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IMPACT ON TAXPAYERS

Taxpayers can file Form 1040X, Amended U.S.
Individual Income Tax Return, to correct
previously filed income tax returns. Claims filed
on an amended tax return can relate to any item
of income, loss, exclusion, deduction, or credit
and may result in a tax refund. The IRS only
allows amended tax returns to be filed on paper.
As a result, there is additional taxpayer burden
and increased potential for erroneous tax refund
payments.

WHY TIGTA DID THE AUDIT

The IRS received more than 4 million amended
tax returns in Fiscal Year 2012. This audit was
initiated because previous TIGTA audits have
identified problems with IRS processes for
verifying claims on amended tax returns. The
objective of this review was to determine
whether the IRS has controls in place to ensure
that claims for refunds on amended tax returns
are appropriate.

WHAT TIGTA FOUND

The IRS has developed extensive systemic
controls to verify the accuracy of tax refunds
claimed on original paper and electronically filed
(e_flled) tax returns *********2**********
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FrrekQRRkkkek - For example, TIGTA's review of a

statistical sample of 259 amended tax returns
claiming tax refunds of $500 or more in Fiscal
Year 2012 identified 44 (17 percent) tax returns
for which the IRS issued potentially erroneous
tax refunds totaling $103,270.

Based on the sample results, TIGTA estimates
the IRS may have issued more than $439 million
in potentially erroneous tax refunds claimed on
187,421 amended returns in Fiscal Year 2012.
As such, the IRS could issue more than

$2.1 billion in potentially erroneous tax refunds
claimed on amended tax returns over the next
five years.

To reduce erroneous refunds, processing costs,
and taxpayer burden, the IRS could revise
Form 1040, U.S. Individual Income Tax Return,
to allow for corrections to original tax return
filings and expand e-filing to include amended
tax returns. For example, **#*kkkiikioiiikirx

************************2******************************
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************2************. TIGTA estlmateS that
the IRS could have potentially saved more than
$17 million in processing costs during Fiscal
Year 2012 if it had allowed taxpayers to e-file
their amended tax return.

WHAT TIGTA RECOMMENDED

TIGTA recommended that the Commissioner,
Wage and Investment Division, revise

Form 1040 to enable taxpayers to amend their
original tax return using this form, expand e-filing
to include amended tax returns, and conduct a
review of the 44 amended tax returns TIGTA
identified for which potentially erroneous refunds
were issued to determine the proper tax liability.

The IRS agreed with two of TIGTA's three
recommendations and disagreed with one.
Although the IRS disagreed with revising

Form 1040, the IRS plans to consider changing
the format and appearance of Form 1040X. The
IRS also plans to consider e-filing of amended
tax returns based on available funding and
resources. The IRS reviewed the 44 potentially
erroneous refund returns and generally agreed
that procedures were not correctly followed for
those identified as having processing errors.
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FROM: Michael E. McKenney
Acting Deputy Inspector General for Audit

SUBJECT: Final Audit Report — Amended Tax Return Filing and Processing
Needs to Be Modernized to Reduce Erroneous Refunds, Processing
Costs, and Taxpayer Burden (Audit # 201240043)

This report presents the results of our review to determine whether the Internal Revenue Service
(IRS) has controls in place to ensure that claims for refunds on amended tax returns are
appropriate. This audit is included in our Fiscal Year 2014 Annual Audit Plan and addresses the
major management challenge of Fraudulent Claims and Improper Payments.

Management’s complete response to the draft report is included as Appendix VI.

Copies of this report are also being sent to the IRS managers affected by the report
recommendations. If you have any questions, please contact me or Russell P. Martin,
Acting Assistant Inspector General for Audit (Returns Processing and Account Services).




Amended Tax Return Filing and Processing Needs
to Be Modernized to Reduce Erroneous Refunds,
Processing Costs, and Taxpayer Burden

Table of Contents

BaCKGrOUNG..........oooiee s Page 1

RESUITS OF REVIEW ... Page 3

e ke e s st st she sk ke sk sk sk sk sheskeske sk sk sk sk skeske stk sk sk ) steskeskeskok sk sk steoskoskeoskokoskok sokolokokokkkok

A e Page 3
RecomMMmENdation ©:....uueeeeruveeeeenieireeeeniiieeeeneeeeeeennneeess Page 9
Recommendations 2 and 3: ........eeereveeeneveeeniveeenneeesneeennnns Page 10

Appendices

Appendix I — Detailed Objective, Scope, and Methodology ........................ Page 12

Appendix II — Major Contributors to This Report.........cccccecverieneniinicnenne Page 14

Appendix III — Report Distribution List .........cccceeeiieeiiieeiiieeiieeiee e Page 15

Appendix IV — Outcome MEaSUIES.........ccceerueerieeriieniieniienieeieeeieenieeseveenens Page 16

Appendix V — Form 1040X, Amended U.S. Individual Income

TAX RETUIMN ...ttt e et e e e e ennaeeenes Page 19

Appendix VI — Management’s Response to the Draft Report...................... Page 21



Amended Tax Return Filing and Processing Needs
to Be Modernized to Reduce Erroneous Refunds,
Processing Costs, and Taxpayer Burden

e-file(d), e-filing
IRS
TIGTA

Abbreviations

Electronically file(d), electronic filing
Internal Revenue Service

Treasury Inspector General for Tax Administration



Amended Tax Return Filing and Processing Needs
to Be Modernized to Reduce Erroneous Refunds,
Processing Costs, and Taxpayer Burden

Background

When taxpayers make an error on their originally filed Form 1040, U.S. Individual Income Tax
Return, they can file an amended tax return.' Taxpayers can add, delete, update, or change
income, exclusions, deductions, credits, filing status, etc., reported on their original tax return,
including claiming tax credits and deductions that were not previously claimed. Taxpayers can
also file an amended return to change amounts previously adjusted by the Internal Revenue
Service (IRS), make a claim for a carryback due to a loss or unused credit, and make certain
elections after the prescribed deadline.

Taxpayers use Form 1040X, Amended U.S. Individual Income Tax Return,? to amend their
original tax return. Form 1040X is separate from the Form 1040 and can only be filed after a
taxpayer files an original Form 1040. Taxpayers normally must file an amended tax return
within three years from the time the original tax return was filed or two years from the time the
tax was paid, whichever is later. The IRS indicated that more than 4 million amended tax returns
were received in Fiscal Year’ 2012.

