
GAO 

,Jart wtry l!l!M TAX 
ADMINISTRATION 

Opportunities to 
Increase the Use of 
Electronic Filing 

148495 





GAO United States 
General Accounting Once 
Washington, D.C. 20648 

,I c 

General Government Division 

B-260163 

January 22,1993 

The Honorable Daniel P. Moynihan 
Chairman, Committee on Finance 
United States Senate 

Dear Mr. Chairman: 

In response to the former Chairman’s request, this report discusses steps the Internal Revenue 
Service can take to increase the use of electronic filing. 

As arranged with the Committee, we plan no further distribution of this report until 7 days from 
the date of issuance. At that time, we will send copies to other congressional committees; the 
Secretary of the Treasury; the Commissioner of Internal Revenue; the Director, Office of 
Management and Budget; and other interested parties. Copies will be made available to others 
upon request. 

The major contributors to this report are listed in appendix VII. Please contact me on 
(202) 272-7904 if you or your staff have any questions concerning the report. 

Sincerely yours, 

J& 

Hazel E. Edwards 
Associate Director, Tax Policy 

and Administration Issues 

:, ‘- ‘ 
,., “’ 



Executive Summary 

Purpose Electronic filing provides an alternative to the traditional paper-based 
return filing and processing system. For the Internal Revenue Service (IRS), 
the benefits include (1) reduced costs of processing, storing, and 
retrieving returns and (2) faster and more accurate processing of returns 
and refunds. For taxpayers, the benefits include (1) receipt of their 
refunds several weeks sooner than if they had filed paper returns and 
(2) greater assurance that IRS has received their returns and that the 
returns are mathematically accurate. 

The former Chairman of the Senate Finance Committee asked GAO to 
provide information on IRS’ marketing of electronic filing. In response to 
that request, GAO sought to (1) determine who is and is not filing 
electronically and why; (2) determine what, if anything, could be done to 
broaden the appeal of electronic filing; and (3) identify opportunities, if 
any, to realize more operational efficiencies from electronic filing. 

Background Since electronic filing became available nationwide in 1990, the number of 
returns filed in that way has grown from about 4.2 million to nearly 11 
million in 1992. To use electronic filing, taxpayers can either have an 
ms-approved practitioner prepare and submit the return or take a return 
that they have prepared to an individual or business that IRS has approved 
as a transmitter. 

The returns are transmitted over communication lines to an IRS service 
center, where they are automatically edited, processed, and stored. After 
electronic returns are submitted and acknowledged by IRS, the preparer or 
transmitter is required to send IRS various documents, including a form 
with the taxpayer’s signature and any Form W-2s. 

Electronic filing provides IRS with a more accurate return. For example, IRS 
data for the 1992 filing season showed a 2.8 percent error rate for 4 
electronic returns compared to 18 percent for paper returns. Error rates 
for electronic returns are lower primarily because (1) computer checks 
catch errors before the return is filed and (2) computer processing of 
electronic returns eliminates errors associated with manual processing of 
paper returns. 

To evaluate IRS’ electronic filing program, GAO visited four IRS regional 
offices, eight district offices, and three service centers. GAO also sent 
questionnaires to random samples of 1,082 preparers and transmitters who 
participated in electronic filing during 1991 and 1,167 who did not. 
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Executive Summary 

Results in Brief The feature of electronic filing that appears to be most appealing to 
taxpayers is the ability to get quicker refunds. These expedited refunds 
come at a price, however. Taxpayers have to pay a third party to prepare 
and/or electronically transmit the returns and pay an additional fee if they 
want to obtain the expedited refund through a financial institution. IRS' 
research suggests that this cost dissuades people who do not need their 
refunds quickly from participating in electronic filing. 

IRS' approach to promoting the electronic filing program has focused on 
attracting more preparers and transmitters. Although that approach has 
led to a steady increase in the number of taxpayers filing electronically, 
approximately 90 percent of all of the individual income tax returns filed 
in 1992 were not filed electronically. 

Given the benefit of electronic filing to both IRS and taxpayers, IRS needs to 
develop a strategy for making electronic filing more appealing and more 
available to a broader segment of the population, such as those who are 
not expecting a refund or who are unwilling to pay the costs associated 
with going through a preparer or transmitter. In developing a plan, IRS also 
needs to address various operational issues that if effectively resolved, 
could enhance the appeal of electronic filing and help IRS more fully realize 
the benefits available through this technology. 

Principal Findings 

Quickbr Refunds Are the According to studies done for IRS and GAO'S work, electronic filing has its 
Main bppeal of Electronic greatest appeal to taxpayers who are most in need of their refunds and 
Filing ‘and Cost Is the Main who accordingly would seem least able to afford the cost. IRS can generally a 
Deterrent issue refunds on electronic returns within 2 to 3 weeks, or about half the 

time involved in issuing refunds on paper returns. Electronic filers can get 
their refunds even faster (in about 3 days) by obtaining commercial loans 
called refund anticipation loans. (See pp. 18 to 21.) 

There is a cost associated with these quicker refunds. The results of GAO'S 
survey of preparers and transmitters participating in the electronic filing 
program in 1991, for example, indicated that the median fee for preparing 
a Form 1040 was $70 and the median fee for filing it electronically was $22. 
The median fee associated with getting a refund anticipation loan was $36 
for a Form 1040, according to GAO'S survey. 
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ExecIlUve snmmag 

Many taxpayers are not using electronic filing because of the cost. IRS 
focus groups revealed that taxpayers not filing electronically shared 
certain characteristics that distinguished them from taxpayers who filed 
electronically. They appeared to be better money managers; considered 
their refunds money they could live without; and, when they had refunds 
coming, were in no hurry to receive them. These people were not attracted 
by the appeal of quicker refunds. To the contrary, they were dissuaded 
from participating by the cost associated with getting quicker refunds. 
(See pp. 23 to 24.) 

GAO'S analysis appears to confirm that those most attracted to electronic 
filing are those least able to afford it. GAO compared data on taxpayers who 
filed electronically in 1991 with data on the taxpaying population in 
general and found that the average electronic filer had a lower adjusted 
gross income ($20,000 versus $30,000) and a higher average refund ($1,200 
versus $930) than the average taxpayer and was more likely to claim an 
earned income credit. (See pp. 16 to 18.) 

Cost is also a deterrent to some potential preparers and transmitters. Of 
those not participating who responded to GAO'S survey, about 61 percent 
cited the cost of hardware and software as a barrier to their participation 
in the electronic filing program. (See pp. 26 to 26.) 

IRS Needs a 
Ct>mprehensive Plan for 
Broadening the Use of 
Electronic Filing 

Many potential electronic filing market segments remain virtually 
untapped because IRS promotes electronic filing primarily among tax 
practitioners who deliver electronic filing services to taxpayers. IRS 
believes that by concentrating its marketing efforts on this group, which 
reaches tens of thousands of taxpaying entities, electronic filing can 
achieve the broadest market exposure. That approach has been primarily 
successful in attracting taxpayers looking for quick refunds. But not all 4 
taxpayers are attracted by that feature. For example, of the 76 million 
individual income tax returns filed in 1992 that involved refunds, only 
about 16 percent were filed electronically. (See pp. 30 to 33.) 

IRS has taken some steps aimed at further expanding the use of electronic 
filing, including allowing certain taxpayers to file by telephone and making 
electronic filing available to taxpayers who owe additional taxes. IRS has 
also experimented with allowing taxpayers in some states to electronically 
file both their federal and state income tax returns and providing 
electronic filing services for certain taxpayers who visit an IRS field office 
for help in preparing their returns. These measures were not part of a 
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Execntlve Summary 

coordinated strategy to make electronic filing available to a broader 
segment of the population. (See pp. 26 to 28.) 

IRS recently developed an electronic filing marketing plan, but it is narrow 
in scope, with a continuing focus on tax preparers and trwmitters. There 
is no discussion, for example, of steps IRS might take to make electronic 
filing more accessible to taxpayers unwilling or unable to incur the costs 
associated with going through a preparer or transmitter. 

To successfully broaden the use of electronic filing, IRS must redirect its 
focus and devise a plan that gives appropriate attention to other segments 
of the population. This redirected focus should include strategies for 
(1) encouraging taxpayers who owe additional taxes to file electronically, 
(2) encouraging employers and financial institutions to offer electronic 
filing as a service to their employees and customers, and (3) assessing the 
feasibility of allowing taxpayers to file electronically through their 
personal computers. GAO believes that a plan that addresses these potential 
markets will go far in making electronic filing more accessible. 

IRS Needs to Address Inefficiencies in the electronic filing system adversely affect the 
Certain Operational Issues accessibility or appeal of electronic filing and prevent IRS from realizing 

electronic filing’s full potential. These inefficiencies include (1) the need to 
submit paper documents in support of the electronic transmission, thus 
negating some of the benefits available through a truly paperless process; 
(2) limitations on the number of forms and schedules that can be filed 
electronicdly; (3) the need for IRS to correct electronic return errors on 
two different systems; (4) the need for IRS to print and transship copies of 
electronic returns to various IRS locations; and (6) IRS’ having to deal with 
an ever increasing incidence of filing fraud.’ 

In developing a plan to broaden the use of electronic filing, IRS needs to 
ensure that these issues are resolved. GAO believes it would be 
counterproductive, for example, to promote more widespread use of 
electronic filing while weaknesses exist in the controls over electronic 
filing fraud or while the computer system is slowed by inefficient error 
correction and printing processes. IRS has taken steps to address some of 
the operational issues discussed in this report. It has, for example, 
submitted legislation to eliminate the requirement for paper signatures and 

‘The issues surrounding electronic 6ling fraud are discussed more fully in Tax Administration: IRS Can 
Improve Controls Over Electronic Filing Fraud (GAO/GGD-93-27, Dec. 30,1992). 
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has established a task force to address expanding the list of forms and 
schedules that can be filed electronically. (See pp. 33 to 39.) 

Recommendations IFB should take steps to broaden the electronic filing of individual income 
tax returns. Those steps should include identifying market segments and 
specifying national strategies for attracting those segments to electronic 
filing, including strategies to encourage employers and financial 
institutions to provide electronic filing services to their employees and 
customers. Further, IRS should (1) assess the feasibility of enabling 
taxpayers to file electronically through their personal computers and 
providing broader access to electronic filing at IRS field offices and other 
convenient locations and (2) determine what forms and schedules might 
be added to the list of documents that can be filed electronically. 

As IRS takes steps to broaden the electronic filing of individual returns, it 
should also ensure that the various operational issues that (1) adversely 
affect the accessibility or appeal of electronic filing--such as the need to 
submit paper documents-or (2) prevent IRS from fully realizing the 
benefits available from electronic filing-such as redundant error 
correction-are resolved. (See pp. 40 to 41.) 

Agency Comments In commenting on a draft of thii report (see app. VI), IRS said that it agreed 
with GAO'S recommendations and has a number of efforts under way to 
make electronic filing more appealing and more available to all segments 
of the population. IRS also agreed to address the various operational issues 
discussed in the report and mentioned various actions IRS planned to take, 
which, if implemented, would be responsive to GAO’S recommendations. 
(See pp. 41 to 43.) 
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Chapter 1 

Introduction 

Electronic filing provides taxpayers with an alternative to the traditional 
paper-based way of filing tax returns. To file electronically, taxpayers can 
have an rrts-approved practitioner prepare and submit the return or they 
can take a return that they have prepared to an individual or business that 
IRS has approved as a transmitter. 

The returns are transmitted over communication lines to an IRS service 
center, where they are automatically edited, processed, and stored. In 
addition to the electronically transmitted information, preparers and 
transmitters must send IRS various paper documents such as Form 8463, 
which serves as the taxpayer’s signature for the electronic return, and 
Form W-2, which shows the taxpayer’s wages and withheld taxes. IRS 
requires that preparers and transmitters forward these documents to IRS 
within 1 working day after IRS accepts the return for processing. Upon 
receipt of the paper documents, the service centers are required to process 
the documents and match them with the electronic information to form a 
complete return. 

As shown in figures 1.1 and 1.2, electronic filing has grown 
considerably-from a test in 1986 involving 6 preparers and transmitters 
and about 26,000 returns to a nationwide program that in 1992 involved 
over 61,000 preparers and transmitters and about 10.9 million returns 
received as of June 6. IRS’ goal is to continually increase the number of 
electronic returns received each year-reaching a level of 26 million by 
1996. 
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flgun 1.1: Growth in Electronic Filing: 
Numbw of Returns, 1986 Through 
1992 
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Chapter 1 
Introduction 

Figure 1.2: Growth in Electronic Filing: 
Number of Preparerr and Tranemlttars, 
1986 Through 1992 
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For IRS, electronic filing means fewer errors. During the 1992 filing season, 
according to IRS data, the error rate for electronic returns was 2.8 percent, 
compared to 18 percent for paper returns. Error rates for electronic 
returns are lower primarily because (1) computer checks catch errors 
before the return is filed and (2) computer processing of electronic returns 
eliminates errors associated with the manual processing of paper returns. 
Electronic filing also means less paper for IRS to handle, which reduces the 
need for storage space. IRS has in its files and at federal record centers CL 
over 1.2 billion tax returns stored in over 1 million cubic feet of space. If 
these returns had been filed electronically, they could be stored on about 
200 124nch optical disk platters. Also, using information provided by IRS, 
the Office of Management and Budget has estimated that each electronic 
return costs IRS about $1.62 less to process (in 1993 dollars) than a paper 
return. 

For taxpayers, electronic filing means faster refunds. According to IRS, 
taxpayers who file tax returns electronically can receive their refunds 
about 3 weeks sooner than taxpayers who file paper returns. Electronic 
filers get even quicker refunds through refund anticipation loans @AL) 
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Chapter 1 
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offered by private lenders. Under that arrangement (1) the lender, in 
return for a fee, gives the taxpayer a loan in the amount of the expected 
refund and (2) IRS sends the refund check directly to the lender to pay off 
the debt. Because IRS acknowledges receipt of electronically filed returns 
and because the process provides various mathematical and consistency 
checks, electronic filing also provides taxpayers with greater assurance 
that their returns were received and that the computations therein are 
accurate. 

The Chairman of the Senate Committee on Finance asked us to evaluate 
IRS’ electronic tiling program. This report discusses the approach IRS has 
taken to market electronic filing. We have issued a separate report on IRS’ 
controls for preventing and detecting fraudulent electronic returns.’ 

Objectives, Scope, 
and Methodology 

. 

. 

Our objectives were to (1) determine who is and who is not filing 
electronically and why; (2) determine what, if anything, can be done to 
broaden the appeal of electronic filing; and (3) identify opportunities, if 
any, for IRS to realize more operational efficiencies from electronic filing. 
We focused our work on the electronic filing of individual income tax 
returns. 

To achieve our objectives, we 

interviewed IRS officials who had electronic filing program responsibility at 
the National Office, four regional offices, and eight district offices, and at 
the three service centers that were part of the electronic filing system in 
1991 (see app. I for information on how the regions and districts were 
selected);2 
interviewed IRS staff in the four regions and eight districts who were 
responsible for promoting electronic filing; 
sent questionnaires to a stratified random sample of 1,082 preparers and 
transmitters who participated in electronic filing in 1991 (see app. I for 
details of our sampling plan and methodology and app. II for a copy of the 
questionnaire); 
sent questionnaires to a stratified random sample of 1,167 firms from the 
eight districts we visited who did not participate in electronic filing (see 

‘Tax Administration: IRS Can Improve Controls Over Electronic Filing Fraud (GAO/GGD-93-27, 
Dec. 30, 1992). 

%1991,3 of IRS 10 service centers-Andover, Cincinnati, and Ogden-were part of the electronic 
flllng system. In 1992, IRS added two more centers--Memphis and Austin-to that system. 
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app. I for details of our sampling plan and methodology and app. III for a 
copy of the questionnaire); 

l obtained an extract from IRS’ master file of taxpayers who filed 
electronically in 1991 to profile the type of taxpayers using electronic filing 
and, for comparative purposes, obtained Statistics of Income data on the 
characteristics of taxpayers in general; 

l analyzed IRS documentation relating to program management including a 
costmeneflt analysis, marketing plans, internal audit reports, and various 
task force studies; 

l discussed electronic filing with private industry groups, including H&R 
Block, Inc., the Society of Enrolled Agents, and the City of New York Bar 
Association; and 

. met with representatives of the South Carolina Tax Commission to discuss 
the results of an n&South Carolina test of joint electronic filing of state 
and federal tax returns. 

