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United States
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April 30, 1993

The Honorable J.J. Pickle

Chairman, Subcommittee on Oversight
Committee on Ways and Means

House of Representatives

Dear Mr. Chairman:

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

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

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

; : : Our review of selected Irs forms, publications, and notices did not identify
Re ! ults in Brief any instances in which the documents did not conform with current legal
1 requirements or Irs guidance. We did identify 54 changes that could be
‘ made to improve the understandability and usefulness of these forms and
publications to taxpayers. We suggested changes to 5 of the 21 notices we
reviewed. Generally the changes we suggested were directed toward the
use of more specific language, consistent terminology, and inclusion of
appropriate references to other forms and publications, To implement
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Background

some of our suggested changes to notices, Irs will need to complete its
computer program changes and acquire new printing equipment over the
next several years. IRS generally agreed with or is considering the changes
we suggested. Our suggested changes to the forms, publications, and
notices we reviewed and IrRs’ responses are listed in appendix II of this
report. The specific changes we suggested regarding forms and
publications are contained in appendixes III through VII. Details of our
specific suggested changes regarding notices are provided in appendix
VIIL

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

Since 1980, the Internal Revenue Code has been amended more than 100
times, resulting in numerous modifications to existing tax forms and the
development of nearly 100 new ones. Many forms are revised annually; all
forms are considered for revision at least once every 3 years. The
development and revision of tax forms, accompanying instructions and
publications, is the responsibility of Irs’ Tax Forms and Publications
Division, which includes the Forms and Publications branches and the
Notice Clarity Unit, initially part of 1rs’ Ombudsman'’s office as the Notice
Clarity Task Force. This unit reviews both new and existing notices.
Notices are composed of a series of standard paragraphs prepared by
responsible Irs functional units that initiate IRS communications with
taxpayers about tax problems.

D

velopment and Revision

Fc%nns and Publications

h

Tax forms and accompanying instructions are written by tax law
specialists in the Forms Branch. Proposed new forms are reviewed by IRs’
Tax Forms Coordinating Committee (TFcc), which represents all
functional units in Irs. Forms are approved by Irs’ Chief Counsel and the
Office of Management and Budget (oMB). Revisions also typically require
the Chief Counsel’s approval and sometimes oMB's as well. In addition to
changes in forms mandated by law, Irs considers suggestions to revise
forms from a wide variety of external and internal Irs sources. These
include various professional organizations representing tax professionals
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and preparers, communications from taxpayers, and employee
suggestions. All suggestions received from both external and internal
sources are referred to the appropriate tax law specialist for consideration
during a document’s next scheduled revision.

A continuing 1rs forms improvement project, staffed by national office and
field personnel, is analyzing how Irs develops, produces, and delivers tax
forms and publications to recommend improvements. Project personnel
thoroughly review instructions and line items on high-volume forms and
instructions for both individual and business taxpayers. A key objective of
this review is to eliminate or simplify parts of the forms and instructions,
thereby reducing taxpayer burden. In February 1993, project personnel
either were reviewing or had reviewed 25 forms, according to Irs officials.

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

Noti;ce Development and
Revision

Notices are a written communication from IRs to taxpayers concerning the
status of their accounts with 1rs. Notices are composed of standard
paragraphs that are written by many IRS functional units, such as Returns
Processing, Examination, and Collection. The paragraphs for each notice
are then programmed for computers and available for use based on a
taxpayer's particular situation. Changes to notices often take some time to
implement because the computer programs that control the printing of the
notices must also be revised. For example, notices may either request
payment or information or provide further instructions related to account
settlement. A computer may generate a notice based on an automated
master file analysis or as a result of transaction posting.

The Notice Clarity Unit revises notices to ensure that they are clear and
understandable and that information is presented logically. Each quarter,
the unit reviews at least 20 high-volume or problematic notices and letters
as well as new and revised notices. By February 1993, the unit had
reviewed over 1,700 notices and letters.
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Telephone Services

Forms and
Publications Can Be
Improved

IrS’ toll-free telephone system is the primary means of assisting taxpayers
who contact Irs. About 90 percent of all fiscal year 1991 taxpayer contacts
were by telephone. Irs’ Taxpayer Service Division manages the agency’s
taxpayer assistance programs, including the toll-free telephone assistance
system. This division designates the telephone numbers placed on forms,
publications, and notices that taxpayers should call to obtain assistance.
These toll-free telephone numbers may connect taxpayers with local
district offices, 1 of 32 Irs locations that respond to telephone inquiries, or
1 of 3 publication distribution centers. Notices usually provide the
telephone number of an IRrs service center, district office, or toll-free call
site.

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

The 13 forms and 4 publications we reviewed were generally accurate. We
found no inconsistencies between these documents and the relevant
requirements contained in the Internal Revenue Code. We identified some
instances, however, in which the forms and publications we reviewed
could be revised to make them easier for taxpayers to understand and use.
Officials of 1rs’ Forms and Publications Division agreed with most of the
changes we suggested and agreed to incorporate them as each form or
publication is revised. Five of the 54 changes we suggested remain under
consideration. (See apps. III through VII for our suggested changes to
forms and publications.)

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

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

IRS Forms Improvement
Efforts

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

IS regularly seeks the views of organizations representing tax
professionals and taxpayers and considers their views when revising
forms and publications. IrS plans to establish a similar dialogue with these
groups concerning notices. These groups include the American Bar
Association, the American Institute of Certified Public Accountants, and
organizations representing payroll professionals. IRS consults with some of
these groups on a routine basis and addresses many of their concerns
during meetings or through written responses. We found these
interactions to have a generally positive effect on the development and
revision processes.
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Notice Language Can
Be Improved

Further, Irs routinely solicits suggestions for improvements from
taxpayers by including requests for their comments and suggestions in
major tax packages and some publications. Irs also actively seeks
additional feedback from taxpayers by holding town meetings in cities
around the country and conducting focus group testing on selected forms.

We reviewed 21 frequently used notices. The notices were consistent with
their purposes as explained in the Taxpayer Service Handbook and the
Catalog of Federal Tax Forms, Form Letters and Notices. We suggested
revising five notices to enhance their understandability. The changes
suggested include language clarification and some rearrangement of the
tax material presented in the notice. (See app. VIII for our suggested
changes to notices.)

We also suggested a new format for displaying taxpayer account
information, which often appears as a section called Your Tax Statement,
an important part of many different notices. The format we suggested
more clearly compares data reported on the taxpayer’s return with Irs’
proposed adjustment. In our suggested format, information would be
extracted from a taxpayer’s return and shown alongside Irs’ proposed
adjustment. Figure 1 shows an example of IrRS' present format, while figure
2 shows our suggested revision.

Page 6 GAD/GGD-93-72 Tax Administration



B-253216

ﬂguro 1: Example of a Current IRS Version of Your Tax Statement

YOUR TAX STATENENT

Mjusted Bross Income on Return  Snn,nnn,Ann.nn
Mjusted Gross Incose as Corrected an,nnn,nnn.nn

Tazsble Incose on Retyrn AR, NAR, AN, AR
Taxsble Incose as Corrected 0, N0, NBA. AN
Tax Withheld AN, 0NR, ARN, AR
Estinated Tax Paysents A0, 0on , AN, NA
Other Credits R, RAR, ABA, AR
Other Paysents N, NRN, AN L AR

Total Payseats & Cradits(Less IRA) nn,ann,mhn.nn
Total Tez on Retura (Less IRA Taz) nn,nnn,nnn,nn
Corrected Tax on etura S0, ann, ANR. AR

Overpaynent of Tases  $an,nan, nnn,nn
Less:
Late Filing Penalty an,nnn, nnn.an
Estisated Tax Penalty na nan,ann.nn
Bad Check Penalty &R, ANA, AR, AN
Late Paysant Penalty aa,nnn,ana.nn
Rissing SSN Penalty an,ann,nan.an

Interest ah,AAN, IR, PN
fsount Applied to Nest Year's
Estisated Tax 0, nnn, DAN. AN
Applied to Other federal Tazes
(See below) AN, N0N, AND AN
Total Subtracted AN, n0N, AR, AR
AMOUNT OF REFUND = 11 you owe no
other tazes $an, anng nRn.AR

(Any interest due you vill be added)
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ﬂguro 2: Suggooted Revision to Your Tax Statement

Per your return As corrected
Adjusted Gross Income $ nnnnn $ nnnnn
Taxable Income nnnn nnnn
Tax Withheld nn nn
Estimated Tax Payments nn nn
Other: Credits n n
Payments nn nn
Total Credits and Payments nn nn
Total Tax $ nn nn
Overpayment of Taxes n
Less: Late Filing Penalty a n
Estimated Tax Penalty a n
Bad Check Penalty a n
Late Payment Penalty a n
Missing SSN Penalty 8 n
Interest a n
Amount Applied to Next n
Year’'s Estimated Tax
Total Subtracted
Amount of Refund $

*Not part of taxpayer’s initial return.

We believe that our suggested format allows a taxpayer to identify the
information from his/her return and compare it to IrS’ proposed
adjustment more readily than the current data arrangement does. IRS'
Notice Clarity Unit officials agreed to attempt to incorporate the tax
statement format we suggested where possible. They said that revisions
will be made to the extent permitted by Irs’ present system of computers,
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printers, and related equipment. They said that our suggested tax
statement format is now being tested at a service center. These officials
also said that Irs would consider the printing and computing capabilities
needed to implement our suggested tax statement when establishing
requirements for new equipment.

Opportunity to Improve
Notice Quality

Telephone Assistance
Numbers Provided
Were Appropriate

i
|
i
i
|
i
f
'
i
i

t

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

The forms, publications, and notices we examined that contained
telephone numbers all correctly referred taxpayers to an IRS unit
responsible for answering questions or providing other assistance related
to a form or publication. The IR units most often referenced were
taxpayer assistance sites responsible for answering general taxpayer
questions concerning forms or publications and referring the call to a
taxpayer service representative who could discuss specific taxpayer
accounts. Taxpayer assistance personnel are also expected to explain how
to secure a taxpayer identification number, file by magnetic media, and
order additional forms and publications. We noted one form on which the
taxpayer service telephone number was not provided. Irs officials agreed
to add a telephone number to the form.

Call Site Purpose
Sometimes Misunderstood

I
{
|

|

|

In August 1991, I®s established the Information Returns Program (1rp) Call
Site as a pilot project at the Martinsburg Computing Center, in
Martinsburg, West Virginia. The pilot call site serves the North Atlantic and
Central Regions and responds to questions from the financial community
concerning the magnetic media filing of annual information returns, such
as Forms 1099. The call site also is to provide assistance concerning tax
law, return preparation, filing requirements and related matters for
information returns. The call site is expected to operate nationwide in the
near future.
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According to pilot call site staff and payroll professionals, some employers
and payroll preparers may have mistakenly believed that the IRP call site
was intended to address employment tax matters. This mistaken belief
may have led to misdirected calls that the IrP call site assistors did not
answer satisfactorily, thus frustrating callers. Irs officials said that
taxpayers seeking employment tax guidance should contact either the
general taxpayer services’ telephone number or the practitioner hotline.
The assistors at both of those locations are trained in employment tax
matters and can also retrieve specific tax account data from IrRS
computerized records, which IrP call site assistors cannot access.

—
Conclusions

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

_
Agency Comments

We discussed the contents of this report with responsible Irs officials, who
generally agreed with the information presented. The specific changes we
suggested to the forms, publications, and notices we reviewed and Irs's
responses are provided in appendixes III through VIII of this report.
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As agreed with the Subcommittee, unless you publicly announce its
contents earlier, we plan no further distribution of this report for 30 days
from the date of the report. At that time, we will make copies available
upon request. The major contributors to this report are listed in appendix
X. If you or your staff have any questions concerning the report, please call
me on (202) 512-5407 or Bob McArter, Assistant Director, on

(202) 272-7904.

Sincerely yours,

Jennie S. Stathis
Director, Tax Policy and
Administration Issues
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Appendix I

Objectives, Scope, and Methodology

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

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

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

We selected frequently issued notices from Irs’' Individual Master File (IMF)
or Business Master File (BMF), histories of transactions maintained by IRrs.
The Notice Clarity Unit reviewed and approved 14 of the 21 notices we

| selected for review.

To analyze the understandability of notices, we considered whether the
message IRS was attempting to convey to taxpayers was evident from a
notice’s standard paragraphs. We used the purpose statements of notices
! found in 1rs’ Taxpayer Service Handbook and the Catalog of Federal Tax
1 Forms, Form Letters and Notices to judge understandability. We also
‘ considered whether a notice’s title and attached response stubs were
a consistent with the notice’s intent. We did not attempt to determine
’ whether the notices we reviewed were appropriate given a taxpayer’s
particular circumstances. Details of our suggested changes are contained
in appendix VIII.

1A conduit form is used by an entity that does not pay taxes itself but passes its tax attributes on to its
owners.

! Page 16 GAO/GGD-93-72 Tax Administration



Appendix I
Ohjectives, Bcope, and Methodology

While we attempted to review the documents we selected in a
comprehensive manner, we could not anticipate all situations that could
lead to problems or confusion for the taxpayer. In conducting our work,
we obtained the views of organizations representing tax professionals, tax
preparers, and taxpayers on forms and publications. But it should not be
inferred that these groups necessarily agree with our suggestions or
support our conclusions. Appendix IX contains a list of organizations we
contacted. We also discussed our concerns and suggestions with Irs on an
ongoing basis.