Amended tax return processing

The IRS only allows amended tax returns to be filed on paper. When an amended tax return is
received in an IRS Submission Processing site, it is routed to either the Submission Processing
function or the Accounts Management function to be worked. The process for working an
amended tax return is primarily manual. IRS employees who work amended tax returns must
verify math computations, ensure that required documentation is provided, verify eligibility for
any deductions or credits claimed, etc. Once the employee has completed all the necessary
research, the employee uses the IRS’s Integrated Data Retrieval System* to input the accepted
adjustments to the taxpayer’s tax account. The IRS will then send the taxpayer a letter notifying
him or her of the adjustment, the reason the adjustment was made, and the amount adjusted.

" The 1040X is used to amend Forms 1040, 1040A, 1040EZ, 1040NR, or 1040NR-EZ. For the purposes of this
report, we are referring to the Form 1040 series when we reference Forms 1040.

? See Appendix V for a copy of Form 1040X.

3 A 12-consecutive-month period ending on the last day of any month. The Federal Government’s fiscal year begins
on October 1 and ends on September 30.

*IRS computer system capable of retrieving or updating stored information. It works in conjunction with a
taxpayer’s account records.
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Previous reports identified problems with IRS processes for verifying tax refunds
claimed on amended tax returns

TIGTA has previously reported concerns with the adequacy of the IRS’s processes for verifying
tax refund claims filed on amended tax returns. Since June 2011, TIGTA has issued the
following three reports that identified weaknesses related to the processing of amended tax
returns, which resulted in taxpayers receiving potentially erroneous tax benefits, including
refunds:

e Control Weaknesses Over Amended Returns Allowed Some Inappropriate Claims for
the First-Time Homebuyer Credit to Be Allowed (Ref. No. 2011-41-057, issued
June 2011) — IRS errors in processing amended tax returns allowed taxpayers to
inappropriately avoid the repayment of their First-Time Homebuyer Credit and receive
multiple refunds for the credit.

e Processes to Address Erroneous Adoption Credits Result in Increased Taxpayer
Burden and Credits Allowed to Nonqualifying Individuals (Ref. No. 2012-40-065,
issued June 2012) — The IRS allowed an estimated $8.9 million in Adoption Credits
claimed on amended tax returns for which the taxpayers did not provide the required
documentation to support their claim.

° e ke e s o st sheshe s sk sk s st sheshe s sk sk sk st sheske sk sk sk st skeske sk sk sk ) sheske sk sk sk st steske sk sk sk st steske sk sk sk st skeoskeskolkoko sk stokoskokokokkoskokokok
*>X<>X<>X<>X<>X<*>X<*************************2**************************************
e ke e s o st sheshe s sk sk st st sheshe s sk sk sk st sheske sk sk st skeske skeoskosie sk ) sheske sk sk sk st steske sk sk sk st steske skt st skeoskeskokosko ko sokoskokokoskok skokokok
*>X<>X<>X<>X<>X<*>X<*************************2**************************************
e ke s s s st sheshe e sk sk s st sheshe sk sk sk sk st sheske sk sk sk st skeske sk sk sk ) sheske sk sk sk st skeske sk sk sk st steske sk sk sk st skeoskeskokosko sk sekoskokokoskok sokokok

This review was performed in the Wage and Investment Division’s Accounts Management
function in Atlanta, Georgia, and the Submission Processing Headquarters in Cincinnati, Ohio,
during the period August 2012 through August 2013. We conducted this audit in accordance
with generally accepted government auditing standards. Those standards require that we plan
and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for
our findings and conclusions based on our audit objective. We believe that the evidence
obtained provides a reasonable basis for our findings and conclusions based on our audit
objective. However, limitations related to the specific information captured on Form 1040X and
the information input from Forms 1040X into IRS computers limited our ability to fully evaluate
the extent of erroneous claims that result from deficiencies in IRS controls. Detailed information
on our audit objective, scope, and methodology is presented in Appendix I. Major contributors
to the report are listed in Appendix II.
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Results of Review

****************************************2********************************************

*****************2*********************

The IRS sends original tax returns through extensive systemic verifications in an attempt to

ensure the accuracy of tax refunds claimed. ¥ #kcickaciokckp st woofckockokoor
**************************************2***************************************

**************************************2***************************************
sk sk sk sk sk sk sk sk sk skeoske skosk ) skeoske sk sk stk skeosk sk sk sk skeoske sk sk sk sk sk sk sk sk skeoske skt sk sk skosk skokeskok sk 1
2 . For example, our review of a

statistical sample of 259 amended tax returns claiming tax refunds of $500 or more in Fiscal
Year 2012 identified 44 (17 percent) tax returns for which the IRS issued potentially erroneous
tax refunds totaling $103,270.

The errors we identified on the 44 tax returns included mathematical errors by both taxpayers as
well as IRS employees processing the amended tax return, deductions and credit claims made
without the required tax form attached to the tax return, and claims for deductions and/or credits
for which the IRS did not receive third-party information substantiating the validity of the
deduction/credit claimed. For example, we identified claims for the Education Credit for
individuals for whom the IRS did not receive a Form 1098-T, Tuition Statement, supporting the
fact that the individual claimed attended a post-secondary institution.

*************************************2****************************************
e s 3 st s she ke s s s st sheshe ke s sk st st shesheshe sk sk sk sk steske ke skosie sk sk skeske ke skeosk ) sk steskeske sk ks sk steskeske sk sk steskeske sk ki sk stttk ko ko stekoskokokok ko skokokok
************************************2****************************** ])epm“ﬁng

on the nature of the errors identified, the IRS may correspond with the taxpayer in an attempt to

obtain information needed to substantiate the validity of the refund claimed. **#*###Dkskckax
**************************************2***************************************

**************************************2***************************************
e s st st she ke ke s sk st st sheshe ke sk sk sk skeske ke 7) skt sk steskeske sk ks sk steskeskeskok sk sk skeskoskeokokok koskokokok TheseCheCkSEdSOidenﬁfy

conditions that may require further scrutiny. For example, if an individual files an amended tax
return and claims a dependent that was previously claimed on another tax return, the system
verifications used to process an original tax return would identify this occurrence, which could
result in the tax return being sent to the IRS Examination function for review or the IRS
notifying the taxpayer of the duplicate dependent use.

