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SUBJECT:  Final Audit Report – Employment Tax Compliance Could Be 

Improved With Better Coordination and Information Sharing 
(Audit # 200930004) 

 
This report presents the results of our review to evaluate the effectiveness of the Internal Revenue 
Service’s (IRS) controls and procedures for ensuring taxpayer compliance with the 
determinations of worker status.  This audit is part of the Treasury Inspector General for Tax 
Administration’s risk-based audit coverage included in the Fiscal Year 2009 Annual Audit Plan 
under the major management challenge of Tax Compliance Initiatives. 

Impact on the Taxpayer 

The misclassification of employees as independent contractors is a nationwide issue affecting 
millions of employees that continues to grow and contribute to the tax gap.1  According to 
program documents, closing the tax gap remains one of the biggest challenges for the Small 
Business/Self-Employed Division.  The IRS has several opportunities to enhance compliance in 
its Employment Tax Program by taking measures to ensure that employment tax forms are not 
misused to avoid paying proper tax and by regularly sharing results of examinations from worker 
classification leads to ensure it is maximizing its resources efficiently when addressing the 
underreporting tax gap.  Implementing these enhancements will help ensure that the burden of 
uncollected taxes is not shifted to compliant taxpayers. 

                                                 
1 See Appendix VII for a glossary of terms. 



Employment Tax Compliance Could Be Improved  
With Better Coordination and Information Sharing 

 

 2

Synopsis 

In March 2007, we reported2 *****2(f)********************************************* 
********2(f)*****************************************************************  
*******2(f)****************************************************************** 
******2(f)***************************************.  The IRS generally agreed with the 
recommendations in that report, and in several instances proposed its own corrective actions, 
which we subsequently found to be satisfactory.  As an example, the IRS created the Uncollected 
Social Security and Medicare Tax on Wages (Form 8919).  However, we identified 
74,068 taxpayers who may have avoided paying $26.2 million in Social Security and Medicare 
taxes because they improperly used the Form 8919.  We believe the improper use of the Form 
8919 occurred because ****2(f)*************************************************** 
**************************************************************************** 
**************************************************************************** 
**************************************************************************** 
***************************************************************************** 
**2(f)************************************************* we believe taxpayers could 
avoid paying about $131.1 million in taxes over the next 5 years. 

In addition, the IRS has the opportunity to enhance its referral process to address compliance 
with worker status determinations.  According to IRS management, 924 (13 percent) of the 
7,236 closed Determination of Worker Status for Purposes of Federal Employment Taxes and 
Income Tax Withholding (Form SS-8) cases were referred to the field or operating divisions for 
enforcement.  The referrals comprised 858 different employers of which 799 (93 percent) were 
accepted for examination.  Although the Examination function accepted almost all of the referred 
cases, results from the examinations were not routinely provided to management of the 
Determination of Worker Status Program (referred to as the SS-8 program).  In addition to 
sharing examination results, feedback should be provided when referrals are either rejected or 
surveyed before and after assignment.  Having this type of information will allow program 
management to maximize efficiency and results (by ensuring the most productive cases are 
selected) when addressing the underreporting portion of the tax gap.   

We also determined that taxpayers were not receiving timely responses to requests for worker 
determinations.  The IRS did not timely acknowledge receipt of the Forms SS-8 in 8 (27 percent) 
of the 30 cases we reviewed.  In addition, the IRS did not timely complete the determination in 
10 (33 percent) of the 30 cases.  Taxpayers were notified of the delay in making the 
determination in all cases.   

                                                 
2 Social Security and Medicare Taxes Are Not Being Properly Assessed on Some Tips and Certain Types of Wage 
Income (Reference Number 2007-30-062, dated March 30, 2007). 
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Recommendations  

We recommended the Commissioner, Wage and Investment Division, ***2(f)************* 
*************2(f)*********************************************************** 
************************************************************************** 
************************************************************************** 
***2(f)***.  We also recommended the Commissioner, Small Business/Self-Employed 
Division, coordinate with the operating divisions to ensure that feedback is provided to the  
SS-8 program regarding its referrals, ***2(f)***************************************  
****2(f)******************************************************************* 
**************************************************************************** 
**************************.  

