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SUBJECT: Final Audit Report — Most Automated Underreporter Program Notices
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(Audit # 200840003)

This report presents the results of our review to determine whether the information provided to
taxpayers in notices issued by the Wage and Investment Division Automated Underreporter
Program (hereafter referred to as the AUR Program or the Program) are complete and accurate.
This audit was conducted as part of our Fiscal Year (FY) 2008 Annual Audit Plan and addresses
the Taxpayer Protection and Rights management challenge.

Impact on the Taxpayer

The AUR Program is an important component of the Internal Revenue Service’s (IRS) efforts to
ensure voluntary taxpayer reporting compliance. This Program uses third-party payer
information (such as that from banks and brokers) to determine whether taxpayers have reported
all of their income. Notices are sent advising taxpayers of additional tax on any unreported
income. While most AUR Program notices were correct, some taxpayers were negatively
affected by inaccurate information on the notices. We believe these taxpayers agreed to
inaccurate assessments as a result of the confusion caused by the complexity of the notices.

Synopsis

The Computer Paragraph (CP) 2000 notice is the primary notice that the IRS issues to taxpayers
as a result of underreporting discrepancies. During FY 2007, the Wage and Investment Division
AUR Program closed approximately 1.3 million cases after sending notices to taxpayers for
underreporting discrepancies identified on their Tax Year 2005 returns.
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To evaluate whether the notices are accurate, we selected and analyzed a statistically valid
random attribute sample of AUR Program notices sent to 138 taxpayers by the Wage and
Investment Division in FY 2007 and found that 7 (5.1 percent) taxpayers were sent inaccurate
information on CP 2000 notices. In our sample, employee errors on CP 2000 notices resulted in
taxpayers being both overassessed $18,968 and underassessed $1,146 in tax. Based on our
analysis, we estimate that in FY 2007, 48,669 taxpayers received CP 2000 notices with
inaccurate information that might have resulted in overassessments of tax. We also estimate that
an additional 19,468 taxpayers might have been erroneously underassessed tax as a result of

CP 2000 notices with inaccurate information. If the numbers of AUR Program notices issued by
the Wage and Investment Division remain constant over the next 5 years, we estimate that
243,345 taxpayers might be overassessed tax and 97,340 taxpayers might be underassessed tax
based on erroneous information in the CP 2000 notices.

During our discussions with the IRS, AUR campus® site management stated that these problems
resulted from employee mistakes. However, we believe that the complexity of the CP 2000
notices might also be a contributing factor. In fact, during FY 2007, customer satisfaction
surveys for the Wage and Investment Division AUR Program indicated that, depending on the
survey quarter, 24 percent to 32 percent of the taxpayers stated that their primary reason for
calling the IRS was to have someone explain the CP 2000 notice to them. The complexity of the
CP 2000 notice could be why some taxpayers do not question the information provided on the
notice even when that information is incorrect.

In addition, although required by the Internal Revenue Manual, some of the Wage and
Investment Division AUR Program campus site managers did not always comply with the
requirement to submit a corrective action plan when the weekly notice quality review error rate
exceeded 10 percent. During the first 7 months of FY 2008, there were 12 occasions when the
campus sites should have submitted corrective action plans to the Program Office because their
weekly notice error rates exceeded 10 percent. However, the sites submitted only

5 (41.7 percent) corrective action plans, and only 3 (25 percent) of these corrective plans were
submitted within the 2-day requirement.?

Although the IRS has established a quality review process for identifying employee errors on
notices, Wage and Investment Division AUR Program management has not ensured that campus
site managers consistently take action to address notice inaccuracies. In addition, as of
September 2007, 261 (28.6 percent) of the 911 employees in the Wage and Investment Division
AUR campus sites had fewer than 2 years experience.

! Campuses are the data processing arm of the IRS. The campuses process paper and electronic submissions, correct
errors, and forward data to the Computing Centers for analysis and posting to taxpayer accounts.

% The Austin AUR campus site did not have a weekly notice error rate exceeding 10 percent during the first

7 months of FY 2008.
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Wage and Investment Division AUR Program management stated that increased oversight of the
quality program has led their sites to become more involved in establishing corrective action
plans, developing error tracking reports, and resolving procedural issues with their employees.
However, we believe that more action is needed. The combination of inexperienced staff and
site managers who were not adequately addressing employee errors has resulted in a higher rate
of inaccurate CP 2000 notices being issued to taxpayers.

Recommendations

We recommended that the Director, Compliance, Wage and Investment Division, 1) ensure that
AUR Program management incorporates additional information on notice review procedures and
quality service expectations into its refresher training for Program employees, 2) coordinate with
the Small Business/Self-Employed Division to simplify the CP 2000 notices issued by the
Program, and 3) ensure that Program management monitors campus site compliance with
requirements to submit and implement corrective action plans when notice review error rates
exceed 10 percent.

Response

IRS management agreed with all of the report recommendations. AUR Program management is
finalizing Continuing Professional Education training materials that include a lesson on quality
notice review procedures and quality service expectations. This training will be provided as

part of the FY 2009 mandatory training and delivered during the first quarter of FY 2009.

In addition, the Wage and Investment Division will coordinate with the Small Business/
Self-Employed Division, Office of Taxpayer Burden; the Notice Task Force Team; and other key
stakeholders to improve the clarity, readability, and accuracy of the CP 2000 notices they issue.
This process will likely span 2 or 3 years based on prior CP 2000 notice revisions and will
require input via external and internal focus groups, notice design, and testing prior to full
implementation.

IRS management has issued to the AUR campus sites a reminder of the Internal Revenue Manual
requirement to timely develop, implement, and submit corrective action plans when notice
review error rates exceed 10 percent. They will follow up on this requirement during periodic
meetings with the campuses. The AUR Program management staff will create a site on the
Compliance function shared drive for the 3 AUR campus sites to post weekly notice review
results and action plans when the error rate exceeds 10 percent, allowing prompt notification to
AUR Headquarters. The web site will be fully implemented after completion of briefing
sessions with site management and quality coordinators.

While IRS management agreed with our recommendations and conclusions, they did not believe
that our sample size was large enough to make reliable projections to the population. As a result,
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the IRS disagreed with some of the outcome measures in Appendix IV of this report. We believe
that our sample size was appropriate and our projections accurate. The purpose of audit
sampling is to identify potential problems and to quantify their effect to the extent possible. We
balance the cost of audit oversight with the fiscal expectations of Congress and the taxpaying
public. While a larger sample might identify less common errors, our sample was adequate to
identify and quantify the issues found with the accuracy of AUR Program CP 2000 notices that
our recommendations and related outcome measures address. 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. Please contact me at (202) 622-6510 if you have questions or

Michael E. McKenney, Assistant Inspector General for Audit (Wage and Investment Income
Programs), at (202) 622-5916.
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Background

The Automated Underreporter Program (hereafter referred to as AUR Program or the Program)
is an important component of the Internal Revenue Service’s (IRS) efforts to ensure voluntary
taxpayer reporting compliance. During Fiscal Year (FY) 2007, nearly 3.5 million taxpayers were
contacted by the AUR Program, resulting in more than $5 billion in additional tax assessments.