> The 44 amended tax returns may have contained more than one error.
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However, as we reported, the original tax return verification processes are not used to process
amended tax returns and, as a result, the IRS did not identify the errors associated with the 44 tax
returns we identified as questionable. As such, the IRS took no actions to ensure that the tax
benefits associated with the errors we identified were valid before the refund was paid. For
example, for those tax returns we identified with deductions and credits claimed without the
required tax form attached to the tax return, the IRS did not identify the missing form and
therefore did not correspond with the taxpayer to obtain the information needed to ensure that the
deduction or credit claim was valid. Based on the results of our sample, we estimate that the IRS
may have issued more than $439 million® in potentially erroneous tax refunds claimed on
187,4217 amended tax returns during Fiscal Year 2012. We forecast that the IRS could issue
more than $2.1 billion in potentially erroneous tax refunds claimed on amended tax returns over
the next five years.®

As previously mentioned, the IRS requires amended tax returns to be filed on paper. As such,
theIRSiS*******************************2**********************************
deRicloclsoliclicloclosiolior D Jecloiorclaclex  E-filed tax returns benefit the IRS and taxpayers
because both processing costs and error rates are lower than those for paper returns. To help

mﬂﬁeVethB]ﬁVelOfﬂCCUﬂK@’theIRS’S******************2**************************
s
e st sfesfe s s sfe st st st st steste st st st st sk sk st st s s s s s sk sk sk sk sk sk s sk skttt ) shestestestesteste stttk stestoskostostostostostoskoskoskoskok kol skokokokoskokokokokekokok

****************************************2*************************************
****************************************2*************************************
****************************************2*************************************

Radckickckor) Reckackkok k| Figure 2 compares the processes used to verify the accuracy of tax
refunds claimed on an original paper tax return with those used for an amended tax return.

% The point estimate projection is based on a two-sided 95 percent confidence level. We are 95 percent confident
that the point estimate is between $280,084,500 and $599,684,006.

7 The point estimate projection is based on a two-sided 95 percent confidence level. We are 95 percent confident
that the point estimate is between 136,874 tax returns and 237,969 tax returns.

¥ See Appendix IV. The five-year forecast is based on multiplying the base year by five and assumes, among other
considerations, that economic conditions and tax laws do not change. The actual amount of revenue protected is
contingent upon the IRS implementing an effective process to identify questionable amended tax returns and on the
extent that taxpayers can adequately substantiate their claims once contacted by the IRS.
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Figure 2: Comparison of Processes Used to Verify the Accuracy of Tax Refunds
Claimed on an Original Paper Tax Return and an Amended Tax Return

Original Paper Tax Return
Refund Verification Process

Amended Tax Return
Refund Verification Process

Taxpayer completes and mails Form 1040 to the IRS.

Taxpayer completes and mails Form 1040X to the
IRS.

The IRS assigns the Form 1040 a control number
used to identify and locate the return. The Form 1040
is then sent to the Document Perfection function,
which makes the return acceptable for processing
systems.

The Form 1040X is not sent to the Document
Perfection function to make it acceptable for electronic
processing systems. Instead, it is sent to the IRS
Submission Processing or Accounts Management
function for manual processing.

An IRS employee reviews the Form 1040 to ensure
that it is signed and that all required supporting
schedules are attached.

An IRS employee reviews the Form 1040X to ensure
that it is signed and that all required supporting
schedules are attached.

An IRS employee enters selected information from the
Form 1040 into the IRS tax return processing
systems.

**********************2***************************

***********************2**********************************

Systemic verifications are performed using the
information entered into the IRS tax processing
systems to ensure accuracy of the refund claimed.
Errors identified are sent to IRS employees for further
review.

né********************************
****************************2*****************************

****************************2*****************************

* * Flekkkkddek D dkdodkdkdkkdokk * * *% *kkkkk

However, the tools do not make a determination as to
the accuracy or validity of a taxpayer’s claim.

The IRS computer system mathematically verifies the
Form 1040. Once verification is completed with no
errors identified, the tax return is posted to the Master
File.?

An IRS employee mathematically verifies the
Form 1040X and uses the IRS’s Integrated Data
Retrieval System to manually input the accepted
adjustments into the taxpayer’s tax account on the
Master File.

If the processing of the return results in a tax refund,
the tax refund is sent to the taxpayer as a paper
check or deposited electronically into the taxpayer’'s
bank account.

If the adjustment based on the amended tax return
results in a tax refund, the tax refund is sent to the
individual as a paper check.

Source: TIGTA analysis of IRS tax return processing procedures and instructions.

° The IRS database that stores various types of taxpayer account information. This database contains individual,

business, and employee plans and exempt organizations data.
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Manual processing of amended tax returns results in the issuance of potentially
erroneous tax refunds

We found that the potentially erroneous refunds the IRS issued on at least 22 (50 percent) of the
44 amended tax returns we identified resulted from IRS employee error. For example, claims
were allowed without required information or supporting documentation, and errors in taxpayers’
math computations were not identified. Figure 3 summarizes the types of IRS employee errors
we identified for these 22 amended tax returns and the amount of the erroneously issued refunds.

Figure 3: Tax Examiner Errors Made on Amended Tax Returns

Number of Total Amount
Type of Error Amended Tax Returns Refunded

Missing Required Third-Party

Documentation 10 $14,769

Missing Required Forms/Schedules $15,156

Incorrect Math Calculations $13,384

kkkkkkkkkkkkkkkkk 1********************* Kkkkk 1***** *kkk 1****

$49,936

Source: TIGTA analysis of 259 amended tax returns claiming refunds during Fiscal Year 2012.

e st shesfe she s sfe st st st stesteste st st st st sk sk st s s s s s s sk s sk sk sk sk sk sk sk sk 7) shesteskestestestestestesteskeske stttk st skttt stk stoskoskokoskoskokoskokokokokokokokokokokok
e st s e ke e st st s e ke she st s s ke sk st st sk seskesteste s s ke shesteste sk st skesteste sk 7 sheskesteste skt skesteste skt sk stttk stesteokoskokoskokokokoskokotokokoskokokokokokokok ok
e st shesfesfe s sfe st st st stesteste st st st st sk sk st st s s s s sk sk sk sk sk sk sk sk sk sk sk 7) shesteskestestestestesteskeskeske stttk st stttk stk stoskoskoskok kol siolkokokokokokokokokokok
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e st shesfe she s s st st st st ste st st st st st sk sk st st s s s s s sk sk sk sk sk sk s s sk sk stttk ) shestestestesteste stk skttt skttt stostostoskoskokoskokokoskokokokokokokokokekokok
e st s s ke she st st s e ke sfe st s s ke sheste st sk seskesteste s s ke sk steste sk ke skeste stk sk sk skeoskeskesteosteskostoskeskesteostoloskoskostokokoskoloskokokokoskokokokokoskokokokokokokok ok
e st sfesfesfe s s st st st st steste st st st sk sk sk st s s s s s s sk s sk sk sk sk s s stk stttk ) shestestesteskesteskeskeskeoskoskoskoskoskostostostotostokoskokokoskokoskokoskokokokokokokekokok
e st s s ke she st st s e ke sfe st s s ke sheste st sk seskesteste s s ke skesteste sk steskeste stk sk sk skeskeske stttk sk steostoloskoskostotokoskoloskokokokoskokotokokoskokokokokokokok ok
e st sfeshe s s s st st st stesteste st st st sk sk sk st st s s s s sk sk s sk sk sk sk s sk sk sk skt ) shestestestestesteske stttk skt skttt stotostoskoskoskok kol skokoskokokokokokokokokok
Feste st s e ke st st sk sk sk ) stk sk steokokoskokoskokokoskokok kokokek