Response 

IRS management agreed with two recommendations, disagreed with one, and partially agreed 
with the remaining recommendation.  *****2(f)************************************** 
***********2(f)**********************************and to coordinate with the operating 
divisions to ensure that feedback is provided to the SS-8 program regarding its referrals.  In 
addition, the IRS partially agreed with our recommendation to ensure that ***2(f)************ 
**********2(f)**************************************************************** 
***************************************************************************** 
***************************************************************************** 
****2(f)*********.  Based upon results of the pilot study, workload, staffing, and budget, they 
will consider expanding the compliance program to include Tax Year 2010 returns flagged 
during processing in Processing Year 2011. 

However, the IRS disagreed with our recommendation to ***2(f)************************ 
**************2(f)********************************************************** 
****2(f)*******, stating that the potential increase in revenue does not justify the significant 
programming costs that would be incurred.  ***2(f)********************************** 
***2(f)******************************************************************** 
***2(f)************** U.S. Individual Income Tax Returns (Form 1040).  ****2(f)******* 
***2(f)******************************************************. 

Management also disagreed with our reported outcome measure of potential increased revenue of 
$131.1 million over 5 years, citing that our computation did not account for situations where 
relief was granted to the employer under Section 530 of the Revenue Act of 1978.  
Management’s complete response to the draft report is included as Appendix VIII. 
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Office of Audit Comment 

Although IRS management agreed with the finding, they did not agree with our proposed 
recommendation due to significant programming costs.  The IRS’ response did not include any 
data to suggest what those costs might be and whether they outweigh the potential increase in 
revenue it would receive by identifying potentially noncompliant returns up front.  We are 
encouraged that the IRS will perform a study to address noncompliance.  However, we are 
concerned about its overall effectiveness and the Calendar Year 2012 completion date because 
the IRS, in response to our March 2007 report, agreed to perform a pilot study to ensure 
compliance with filing the Form 8919.  The IRS only recently began to take action to address our 
prior concerns.  

In addition, the IRS asserts that many of the taxpayers *****2(f)************************* 
*******2(f)****************************************************************** 
**************************************************************************** 
******2(f)**************************************************.  We believe that this 
may indicate the need for additional educational and outreach efforts to ensure the Form SS-8 is 
filed in the future.  ************************2(f)********************************** 
**************************************************************************** 
*************************************************************************** 
*************************************************************************** 
*********************************. 

The IRS disagreed with our outcome measure, stating that our analysis did not account for 
situations where relief was granted to an employee based upon Section 530.  However, we 
provided IRS management with detailed information that explained how we calculated the 
outcome measure.  This included our analysis of IRS Master File data for Forms 8919 that 
identified 2.5 percent of taxpayers selected the Section 530 designation.  We believe our reported 
outcome is valid because these taxpayers were excluded from our calculation. 

Furthermore, the IRS stated it would consider the results of the pilot study, workload, staffing, 
and budget ******2(f)*********************************************************** 
**********2(f)*************************************.  We continue to believe that the 
issue of employment taxes and reducing the underreporting tax gap is a priority that warrants 
continued attention.  These steps are critical because we estimate that the IRS could potentially 
lose an estimated $131.1 million in taxes over 5 years if no additional actions are taken to 
address this matter. 

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  
Margaret E. Begg, Assistant Inspector General for Audit (Compliance and Enforcement 
Operations), at (202) 622-8510. 
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Background 

 
The misclassification of employees as independent contractors is a nationwide issue affecting 
millions of workers that continues to grow and contribute to the tax gap.1  Closing the tax gap 
remains one of the biggest challenges for the Internal Revenue Service (IRS), and employment 
tax compliance affects the underreporting portion of the tax gap.  Two specific program areas 
within the Small Business/Self-Employed (SB/SE) Division contribute toward reducing the tax 
gap—the Campus Compliance Services and Specialty Programs functions.  The Campus 
Compliance Services function oversees various activities (e.g., post-filing services such as the 
remote collection and examination programs) occurring at the campuses.  The Specialty 
Programs function oversees tax matters relating to excise, estate and gift, and employment taxes. 

The Determination of Worker Status Program (referred to as the SS-8 program) falls under the 
purview of the Specialty Programs function.  The SS-8 program was established in 1994 to allow 
either a business or a worker to request a determination letter from the IRS regarding a worker’s 
Federal employment tax status as an employee or independent contractor.  To receive this 
determination, the worker, the employer, or both, must submit a Determination of Worker Status 
for Purposes of Federal Employment Taxes and Income Tax Withholding (Form SS-8).  During 
the IRS’ determination process, the program examiner considers three categories of evidence and 
various judicial, tax law, and legislative precedents, after which both the employer and taxpayer 
are notified of the results.  The IRS’ determination rulings are binding, but sometimes employers 
will continue to not withhold taxes even when a worker has received a determination letter from 
the IRS and was determined to be an employee.   