We did our work between February 1991 and May 1992 in accordance with 
generally accepted government auditing standards. IRS provided written 
comments on a draft of this report. Those comments are presented and 
evaluated in chapter 3 and are reprinted in their entirety in appendix VI. 
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i Who Is and Who Is Not Participating in 
Electronic Filing and Why 

The feature of electronic filing that most appeals to taxpayers is the ability 
to get quicker refunds. That desire for quicker refunds has spawned a 
financial product+RALs-that enables electronic filers to get their refunds 
even Paster. These expedited refunds come at a price, however. Taxpayers 
generally have to pay a third party to prepare and/or electronically 
transmit the returns and must also pay to get a RAL. IRS’ own research 
suggests that thii cost dissuades people who do not need their refunds 
quickly from participating in electronic filing. Thus, electronic filing 
currently has its greatest appeal to taxpayers who are most in need of their 
refunds but who would seem least able to afford the cost. 

A Profile of Electronic As shown in table 2.1, when compared to the average taxpayer, the 

Fliers 
average electronic filer had a lower average dusted gross income and a 
higher average refund, claimed a higher number of exemptions, and was 
much more likely to claim an earned income credit (EIC).~ 

Table 2.1: Compariron of Electronic 
Flkn to Taxpayer8 in General Based 
on Returnr Filed In 1991. Element 

Average adjusted gross income 

Electronic filing Taxpayers In 
taxpayer8 general 

$20,000 $30,000 

Number of exemptions 2.6 2 

Average refund $1,200 

Percentage receiving EIC 41% 

Sources: GAO analysis of IRS Master File extract and Statistics of Income Division data. 

$930 

11% 

The information in table 2.1 is consistent with the general observation, 
which we will be discussing in more detail later, that the taxpayers most 
attracted to electronic filing are those who appear most in need of their 
refunds. People with adjusted gross incomes at the lower end of the scale 
and people entitled to the EIC would probably be more in need of their 
refunds than would other taxpayers. 

Table 2.2 provides more specific information on the number of all returns 
and electronic returns at various adjusted gross income levels. Table 2.2 
shows, for example, that 60 percent of electronic filing taxpayers had 
adjusted gross income of less than $16,000 while 40 percent of all 
taxpayers had adjusted gross income of less than $16,000. 

‘EIC is e speclal credit for lower-income workens who (1) have earned income and acijusted gross 
income of less than e specified amount and (2) have one or more qual@lng children living with them 
in their home in the United States. For returns flied in 1991, the maximum credit was $963. 
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Electronic wing and why 

Table 2.2: Adjusted Gross Income Range of Tax Retumr Flied In 1991 

Adjusted gross Income range All return* Cumulative Electronic return8 Cumulative 
(in dollars) (In thourande) Percentage percentage (In thowande) Percentage percentage 

Noadiusted wossincome 799 1 1 5 0 0 

l-4,999 16,502 14 15 626 8 8 

5,000-9,999 14,978 13 28 1,629 22 30 

10,000-14,999 13,953 12 40 1,529 20 50 

15,000-19,999 11,555 10 50 1,053 14 64 

20,000-29,999 17,429 15 65 1,200 16 80 

30,000-49,999 21,123 19 a4 1,141 15 95 

50,000-74,999 10.999 10 94 314 4 99 

75,000-199,999 5,610 5 99 66 1 100 

200.000-999.999 766 1 100 1 0 100 

1.000.000+ 64 0 100 .025 0 100 

Sources: GAO analysis of IRS Master File extract and Statistics of Income Division data. 

IRS data also show that electronic filing was used more in certain areas of 
the country. For example, as shown in figure 2.1, about 11 percent of the 
returns filed by individual income tax payers in states comprising IRS’ 
Southeastern Region were filed electronically while in IRS’ Western Region, 
3.6 percent of individual income tax returns were filed electronically. 
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Chapter 2 
Wbo Is amI Who Is Not Participathg in 
Electronic FWng and Why 

Ip~re 2.1: Tote1 Return8 and Electronic Returnr Filed in 1991 by IRS Region 

“;---‘” Region 

Included in 
Western Region 

’ North Atlantic 
Region 
14.6 (4.6) 

Mid - Atlantic 

1 

Region 
16.1 (5.0) 

Note: Total returns in millions. Percentages of total returns that were filed electronically are shown 
in parentheses. 

Source: GAO analysis of IRS data. 

IRS officials in the Western Region said that taxpayers in that area of the 
country were less apt to file electronically because they are on average 
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Chapter 8 
Who b aad Who Ie Not Partlclpating in 
Electronk Wng and Why 

more affluent than taxpayers in other areas and thus do not need to get a 
quick refund. That assertion is supported by Statistics of Income data for 
tax year 1000. According to those data, about 17 percent of Western 
Region tax returns showed adjusted gross incomes of over $60,000 while 
10 percent of the returns from the Southeast Region had adjusted gross 
incomes of over $60,000. On the other hand, 40 percent of Western Region 
returns had adjusted gross incomes of less than $16,000, while 46 percent 
of the returns from the Southeast Region had adjusted gross incomes of 
less than $16,000. 

Western Region officials also said that many taxpayers in the Western 
Region Ale more complex returns and generally wait to file until the 
April 16 due date, even if they are receiving a refund. The implication is 
that taxpayers who wait that long to file their returns are not going to be 
attracted by the possibility of getting their refunds earlier. 

We did not assess the relative complexity of returns filed in different parts 
of the country. However, information compiled by IRS’ Research Division 
would seem to indicate that taxpayers in at least part of the Western 
Region do tend to file later. The information showed that of the tax year 
1000 other-than-full-paid returns (of which about 00 percent were refund 
returns) filed by June 28,1001, IRS’ 10 service centers had received 
62 percent by March 16,lOOl. By that same date, however, the F’resno 
Service Center, which serves taxpayers in the San Francisco area, 
southern California, and Hawaii, had only received 46 percent of its 
returns. In comparison, the Atlanta and Memphis Service Centers, which 
serve taxpayers in the Southeast Region, had received 63 percent and 
67 percent, respectively, of their returns by that date. 

Quick Refunds Attract Electronic filing has several advantages. Among them is IRS’ capability to 

T$xpayers to 
issue a taxpayer’s refund in about 3 weeks. That time frame can be 

l 

reduced to about 2 weeks when taxpayers elect to have their refunds 
Electronic Filing directly deposited to their bank accounts. Some preparers offer electronic 

filers the option to get their refunds even faster by obtaining commercial 
loans, called RALS, which enable taxpayers, for a fee, to get their money in 
about 3 days. Studies done for IRS indicate that the ability to get refunds 
quickly is the feature that most attracts taxpayers to electronic filing. 
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Chapter 3 
Who I# l d Who Ir Not Participating in 
Electronic Pmlg and why 

Through focus groups held in June 1991, IRS obtained information from 
taxpayers who filed their tax year 1990 income tax returns electronically.2 
An overwhelming majority of the respondents agreed that the most 
important benefit of electronic filing is the ability to get refunds faster. 
Many participants indicated that they had something they needed to pay 
immediately and that for them electronic filing was the way to go. 

The respondents also cited several other benefits of electronic filing. Some 
indicated that it was important for them to know that IRS had received 
their return. Some of the respondents described situations where returns 
had been lost in the mail or had arrived at IRS too late even though the 
return had been mailed on time. For them, electronic filing was more 
efficient and dependable. Some of the other benefits of electronic filing 
cited by the respondents included direct deposit of their refunds and 
prompt notification if their returns were rejected. Nearly all the 
respondents indicated that they planned to file electronically in 1992 and 
that they would recommend electronic filing to friends. 

IRS’ Research Division had the Roper Organization survey a sample of 
approximately 2,000 individuals about electronic filing.a The persons 
interviewed comprised a representative sample of the population 
(continental United States exclusive of institutionalized segments) 
age 18 and over. These face-to-face interviews were conducted between 
April 13 and April 20,199l. Again, the ability to get one’s refund quicker 
was the fact that most motivated those respondents who had filed 
electronically. The study also pointed out that it was surprising that 
electronic filing is so popular among those who can least afford the 
service. We will be discussing the cost of this service later in this chapter. 

RALs ‘Contribute to the Many electronic filing preparers and transmitters offer RAIS, which enable b 
Appeal of Electronic Filing taxpayers who file electronically to get money even faster than if they 

waited to receive their refund from IRS. With an RAL, taxpayers can get their 
refunds in about 3 days. 

*As a prelude to producing two videotapea aimed at increasing electronic filing participation among 
tax practitioners and taxpayers, IRS contracted to have nine focus groups held between June 17 and 
June 26,1991. Four groups (49 respondents) Involved both tax practitioners who had as well as tax 
practitioners who had not participated In electronic illing. F’ive groups (46 respondents) involved a mix 
of taxpayers some of whom had and some of whom had not filed their 1990 tax returns electronically. 
Groups were held in Atlanta; Minneapolis; San Francisco; and Washington, DC. 

%e IRS Research Bulleti, Publication 1600, September 1991. 
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Chapter 2 
Who Is and Who IO Not Pnrticipating in 
Electronic Filing and Why 

According to IRS, about 74 percent of the electronic returns filed in 1992 
through April 1 involved RALS Of the preparers and transmitters we 
surveyed who offered RALS during the 1991 filing season, approximately 
80 percent said FUIS were the main factor that encouraged their clients to 
file electronically. 

Although RAIS enable taxpayers to get money quicker, there is a cost 
involved. Because there is a fee associated with getting the loan, the 
amount the taxpayer actually receives is less than the amount of the 
refund. Our survey of preparers and transmitters indicated that in 1991, 
the median loan fee was $36 for 1040s. For Forms 1040A and 1040EZ, that 
fee was $30 and $29, respectively. 

Primarily because of the cost involved, RAIS have been the subject of some 
criticism. In a March 12, 1992, letter to the Commissioner of Internal 
Revenue, for example, the Committee on Personal Income Tax of the City 
of New York Bar Association expressed concern that 

l RAIS are being sold principally to unsophisticated taxpayers, most of 
whom will not be able to understand either the deceptively described 
interest rates or the limited refund acceleration RAIS provide compared to 
other options; 

l the cost of FZAIS to taxpayers is excessive when compared to the marginal 
benefit of a 6- to 14&y acceleration of the receipt of cash through an RAL, 

usually resulting in very high effective annual interest rates that may be 
usurious in jurisdictions with usury laws; and 

. these costs tend to fall on taxpayers in the lowest income brackets who 
are least able to afford it. 

According to the committee, the most significant value of RAIS appears to 
be for banks extending the loans and for tax preparers who can collect 6 
fees more easily. With RAIS, taxpayers do not have to provide payment at 
the time of service. Instead, the preparer or transmitter, with approval of 
the RAL provider, can arrange to have all fees deducted from the refund. 

The committee also noted that in January 1992 the New York City 
Department of Consumer Affairs completed an investigation of the 
marketing of RAIS and concluded that deceptive practices are being used 
by certain tax preparers promoting RAIS in describing the interest rate 
being charged and that most programs probably involve usurious interest 
rates. According to the committee, as of April 1,1992, the New York City 
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Department of Consumer Affairs was bringing an enforcement proceeding 
against a number of parties offering RAW. 

The Committee on Personal Income Tax recommended that IRS 

concentrate its efforts on making electronic filing more available and less 
expensive. It said that with a less expensive, less restricted system, tax 
preparers could afford to reduce their prices or eliminate extra charges for 
electronic tiling altogether. Further, with a more accessible 
system, millions of additional computer literate individuals would be 
candidates for electronic filing at a minimal transmission cost. Although 
IRS responded to the committee in May 1992, it failed to address the 
committee’s recommendation of making electronic filing more available 
and less expensive. Instead, IRS is relying, according to its reply to the 
committee, on increased competition among preparers and transmitters to 
reduce the cost of electronic filing. 

Many electronic filers are apparently not aware that the checks they 
receive as a result of RAU are loans and not their refunds from IRS. Several 
respondents in each taxpayer focus group discussed before had taken out 
loans when they filed their returns electronically. Most of them, however, 
were not clear that they had received loans. They reported that their 
refunds came back in 2 or 3 days or that they picked their check up at the 
transmitter’s office. In one of the cities where a focus group was held, 
participants indicated that when they went to a particular firm, they were 
told they had to take out a loan in order to file electronically. 

Factors Encouraging Preparer and transmitter participation in electronic filing increased from 5 

Preparer and 
Ylkanismitter 
Participation in 
Electronic Filing 

in 1986 to over 61,000 in 1992. To find out what attracts preparers and 
transmitters to electronic filing, we surveyed a sample of those who 
participated in the program in 1991. As shown in table 2.3, the respondents 
indicated that market demand was the main factor encouraging their 
participation. These individuals believe that the electronic filing market is 
increasing, and they offer the service to meet the growing demand. Also as 
shown in the table, a factor that significantly encouraged electronic filing 
participation was the belief that electronic filing will eventually become 
mandatory. About 63 percent of the respondents indicated that this factor 
at least moderately encouraged their participation in electronic filing. 

4 
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Table 2.3: Fectoro Encouraging or Dkcouraging Preparer and Tranemltter Partkipetkn in the Electronic Filing Program In 
1991 

Facton 

1. Market demand for electronic filing 
2. Belief in the possibility that electronic filing will become mandatory 
3. Overall efficiency of automated process 

Percentage 
neither 

Percentage encouraged nor Percentage 
encouraged discouraged dircouraged 

72.7 16.3 5.0 

62.8 29.2 B 

61.0 25.8 7.3 

4. Increased accuracy of return 60.2 34.9 a 

5. IRS support of electronic filing (e.g., IRS’ help desk or seminars/workshops) 
6. Profit potential from electronic filing 
7. IRS’ acknowledgement of receipt of return 

56.1 38.3 B 

54.1 25.8 17.1 
53.0 37.8 a 

8. Computer knowledge 49.9 34.9 9.6 

9. Newness of electronic filing 43.4 42.6 0.5 

10. Ease or difficulty of transmission 42.7 31.9 17.1 

11, Ease or difficulty of using software 42.5 33.1 15.6 

12. Size of business 33.0 51.2 10.5 

13. IRS’ electronic filing requirements 25.9 54.2 13.4 

14. Storage need for electronic filing returns 22.0 64.0 7.9 

15. Cost (e.g., equipment, software purchases) 12.8 32.3 46.5 

16. Other 5.2 a 8 

@Less than 5 percent. 

Note: Weighted responses equal 15,666 with a sampling error of less than 5 percent. 

IRS’ June 1991 focus groups of preparers and transmitters who participated 
in electronic filing produced similar results. These individuals said that 
they offered electronic filing because it is “the way of the future.” Many 
offered it to keep up with the industry and stay competitive, increase 4 
profitability, and provide a service to people who need money fast. Others 
indicated they offered electronic filing because it eliminates the errors that 
occur when IRS staff process paper returns, and it is an important service 
to offer clients. According to focus group discussions, practitioners see 
electronic filing growing, and many believe that the primary benefit of 
offering the service is to avoid losing clients and, as a result, remain 
competitive with their counterparts. 
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The Cost of Electronic The number of electronically filed tax returns has nearly tripled-from 

Filing Is a Major 
4.2 million in 1990 (when the program first went nationwide) to about 
11 million in 1992. Although a significant increase, electronic filing only 

Barrier to Greater 
Participation 

accounted for about 10 percent of the approximately 110 million t&c year 
1091 individual income tax returns that IRS had received as of June 6,1992. 
Of those 110 million returns, about 76 million involved refunds. 

Why are more taxpayers not taking advantage of electronic filing? 
Responses to our questionnaire and IRS’ own research indicated that cost 
is a major factor. The results also revealed that many taxpayers did not file 
electronically simply because they did not think of it or were not aware of 
the option. 

Taxpayers Often Cite Cost IRS’ focus group results revealed that taxpayers not using electronic filing 
as the Reason for Not were a different type of person than those who used the service. They 
Filing Electronically appeared to be better money managers; considered their refunds money 

they could live without; and when they had refunds coming, were in no 
hurry to receive them. The appeal of quicker refunds, which seems to be 
the predominant attraction of electronic filing, does not work with these 
people. To the contrary, they were dissuaded from participating by the 
cost associated with getting quicker refunds. Taxpayers indicated that they 
were not willing to pay to get their refunds 3 weeks sooner. The study also 
indicated that taxpayers who used electronic filing mentioned repeatedly 
that cost was the one thing they did not like about electronic filing. 