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

We did our work at Irs’ National Office in Washington, D.C. We discussed
the contents of this report with responsible Irs officials who generally
agreed with the information presented. We did our work from May
through December 1992 in accordance with generally accepted
government auditing standards. The specific changes we suggested to the
forms, publications, and notices that we reviewed and IRS’s responses to
our suggested changes are contained in appendixes III through VIII of this
report.
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Appendix II

GAO-Suggested Changes to IRS Forms,
Notices, and Publications Reviewed

o
db*o zé\o &
o QQ Qoo o@
(P $° P ‘0’(‘
© o' ¢°
IRS form o o & <&
Individual forms
Form 2106 - Employee 1 A Specific language To be revised in 1993 Appendix Itl
Business Expensos 2 % Clear reference To be revised in 1993 Appendix il
3 % Clear reference To be revised in 1993 Appendix il
4 % Clear reference To be revised in 1993 Appendix It]
5 A Specific language To be revised in 1993 Appendix Il
' Form 2119 - Sale of Your Home 1 A Specific language Revised in 1992 Appendix Il
2 A Specific language Revised in 1992 Appendix Il
3 A Specific language Revised in 1992 Appendix Il
4 % Clear reference To be revised in 1993 Appendix il
5 % Clear reference To be revised in 1993 Appendix il
6 B Consistent terminology To be revised in 1993 Appendix Il
7 A Specific language To be revised in 1993 Appendix Il
8 % Clear reference Under consideration Appendix Il
9 % Clear reference Under consideration Appendix [l
10 * Clear reference To be revised in 1993 Appendix I
11 A Specific language Under consideration Appendix I
12 % Clear reference To be revised in 1993 Appendix Il
13 A Specific language To be revised in 1993 Appendix Il
Form 8829 - Expenses for 1 A Specific language To be revised in 1993 Appendix 1l
;Business Use of Your Home 2 A Specilic language To be revised in 1993 Appendix Il
Corporate form
Form-5500EZ - Annual Return of 1 A Specific language To be revised in 1993 Appendix [V
gggij};’gg)lci e%r;liénOgggresﬁnga;rheir 2 % Clear reference To be revised in 1993 Appendix IV
3 W Consistent terminology To be revised in 1993 Appendix |V
Miscellaneous forms
Form SS-4 - Application for 1 % Clear reference To be revised in 1994 Appendix V
Employer Identification Number 2 * Clear reference To be revised in 1994 Appendix V
3 % Clear reference To be revised in 1994 Appendix V
4 * Clear reference To be revised in 1994 Appendix V
5 A Specific language To be revised in 1994 Appendix V
, Form W-2 - Wage and Tax 1 A Specific language Revised in 1993 Appendix V
Statement 2 A Specific fanguage Revised in 1993 Appendix V
Form W-2¢ - Statement of Corrected| 1 % Clear reference Revised in 1992 Appendix V
Income and Tax Amounts
Form 941 - Employer's Quarterly 1 A Specific language Revised in 1993 Appendix V
Federal Tax Return N N
2 % Clear reference Revised in 1993 Appendix V
3 A Specific language Revised in 1993 Appendix V
| 4 A Specific language Revised in 1993 Appendix V
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Appendix II
GAO-Suggested Changes to IRS Forms,
Notices, and Publications Reviewed

A The IRS response column indicates IRS' response 1o our suggestions and, if applicable, the year IRS has agreed o adopt our suggestion.

IRS form
Miscellaneous forms (cont.)
'Form 1098 - Morigage Intarest Statement 1 A Specific language Revised in 1993 Appendix V
Form 1099-DIV - Dividends and 1 A Specific language Revised in 1993 Appendix V
Distributions 2 W Consistent terminology To be revised in 1994 Appendix V
Form 1099-MISC - Miscellaneous Income 1 A Specific language Revised in 1993 Appendix V
Condult form
Form 709 - United States Gift 1 A Specific language To be revised in 1993 Appendix VI
(ﬁgﬂﬁ;‘;‘}'gﬁ‘g‘gﬁ'ﬂ#‘""ﬂ 2 A Specific language To be revised in 1993 Appendix VI
3 % Clear reference To be revised in 1993 Appendix Vi
4 * Clear reference To be revised in 1993 Appendix VI
5 % Clear reference To be revised in 1993 Appendix VI
6 % Clear reference To be revised in 1993 Appendix V!
7 % Clear reference To be revised in 1993 Appendix VI
8 * Clear reference To be revised in 1993 Appendix Vi
9 % Clear reference To be revised in 1993 Appendix VI
10 A Specific language To be revised in 1993 Appendix VI
1 2 Requirement questioned Under consideration Appendix Vi
. 12 ? Requirement questioned Under consideration Appendix VI
Publications
Publication 523 - Selling Your Home 1 % Clear reference To be revised in 1993 Appendix VIi
; 2 A Specific language To be revised in 1993 Appendix Vi
i Publication 587 - Business Use of 1 A Specific language To be revised in 1993 Appendix Vil
| Your Home
Notices
' CP 16 - We Changed Your Return 1 A Specific language Under consideration Appendix Vilt
: and Usad Your Refund to Pay
. Other Taxes You Owed
1 CP 49 - Overpaid Tax Applied to 1 Specific language Under consideration Appendix VIl
| Other Taxes You Owe
;' CP 138 - We Applied Your Over- 1 Clear reference Under consideration Appendix VIII
| payment to Other Taxes You Owe
| CP 253 - Request for Forms 1 Specific language Under consideration Appendix Vil
I W-2 Not Filed With the Social
1| Security Administration
' CP 267 - Overpayment Notice 1 A Specific language Under consideration Appendix VIII
Type of change
A Specific language
! % Appropriate reference
. W Consistent terminology
- ? Requirement questionad
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Individual Forms

This is an annual form for individual use. We analyzed the 1991 version
FOI’I'H 2 106’ Employee and remain concerned by some aspects of the 1992 revision. Therefore, we
Business Expenses cite the 1992 version.

1992 Form 2106, Line 2

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

IRS Response IRS agreed to specify that line 2 is for local travel expenses by revising it to
: read, “Parking fees, tolls, and transportation, including train, bus, etc., that
did not involve overnight travel.” Irs agreed to make this revision in the
1993 version of Form 2106.
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Figure Ill.1: Detalls of 1892 and Suggested 1893 Form 2106

1992 Form

Column A Column B
Other Than Meals Meals and
STEP 1 Enter Your Exv‘n’e’ and Entertainment Entertainment
1 Vehicle expense from line 22 or line 29 . . . . . . . 1
2 parking fees, tolls, and local transportation, 2
including train, bus, etc. . . . . . . . . . . . ..
3 Travel expenses while away from home overnight,
including lodging, airplane, car rental, etc. Do not
include meals and entertainment . . . . . . . . . . . . 3
Suggested 1993 Form
Column A Column B
Other Than Meals Meals and
STEP 1 Enter Your Expenses and Entertainment Entertainment

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

2 parking fees, tolls, and rransportation, including 2

train, bus, etc., that did not involve overnight
A travel.
3

Traval axpenses while away from home overnight,
including lodging, airplane, car rental, etc. Do not
include meals and entertainment . . . . . . . . . . . . 3

A Specific language

1992 Form 2106, Line 8
GAQ Concern 2 The note does not direct taxpayers to the line number on which excess
; reimbursements should be reported as income. Although this information
is included in the line 8 instructions, we suggested it also be placed on the
form.

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

(See next page.)
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F_l_guro l11.2: Detalls of 1992 and Suggested 1893 Form 2106

1992 Form

STEP 3 Figure Expenses To Deduct on Schedule A (Form 1040)

8 Subtract line 7 from line 6 . . . . . . . . . . . . . . 8

Note: If both colummns of line 8 are zero, stop here. If
Column A is less than zero, report the amount as income
and enter -0- on line 10, column A. See instructions
for how to report.

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

Suggested 1993 Form

STEP 3 Figure Expenses To Deduct on Schedule A (Form 1040)

8 Subtract line 7 from line 6 . . . . . . . . . . . . .. 8

Note: if both columms of line 8 are zero, stop here. If
Column A is less than zero, report the amount as income

* on Line 7 (Form 10405 and enter -0- on line 10, column
. o@e instructions for how to report.

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

* Appropriate reference

1992 Form 2106,
Instructions, Page 2, Line 3

GAO Concern 3 The instructions do not specify the types of lodging and transportation
{ expenses that can be deducted. The instructions also do not indicate that
§ personal travel expenses incurred while the taxpayer is away from home
on business are nondeductible. This information is found in Publication
463, Travel, Entertainment, and Gift Expenses. We suggested that IRs
include a reference to this publication.
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IRS Response IRs agreed to refer to Publication 463 to provide taxpayers with more
information and will incorporate this reference in the 1993 version of
Form 2106.

Figure 11i.3: Details of 1892 and Suggested 1983 instructions for Form 2106

1992 Instructions Suggested 1993 Instructions
Line 3.—Enter expenses for lodging and Line 3.-Enter expenses for lodging and
transportation connected with overnight transportation connected with overnight
. travel away from your tax home. Do not travel away from your tax home. Do not
include expenses for meals and include expenses for meals and
entertainment. ¥% entertainment. See Pub. 463 for more

information about businegs travel.

% Appropriate reference

1992 Form 2106,
Instructions, Page 2, Line 4

GAO Concern 4 The instructions do not mention the limits on the deductions for business

: gifts. A taxpayer cannot deduct more than $25 for business gifts given
directly or indirectly to any one person during the tax year. This

! information is found in Publication 463, Travel, Entertainment, and Gift
Expenses but not mentioned in the instructions.

IRS Response IRS agreed to reference Publication 463 to advise taxpayers where to

| obtain more information and will incorporate the reference in the 1993

version of Form 2106.

(See next page.)
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F__lgurc llL.4: Detalls of 1682 and | Suggested 1883 instructions for Form 2108

1992 Instructions

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

Suggested 1993 Instructions

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

% (See Pub. 463 for more information.) If
you are deducting home office expenses,

get Pub. 587 for special instructions on
how to report your expenses. If you are
deducting depreciation on a cellular
telephone or other similar
telecommunications equipment, a home
computer, etc., get Form 4562,
Depreciation and Amortization, to figure

on line 4.

the depreciation. Enter the depreciation
on line 4.

% Appropriate reference

1992 Form 2106,
Instructions, Page 3, Lines
13 and 16

GA¢) Concern b

IRSfResponse

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

Irs officials said that it is not Irs’ intention to treat these taxpayers
differently. irs will change the language in the instructions to indicate that
the relevant issue is the date the vehicle is converted to business use,
regardless of whether the taxpayer changed jobs. This change will be
incorporated in the 1993 version of Form 2106.
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Figure 1IL.5: Detalls of 1982 and Suggested 1993 Instructions for Form 2106

1992 Instructions

Line 13.-Enter the total miles each
vehicle was driven for all purposes
during the year. If you changed your job
during the vear to one in which you
started using a vehicle for business,
enter only the total miles for the
months you used your vehicle for
business in the new job.

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

Line 15.-Divide line 14 by line 13 to
figure your business use percentage. If
you changed your job during the year to
one in which you started using your
vehicle for business, multiply this
percentage by the number of months you
used your vehicle for business in the
new job and divide the result by 12.

A Specific language

A

Suggested 1993 Instruct ions

Line 13.—-Enter the total miles each
vehicle was driven for all purposes
during the year. If you first started

using your vehicle for personal use and
later converted it to business use
enter only the total miles for the
months the vehicle was used for

business.

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

Line 15.—Divide line 14 by line 13 to
figure your business use percentage. 1f
vou first used vour vehicle for personal

use and later converted it to business

use, multiply this percentage by the
number of months the car was used for
business and divide the result by 12,

Form 21 19, Sale of
Yqur Home

i

This is an annual form for individual use. We analyzed the 1991 version,
and while several of our concerns were addressed, we remain concerned
by some aspects of the 1992 revision. Some of the changes agreed to by Irs
were made in the 1992 version. Others are planned for either the 1993 or

1994 version as cited. We cite both the 1991 and 1992 versions in our

concerns.
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1991 Form 2119,

Instructions, Page 2, Line

la

GAO Concern 1 It is not clear whether “sold” refers to the date a contract with a
prospective buyer was accepted by the seller or the date the title changed
hands.

IRS Response IRs agreed with our concern and added an explanation of sold in the line 1

instructions and a reference to this explanation in the Purpose of Form
section. IrS made this change on the 1992 instructions for Form 2119.

ﬂguh Iil.6: Detalls of 1991 and 1992 Instructions for Form 2119

1991 Instructions 1992 Instructions
gin: 1:.- o ineluded for 1i General Instructions
(o] nstruc onsg were nciude or ne
. Purpose of Form
églg?ncernlng the date former home was A Date of Sale. See the instructions for

line 1 on page 2.

Line Instructions

A Lipne 1. Enter the date of sale. If you
received a Form 1099-8,  Proceeds From
Real Estate Transactions, the date
should be shown in box 1. If you didn’t
receive a Form 1099-S, the date of sale
ig the earlier of (a) the date title
transferred or (b) the date the economic
burdens and benefits of ownership
shifted to the buyer.,

A Specific language
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1991 Form 2119,
Instructions, Page 2, Line
11—Fixing-Up Expenses

GAO Concern 2

It is unclear whether “contract date” refers to the date the seller contracts

with the realtor to sell the home or the date there is a contract with a
prospective buyer.