In the Specialty Programs function’s Fiscal Years (FY) 2008 and 2009 Program Letters, one of 
the challenges and commitments was to build on the improved productivity and efficiency of its 
programs by applying resources towards those areas with the most potential to impact the tax gap 
and compliance.  Program success will be measured not only by traditional business measures 
(e.g., taxes assessed or collected), but also by the impact on subsequent taxpayer actions or 
taxpayer compliance.   

This review was performed at the Brookhaven Campus in Holtsville, New York, during the 
period October 2008 through September 2009.  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 objectives.  We believe that the 
evidence obtained provides a reasonable basis for our findings and conclusions based on our 

                                                 
1 See Appendix VII for a glossary of terms. 
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audit objectives.  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 

 
Taxpayers Continue to Avoid Paying the Proper Amount of 
Employment Taxes by Improperly Using the Uncollected Social 
Security and Medicare Tax on Wages Form (Form 8919)2 

In March 2007, we issued a report3 *****2(f)**************************************** 
***********2(f)************************************************************* 
**************************************************************************** 
**************************************************************************** 
**************************************************************************** 
***************************************************************************** 
*2(f)*********************************.  The IRS generally agreed with the findings and 
the goal of our recommendations presented in the report; however, they did not agree with our 
corrective actions proposed to achieve those goals.  While agreeing in principle, in several 
instances, the IRS proposed its own corrective actions.  We reviewed and considered each of the 
proposed corrective actions and found them to be satisfactory.  See Appendix VI for a list of our 
recommendations pertaining to the Form 8919 and the status of the IRS’ corrective actions.   

In response to our prior audit, the IRS created the Form 8919 for taxpayers to use when reporting 
only the worker’s share of Social Security and Medicare wages.  Through our current audit 
testing, we determined that some taxpayers now appear to be improperly using the Form 8919 to 
avoid paying employment taxes, as noted in Figure 1. 

                                                 
2 See Appendix V for Form 8919. 
3 Social Security and Medicare Taxes Are Not Being Properly Assessed on Some Tips and Certain Types of Wage 
Income (Reference Number 2007-30-062, dated March 30, 2007). 
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Figure 1:  Matching Results of Forms 8919 and SS-8 
(Processing Year 2008) 

 

Source:  Our analysis of Forms 8919 and SS-8 data.   

Matching Results Number of 
Taxpayers 

Percentage of 
Taxpayers Taxes Avoided  

*******2(f)******* 
****************
*****************

*2(f)*       **2(f)**              **2(f)** 

******2(f)******** 
***************** *2(f)*      **2(f)**             **2(f)** 

****2(f)********** 
**************** 
**************** 
********** 

*2(f)*        *2(f)**                  **2(f)** 

Total Forms 8919 
Filed 82,447 100%  

Total Tax Avoided   $26,210,308 

*****2(f)******************************** 

• ********************************************************************************************** 
*******************.   

• ********************************************************************** 
*******************************.   

 *************2(f)******************************************************************************
************************************************* 

In response to our March 2007 report, *******2(f)************************************* 
**2(f)********************************************************************** 
****************************************************************************
***************************************************************************** 
***********************************************  According to the FY 2009 Program 
Letter for the Employment Tax Program,4 the Forms 8919 will be reviewed for audit potential 
and a pilot considered as part of its strategy to address the underreporting portion of the tax gap.  

                                                 
4 The Employment Tax Program, whose mission is to develop and implement policies and strategies for employment 
tax compliance, falls under the purview of the Specialty Programs function. 
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In January 2009, IRS management informed us that the Form 8919 pilot program had been 
delayed.  The original due date of January 2009 to implement a compliance program was 
extended to enable the IRS to secure the necessary data that addresses areas of compliance risk 
without unnecessarily burdening taxpayers.  As of November 2009, the IRS had identified the 
sample returns for the pilot program and it expects it will take about 6 months to complete the 
audits and obtain results. 

We recently issued a report5 that recommended the IRS develop and implement an agency-wide 
Employment Tax Program to address the issue of worker classification to improve coordination 
among the business divisions, improve compliance, and reduce the tax gap.  We believe, as part 
of this program, *******2(f)***************************************************** 
*******************2(f)****************************************************** 
******************2(f)**************************.  The IRS has other independent files 
(such as the Dependent Database) that it routinely uses while processing tax returns to help 
identify noncompliance among returns.  The practice of identifying, stopping, and correcting 
potential erroneous or noncomplaint returns during initial processing is more cost efficient than 
identifying potential errors during an audit.  *************2(f)************************** 
******2(f)******************************************************************** 
************2(f)**************************************************************.   