The results of our survey of preparers and transmitters participating in the 
electronic filing program in 1991 indicated that the median fees for 
preparing a Form 1040 and filing it electronically were $70 and $22, 
respectively.4 

The Roper survey also asked taxpayers why they were not filing 
electronically. The top five reasons given for not filing electronically were 
(1) they did not think of it or were not aware of it, (2) they thought it was 
too expensive, (3) their tax preparer did not offer the service, (4) they did 
not expect a refund, and (6) they did not know how to go about it or who 
to ask. 

The survey noted an interesting comparison in that almost twice as many 
people in the West (43 percent) said that they were unaware of the option 

“I’be fees cited are for the individual services of preparing a return and transmitting a return. If a 
taxpayer ueed a company that both prepared and transmitted electronic returns, the median fee for the 
combined service was $72. 
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as did people in the South (24 percent). As shown previously, IRS’ Western 
Region had the lowest electronic filing participation rate among IRS’ seven 
regions. According to IRS’ Western Region Commissioner, H&R Block, Inc., 
was not a key player early on in that region. This lack of involvement by 
Block could possibly account for the large number of taxpayers who were 
not aware of electronic filing as an option. For years Block has been a 
leader among firms offering tax preparation services, and it is one of the 
firms that has participated in electronic filing since its infancy. 

The Roper survey also questioned taxpayers about price sensitivity to 
electronic filing. The survey asked taxpayers whether they would file 
electronically if IRS could directly deposit their refund in 6 business days (a 
direct deposit refund now takes about 14 days) and, if so, what would be 
the most they would be willing to pay for the service. As shown in table 
2.4, less than half of those willing to file electronically in return for a 5-day 
refund would pay $10 or more for that service. In comparison, the median 
fee taxpayers paid in 1991 just to have their returns transmitted 
electronically was $20 (for a 1040 or 104OA) and $22 (for a 1040EZ). 

Table 2.4: Percentage of People Who 
Said They Would “Definitely” or 
“Probably” U8e Electronic Filing If 
Given a G-Day Refund 

Maximum amount willing to pay 

Nothing 
Less than $10 
Between $10 and $19 
Between $20 and $29 
Between $30 and $39 
$40 or more 
Do not know 

Cumulative 
Percentage percentage 

27.6 27.6 
25.8 53.4 
20.3 73.7 
15.0 88.7 

4.3 93.0 
3.4 96.4 
3.6 100.0 

Source: The IRS Research Bulletin, Publication 1500, September 1991. 

In 1992, H&R Block, Inc., offered free electronic filing to taxpayers at 63 of 
its offices across the country if Block prepared the return. During 1991, 
about two-thirds of the taxpayers who filed electronically did so through a 
Block office. If Block expanded free electronic filing to other cities and 
other practitioners followed its lead, the barrier posed by cost would be 
ameliorated and electronic filing participation could increase. As of 
July 1992, Block had not announced any plans to continue free electronic 
filing or expand to other locations. Also, neither Block nor IRS had 
measured the impact that free electronic filing had on overall participation 
in the program. 
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Cost Is Also a Barrier to Because taxpayers have to go through a preparer or transmitter to file 
Preparers and Transmitters electronically, the extent of taxpayer participation in the program is 

dependent at least in part on the extent of preparer and transmitter 
participation. We asked a sample of tax practitioners who did not 
participate in electronic filing in 1991 as either preparers or transmitters to 
identify the extent to which various factors were barriers to their 
participation. As shown in table 2.6, the cost of equipment, software, etc., 
was the barrier most often cited. As shown earlier in table 2.3, even 
46 percent of the preparers and transmitters who participated in the 
program in 1991 cited cost as a factor that greatly or moderately 
discouraged participation. 

Table 2.5: Barrier8 to Electronic Filing 
Participation by Preparer8 and 
Transmttters in 1991 

Factors Percentage yes Percentage no 

1. Cost (e.g., equipment, software purchases) 60.5 16.1 

2. Size of business 56.3 24.0 

3. Market demand for electronic filing 36.8 34.7 

4. Software 36.3 35.0 

5. Newness of electronic filing 

6. Profit potential from electronic filing 

7. inability to electronically transmit ail 

34.5 39.9 

30.6 41.1 

forms/schedules for filing individual tax returns 20.3 42.1 

8. Transmission of returns 24.9 43.7 

9. Computer knowledge 23.1 50.4 

10. IRS’ electronic filing requirements 20.5 51.5 

Il. Storage need for electronic returns 13.4 

12. Other 11.1 

13. IRS’ support of electronic filing 6.3 

Note 1: Percentages do not add to 100 due to missing responses. 

Note 2: Weighted responses equal 17,129 with a sampling error of less than 5 percent. 

Source: Based on 525 useable responses to a GAO questionnaire 

56.7 

0.0 

65.3 

The Commissioner of Internal Revenue acknowledged that the cost of 
hardware has discouraged preparer and transmitter participation in 
electronic filing. She said that IRS plans to test a less costly means of 
transmitting electronic returns during the 1993 filing season that could 
save preparers and transmitters about $650 to $700 on the cost of a 
modem to transmit returns electronically. 
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IRS’ focus group results indicated that most of the attending preparers and 
transmitters who did not participate in electronic Allng in 1991 saw no 
benefit to their clients from offering electronic filing. Others indicated that 
even after they purchased software, there was no client demand for 
electronic filing. Consequently, they could see no reason to participate in 
electronic flling unless it is mandated. FVactitioners did indicate in both 
our survey and IRS’ focus groups that if IRS provided incentives such as free 
software, tax credits to preparers for providing the service, or tax credits 
to taxpayers for filing electronically, they would be encouraged to 
participate. 

Efforts to Increase the IRS has taken several steps to increase the use of electronic filing. Those 

Use of Electronic 
Filing 

steps include tests that involve the joint filing of federal and state tax 
returns, the filing of simple returns over the telephone, and making 
electronic filing available to taxpayers at some of its field offices. IRS also 
expanded the electronic filing program to accept electronic returns from 
taxpayers who owe more taxes, not just those due a refund. 

Joint Filing of Federal and In 1991, IRS and the South Carolina Tax Commission participated in a joint 
State Tax Returns research project that allowed selected taxpayers to file their federal and 

state income tax returns through IRS’ electronic filing system. Using 
approved preparers and transmitters, a taxpayer’s federal and state data 
are combined into one electronic record that is then transmitted to IRS, 
where it is checked for proper format. IRS acknowledges receipt of the 
data and, in turn, makes the state portion of the data available to the state. 
IRS deemed the test a success and in 1992 extended it to include seven 
states, with varying degrees of participation. For example, the test in one 
state was limited to a single practitioner who accepted returns statewide 
while the tests in three other states limited participation to state 
employees whose returns were transmitted from in-house. As of July 27, a 
1992, IRS had received 161,603 joint electronic returns. In 1993, IRS plans to 
extend the project to a total of 16 states. 

Ttilefile Under TeleFlle, which IRS piloted in Ohio in 1992, certain taxpayers were 
allowed to file their returns over the telephone. To qualify, a taxpayer had 
to have filed a 1040EZ in 1991 and had to be living at the same address as 
in 1991. IRS estimated that about 700,000 Ohio taxpayers would be eligible 
to use TeleFile in 1992 and that about 160,000 would actually use it. As of 
June 6,1992, IRS had received about 126,000 TeleFile returns. 
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Under TeleFile, taxpayers interact with an IRS computer using a touch tone 
telephone. Through the telephone, taxpayers enter identifying information 
and the amount of their wages, withholding, and interest. IRS' computer 
calculates the tax liability and any refund or balance due, immediately 
provides this information to the taxpayer, and asks if the taxpayer wants 
to flle. If the taxpayer indicates “yes,” the return is considered filed, and it 
is processed through the Electronic Filing System. 

To complete the transaction, taxpayers must mail a signed paper 
document (called 1040-TEL) showing the amounts they entered into the 
computer and the amounts the computer gave them. (See app. IV for an 
example of 1040-TEL.) In 1993, IRS intends to again restrict the test to 
residents of Ohio and experiment with voice signatures, which could 
eliminate the need to mail a 1040-TEL. 

Because TeleFile returns are processed through the Electronic Filing 
System, taxpayers using TeleF’ile can expect to get their refunds faster-in 
about 3 weeks-than if they ftied a paper return. Also, returns filed via 
TeleEile are more accurate because the computer, rather than the 
taxpayer, calculates the tax liability and any resultant refund or balance 
due. Unlike the more typical form of electronic filing, taxpayers do not 
have to go through a third party to file and, thus, no fee is involved. 

Availability of Electronic To identify a more practical, accurate, and efficient system of assisting 
Filing in Selected IRS Field taxpayers in preparing and electronically transmitting their income tax 
Offices returns, IRS tested the automated preparation and transmission of tax 

returns in 2 of its 63 district offices in 1991. The test was limited to forms 
104OA and 1040EZ with an adjusted gross income of less than $25,000. 

IRS did not publicize the service. Instead, it made the service available to 
certain taxpayers who came into the office for help in preparing their 
returns. Taxpayers entering the field offices were screened to determine 
the type of assistance needed. Taxpayers who requested assistance in 
preparing their tax returns and who appeared eligible for the test were 
directed to a computer workstation where an assistor entered their tax 
information. Once the return was completed, the taxpayer was given the 
option to have the return filed electronically. Both of the participating 
districts found that the test produced a high-quality return and made the 
tax return preparation and transmission process more efficient and 
accurate. 
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There were 4,042 returns prepared through the test. Of these, 2,446 were 
transmitted electronically to the service center. The returns that were not 
transmitted electronically included joint returns that could not be 
transmitted because only one of the taxpayers was present to sign the 
return and returns that the taxpayer chose not to have transmitted 
electronically. IRS did not collect information on why taxpayers chose not 
to have their returns transmitted electronically. 

During 1992, IRS expanded the test to include a third district office. As of 
June 1992,2,974 returns were filed electronically through the test. As of 
June 17, 1992, IRS was preparing a report on that year’s test and had not yet 
decided on whether to continue the test in 1993. 

Electronic Filing 
Expanded to Include 
Balance Due Returns 

In 1991, IRS tested the feasibility of electronically filing balance due 
returns-returns on which the taxpayer owes money-in 9 states and 
received 3,343 such returns. In 1992, IRS expanded the option of balance 
due electronic filing nationwide. As of April 30, 1992, IRS had received 
approximately 67,000 balance due electronic returns-. 2 percent of the 
24 million balance due returns received overall. 

Taxpayers and practitioners see little advantage for taxpayers to file 
electronically when they owe money. This is especially true because the 
service is generally not free. IRS recognizes that the advantages are not as 
obvious as for those taxpayers who choose electronic filing to get a quick 
refund. There are some advantages (such as a more accurate return and 
acknowledgment of receipt from IRS), however, that IRS believes taxpayers 
will find so attractive that they will file their balance due returns 
electronically. Also, as with paper returns, taxpayers may electronically 
file balance due returns any time during the filing season but defer paying 
the additional tax due until April 15. l 

COnchsions Electronic filing has grown considerably since its inception and will 
probably continue to grow, especially if economic conditions make 
quicker refunds even more appealing. IRS has taken some steps in an 
attempt to further expand the use of electronic filing but not as part of any 
comprehensive strategy. If IRS is to fully realize the potential benefits 
available through electronic filing, it needs to develop and implement a 
strategy for making electronic filing more appealing and more available to 
a broader segment of the population. That matter is discussed in chapter 3, 
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along with various issues that IRS must address as it works toward 
developing such a strategy. 
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IRS believes that its efforts to increase participation in electronic filing 
have been successful because the number of taxpayers taking advantage 
of electronic filing has steadily increased. Although participation is 
increasing, only about 10 percent of all of the individual income tax 
returns Aled in 1992 were filed electronically. 

IRS’ approach to promoting electronic filing has focused on attracting more 
preparers and transmitters into the program. A focus on preparers and 
transmitter during the early years of electronic filing was the most 
efficient way to introduce this new technology and foster broad 
participation because many tax practitioners already used computers to 
prepare their clients’ tax returns. Now that electronic filing is firmly 
established as a viable filing alternative and considering the benefits to IRS, 
we believe that it is time for IRS to adopt a more aggressive strategy 
designed to broaden the appeal of and participation in electronic filing. In 
developing that strategy and to facilitate its implementation, IRS needs to 
address certain operational issues that if not effectively resolved, could 
either (1) dissuade some people from participating or (2) cause existing 
problems to intensify as the volume of electronically filed returns 
increases. 

IRS’ Strategy for 
Promoting Electronic 
Filing Does Not Cover 
AI1 Segments of the 
Population 

IRF Promotional Efforts 
Ark Directed at Preparers 
and Transmitters 

Currently, to take advantage of electronic filing, taxpayers must pay to 
either have their returns prepared by practitioners who participate in the 
program or to have a third party transmit their returns to IRS. IRS needs to 
develop a plan that identifies strategies for bringing other taxpayers into 
the program-taxpayers who do not want to use a paid preparer, who are 
not interested in paying to get their refund faster, and who are not getting 
a refund. The TeleFile alternative discussed in chapter 2 is a step in this 
direction. As previously mentioned, taxpayers qualifying for this option do 
not have to go through a third party to file and, thus, no fee is involved. 1, 

IRS’ approach to promoting electronic filing has focused on attracting more 
preparers and transmitters into the program. Preparers and transmitters 
participating in electronic filing told us that IRS reached them primarily 
through seminars and letters. Between September 1990 and March 1991, 
IRS district offices held over 300 seminars and workshops for participants 
and prospective participants. These events were attended by almost 2 1,000 
individuals. 

Page 30 

./ 

.‘( 
, ’ 

GAWGGD-93-40 Tax MminLetration 



Chapter 8 
IRS New to Expand the AppeaI of and 
Bedlta From Electzonk Filing 

Preparers and transmitters participating in the program also told us that 
they believe IRS has been more effective in promoting electronic filing to 
preparers than to taxpayers. Much of the promotional effort directed at 
taxpayers seems to be done by practitioners, who emphasize the speedier 
refund aspect of electronic filing. 

IRS’ approach to promoting electronic filing has left various segments of 
the taxpaying population and certain regions of the country virtually 
untapped. As we mentioned earlier, taxpayers who used electronic filing 
had lower than average adjusted gross incomes, were more likely to 
receive the earned income credit than the average taxpayer, and wanted 
their refunds fast. These taxpayers were attracted by the speedier refunds 
available through electronic filing. To other taxpayers, however, especially 
those who do not expect a refund, that feature is of little consequence. IRS 
needs to segment these other taxpayers, identify the selling point that 
would most attract them to electronic filing, and develop strategies for 
achieving that end. 

IRS Has No Although IRS’ National Office is responsible for developing an electronic 
Comprehensive Strategy 
for Promoting Electronic 
Filing 

filing marketing plan, promotion of electronic filing is left primarily to its 
field offices. As such, a nationwide coordinated strategy for reaching all 
electronic filing target populations does not exist. Without such a plan, 
electronic filing will continue to suffer from limited accessibility. 

Electronic filing coordinators in IRS’ 7 regional and 63 district offices, with 
the assistance of public affairs officers, are primarily responsible for 
promoting electronic filing. We interviewed these individuals in the four 
regions and eight districts we visited. All of the coordinators had 
developed some form of a plan for promoting electronic filing locally. The 
coordinators generally targeted the same audiences (preparers and 
transmitters), emphasized the same advantages (e.g., faster refunds, an 
additional fringe benefit to offer employees, increased clientele for tax 
preparers, and increased revenue to preparers and transmitters), and used 
similar promotional tools (workshops, seminars, newsletters, news 
releases, speaking engagements, and personal visits) to reach the 
audiences. 

Most of the coordinators and public affairs officers we interviewed said 
that they wanted more guidance. The most common things they felt they 
needed were a marketing plan and guidance on how to market and how to 
identify audiences. According to the personnel we interviewed, there were 
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no national studies or market analyses available for use in 1991 or 1992 to 
help identify (1) potential target groups, (2) benefits that appeal to those 
target groups, and (3) strategies for reaching the target groups. 

According to the Internal Revenue Manual, the National Office is 
responsible for developing a marketing plan for electronic filing and 
providing direction to field offices. Toward that end, IRS developed a 
marketing plan for electronic filing in September 1991. The plan is far from 
comprehensive; it addresses only one market segment+-paid preparers 
with small computers. This market, according to Electronic Piling Project 
Office officials, is the one they felt would give IRS the most results. 