Page 6



Amended Tax Return Filing and Processing Needs
to Be Modernized to Reduce Erroneous Refunds,
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Processing cost savings and reduced taxpayer burden could be achieved by
modifying the Form 1040 for use in amending a tax return and expanding e-filing

The IRS could improve its detection and prevention of errors on amended tax returns by
modifying Form 1040 to allow taxpayers to use this same form to file and make corrections or

adjustments to their originally filed tax return, ###sskcieaciorcior ) dososciockookokokorsx
************************************2*****************************************

************************************2*****************************************
************************************2*****************************************
************************************2*****************************************
************************************2*****************************************
************************************2*****************************************
************************************2*****************************************
************************************2*****************************************
************************2***************************************** Iﬁgure4

provides an illustration of the income section of Form 1040X.

Figure 4. Income Section of Form 1040X

E 1 040x Deprar tment of the Treasary — ntomal Revenue Secoon
2 Amended U.S. Individual Income Tax Return OMEB No. 15450074
Flev. Decembes 2012) > Information about Form 1040X and its separate instructions is at www.irs.gov/form 1040x.
This retum is for calendar year | | 2012 2011 2010 2009
Other year. Enter one: calendar year or fiscal year (month and year ended)
Yiour fest naeme and subial L st ruamee Your social security number
¥ & jonl return, spouse’s fest name and rital | Lantname | Spouse’s social secunty number

Home addeess frumbeor and street). i you have a P O, box, soe ralrchons Apt no Your phons rumbse

City, town of post office, state, and ZIP code. i you have a faregn address, also complete spaces bolow (see mnstnachons)

Fcx ongn conrlry nawme Foresgn provinon/slale/courdy Faresgn postal code

Amended retum filing status. You must check one box even if you are not changing your filing status.
Caution. In general, you cannol change your filing status from joint to separate retums after the due date.

Single Mamed fling jointly Mamed Sling saparately
Qualtying widow{ed) Head of housshold (if the qualifying person is a child but not your dependent, ses instructions.)
Use Part Il on the back to explain any changes o et Boscin-prr_ri50y (ETNOSIRE
aciunted ot fcect oare) amn ot
[ncom and Mctions e s Sructonn) expldan o Part 11l

1 Adjusted gross income. If net operating loss (NOL) carryback is

included, check here SR N
2  Itemized deductions or standard deduction 2
3 Subtract line 2 from line 1 13|

Source: IRS.gov.

Furthermore, modifying Form 1040 could reduce taxpayer burden. We found that taxpayers
frequently use Form 1040 when preparing their amended tax return. These taxpayers submit a
revised Form 1040 with their amended tax return because they must work through the detailed
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computations required on an original tax return to recompute their tax benefits to be entered on
the Form 1040X. As a result, many taxpayers who file an amended tax return complete a revised
Form 1040 in addition to the Form 1040X. Of the 259 amended tax returns we reviewed,

126 (49 percent) included a revised Form 1040 with their amended tax return.

Significant processing cost savings could be achieved by modifying Form 1040 and enabling
taxpayers to e-file their amended tax return. For example:

° The IRS estimates that lt costs $498 to **************2************************
riicliclioior feckiclosiorsiosiiclk Using the IRS’s estimated costs, we determined
that the IRS could have potentially saved more than $6 million during Fiscal Year 2012 if
taxpayers were able to use a modified Form 1040 when filing their amended tax returns.

e The IRS could achieve an even greater savings if it allowed taxpayers to e-file the
modified Form 1040 to correct their original tax return. According to the IRS, taxpayers
e-filed 81.7 percent of Form 1040 individual income tax returns during Fiscal Year 2012,
and the IRS estimates that it costs $0.15 to process an e-filed Form 1040. Based on the
IRS’s estimated e-file cost and filing rate, the IRS could have potentially saved more than
$17 million during Fiscal Year 2012 if it had allowed taxpayers to e-file a modified
Form 1040.

It should be noted that of the 259 amended tax returns we reviewed, 207 (80 percent) taxpayers
e-filed their original tax return, which shows both a familiarity and preference to file their tax
returns using this method. In addition, in many States taxpayers can amend their State tax returns
using the same tax form used to file their original tax return and can e-file their amended tax
return. For example, 18 of the 43 States that have an individual income tax allow taxpayers to
use the original tax form to correct their State tax return. In addition, 18 of the 43 States allow
taxpayers to e-file amended tax returns. Figure 5 illustrates how taxpayers in Utah indicate that
the tax return being filed is an amended return.

Figure 5: Utah Individual Income Tax Return

[ Clear form I
40201 S Utah Individual Income Tax Return 0
S All State Income Tax Dollars Fund Education TC-40
T R — m—
Start Here-> e FORAMENDED RETURN - ENTER CODE {1 - 5) LI
3} from page §
SSN: NO dashes or blank spaces (USE ALL CAPS IN NAME AND ADDRESS FIELDS)

Your Social Security number P -

Your first name Last name
B
Spouse's Social Security number Spouse's first name Last name
>

Mailing address Telephone number

ﬁ" IMPORTANT! ‘ﬂ“ o

Social Security Number(s) Required

State ZIP +4 Foreign country (if not U. 3.}

Sourcé: Form TC-40, Utah Individual Income Tax Return.
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Representatives from New York and Utah informed us that they generally process an amended
tax return the same as an original tax return. For example, when taxpayers amend their State tax
return, it becomes the new return of record and is input into the State’s tax system, replacing the
original return. The amended return generally goes through the same validation and verification
processes as the original return. These representatives also stated that the original return
information is kept in case the information is ever needed.

When we discussed the benefits of modernizing the amended tax return process with IRS
management, they informed us that there are currently no plans to improve the filing and
processing of amended tax returns. IRS management stated that they do not offer e-filing or
ool icliclioiosk  ookicliciicloskoekk due to the cost of computer programming changes
and testing that would be necessary to implement this type of change. However, management
could not provide any associated cost/benefit analysis nor has management conducted any tests
or studies to determine the feasibility of changing its manual amended tax return processing
procedures.