The IRS did not **************2(f)********************************* 

In response to our March 2007 report,6 *****************2(f)************************ 
****************2(f)********************************************************* 
***************************************************************************** 
***************************************************************************** 
**************************************************************************** 
****************************************************************************** 
*******************************************   

*********************************2(f)******************************************* 
****************************************************************************** 
***************************************************************************** 
***************************************************************************** 
****************************************************************************** 
********************************************   

                                                 
5 While Actions Have Been Taken to Address Worker Misclassification, an Agency-Wide Employment Tax Program 
and Better Data Are Needed (Reference Number 2009-30-035, dated February 4, 2009). 
6 Social Security and Medicare Taxes Are Not Being Properly Assessed on Some Tips and Certain Types of Wage 
Income (Reference Number 2007-30-062, dated March 30, 2007). 
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********2(f)**************************************************************** 
**************************************************************************** 
****************************************************************************
**************************************************************************** 
*************************************************************************** 
**************************************************************************** 
*******************************.   

If the IRS plans to have a successful pilot program to determine compliance with the 
Forms 8919, and ultimately make inroads in reducing the underreporting portion of the tax gap, 
******************2(f)******************************************************** 
**************************************************************************** 
***************************************************************************** 
*****************2(f)*******************************************  We believe this 
effort can be undertaken by the IRS' agency-wide Employment Tax Strategy.  ****2(f)******** 
*******2(f)****************************************************************** 
********2(f)****************************, we believe about $131 million in taxes could 
be avoided over the next 5 years.  See Appendix IV for further information on the potential for 
increased revenue.   

Enhancements to the referral process are needed to improve compliance with 
employment taxes 

****2(f)********************************************************************** 
***************************************************************************** 
***2(f)********* the IRS also has the opportunity to enhance its referral process to improve 
compliance with worker status determinations.  After the IRS makes a worker classification 
determination, cases meeting specific criteria are referred to the field and operating divisions for 
enforcement of the determination.  The criteria consider factors such as the amount the worker 
earned, the number of workers in the same class as the worker under consideration, and other 
employment tax issues meeting a specific threshold.  As stated in the SS-8 program’s referral 
criteria, the operating divisions will classify the referrals for field potential and the SS-8 program 
will be notified when referrals are not selected and why.  According to IRS management, 
924 (12.8 percent) of the 7,236 closed Form SS-8 cases were referred to the field and operating 
divisions for enforcement.  The referrals comprised 858 different employers of which 
799 (93 percent) were accepted for examination. 

Although almost all of the referred cases resulted in acceptance by the Examination function, 
results from the completed examinations were not always provided to the SS-8 program.  In 
addition to sharing results of examinations, the operating divisions should provide feedback to 
the SS-8 program when referrals are either rejected or surveyed before and after assignment.  We 
believe it is important that this information is shared to ensure that the IRS, as part of its 
Employment Tax Strategy, maximizes efficiency and results when addressing the underreporting 
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portion of the tax gap.  Implementing this practice will ensure that the burden of uncollected 
taxes is not shifted to compliant taxpayers. 

****2(f)********************************************************************* 
***2(f)****************************  As part of an SS-8 program initiative, the Specialty 
Programs and Campus Compliance Services functions created an action plan to work toward 
implementing a pilot program to address these cases.  The pilot program calls for detailing two 
tax compliance officers to review a sample of “tax gap” cases.  The IRS will gather and monitor 
results throughout the pilot program to determine overall taxpayer compliance.  The pilot 
program was not concluded at the time of our fieldwork; therefore, we cannot provide an 
assessment on the value of this program.  However, we are encouraged by the IRS’ initiative to 
examine cases that do not meet referral criteria to ensure workers comply with their tax 
obligations.   

Recommendations 

The Commissioner, Wage and Investment Division, should: 

Recommendation 1:  ********2(f)********************************************** 
*****2(f)************** 

Management’s Response:  **********************2(f)******************************* 
****2(f)*************************************************************** 
**********************************************************************  
************************************.   

Recommendation 2:  ******2(f)*********************************************** 
*******2(f)******************************************************************  
****************************.  