The strategy laid out in the plan is to continue to concentrate promotional 
efforts on preparers and transmitters who will deliver electronic filing 
services to taxpayers. A more comprehensive strategy would include steps 
to (1) address the low participation rates in some sections of the country 
and (2) encourage taxpayers to file balance due returns electronically. A 
comprehensive strategy would also discuss promotional efforts directed at 
prospective players other than preparers and transmitters, such as 
employers, military installations, financial institutions, and federal 
agencies. With these additional entities offering electronic filing, more 
segments of the population would have access to the service. 

Some district offices have taken steps in this regard (e.g., approaching 
employers about providing electronic filing as a benefit to employees) but 
not as part of any coordinated nationwide strategy. In some of the districts 
we visited, coordinators told us that they had been successful in setting up 
Volunteer Income Tax Assistance sites at military installations, colleges, 
and universities to provide electronic tiling services within their districts. 
However, none of the coordinators we interviewed had been successful in 
getting employers or financial institutions to offer electronic filing as an 
employee beneflt or customer service. One of their explanations for the b 

lack of success was that employers wanted IRS to provide the necessary 
equipment and software. 

As part of a comprehensive strategy for expanding the use of electronic 
filing, IRS could determine the costs and benefits of providing electronic 
filing software to employers in return for its employees filing their returns 
electronically. IRS could also consider ways to make electronic filing 
directly accessible and, thus, less costly to taxpayers. Further expansion 
of electronic filing in IRS field locations could be a step in that direction. IRS 
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could also consider the feasibility of providing electronic filing sites at 
convenient locations in major urban areas. 

The proliferation of home computers offers another possibility for 
increasing electronic filing’s accessibility. IRS has a filing option, known as 
104OPC, available to persons who use computers to prepare their returns. 
Through the use of IRS-approved commercial software, individuals using 
this option produce a tax return in answer sheet format that is typically 
only one page long (see app. V for an example). However, rather than 
being transmitted electronically, the return must be printed and mailed to 
IRS and manually processed like other paper returmxl 

We believe that IRS needs to assess the feasibility of taking 104OPC to the 
next step-enabling taxpayers to electronically file the returns through 
their computers. At one time, IRS planned to do a feasibility study to 
determine if there is an acceptable method for individuals to file 
electronically from their home personal computers. However, as of 
August 1992, no such study had been undertaken. 

What Can Be Done to In conjunction with the development of a plan for promoting electronic 

Improve the 
Electronic Filing 
System’s Operational 
Efficiency? 

filing, we believe that IRS needs to address various operational issues that 
detract from the appeal of electronic filing and keep IRS from reaping the 
full benefits of electronic filing. These issues include the need to (1) look 
for ways to eliminate the paper associated with electronic filing, 
(2) correct problems service centers have encountered in trying to print 
electronic documents, (3) eliminate the redundancy associated with 
correcting errors in electronic returns, and (4) look for ways to increase 
the number of returns and schedules that can be filed electronically. IRS 

also needs to resolve issues related to system capacity and refund fraud. 

Elecqonic Filing Still 
Requires Some Paper 
Procfksing 

Electronic filing is still not a paperless process. After filing electronically, 
taxpayers must submit certain paper documents, including a signature 
document (Form 8463), copies of relevant Form W-2$, and other 
supporting documents or schedules such as Form 2120 (Multiple Support 
Declaration) and Form 2848 (Power of Attorney). 

‘The 104OF’C option was available nationwide in 1992 and could be used to file refund and balance due 
returns. As of June 6,1992, IRS had received about 1.5 million 104OPC returns. In 1992, there were two 
approved 104OPC software packages. IRS expects that other software companies will be marketing 
104OPC packages in 1993. 
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Processing these paper documents requires many of the same actions that 
electronic filing was designed to eliminate. IRS receives, batches, 
transcribes, and 5les a paper document for almost every electronic return. 
In addition, it must match the electronic return with the signature 
document, research discrepancies, and contact electronic filers to obtain 
missing signature documents. Based on 5scal year 1990 cost estimates for 
associating paper documents with electronic returns, performing these 
functions cost IRS at least $676,000 in 1991. 

According to IRS’ Office of Chief Counsel, a signature is needed to make 
the electronic filing complete, and of5cials in the Criminal Investigation 
Division told us they need the Form W-2s to investigate potential illegal 
refund schemes. Electronic transmission of wage and information 
documents would enable IRS to more quickly verify the information and 
make it available sooner to match against wage information claimed on 
electronic tax returns, IRS is investigating alternatives to the signature 
requirements for electronically filed returns and the requirements for 
submitting Form W-2s. Until any alternatives are implemented, the system 
will continue to be burdened by paper processing. Likewise, potential 
users of electronic Aling might 5nd the process more appealing if they 
knew that the electronic submission would satisfy their entire filing 
requirement. 

Problems With the 
Graphics Subsystem 
Cqntinue 

Although IRS uses advanced technology to receive and process electronic 
returns, it must still print paper copies of those returns when they are 
needed by other functions, such aa Examination, or by another service 
center. For example, if Fresno, CA, (a nonelectronic 5ling service center) 
needs returns for its compliance functions, it must submit a written 
request to Ogden, UT, (an electronic filing service center), which will then 
print copies of the returns and ship them to Fresno. Electronic returns are 
archived, retrieved, and printed by the graphics subsystem of the CL 

electronic filing system. We previously reported that this subsystem did 
not work properly during the 1988,1989, and 1990 filing seasons2 This 
subsystem has been a trouble spot for years and has caused delays in 
retrieving and printing returns. 

An IRS task force reported in May 1991 that the existing graphics 
subsystem was awkward in design and inadequate for the demands future 
volumes would place on the system. IRS officials told us that the printer 

%x System Modernization: Status of IRS’ Input F’rocessing Initiative (GAO/IMTJX-919, Dec. 12, 
l’gso). 
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control device used by the subsystem to print reports, tax returns, and 
forms could not handle the existing workload. According to the officials, 
IRS had not envisioned the need to print large volumes of electronic 
returns. Between January and June 1992, for example, the system printed 
413,107 returns. 

IRS said that it plans to install return retrieval capability in the five 
nonelectronic 5ling service centers but had yet to act on those plans as of 
the time of our study. These sites would then handle any transactions 
(such as retrieving returns in response to special requests, printing 
returns, and dealing with preparer problems) that occur after the return is 
posted to the master 5le at the Martinsburg Computing Center. This would 
eliminate the need to ship copies of returns from one service center to 
another as well as reduce the printing workload of the five electronic Aling 
service centers. 

As of August 1992, none of the nonelectronic filing service centers had 
electronic return retrieval capability. Electronic Piling System Project 
Of5ce officials told us that the contract to expand electronic filing to the 
Austin, TX, and Memphis service centers also includes a return retrieval 
system for two nonelectronic filing service centers. According to a Project 
Office official, the systems will be installed at the Brookhaven, NY, and 
Fresno, CA, service centers, but no installation date had been set as of the 
time of our study. 

Electronic Return Error 
Correction Is Redundant 

As part of the processing of both paper and electronic returns, returns 
with errors are sent to the service center’s error resolution unit for 
correction via the Error Resolution System. The returns must be corrected 
before posting to the master file. Because the graphics subsystem stores 
the electronic record, it must also be corrected and updated. Presently, 
these corrections require two separate actions. 

An IRS task force recommended that IRS explore connectivity options that 
would enable it to provide correction via a single point of input. This 
would eliminate the need for dual entry and subsequent rework necessary 
to keep both systems synchronized. IRS officials told us they attempted to 
provide connectivity between the two systems but ran into dif5culties. 
According to the Assistant Commissioner for Information Systems 
Management, the graphics subsystem had difficulty generating the 
corrected pages produced by the Error Resolution System. As a result, the 
project was discontinued. 
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The graphics subsystem has experienced other problems with corrected 
returns that are unrelated to connectivity. During the 1992 filing season, 
certain electronic returns could not be retrieved from the subsystem at the 
Cincinnati Service Center. These returns involved ones that had been 
corrected, and the corrected pages were missing. According to a service 
center official, the problem occurred in the past and was caused by the 
way the system indexes tax return data before being stored. IRS personnel 
are trying to determine what caused the problem in 1992 so that corrective 
measures can be taken. According to IRS officials, all electronic filing 
service centers have experienced similar problems. Service center 
personnel are reviewing master file transcripts of electronically filed 
returns to recover and restore the missing returns. 

Not All Returns Can Be 
Filed Electronically 

. 

. 

. 

. 

. 

. 

IRS currently excludes certain tax returns filed by individual taxpayers 
from electronic 51ing. Some examples are 

decedent returns, including joint returns filed by surviving spouses; 
returns with a power of attorney in effect that calls for the refund to be 
sent to a third party; 
amended or corrected returns (only one valid electronic return can be 
filed per taxpayer); 
returns for any tax period other than January 1 to December 31 of a given 
3-v 
returns for taxpayers with foreign addresses; and 
returns showing additional taxes such as a tax on lump-sum distributions, 
foreign tax credits, general business credits, or a minimum tax credit. 

The Electronic Filing System Project Office asked IRS’ field locations to 
identify potential forms and schedules that could be included in the 
electronic filing program. The Project Office prepared a list of the 
suggested forms and schedules and forwarded it to the Assistant 
Commissioner for Returns Processing in January 1992. That list included 
most of the examples cited previously as being excluded from electronic 
511ing. 

We understand that certain returns might best be excluded from electronic 
filing because their inclusion may cause compliance problems or may not 
be cost-effective. However, IRS needs to determine which ones should be 
included, thereby opening the door for additional taxpayers to use 
electronic filing. For example, since IRS processes about 1.4 million 
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amended returns annually it may want to consider having them filed 
electronically.a 

Current System May Not IRS has estimated that 26 million returns will be filed electronically in 1995. 
Have Enough Capacity to In May 1991, an IRS task force concluded that the existing electronic filing 
Handle Anticipated Future system is not adequate to meet that demand. The task force made several 

Demand recommendations regarding an interim strategy that would support 
electronic filing until replacement components planned as part of Tax 
Systems Modernization (TSM)-IRS’ multibillion dollar effort to upgrade its 
information systems-are functional. Among the recommendations 
included in the strategy was one that called for using the new Integrated 
Collection System to handle communications and some processing 
functions of electronic filing and another that called for redesigning the 
graphics subsystem. 

According to the Assistant Commissioner for Returns Processing, IRS’ 

Information Systems Policy Board did not accept the recommendations 
because there were several issues that might place additional demands on 
capacity and would need to be considered when looking at the long-term 
redesign for electronic filing. Some of the issues that would need to be 
addressed included the extent to which electronic filing of balance due 
returns would increase if IRS was allowed to accept credit card paymenti 
and the potential impact of full implementation of TeleF’ile. These items 
might put an additional demand on system capacity. According to the 
Assistant Commissioner for Information Systems Development, the 
current electronic filing system will remain in place until the Electronic 
Management System (the TSM replacement for electronic filing) is in place 
around 1996 or 1996.6 Although the current system might require some 
enhancements, the Electronic Piling System Project Manager expressed 
the belief that IRS has sufficient capacity until the Electronic Management 
System comes on line. 

qhere are other documents besides tax returns, such ss applications for extensions to file, that IRS 
could consider for electronic filing. In preparing this report, however, we were concerned only with 
the electronic f.lling of individual Income tax returns. 

‘The proposed Revenue Act of 1992 included a provision that would have allowed IRS to accept credit 
cad payment of taxes. That legislation was vetoed in November 1992. 

%e Ekctronlc Management System is the ‘EM system that ls to process all electronic and magnetic 
inputs and outputs for IRS. Resides its use as an enby point for electronically transmitted data, the 
system is also to serve as a means of supplying certain types of account and reference data to 
taxpayers and practitionen in an on-line mode. 
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IRS’ solution for handling capacity problems has been to add additional 
electronic filing service centers. IRS recognized that 5om a cost standpoint 
it was not economical to add additional service centers to handle 
electronic Aling, but according to the Assistant Commissioner for 
Information Systems Development, the only option IRS had was to spread 
the workload among existing centers. 

According to the Assistant Commissioner for Information Systems 
Management, it is better to have as many service centers as possible 
accepting electronic returns because of the way IRS currently does 
business. He explained that because of the way IRS’ taxpayer 5les are 
structured, two taxpayer accounts have to be created and 
maintained-one at the center where the electronic return is filed and the 
other at the home center of the taxpayer. Thus, the more centers that 
receive electronic returns, the less IRS has to duplicate accounts. Once TSM 
is fully implemented, around the year 2000, this constraint should not exist 
because IRS offices are to have ready access to accounts via a 
telecommunications link. IRS is considering options for how service 
centers should operate under TSM, which includes consideration of the 
number of service centers that will accept and process electronic returns. 
IRS stated that it expects to report on the results of its deliberations in 
early 1993. 

IR$ Needs to Improve 
Controls Over Electronic 
F’ilhg Fraud 

One of the dilemmas IRS faces with electronic filing is that the very thing 
that appeals to taxpayers--faster refunds-increases IRS’ vulnerability to 
fraudulent refund schemes. The fast turnaround IRS gives electronic 
refunds allows service center staff less time to investigate questionable tax 
returns. IRS attempts to minimize the number of fraudulent electronic 
returns by (1) preventing unscrupulous persons from gaining entry into 
the program as preparels or transmitters of electronic returns and 
(2) screening out and investigating tax returns that appear questionable l 

when they arrive at the service center for processing. 

As we discussed in a prior report, additional controls can be reasonably 
implemented to reduce IRS’ vulnerability to electronic filing refund fraude6 
In that report, we made several recommendations that fell into two general 
areas: (1) providing IRS staff with the information they need to make an 
informed decision whether to accept a preparer or transmitter into the 
program and (2) providing fraud detection teams at the service centers 

‘%x Administration: IRS Can Improve Controls Over Electronic Piling Fraud (GAO/GGD-93-27, 
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with adequate time and better techniques to identify and investigate 
questionable returns before issuing fraudulent refunds. 

Conclusions Electronic filing participation has grown dramatically since its 
inception-from 6 preparers and transmitters and 26,000 returns in 1986 to 
over 61,000 preparers and transmitters and nearly 11 million returns in 
1992. Notwithstanding these increases, many potential market segments 
remain virtually untapped because IRS promotes electronic filing primarily 
to the tax practitioner community and leaves it to that community to 
attract taxpayers. That approach has primarily been successful in 
attracting taxpayers looking for quick refunds. Considering the many 
benefits associated with electronic filing, IRS needs to develop a 
comprehensive plan directed at broadening the use of electronic filing. 

Although IRS has developed an electronic filing marketing plan, the plan is 
narrow in scope. It does not, for example, address low participation rates 
in some sections of the country nor provide strategies for encouraging 
(1) filers of balance due returns to file electronically or (2) employers and 
financial institutions to provide electronic filing as a benefit to their 
employees and a service to their customers. The plan does not discuss 
strategies for making electronic filing more accessible to taxpayers 
unwilling or unable to pay the costs associated with going through a 
preparer or transmitter. There is no discussion, for example, of steps IRS 

might take to make electronic filing available at convenient locations such 
as IRS field offices and shopping centers. Unlike the limited test IRS did at 
three of its district offices, these steps might include advertising the 
availability of that service and making it available to anyone who wanted 
it, not just people who met certain eligibility requirements. The plan also 
says nothing about exploring the feasibility of allowing taxpayers to file 
electronically from their personal computers. 

In conjunction with development of such a plan, IRS needs to resolve 
various issues that (1) adversely affect the accessibility or appeal of 
electronic filing-such as the need to submit paper documents or 
limitations on the forms and schedules that can be filed 
electronically-and (2) prevent IRS from fully realizing the benefits 
available from electronic filing--such as redundant error correction, 
problems with the graphics subsystem, and refund fraud. It would be 
counterproductive, for example, to broaden the appeal and promote more 
widespread use of electronic filing if there were unresolved concerns 
about the adequacy of IRS’ capacity to handle an increased volume of 
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returns or uncorrected weaknesses in the controls needed to minimize the 
risk of fraud. 

IRS is addressing some of these problems. It has, for example, submitted 
legislation to Congress that would allow it to test alternatives to the 
requirement for paper signature documents and has established a task 
force to consider, among other things, the possibility of expanding the list 
of forms and schedules that can be filed electronically. IRS needs to resolve 
other issues raised in thii chapter by eliminating redundant processes 
within the system, eliminating the need to print and transship copies of 
electronic returns to other locations, and developing a contingency plan to 
meet capacity needs until the Tsh4 replacement for electronic filing is 
available. 