Moreover, management’s position on this issue does not appear to consider the *##*# %
**********************************2*******************************************
*#2*#% The IRS continues to invest significant time and resources to modernize e-filing and
expand and improve its verification processes for original paper-filed returns in an effort to
prevent the erroneous issuance of refunds. Finally, because of the lack of action to improve
amended tax return filing and processing, there is continued additional burden on taxpayers and
inefficient use of resources by the IRS to process paper-filed amended tax returns. Given the
losses that result from the erroneous issuance of refunds, which we estimate total more than

$439 million each year, it does not appear to be prudent for the IRS to take no action to
modernize the processing of amended tax returns.

Recommendations

To reduce processing costs and taxpayer burden as well ag #*# sk stttk
*************2************************************ that amended tax return refund

claims are valid, the Commissioner, Wage and Investment Division, should:

Recommendation 1: Revise Form 1040 to enable taxpayers to amend their original tax return
using this form.

Management’s Response: The IRS disagreed with this recommendation. However,
the IRS stated it will consider the format and appearance of Form 1040X, Amended U.S.
Individual Income Tax Return, in conjunction with the implementation of e-filing of
amended returns. The IRS does not agree that revisions to Form 1040, U.S. Individual
Income Tax Return, are warranted at this time. The recommended changes to Form 1040
could result in a substantial increase in reporting burden and complexity for taxpayers
who file Form 1040 and related forms and schedules. Significant changes to existing
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systems would be necessary. A distinction would continue to exist between original and
amended returns, regardless of form appearance, and processing would continue to
follow existing procedures for adjusting the taxpayer’s account.

Office of Audit Comment: Although the IRS did not agree to revise Form 1040 at
this time, revising Form 1040X could improve the IRS’s ability to verify claims filed on
amended tax returns. Improvement will depend on whether the revision of Form 1040X
captures sufficient information from the taxpayer to enable the IRS to process the
amended tax returns using the same systemic verifications in place for original filed tax
returns.

Recommendation 2: Expand e-filing to include amended tax returns.

Management’'s Response: The IRS agreed with this recommendation. The IRS
stated the ability to e-file amended tax returns has been a long-term goal of the IRS for
the Modernized e-File platform. The business vision and high-level requirements for the
process are being developed and will be provided to the Information Technology
organization by the end of the 2014 Filing Season for a feasibility study and cost
estimate. However, the IRS indicated implementing an e-file option for amended returns
will be dependent on the availability of funding for information technology resources and
services, which is beyond the immediate control of the IRS. The IRS will consider the
corrective action to be completed with the submission of the business needs analysis to
the Information Technology organization.

Office of Audit Comment: Although the IRS agreed with our recommendation, the
IRS disagreed with our outcome measure of $17 million in potential processing cost
savings on the basis that our analysis assumed e-filed returns would require no further
processing or review prior to posting adjustments to taxpayers’ accounts. Our outcome is
based on e-file and paper tax return cost data provided by the IRS. The cost per tax
return data includes costs that may be incurred resulting from further processing or
review that may be needed prior to a tax return posting to a taxpayer’s account.

Recommendation 3: Conduct a review of the 44 amended tax returns that TIGTA identified
for which potentially erroneous refunds were issued to determine the proper tax liability.

Management’s Response: The IRS agreed with this recommendation. The IRS
reviewed the 44 accounts identified by TIGTA. Generally, the IRS agrees that
procedures were not followed for those identified as having processing errors. However,
the IRS disagrees that claims identified as being questionable were not processed
correctly. None of the claims met criteria for forwarding to the Compliance function for
further review and, in reviewing those cases, it appears that the initial questions were
resolved with additional research.
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Office of Audit Comment: Although the IRS agreed with our recommendation, the
IRS disagreed with our outcome measure of $2.1 billion in potential revenue the IRS
could protect by using the same systemic processes used to verify claims on originally
filed tax returns to verify amended tax return claims. In its response, the IRS noted that it
disagrees that the claims we identified as being questionable were not processed correctly
and that the validity of the claim can only be determined by an examination. As stated in
the report, the errors we identified included mathematical errors by both taxpayers as well
as IRS employees processing the amended tax return, deductions and credit claims made
without the required tax form attached to the tax return, and claims for deductions and/or
credits for which the IRS did not receive third-party information substantiating the
validity of the deduction/credit claimed. As also stated in the report, amended tax return
processes did not identify these 44 tax returns as questionable, whereas the systemic
processes the IRS uses to verify originally filed tax returns would have identified most of
the 44 questionable tax returns as needing additional scrutiny before the refund was paid.

Page 11



Amended Tax Return Filing and Processing Needs
to Be Modernized to Reduce Erroneous Refunds,
Processing Costs, and Taxpayer Burden

Appendix |

Detailed Objective, Scope, and Methodology

The overall objective of this review was to determine whether the IRS has controls in place to
ensure that amendments to tax returns resulting in tax refunds are appropriate. To meet this
objective, we:

L. Reviewed IRS procedures within the Submission Processing and the Accounts
Management functions to determine the controls in place for the processing of amended
tax returns. We also reviewed IRS procedures for identifying and referring questionable
amended tax returns to the Examination function.

II. Determined whether controls over the processing of individual amended tax returns
claiming refunds are effective at identifying and preventing questionable tax refunds.

A. Identified individual amended tax returns processed during Fiscal Year' 2012 that
were issued a tax refund of $500 or more. Using data from the TIGTA Data Center
Warehouse® for Fiscal Year 2012, we identified 1,103,230 adjustments that indicate
an amended individual income tax return with a refund of $500 or more was
processed.

We validated that the data we received were accurate and reliable by comparing the
data to the IRS Master File® throughout various steps of our data identification. We
determined the data were accurate and reliable.

B. Reviewed a statistically valid sample of 259 of 1,103,230 amended tax returns to
determine if the tax deductions and tax credits claimed appeared reasonable and the
tax return was processed correctly. A statistical sample was taken because we wanted
to estimate the number of amended returns in the population that were processed
incorrectly or had questionable refunds. Our sample size was based on a + 5 percent
precision, a 20 percent expected error rate, and a 95 percent confidence level. We
also determined whether taxpayers attached a revised Form 1040 with their amended
tax return. Our sampling methodology was verified by our contract statistician.

C. Contacted two States to determine how they process individual amended tax returns.
We judgmentally selected the States we contacted based on the size of the State and

" A 12-consecutive-month period ending on the last day of any month. The Federal Government’s fiscal year begins
on October 1 and ends on September 30.

? Centralized storage and administration of files (which provides access to IRS data).

3 The IRS database that stores various types of taxpayer account information. This database contains individual,
business, and employee plans and exempt organizations data.
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the existence of a State income tax system.* We selected a judgmental sample
because we did not intend to project characteristics of the population of States.

I1I. Determined whether the IRS’s plans to accept amended tax returns electronically would
change the way the IRS processes amended tax returns. We calculated the potential cost
savings associated with systemically processing e-filed amended tax returns. We also
determined the number of States that accept amended returns electronically.