IRS Response

1Rs agreed and clarified that the “contract date” is the date there is a valid
contract with a buyer. s has incorporated the clarification into the 1992

instructions for Form 2119.

ﬂguro 11.7: Detalls of 1991 and 1992 Instructions for Form 2119

1991 Instructions

Line 11-Pixing-up Bxpenses.-Enter the
amount paid for work performed on your
0ld home in order to help sell it. Do
not include amounts that are otherwise
deductible, or selling expenses included
on line 5. The expenses must be for
work performed within 90 days before the
contract to sell the home was signed and
paid within 30 days after the sale. Do
npot include expenses for permanent
iimprovements or replacements, which
should be added to the basis of the
property sold.

|
‘A Specific language

A

1992 Instructions

Line 18. (formerly Line 11) Enter the
amount paid for work done on your old
home in order to help sell it. The
expenses must be--

» For work done during the 90-day period
ending on the day you signed the
contract to sell your home (not the day
yvou signed the listing contract with the
realtor), and

« Paid no later than 30 days after the
date of sale.

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

Also, do not include expenses for
permanent improvements or replacements,
which should be added to the basis of
the property sold.
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1991 Form 2119,
Instructions

GAO Concern 3

IRS Response

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

IRS officials agreed and incorporated a section addressing this situation in
the 1992 instructions for Form 2119 under Purpose of Form. A reference
has also been added to Publication 523, Selling Your Home.

lf_l_gu‘re 1I1.8: Detalls of 1991 and 1992 Instructions for Form 2119

1991 Instructions

No instructions were included addressing
how unmarried people were to postpone
gain or elect the one-time exclusion, if

1992 Instructions

General Instructions
Purpose of Porm
More Than One Owner. If you owned the

old home jointly with a person other

eligible, in situations where they
jointly owned and sold a house.

than your spouse, you may postpone gain
or elect the one-time exclusion only on
vour ownership interest in the home.
For more details, see Pub. 523.

A Specific language

|
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1992 Form 2119, Line 6,
Expense of Sale

GAO Concern 4

IRS Response

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

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

(See next page.)
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Figure 11.9: Detalls of 1992 and Suggested 1993 Form 2119

1992 Form

Paxt XX Gain on Sale (Do not include amounts you deduct as moving expernses.)

S. Selling price of home. Do not include personal property items that you sold 5
WItH YOUE BOM@. .ottt inineane e aeesnnonanssssnoososononosesancenanensnssssons

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

7. Amount realized. Subtract line 6 from line S.......... ...ttt annnnns 7

8. Basig of home gold (Bee@ INBtructiond8)........vueerviernvrononccessronoveannnnns 8

Suggested 1993 Form

Pazt ITI Gain on Sale (Do not include amounts you deduct as moving expenses.)

S. Selling price of home. Do not include personal property items that you sold 5
WItHh YOUr ROMB. ... ittt i i it it i iitsasiaesveearssasssonanesssannss

* 6. Expense of sale. (8@@ QiNELYUCLIONS) .. ..ttt iiiiriinneseretssonssveoesonnans 6

7. Amount realized. Subtract line 6 from lina 5........... et ivnrritiiinsennunns 7

8. Basis of home 80ld (8@e INBLIUCLIONB) . ...ttt iiivireerrarocctvananresannns 8

‘% Appropriate reference

1992 Form 2119,
Instructions, Page 1

GAO Concern b The term “replacement period” is used seven times before it is defined on
- the second page.
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IRS Response Irs officials agreed to provide a definition where the term is first used in
the 1993 version of the Form 2119 instructions.

Figure 111.10: Details of 1992 and Suggested 1993 Instructions for Form 2119

1992 Instructions Suggested 1993 Instructions
When and Where to File When and Where to File

Additional Flling Requirements. If you Additional Filing Requirements. If you
have not replaced your home but plan to have not replaced your home but plan to
do so within the replacement period do so within the replacement period you
(defined on page 2), you will also have will also have to complete a second

to complete a second Form 2119. %* Form 2119. Generally the replacement

period starts 2 vears before and ends 2
vears after the date vou sell vour old

main home. The replacement period may be

longer if you are on active duty in the
U.S. Armed Forces for more than 90 davs

or if vou live and work outside the
United States. For more details, see

Pub. 523.
‘ * Appropriate reference
1992 Form 2119,
Insgtmctions, Page 2, Line
21b
GAD Concern 6 Two terms (cost of capital improvements and capital expenses) appear to
; be used synonymously, but it is not clear whether this is Irs’ intention.
Under the line 8 instructions, the term capital improvements is used, while
‘ under line 21b, capital expenses is used.
IRS Response IRS officials agreed to select one term and use it consistently throughout
! the instructions. The revision will be incorporated in the 1993 version of
! the Form 2119 instructions.
(See next page.)
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Figure ll.11; Details of 1882 and Suggested 19883 Instructions for Form 2119

1992 Instructions

Line 21b. The cost of your new home
includes one or more of the following:
« Cash payments,

« The amount of any mortgage or other
debt on the new home,

« Commissions and other purchase
expenses you paid that were not deducted
‘as moving expenses, and

'« Any capital expenses incurred within
‘the replacement period (defined on this
page) .

If you built your new home, include
ithe cost of the land and all
iconstruction costs incurred within the
replacement period. Do not include the
cost of land purchased before or after
the replacement period or land acquired
‘other than by purchase. Also, do not
include the value of your own labor.
Notes If line 23 of Form 2119 shows a
‘taxable galn and you lincur capital
‘expenses after you file it but within
‘the replacement period, you should
‘refigure your taxable gain. If including
the capital expenses in the cost of your
new home reduces the gain you originally
reported, file Form 1040X to correct
your 1992 tax return.

B Consistent terminology

Suggested 1993 Instructions

Line 21b. The cost of your new home
includes one or more of the following:
« Cash payments,

« The amount of any mortgage or other
debt on the new home,

« Commissions and other purchase
expenses you paid that were not deducted
as moving expenses, and

+ Any cost of capital improvements
incurred within the replacement period
(defined earlier).

If you built your new home, include
the cost of the land and all
construction costs incurred within the
replacement period. Do not include the
cost of land purchased before or after
the replacement period or land acquired
other than by purchase. Also, do not
include the value of your own labor.
Notes If line 23 of Form 2119 shows a
taxable gain and you incur costs for
capital improvements after you file it
but within the replacement period, you
should refigure your taxable gain. If
including the costs of capital
improvements in the cost of your new
home reduces the gain you originally
reported, file Form 1040X to correct
your 1983 tax return.

1992 Form 2119,
Instructions and Form

GAQ Concern 7 The taxpayer is not advised on either the form or instructions to save a
copy of Form 2119 for his/her records. This is an important form for home

) owners because it is needed to determine the basis of property and a copy
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IRS Response

should always be kept. We suggested it should be retained longer than the
3 years usually recommended.

Irs officials agreed to adopt this suggestion. They plan to add a statement
either in the 1993 version of Form 2119 or in the accompanying
instructions advising the taxpayer the form should be retained longer than
other tax records, perhaps indefinitely.

Figure I11.12: Detalls of 1992 and Suggested 1993 Instructions for Form 2119

1992 Ingtructions

A Specific language

Suggested 1993 Instructions

No instructions were included regarding General Instructions
the importance of retaining Form 2119
longer than other tax records. A

Purpose of Form

Notes The information contained on this
form will be reguired in computing gain
or logss on any future sale of the house.
It may be necessary to retain the form
longer than other tax records, perhaps

indefinitely.

1992 Form 2119, Line 9
GAO boncern 8

IRS Response

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

IRS officials are still considering this suggestion. Irs is conducting its own
study of Form 2119, which may affect this decision. This study is due in

(See next page.)
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the spring of 1993. Depending on the results of the report, Irs may adopt

the suggestion for 1993 or 1994.

Figure lil.13: Detalls of 1992 and Suggested Form 2119

1992 Form

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

with your home....... et a e et et st tatetesnsarrsannnnnnn et seee it e s e es e
6. Expense of sale. Include sales commissions, advertising, legal,etc.............. 6
7. Amount realized. Subtract line 6 from line 5........... i iiniiiiiinenennnennnns 7
8. Basis of home Bold (see instructions)........... ...t eenennannnannn. 8
9. Gain on sale, Subtract line 8 from line 7......c.eviriiirveseronneerenrorurenass 9

* « If line 9 is zero or less, stop here and attach this form to your return.

« If line 3 is "Yes," you must go to Part III or Part IV, whichever applies.

Otherwise, go to line 10.

Suggested 1993 or 1994 Form

Paxrt ITI Gain on Sale (Do not include amounts you deduct as moving expenses.)

S.

Selling price of home. Do not include personal property items that you sold
with your home........... ..ot

Expense of sale. (8@ INSLIUCTLIONS) . ... iunoni it ininnronoonenransaeasnnn
Amount realized. Subtract line 6 from lin@ 5........c.ciurrornnvnsenvennrerarurnns
Basis of home sold (Bee@ INSELIUCLIONB) . u.t it e renesnnsreeassonrsonsnnosnans

Gain on sale, Subtract line 8 from line 7...... ...t irenreneennnnnnas
* « If line 9 is zero or less, stop here and attach this form to your return.

« If line 9 is greater than zero and line 3 is *Yes, " you must go to Part III or
Patt 1V, whichever applies. If line 3 18 NO go to line 10.

* Appropriate reference

5
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1992 Form 2119, Line 17

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

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

(See next page.)
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Figure lil.14: Detalls of 1992 and Suggested Form 2119

1992 Form

Part IV Adjusted Sales Price, Taxable Gain and Adjusted Basis of New Home

17

Subtract line 16 from line 9

» If line 17 is zero, stop here and attach this form to your return.

« If line 3 is "Yes® go to line 18 now.

« If you are reporting this sale on the installment method, stop here and see
the line 2 instructions.

« All others, stop here and enter the amount from line 17 on Schedule D, line 2

or line 10.

Suggested 1993 oxr 1994 Form

Part IV Adjusted Sales Price, Taxable Gain and Adjusted Basis

of New Home

17

*

Subtract line 16 from line 9

+» If lina 17 is zero, stop here and attach this form to your return.
« If line 17 is greater than zero and line 3 is "Yes" go to line 18 now.
» TT you are reporting this sale on the 1nstallment method, sStop here and see

the line 2 instructions.

* All others, stop here and enter the amount from line 17 on Schedule D, line 2

or line 10.

* Appropriate reference

17
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1992 Form 2119,
Instructions, Page 1,
One-Time Exclusion for

People Age b5 or Older

GAO Concern 10 We found the next to the last sentence in the paragraph after test 3
unclear. We were unsure if Irs intended living in a nursing home to be the
same as living in the main home or whether Irs expected the person to
physically reside in the main home for 1 year.

IRS Response IRS officials agreed to revise this section to conform with a clearer

explanation contained in the revised 1992 version of Publication 523,
Selling Your Home. The revision will be incorporated into the 1993 Form
2119 instructions.

(See next page.)
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Figure IIl.15: Detalls of 1992 and Suggested 1993 Instructions for Form 2119

1992 Instructions

One-Time Exclusion for People
Age 55 or Over

Generally, you can elect to exclude from
your income up to $125,000 ($62,500 if
married filing a separate return) of the
gain from one sale of any main home you
choose. But for sales after July 26,
1978, the exclusion is available only
once. To make the election for this

' sale, complete Part III and answer "Yes"

on line 13. You can make the election if
all three of the following apply:
1. You or your spouse were age 55 or

+ older on the date of sale.

2. Neither you nor your spouse have

i ever excluded gain on the sale of a home
after July 26, 1978.

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

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

% Appropriate reference

Suggested 1993 Instructions

One~Time Exclusion for People

Age 55 or Over

Generally, you can elect to exclude from
your income up to $125,000 ($62,500 if
married filing a separate return) of the
gain from one sale of any main home you
choose. But for sales after July 26,
1978, the exclusion is available only
once. To make the election for this
sale, complete Part III and answer "Yes*
on line 13. You can make the election if
all three of the following apply:

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

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

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

For purposes of 3 above, there is an
exception, if you become physically or
mentally unable to care for yourself at
any time during the 5-vear period. This
exception applies to sales after
September 30, 1988. You qualify for
this exception to the use test if,
during the 5-year period before the sale
of vour home:

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

2) You became phvsically or mentally
unable to care for vourself.

Under this exception you are congidered
to live in yvour home during any time
that you reside in a facility (including
a nursing home) that is licensed by a
state or political subdivision to care
for persons in vour condition.
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Form 2119, Part III
GAO Concern 11

IRS Response

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

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

(See next page.)
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Fl_guro 11.16: Detalls of 1892 and Suggested Form 2119

1992 Form

Part III One-Time Exclusion of Gain for People Age 55 or Older (If you are not
taking the exclusion, go to Part IV now.)