Management’s Response:  IRS management disagreed with our recommendation to 
*****************2(f)**************************************************
***********2(f)***************************** stating that the potential increase 
in revenue does not justify the significant programming costs that would be incurred.  
Additionally, ********2(f)************************************************ 
**2(f)****************************************************************** 
**********************************************************************, 
************2(f)*********************************(see Recommendation 4).  

Management also disagreed with our reported outcome measure of potential increased 
revenue of $131.1 million over 5 years, citing that our computation did not account for 
situations where relief was granted to the employer under Section 530 of the Revenue Act 
of 1978. 
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Office of Audit Comments:  Although IRS management agreed with the finding, it 
did not agree with our proposed recommendation due to significant programming costs.  
The IRS’ response did not include any data to suggest what those costs might be and 
whether they outweigh the potential increase in revenue it would receive by identifying 
potentially noncompliant returns up front.  We are encouraged that the IRS will perform a 
study to address noncompliance.  However, we are concerned about its overall 
effectiveness and the Calendar Year 2012 completion date because the IRS, in its 
response to our March 2007 report, agreed to perform a pilot study to ensure compliance 
with filing the Form 8919.  The IRS only recently began to take action to address our 
prior concerns.  

In addition, management asserts that *****************2(f)**********************
***********************2(f)******************************************** 
********************************************************************** 
********************************************************************** 
*********************************************************************** 
**********************************************************************.  
***********************************************************************
********************************************************************** 
********************************************************************* 
********************************************************************** 
**************************. 

The IRS disagreed with our outcome measure, stating that our analysis did not account 
for situations where relief was granted to an employee based upon Section 530.  
However, we provided IRS management with detailed information that explained how we 
calculated the outcome measure.  This included our analysis of IRS Master File data for 
Forms 8919 that identified 2.5 percent of taxpayers selected the Section 530 designation.  
We believe our reported outcome is valid because these taxpayers were excluded from 
our calculation. 

The Commissioner, Small Business/Self-Employed Division, should: 

Recommendation 3:  Coordinate with the operating divisions to ensure that feedback is 
provided to the SS-8 program regarding its referrals.   

Management’s Response:  IRS management agreed with this recommendation and 
will coordinate with the operating divisions to provide feedback on a quarterly basis to 
the SS-8 program on the results of their referrals. 

Recommendation 4:  ******************2(f)*********************************** 
*********2(f)*************************************************************** 
*************************************************************************** 
********************************************. 
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Management’s Response:  ****************2(f)************************** 
*******2(f)************************************************************ 
********************************************************************** 
*********************************************************************** 
************2(f)*********************************************.  Based upon 
results of the pilot study, workload, staffing, and budget, they will consider expanding the 
compliance program to include Tax Year 2010 returns flagged during processing in 
Processing Year 2011.  

Office of Audit Comments:  The IRS stated it would consider the results of the pilot 
study, workload, staffing, and budget *****2(f)******************************** 
*****2(f)************************************************************** 
***2(f)**************.  We continue to believe that the issue of employment taxes and 
reducing the underreporting tax gap is a priority that warrants continued attention.  These 
steps are critical because we estimate that the IRS could potentially lose an estimated 
$131.1 million in taxes over 5 years if no additional actions are taken to address this 
matter. 

Taxpayers Were Not Always Receiving Timely Responses to Requests 
for Worker Determinations 

The SS-8 program’s technical reference guide states that examiners should issue an 
acknowledgement letter (Letter 3891 or 3891-A) from the SS-8 unit within 30 calendar days of 
receipt of the Form SS-8.  The acknowledgement letter advises the taxpayer that his or her 
request was received and indicates that it can take up to 180 calendar days to provide a ruling.  If 
a case cannot be processed to closing within 180 calendar days, the IRS will send a followup 
letter (Letter 3740) to the taxpayer advising of the delay. 

We reviewed a judgmental sample of 30 closed SS-8 cases and found that the IRS did not timely 
acknowledge receipt of the taxpayer’s request in 8 (27 percent) cases.  For these 8 cases, the 
elapsed days ranged from a minimum of 32 days to a high of 62 days.  In addition, we identified 
10 closed SS-8 cases that were not processed within 180 calendar days.  In 4 of the 10 cases, 
there was evidence (e.g., copy of the followup letter and/or a notation in the history sheet) in the 
case files indicating that the IRS mailed the followup letter.  For the remaining six cases, we 
were provided with a checksheet maintained by the SS-8 program indicating that the followup 
letters were sent.  Management attributed the processing delays to the increased volume of 
Forms SS-8, without receiving a corresponding increase in staffing.   