Internal controls methodology

Internal controls relate to management’s plans, methods, and procedures used to meet their
mission, goals, and objectives. Internal controls include the processes and procedures for
planning, organizing, directing, and controlling program operations. They include the systems
for measuring, reporting, and monitoring program performance. We determined the following
internal controls were relevant to our audit objective: the IRS’s policies, procedures, and
practices relating to the processing of amended tax returns and the identification of erroneous
claims on amended returns. We evaluated these controls through interviews with IRS

management, analysis of IRS policies and procedures, and review of amended income tax returns
filed by taxpayers.

* A judgmental sample is a nonstatistical sample, the results of which cannot be used to project to the population.
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Appendix IV

Outcome Measures

This appendix presents detailed information on the measurable impact that our recommended
corrective actions will have on tax administration. These benefits will be incorporated into our
Semiannual Report to Congress.

Type and Value of Qutcome Measure:

e Revenue Protection — Potential; $439,884,253 ($2,199,421,265" over five years) of erroneous
refunds to 187,421 taxpayers filing questionable claims on amended returns (see page 3).

Methodology Used to Measure the Reported Benefit:

The IRS denotes an amended return claim with a Transaction Code 971 with an Action Code 010
or 120. The IRS denotes a tax refund with a Transaction Code 846. We conducted computer
analysis of the Individual Master File” and identified 1,103,230 transactions indicating that an
amended return was filed during Fiscal Year’ 2012 for which a refund of $500 or more was
issued to the taxpayer. We selected a statistically valid sample of 259 of the 1,103,230 amended
return transactions. Our sample was selected using a 95 percent confidence level and a

+ 5 percent precision.

Our analysis of the 259 amended return transactions identified 44 amended tax returns for which
all or part of the refund issued was potentially erroneous. Our analysis also identified

13 transactions that were incorrectly coded by the IRS as amended tax returns when in fact the
adjustments were not related to an amended tax return.

To estimate the total number of amended tax returns with potentially erroneous refunds, we first
computed the error rate based on the 246 of the 259 transactions in our sample that represented
an amended tax return (44/246 = 17.89 percent). We then computed the error rate based on the
full sample of 259 transactions (44/259 = 16.99 percent). The difference between the error rate
associated with an amended tax return and the error rate for all transactions in our sample,

! The five-year forecast for potential revenue protection is based on multiplying the base year by five and assumes,
among other considerations, that economic conditions and tax laws do not change. The actual amount of revenue
protected is contingent upon the IRS implementing an effective process to identify questionable amended tax returns
and on the extent that taxpayers can adequately substantiate their claims once contacted by the IRS.

? The IRS database that stores various types of taxpayer account information. This database contains individual,
business, and employee plans and exempt organizations data.

3 A 12-consecutive-month period ending on the last day of any month. The Federal Government’s fiscal year begins
on October 1 and ends on September 30.
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including those that are not associated with an amended tax return, represents the portion of the
1,103,230 transactions in our population that are likely not the result of an amended tax return.
To ensure that our projection adequately reflected the potential number of transactions in our
population that are not the result of an amended tax return, we multiplied the 1,103,230 amended
tax return transactions by the adjusted error rate of 16.99 percent, resulting in an estimated
187,421* amended tax returns with a potentially erroneous refund processed during Fiscal

Year 2012.

To estimate the amount of potentially erroneous refunds issued, we computed the average
erroneous refund amount associated with the 44 amended tax returns we identified with an
erroneous refund. The 44 amended tax returns we identified had potentially erroneous refunds
totaling $103,269.51. We then divided the $103,269.51 by the sample size of 259, resulting in a
sample average of $398.72.° By multiplying $398.72 by the population of 1,103,230, we project
that the IRS could potentially issue $439,884,253° in erroneous refunds. We forcast the IRS
could potentially issue $2,199,421,265 in erroneous refunds over the next five years
($439,884,253 x 5).

The computation of our statistical sample size was reviewed by our contract statistician. The
projections of our audit results were computed by our contract statistician. In addition, the IRS
was provided for review each of our 44 exception cases. The IRS agreed with our assessment
that the errors we identified resulted in taxpayers potentially receiving an erroneous refund.

Type and Value of OQutcome Measure:

e Cost Savings (Funds Put to Better Use) — Potential; $17,061,129 in costs to systemically
process amended tax returns (see page 3).

Methodology Used to Measure the Reported Benefit:

The IRS processed 4,024,886 amended tax returns during Fiscal Year 2012. The IRS estimates

that lt costs $4 98 to ************************>X<>X<*****2*************************

3Fe ke s s s st sheshe s sk sk s st sheske sk sk sk s stestesle sk sk sk sk stesteskeskoskosk koot ) skt skoskoskoskeokoskok skokokokokokek ok According to the IRS
. s

taxpayers e-filed 81.7 percent of Form 1040 individual income tax returns during Fiscal

Year 2012. We used the IRS’s cost estimates and percentage of e-filed tax returns to estimate
the cost savings the IRS could have potentially realized by systemically processing amended tax
returns during Fiscal Year 2012.

* Our projection is based on a 95 percent confidence level and a precision (range) of + 50,548 (136,874 to

237,969 returns). Figures are rounded.

> In some instances, only a portion of the refund claimed on the amended tax return was in error. Figure is rounded.
® Our projection is based on a 95 percent confidence level and a precision (range) of + $159,799,753 ($280,084,500
to $599,684,006). Figures are rounded.
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° Estimated cost to process st st st st sheshesheshe ke shesheshesheskesheskeske ke sk sk sk stk skt stk ) sttt stk stk stk skok skokkokok
st st s ke she st st sk ke sk stk sk stesteokoskoko sk ) sieokokokotokokoskokoskokokokok

° Estimated cost to Systemically process ***********************2**************
e e e s st st sheshe e sk sk s sk sheshe sk sk st st sheske sk sk sk sk skeskeske ki sk ) steskeske koo sttt ki skokokokokoskok sokokokok

e Estimated cost to systemically process Feshe st st s e shesfe st s s ke skesteste sk sk stesteosk 7 sheskeo stk kol stokokoskokok ok

Based on our computed cost estimates, we estimate that the IRS could have saved $17,061,129

(320,043,932 - $2,489,553 - $493,250) if it had systemically processed amended tax returns
during Fiscal Year 2012.
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Appendix V