11 Who was age S5 or older on date of Bale?.........ccovnvunnn.l 0 You O Your Spouse [ Both of you
12 Did the person who was age 55 or older own and use the property as his or her main home for a
total of at least 3 years (except for short absences) of the 5-year period before the sale? If
"No,*® go to Part IV now........ e s ettt e et e e e ey 0 Yes 0 No
13 If line 12 is "Yes," do you slect to take the one-time exclusion?
If “NO," gO £O PAXL IV NOW...vorervnruenucocsosnnsnconsaneanrncanses 0 Yes O No
14 At time of sale, who owned the home?.........vvvvvvenennenens .0 You O Your Spouse 0 Both of you
L18 Social security number of spouse at time of sale if you had a different 15
. spouse from the one above at time of sale. If you were not married at ] ]

time of salae, enter "None®

16 Exclusion. Enter the smaller of line 9 or 5125 000 ($62,500, if married 16
filing separate return). Then, go to 1ine 17.....c.cvvrvevrevcrvevonnenn

Suggested 1993 or 1994 Form

A Part III One-Time Exclusion of Gain for People Age 55 or Older {ifiyeuarenet
calting-the—erelusion—go—to—Part—iV-nowr}

11 Do you elect to take the one-time exclusion?
TE *V@8, T GO LO 1iN@ 10. Y17 TNO,T GO £O PAIt IV. ... e.osnncmneneenennesnsnnsns O Yes 0 No

12 Who was age 55 or older on date of sale?.............connunnn 0 You DO Your Spouse 0O Both of you
13 Did the person who was age 55 or older own and use the property as his or her main home for a
total of at least 3 years (except for short absences) of the S5-year period before the sale? If
"NO, ® GO EO PAIE IV DOW. ot ttvieveennseennensaosnsesseonssosassosssesensanassennnnans 0 ves 0 No
14 At time of sale, who owned the home?..........0v0evevvuensna...l] You 0O Your Spouse O Both of you
15 Social security number of spouse at time of sale if you had a different 15
| spouse from the one above at time of sale. If you were not married at ] ]
; time Of BAle, @NLEL "NOMB . ... .uutiuivnnisenensonenenoeneneenreneneennns ] [
E 16 Bxclusion. Enter the smaller of line 9 or 5125 000 (462,500, if marrzed 16
i filing separate return). Then, go to line 17.......ovuvrrevenennnn .
i

A Specific language
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1992 Form 2119,
Instructions, Page 2,
Applying Separate Gain to
Basis of New Home
GAO Concern 12 This section does not completely explain the proper allocation and related

requirements when taxpayers incur a gain on the sale of their old home
and their new home is to be held under a different form of ownership. We

suggested a reference to Publication 523, Selling Your Home, which
provides a more detailed explanation including examples.

IRS Response IRS officials agreed to add a reference to Publication 523. They will
‘ incorporate it in the 1993 Form 2119 instructions.

(See next page.)

|
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ﬂguu I1.17: Details of 1892 and Sug_gutcd 19893 Instructions for Form 2119

1992 Instructions

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

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

% Appropriate reference

*

Suggested 1993 Instructions

Applying Separate Gain to Basis of New
Home. If you are married and the old
home was owned by only one spouse but
you and your spouse own the new home
jointly, you and your spouse may elect
to divide the gain and the adjusted
basis. If you owned the old home jointly
but you now own new homes separately,
you may elect to divide the gain to be
postponed. In either situation, you both
must:

1. Use the o0ld and new homes as your
main homes, and

2. Sign a statement that says, "We agree
to reduce the basis of the new home(s)
by the gain from selling the old home.*
This statement can be made in the bottom
margin of Form 2119 or on an attached
sheet.

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

See Pub. 523 for more details and

examples.

1992 Form 2119,

Instructions, Page 2, Line 4

GAOQ Concern 13 We could not determine whether both the Form 2119, Sale of Your Home,
and the Form 4797, Sales of Business Property, or the Form 2119 alone
should be filed if part of a home was rented out or used for business in
years before the year of sale but not in year of sale. Publication 523,
Selling Your Home, suggests it should be reported only on Form 2119.

IRS Response IRS agreed to incorporate clarifying language and a reference to

Publication 523 in the 1993 Form 2119 instructions. The manner in which
the property is used in the year of sale is the determining factor.
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ﬂguro §ii.18: Detalls of Current and &nggestod 1993 Instructions for Form 2119

1992 Instructions

Line 4. If any part of either home was
rented out or used for business for which
a. deduction is allowed, answer *"Yes" on
line 4.

e If part of your old main home was
rented out or used for business and in
the year of sale, you were entitled to
deduct expenses for the part that was
rented or used for business, treat the
sale as two separate sales. Report the
part of the sale that applies to the
rental or business use on Form 4797,
Report only the part of the sale that
represents your main home on Porm 2119,
You must allocate the sales price,
expenses of sale, and the basis of the
pgogerty sold between Forms 2119 and
4797.

Note: Only the part of the fixing-up
expenses that applies to your main home
may be included on line 18. These amounts
are not allowed on Form 4797.

Attach a statement showing the total
selling price of the property and the
method used to allocate the amounts
between Forms 2119 and 4797. You cannot
postpone or take the one-time exclusion
on the part of the gain that is reported
on Form 4797.

» If part of your new main home is rented
put or used for business, enter on line
21b only the part of the total cost of
the property that is allocable to your
new main home. Attach a statement showing
the total cost of the property and the
allocation between the part that is your
bew main home and the part that is rented
out or used for business.

i
!
i
|
|
i
I
|
I

A Specific language

'

Suggested 1993 Instructions

Line 4. If any part of either home was
rented out or used for business for which
a deduction is allowed, answer “"Yes" on
line 4.

o If part of your old main home wasg
rented out or used for business and in
the year of sale, you were entitled to
deduct expenses for the part that was
rented or used for business, treat the
sale as two separate sales. Report the
part of the sale that applies to the
rental or business use on Form 4797.
Report only the part of the sale that
represents your main home on Form 2119.
You must allocate the sales price,
expenses of sale, and the basis of the
property sold between Forms 2119 and
4797.

Note: Only the part of the fixing-up
expenses that applies to your main home
may be included on line 18. These amounts
are not allowed on Form 4797.

Attach a statement showing the total
selling price of the property and the
method used to allocate the amounts
between Forms 2119 and 4797. You cannot
postpone or take the one-time exclusion
on the part of the gain that is reported
on Form 4797.

o If part of your old main home was
rented out or used for business in prior
vears but not in the year of sale, treat
the sale ag one sale and report on Form
2119,
“ If part of your new main home is rented
out or used for business, enter on line
21b only the part of the total cost of
the property that is allocable to your
new main home. Attach a statement showing
the total cost of the property and the
allocation between the part that is your
new main home and the part that is rented
out or used for business.

See Pub 523 for additional details.
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Appendix III
Individual Forms

This is an annual form for individual use. We analyzed the 1991 version
and remain concerned with the 1992 revision. Therefore, we cite the 1992

for Business Use of version below.

Your Home

1992 Form 8829,

Instructions, Page 2, Line

40

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

IRS Response IRS agreed to make this revision for the 1993 version of Form 8829.

flgdro lIl.19: Detalls of 19982 and Suggested 1883 instructions for Form 8829

i
{

1992 Instructions Suggested 1993 Instructions
"Line 40.—-Include on line 40 depreciation A Line 40.—If no additions and

on additions and improvements placed in improvements have been placed in service
gservice after you began using your home since you began using your home for

for business. See Pub. 534 to figure the business multiply line 38 by the

amount of depreciation allowed on these percentage on line 39. Enter the resuilt
expenditures. Attach a schedule showing on lineg 40 and 28. If additions and
how you figured depreciation on any improvements have been placed in service
additions or improvements. Write "See since you began using vour home for
‘attached" below the entry space. buginess include the applicable

depreciation on line 40. See Pub. 534 to
figure the amount of depreciation
allowed on these expenditures. Attach a
schedule showing how you figured
depreciation on any additions or
improvements. Write ®"See attached" below
the entry space.

A Specific language
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1992 Form 8829,

Instructions, Page 2, Line

40

GAO Concern 2 We suggested IRs provide more guidance on depreciating homes used for
business as well as any additions and improvements placed in service at a
later date.

IRS Response 1rs has agreed to revise the instructions to advise taxpayers to multiply the

business part of the cost or other basis of current year additions and
improvements by the percentage shown in the line 39
instructions—Depreciation percentage—for the month placed in service.
The instructions will advise taxpayers with other post-1986 additions and
improvements to multiply the business part of the cost or other basis by
3.175 percent. If the taxpayer’s business use began before 1987, the
taxpayer will be referred to Publication 534, Depreciation. IRS will make
this revision in the 1993 version of Form 8829.

A Specific language
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This is an annual form for corporate use. We analyzed the 1991 version.
Form 5500EZ’ Annual The changes we suggested are expected to be included in the 1993 version

Return of of the instructions.
One-Participant

(Owners and Their

Spouses) Pension

Benefit Plan

1991 Instructions, Page 2,

Lines 3a-3c

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

IRS Response IRS has agreed to provide more detailed instructions and will replace the

general instructions for lines 3a-3c with an explanation of opinion and
determination letters. This change will be incorporated in the 1993 version
of the Form 56500EZ instructions.
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Figure IV.1: Detalls of 1891 and Suggested 1993 Instructions for Form 5500EZ

1991 Instructions Suggested 1993 Instructions
‘Lines 3a-3¢. If you have adopted a A Qualification Letters. After

master or prototype plan, enter *N/A" on gualification has been determined by the
lines 3a and 3¢ and enter the date of IRS, sponsors who administer qualified
‘the sponsor’s most recent IRS opinion prototype plans will receive opinion
letter on line 3b. letters. If vou developed your own
Line 3a. Enter °*N/A" if no amendments qualified plan you will receive a

have been adopted. determination letter from the IRS.

Line 3b. Enter *N/A®" if no determination Line 3a. Enter °"N/A® if no amendments
letter has been received. A have been adopted. If you have a master

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

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

A determination letter or opinion letter
has been received.

A Specific language

1991 Form 5500EZ,

Instructions, Page 3, Line 7

GAO Concern 2 The instructions indicate “individuals generally must begin to receive
| distributions from qualified plans by April 1 of the calendar year following
5 the calendar year in which they become age 70% or (except in the case of a
! 5% owner) retire, whichever is later.” An Internal Revenue Code citation is
i also provided, but an explanation of the exception is lacking. If Irs
! believes this reference should be retained, an explanation of the exception
| should be provided.

IRS Response Irs' Chief Counsel and Employee Plans Division determined the 5 percent

! owner exception is not applicable to 5500EZ filers. 1rs will delete the
reference in the 1993 version of 5500EZ, which is to be filed in 1994.

(See next page.)
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Figure IV.2: Detalls of 1991 and Suggested 1993 Instructions for Form S500EZ

1991 Instructions

Line 7. In general, distributions
received by a participant from any
qualified plan prior to attainment of
age 59%, death, or disability will be
subject to a 10% tax on the amount of
the distributions. In addition,
individuals generally must begin to
receive distributions from qualified
plans by April 1 of the calendar year
following the calendar year in which
they become age 70% or (except in the
case of a 5% owner) retire, whichever is
later. See sections 72(m)(5), 72(t), and
401(a) (9) for the specific rules that
apply for these situations.

* Appropriate reference

Suggested 1993 Instructions

Line 7. In general, distributions
received by a participant from any
qualified plan prior to attainment of
age 59%, death, or disability will be
subject to a 10% tax on the amount of
the distributions. In addition,
individuals generally must begin to
receive distributions from qualified
plans by April 1 of the calendar year
following the calendar year in which
they become age 70% or +{exeept—ifn—the
cage—ofa-S%—-owner}) retire, whichever is

later. See sections 72(m) (5}, 72(t), and
401(a) (9) for the specific rules that
apply for these situations.

1091 Form 5500EZ,
Instructions, Page 3, Line

llc

GAO Concern 3

The Line 11c instructions regarding the minimum coverage test and the

related material in the instructions’ Purpose of Form section rely on
inconsistent terminology that is confusing. We questioned why the Line
11c instructions refer to “your business’s only employees” while the
Purpose of Form section refers to a plan that is not combined with
coverage for “other employees” of your business. We suggested that this
information be presented in either a single place or in a consistent manner
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IRS Response

5600EZ.

IRs agreed to clarify the instructions in the 1993 version of the Form

Figure IV.3: Detalls of 1981 and Suggested 1993 Instructions for Form 5500EZ

1991 Inst tion

Purpose of Form, 3. The plan must meet
the minimum coverage requirements of
section 410(b) without being combined
with any other plan you may have
covering other employees of your
buginess (see instructions for line
lilc).

Line 1le¢. For purposes of Form S5S500EZ,
your plan meets the coverage test if
your business’s only employees (other
than the owners and their spouses) are:
1. covered by a collective bargaining
agreement,

2. nonresident aliens who receive no
earned income from United States
gources, Or

3. not eligible because they do not meet
the minimum age or years-of-service
requirements of the plan.

W Consistent terminology

Suggested 1993 Instructions

Purpose of Porm, 3. The plan must meet
the minimum coverage requirements of
section 410(b) witheout—being—cembined
with—any—other-plap-you-pay-—Have

eovering—eother——employees—of—your
busipess-(see instructions for line
11lc).

Line 1llec. In order to file Form 5500EZ,
your plan must meet the minimum coverage
test of gection 410(b). Your plan meets
this test for purposes of Form 5500EZ if
your business’s only employees (other
than the owners and their spouses) are:
1. covered by a collective bargaining
agreement,

2. nonresident aliens who receive no
earned income from United States
sources, Or

3. not eligible because they do not meet
the minimum age or years-of-service
requirements of the plan.
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Form SS-4,
Application for
Employer
Identification Number

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

Form SS+4, Instructions,
Pages 2 and 3

GAO Concern 1

IRS Response

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

IRS agreed to delete some references that may not be needed and will
incorporate these changes in the next revision of Form SS+4, which is
scheduled for 1994.