Recommendations to We recommend that the Commissioner take steps to broaden the 

the Commissioner of 
electronic filing of individual income tax returns. Those steps should 
include 

Internal Revenue 
+ identifying market segments and 
. specifying national strategies for attracting those segments to electronic 

filing, including strategies to encourage employers and financial 
institutions to provide electronic filing services to their employees and 
customers. 

Further, IRS should 

l assess the feasibility of (1) enabling taxpayers to file electronically 
through their personal computers and (2) providing broader access to 
electronic filing at IRS field offices and other convenient locations and 

l determine what forms and schedules might be added to the list of 
documents that can be filed electronically to broaden the accessibility of a 
electronic filing. 

The Commissioner should also ensure that the various operational issues 
discussed in this chapter are resolved. Toward that end, IRS should 

9 follow through on plans to install return retrieval capability in the 
nonelectronic filing service centers and, thus, eliminate the need to copy 
and transship tax returns to other locations; 

l take steps to avoid the need for redundant correction of errors on 
electronic returns; and 
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. prepare a contingency plan to ensure that sufficient capacity is available to 
process electronic returns until its TsM replacement is operational7 

Agency Comments 
and Our Evaluation 

In a December 22,1992, letter commenting on a draft of this report, the 
Commissioner of Internal Revenue agreed that IRS needs to make 
electronic filing more appealing and more available to all segments of the 
population. Toward that end, IRS formed an executive-led task group to 
develop a comprehensive electronic filing strategy. The task group is 
scheduled to have an action plan and proposed strategies completed by 
early 1993. 

The Commissioner noted that IRS had already taken a number of steps in 
1992 to attract additional market segments to file electronically. She 
referred to several mailings to a total of 1,430 large employers, financial 
institutions, trade and labor unions, and federal agencies encouraging 
them to provide electronic filing as an employee or customer benefit. We 
recognize that some steps have been taken in an attempt to expand 
electronic filing. What our recommendation envisions, however, is 
development of a comprehensive strategy that identifies all market 
segments and specific actions to attract those segments to electronic 
filing. The efforts of the task group seem responsive to that 
recommendation. 

According to the Commissioner, IRS has begun investigating the feasibility 
of allowing taxpayers to file electronically through their personal 
computers. In June 1992, Syracuse University’s Maxwell School of 
Citizenship and Public Affairs completed a study for IRS that according to 
the report, was intended to “act as a basis for developing an analysis to 
answer the question, ‘what is the potential market of home filers of 
electronic tax returns?‘” The Commissioner said that the executive task 
group will use this information in developing its overall electronic filing 
strategy. 

The Commissioner said that the electronic filing strategy will also include 
further study into permitting taxpayers to file their own returns 
electronically through an IRS field office instead of requiring them to use a 
tax practitioner. She said that IRS’ long range strategic goal is to provide 
general access for all taxpayers to electronic filing at IRS field offices and 

‘We also have several recommendations related to IRS’ controls over electronic filing fraud. Those 
recommendations are contained in Tax Administration: IRS Can Improve Controls Over Electronic 
Filing Fraud (GAOKGD-93-27, Dec. 30,1992). 
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to provide several alternative methods of filing in addition to electronic 
filing, thus easing taxpayer burden and reducing paper filing. 

While supportive of the concept, the Commissioner noted that a limited 
test of making electronic filing accessible in IRS field offlces indicated that 
the costs are currently prohibitive. She also mentioned other issues that 
must be considered before this approach to electronic Aling can be 
instituted. Those issues include (1) IRS’ ability to protect the privacy of 
taxpayer information at the transmission site, (2) the cost to acquire and 
install telecommunications hardware, (3) the cost to obtain space and 
additional software, and (4) the cost of staffing needed to fully support the 
additional field transmission sites. 

We welcome IRS’ agreement to continue pursuing this option, and we 
realize that there are various issues that need to be resolved. We agree, for 
example, with the need to ensure privacy of taxpayer information at the 
transmission site. We would expect that the requirements at IRS field 
locations would be similar to those currently imposed on preparers and 
transmitters who are filing electronically. Also, the need for 
telecommunications hardware, space, software, and staff might be 
tempered by the fact that many of IRS’ district offices already have 
electronic filing capability that they use to transmit employees’ tax 
returns. 

The Commissioner said that based on feedback received from taxpayer 
surveys, focus groups, and other research sources, IRS plans to convert the 
remaining nonelectronic forms and schedules as rapidly as possible over 
the next 6 years. She noted that efforts in this regard would be primarily 
constrained by computer capacity. 

The Commissioner agreed that IRS needs to address the various 
operational issues discussed in this chapter. She said, for example, that a a 

one-step error correction process will be available in 1994 and will 
eliminate the redundant correction of errors on electronic returns. 
According to IRS staff1 the one-step process, which was tested and refined 
in 1992, will be tested again in 1993. 

In discussing our recommendation about installing return retrieval 
capability in nonelectronic filing service centers, the Commissioner said 
that IRS currently has the capability to provide return information to all 
sites regardless of how returns are filed. As we understand that capability, 
however, it only applies to certain information on the tax return. If IRS 
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employees want other return information, such as the detailed information 
needed to ensure that taxpayers have accurately reported all of their 
interest and dividend income, they have to get a copy of the return. In that 
regard, the Commissioner said that IRS plans to evaluate the need to 
provide increased return retrieval capabilities for the nonelectronic filing 
service centers as it proceeds with its systems modernization effort over 
the next 6 years. Until that happens, the electronic filing system will 
continue to be burdened with copying and transshipping copies of 
electronically filed tax returns. 

The Commissioner noted that the existing electronic filing system is able 
to handle a volume of up to 26 million returns, which, based on IRS’ 
projections, should provide adequate capacity through 1996. She said that 
the executive-led task group referred to earlier will address contingencies 
for handling the volume between then and the time the system’s TSM 
replacement is implemented. Although the task group’s action would be 
responsive to our recommendation, we wonder whether the projected 
volume of 26 million returns by 1996 might be understated if, as IRS 
ofllcials have suggested, IRS plans to take steps to expand the electronic 
filing program. 
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We are presenting the results of two surveys. The first was a survey of-tax 
preparers and transmitters who participated in the electronic filing 
program in 1991. The second was a survey of tax preparers who did not 
participate in the electronic filing program in 1991. 

Participants Survey IRS provided us with the universe of all tax preparers who had enrolled in 
the electronic filing program for 1991. Tax preparers can enroll in three 
categories: to prepare returns only (prepare*only), to prepare and 
transmit returns (preparer-transmitters), and to transmit returns only 
(transmitters-only). Because we wanted representative samples from all 
three categories, we stratified the universe. A summary of this survey is 
provided in table I. 1. 

After the sample was selected, we found that a few individuals had 
enrolled in more than one category and appeared in more than one strata. 
We deleted the names of these individuals as well as the names of 
individuals who appeared more than once in the same strata. We also 
deleted transmitters-only who work for IRS and transmit electronic returns 
for IRS employees. In all, we deleted the names of 78 individuals. 

We mailed questionnaires to 1,082 individuals. Our initial mailing was on 
November 14,1991, and we did a follow-up mailing on January 8,1992. We 
deleted 17 names from our sample because the postal service returned 
these questionnaires marked “undeliverable.” We received 788 responses 
to the mailings, which is a compIet,ion rate of 74 percent. Three hundred 
and twenty-six of the responses came from preparers-only, 336 came from 
preparer-transmitter, and 126 came from transmitters-only. 

Table 1.1: Summary of National Participants Survey by Strata a 
Original Final Nonelectronic Usable 

Strata Universe sample Duplicates sample Deletions Responses filers responses 

Preparers-only 27,449 450 2 440 7 326 93 233 

Predarer-transmitters 1,656 450 3 447 3 336 3 333 

Trarjsmitters-only 260 260 73 187 7 126 5 121 

Totcrl 29,565 1,160 78 1,082 17 788 101 687 

When we analyzed the data, we found that 101 of the respondents reported 
that they did not file electronic returns. Because these respondents had no 
experience with electronic filing, we excluded them from our analysis. 
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When we looked at the data we found that some of the questions had high 
levels of nonresponses. Therefore, the percentages reported here are 
based on all respondents and include nonresponses to each question. We 
present results that are weighted by each strata. 

This survey was designed to have sampling errors of about 6 percent. 
However, the large number of preparers-only who did not file electronic 
returns meant that in some cases, the sampling errors exceeded 6 percent. 
Unless otherwise indicated, all the statistics presented in the report have 
sampling errors below 6 percent. 

Nonparticipants Survey IRS provided us with mailing lists they created for the eight districts in our 
case studies. We selected these eight districts judgmentally. Our selection 
included districts with high, medium, and low rates of electronic filing 
participation and districts in four of IRS' eight regions (Central, 
Mid-Atlantic, Southeast, and Western). The 8 mailing lists contained a total 
of 38,604 names. While the mailing lists were the best available sampling 
frame for tax preparers, some of the individuals on the mailing list were 
not tax preparers, merely individuals who wanted detailed tax information 
from IRS. The mailing lists also included tax preparers who had enrolled in 
the electronic filing program. 

Because we could not identify individuals who were not tax preparers or 
tax preparers who had enrolled in the electronic filing program, we 
deliberately drew larger samples than we needed from the sampling 
frames. We did this to ensure that we got an adequate number of 
responses from tax preparers who were not enrolled in the electronic 
filing program. We drew a stratified sample of 1,180 from the 8 districts. A 
summary of this survey is provided in table 1.2. 

We compared this sample with the national participants sample and with a 
sample of participants from the eight districts that we selected. As a result, 
we eliminated 23 duplicates from the preparers sample. 

We mailed questionnaires to 1,167 individuals. Our initial mailing was on 
November 14,1991, and we did a follow-up mailing on January 8,1992. We 
deleted 17 names from our sample because the postal service returned 
these questionnaires marked “undeliverable.” We received 896 responses, 
which is a completion rate of 79 percent. Response rates were roughly 
similar across the eight districts in the sample. 
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When we analyzed the data, we found that about 20 percent of the . 
respondents to t.lris survey were not tax preparers. Another 20 percent of 
the respondents stated that they were enrolled in the electronic 5ling 
program. In all, 69 percent of all respondents (626 out of 896) were tax 
preparers who were not enrolled in the electronic flling program. All 
percentages presented in this report are based on these 626 responses. 

Table 1.2: Summary of Nonpartlclpants Survey by Strata 

Original Final Not 
Strate Unlver8e sample Dupllcater oamplo Deletlonr Responoeo preparers 

Philadelphia 0,654 140 1 139 3 106 21 

Pittsburgh 4,457 140 7 133 1 111 27 

Elsctronlc 
filing Usable 

enrolleer responses’ 

23 61 

15 69 

Cincinnati 5,763 

Indianapolis 6,027 

Columbia 2,444 

Atlanta 6,326 

Las Vegas 1,275 
San Francisco 3,658 

Total 38,604 

170 6 164 2 130 19 26 04 

140 2 138 1 113 19 25 69 

140 1 139 0 108 20 29 59 

170 2 168 2 122 29 33 60 

140 1 139 6 101 18 18 65 

140 3 137 2 104 31 14 58 

1,180 23 1,157 17 895 184 183 525 

.Three individuals who indicated that they were tax preparers did not respond to the question on 
enrollment in the electronic filing program. These three individuals were deleted from the analysis. 

When we looked at the data we found that many of the questions had high 
levels of nonresponses. Therefore, the percentages reported here are 
based on all respondents and do not exclude nonresponses to each 
question. We present weighted results for the combined universe of eight 
districts. 

This survey was designed to have sampling errors of about 6 percent for 
the combined universe of eight districts. In fact, many of the questions 
have sampling errors that are about 3 percent to 4 percent. Unless 
otherwise indicated, all the statistics presented in the report have 
sampling errors below 6 percent. 
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Results 

U&d States Generel Accounting OMce 

Survey of Participation in IRS’ 
Electronic Tax Filing Program for 
Tax Year 1990 

Introduction 

The U.S. Ocneral Accounting Ofiice (QAO) is an 
independent agency of Congress responsible for evaluating 
federal programs. OAO is not part of any other federal 
agency, including IRS. The purpose of this questionnaire is 
10 wsisl us in determining what IRS needs to do to make the 
electronic tiling of income tax rams 1040, 1040A. and 
Your participation in this sutvcy is voluntary. Your 
responses will be treated conildentially. combined with other 
responsea. and reported only in summary form to Congress. 
The questionnaire is numbered only to aid us in our follow- 
up efforts and will not lx- used to identify you with your 
responses After the questionnaires have been p~~~esscd. the 
link between you and your responses wili be destroyed, and 
no one wiil be able to tell how you or any other pteparer or 
transmitter answered. 

The questionnaire can be completed in about 20 minutes. 
Mosl of the questions can easily be answered by checking 
bnxw or filling in bhvdrs. Space is provided for any 
additional comments at the end of the questionnaire. If 
needed. please attach additional pages. 

Please return the completed quastionnaire in the enclosed 
prcaddressed envelope within ,!Q days of receipt. In the 
event the envelope is misplaced, please mail the completed 
qUf2StiOMUiIC IO: 

U.S. Oencrui Accounting Office 
Ann: Mr. Ken Bibb 
600 Vine Smet, Suite 2100 
Cincinnnti. OH 452022430 

If you anticipate any difticuhy in returning the questionnaire 
promptly or if you have any questions, please call 
Mr. Ken Bibb on (513) 6847120. 

Thnnk you for your cooperation. 

I. Participation 

1. For which of the following @a vearq were you 
accepted into the JRS electronic fding program? 
(Check all lhat apply.) 

1. l 1985 - 

2. L 1986 

3. &y& 1987 

4. g&g 1988 

5. 64.35 1989 

6. 98.59b 1990 

II = 788 

2. Which of the following best describes your 
participation in electronic filing for M 19901 
(Check one.) 

1. 56396 Transmitted electronic returns 
direcuy to IRS 

2. 30.85 Used a thii party, such as a 
service bureau, to produce and/or 
transmit electronic returns to IRS 

3. 12.85 Did not fdc electronic retums for 
m 1990 

II E 788 

Note: Them wen 788 responses to this survey. 101 were 
from tax preparers who enrolled in electtonic filing but did 
not participate in the program. These 101 prepamrs were 
deleted born the remaining questions. The 687 remaining 
respondents were weighted by strata, and represent 15,666 
preparers nationwide. 

l 
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Appendix 11 
Electronic Filhg Participanta Queetlonuaire 
ltePult8 

3. About how many individual income tax retutns (Forms 1040, IWOA. 104OEZ) did you file (1) total and (2) electronically 
for each of the Lau three taa years’? (Enter number. /f none fired, emer “0.“) 

Individual returns Ned (I) Individual retums filed electronically (2) 

TAXYEAR Median Mean Weigthed Median Mean Weighted n 
n 

1. 1988 548 250 11,082 110 0 10527 

2. 1989 608 250 13,125 281 6 13,017 

3. 1990 638 300 14,924 497 30 15,038 
I 

4. For electronicall\! tiled Forms 1040, 1040A. and 104OE.Z. please enter your average fee in calendar years 1990 and 1991 for 
each of the following services. (Please round to rhe nearest dollar. If no fee, enter “0”; if electronic services are not 
offered for a particular form. enter “N/A.“) 

1 Calender Year 1990 11 Calender Year 1991 

II 
: ,. 1040 .:‘.‘;;.: ‘,’ .,. :.: ,. ..‘, ,::,. :: ‘. ‘: I. >.. ” .,,... .,I., :: :,: ,,,, ., ‘-,:,, : I .., ,. ._ : ,.,,, ,,, ‘i,:.::‘, I, ::’ ‘I ,. ,.., :: ‘,~(.,~,, . . . . . . ,( ,..: ,.:,,: ::, 

1. Prepare return only $88 $65 8,662 $96 $70 11695 

2. Prepare and transmit return $84 $70 848 1 $92 $72 1,116 

3. Transmit return only 519 $20 75 $21 $22 96 
.‘., ..; ;, .., , :. 1040A ,. ‘(: ;. I:. ..’ i ::.,: _,:,,,,; .: ,.‘I :,, I. 