Twice a year, the AUR Program matches taxpayer income and deductions submitted on
information returns by third parties (e.g., employers, banks, brokerage firms, and other payers)
against amounts reported by taxpayers on their individual income tax returns. The 2 matches
identify approximately 15 million potential underreporter cases. However, due to resource
constraints, the Program can work only about 4.5 million cases annually, with approximately
one-half of these cases being worked in the Wage and Investment Division and the remainder in
the Small Business/Self-Employed Division.

Once selected, the AUR Program cases are distributed to six campus sites* for processing. When
the campus sites receive their inventory, tax examiners manually review each case.? After
analyzing the tax returns, tax examiners are sometimes able to immediately resolve the
underreporting discrepancies—no further actions are taken with these cases.

In the remaining cases, tax examiners will request additional information from taxpayers by
sending a Computer Paragraph (CP) 2501 and/or a CP 2000 notice.® Figure 1 shows how the
IRS adjusts the taxpayer’s income as a result of an identified underreporting issue, as well as
proposes a corresponding tax assessment on the CP 2000 notice. Appendix V provides an edited
example of a complete CP 2000 notice that would be issued to a taxpayer.

! Campuses are the data processing arm of the IRS. The campuses process paper and electronic submissions, correct
errors, and forward data to the Computing Centers for analysis and posting to taxpayer accounts. The six AUR
campus sites include Atlanta, Georgia; Austin, Texas; and Fresno, California, in the Wage and Investment Division
and Brookhaven, New York; Ogden, Utah; and Philadelphia, Pennsylvania, in the Small Business/Self-Employed
Division.

2 Tax examiners analyze more than 95 percent of the cases worked by the AUR Program. The remaining cases are
systemically processed without any tax examiner review.

® The CP 2000 notice is an IRS letter sent to a taxpayer to resolve discrepancies between income, credits, and/or
deductions claimed on a tax return and those reported by a third party, as well as to propose an additional tax
assessment. In some cases, a CP 2501 notice will be issued before a CP 2000 notice. The CP 2501 notice is similar
to the CP 2000 notice in that it is used by the IRS to resolve discrepancies between income, credits, and/or
deductions claimed on a tax return and those reported by a third party. However, the CP 2501 notice does not
propose an additional tax assessment. If the taxpayer agrees with the CP 2501 notice or does not respond, the IRS
will issue a CP 2000 notice.
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Figure 1. Hypothetical Example of Information Contained in a
CP 2000 Notice

3. Changes to Your Return

Note: We only show the items that have been affected by the information we received in the following chart.
All other items are correct as shown on your return. Unless noted, line numbers always refer to the line
number on your tax return.

Changes to Your Income and Shown on Reported to IRS Difference
Deductions Return or as Corrected
SECURITIES $0 $ 23,000 $ 23,000
Income Net Difference $23,000
Total Change to Taxable Income $ 23,000
Changes to Your Shown on As Corrected Difference
Tax Computation Return by IRS
Taxable Income, line 43 $ 204,000 $ 227,000 $ 23,000
Tax, line 44 $ 48,000 $ 55,500 $ 7,500
Alternative minimum tax, line 45 $ 4,000 $ 3,900 $-100
Total Tax, line 63 $ 52,000 $ 59,400 $7,400
Net Tax Increase $ 7,400
Summary of
Proposed Changes
Amount of Tax Increase $7,400
Accuracy-Related Penalty, IRC Section 6662(a) $1,500
Interest, IRC Section 6601, From 04/02/2006 To
05/01/2007 $ 800
Total Amount You Owe $9,700

Source: IRS-provided copy of a CP 2000 notice. We added numerical information for illustrative purposes
only.

If the taxpayer provides supporting documentation and the tax examiner determines that the
income, credits, and/or deductions reported on the tax return are correct, the case is closed with
no changes to the taxpayer’s account. However, if the examiner determines that the income,
credits, and/or deductions reported on the tax return are not correct and the taxpayer agrees, the
IRS will assess additional tax based on the CP 2000 notice and close the case as agreed. If the
taxpayer does not agree or does not respond to the CP 2000 notice within the required time
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period, the IRS will issue a Statutory Notice of Deficiency* and assess additional tax. Figure 2
compares the number of Statutory Notices issued to the number of default assessments against
taxpayers who did not respond to CP 2000 notices in FYs 2006 and 2007.

Figure 2. Comparison of Statutory Notices Issued to Default
Assessments for FYs 2006 and 2007

Fiscal Year 2006 2007

Statutory Notices Issued 2,980,619 3,340,951
Default Assessments 1,752,841 2,145,715
Rate of Default Assessments 59 percent 64 percent

Source: Wage and Investment Division AUR Program Office.

The IRS estimates that for FY 2007, 91.8 percent of the AUR Program notices issued to
taxpayers were accurate. However, in June 2007, the IRS Oversight Board® raised concerns
about taxpayers receiving AUR Program notices with inaccurate information. These issues
included capital gains, dividend income, and State income tax refunds reported on individual tax
returns.

This review was performed at the Wage and Investment Division AUR Program Office in
Atlanta, Georgia, and the AUR campus sites in Atlanta, Georgia; Austin, Texas; and

Fresno, California, during the period November 2007 through May 2008. We conducted this
performance 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. Detailed information on our audit objective, scope, and
methodology is presented in Appendix I. Major contributors to the report are listed in
Appendix II.

* An IRS letter sent to taxpayers notifying them of an increase in the amount of taxes they owe.

® The nine-member IRS Oversight Board was created by Congress under the IRS Restructuring and Reform Act of
1998 [Pub. L. No. 105-206, 112 Stat. 685 (codified as amended in scattered sections of 2 U.S.C., 5 U.S.C. app.,
16 U.S.C,19U.S.C.,,22U.S.C,,23U.S.C,26 US.C.,31U.S.C,,38U.S.C.,and 49 U.S.C.)]. The Board’s
responsibility is to oversee the IRS in its administration, management, conduct, direction, and supervision of the
execution and application of the internal revenue laws.
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Results of Review

In Some Instances, the Complexity of the Computer Paragraph 2000
Notices Might Have Resulted in Taxpayers Agreeing to Erroneous Tax
Assessments

The CP 2000 notice is the priniary notice that the IRS issues to taxpayers as a result of
underreporting discrepancies. It is a complex, multipage document that compares income, crelit,
and/or deduction information reported to the IRS by third parties to the intormation provided by
the taxpayer on his or her tax return, During FY 2007, the Wage and Investment Division

AUR Program closed more than 1.3 million cases after sending notices to taxpayers tor
underreporting discrepancies identitied on their Tax Year 2005 returns,

From this population, we selected and analyzed a statistically valid random attribute sample of
AUR Program notices sent to 138 taxpayers and found that 7 (5.1 percent) were sent inaccurate
information on CP 2000 notices in FY 2007, Figure 3 lists the types of employee errors that
resulted in inaccurate information being sent to taxpayers on CP 2000 notices issued by the
Wage and Investment Division.