Form 1040X, Amended U.S.
Individual Income Tax Return

E 1 040x Department of the Treasury — Intemal Revenuss Service
5 548
& Amended U.S. Individual Income Tax Return OMB No. 15450074
{Rev. December 2012) » Information about Form 1040X and its separate instructions is at www.irs.gov/form 1040x.
This retum is for calendar year | 2012 [ 2011 [ 2010 [ 2009
Other year. Enter one: calendar year or fiscal year (month and year ended):
¥our first name and imtial | Last name | Your social security number
I & posint rvtum, spesse’s first name and initial Last name Spouse's social security number
Herme address (mamber and stroot), il you have a P.0. box, seo instruchons. Mg, no. | Your phone number
City, town of post office, state, and ZIF code. H you have a foreign address, also complete spaces bolow {see instruchions).
Foredgn country name Foreign provence/state/county Forowgn postal code

Amended retum filing status. You must check one box even if you are not changing your filing status.
Caution. In general, you cannot change your filing status from joint to separate retums affer the due date,

[ single ] Married filing jointly [[] Married filing separately
[] Qualifying widow(er) [_| Head of housshold (If the qualifying person is a child but not your dependent, seés instructions.)
Use Part lll on the back to explain any changes e Orighst dmoai) MiMletulimome— | e con
Income and Deductions T (:-x:::r::;:;!nrr\i .:ﬂu::;m ll i
1 Adjusted gross income. If net operallng loss tNOL} carryback s [
included, check here . . )1
2 Itemized deductlonsorslandard deductlun e 2
3 Subtractline 2 fromline1 . . 3
4  Exemptions. if changing, e.omplele Part I on paga 2 and anur ths
amount from line 30 . . SO i . 4
5 Taxable income. Subtract I|na4 IromllneS R S S -
Tax Liability
6  Tax. Enter method used to figure tax:
6
7 Credits. If geﬂEraI busmaﬁs crednt carryback is mcluded check
here. Lol T
8  Subtract line 7 lrom Imab‘ Irtha r&‘.un is zero or less enlsr O- .8
8 Other taxes s k]
10 Total tax. Add lines B and 9 10
Payments
11 Federal income tax withheld and excess social security and tier 1 RRTA
tax withheld (if changing, see instructions} . . . . . 1
12 Estimated tax payments, mcludlng amount applned I’rnm prlor year's
return . . . eowon | 12
13 Eamed mocmscmdlt{EIC} S — R 13
14 Refundable credits from Schedulefs) [ 8812 or [_|Mor Formis) []2439
[(J4136 [ss0s [Jssor [Jss12(zoos-2o11) [sszs [Jssss
[“Js88s or [ lother (specity) 14
15 Tol.al amount paid with request for extension of time to file, tax pald with onglnaj return, and addrtlonat
tax paid after retumwas filed . . . . . 3 |15
16  Total payments. Add lines 11 through 15 . . A 16 |

Refund or Amount You Owe (Note. Allow 8-12 wwks bo process Fonrn max)

17  Overpayment, if any, as shown on original return or as previously adjusted by the IRS.

18  Subtract line 17 from line 16 (If less than zero, see instructions) . .

19 Amount you owe. If line 10, column C, is more than line 18, enter the dtffsrance E

20  Ifline 10, column C, is less than line 18, enter the difference, This is the amount overpald on thls returrl 20 |

21 Amount of line 20 you wantrefundedtoyou . . . . . . . . . . . . . . . L .. 21

22  Amount of line 20 you want applied to your (enter year): estimated tax . i_22_' )
Complete and sign this form on Page 2.

For Paperwork Reduction Act Notice, see instructions. Cat. Mo. 113600 Form 1040X ey, 12-2017)
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Form 1040X (Fev, 12-2012) Page 2
m_Examptions
Complete this part only if you are:

* Increasing or decreasing the number of exemptions (persenal and dependents) claimed on line 6d of the return you are amending, or

* Increasing or decreasing the exemption amount for housing individuals displaced by a Midwestemn disaster in 2009.
A. Original number

. . N . of exemplions or C. Comect
See Form 1040 or Form 10404 instructions and Form 1040X instructions. amount roported or | B. Net change number
a% praviousy or amount
adustad
23 Yourself and spouse. Caution. If someocne can claim you as a
dependent, you cannot claim an exemption for yourself . . . . . . |23
24  Your dependent children who lived withyou . . 24
25  Your dependent children who did not live with you due to dwcrce or separatmn 25
26  Other dependents . . . - a 26
27  Total number of exemphcn& Md I|nes 23 thmugh 26 e own 27

28  Multiply the number of exemptions claimed on line 27 by the exemptucn
amount shown in the instructions for line 28 for the year you are
amending. . . . . 28

29 If you are claiming an exemphon amount for housmg individuals
displaced by a Midwestern disaster, enter the amount from Form 8914,
line 6for2009 . . 29

30 Add lines 28and 29, Enter tha rasult hErB znd on Ilna 4 on page 1 of thls forrn 30

31 List ALL dependents (children and others) claimed on this amended return. If more than 4 dependents, see instructions.

(d) Check box if qualifying

child for child tax credit (see
instructions)

. {b) Dependeant's social ({c) Dependent's
(a) First name Last name sacurity numbear relationship to you

Il Presidential Election Campaign Fund
Checking below will not increase your tax or reduce your refund.
[] Check here if you did not previously want $3 to go to the fund, but now do.
[] Check here if this is a joint retum and your spouse did not previously want $3 to go to the fund, but now does.
Explanation of cf In the space provided below, tell us why you are filing Form 1040X.

P Attach any supporting documents and new or changed forms and schedules.

Sign Here
Remember to keep a copy of this form for your records.
Under penalties of perjury, | declare that | have filed an original retum and that | have examined this amended retum, including accompanying

schedules and statements, and to the baest of my knowledge and beliaf, this amended ratum is true, comect, and complete. Declaration of preparer
{other than taxpayer) is based on all information about which the preparer has any knowledge.

Your signature Diata Spouse's signatura. I a pnt raturm, both must sign. Date
Paid Preparer Use Only
»
Proparers signature Dratar Firm's name (or yours if self-employed)
Prnt/lype prepares's name Firm's address and 2P code
[ Check it sell-emplayed
FTIN Phone number EIN
For forms and publications, visit IRS. gov, Form 1040X Fev. 12-2012)

Source: IRS.gov.
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Appendix VI

Management’s Response to the Draft Report

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
ATLANTA, GA 30308

COMMISSIONER

WAGE AND INVESTMENT DIVISION MAR 1 7 2014

MEMORANDUM FOR MICHAEL E. MCKENNEY
ACTING DEPUTY INSPECTOR GENERAL FOR AUDIT

FROM: Debra Holland \Sfsaa. t&ciQand

Commissioner, Wage and Investment Division

SUBJECT: Draft Audit Report — Amended Tax Return Filing and Processing
Needs to be Modernized to Reduce Erroneous Refunds,
Processing Costs, and Taxpayer Burden (Audit # 201240043)

Thank you for the opportunity to review the subject draft report. As noted, taxpayers
may file amended tax returns for reasons ranging from correcting errors discovered on
original returns to electing certain economic relief provisions of the Internal Revenue
Code. The ability to carry back some losses, such as net operating losses and casualty
losses suffered in presidentially-declared disaster areas, to years in which taxable
income was realized can provide much-needed financial relief to taxpayers in hardship
situations.