12. Preoare and tmnsmit return 1 $40 1 $35 1 516 11 $41 1 $40 1 648 

I 3. Transmit rtxurn only 1 $17 ) $15 1 69 11 $19 1 $20 1 92 

Nolc: This table presents the results &&& The fees reported for preparing only are the fees reported by those listed as 
preparers-only. The fees reported for preparing and transmitting returns are the fees for Preparer-transmitters only. The fees 
reported for transmitting return only are the fees reported by transmitters-only. 

a 
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Appnaix II 
Electronic FilIag Pm~Iclpantr Quemonvlre 
ReauIt8 

5. Did you offer refund ~ticip~~iio~~ Ion118 @ALa) for Q& 
m 19907 (Check one.) 

1. fj,l9b Ycr (Conthe to Qnesdon 6.) 

2. u No (J#& to Questton 8.) 

6. Form WO. how many of your clienIa who fM 
their UIX temna elatronially applii for and received 
RALs? (Enter numbers. If tmr. enter “0.” If you did 
not offer R.4l.r. cnlcr “NIA.“) 

RCfiUld 
Antlcipalion 

Laans (RAM 

1. Number who applied Man rrsponsc I 1,250 
Madlao response E 10 
II E 4,478 

2. Numhcs who received Mean reapo~~ = 1,216 
Median respeae = 10 
a = 4,478 

7. Fa ekumnlauy fded form8 1040,1040& and 1o4oPz 
picwemc3y0uravem8efeefffIWdin 
1990 and 1991. (Enter amount& Plme round to the 
nearest dollar.) 

FlLRDmRMs (1) 1 (2) 
1. 1040 Mean= $27 

I I 

Man= $61 
Matllan=$28 Medbnr535 
q = La78 m=s700 
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II. Program Information 

8. Did the following fectom e~umge w diocoumgo yp~lc porticipotion in the elcctmnic filing plolpun for fpbvnpr 19907 
(Check one box In each row.) 

Noithcr 
-aJ 

O&Y -1Y -lY Orcatly 

FACTORS 
-yd -gM + dirunusoed a-w@ 

(4) (5) 

1. IRS suppoli of olcamnic filing (e.g., IRS’ 2Zd% 333% 383% l . 

help dcok or rminam/work&ops) 

2. fRS’ elcctxmic ftig fquifomtnU fd% 18.1% 543% 13.4% * 

3. Coat (e.g., quipment. boltwam purchosca) l 12.8% 323% 31.8% 10.7% 

4. Ilate ot difficulty of hnnomb~ion 15.0% 27.7% 31.9% 17.1% L 

s. Ease 01 difficulty of softwan 16.7% 2&g% 33.1% 15.6% . 

6. Your cornpurer knowkdge 29.1% 29d% 34.9% 9.6% * 

7. Your b&f in the puMibility thot clcctmnic 325% 303% 29.2% e l 

filing will bocomo mondotay 

8. Matkol domond of electronic filing 31.9% 41.7% 163% 5‘0% l 

9. Protil potential tram olactmnic filing 19.2% 34.9% Id% 10.5% 6.6% 

10. Overall ofticioncy of outomoted pmcela 23.1% 37.9% 25d% 73% L 

1 I. Storage need for elcctmnic filing returna 9.5% 12J% 646% 7.9% . 

12. Si;u: of your buaincu 10.6% 22b% 513% 10.5% l 

13. IRS’ acknowledgement of receipt of return 23.2% 29.8% 37.8% . . 

14. Incrousul accuracy of lctltm 26.2% 32.0% 34.9% ’ l 

15. Newness of okxtronic filing 14.0% 29.4% 42.6% 8.S% . 

16. Other (Please spcc@.) 53% l . . . 

a 
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Appendix II 
Electronic iWag Pattlcipantr Questionnaim 
llesuliA 

9. Did the following la-mm e-go or diacmmgo your clho’ partkipatlon in olaxronk fil 
(Check one box In each row.) 

FACTORS 

0-Y -lY 
OneounS~ onwumgcd 

(1) (2) 

Neitha 
enwuragcd _I -lY 
dimumgcd di~luagcd 

(31 (4) 

1. Refund antkipation bm 

prom 

2. Refund within 3 we&s 

3. ~~~nowkdgmcnt ofrscsipt 1 15.7% 1 23J%~ibJiiI * 

123% 12.5% 29.1% . 

48.1% 37.0% 6.7% * 

4. Incrcdad accuracy of mhua 

5. Nownoa nf ekclronk tiling 

6. Fee paid to bansmit return 

7. Fee prid to prepm#tnmsmit 
tolum 

8. otha (PIWe specs.) 

15.6% Ud% s4.696 l 

9.5% 28.9% 423% 13.0% 

5.2% 95% 29.6% 35.1% 

5.9% 8.7% %A% 31.1% 

. l l . 

1g iJl m 19911 

10. How sntisflcd or dksatistied wae you with each of the following IRS resources for ekctronic fling for M 1990? 
(Check one box fn each row.) 

IRS REsoIJRcEs 

1. IRS publications 

2. Seminars and w&shops 

3. Dirt&t Office Rtccwnk Filing 
COUNtinata 

N&ha 
soti8fkd 

GdY Modaely Moderately G&Y No basis 
aatkficd sritisfkd dissa~ficd dissatisftid dissatisfied to judge 

(1) (2) (3) (4) (5) (6) 
21J% 49.6% 17.s% 5.6% l . 

213% 30.9% 21.6% * * 19.3% 

34.1% 288% 173% + * 13.9% 

4. Service centa pasonnel (e.g., Help 21.7% 26.6% 22.6% * l 22.1% 
d-W 

5. Otha (Please sptcIfl.) . . * * . l 
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Appendix II 
Electzonk FWng Paticipante ~ucs~omaire 
R8Blllts 

Il. Towbtcxtent,ifataU,didyourparticipationin 
CkCaonic Alin hi”8 in “CW Cliurrr, to m0 
okctmokally hl Ealcndar 19917 (Check one.) 

1. A&E vay gnat malt 

2. 3.4.E Great extait 

3. a Modaatc oxtmt 

4. 19,)96 Some extent 

5. J1.046 LitUo cf no extent 
_._-_______--_ 
6. A Not appiicabk 

12. In your opinion. how mtisfii or dissatisfied were 
yout client with elecbxmic fding in &mlar m 
19911 (Check one.) 

1. m very aausflcd 

2. g&& Gona-ally satisfied 

3. 6.99b Neither satisfied nor dissatistied 

4. 2.59b Genaally dissatisfied 

5. & very dissalistic4t 
____.- - - _ - _ -_- _ _ __- 
6. A No basis to judge 

13. In your opinion, how - or unslcceMful we.9 
IRSin~ndarvc$L1991ingMingrofundstO 
taxpaym within 3 weeks after ffig tbii roturns 
electmnically? (Check 0nc.J 

1. w very successful 

2. j7.196 Modaatcly successful 

3. 11.996 Uncatain 

4. I Modaatcly unswwssful 

5. I vay Unsuc~fUl 
_-_-.-.--.-1..-- 

6. z, No basis to judge 

7. -I- Not applicable 

14. Do you plan to participate in elecmic fting fcr m 
m 19917 (Check one.) 

1. M Defmitely yes 1 

I 

(Skip to 16.) 

2. 14.55 Probably yea 

3. 2 

4. * - 

5. l - 

Undecided 

Probably no 

Definitely no 

(Go IO IS.) 
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Appfmdix II 
Electronic FWng Partlcipantn Que~tionnalm 
R%suIiB 

- 

IS. If pu are u&c&ted about pniclpating in clecwotdc 
ftltng for m 1991 or (f you have decl&d not IO 
paniclpate. which qf the followin uplains why? 
(Check all that apply.) 

1. 29 
2. J$- 

3. 1Q, 

4. A 

5. z 

6. 12 

I. 2 

8. -I, 

9. -L 

10. -I, 

II. ’ - 

12. -L, 

13. A 

14. -I, 

Nol cost beneficial to you 

Not coaI bmeficial to the taxpayer 

No markc4 dunand 

Donotwanttoincreascthesize 
of busineu 

Does not atbnct dcsiibk clientele 

Stafffflg czust&quifuncnts 

Liiitcd computer sktlk 

IRS rcquifcmcnk 

Inukqllate IRS support 

Software problems 

Probkma transmitting to IRS 

Not all fonns/schaduks can be 
filed qkctronically 

Hardware problems 

Other (Please explain.) 

n P 43 (As the n is so small. the ffcquencics are not 
weighted. An astaisk means that less than 10 
rcspondcnts gave this mason.) 

16. In your opinion, which of the following: (I) am 
participants doing: and (2) can @ipants do to 
prevent frauduknt electronic tax tefund schemes? 
(Parttcipants include preparers andlor tronmitters. 
Check all that apply.) 

FRAUD 
PRWENTION 

M@ASURFS 

. Verify identity 
of fder 

!. Review/lo& at 
was for 
authenticity 

I. Folward W-2 
and Form LX453 
(signature 
document) in a 
timclv manner 

1. Notify IRS of 
wtm3 
susoicious 

5. Otha (Please 
SpeCifi.) 

:umnUy 
brag 
done 
(1) 

73.3% 

69.4% 

84.4% 

29.2% 

. 

:anbc 
done 
co 

138% 

11.3% 

5.0% 

64.3% 

* 

8.6% 

14.6% 

6.0% 

19.4% 

. 

17. In your opinion, what can E do to prevent 
fraudulent ekcuonic ffig refund schemes? (Please 
explain.) 

29.4% of the rCSpOn&ntS had SUggeStionS 
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Appendix II 
Eledronic wing Participanm Queatiomaire 
Resnllx 

IJL Marketing and Promotion 

18. For~l990,(I)whWlofthsiolbvingm~dld~urstopanotael&tron&f~gto~~ 
and/or mnrmlttm) and (2) how auccusful or u~uccemful wan csh method? (Check one boxfor each row under C~lttmn 
A and one box In each row In Colttaut 8, (f applicable.) 

7. Telephone Telephone 
contact with contact with 
par(icipnnta par(icipnnta 

8. Otha Otha (PIeate (PIeate 
vecKv.) vecKv.) 

23.8% 23.8% 

COLUMN B 

If method wed. how mlccwful? 

1 
successful successful Undecided unauccweful unsuccessful 

c 255% 18.1% l * 

25.0% 32.8% 12.2% l 1 

9.6% 18.7% * . I 

No basis 
to judge 

(6) 

61.0% 

61.7% 

695% 

Note: Percentages for part “A” of this questlon, like those for all other 9ue~tons. do not odd to 100% due to missing responses that are not reported. Percentages in part B are based on those who anxwered “Yes” to part A. 
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Appemux II 
Ehtronic IUhg Partic@an~ Questionnaire 
Itoault8 

19. I4a~l990.(1)u3riehob~lollowingmahodrdid~ureu,pmnoteelcctronicNingto~and(2)how 
-w- vu ach nWhul7 (Check one box In each row under Calm A and one box in each row in 
Coltmut 8, ~qplleabk.) 

Doll? 
METHODS Yer No ~IWW 
IRS USED (1) (2) 0) 

I. Rldioxln 251% 5.1% 54.8% 

2. Tel&&m & 35.4% 6.1% 45.8% 

If methal wed, how successful? 

auccasful rucowful Und&i&d unsuccessful unsuccessful 1: ITI (3) ITI 2 1724 
8.8% 25.7% 10.1% * l 53.7% 

lS5% 24.7% 10.6% l l 45.7% 

7.XJ lL4% I * I * I 54.9% I 

75% I 23.0% I 18.1% I * I l II 46.7% I 

38.1% 1 265% 1 l l * II 41.34b I 

Note: Percentages for part “A” of thts 9ucstlon. Ilk those for all other 9uesdons. do not add to 100% due to missing responses 
that are not reported. Percentages In part B are based on those who answered “Yes” to part A. 

20. Overall, how effective or ineffc4tivc were IRS’s effo1I8 to market clectmnic fling form 1990 to you, and to 
lupayen? (Check one box In each row.) 

N&a 
cffeclivc 

-Y Oenaally nor &ncraUy Very No basis 
effective effecuve ineffective ineffective ineffective to judge 

(1) (2) (3) (4) (5) (6) 
16.7% 39.8% 22.1% 5.6% l 9.1% 

7.0% 48.4% 163% 12.0% 3.7% 15.7% 
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Appendix II 
Wctmdc PJMnp Participants Questlonnaim 
Raanlta 

21. In ~018 opinion. which of lhe foibwing should m do to improve it!i marketing and mmotion of ek4mnic tiling to 
prliciprnU ud oxplyar’ (Check all tint apply. If no improvements needed, check “‘N/A.“) 

3. u 

4. j#,&jg 

3. 32.l’k 

6. $Ql= 

I. ‘I.o’k 

8. g&g& 

9. 25.98 

10. a4.696 

. . _ _ _ _ 

11. _I.L46 

Rovidc m0rc Wak.9h0pS/aaninam to potential participants 

Targ~ airrennt audicnas (Please specifr.) 

ISM!EW t&O dVertkii8 

Inaww tclevidon advertising 

Inawe newspapa advertising 

Inaraw advertising in tax packaged 

Change timing of when electronic filing is promoted by IRS (PIeuse explain.) 

empha8iZC SpccifE aspUs of rkcbonic fcig when marketing it to preparers and taxpayers (Please 
explain whtch aspects should be emphasised.) 

Patablish a 6ystcm to refer taxpayen to tax prcpyus and/or txansmittem participating in IRS’ electronic 
tiling pmgram (Please explain the rype of system(s) you think should be established.) 

Olha (Plcacr explain.) 

___-._-_.___________----.------------------ 
N/A - No improvements needed 
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Appendix II 
El0CtrOlliC FYlhg Partlcipanto Questionnaire 
ItemIlta 

22. Form 1990. (1) which of the following m&xls did ypll use to pmmotc electronic ftig to taxpayers snd (2) how 
successful or unsuccarful was each method? (Check one box for each row under Colwnn A and one box in each row in 
Column B. IJ applicable.) 

I cowMN A 0 COLUMN B 

1 how successful? 

No basis 
IO judge 

(6) 
METHODS 
YOU USED 

1. Cliinl letten 

2. Radioada 8.3% I 53.0% I l # l 1 6.6% 1 l 

5. Other 
newspspcr ads 

6. Coupon 
mailers 

7. Rye& 
brochures 

71.1% 

49.7% 

57.0% 

8.1% * 

5.7% l 

53% * 

6.9% 

8. Yellow page 
ads 

++- 
9. Door hangers 8.7% 52.0% * l 10.6% 6.3% 

10. Seminars l 55.6% * ,, * l l 

73.9 % 

88.9% 

1 1. Poslemkgns 40.4% 
(your own or 
any provided ---I-- by QW 

12. Newsletter 8.1% 
WtiClUr 

313% l 113% 33.1% 12.8% 

--I-+ . 9.9% 65% 

75% l 

-I- l * 

27.0% 

74.4% 51.3% . 

65% l 

-I 7.6% l 

84.7% 

14. Othu (Please 9.2% 
specify.) ---I- 9.1% * l 38.4% 25.0% 15.7% 

Note: Percenrages for pan “A” of this quesrion, like dwse for all other questions, do nor add 10 100% due 10 missing responses 
that are nou)I reported. Percentages in parr B are based on those who answered ‘Yes” 10 parr A. 
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Appendix II 
Electronic Filing ParticIpanti Questionndm 
Resnlta 

23. To increw participation in ckwmnic filing, do you plan to do rnything diffenmly fcs elcctronk f&g fa fpbvpr 1991 than 
you did for 19987 (Check one.) 

1. &&!& Yer (Conllnue to Qnesrlon 24.) 

2. -No 

I 

(Skip to Question 2%) 

3. 10.896 Don’t know 
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Appendix II 
Electmnlc Filing ParUcipanta Qumtionnaire 
lleaalt4 

24. wNchofthufdlawln~letMIIrhumy.dsribewhu 
yggpbntododufemulyto~palticipatbnin 
ebcmnie blink? (Chuck all that apply.) 

1. ljlpaSendbttaxto~expbining 
ebusonktiungbmefib 

2 ~lncremumdruiiNteb~ondr 

3. ~Illmweuadgeintmedb(e.g., 
Mmppcp w 

4. a Provide feflmd MlbipeuMl IOMI 

5. a Rcduwfu4forpspnPionofrctuml 

6. ~Reduwfee~for-olreavnx 

7. u offet iomnuveJ for cwmmu fcfalab 

8. a Add nrvice~. xuch u tnnxmitting tcmmr 
direouy to IRS 

9. m Othw (PIewe explain.) 