Figure 3: Types of IRS Errors Found on CP 2000 Notices Issued by the
Wage and Investment Division in FY 2007

1) Erroneously disallowed taxes withheld.

2) Ignored reported losses on the tax return.

3) Erroneously duplicated taxpayer income when making tax assessments.

4) Ignored information that was propetly reported on the tax return.

5) Made a miscalculation that resulted in a lower tax assessment.

6) Did not assess tax on additional income claimed by taxpayer.
Sovirce: Qur ancdysis of sampled CP 2000 notices issued in FY 2007.

In our sample, employee errors on 5 C'P 2000 notices issued by the Wage and Im estment
Division resulted in taxpayers being overassessed $18,968 in taxes. Infl._ = |cases, these
taxpayers did not question the mformation provided on the CP 2000 notices even though the
information was incotrect. We believe that the complexity of the CP 2000 notice may be the
reason why taxpayers agreed to the maccurate information. However, not all employee errors in
our sample of notices resulted in taxpayers being overassessed tax. Insome cases, emplovee
errors resulted in taxpayers not being properly assessed all the taxes they owed. !
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During our discussions with the IRS, AUR campus site management stated that these problems
resulted from employee mistakes. However, we believe that the complexity of the CP 2000
notice might also be a contiibuting factor, Taxpayers have long complained about the
complexity of the CP 2000 notice. In November 2004, the IRS revised the C'P 2000 notice in an
effort to reduce taxpayer contusion and improve taxpayers’ understanding of why the IRS was
contacting them about their underreporting discrepancies. While the IR S has provided more
information in the revised CP 2000 notice, we believe that the complexity of the notice continues
to be a major source of taxpaver confusion.

For example, the IRS measures taxpayer satisfaction with its various programs through periodic
customer satisfaction surveys. These surveys allow taxpayers to provide feedback and rate their
satisfaction level (i.e., satisfied, dissatisfied, or neither satisfied nor dissatistied) with the
customer service provided by the IRS. Even though the IRS revised the CP 2000 notice, the
level of taxpayer satistaction with the ease of understanding notices issued by the Wage and
Investment Division AUR Program based on the customer satisfaction surveys has not changed
significantly. In fact, depending on the survey quarter, 24 percent to 32 percent of the taxpayers
responding to these surveys in FY 2007 stated that their primary reason for calling the IRS was
to have someone explain the AUR Program notice to them. Figure 4 compares the level of
taxpayer satisfaction with the ease of understanding the AUR Program notices for FYs 2004
through 2007. '

Figure 4: Comparison of Taxpayer Satisfaction With the Ease of

Understanding AUR Program Notices Issued by the
Wage and Investment Division

Percentage of T'lxl)l?;flztigﬁc‘:fikre Percentage of
Fiscal Year | Taxpayers Who Are | paver: up Taxpayers Who Are
Dissatisfied Neither Satisfied Satisfied
e Nor Dissatisfied '
2004 21% 26% 53%
2005 18% 30% 520
2006 17% 28% 54%
2007 15% 30%% 55%

Source: Wage and hivestment Division AUR Customer Sctisfitction Survevs for F¥s 2004-2007. Due to
rounding, not ol percentages add to 100 percent.
Those taxpayers who replied on the Wage and Investiment Division customer satisfaction swrveys
that they were dissatisfied with the ease of understanding the AUR Program notices were aslked

Page 3




Most Automated Underreporter Program Notices Are Correct;
However, Additional Oversight Is Needed

why they responded negatively. Some taxpayers expressed confusion resulting from the
complexity of the AUR Program notices.

Other taxpayers commented on the lack of clarity with the intormation contained in the
AUR Program notices.

Therefore, the complexity of the C'P 2000 notice could be why some taxpayers do not question
the information provided on the notice even when that intormation is incorrect, These taxpavers
pay whatever the IRS tells them they owe.

Based on our analysis of a sample of FY 2007 AUR Program notices issued by the Wage and
Investment Division, we estimate that 48,669 taxpavers received CP 2000 notices with
inaccwate information that might have resulted in overassessments of tax. We also estimate that
an additional 19,468 taxpayers might have been erroneously underassessed tax as a result of

C'P 2000 notices with inaccurate information. It the numbers of AUR Program notices issued by
the Wage and Investment Division remain constant over the next 5 vears, we estunate that
243,345 taxpayers might be overassessed tax and 97,340 taxpayers might be underassessed tax
based on erroneous information in the CP 2000 notices.
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Recommendations

The Director, Compliance, Wage and Investment Division, should:

Recommendation 1: Ensure that Wage and Investment Division AUR Program management
incorporates additional information on notice review procedures and quality service expectations
into its refresher training for Program employees.

Management’s Response: IRS management agreed with this recommendation.
AUR Program management is finalizing Continuing Professional Education training
materials that include a lesson on quality notice review procedures and quality service
expectations. This training will be provided as part of the FY 2009 mandatory training
and delivered during the first quarter of FY 20009.

Recommendation 2: Coordinate with the Small Business/Self-Employed Division to
simplify the CP 2000 notices issued by the AUR Program.

Management’'s Response: IRS management agreed with this recommendation. The
Wage and Investment Division will coordinate with the Small Business/Self-Employed
Division, Office of Taxpayer Burden; the Notice Task Force Team; and other key
stakeholders to improve the clarity, readability, and accuracy of the CP 2000 notices they
issue. This process will likely span 2 or 3 years based on prior CP 2000 notice revisions
and will require input via external and internal focus groups, notice design, and testing
prior to full implementation.

While IRS management agreed with the above recommendations, they did not believe
that our sample size was large enough to make reliable projections to the population. As
a result, the IRS disagreed with the projected outcome measures in Appendix IV—
Taxpayer Rights and Entitlements for 243,345 taxpayers and Increased Revenue for
97,340 taxpayers.