%  Appropriate reference

Form SS4, Instructions,
Page 2, Who Must File

GAO Concern 2

IRF Response

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

IRS agreed that this paragraph is a separate discussion from the preceding

paragraph. Irs will either move the paragraph or add a bullet during the
1994 revision of Form SS-4.
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Figure V.1: Detalls of Current and Suggested Instructions for Form §S-4

Current Instructions Suggested Instructions

Who Must File Who Must File

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

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

' %  Appropriate reference

'
|
|
T

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

GAD Concern 3 The term “plan administrator” is not defined when first used. The

definition is located on the following page. We suggested that a reference
to the definition be inserted immediately after the term is first used.

Form SS4.

IRS Response 1rs agreed to add a reference to the definition during the 1994 revision of
r

1

(See next page.)

Page 51 GAO/GGD-93-72 Tax Administration



Appendix V
Miscellaneous Forms

f_lguro V.2: Detalls of Current and Suggested instructions for Form $S-4

Current Instructions Suggested Instructions
Who Must Plle Who Must File
sCorporations e«Corporations

«Nonprofit organizations (churches,

clubs, etc.)

«Farmers’ cooperatives

ePlan administrators *

«Nonprofit organizations (churches,
clubs, etc.)

sFarmers’ cooperatives

+Plan administrators, (see page 3 for
definition)

* Appropriate reference

Form SS+4, Instructions,

Page 3, Line 8a

GAO Concern 4 The term “withholding agent” is not defined. It appears that the third bullet
: on page 2 may be the definition, although it is not identified as such.

IRS Response IRS agreed that the third bullet on page 2 is the definition of a withholding

| agent. IRS agreed to clarify this terminology by including the term
| withholding agent in the third bullet on page 2. This change will be made
| during the 1994 revision of Form SS+4.
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F_lgura V.3: Details of Current and Suggested Instructions for Form $S-4

Current Instructions Suggested Instructions

Who Must File Who Must Pile

»You are required to withhold taxes on * «Withholding agents are reguired to
income, other than wages, paid to a withhold taxes on income, other than
nonresident alien (individual, wages, paid to a nonresident alien
corporation, partnership, etc.). For (individual, corporation, partnership,
example, individuals who file Form 1042, etc.). For example, individuals who file
Annual Withholding Tax Return for U.S. Form 1042, Annual Withholding Tax Return
'Source Income of Foreign Persons, to for U.8. Source Income of Foreign
report alimony paid to nonresident pPersons, to report alimony paid to

aliens must have EINs. nonresident aliens must have EINs.

* Appropriate reference

Form SS-4, Instructions,

Page 3, Line 9
1

GAO Concern b The phrase “DO NOT apply if you already have an EIN” is not used in the
‘ paragraph “purchased going business,” although this phrase is used in

similar paragraphs in the section.

IRS Response RS agreed to add this phrase to this example during the 1994 revision of

| Form SS+4.

(See next page.)
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Figure V.4: Detalls of Current and Suggested Instructions for Form $S-4

Current Instructions

Line 9.—Check only one box. Do not enter
N/A.

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

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

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

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

A Specific language

Suggested Instructions

Line 9.—Check only one box. Do not enter
N/A.

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

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

bPurchased going business.—Check this
box if you acquired a buginess through
purchase. Do not use the former owner’s
EIN. DO NOT apply if you already have an
EIN.

Hired employees.—Check this box if the

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

Form W-2, Wage and
T@x Statement

version.
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Draft 1993 Form W-2,

Instructions, Page 2, Box

1—Wages, Tips, Other

Compensation

GAO Concern 1 Item 3, total tips reported, does not clearly indicate what is to be included
as tips.

IRS Response IrS added an explanation that total tips reported in Box 1 should not

include allocated tips, which are reported in Box 8.

Figure V.5: Detalls of Draft 1993 and 1993 Instructions for Form W-2

praft 1993 Instructions

Box l-Wages, tips, other compensation.

show in Box 1 (excluding elective
deferrals, except section

501(c){18) contributions), before

any payroll deductions, the following
items:

(1) Total wages, prizes and awards paid
during the year. For example, if the
‘employee worked from December 24, 1992,
through January 4, 1993, and the wages
for that period were paid on January 7,
11993, include those wages on the 1993
Form W-2;

1 (2) Total noncash payments (including
‘fringe benefits);

(3) Total tips reported;

A Specific language

1993 Instructions

Box l-Wages, tips, other compensation.

Show in Box 1 (excluding elective
deferrals, except section

501(c) (18) contributions), before any
payroll deductions, the following items:
(1) Total wages, prizes and awards paid
during the year. For example, if the
employee worked from December 24, 1992,
through January 4, 1993, and the wages
for that period were paid on January 7,
1993, include those wages on the 1993
Form W-2;

(2) Total noncash payments (including
certain fringe benefits);

(3) Total tips reported by employee to
employer (not allocated tips);
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Draft 1993 Form W-2,
Instructions, Page 4, Box
16—Deceased

GAO Concern 2

IRS Response

The instructions are inconsistent with IrS Revenue Ruling 86-109 regarding
payment of wages to a deceased employee’s estate. They indicate that
wages paid to the employee’s estate in the year of death are reported on
Form W-2, while wages paid in a year after death are reported on Form
1099-MISC. The revenue ruling states that wages paid during the year of
death are reportable on Form W-2 for social security and medicare
purposes and on Form 1099-MISC for income tax purposes. It further
states that wages paid in a year after the year of death are reportable on
Form 1099-MISC.

IRS revised the instructions to explain that both Forms W-2 and 1099-MISC
should be prepared when reporting wages to a deceased employee’s estate
in the year of death. The explanation that only Form 1099-MISC is to be
used for payments made in a year after the year of death will remain.
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Figure V.6: Detalls of Draft 1893 and 1993 Instructions for Form W-2

praft 1993 Instructions 1993 Instructions

Box 15 - Check the boxes that Box 15 - Mark the boxes that
apply. apply.

Deceased - Check this box if the Deceased - Mark this box if the employee
employee is now deceased. If an is now deceased. If an employee is
employee is deceased, you must report deceased, you must report wages or
wages or other compensation for services other compensation for services he or
he or she performed and that were paid she performed and that were paid in the
in the year of death to the estate or year of death to the estate or
beneficiary. In addition, such wages A Dbeneficiary. Report wages paid after
received in a year after the year of the date of death that are not subject
death may be reportable to Federal income tax withholding on

on Porm 1099-Misc, Miscellaneous Income. Form 1099-MISC, Miscellaneous Income.
For information on how to report, see In addition, such wages received in a
Rev. Rul. 86-109, 1986-2 C.B. 196. year after the year of death may be

A Specific language

reportable on Form 1099-MISC. For
information on how to report, see Rev.
Rul. 86-109, 1986-2 C.B. 196.

O

Form W-2¢, Statement
of Corrected Income
and Tax Amounts

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

199

1 Notice to Employee

GAQ Concern 1

IRS Response

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

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

(See next page.)
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Figure V.7: Detalls of the 1991 and 1992 Notices to Employes for Form W-2¢

/

1991 Notice to Employee

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

- return. If the corrected amounts change
© your income tax liability, file Form

1 1040X and attach a copy of this Form W-
1 2c¢ to amend your filed return.

If you have not yet filed an income

! tax return for the year shown, attach a
" copy of the original Form W-2 that you
© received from your employer, along with

a copy of this Form W-2¢, to your
return.

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

 Appropriate reference

1992 Notice to Employvee

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

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

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

the corrections. m

Pt ey —fite—Form—t0-40%

't

This is a miscellaneous quarterly form. We analyzed the January 1992

Form 941, Employer’s
Quarterly Federal Tax
Return

version and the draft revision for 1993. Some of our concerns had not been
addressed, therefore we are citing both the January 1992 version and the
1993 draft revision.

1992 Form 941,
Instructions, Page 2, Who
Must File

G.AO Concern 1 The instructions did not mention that sole proprietors had the option of

including their household employees on Form 941 instead of filing Form
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942. Circular E provided this information, but Form 941 instructions did
not.

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

ﬂgurh V.8: Detalls of 1992 and 1993 Instructions for Form 841

1992 Instructions 1993 Instructions

Who Must File Who Must File

» Employers who report wages on e Employers who report wages on
household employees, see Porm 942, household employees, see Form 942,
Employer’s Quarterly Tax Return for Employer‘s Quarterly Tax Return for
Household Employees, and Circular E. Household employees, and Circular E.

A However, if vou are a sole proprietor
and file Form 941 for business
employees, you may include taxes for

household employeeg on vour Form 941.

For a domestic service in a college

club, fraternity, or sorority, file Form

941. These services are not considered

to have been performed in a private

home,
A Specific language
|
Draft 1993 Form 941,
Instructions, Pages 2 and 4
GAO Concern 2 The discussion concerning Form W-5 and the instructions for line 15 refer
5 taxpayers to Publication 596, Earned Income Credit (EIC), for more
information. Additional information describing the employer’s
! requirements regarding the Eic is provided in Circular E. We suggested
| both documents be referenced.
IRS Response IRS agreed to refer to both the Publication 596 and Circular E and

incorporated these references in the 1993 revision of Form 941.

(See next page.)
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Draft 1993 Instructions

Porm W-5.—-This form must be filed by
each eligible employee wishing to
receive any advance earned income credit
(EIC) paymentg. The employer’s
requirement to notify certain employees
about the EIC can be met by giving each
eligible employee Notice 797, Possible
Federal Tax Refund Due to the Earned
Income Credit (EIC). See Pub. %96,

! Earned Income Credit, for more
- information.

' Line 15—Advance earned income credit
. (RIC) payments made to employees.—Enter

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

Flguro V.8: Detalls of Draft 1893 Instructions and 1993 instructions for Form 941

1993 Instructions

Porm W-5.—~This form must be filed by
each eligible employee wishing to
receive any advance earned income credit
(EIC) payments. The employer’s
requirement to notify certain employees
about the EIC can be met by giving each
eligible employee Notice 797, Possible
Federal Tax Refund Due to the Earned
Income Credit (EIC). See Pub. 596,
Earned Income Credit, and Section 18 of

Circular E for more information.

Line 15—Advance earned income credit
(BIC) payments made to employees.—Enter
advance EIC payments made to employees,
if any. Your eligible employees may
elect to receive the EIC as an advance
payment. Eligible employees must provide
you with a written certification or Form
W-5 stating that they qualify for the
EIC. Once the employee provides you with
an advance payment certificate, you must
make the advance EIC payments. The
advance EIC payments made to eligible
employees are generally made from
withheld income, social security, and
Medicare taxes. See Pub. 937, Employment
Taxes and Information Returns, Pub. 596,
and Section 18 of Circular E for more
information on advance EIC payments and
eligibility requirements.

% Appropriate reference
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1992 Form 941,

Instructions, Page 4, Line 4

GAO Concern 3 The instructions do not explain how to make adjustments to income tax
withheld in prior years. Line 4 instructions only explain how to make
current year adjustments.

IRS Response Irs added language explaining that administrative errors made in a prior

calendar year can be corrected on line 4. A definition of an administrative
error is also provided. IRs incorporated this change in the first quarter,
1993 revision of the form.

(See next page.)
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Figure V.10: Detalls of 1892 and 1993 Instructions for Form 941

1992 Instructions

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

A Specific language

1993 Instructions

Line 4—Adjustment of withheld income
tax.—Use line 4 to correct errors in
income tax withheld from wages paid in
earlier quarters of the same calendar
year. Because any amount shown on line 4
increases or decreases your tax
liability, the adjustment must be
included on line 20, Monthly Summary of
Federal Tax Liability, or on Schedule B
(Form 941), Employer’s Record of Federal
Tax Liability. Your deposit requirements
determine which liability report is used
(see instructions for line 20 on page
4), Include the adjustment in the report
entry area that corresponds with the
date on which the error was found.

Explain any amount on Form 9%41c,
Supporting Statement to Correct
Information, or attach a statement that
shows (a) what the error was, (b)
quarter in which the error was made, (c)
the amount of the error for each
quarter, (d) date on which you found the
error, and {(e) how you and your payees
have settled any overcollection or
undercollection.

Do not adjust income tax withholding
for guarters in earlier years unlessg it

is to correct an administrative error.
An administrative error would be any
error that does not change the amount of
income tax that was actually withheld or
deducted from an emplovee. For example,
if the total income tax actually
withheld was incorrectly reported due to
a mathematical error, this would be an
administrative error. You may not adjust
or claim a refund or credit for any
overpavment of income tax that you
withheld or deducted from an employee in
a prior vear. Thig is becauge the
employee uses the amount shown on Form
W-2 as a credit when filing their income
tax return (Form 1040, etc.).
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1992 Form 941,

Instructions, Page 4, Line 7

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

IRS Response
: tax and should be reported on this line. This was incorporated in the first
quarter, 1993 revision of Form 941.