IV. 

25. lncludinn how many cmnt employee4 have 
xcc~0Ofkn0wyOutEleclmnicFUingIdentMcaUon 

Numb (BTlNj. or PanwaU? lhrer nvnber of 
1~Uvlduals. If nar applleablc. enter “NIA.“) 

Number of 
cuncnt employeea 

(i~l~ll sell) 
Y&Q have KCHL 

I. TothcEFINnumhct Man - 2.1 
Mdbn 11 
II . 14,676 

2. To Ihe ETlN number Mean 3 1.4 
hid&n-l 
0 I 9,147 

3. To the Pxn~word Mun * 1.2 
Median - 1 
n-9$1)9 

26. HuyourBFlN~ heen chMge4l dwe you 
amed participating in the ekasode UUng? (Check 
one box tn each raw. If not applicable, enter “NIA.7 

1- ~- 
2. mm 3.7% 47d% 

3. F%sawmi 6d% 41.7% 

IjuNo” to & cate,qorfes in Questton 26. sktp to 
Part V, na pate. 

I 

27. If yaw BF~N/ET~N/P~Is~~~~ harr been changed, who 
InWed the change? (Check one.) 

1. u You (Continue to Question 2B.) 

2. 113+ IRS (Skip to Question 29.) 

26. If you changed your EFlN~/l’~~word. which of 
the fOuOw&Ig beat dcxcribea your naeonx? (Check all 
that apply in each coltvnn.) 

REASONS 

1. Axaroutinc 
pncaution 

2. When an 
employee who 
knew. lefl 

3. concesned 
aboul Ieeluity 

4. Other (Speclfr.) 

I WIN I EmN lPaMwordl 
(1) (2) (3) 

* ‘0 l 

l L * 

* * L 

+ I * 
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Appendix II 
Electronic Nlhg Participanta Questionnaire 
R0SUltS 

v. other 

Qursdon 29 should be answered only by those 
par~klponts who were approved by IRS to 
partlclporc in electronic filing bw did not file 

29. Why did you not tmnsmil any electronic returns in 
ElJcndar 1991 afler applying lo participate in the 
program? ~P/ea.~c expxpklln or enfer ‘WA.“) 

Qursrion 30 should be answered only by those 
porllclponcs who wcrc approved by IRS IO 
parfkgare In elecrronicflllng in calendar yew 
1991 bur rhen dropped out of the program. 

30. Why did you ask to be dropped from the Electronic 
fding program in gxdendar vcar 19911 (Please explain 
or enter “N/A.“) 

31. If you have any comment.9 mgmding any pre~ous 
questions, questions we should have asked but did not, 
or electronic filing in general, please use the space 
provided below and, if needed. attach additional pages. 

THANK YOU FOR YOUR COOPERATION! 

GGDMSIS-92 
268487 
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Electronic Filing Nonparticipants 
Questionnaire Results 

United States General Accounting Office 10129192 

Survey of Tax Preparers on IRS’ Electronic Tax 
Filing Program for Tax Year 1990 

Introduction 

The U.S. General Accounting Office (GAO) is an 
independent agency of Con- responsible for evaluating 
federal programs. GAO is not part of any other fedenl 
agency, including IRS. The purpose of this questionit& is 
to assist us in determining what IRS ncuis to do to make the 
electronir, filing of individual income tax returns 1040. 
1040A. and 104OEZ more aaractive and accessible to the 
general public. 

Your participation in this survey is voluntary. Your 
rcsponsu will be treated confllntially. combined with other 
responses. and repotted only in summsry form to Congress. 
The questionnaire is numbered only to aid us in our follow- 
up efforts and will no1 be used to identify you with your 
responses. After the questionnaires have been processed, the 
link between you and your responses will bc destroyed. and 
no one will be able to tell how you or any other preparer 
answered. 

The questionnaire can be completed in aboul20 minutes. 
Most of the questions can easily be answered by checking 
boxes or iilling in blanks. Space is provided for any 
additional comments at the end of lhe questionnaire. If 
needed. please attach additional pages. 

Please return the completed questionnaire in the enclosed 
preaddressed envelope within IO days of receipt. In the 
event the envelope is misplaced, please mail the completed 
questionnaire to: 

U.S. General Accounting Oflice 
Attn: Mr. Martin de Alteriis 
441 G Stnzet, N.W.. Room 3126 
Washington, D.C. 20548 

If you anticipate any difticulty in returning the questionnaire 
promptly or if you have any questions. please call Ms. Mary 
Morrison or Mr. Ken Bibb on (513) 684-7120. 

Thank you for your cmpention. 

. c * * 1 

Definition 

“Tax yea?’ is the year for which the individual 
income tax return is being filed. For example, tax 
yew 1990 It.hlmS cover the period from January 1 
through December 31. 1990 and are due to IRS by 
April IS. 1991. 

I. Participation 

I. Did you or your firm prepare w 1990 individual 
hw. rehuns for the public? (Check one.) 

I. m Yes (Coniinue IO Question 2.) 

2. u No (If no. STOP here and return 
this questionnaire in the envelope 
provided. Thank you.) 

2. Were you or your fum accepted into ES’ electronic 
filing program to prepare and/or file individual tax 
rems to IRS for w 1990? (Check one.) 

1. u Yes (If yes. STOP here and 
return this questionnaire in rhe 
envelope provided. Thank you.) 

2. 59.2% No (Continue to Question 3.) 

203% Missing Responses 

Note: There wen 895 respondents to this survey. 
After those who were not tax preparers, or were 
enrolled in electronic tiling. this left 525. ‘These 525 
responses were weighted. and represent 17.129 tax 
preparers in the 8 districts the survey was conducted 
in. The percentages presented hem are based on the 
weighted responses. In all questions, the percentages 
of missing responses are not reported, and this is why 
the totals given do not sum to ICO percent. 

a 
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Appendtx III 
Electronic Filing Nonpmticipma 
Questionnaire Results 

3. ForwhkhofIhefollowing~dldyouoryollr 
firm ptc$m indlvidusl lax mtums? (Check all that 
wly.) 

1. If&a% 1985 

3. ZUB 1987 

4. bL(isI? 1988 

5. 2!2&?k 1989 

6. &!I& 1990 

4. About how many individual incanc tax rcmrns (Rnms 
1040.1040A. 104oEz) did you ot your firm pupate 
Ice each of ttw InR 3 m? (Enter number. If 
IWW were ylled# enter “0.“) 

Number of individual 
Iax- 

1. 1988 JUedinn reaoonti = 7Q 

g!J&y-= 
16s 

2. 1989 ~ullsn reaDOnD = 6J 
rrduonm = 164 

- 

3. 1990 s =I 
A erase ruuonac = 169 
JI ‘, 16.132 

what was your a yout flml’a evaage fee fee 
prepring Fbnnr 1040.1040& and lo40821 fP/eaee 
enter the averate fees charged for m 
1990 and 1991. Please round to the nearelt dollar. 
If no fee wa.t charted, enter “0;” If you dtd not 
prepare a certain form, enter “NM.3 

AVERAGE FEE ll 

Page 62 GMYGGD-OS-40 Tax Administration 



Appendix III 
EleetrouIc IWing Nonparticipants 
Qlleatlonnalre Remulta 

IL Promm InformatIon 

6. For prrpv 1990, wae llta following faclom banha to yey~ or ypur finn’p participation in @clronic filing. If yea, to 
whU sxtsnl If my, did UWM banim affect your dccbion to ptuticipta in glwb-onic; frig? (In each row, check one box 
In Colttnu A and. I/ applicable, one box in Column B.) 

A. BARRIERS? 11 B. IF YES. TO WHAT EXTENT? 1 

I I Yes No 
MO&%%tC Some 

extent extent & (3) (4) 

19.0% 2.5% 

24.8% 13.2% 

Little 
or no 
extent 
(5) 

22.1% 

VW 
oreat oreal 

extent CXtClU 
(1) (2) 

28J9b 25.6% 

FACTORS 

1. IRS’ supput of &@& flung 

2. IRS’ elscponic nling mpuitDmulIs 

3. cod (e.g.* Mluipment sofmam 
plrch=d 

4. Tmumlssbn0fre4ums 

25.6% 1 29.3% 3.6% I 

--I-- 605% 16.1% 

24.9% 43.1% 

J. softwam 14.7% 105% 7 14.4% 6.6% 

21.7% 8.6% 

6. Your computer koowledge 

7. MafketdmNndof~filing 

8. Fmflt pobntw kom &g& filing 

9. storagenwdfor&#g&rclums 

10. Nowneu of&&Q& wing 

11. S&8ofbusineJa 

12. InWhy lo alecwy lransmil all 
fom#/IchutulcI for fhg indMdual 
lxxrealms 

13. 0th~ (Please apeel.&) 

30.6% I 41.1% 18.8% I 4.2% 2.3% I 
6.0% ---I 43% 

503% 24.2% 

t 

48.0% 31.8% 

11.4% 39% 

9.9% 5.9% 

=I= 0.0% 7.0% 80.2% 10.1% It 
Note: Percentages for part “A” of this quesdon do not add to lOG% due to misstng responses that are not reported. Percentages 
In parl B we based on those who answered “Yes” to part A. 
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Appoadlx III 
Electronic wing Nonparticipants 
Questionnaire Reanlw 

7. DoyouayowfumptautopYticipateinIRS’ 
(Check clectrouiE f&g program for M 19911 

on&J 

I. f.99b Definitely yes (Skip IO Quesfion 
10.) 

2. a Probably yea (Skip IO Qucsflon 
9.) 

3. 8.75 Undecided 

1 
4. 16.996 Probably no 1 (cmlinua lo 8) 

5. 59.08 Defmitely no 

8. If you are u&d&d about pmticijxutug in IRS’ 
pkctronic filing program for M 1991 a if you 
or your fum have decided not to participate. which of 
the following explains why? (Check ull rhcrt apply.) 

1. 45.546 Too COSdy 

2. j1.346 No market demand 

3. 11.24b Software probkrns 

4. 9.896 IRS’ requimments 

5. 22.29b DonotwtlnttOinCrCasethc8izc 
of business 

6. 14.69b May not atbact dcsiilc clientele 

I. 15.6* Not all forms/schedutes cau be 
tikd electronically 

8. 15.9ok, Have tiiited computer skills 

9. 8.52 Hardware problems 

10. 15.74b cnher (P/raw expldn.) 

9: How important. or not, would euch of the following IRS i entivcs be in encoumging you or your fum to Participate in the __ ..- -- 
(Check one box in each row.) eleclronic filing program? 

, I I I 

IRS INCENTIVES 

Very Little 

mtly Greatly Moderately Somewhat or uo 
important important impxtuut important importance 

(0 (2) (3) (4) (5) 

I. Provi& free electronic fding software to preounxs 

2. Provide tax credit to preuarera who provide electronif 
tiling services I I I I 

128% 11.0% 15.4% 8S% 30.7% 3. Incrcusc promotional activities in electronic fding to 
taxpayers 

4. Provide lrlx credit to @xuuvers if lhey fde electmnicaily 19.0% 

5. Include capubility to electronicaJJy transmit ell 26.7% 
forms/schedules for filing individual tax ntums 

6. Other (Please spccify.J 4.6% 

- 

38.7% 15.8% 10.1% 4.4% 13.7% 

26.7% 14.7% 13.0% 7.0% 19.4% 

1211% 15.2% 7.0% 26.0% 

19.6% 14.9% 3.4% 153% 

0.4% 0.0% 0.2% 1.7% 
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Appendix III 
Ehctronk F’JUng Nonpartklpanti 
Queotionnalre Ilemlta 

Ill Mxrketing xnd Promotion 

10. Form 1990, whkh of the following 
methoda did m w to encourage tax 
m to pxrtidpxte in the &ctronig filing 
program? (Check one box in each row.) 

7. oltur p 10.4% 1 5.0% 1 

Il. Were yp~t or m conracred @rcctly by IRS 
almu participaring in rhe &ctroni@ling 
progrm for .&XT war 19901 (Check 0nc.J 

1. KJ& Yes (Conthe IO Question 12.) 

2. 70.09b No (Skip to Question 13.) 

12. For taxyeat 1990. which of the following method8 
wenusedby~toencounrge~~~fum’s 
purticipation in IRS’ eleCbUniC filing pmlpam? 
(Check one box in each row.) 

IRS METHODS 

1. You or your fm received a 
letter fmm IRS 

2. You or your fum received a 
brochure from IRS 

3. An IRS official visited you o 
vonr firm 

4. An IRS OffCial called you or 
your fm 

5. You or your fum received a 
notice about un IRS seminar 
or workshop on electronic 
filinn 

6. Other (Please specify.) 

r I 

I 

I 

A 

YW 
(1) 

18.8% 

19.2% 

3.5% 

0.9% 

26.8% 

D.8% 

No 
(2) 

16.9% 

16.4% 

33.3% 

33.1% 

10.8% 

1.4% 
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Appendix III 
Electronk Filing Nonparticipants 
Questionnaire lteeulU~ 

13. In loUciting pwicipltion in the&&&, filing program fa w 1990, tu wbt extent. if any. did IRS emphdzc to 
m the following u boneBits of rlr;ctronic: Rlmg? (Check one box in Colum A for each row. If yes, check one box 
In each raw In Column 8.) 

A. IRS EMPHASIZED? B. IF YES, TO WHAT EXTENT? 

VfW Little 
gnat Great Moderate Some ce no 

YCS No extent extent extent extent extent 
B-S (1) (2) (1) (2) (3) (4) (5) 

1. Fptta Fcfund 63.3% 9.1% 34.6% 35.1% 14.1% 6.0% 2.3% 

2. Inc3eaw clientele 16.5% 49.6% 26.3% 35.3% 12.3% 9.4% 5.9% 

Note: Percentages for part “A” of rhis quesrion do not add IO IW% due to missing responses fhar are nor reported. Percentages 
In part B are based on #hose wno answered ‘Tes” lo par1 A. 

14. To what extent, if at silt, were you or your fum BWOIC 
of IRS’ seminars or w&hops on the electronic filing 
pmgmm? (Check one.) 

1. 9.79b Very great extent 

2. 19.24b Great extent 

3. 111.346 Modem@. extent 

4. J&f& Some extent 

5. 11,14b Little ix no extent 

1% Have you or your fum ever attended an JRS seminar 
or workshop on the electroniq filing program? 
(Check onr.J 

1. 12.19b Yes (Continue to Quesdon 16.) 

2. - 76.0% No (Skip to Questlon 18.) 
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Appendix III 
Elsetronlc FWng Nonparticipanta 
Queatlomalre lleauI~ 

16. OwnU,towh~sxtmt,UataU.waslRS’ 
aminrrhvorWlop an offactive whbb far pmmotiq 
m filing? (Check one.) 

1. LZB LIttleanoutmt 

2. ulk San0 oxtent 

3. AA% Modaata caalt 

4. Al.% Great extatt 

5. Ad.8 vary gma extalt 
;a - .& - - . - - - . _ . . * 

Nobuistojudge 

18. Ovenll, how effective or iMffectlva wwe IRS’ efforts 
tomatketthc~Blingplogmmtopnpsrrnfof 
D (Ckeck one.) 

1. 13% very effccuve 

2. 14.3% oelK8auy cffaxive 

3. 19.9% Neithcx efbctivc IKM ineffective 

4. 7.6% Genaauy indfcctive 

5. 4.0% very ineffective 
.__.____._--_______ 
6. 40.5% No baris to judge 

lg. In your opinion, which of the following should m do 
toimpmvcitsnlarkdlgandpranoblonof~ 
filing to tnx preparon and taxpayers? (Check al/ rkaf 
apply. If no Improvements needed, check “NM.‘) 

I. &g$ 

2. 6.44b 

3. &jgg 

4. m 

5. 24.45 

6. 4.94b 

7. u 

8. ‘1.54b 

9. m 

Provide man warkshopa/~1G1~18 
to potential participants @reparers) 

Incmasa ladlo advcstisiig 

Increase television advertising 

Incmasc newsppcs advatlisillg 

Inczcase &lWxfising in tax 
P=h?~ 

Target different audiencea 
(PIearc specifi.) 

Change timing of when IRS 
promotes plectmni~ ftig (Please 
explain.) 

Emphasize different aapccw of 
glectmn& tiling (Please up/ah.) 

Other (Please eqdoin.) 