Office of Audit Comment: We are pleased that IRS management agreed to
implement our recommendations. However, we do not agree with management’s
assessment that our sample size was not large enough to make projections. We believe
that our sample size was appropriate and our projections accurate. The purpose of audit
sampling is to identify potential problems and to quantify their effect to the extent
possible. We balance the cost of audit oversight with the fiscal expectations of Congress
and the taxpaying public. While a larger sample might identify less common errors, our
sample was adequate to identify and quantify the issues found with the accuracy of AUR
Program CP 2000 notices that our recommendations and related outcome measures
address.
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Additional Program Oversight Is Needed to Reduce Automated
Underreporter Program Notice Errors

The Internal Revenue Manual® requires AUR campus sites to perform a weekly quality review of
a statistically valid sample of CP 2000 notices. During this quality review process, tax
examiners rework the in-process cases and review the CP 2000 notices for accuracy and overall
quality prior to the notices being issued. The weekly notice quality review provides campus site
management with information on current trends and accuracy to enable immediate corrective
actions on problems as they are identified. The results of these weekly quality reviews are to be
forwarded monthly to the AUR Program Office. However, if during these weekly reviews the
number of errors discovered that affect the total balance due on the notices exceeds 10 percent of
the sample, then campus site managers are required to submit a corrective action plan within

2 days to the AUR Program Office.

Corrective action plans are to provide specific details on the steps that site management plans to
take to correct the problems identified during the weekly notice quality reviews. For example, a
corrective action plan might include having the manager provide specific feedback to the
employee who made the error, having the identified error trends and their corrective actions
informally discussed during team meetings, or providing more formalized training to the site
based on the types and complexity of errors identified.

We determined that some of the Wage and Investment Division AUR campus site managers did
not always comply with the requirement to submit a corrective action plan when the weekly
notice quality review error rate exceeded 10 percent. During the first 7 months of FY 2008,
there were 12 occasions when the sites should have submitted corrective action plans to the
Program Office as a result of their weekly notice error rates exceeding 10 percent. However, the
sites submitted only 5 (41.7 percent) corrective action plans, and only 3 (25 percent) of these
corrective plans were submitted within the 2-day requirement.’

Although the IRS has established a quality review process for identifying employee errors on
notices, Wage and Investment Division AUR Program management has not ensured that campus
site managers consistently take action to address notice inaccuracies. In addition, as of
September 2007, 261 (28.6 percent) of the 911 employees in the Wage and Investment Division
AUR campus sites had less than 2 years experience.

Wage and Investment Division AUR Program management stated that increased oversight of the
quality program has led their sites to become more involved in establishing corrective action
plans, developing error tracking reports, and resolving procedural issues with their employees.
However, we believe that more action is needed. The combination of inexperienced staff and

® Internal Revenue Manual Section 4.19.3.21.
" The Austin AUR campus site did not have a weekly notice error rate exceed 10 percent during the first 7 months of
FY 2008.
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campus site managers who were not adequately addressing employee errors has resulted in a
higher rate of inaccurate CP 2000 notices being issued to taxpayers.

Taxpayers voluntarily file and pay taxes based on their confidence in the tax system. Our review
showed that taxpayers are negatively affected by inaccurate information on CP 2000 notices.
While some taxpayers will expend the time and money needed to resolve inaccurate issues raised
by the IRS, others might not question the information on the notices and pay taxes that are not
owed.

Recommendation

Recommendation 3: The Director, Compliance, Wage and Investment Division, should
ensure that AUR Program management monitors campus site management compliance with
requirements to submit and implement corrective action plans when notice review error rates
exceed 10 percent.

Management’s Response: IRS management agreed with this recommendation.
They have issued to the AUR campus sites a reminder of the Internal Revenue Manual
requirement to timely develop, implement, and submit corrective action plans when
notice review error rates exceed 10 percent. They will follow up on this requirement
during periodic meetings with the campuses. The AUR Program management staff will
create a site on the Compliance function shared drive for the 3 AUR campus sites to post
weekly notice review results and action plans when the error rate exceeds 10 percent,
allowing prompt notification to AUR Headquarters. The web site will be fully
implemented after completion of briefing sessions with the site management and quality
coordinators.
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Appendix |

Detailed Objective, Scope, and Methodology

The overall objective of this review was to determine whether the information provided to
taxpayers in notices issued by the Wage and Investment Division AUR Program are complete
and accurate. Unless otherwise noted, our limited tests of the reliability of data obtained from
the Master File! did not identify any errors. We validated the reliability of computer-processed
data by scanning the data received for blank, incomplete, illogical, or improper data. In addition,
we traced a judgmental sample of each data set to IRS source files to ensure accuracy. We did
not perform any testing of internal controls over the systems that were the sources of our data
due to the scope of the review. To accomplish the audit objective, we:

l. Determined whether the Wage and Investment Division effectively monitors and
measures the completeness and accuracy of AUR Program notices issued to taxpayers.

A. Interviewed AUR Program management and reviewed documentation that establishes
Program goals for the accuracy of Program notices issued to taxpayers.

B. Interviewed AUR Program management and reviewed documentation that establishes
Program policy and practices for notice quality.

C. Reviewed customer satisfaction surveys for the Wage and Investment Division
AUR Program to determine whether taxpayers have expressed concerns about the
ease of understanding the Program notices they received.

Il. Determined whether taxpayers are provided with complete and accurate information on
AUR Program notices.

A. Selected a statistically valid random attribute sample of AUR Program notices sent to
138 taxpayers by the Wage and Investment Division in FY 2007 from a population of
1,343,258 taxpayers with closed Tax Year 2005 AUR Program cases. Our sample
size was determined based on a 95 percent confidence level, an estimated error rate of
10 percent, and a precision of £5 percent. Our sampling methodology was sufficient
enough to allow us to project our sample results to the population.

B. Analyzed the cases in our sample to determine whether the notices sent to taxpayers
by the Wage and Investment Division AUR Program were complete and accurate.

! The IRS database that stores various types of taxpayer account information. This database includes individual,
business, and employee plans and exempt organizations data.
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Most Automated Undermreporter Program Notices Are Correct;
However, Additional Oversight Is Needed

Appendix IV |

Outcome Measures

This appendix presents detailed information on the measurable impact that our reconumended
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 Taxpayer Rights and Entitlements — Potential, 243,345 taxpayers over a S-year period who
received from the Wage and Investment Division AUR Program CP 2000 notices' with
inaccurate information that might have resulted in overassessiments of tax (see page 4).

Methodology Used to Measure the Reported Benefit:

We computed the potential nunber of taxpayers who were overassessed tax based on the results
of our statistically valid random attribute sample of 138 taxpayers who were issued AUR
Program notices by the Wage and Investment Division in FY 2007, The sample was selected
trom a population of 1,343,258 taxpayers who were issued notices in FY 2007 for Tax

Year 2005, Our sample size of 138 taxpayers was determined based on a 95 percent confidence
level, an estimated error rate of 10 percent, and a precision of 5 percent, Our sample identitied
seven taxpayers who were sent CP 2000 notices with inaccurate information.

For five of these taxpayers, the inaccurate information on the CP 2000 notices resulted in
proposed overassessments of tax. To calculate the numnber of taxpayers potentially affected by
ssments of tax resulting from inaccurate information on the CP 2000 notices,

Projecting this over a 5-vear period, 243,345 taxpayers could be overassessed tax as a result of
maccurate information on CP 2000 notices issued by the Wage and Investment Division
AUR Programff 5 yeats).