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

1992 Instructions

Line 7-Taxable Medicare wages and
tips.—Use this line to report all wages
and tips subject to the Medicare portion
of social security. Stop reporting when
an employee’'s wages and tips reach
$130,200 for 1992. If none of the
payments are subject to Medicare tax,
enter zero and attach a statement

1993 Ingtructions

Line 7—Taxable Medicare wages and
tips.—Use this line to report all wages
and tips subject to the Medicare portion
of social security. Also include any
sick pay and taxable fringe benefits

subject to Medicare taxes. See section 6

of Circular E for information on tvpes

~f wages and other compensation subject

to Medicare taxes. Stop reporting an
emplovee's wages (including tips) when
hey reach $135,000 for 1993. If none of
he payments are subject to Medicare
tax, enter -0- and attach a statement
explaining why the wages are not subject
to the Medicare tax.

‘explaining why the wages are not subject
to the Medicare tax.

o

[ \ Specific language

-

m
Form 1098, Mortgage
Interest Statement

This is a miscellaneous annual use form. We analyzed the 1991 version and
remain concerned by an aspect of the 1992 revision. Therefore, we cite the
1992 version below.

Page 63 GAO/GGD-93-72 Tax Administration




Appendix V
Miscellaneous Forms

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

GAO Concern 1

IRS Response

.

An Internal Revenue Code reference is cited for the definition of a U.S.

person. We suggested that the applicable definition be included in the

instructions.

IRs officials agreed and included the definition of a U.S. person in the 1893

instructions for Form 1098.

Flg* ure V.12: Details of 1992 and 1993 Instructions for Form 1098

1992 Instructions

Who Must File

Foreign interest recipient.-

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

A Specific language

1993 Instructions

Who Must File

Foreign interest recipient.-
If you are not a U.S. person you must
file Form 1098 if the interest is
received in the United States. A U.S.
erson is a citizen or resident of the
United States, a domestic partnership or
corporation, or a non-foreign estate.or
trust.

If the interest is received outside
the United States, you must file Form
1098 if (1) you are a controlled foreign
corporation, or (2) at least 50% of your
gross income from all sources for the 3-
year period ending with the close of the
tax year preceding the receipt of
interest (or for such part of the period
as you were in existence) wasg
effectively connected with the conduct
of a trade or business in the United
states.
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This is miscellaneous annual use form. We analyzed the 1991 version and
remain concerned by some aspects of the 1992 revision. Therefore, we cite
the 1992 version below. IRs agreed to revise the instructions based on our
concerns. One change was made in the 1993 revision; the other will be
made in the 1994 version.

1892 Form 1099-DIV,
General Instructions,
Pages b and 6, Section H,
Statements to Recipients

GAO Concern 1

IRS Response

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

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

(See next page.)
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ﬂgurn V.13: Detalls of 1992 and 1893 Instructions for Form 10998-DIV

1992 Instructions

Interest, dividend, and royalty
payments.

Statement mailing.-

In addition to Forms W-8, W-9, or other
1098, 1099, and 5498 statements, the
following enclosures are permitted in a
statement mailing: (1) a check, (2) a
letter explaining why no check is
enclosed, and (3) a statement of the
person’s account reflected on Form 1099.
You also may include Forms W-2. A letter
limited to an explanation of the tax
conseqguences of the information shown on
a payee statement also may be included.
A payee statement may be perforated to a
check with respect to the account
reported on the payee statement or to a
statement of the payee’s gpecific
account 1if payments on such account are
reflected on the payee’s statement. The
enclosure to which the payee statement
is perforated must contain, in a bold
and conspicuous type, the legend
*Important Tax Return Document
Attached." No additional enclosures,
such as advertising, promotional
material, or a quarterly or annual
report, are permitted. Even a sentence
or two on the yvear-end statement
describing new services offered by the
payer is not permitted. However, logos
are permitted on the envelope and on any
enclosures.

A Specific language

1993 Instructions

Statement malling requirement for Forms
1099~DIV, 1099-INT, 1099-OID, and 1099-

PATR only.-

The statement mailing reguirements apply
only to Forms 1099-DIV (except for
section 404 (k) dividends), 1099-INT
(except for interest reportable under
section 6041), 1099-0ID, and 1099-PATR.
In addition to Forms W-2, W-8, W-9, or
other 1098, 1099, and 5498 statements,
the following enclosures are permitted
in a statement mailing: (1) a check, (2)
a letter explaining why no check is
enclosed, (3) a statement of the
person’s account reflected on Form 1099,
and (4) a letter limited to an
explanation of the tax consequences of
the information shown on a recipient
statement.

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

No additional enclosures, such as
advertising, promotional material, or a
quarterly or annual report, are
permitted. Even a sentence or two on
the year-end statement describing new
services offered by the payer i1s not
permitted. However, logos are permitted
on the envelope and on any enclosures.
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1992 Instructions (continued)

Other Payments. -
Statements to recipients for Formes 1098,
1099-A, 1099-B, 1099-G, 1099-MISC, 1099-
R, 5498, W-2G, 1099-DIV only for section
404 (k) dividends reportable under
gection 6047, or 1099-INT only for
interest reportable under section 6041
need not be, but can be, a copy of the
paper form filed with the IRS. If you do
not use a copy of the paper form, all
information required to be reported must
be titled on the substitute in
substantially the same manner as on the
official form. Appropriate instructions
to the recipient, gimilar to those on
the official form, must be provided to
aid in the proper reporting of the items
on the recipient’s income tax return.

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

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

1992 Form 1099-DIV,
Instructions for Recipient,
Box 1d

GAO Concern 2

i
i
|
{
i

lfRS Response
E

|

We suggested that Irs delete the term “return of capital” and replace it with

the phrase “return of your cost (or other basis).” This language would be
consistent with terminology used in the Form 1040 instructions.

(See next page.)
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[I_guro V.14: Detalls of 1992 and Suggested 1994 Instructions for Form 1099-DIV

1992 Instructions

Box 1d. - These distributions are not
currently taxable because they are
usually a return of capital that reduce
your basis in the stock. 1If you dispose
of the stock, your basis for figuring
your gain or loss is reduced by the
amount in box 1d. If your basis has
been reduced to zero, then you must
report nontaxable distributions as a
capital gain even though the payer lists

Suggested 1994 Instructions

Box 1d. - These distributions are not
currently taxable because they are
usually a return of your cost (or other
basis) that reduce your basis in the
stock. If you dispose of the stock,
your basis for figuring your gain or
loss is reduced by the amount in box 1d.
If your basgis has been reduced to zero,
then you must report nontaxable
distributions as a capital gain even

them as nontaxable.

information, see Pub.
Income and Expenses.

This amount is
included in box la. For more
Investment

though the payer lists them as
nontaxable. This amount is included in
box la. For more information, see Pub.
550, Investment Income and Expenses.

[ ] Consistent terminology

Form 1099-MISC,

Miscellaneous Income

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

1992 Form 1099-MISC,
Instructions, Page 14,
Wages Paid to Estate or
Beneficiary

GAO Concern 1

i
i
I
|
i

i

IRS Response

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

IRs officials agreed to tell taxpayers to disregard the instructions in
Revenue Ruling 86-109 stating that this amount is to be reported in box 7
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(nonemployee compensation), and to report it in box 3 instead (Prizes,
awards, etc.) Irs retained the reference to Revenue Ruling 86-109 because
it provides other needed information. This revision was made in the 1993
version of Form 1099-MISC instructions. In addition, rs will consider
including other elements of Revenue Ruling 86-109 in the 1994 revision of
Publication 16 and Form 1099-MISC and W-2 instructions.

1992 Instructions

Wages Paid to Estate or Beneficiary.-
Payments to an estate or beneficiary for
wages or other compensation of a
deceased employee must be reported in
Box 3 on Form 1099-MISC. 1In addition,
they may be reportable on Form W-2 if
paid in the year of death. See Rev.
Rul. 86-109, 1986-2 C.B. 196, for the
reporting requirements.

A Specific language

I;_lgure V.15: Detalls of 1992 and 1993 Instructions for Form 1099-MISC

1993 Ingtructions

Wages Paid to Estate or Beneflciary.-
pPayments to an estate or beneficiary for
wages or other compensation of a
deceased employee must be reported in
box 3 on Form 1099-MISC. Enter the name
and TIN of the payment recipient on Form
1099-MISC. For example, if the
recipient is an individual, enter the
name and SSN of the individual. If the
recipient is the estate, enter the name
and EIN of the estate. In addition, they
may be reportable on Form W-2 if paild in
the year of death. See Rev. Rul. 86-
109, 1986-2 C.B. 196, for the reporting
requirements. However report the
payment in box 3 rather than in box 7
(as specified in the revenue ruling).
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: This is a continuous use conduit form. We analyzed the version revised
Form 709’ United November 1991. The changes we suggested are expected to be included in
States Gift (and the 1993 revision.
Generation-Skipping
Transfer) Tax Return
Form 709, Page 1, Part 2
GAO Concern 1 It appears that Generation-Skipping Transfer (GsT) taxes are double

counted in determining total taxes. GsT tax is added on part 2, Tax
Computation, line 16 and also on Schedule A, part 3, line 14.

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

A Specific language

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

GAO Concern 2 Schedule A, part 3 is titled Gift Tax Reconciliation. However, taxes are not
i reconciled in part 3. The purpose of part 3 is to determine the amount of
| taxable gifts and deductions.

IRS Response IRS agreed to retitle part 3 to more accurately reflect its purpose during the
f 1993 revision of Form 709.
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rlil_guro Vi.1; Detalls of Current and Suggested Form 709
Current Form
Part 3.,~Gift Tax Reconciliation
1 Total value of gifts of donor (add column E of Parts 1 and 2) i
2 oOne-half of items....... attributable to spouse (see instructions) . . . . . . - 2
3 Balance (subtract line 2 from line 1) . . . . . . . « .+ « + « « & 3
4 Gifts of spouse to be included (from Schedule A, Part 3, Line 2 of spouse’s
return-see instructions). If any of the gifts included on this line are also
subject to the generation-skipping transfer tax, check here » O and enter those
gifts algo on Schedule C, Part 1. 4
L Toral gifts (add lines 3 and 4) . . . . . .« . . . v . o e o e e e e e e 5
6 Total annual exclusions for gifts listed on Schedule A (including line 4,above]
(g@@ InstructionB) . . . .« + ¢ v o o v o v e e e e e e e e e e e e e e e [
7 Total included amount of gifts {subtract line 6 from line 5) . . . . . . . . . 7
Suggested Form
A | part 3.-Gift Fem Reconciliation
1 Total value of gifts of donor (add column E of Parts 1 and 2) 1
2 One-half of items....... attributable to spouse (see instructions) . . . . . . . 2
: 3 Balance [(subtract line 2 from line 1) . . . . . . . o « « « + « + . . 4 e e . 3
f 4 Gifts of spouse to be included (from Schedule A, Part 3, Line 2 of spouse’s
I return-see instructions). If any of the gifts included on this line are also
i subject to the generation-skipping transfer tax, check here » 0 and enter those
| gifts also on Schedule C, Part 1. 4
; 5 Total gifts (add lines 3 and 4) 5
)
| 6 Total annual exclusions for gifts listed on Schedule A (including line 4,above)
i (Bee INSLIrUCLIONB) . . + v « o v & o v e e e e e e e e e e e e e e e e 6
i 7 Total included amount of gifts (subtract line 6 from line 5) . . . . . . . . . 7
i
| A Specific language
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Form 709, Page 3,
Schedule A, Computation
of Taxable Gifts, Line 16

GAO Concern 3

IRS Response

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

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

Page 72 GAO/GGD-93-72 Tax Administration



Appendix VI
Condult Form

Figure VI1.2: Detalls of Current and Suggested Form 709

Current Form

SCEREDULE A Computation cof Taxable Gifts (continued)

16 Terminable Interest (QTIP) Marital Deduction. (See instructions)
If a trust (or other property) meets the reguirements of qualified terminable interest property under section
2523(f}, and

: a. the trust {or other property) is listed on Schedule A, and . .

b. tha value of the trust (or other property) is entered in whole or in part as a deduction on line 8,

Part 3 of Schedule A,
then the donor shall be deemed to have made an election to have such trust (or other property!} treated as

qualified terminable interest property under section 2523(f}.

Suggested Form

SCHRDULE A Computation of Taxable Gifts (continued)

% 16 Terminable Interest (QTIP) Marital Deduction. (See Line 8 instructions)

If a trust (or other property) meets the reguirements of qualified terminable interest property under section

2523{f), and
a. the trust (or other property) is listed on Schedule A, and
b. the value of the trust (or other property) is entered in whole or in part as a deduction on line 8,

part 3 of Schedule A,
then the donor shall be deemed to have made an election to have such trust {(or other property) treated as

qualified terminable interest property under section 2523(f).

. % Appropriate reference

[P
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Form 709, Instructions
GAO Concern 4

IRS Response

The instructions currently lack 1rs’s toll-free telephone number to order
the forms and publications mentioned in the instructions.

IRs has agreed to add its toll-free number during the 1993 revision of Form
709.

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

Draft 1993 Form

How to Get Forms and Publications—You can receive any of the forms
and publications mentioned in these instructions by calling IrRs at
1-800-TAX-FORM (1-800-829-3676).

