADEPT (Automated Depos i t of Electron ic Payments for Taxes), wh i ch 
tests the ab i l i ty of the Electron ic Depos i t Process i ng System to rece i ve 
and process var i ous types of tax payments e lectron ica l l y, and 

l Electron ic Federa l  Tax Depos i ts, wh i ch tests the ab i l i ty of the Electron ic 
Depos i t Process i ng System to rece i ve and process federa l tax depos i ts 
made by emp l oyers e lectron ica l l y. 

Any res idua l paper rem ittances wi l l b e processed by the Paper Depos i t 
Process i ng System (PDPS). PDPS subpro j ects i nc l ude 

l CHEXS (Check Hand l i ng Enhancements and Expert System), wh i ch 
rep l aces the current Rem ittance Process i ng System and wi l l process 100 
percent of a l l paper rem ittances and payment documents rece i ved at 
serv ice centers, and 

l Distr ict Rem ittance Process i ng System, wh i ch automates paper remit- 
tance process i ng funct ions at d istr ict off ices, 

Tab l e V. 1 prov i des informat ion on costs, imp lementat i on, and expected 
benef its for the cash management pro jects. 
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APP@WX V 
hah hfanagement System and 
Re lated Subpro j ects 

Tab l e V.l: Input Procerr lng Modu l e: Carh Management System 
Do l l ars in mi l l i ons 

Deve l o ment coat 
System name as o P June 1890 L ife-cyc le cost 

Nat ionw ide 
imp lementat ion Expected benef it3 

Electron i c Depos i t  
Process i n g System (two 
subpro j ects) b b b Speed s  process i n g 

;Jods qu i cker access to 

Redu c e s  operat i n g costs 
E l im inates b a d  checks 

(1) Automated Depos i t  of 
E lectron i c Payments for 
Taxes (ADEPT) $0.20 

Produces fewer process i n g 
errors 

b b 

(2) E lectron i c Federa l  Tax 
Depos i t  System .-.-_ 1-” .- l l .-.-... l__ --_--. 

er Depos i t  Process i n g 
(two subpro j ects) 

b b 

b b 

(1) Distr ict Rem ittance 
Process i n a Svstem 1  .o b March 1 9 9 2  

(2) Check  Hand l i n g  
E;;;;;rnents a n d  Expert 

b $130.0 October 1 9 9 3  

Venef i ts for the ent i re Cas h  Mana g ement  System. 

bNot ava i l ab l e. 
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