_ _ _ _ _ _ _ 
10. 6.046 

11. JJ39b 

~~~..~~~..~..~~ 
N/A - No impmvementa needed 

No baeic to judge 

Page 67 GAWGGD-93-40 Tax Administration 

‘” -‘j ..‘“; 
” ‘,’ ‘y’ 



Appendix III 
Electronic Fllhg Nonpartlcipmts 
Questionnaire Result8 

IV. Commentr 

20. If yeu have any cUMWIt3 mgardbg any previous question or geneml comments regarding IRS’ $&@& filing ptogram, 
pkle WC the lpve provided bebw and, if ot!e&d, attach additional pages. 

32.6% of the respondents hzd comments. 

THANK YOU FOR YOU COOPERATION! 
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Appendix IV 

Example of a 1040-TEL Return 

OqumndkT--nnY-- 

bm TeleFlle Income Tax Return for 
1040.TEL SlnQle Fliers With No Dependetis 198 CaBNo. lw-8277 

Name l fttt 
Dddnrr Attach the IBE Label For Prlvacv Act 

I (If the label is not correct. you cannot 
use T&File this year - Use Form 1040EZ) I 

Notice, w-page 4 
in the booklet. 

\ / 
PLEASE SEE INfiTKIJCTIONE ON BACK 

A Do you rant 81 to (yo to the PmoIdentiaI Election Campdg~~ Fund? 
f~hrLiry’YnYr’*illMtdun~)mrrtu.rladlrs)murmfind.l. . . . . . . . . . . . . . 

Sif#l 
your 

roturn 

nou.AwoNlx 
c Entar MaI W~@IS, &arias, and tips. Thir rhould be rhown in Box 10 

of your W-8 form(#). (Attach Copy B of your W-2 form(s).) . . . . , , , . ID= 

D Enter Fedarrl Income tax withheld from Box 8 of your W-2 form(a). . . . a/m 

E Eater taxable interart Income of $400 or lea If the tow Ia more than 
~00,yoac~otw~leFileorForm10(OEZ. . . . . . . . . . . . 1 

I have mad thb mturm Under pendtiem of perjury, I declare that to the 
heat of my knowledge and bellsf, the return II true, -t, and c.omp1et.e. 

X 
Your rlgtmtum Date 

When you call, PLEASE LISTEN CAREFULLY - TeleFile will tell you these amounts: 

Enter your Ad&ted Grow Income (AGI. the total of linen C end E). 
You wiil need thin figure for your Stats of Ohio income tax mtum 

Enter the amount of your refund . . . . . . 

OR 
Amount dVc.“r &fund 

Enter the amount you owe. Use the payment-voucher that follows the 
forma. Paymenta mwt be pa&marked hy April 141892 . . 

YOU MUST MAIL FORM 1040-TEL 

FM in Lines A - E 
on Form IO&TEL 

Cdl the TaleFile wtm LoU.hw u 

1-800-829-5186 
24 hours a day 

Mail Form 104O.TZL in 
the ~~vdl included 

i&let. 
Keep P copy for your rwordl. 

For Paperwork Beductlon Act Notice, MB the inatructiom 001 the back. Form 1040 -l’ELmS1) 
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AmMix V 

Example of a 104OPC Return 

1991 U.S. INDIVIDUAL INCOME TAX RETURN 104OPC FORMAT PAGE 1 OF 1 

CHARLIE TAXPAYER 000-00-1001 PAINTER 
LUCY I4 TAXPAYER 000-00-1002 SECRETARY 
21 MAIN ST 

' KANSAS CITY, MO 64111 

PPECF I SPEW N FS 2 BA-SELF X 60-SPGUSE x 
DEP RES 2 6E-TOTAL 4 

6C MOLLY TAXPAYER 000-00-1003 CHILD 12 
6C SALLY TAXPAYER x 000-00-1004 DAUGHTER 03 

1040 PAGE 1 
,----------------,3,4s 
BA-----------------529 
g------------------3,, 
10-----------------4~0 
22---JURY PAY-------50 
23---------------34711 
31---------------34,11 

PREP-ANYTOWN TN 37010- 
-SSN---000-00-5001 
-UN----32-0000034 

LO40 PAGE 2 
32---------------34711 
34---ITEMIZED-----9499 
5~---------------25212 
36----------------8600 
,,---------------16612 
,*---A------------2494 
40----------------2494 
41-----------------960 
~5-----------------960 
46----------------1534 
53----------------1534 
54----------------3930 
60----------------3930 
61----------------7396 
62----------------2,96 
PREP-JOHN RESEARCH---- 

-TAX SERVICE------ 
-310 WHITSTONE ST- 

SCHEDULE A - 07 
5-----------------1370 
6-----------------1890 
,------------------5oo 
8-----------------3760 
gA----------------4900 
12----------------4900 
1,-----------------7go 
16-----------------7go 
20---TAX PREP------100 
20---UNIFORMS------130 
20-----------------230 
21-----------------230 
22---------------34711 
2,----------------2603 
24-------------------o 
2%--ESTATE TAX-----49 
26----------------94gg 

SCHEDULE B - OS 
l----J MCBORROWINCLY-- 

---------------52g 
4------------------52g 
S----UTILITIES-----337 

FORM 2441 - 21 
lAl--PLAYTIME NURSERY- 

-SCHOOL 
ml--19 COODTIME CT--- 

-ANYTIME TN 37010 
lCl--------000-00-6001 
lD1---------------5200 
2-----------------5200 
3--------------------a 
4-----------------5200 
B-----------------4600 
7-----------------4SOO 
*-----------------4soo 
g----------------33,45 
11----------------4800 
12-----------------,20 
13-----------------960 
15-----------------960 

TOTAL INCOME LINE 23 34711 TOTAL TAX LINE 53 1534 
TOTAL PAYMENTS LINE 60 3930 REFUND LINE 62 2396 

Under penaltim of pmrjUZy, I dmclaro that I have examined this roturn and 
accompanying schedulbm and statammts, and to the best of my knowlmdgo and 
belief, thby are trua, correct, and cornplato. Declaration of praparar 
(other than taxpayer) is based on all information of which preparm ham 
any knowledge. 

Your Signature Date Spouse’s Signatur8 Date 

Preparer's Signacurs Date Self-Employed _ Software Code _ 
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Appendix VI 

Comments From the Internal Revenue 
Service 

DEPARTMENT OF THE TREASURY 
INTERNAL REVENUE SERVICE 

WASHINGTON. D.C. 20224 

GEC 2 2 1992 

Mr. Richard L. Fogel 
Assistant Comptroller General 
United States General Accounting Office 
Washington, DC 20548 

Dear Mr. Fogel: 

Thank you for the opportunity to review the draft report 
entitled "Tax Administration: Opportunities to Increase the Use 
of Electronic Filing" (GGD-B-250163). 

We agree with the overall report recommendations. Given the 
benefits of electronic filing to both IRS and taxpayers, IRS has 
a number of efforts underway to make electronic filing more 
appealing and more available to all segments of the population. 
We appreciate the work done by GAO to analyze current impedimenta 
that discourage taxpayers from filing electronically. We also 
agree to address the various operations and technology problems 
in order to enhance the appeal of electronic filing to taxpayers 
and practitioners. 

The Internal Revenue Service has embarked on a very 
aggressive effort to develop a more expansive electronic filing 
strategy. Electronic filing is a lynch pin of our vision for the 
future . To this end, a number of steps have been taken and 
others are underway to improve the program and to promote the use 
of electronic filing. For example, there are a number of 
proposed statutory changes that were endorsed by the 
Administration and included in H.R. II, The Revenue Act of 1992, 
that was passed by both Rouses of the 102nd Congress. This 
legislation included a provision that would have permitted the 
use of signature alternatives thereby eliminating the need for 
mailing the eeparate hard copy of the taxpayer's signature. It 
also included authorization for the use of credit cards which 
would facilitate electronic filing of balance due returns. 
Although the legislation was subsequently vetoed by the President 
for reasons unrelated to these particular proposals, we are 
hopeful that these statutory changes will be enacted early in the 
next session of Congress. 

a 
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Mr. Richard L. Fogel 

I would like to take this opportunity to provide you with an 
update to page 20 of chapter 2 of your report. .The Assistant 
Chief Counsel (General Legal Services) reconsidered its earlier 
opinion on the joint federal/state electronic filing pilot 
program due to a subsequent Comptroller General decieron and has 
concluded that no enabling legislation would be needed to extend 
this program nationwide. We view the joint electronic filing of 
federal and state tax returns as an important step toward 
eventually extending electronic filing to all taxpayers. 

We have enclosed our responses to GAG's seven specific 
recommendations. We believe these responses accurately indicate 
the significant stepe we have taken, to date, and our intent to 
pursue all appropriate avenues to improve and expand the 
electronic filing program. 

Best regards. 

Enclosure 

hirley D. Peterson o”p- 
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Appmdlr VI 
Comments From the Internal Revenue 
ServIce 

IRSCOMRRRTS ONCAODRAPT RRPORT ENTITLED 
"TAR ADWINISTRATION: OPPORTUNITIES TO INCREASE 

THE USE OF ELECTRONIC FILINi3" 

Reamndation Ilr The Commissionor should take steps to broaden 
the l leotronio filing of individual inaoma tax returns. Those 
stop8 should include identifying market eegmente and specifying 
national rtrategiam for attracting tho8e regments to electronic 
filing, inoluding 8trategie8 to encourage employers and financial 
iMtitutiOn8 to provide electronic filing services to their 
-1Oye.8 aad CU8tomer8. 

The Service has underway an Executive-led effort to develop 
a comprehensive electronic filing strategy. Specifically: 

1) We have formed an Executive-led task group to develop a 
detailed action plan to design and implement strategies to expand 
and improve the electronic filing program during the years from 
1994 to 1996. 

2) This task group has also been working on long-range 
initiatives that would significantly expand electronic filing 
beginning in 1996 and be fully implemented in the year 2000. 
This task group ie scheduled to have their action plan and 
proposed strategies completed early next year. 

3) We have already developed a more aggressive marketing plan 
that includes methods designed to reach segments of the taxpaying 
population that do not currently participate in electronic 
filing. 

During 1992 we took a number of steps to attract additional 
market segments to file electronically. We sent 1,000 letters to 
large business employers and financial institutions, encouraging 
their u8e of electronic filing and stating that electronic filing 
offers the "Direct Deposit" option for receiving refund checks. 
We also sent 380 letters to Trade and Labor Unions offering the 
same service. For both the large businesses and the trade 
unions, we advised them that the costs for providing such a 
program are deductible under Internal Revenue Code 162 as an 
ordinary and necessary business expense. In addition, we sent 50 
letters to other Federal agencies encouraging them to provide 
electronic filing to their employees as an employee benefit. 

We aleo realize that the cost of hardware has discouraged 
preparerjtranemitter participation in electronic filing. During 
the next filing season we will teat the use of a less costly 
means of transmission (asyncronous vs bisyncronous), potentially 
saving preparers from $650 to $700 on the coat of a modem needed 
to transmit returns electronically. 
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Rmkamndation #2: IRB l hould ammomm the feamibility of enabling 
taxpayorm to file l laotrouioally through their permonal ocmputrrm 
and providing broader l aoomm to l lootronio tiling at IRB field 
offiamm and other aonvenient loaationm. 

The IRS ham begun looking into the feasibility of enabling 
taxpayer8 to file electronically through their permonal 
ooragutarm . A mtudy ham alread 
Sahool of Citizenmhip and Pub1 c Affair8 that project8 the number 1 

been completed by the Maxwell 

Of 
f 

otential "home filers”. The executive task group will 
uti ize thim information in their overall electronic filing 
strategy. 

The electronic filing mtrategy almo includes further mtudy 
into permitting taxpayers who wimh to file their own returns 
eleatronically through our field office8 instead of requiring 
them to ume a tax practitioner. Cur limited test of xaking 
electronic filing accemmible in IRS field office8 indicate8 that 
the costs are currently prohibitive. 

There are a variety of immuem that need to be resolved 
bafore we could effect this option. Theme include% (1) our 
abilit to protect the privacy of taxpayer information at the 
tranm mx l mien mite, (2) the cost to acquire and install 
telecommunicationm hardware, (3) the cost to obtain mpace and 
additional moftware, and (4) the cost of staffing needed to fully 
l upport the additional field tranmmimmion miter. 

Our long range strategic goal im to provide general accemu 
for all taxpayers to electronic filing at IRS field offices and 
to provide meveral alternative methods of filing in addition to 
electronic filing, thum easing taxpayer burden and reducing paper 
filing. 

Reaomandation I31 IRS l hould detmrmino what formm and l ahedulem 
tight be added to tha list of dooumontm that oan be filed 
l leatroniaally to broaden the aaaammibility of l leotroni'o filing. 

Balance Due return8 can now be filed electronically at any 
time from January 1 - April 15 am long as payment im made by 
April 15. Based on feedback received from taxpayer murveye, 
focus 
remain ng non-electronic forms and mchedules am rapidly am 9 

roupm, and other remearch mourcem, we plan to convert the 

possible over the next five yearm. 
grmatemt constraint in thim regard. 

Computer capacity will be our 
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Reamndation 44: IRS should follow through on plans to install 
return retrlwal oapability in the non-•leatronia filing merviao 
aontet8 and thus l liainate the need to aopy and treesship tax 
roturns to other loaatioam. 

We aurrently have the aapability to provide return 
information to all mites regardlemm of how returns are filed. In 
addition, we plan to avaluate the need to provide increamed 
aa abilities for the non-electronic filing service centers am we 
ro P 1 out TSM over the next five years. 

Raomndation IS: IR6 should take steps to avoid the need for 
redundant oorrootion of errors on l leotronia returns. 

The One-Step error aorrection procemm, which will be 
available in 1994 for all electronically filed returns, 
l l5minatem the need for double correction. This procemm was 
porfooted after thm 1992 filing meamon. The pilot test of thim 
system proved to be very muccemmful. 

Reamndation #6c IRS should prepare a aontingenay plan to 
ensure that l uffiaient aapaaity is available to proaemm 
l leatrMi0 roturns until its T6M replaaemenf is operational. 

We are aware of the need to increase the capacity for 
electronio filing in order to handle the anticipated future 
demand. The system is presently able to handle a volume of u 
25 million filer8. 5: 

to 
Based on our projections this should prov de 

adequate capacity through 1995. 

The Executive-led task group, referenced above, will addresm 
the necessary contingencies for mymtemm capacity during the 
interim period (1994 - 1996) before the implementation of the 
Bleotronia Management System, which is designed to take 
l leotronic filing into the year 2000. 
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Commen~FromtheInternalBevenne 
&wvIce 

GAO note: The issue of 
electronic filing fraud, 
including steps IRS is 
taking and plans to take to 
address it, is discussed in 
a seDarate reDort. Tax 
Adiinistration: IdScan 
Improve Controls Over 
bctronic Filing Fraud 
(GAO/GGD-93-27. 
ihc. 30, 1992). 

We are working with the Social Security Administration to 
find ways to expedite wage withholding information that could be 
ueed to match against amounts claimed on returna. However, this 
im a long-tens molution that cannot be achieved within the next 
few years. 

The Internal Revenue Service announced that it would 
eliminate the direct deposit indicator for 1994. We have 
enlisted the assistance of the banking, practitioner and vendor 
conmnunitiem to assist the IRS in detecting fraud schemes which 
involve refund anticipation loans (RAI). Details of these 
security initiatives have been previously provided to the General 
Accounting Office in our response to the Draft Report "Tax 
Adxinistration: IRS Can Improve Controls Over Electronic Piling 
Fraud". 

-4- 

Tootnote 7 (Chapter 3, page 21): IRB needs to improve controls 
wea? l lectronia filing fraud. 

Although the subject of a separate report, I believe it is 
appropriate to point out here that the growth of fraudulent 
electronic returnm is of great concern to the IRS. As a result, 
meveral significant changes will be part of the 1993 processing 
year 8 

The Criminal Invemtigation Questionable Refund Program 
computer selection criteria will be refined and expanded 
through statistical analysim. 

The direct deposit returns selected for review through the 
Questionable Refund Program will have their refund delayed 
for about one week to allow for sufficient review or 
stopping the refund if appropriate. 

The additional mtaffing provided in 1992 for the 
Questionable Refund Program will be continued with possible 
expansion if the volume of returns increases. 

validation, rejection criteria and procedures for reviewing 
refundable credits and first-time filers are being developed 
to limit the vulnerability of the system. The fraudulent 
use of social security numbers by first-time filers has 
historically proven to be a major contributor to 
queetionable refund schemes. 
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