% Appropriate reference

Form 709, Instructions

GAO Concern b

IRS Response

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

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

% Appropriate reference

Form 709, Instructions,
Pages 1 and 4

G{\O Concern 6

I
I
'

The Form 709-A, the short-form version of the 709, is first mentioned on
page 1 but is not fully explained until page 4. Because Form 709-A may be
easier to complete for some married taxpayers, its availability should be
explained earlier in the instructions.
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IRS Response Irs agreed to place a specific reference to the Form 708-A discussion on

the first page of the instructions. This change will be made during the 1993
revision of Form 709.

l;'iguro VI.3: Details of Current and Suggested Instructions for Form 709

Current Instructions Suggested Instruction

If you are filing this form solely to If you are filing this form solely to
elect gift-gplitting for gifts of not elect gift-splitting for gifts of not
more than $20,000 per donee, you may be more than $20,000 per donee, you may be
able to use Form 709-A, United States able to use Form 709-A, United States
Short Form Gift Tax Return, instead of Short Form Gift Tax Return, instead of
this form. See the instructions for *who % this form (gee page 4 for more

Must File* on page 2. information). See the instructions for

"Who Must File* on page 2.

* Appropriate reference

Form 709, Instructions,

Pages 2 and 7
GAO Concern 7 The term “inter vivos” is first used by IRs on page 2 of the instructions but
1 is not defined until page 7.
IRS Response 1rs agreed to move the definition of inter vivos to page 2, where the term is

first used for the 1993 revision of Form 709.

(See next page.)
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Figure V1.4: Details of Current and Sug_gestod Instructions for Form 709

Current Instructions Suggested Instructions

Transfers Subject to the Generation- Transfers Subject to the Generation-
Skipping Transfer Tax 8kipping Transfer Tax

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

(see page 4.)

* Appropriate reference

Form 709, Instructions,
Pages 2 and 7
GAO Concern 8 The term “marital deduction” is first used on page 4 of the instructions.
f However, its definition, while found on page 2, is not clearly labeled.
IRS Response IRS agreed to refer to the definition and its page number when the term is

first used for the 1993 revision of Form 709.
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Figure V1.5 Detalls of Current and Suggested instructions for Form 709

Current Instructions
Deductions
Line 8—FEnter on line 8 all of the gifts

to your spouse which you listed on
Schedule A and for which you are

Suggested Instructions

Deductions

Line 8-Enter on line 8 all of the gifts
to your spouse which you listed on
Schedule A and for which you are

claiming a marital deduction. Do not * claiming a marital deduction {See page 2
enter any gift that you did not include for definition). Do not enter any gift
on Schedule A. On the dotted line on that you did not include on Schedule A.
line 8, indicate which numbered items on the dotted line on line 8, indicate
from Schedule A are gifts to your spouse which numbered items from Schedule A are
for which you are claiming the marital gifts to your spouse for which you are
deduction. claiming the marital deduction.
% Appropriate reference

Form 709, Instructions,

Page b

GAO Concern 9 The examples appearing under the caption, Generation Assignment Where

f Intervening Parent is Dead, are not compatible with the caption’s title.
IRS Response IrS will either clarify the narrative before the examples or insert a new

caption during the 1993 revision of Form 709.

(See next page.)
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Current Instructions

Generation Assignment Where
Intervening Parent is Dead

If you made a gift to your grandchild
and at the time you made the gift, the
grandchild’s parent (who is your or
your spouse‘s or your former spouse’s
child) is dead, then for purposes of
generation assignment, your grandchild
will be considered to be your child

. rather than your grandchild. Your
grandchild’s children will be treated
ag your grandchildren rather than your

. greatgrandchildren.

: This rule is also applied to your

© lineal descendants below the level of
grandchild. For example, if your
grandchild is dead, your
greatgrandchildren who are lineal
descendants of the dead grandchild are

" considered your grandchildren for
purposes of the GST tax.

The rules above can be illustrated

by the following examples:

* Appropriate reference

Figure V1.6: Detalls of Current and Suggested Instructions for Form 709

Suggested Instructions

Generation Assignment Where
Intervening Parent is Dead

1f you made a gift to your grandchild and
at the time you made the gift, the
grandchild’s parent (who is your or your
spouse’s or your former spouse’s child)
is dead, then for purposes of generation
assignment, your grandchild will be
considered to be your child rather than
your grandchild. Your grandchild’'s
children will be treated as your
grandchildren rather than your
greatgrandchildren.

This rule is also applied to your
lineal descendants below the level of
grandchild. For example, 1if your
grandchild is dead, your
greatgrandchildren who are lineal
descendants of the dead grandchild are
considered your grandchildren for
purposes of the GST tax.

The rules concerning gifts subject to
both gift and GST taxes can be
jllustrated by the following examples:

Form 709, Instructions,
Page 2, Transfers Subject
to/an Estate Tax Inclusion
Period

GAO Concern 10

'

Page 78

The term “transferor” appears in this section but is not defined. However,
transferor is replaced with the term “donor”, which is used throughout the
rest of the instructions.
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IRS Response

IR has tentatively agreed to change the term transferor to the term donor,
pending final approval from Chief Counsel during the 1993 form revision
process.

A  Specific language

Form 709, Instructions,
Page 4

GAO Concern 11

IRS Response

In the discussion of “Consent of Spouse,” a reference is made to the
availability of Form 709-A. Form 709-A is used by certain married couples
to report nontaxable gifts that they consent to split. Because no revenue is
collected through this form, its usefulness to IRs is questionable, and the
burden imposed by it may be unnecessary.

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

?  Requirement questioned

Form 709, Instructions,
Line 11, Pages 6 and 7,
Deductions

GAO Concern 12

IRS Response
|
|
!

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

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

?  Requirement questioned
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Publication 523,
Selling Your Home
(For Use in Preparing
1992 Returns)

Page 11, Worksheet for
Postponement of Gain

GAO Concern 1
IRS Response

GAO Concern 2

IRS Response

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

IRS officials agreed to adopt this suggestion and will incorporate it in the
version of Publication 523 for use in preparing 1993 returns.

%  Appropriate reference

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

IRs officials agreed to adopt this suggestion and will incorporate it in the
1993 version of Publication 523. Because most terms are already defined,
IRS believed that a glossary may not result in a substantial increase in the
length of the publication.

A Specific language
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4
k

Busmes; Use of Your
Home (For Use in
Preparing 1992

Returns)

Recordkeeping, Page 5

GAOQO Concern 1 Because depreciation affects a taxpayer’s basis in the business portion of

the home, it should be stressed that Form 8829, Expenses for Business Use

of Your Home, should be retained longer than the usual 3-year period. This
information will be required by the taxpayer for determining gain/loss

when the house is sold.

IRS Response IR officials agreed to adopt this suggestion and will incorporate a
statement in the version of Publication 587 that is to be used in preparing

1993 returns that records should be kept longer than 3 years for
determining gain/loss on the sale of the house.

(See next page.)
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Figure VIl.1: Detalls of 1992 and Suggested 1993 Publication 587

1992 Publication

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

Your records must show:

1) The part of your home you use for

business,

2) That you use this part of your

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

3) The depreciation and expenses for

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

For more information on recordkeeping,
see Publication 583.

A Specific language

A

Suggested 1993 Publication

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

Your records must show:

1) The part of your home you use for

business,

2) That you use this part of your

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

3) The depreciation and expenses for

the business part of your home.
You must keep vour records for as long
as they are important for any Internal
Revenue law. This 1g usually 3 years
from the date the return was due or
filed, or 2 years from the date the tax
was pald, whichever is later. However,
in the case of buginess use of your home
you should keep the records until the
home is sold in order to determine any
gain or loss on the part used for
businesgs.

For more information on recordkeeping,
see Publication 583.
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Individual Master File
Notices

CP 16—We Changed Your
Return and Used Your
Refund to Pay Other Taxes
You Owed

GAO Concern 1

IRS Response

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

RS’ Notice Clarity Unit officials agreed that this reference, in its present
form, is confusing. The officials said they have suggested revisions to the
IRS group responsible for this notice. These revisions are not expected to
be implemented until 1995 because of the time needed to make the
necessary computer program changes.

A Specific language
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Fguro Viil.1: Example of a Draft Verslon of Notice CP 16
L6 Nobice favout .

VE CHANGED YOUR RETURN AND USED YOUR REYUND TO PAYLOTHER (MES You OWED

Us changed your 19YY return becauses
(space for 10 lines of math ervors if IRA gtatesent needed,
13 lines if a0 IRA} (current 14° notice has room for § lines)

CHECK OVER YOUR ENTIRE RETURN 70 SEE IF THESE CHANGES AFFECT OTHER ITEMS.

You have overpsid your 19YY taxes. However, our vecords show that you ove other federsl
tezes. e have applind your overpaysent to those taxes as listed at the end of this notice.
You are still due & REFUND of Sna,ann,nnn.nn if you ove no other taxes. If you think ve
pade & sistake, please write to us, snclosing the bottos part of this notice vith your reply.
If you haven’t aiready received your refund, it should arrive vithin & vesks.

(0R)
You have overpaid your 19YY Ltexes. However, our records shov that you ove other feders)
tazes. Ve have applind your overpaysent to those taxes as listed 4t the end of this notice.
Your account still shows a refund of Snn,nnn,nen.am, But ve can't give you this refund because
the statute of linitations for issuing o refund in your case has expired. If you think ve're
vrong sbout the refund period, please vrite $o0 us, enclosing the bottos part of this notice.

YOUR TAK STATENENT

Adjusted Sross Incose on Return  Snn,nnn,nnn.nn Overpaynent of Tazes  $an,nnn,nnn.nn
Miusted Gross lncose 43 Corrected an,nna,nnn.nn Less:

Toxable Incone on Retyrn By AN, AR, AN Late Filing Penalty on,nnn,a0n.nn

Taxable Incose as Corrected e, ABA, ANN. AN Estinated Tax Penalty na,nnn,ann.nn
‘ o Tax Uithheld 0N, Nk, /DA, AN Bad Check Penalty  an,nnn,nnn.nn
| « Estisated Tax Paysents R, hon , ARR. AN Late Paysent Penalty an,nnn,0nn.nn
i Other Credits R, AN, ABA, AN Kissing SN Penalty  an,nnn,ann.nn
( Other Paysents 0, NRN, RAR AN Interest 00,A0N, 70R. NN
| Total Payseats & Cradits(Less IRA) nm,ann,nnn.nn Asount Applied to Next Year’s
| Total Tesz on Return (Less IRA Taz) #n,nnn,ann,ne Estioated Tox fin,ann, 000,00
| Corrected Tax orfeturn $ha, nnn, ona. Aa Mpplied to Other federal Tazes
! (See balow) fn, non, ARD, 00
E Total Subtracted AN, n0N, AAR, A8
| AMOUNT OF REFLND « If you ove no
| other tazes $nn, Ann, nAR. AR

{Any interest due you vill be added)

o e applied nn,nan,nnn.nn to your IRA taxes. Ue keep your incose fax account separate froe
r_logivi fetire RA),  (orj if_IRA indicatoer it present)
(end of page one)
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(interie 999e 2)

Sex Codes nn,an nn, 08,0000 on the enciosed Notice 746 for an explanation of penslly and interest
charges 1isted in YOUR TAY STATENENT,
(printed if penalty/interest apply AND Notice 746 is still referenced)

Because your return required additionsl processing, ve are issuing your refund by check rather
than by direct deposit.  (printed only if direct deposit indicalor is present)

Yo sust verify your Social Smcurity Nusber before we can send your refund, To do this, ve vill
soon tend you & reguest for verification to cosplete and return.  (printed only if invalid $§0)

* HOW WE APPLIED YQUR QVERPAYMENT YO OTHER FEDERAL YAXES YOU OUED

Forn Tax Period Asount Applied Balance Resaining
nannnan sitv nn, 1%y  fan,nnn,0nn.nn S0, 60N, ADA. AN
(up to B oifsets)

The total ascunt applied inciudes interest of $na,nnn,onn.nn an your overpaysent.
tprinted only 17 interest applied)

You vill receive & saparate notice for any resaining amounts you ove on your other tases,
Uniess you have questions, no response t0 this actice is needed.
(printed only if Balance resains on the offset accounts)
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CP 49—Overpaid Tax
Applied to Other Taxes You
Owe

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

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

We suggested that Irs change the language in this notice to more
specifically address both the taxpayer’s account and 1rs’ actions. We also
suggested that Irs not send this notice until it has determined whether a
taxpayer owes additional taxes. Thus, a taxpayer would receive a notice
describing all discrepancies and how IRS plans to resolve them.

IRS Response ®s’ Notice Clarity Unit officials agreed that clarification to this notice is
needed. They said that they are working with IRs groups responsible for
this notice. One possibility under consideration is the creation of optional
computer-generated paragraphs designed to make notices more specific.
The officials do not anticipate any revision to be implemented before 1995.