We agree that automation of the amended return process, to the greatest extent
possible, will result in improved efficiencies in taxpayer service and tax administration.
In a previous audit', the Treasury Inspector General for Tax Administration (TIGTA)
reported that the planned functionality for the Modernized e-File system (MeF) included
the ability to electronically file amended individual income tax returns. As the MeF
system has proven capable of serving as the sole platform for receiving electronically
filed individual income tax returns, we are taking steps to move toward the desired
future state of electronic amended return filing.

In April 2013, the IRS initiated a process to define the business vision of the electronic
amended return process. Subject matter experts were assembled from affected
business functions to develop the system’s goals, objectives, and business
requirements. The appearance, or format, of the amended income tax return is also
being considered in conjunction with determining the system requirements and impacts
to the existing systems. At the end of the 2014 Filing Season, the requirements will be
documented and submitted to the Information Technology Division for an engineering
study and cost estimate. As with any major initiative, funding is the critical component

! System Errors and Lower Than Expected Tax Return Volumes Affected the Implementation of the
Modernized System for Individual Tax Return Processing (Reference Number 2010-40-111, Issued
September 8, 2010)
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between design and implementation. In these challenging budgetary times, automation
of the amended return filing process will compete for limited resources with other priority
needs and will be dependent on the availability of adequate funding.

Manually processing amended returns is dependent on employee diligence and
adherence to procedures. Because there is a risk of error, a suite of automated tools is
available for employee use when processing adjustments to taxpayer accounts. These
tools interface with the Master File and other supporting systems to ensure accounts
are researched for potential issues that could affect the processing of the amended
return and that adjustments are posted correctly. A tool specific for use with amended
returns performs systemic checks similar to those performed during automated
processing of original returns. It also provides employees with probe and response
screens to assist them in determining if an amended return should be referred for
review by the Examination function; provides checklist reminders for required
documents, and ensures adjustment amounts are correct before posting to the
taxpayer's account,

We are also concerned with the accuracy of claims submitted on amended returns.

The IRS began a study in October 2012 to measure tax law compliance as it relates to
amended returns. The study is currently exploring the issues that drive non-compliance.
The next step will be to identify improvements to non-compliance treatment and
mitigation strategies.

We disagree with the outcome measure of $2.1 billion dollars in revenue protection over
a five-year period. The TIGTA's analysis includes questionable claims in the
computation of erroneous refunds paid. It is important to note that questionable claims
do not summarily equate to erroneous claims. The validity of a claim can only be
determined by an examination of the claim itself. The questionable claims identified in
the TIGTA’s sample did not meet the minimum criteria for referral to the Compliance
function for additional review and possible selection for audit. Further, our review of the
exception cases identified several where we disagree that procedural errors were made,
or that the claims remain questionable after additional research was performed.

We also disagree with the outcome measure of $17 million to be achieved from
systemically processing amended tax returns. Electronic filing of amended tax returns
will yield savings associated with the basic validity checks that can be performed by the
MeF system; however, amended returns, like original returns, often reflect complex sets
of facts and circumstances for which it is not practical to program validation routines. In
those cases, even with electronic filing, returns are, and will continue to be, flagged for
additional review. The TIGTA’s analysis assumes electronically filed returns would
require no further processing or review prior to posting adjustments to taxpayer
accounts.
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Attached are our comments to your recommendations. If you have any questions,
please contact me, or a member of your staff may contact lvy McChesney, Director,
Customer Account Services, Wage and Investment Division, at (404) 338-8910.

Attachment
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Attachment
Recommendations

To reduce processing costs and taxpayer burden as well ag #*¥## sk sk wodokkododkox
************2************************to ensure that amended tax return refund
claims are valid, the Commissioner, Wage and Investment Division, should:

RECOMMENDATION 1
Revise the Form 1040 to enable taxpayers to amend their original tax return using this
form.

CORRECTIVE ACTION

We will consider the format and appearance of Form 1040X, Amended U.S. Individual
Income Tax Return, in conjunction with the implementation of electronic filing of
amended returns. We do not agree that revisions to Form 1040, U.S. Individual Income
Tax Return, are warranted at this time. The recommended changes to the Form 1040
could result in a substantial increase in reporting burden and complexity for taxpayers
who file the Form 1040 and related forms and schedules. Significant changes to existing
systems would be necessary. A distinction would continue to exist between original and
amended returns, regardless of form appearance, and processing would continue to
follow existing procedures for adjusting the taxpayer's account.

IMPLEMENTATION DATE
N/A

RESPONSIBLE OFFICIAL
N/A

CORRECTIVE ACTION MONITORING PLAN
N/A

Recommendation 2
Expand e-filing to include amended tax returns.

CORRECTIVE ACTION

The ability to electronically file amended tax returns has been a long-term goal of the IRS
for the Modernized e-File platform. The business vision and high-level requirements for
the process are being developed and will be provided to Information Technology (IT) by
the end of the 2014 Filing Season for a feasibility study and cost estimate. Implementing
an e-file option for amended returns will be dependent on the availability of funding for
IT resources and services, which is beyond the immediate control of the IRS. We will
consider the corrective action to be completed with the submission of the business needs
analysis to the IT function.
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IMPLEMENTATION DATE
March 15, 2015

RESPONSIBLE OFFICIAL
Director, Accounts Management, Customer Account Services, Wage and Investment
Division

CORRECTIVE ACTION MONITORING PLAN
We will monitor this corrective action as part of our internal management control
system.

Recommendation 3
Conduct a review of the 44 amended tax returns that TIGTA identified in which
potentially erroneous refunds were issued to determine the proper tax liability.

CORRECTIVE ACTION

We have reviewed the 44 accounts identified by the Treasury Inspector General for Tax
Administration. Generally, we agree that procedures were not followed for those
identified as having processing errors. We disagree that claims identified as being
questionable were not processed correctly. None of the claims met criteria for
forwarding to the Compliance function for further review and, in reviewing those cases,
it appears that the initial questions were resolved with additional research.

IMPLEMENTATION DATE
Completed, September 3, 2013

RESPONSIBLE OFFICIAL
Director, Accounts Management, Customer Account Services, Wage and Investment
Division

CORRECTIVE ACTION MONITORING PLAN
N/A
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