! The CP 2000 notice is an IR'S letter sent to a taxpayer to resolve discrepancies between income, credits, and/or
deductions claimed on a tax return and those repoited by a third pacty. as well as to propose an additional tax
assessment.

? This figure is rounded to the nearest whole number,
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Type and Value of Qutcome Measure:

e Taxpayer Rights and Entitlements — Actual; $18,968 in erroneous overassessments of tax in
C'P 2000 notices issued to taxpayers from our sample of FY 2007 notices (see page 4).

Methodology Used to Measure the Repotted Benefit:

Based on the results of our sample, we computed the actual increased taxpayer rights and
entitlements if the Wage and Investment Division AUR _Program had ensured that the

CP 2000 notices were accurate, The sample disclosed |: faxpayers who were overassessed
$18,968 in total taxes> We did not project the dollar amount to the population becm»e of the
variability of the dollar amounts m the sample. 1°

Type and Value of Qutcome Measure:

¢ Increased Revenue — Potential;, 97,340 taxpayers over a S-year period who received from the
Wage and Investment Division AUR Program CP 2000 notices with inaccurate information
that might have resulted in underassessiments of tax (see page 4).

Methodology Used to Measure the Reported Benefit:

We computed the potential nuunber of taxpayers who were underassessed taxes based on the
results of our statistically valid random attribute sample of 138 taxpayers issued AUR Program
notices by the Wage and Investiment Divisionin FY 2007, The sample was selected trom a
population of 1,343,258 taxpayers issued notices in FY ”OU for Tax Year 2005. Our sample
size of 138 taxpayers was determined based an a 95 percent confidence level, an estimated error
rate of 10 percent, and a precision of +5 percent. Our sample identified seven taxpayers who
were sent CP 2000 notices with inaccurate information.

» | To calculate the munbel of t’\\p’\} ers potentnlb qtfected b\‘
underasse sments ot t'\\ lesultmsz trom umcc1mte mformation on the( P 200 U notices, we
ﬁpphed thefl. / : T

Plolectmxz tlu» over a 5-year period, 97,340 taxpayers could be underassessed tax as a result of
maccurate information onp CP 2000 notlces issued by the Wage and Investinent Division
AUR Program 5 years).

* This figure is rounded to the nearest whole mumber,
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Type and Value of Qutcome Measure:

¢ Increased Revenue — Actual; $1,146 1 erroneous underassessments of tax in CP 2000 notices
issued to taxpayers from our sample of FY 2007 notices (see page 4).

Methodology Used to Measure the Repoited Behefir:

Based on the 1esults of our sample, we computed the actual increase in revenue if the Wage and
Investiment Division AUR Plogmm had ensured that the CP 2000 not10e~, were accurate. The
sample disclosed!! ‘ . ’ .| We did not project the
dollar amount to the popuhuon because of the v ariability of the doll’u amounts in the sample.
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Appendix V

Example of a CP 2000 Notice

Departenent of Treasury

Internal Revenue Service P Il SNGER-IRK
otice: CP2000
FICE 605e AVIC Notice Date: June 09, 2008
AUSTIN, TX 733010021 .
Sorial Security Mumber:
03003000
Form: 1040
Tax Y ear: 2006
%&%ﬁ?ﬁ;‘f To call for assistance:

1-800-825-300% (Toll Free)

1-877-477-0583 (FAX)
between 100 AM - 800 PM

CITY - STATE - ZIP CODE

You Must Retum the Response Form by July 09, 2008.

1 | Why are you getting this notice?

The ncorme and paymentl infarrabon (e, inceme 3 wibheld, wages, miscallaneous income, interest, slc) tha
we have on file does not match entries on your 2006 Form 1040, If this enformation is comect, you will owe $584

The proposed changes 1o your tax are isled below.

2006 Tax Increase $17m

Payment Increase $1.244
Fenalties - may not include all applicable panalties 50
Interest - if paid by July 09, 2008 § 439
Proposed Balance Dus § 504

2 | what steps should you take?

Following the se steps can help you understand this notice

Review your 2006 tax return

Compare your return to the information in the Explanation Secton — page 5

Decide i the information in the Explanstion Sechon is carrect

Chizk the answers to Frequently Asked Questons — page 2

Comglete and retum the Response Formin the endosed envelops — page 3

Complete and return the Instaliment Agreement Request (enclosad) if you need 1o et up & payment plan
Review your rights in The Examination Frocess Baoklet {anclosed).

=y O A g L) B =

3 | What happens if you don't respond by July 09, 20087

W will send you a final notice, followed by a bill. Dunng this fime, interest willincrease and cerain penalties may
apply

(SP1A) CP2000 (Rew. 11/2004)

L All dates, monetary, and taxpayer identifying information contained in this example are hypothetical.
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AUSTIN [RS CENTER XX-KX-XKNXK MRKX ADLA DATRDO0E
S0KN-XXRK

Asked Questions

Wiy did it take IRS 80 Tax years generaly end an Decarnber 31, but we may Aot recerde complete mnharmation
tong te contact me? from empaoyers, banks, bussesses, and other payers Wit misch lates

1. You do not need to e an ameénded faderal tax returm o nokide the proposed
Wil need to fike am ended changes shown on s notice. \We will cormact this tax year when mrm your
returns (federalistate/local ) résponss. | you choods 1o file an amendied tix tetum, wite "CP2000" along the
if | agrog with some or all top of the 1040%, attach # behind the Response Form page and send to e
of the: propostd changes? address shown on this notice

2 Hthe changes on this notice apply 10 your stabe tax return, file an amended
stataflocal Bx feturn &8 Soon &8 possible. We send information about changes
based on this notice to your state and ibeal ta agencies

3 Fie amended retums for any pror or subseguent tay years in which the same emor
goourred. You'll limit the penally and interest you cwe

What should | do if | am If you filed for bankrupicy, please complete and refurn the resporse page. mcluding any
currently in bankrptey? apphcable supparting docurmentation i you checked Option 3 or Option 3. Pleass be sure o
absy inchude a copy ol your bankrupley petftion.