A Specific language
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Fyuu VIII.2: Example of a Current Version of Notice CP 49

BIS1246

Date of this 3 JAN. 11, 1993
W Taxpayse Identifying Number
08501 Form; 18040 Tex Porind:  DEB. 32, 1901

For awsistance you may

'nm'umom‘mmm‘nlmllhununll‘o““nmmu aall up o1z

Or you may write to us at
the acdrees stiown st the
Tott. i you writs, be

aure 1o attach thy battom
pore of this nuticn,

BYERPAID TAX APPLIED 70 OTHER TAXEG YOU ONE

WE APPLIED OE ;7‘ .00 BF TME OVERPAID TAX ON_YDUR 1”1 TAX llﬂlkl 0 THE
UXPAID BALANCE OF OTHER FEDERAL TAXES WHICH OUR RNCORD3 3HOW YO

YOU MAY S73LL BE Dll! A tmmn IF WE lrﬁlw OKLY PARY OF YOUR OVERPAYHEHT 0

n\x!s. Yo a an r u DUE A REFUNB ¥ou aﬁcmmv HADE A PAYMENT AOAINST
TM! aﬂtm AD NOT canm’ n WHEN WE APPLIED YOUR CVERPAVMENY. 1IN

f l? !IVE A CHELK e» REFUND DUE vou AS LONG A3 THE AMOUNY
s elnrn cM nou.n. TOU MUST mv T A REFUND OF LESS THAN_ONE DDLIAR,

THE FIOURES BELOM SHOM OUR CALCULATION?
NOM RE APPLIED YOUR OVERPAYMENT

Anguny TAX ON TOUR REVURN....eevoonss 02,474.00
ToTAL A “ ”%g‘ﬁ%oﬁ?'.’.f‘.‘?'.".‘?:::::::::::::::::::: 02,074 89
7“- ‘ﬂﬁmﬂ PLID e onassvrrcvrsrrrevanaccnsecs 0247400

AMOUNY YOU WILL RECEIVE AS A REFUND...ooeconvrres $.0u

CANY IMTEREST DUE YOU WILL BE ADDRD)
WHEXE WE APFLIED YOUR OVERPAYMENT

PORMIS) TAX PERIODCS) AMOUNT(S) APPLY BALANCE leﬂlﬂﬂ
| 1049 DEC. 31, 1989 *2,874.00 $2.99
1 "te mo w:u that [R3 employees give courieous respONntes ang correct Ji lon 10 axpayms, 3 d IRS emploves sorwrimes fistens
| ein| ne ool
| Keep this pert Yor your recards — . Doy Forn b4 0
Return this pertion te s wih your Inquiry of With your y Ghatk If you have s balance due.

Your teisphone munber Brst ums o calf .

() =

TA SIDPX 30 O &9i2

FresrduetlhascdiosdBmdsdomthmeen bl b dilh

INTE SERY
@ INTERNAL REYENUE SEXVICE

nnee P99P1-347-084008~2
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Business Master File

Notices

CP 138—We Applied Your

Overpayment to Other

Taxes You Owe

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

IRS Response Irs’ Notice Clarity Unit officials agreed these instructions were conflicting

and will either revise the directive on the stub or remove the stub entirely.
The unit is working on additional changes to the notice. They do not
anticipate any revision to be implemented before 1995.

%  Appropriate reference
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F!guro VIiL.3: Example of a Draft Version of Notice CP 138

Department of tha Treasury Number of Notice: [ CP-~138 }
Internal Revenue Sexvice Date of this notice: | ]
Taxpayer ldentifying Number: [ ]

PHILADELPHIA, PA 19255 Porm: | |
Tax Pexiod: ]

Bar Code Bar Code

We Applied Your Overpayment To Other Taxes You Ove

Ouzr records show you owe other federal taxes, so we are applying
8 } of your overpayment on your Form { ] for the tax periocd
t ] to your unpaid account. The figures balow show the amounts we
applied to the tax you owe and the status of your account.

If you made a payment that we have not subtracted from any account
listed below, we will refund it if you owe no other taxes. You should receive
the refund in aix to eight weeks.

We will send you a bill for the remaining balance on any of the accounts
listed below.

Tax Statament

Overpayment shown on your tax retuzn
Amount of ovexpayment applied

Amount of intersst on overpayment applied
Total amount applied (sese below)

—t Ot ad St

Anount to be refunded { )
{Interest due you will be added)

We applied your overpayment to these accounts listed under taxpayex

identifying number ( I

Previoua Amount New
form Tax Period Balance Acplied Balance
942 June 30, 1988 8 1 1 } st )
942 Sept. 30, 1988  8( ) {4 1 st )
942 Dec. 31, 1988 8l ) st } 8( ]
942 March 31, 1989  $! ) $( 1 s( )
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Keep this part for your records

Return this part with your check or lnquiry
Your telephone number Best time to call
« ) -

Bar Code

Internal Revenue Service
Philadelphia, PA 13525%
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CP 263—Request for
Forms W-2 Not Filed With
the Social Security
Administration

GAO Concern 1

IRS Response

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

Irs' Notice Clarity Unit officials agreed that some clarification in either the
text or the title may be needed. They said they are working to revise it.
They do not anticipate any revision to be implemented before 1995.

A Specific language
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Figure Vill.4: Example of a Current Version of Notice CP 253

e NAL -REV 108 “THES RESULT 1
ENALTY OF #1060 PER MISSING DO cwtnr or ux OF THE AGGREGATE AMOUNT OF INCOME ueumzo 'ro [13

0578
Dcunm nt of thy Treasur: Date of this ~otice:
Vm iniernal Revenus Service Tangaver identifying NumpeAPR: 10 1998
Form: TexPered:  ppc. §1, 1987

PHILADELPHIA, PA 19258

For anistance vou may
’nuu'nl‘n‘m“"mu"m’l'n'"n"u‘l‘c"'"ult"m' ol ceg at:
1-800-829-10640 ST. C¥

Or yuu may write 10 us 8t
the address shown st the
1eft. If you write, be

sure o Sttach the Bottom
pary of this noteee

REQUEST FOR FORMS W-2 NOT FILED WITM S0CIAL SECURITY ADMINISTRATION

UR INFORMATION :prcntso THAT THME AMOUNTS YOU REPORTED TO THE S0CIAL |E:un:7v
PMIN STRATI N (3%4) ON 0 H-!. TRANSMITTAL OF INCOME AND TAX STATEHlNT!. FOR THE
X PERIOD LISTED ABOVE, A l LEDS THAY THE AMOUNTS THAT YOU lzroavab YO IRS ON  YOUR QUARTERLY

ANNUAL) IHPLov!ls FECERAL TAX RETURN (FORMS ocx v«z.oa $45). THIS MAY WAVE OCCURRE
AU l AN INCOMPLETE NUMBER OF FORMS W-2, WAGE A STATEHENT WERE FILED OR THE INFCRMATIZ
THE PORMS W=2 THAT WERE PROVIDED WAS not conrxst!.

u! uubltsvlng vuAT sla HAY nnpe MORE TMAN ONE ATTEMPT TO CONTACT YOU conczlxtna ™IS
’S THAT 83A MAVE ACCURATE INPORMATION ON EMPLOYEE EARNING THIS
FORMATION 83 UsED to nouu EHPLOYII’S INTHLEHENT To SOCIAL SECURITY DENEFITS Aub THE
anounr OF THOSE BENEFITS.

EMPLOYERS ARE IIIUIIID T0 FILI COMPLETE AND ACCURIT! HASE l!PORT! UNDER_ }ICUIHJZZJ.
E YHI INY ~CODE, HTIONAL-DTIRTOARD OF € WEQUIREMENTE MAY RE
Rl'DIT!’ ON THE RETURN, WHICHEVER [S GREATER.
TO AVOID TME PENALTY, YOU MUST PROVIDE US WITH THE PROPER FORM W-2/W=3 INFORMATION.
IF YOU MAVE ADDITIONAL FORMS W=2 TMAT WERE NOT PILED, PLEASE SEND THEM TO
IRS AT THE ADDRESS ABOVE,
I8 YOU MAVE CORRECTED !NFORHATZON ON EXISTING FORMS W=2, PLEASE SEND THE

APPROPRIATE FORM W~3C, TRANSMITTAL QF CORRECTED INCOME AND Tax S?AYIHENYS.
~2C, STATEMENT 0' CORRECTED INGOME TAX AMOUNTS, TO IRS AT THE

AND FORM
AIDV [ ADDI"S .

;F YOU THINK OUR RECORDS ARE INCORRECT, PLEASE PIOV!DI US WITH ANY DDCUH!NTITIDN
HAT HlY CORRICT TNE RECORDS MAINTAINED DY EITHER IR$ OR $SA. TMI3 MAY INCLUDE
' ED “l FD RMS 941, 962 OR 943, PILED WITH IRS AND COPIES oF THE FOIHS We2 AND W=3

BLEASE END 4 REPLY MITHIN 43 DAYS FRON THE DATE OF THIS NOTICE. FATLURE 10_RESPOND
MAY RESULT -IN PENALTY ASSEYSMENTC ¢ FALLY

TF YOU HAVE ANY QUESTIONS ABOUT TMIS NOTICE YOU MAY GML THE IRS TELEPHONE NUMBER LISTED
IN YOUR LDGAL DIREGTORY. AN EMPLOYEE THERE MAY BE ABLE TO HELP YOU, BUT THE OFFICE AT THE
ADDRESS SHOWN DN THIS NOTICE IS MOST FAMILIAR WITH YOUR CASE,

THANK YOU FOR YOUR COOPERATION.

To. make ng that (RS emPloyees §ive Sourteows rapontes and correct information 10 taxpayere. 8 s8cond IRS emDIOYEe SOMETIMES 1ireny in 9»
Wiepnone calls.
Koep this part for your records Ovewy 8 Fomm gas0 Bav 109

- oy e .. —— g W g T

Return this part 10 us with your check or inquiry T
‘our telephane numbder l Best time 1o 68N |
) - I l

910034180 RP 48 &712

Tyrersloedle disel Buvsameluacd bl LY bluel
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Appendix VIII
Notices

CP 267—Overpayment
Notice

GAO Concern 1

IRS Response

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

IRS’ Notice Clarity Unit officials explained that the terminology used in the
notice had specific meanings to 1rs but agreed that these meanings might
not be apparent to taxpayers. The officials said they are working with
other IRs groups responsible for the notice to revise it. They do not
anticipate any revision to be implemented before 1995.

A Specific language
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Appendix VIII
Notices

Figure VIIl.5: Example of a Current Version of Notice CP 267

/7 G ODepartment of the Troasury
Internal Mavenue Serviac

PHILADELPHIA, PA 132538

L
————
——

ovzxnmzm NOTICE

RETURN RESULTING IN A& POTENTIAL OVERPAYMENT.

TOTAL. TAX ON RETURN
TUTAl EDERAL TAX DEPDSITS (FTD)
IED FROM PRIOR PERIAD (CR)
CR DI tOTHE

R}
TOTAL D!PDSI?G.GR!DITS AHD PAYMENTS
LESSOVERPAYMENT APPLIED TD NEXT PERIOD

m':NAL‘rY
RINTERES

REMAINING GVERPAYMENT ON ACCOUNT

| DATE AMOUNT  DATE
| 01715791  (QTHER) 2,900.00

'ml!mm‘lmu"I’O"oﬂl“dl‘“lll‘ll'n“u"‘nlnlv’o’l

THIS NOTICE REQUIRES R RESPONSE 9134

THE TDTAL CREDITS APPLIED TO YDUR ACCDUNT EXCEED THE TOTAL CREDITS CLAYMED DN YOUR TAX
DUR RECORDS SHOW THE POLLOWING!:

.0
To7 ‘!' OVERPAYMENT APPLIED TO NEXT PERIOD PLUS PENALTY ANG INTEREST

THE GREDITS APPLIED TO YOUR ACCOUNT ARE LISTED BELDNé PLEASC CHECK YDUR RECORDS AND

INDICATE ON THI® NOTICE WHICH OF THEBE (R !DITS, ie M(
FERIOD OU MUST RESPOND RITHIN 30 DAYS,

. X $T
CORRECTIQN! SEFORE THE OVERPAYMENT 18 REFUNDED OR APPLIED TO OTHER TAX
HOTES WE WILL APPLY THE RESULTING OVERPAYMENT TO ANY QUTBTANDING BALANCE BEFDRE XISSUING A REFUND,

1457 (26
PN
Date of this noties: ” cgfvlst’m YOUR RECO 1)
Taxpayer identifying Numbo.r.a M
Form: 1a63 TaxPoriod.  ggp. 10, 56D

1-800-829-20%0 ST. OF ¢

#1,000.00
$.00
.po
2,080.00
$2.000.00-
20
00
$.00
¢1,000.00-

55 NTLL ALLOW US TINE. 10 BAKE NECESSARY
e"Ful? PSSR SiE

AMOUNT PATE AMOL
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Appendix IX

Organizations Contacted

1. American Association of Retired Persons, Washington, D.C.

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

3. American Institute of Certified Public Accountants, Washington, D.C.
4. American Payroll Association, New York, NY

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

6. National Association of Enrolled Agents, Rockville, MD

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

8. New York Bar Association, Albany, NY

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

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

Major Contributors to This Report

Robert J. McArter, Assistant Director, Tax
General Government Policy and Administration Issues
Division, Washington,  Jjames G. 0'Donnell, Evaluator
D.C. Kiki Theodoropoulos, Writer-Editor

Kim Wheeler, Publishing Advisor

. . . Geraldine Redican-Bigott, Evaluator-in-Charge
Philadelphia Regional [ . o Attar, Evaluator

Office Donald R. White, Evaluator
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Ordering Information

The first copy of each GAO report and testimony is free,
Additional copies are $2 each. Orders should be sent to the
following address, accompanied by a check or money order
made out to the Superintendent of Documents, when
necessary. Orders for 100 or more copies to be mailed to a
single address are discounted 25 percent.

Orders by mail:

U1.S. General Accounting Office
P.O. Box 6015
Gaithersburg, MD 20884-6015

or visit:

Room 1000

700 4th St. NW (corner of 4th and G Sts. NW)
U1.S. General Accounting Office

Washington, DC

Orders may also be placed by calling (202) 512-6000
or by using fax number (301) 258-4066.
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