What steps do Il take if I do  We need you to teil us why you do not agree and send us information to suppart your
not agree? statement Please refer to The Exanynalion Frooess Bookled (enclosed) for tips about what
inforrmation you should send with your response

‘What if | need more time to I you cannot respond by July 08, 2008, please call us at

collect my supposting 1-B00- 8283008 to request an extension Remembar I the fay Doreass is covect, then we
decumentation? will add wmntansst and penalbes s your bl during the extenson

Why do | have to pay We ane required by law to charge interest and penaltes, § appicable. on all ax owed that is
interest and penatties? nat paid in full by s due dase (usually Apdl 15} By law, interest will continue &0 increase

untl you hanve fully paid the tax owed and certam poraltass may apply

How can | prevent an efror 1. [nclude gl income you've recened dursng the year on your tax refurn

I tha fulure? 2 \Wait to file your refum until you recene all income statements to be sure your retum is
comgbete. |f you do not recewve an income staternant in tere fo meat the Apnil 15t
deadine, estimate the amount of income using pay stubs, bank staternents, eic

3 Check the records (for example, We2s, 10882 1099s, etc ] you receive from your
emplayer, morgage company, bank, or other source of income 1o be sure the
information they're reporting i$ comect (Some stabes pay taxable unemployment
benafis, S repost that 45 income as wel )

4. If you recene any sdditonal nformation after you filed your return, you should amend
your return with the comected information as soon as posssbie to avoid any intenest or

penakies
5 Keep accurate and complate reconds. Mormadly, keaping your records for three years s
sufficient
‘What if | have more It we hawven't answered pour question here, you can find ather Freguently Asked Questions
questions? on our websie, waww TS gov, of you can call 1-800-828-4477, topic 852, for pre-recorded
e pOnSes.
ISP1AY Page 2 CP2000 {Rev. 11/2004)
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ALTSTIN RS CENTER HNX-EN-KENK HARX A4 [
LIRS Gl )

Response Form

1. Review the Explanation Section to decide whether you agree or do not agree with IRS's proposed changes.
2. Complete and return the Response Form by July 09, 2008.
3. I you need additional time, call us at 1-800-828-3009,

Check only one of the three options. Then, go to Step B.

If you agree with the changss IRS s proposing, return Jird fovm with yoor FULL of PARTIAL pajymant along
with thwe compiphnd dastaimen! Agresment! Request for the remaining baelenoe [ appicatie).

OoPTION 1 | | Agree with All Changes
1 agree with the changes to my 2006 tax meturn
| understand that | cwe § 564 in acdmional tax, penatties, and intenest

| uriarstand tat the law requenes IRS o change inerest on 1S that ane not paid in full by Apedl 17, 2007,
In @ddiion, | understand that the IRS will changs mbeeest untl | have pakd Me 100 Tl Cetain penaties
may alse apely

I undérstand that | can challenge these changes in the U S Tax Court only it IRS determines after the date |
sagn this fonm that | owe additional xes for 2006

1 understand that | can fle for @ refund at a kater date

Signalure Daie

If you do nof agree with e changes IRS [ proposing, refern this form. When you redurn ihis form, include a
gigned stament had explaing what you 00 nol sgree with, Ak clude copies of any documents, Such as &
comecied We2 1098 or missing forms, tha! suppord yoor statement
COPTION 2 | | Do Mot Agree with Some of the Changes

i @ncioed documentation to BUpRart the sniries on my oeiginal retum

O OPTION 3 | | Do Mot Agree with Ay of the Changes
Py enclosed documentation i suppest Me anires on y ceiginal refum

STEPB | Check the applicable payment options. Then, go to Step C.

Tipl Pay as much a3 you can now o keep penally and injorest charges iow,

Make your check or money arder payable o “Unted States Treasury = Wiite “Tax Year 2006 CF2000. " this
Social Security Number 456-53-80T8, and your phone numbser an your check of money onder

O GPTION 1 | P'm paying the full amount of § 584

O OPTION 2 | I'm making & payment of § because edher
O i paying the amournt | agres with ar
O e making a partial payment at this tima

COPTION 3 | I'd e to request a payment plan to pay the tax | owe
Comyplels the nstelimend Agreemen! Regques! (Form S485 ano mail & siong will this form.

{RFO2} Page 3 CP2000 {Few, 1172004)
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ALSTEN IRS CENTER NN NN NXXX A4 DR 2008
SO0 NHNK

STEFC Contact Infermation

1. Pigase verify your address and note arry cofmections Delow, (Prind cleary )

TAXPAYERS NAME Make correstions below
STREET ADDRESS
CITY - STATE - ZIP CODE

2. Piease kst your phone numbers and the best time to call beiow

Homae Best Time fo Call

Work Best Time to Call

3, If you would like o authorize someone, in addiBon 1o you, 1o contact IRS concerming this notice, please
include the person's contact infoemation and sign beio

Mame Phane

Roddress

| suthorize the perscn listed above to dscuss infcemation with and provide information o [RS about s notice.

“Signatire Date

The aulfority gravied in Step C ig imved &5 moicaled by the ent sbove e sgnature dne. The conlecl may
mal sga redurang, enler inlo agreemeals, or ol represel you befione the 1RS. If you wsal 1o heve 8 designes
willt eupavacied Bcthoriraton, see \RE Pubicalon §47, Frictce Before the IRS and Power of Aliomey

Before Mailing Please make sure you have:

O Completed Steps A, B, and C {bath sides of this form)
O Included this form and your payment (if applicabia] in the envelape provided
O Included the Instaiimen! Agreemen! Reques! (f applicable) in the envelope provided,

O Made & copy far your records of ihe Response Form and the fnstafimen! Agresmant Reques!
if you used R

O Checkeed that the | RS address shows through the anselops window
Pioass Foid Here. Do nof detach. Plesse be sure our address shows through She enveloges s dow.

AR Coritrol Number 800X 0000 reatice Numer CP2000
Metice Date: QRONIONE
ARG,
TAXPAYERS NAME
INTERNAL REVENUE SERVICE STHEET ADDRESS

CITY - STATE - ZIP CODE
AUSTIN IRS CENTER
STOP 8892 AUSC
AUSTIN, TX 733010021

IRFO2Y Page 4 CP2000 (Rev. 11/2004)
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ALTSTIN [RS CENTER KEX-XN-XNKX HEXX A4 O N
RIS SRR

Explanation Section

Howto Review 1 Compare your records with the records we recetved under Information
This Section Reported to IRS
2 Rewview the Reasons for the Changes to see why we changed your
return
3. Proceed to Changes to Your Return 1o see how your new tax was
calculated
4 Once you have luly reviewed the Explanafion Section, please
complete and return the Response Form in the envelope provided

1. Infermation Reported to IRS that differs from the amounts shown on your refum.

This section teils you specifically whal income information RS has receved about you from otheers (including your employers,
banks, mortgage haolders, edc.). The infarmation listed below does not match the information you listed on your tax return, Use
1hes table to compare the data IRS has recedved from others lo the information you ksted on your tax refurn o understand
whire (he d-screpart:.r. or difference, occurned. To assist FOL IR FEVIEWING YO NSOl amounts, the table iy Inchude both
reponed and unreported amounts from e same payer

If ths information is comect, your tax morease & % 1,779 plus all applicable penalties, interest and payment adjustments such
as federal tax withhoblding, excess social security tax withheld, ete. If you pay in full by July 09, 2008, you'll owe § 584,

Received Fram Arcoud Amoiant Amount
Imlamnation Fepoted 1o Tagyged on
IRS by Ofirs Youat Relum
1 TAMABLE | PAYER NFORMATION | ESN - -] 0 § 5200
WAGES | HE
1 Form Wi 1
TRXABLE WAGES Tota | 5,000 50 $ 5000
| | |
2 TAX FAYER HFORMATION | SR -0 SR
WWTHHELD | AL
-4 - Form 'l"‘!_ - -
. T VATHHELD Total | sz 0 $93
1 1 1 1
3 SOCIAL | PAYER WFORKATION | EIFd XK= X
SECURITY | | Moo
WETHHELD | SN DO
|
| Form W2
{I'ZN{JG} !"‘.'J.E,c 5 CP2000 {ch\.‘. 11 IULH-:I
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ALTETIN [RS CENTER AXE-ER-RARL GADN A4 D0 2005

em  ivaee Received From Ciffernnce
Mo
4 | S0CuaL PAYER HFORMATION Exrd K- 55,840
ERCURITY OO0
WATHHELD SEH -H
HUEN
Form Wi
e o T e Sk R o= _'I ::i:..- .-:M

* This natice includes other proposed changes, not reflecied in the information
shown above, that are included in the net balance due amount shown on page 1 of
s notice. For detailed nformation on these fems, please refer to the

Changes to Yaur Return Sectson located at the end of this notice

{EX063 Page 6 CP2000 {Rev. 11/2004)
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ALTSTIN [RS CENTER KER-XN-XNKK HEXX A4 O N
RIS SR

2, Reasons for the Changes

This seclion provides explanalions 1o Melp you understand the proposed changes 1o your @ relun

The paragraphs that Follow provide explanations for
= the items listed in Section 1. Information Reporfed fo IRS
= ihe changes to your tax computation listed in Seclion 3. Changas ko Yow Relurm
= ihe perally and interest charges sted in Secton 3. Changes o Your Redum
= Payment Insiruchions

. Ackitional Informalion that will help you understand this notce ard what action you reed 1o take 1o resobae the jax
discrepancy

‘Within each subsection below, the paragraphs are arganized by topic to help you review them

These paragraphs explain the items listed in Section 1. Information Reporfed fo IRS.

Genaral

MESIDENTIFIED INCOME

I ary of the incadrs shawn on this nobts & ol yows, Send Ul the Aame
address, and secial security number of the person whe received the income,
Pleags notify the payers 1o cormect their records to show the name and
socEml security number of the persen whao actually received the income, 50
that fuliire repors & US ane accurabe.

FORM W.2 OR 105% NOT RECEIVED

Tihee law requires you o repedt your income comecty. |f your payers did
not send you a yearly income staternent (Form We2, Form 1089, etc), you
rrust whe the infodmabon you have (pay stubs, monthly moomes statements
deposit slips, etc.) to estimate the total amount of income you recesed
dunng the year

{EX10} Page 7 CP2000 (Fev. 11/2004)
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ALTSTIN [R5 CENTER HHR-XN-XNNK HEXX A4
RIS SR

Iternized Deductions - Schedule A

LIMIT OM SCHEDULE A ITEMIZED DECUCTIONS

W changed the amount claimed for femzed deductions because your
adjusted gross meorme (AGH) excesds

* $150,500 for filing status Single, Marned Filing Jointly,

Qualifying Widswler) or Head of Househald

= §75,250 for fiing status Masried Filng Separately

Orce youd AG| excesds the amounts shown above, imidations are mposed on
the ibermized deductons that you can claim The proposed change s
refleciad in the itemized deduchon amournt shown in the Explanabon
Saction of this natice.

Other Deductions

EXEMPTION DEDUCTION REDUCED

W reduced the sxemption deduction claimed on your return because your
adjusied gross ncome (AGI) & more than the alicwabie amount for a full
dieduction

= $150,500 for filing status Single,

* 205 750 for filing status Marmed Faing Jomtly ar Qualilying

widcwer)

* 2412875 for Masried Filing Separately

= $188, 150 for Head of Houssehold

Ornoe your AG| excesds the amount shown above for your filing stalus, the
alivaable exarpbon deducton is redwead

Payments & Credits

Withholding Credit and Estimated Tax Payments
UNDERCLAIMED VWATHHOLDING
O records indecate you may be enttied o a larges amaunt af withhalding
than you claimed on your tax return. Please review the paver information
provided in this betier with your records. If this payer informatan is
incomect, please provide a staterment so that we can cormect our reconds.
It this payer information & correct, please respond fo this notoe so
that we may make the necessary acustments to your accourt

tEX10} Page &

O N

CP2000 (Rev. 11/2004)
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ALSTIN IRS CENTER NN XN XN XXX A4 SR 2006
SO XXX
Fayments & Credits
| Excess Social Security & RRTA

EXCESS S0CIAL SECURITY TAXRAILROAD RETIREMENT TAX [SST/RRAT)
Social Secunty withholding in 2008 was limsed to $5,840.40 |f you

filad & joint petumm, this bmit apphes 1o aach b payer. You must

frgure the credd separaiely for each spouse to determine § either one

had sxcess withhoking. You can clam a credd for any excess withhalding

if you had 2 or more employers. Use Form 843, Claim for Refund and

Request for Abatement, 1o claim a refund of excess Radnoad Retinerment

Tier 2 tax. See Pub 505, Tax Withhelding and Esbrnated Tax for mode

details

Penalty & Interast Charges

| Interest Charges

INTEREST PERICD - IRC SECTION 6601

W are required by law o charge interest on unpaid tax from the due date
of the x returm 1o the date the thx is paid 0 full The law requires

that interest continue to be charged on the unpaid balance, including
penalties, wntl pard in full

For More Information about Your Penalty & Interest Charges
GETAILED PEMALTYANTEREST COMPUTATION

I you require a detalled penaly o interest computation for this notice,
lease call the tollfee telaphans number ksted on page 1.

Lk

Additicnal Information

FORMS OR SCHEDULES AVAILABILITY

I you need forrms of schedules bo respond o this noboe you may get
tharm by

* Visiting local offices and sceme pubbc libraries

* Caling 1-800-TAX-FORM (1-800-820-3878) ar

" Visting the IRS Web site at www.irs. gov

{EX21} Page 9 CP2000 (Rev. 11/2004)
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ALTSTIN [RS CENTER HER-XN-XNKK HEXX A4 O R N
RLIES SRR

3, Changes to Your Retum

Nota Wie only show the fems that frave beaen affeched by the information we recaived in the foliowng chart AT other fems are
correct a5 shown on your refum . Umiess nofed, ine numbers Siways refer 13 the ine numbar on your 1ai rstLrm

Shown on Reported to IRS, | Difference
Ruaturn or as Cormpcted

TaXASLE WALES | 5 178 4BE £ 183 G658 & 5.200
SCHEDULE A LINTATION (ITEMIZED |
DEDUCTIONS WORKSHEET, LINE 121 | S 576 | § 80 5104
Exernplion Amounl, line 42 | 27T ¥ 2604 _¥-80
Total Change to Taxable Income $5302
Shown on As Corrected Difference
Return by IRS
Taxabie income, line 43 £158973 § 185 3115 £5302
Taa line 4d § 35,368 541 145 §1.779
Totsl Tax, ke 63 § 39,366 5 41,145 | §1,779
income Tax Wihheld. ling 64 § 42,261 543,183 | 59z
Excwss Socisd Secwny and RRT Tax Wiihbedd, |
fine &F £6 $329 § £ 333
“Nat Payment increase | - nﬂ
Amourt of Tax increass | 1778
Paymend Increass | £ 1244
Inbevesl, IRC Sechion 8501, From 04/ T/2007 To
07 R2008 ] § 48
okl Amourd Yol Owe ] 5504

"Decraasas o Deduchons rasul in an incraase fo Taxatye Income.
“Increases o Payments Jecraases the amoun! cwed

FTROY Page 10 CP2000 (Rev. 11/2004)
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Appendix VI

Management’s Response to the Draft Report

ECEIVER
DEPARTMENT OF THE TREASURY

INTERNAL REVENUE SERYICE SEP - ‘f 200
ATLARTA, GA 30308

COMMISSIONER
WAGE AND INVESTMENT DIVISION

SEP 04 2008

MEMORANDUM FOR MICHAEL R. PHILLIPS
DEPUTY INSPECTOR GENERAL FOR AUDIT

FROM: : Richard Byrd, Jr. % p=3 \»\W

» Commissioner, Wage and Investment Division

SUBJECT: Draft Audit Report — Most Automated Underreporter Program
’ Notices Are Correct;, However, Additional Oversight is Needed
(Audit#:200840003)

I reviewed your draft report and agree with your-overall conelusions:  The. IRS strivesto
ensure the accuracy of the fiotices sent 1o taxpayers and | arh pleased you found that
the vast-majority of notices we:issue are aceurate. During Fiscal Year {FY)2007, the
Wage and Investiient Automated Undetreportsr (AUR) Program issued approximately
2:5 million notices of which nearly 1.9 million were Computer Parsgraph (CP) 2000
notices, which are issuied to request verification for unreported income, payrments, or
credits.

Prior ta issuing a notice, we analyze third party documents we receive-and compare
them tofiled returns in-order: -resolve any-diss il i
contacting the taxpayer. We were able'ta resslve approximat iy 404,000 aceounts in
FY 2007 during this analysis phase, thiereby, préventing taxpayer biurden.

We update our training miatenal annually for new hires-and validate the required.skill
set through on-the-job training and 100 percent work reviews. Mandatory Continuing
Professional Education (CPE) refrasher training sessions for AUR tax-examiners are
held atthe sites each fiscal year. Beginning in FY 2009, the CPE sessions. will include
adesson on Quality that specifically addresses Notice Accuracy.

The AUR Program Management staff will establish a site o fhe Compliance shared

dtive for the sites to report weekly notice review results and to:post their action plans
when the error rate exceeds 10 percent. The AUR hezdquarters willuss this site to

timely monitor the etror rates and planied corfective actions.
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The AUR Natiorial Program Management staffis also in discussion with the Notice
Task.-Force Team appointed to assess and recommend enhancements to numerous
letters and notices. The focus of this team is to improve notice clarity Servicewide,
including the CP 2000 Notice.

While-we agree with your overall conclusions, we disagree with some pf the outcome
measures you outlined in Appendix IV of your report, specifically those which were
calculated and then projected overa 6 year period (Taxpayer Rights and Entitlernents
for the 248,345 taxpayers, and increased Revenuefor 97 340 taxpayers). Statistical
experts from the Wage and InvestmentReseargh Division reviewed your sampling
methedology and use of prajections and determined. your sample size was too small to
make feliable projections to the population. Your two cutcome mesasures based on
actual data were correctly presented and we agree with those.

Attached are our comments to your recemmernidations. If you have any questions,
please call me at (404) 338-7080 or members of your staff may contact Jim Grimes,

Director, Compliance, at (404) 338-9604.

Attachment
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Attachment

RECOMMENDATION 1

The Director, Compliance, Wage and Investment Division, should ensure that Wage
and investment Division AUR Program managementmcorporates additionial
information on notice review procedures and quality service expectations into its
refresher training for Program-employees,

CORRECTIVE ACTION

We agree with this recommeridation. The Automated Underreporter (AUR) Program
Management s finalizing Continuing Piofessional Bducation (CPE) raining materials
that include a lesson en quality notice review procedures and quality service
expectations. This training will be provided-as partof FY 2009 mandatory CRPE training
and delivered during first.quarter FY 2009,

IMPLEMENTATION DATE
January 15, 2008

RESPONSIBLE OFFICIAL
Director, Reporiing Compliance, Wage and Investment

CORRECTIVE ACTION-MONITORING PLAN

We will monitcr this corrective action as part of ourihiternal managem'eni control
process.

RECOMMENDATION 2

The Director, Compliarice, Wage and investment Division, should ‘coordinate with the
Small Busingss/Self-Employad Division to simplify the CP 2000 fistices issted by:the
AUR Program,

We agree wdh thlsk recomme ndation. The W&l Dmsxon wm coordinate with the Small
BusmesslSelf Empl@yed D'V isior i

: mpmve the: alamyl readabm d-dccuracy of the
CP 2000 nortlces we lssue Th,s process willdikely span two-or three years based on
prior CP 2000 Notice revislons and:will require input via-external and internal focus
groups, notice design, and testing pror to-full: implementation.

Direéfbr, Répﬁaﬁmg Compliahte, Wage and nvestiiert
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CORRECTIVE ACTION MONITORING PLAN
We will monitor this corrective action-as part of our internal management control
process.

RECOMMENDATION 3

The Director, Compliance, Wage and Investiment Division, should ensure that AUR
Program management monitors site management compliance with requirements to
submit and implement corrective action plans:when notice review error rates exceed 10
percent,

CORRECTIVE ACTION

We agdree with this recommendation. We have issued a reminder 1o the AUR campus
sites of the IRM requirement to timely develop, implement:and submit corractive action
plans when-notice review error rates .exceed 10 percent, We'lj follow up on this
requirement during periodic mieetings with the-eampuses.

The AUR Program Managemant staff will create a site on the:Compliance: shared drive
for the three AUR sites to postweekly notice review results and action plans-when the
error rate exceeds 10 percentallowing prompf notification to AUR Headquarters. The
web site will be fully. implemented after compietion of briefing sessions with: Site
Management and Quality-Coordinators.

IMPLEMENTATION DATE
January 15, 2009

RESPONSIBLE OFE;C!AL
Director, Reporting Compliance; Wage and Investment Division

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