In addition to our judgmental sample, we obtained the Form SS-8 receipts, resources, and 
processing times for all SS-8 determinations for the last 3 fiscal years as reflected below.   
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Figure 2:  Form SS-8 Receipts, Resources, and Processing Times 
FYs 2007–2009  

Source:  Data provided by the IRS’ SS-8 program management. 

Fiscal 
Year 

Number of 
Form SS-8 
Receipts 

Number of Tax 
Examiners to 

Process Forms 

Seasonal 
Tax 

Examiners 

Detailed 
Tax 

Examiners7 

Average 
Number of 

Days to Process 
the Cases to 

Closure 

2007   5,935 29 0 0 128 

2008 10,951 24 0 6 141 

2009 11,361 26 10 2 239 

In FY 2007, the SS-8 program received 5,935 Forms SS-8 for processing and had 29 tax 
examiners processing the workload.  It took an average of 128 calendar days for the tax 
examiners to make an SS-8 determination.  The workload increased substantially in FY 2008; 
almost doubling to 10,951 receipts, although the number of examiners decreased by 5.  To 
process the increased workload, IRS management detailed tax examiners to improve its 
processes for closing cases rather than requesting permanent staffing because they did not know 
whether the increase in SS-8 filings was an anomaly.  Even with the added seasonal employees 
and streamlined processes, the average days to close a case increased to 141 calendar days.  In 
December 2008, the IRS submitted a proposed organization chart to increase staffing in the 
SS-8 program.  The proposal was approved in October 2009.  The proposed increase called for 
nine additional tax examiners, but the permanent staff only increased by two in FY 2009.  The 
volume of Forms SS-8 receipts increased 3.7 percent in FY 2009, while the average days to 
make a determination increased to 239 calendar days, well above the IRS’ 180 calendar day 
criteria for ruling on determination requests.    

The SS-8 program also relies on feedback from the Quality Review staff to ensure cases are 
processed in accordance with stated procedures, including accuracy, professionalism, and 
timeliness.  However, the SS-8 program did not receive feedback on timeliness concerns because 
the Quality Review staff’s Internal Revenue Manual did not contain the criteria for timely 
processing a case.  For the 10 closed cases we previously noted were not timely processed 
(within the 180 calendar days), the records provided to us by the Quality Review staff indicated 
these cases were timely.   

Management Actions:  Subsequent to completion of our fieldwork, we communicated our 
concern regarding the inaccurate feedback provided to the SS-8 program by the Quality Review 
staff.  IRS management took prompt action to update the SS-8 procedures to include the 
                                                 
7 A detailed tax examiner is one that is brought in from another IRS area to assist with the work.   
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following, “should case inventory remain open up to 180 days from the date of receipt, support 
staff will notify the requester of the reason for the delay and the expected time frame for 
response by sending a followup letter.”   

According to Quality Review staff management, establishing a timeliness criterion in the Internal 
Revenue Manual will allow the quality review staff to report cases that take more than 
180 calendar days to process and where no followup letter was issued to the taxpayer as not 
meeting the timeliness criteria.  In addition, the SS-8 program recently developed an automated 
program to identify aging cases.  This program, referred to as the 3740 report, identifies cases 
that are 5 months old and have not yet been closed with a determination ruling.  The program 
automatically generates a followup letter to be sent to the taxpayer on a monthly basis.  While 
these added measures will help the SS-8 program ensure that taxpayers are notified when delays 
occur in processing worker status determination requests, the SS-8 program needs to have 
sufficient resources to process its workload and avoid backlogs.   
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Appendix I 
 

Detailed Objective, Scope, and Methodology 
 

The objective of this review was to evaluate the effectiveness of the IRS’ controls and 
procedures for ensuring taxpayer compliance with the determinations of worker status.  To 
accomplish our objective, we: 

I. Determined the SB/SE Division’s roles and responsibilities, including resource 
commitments, to the Determination of Worker Status Program (referred to as the  
SS-8 program). 

A. Interviewed applicable SB/SE Division management and determined their roles and 
responsibilities in addressing noncompliance within the SS-8 program. 

B. Reviewed the SB/SE Division’s strategic plans, program letters, policies, and 
guidance and determined its goals and objectives. 

C. Determined the SB/SE Division’s resource commitment allocated to the  
SS-8 program.   

II. Evaluated how SS-8 program staff coordinates with field office staff to identify and 
examine cases involving worker status noncompliance. 

A. Reviewed procedures developed by SB/SE Division management for identifying 
cases that should be referred to the field offices and to the Criminal Investigation 
Division. 

B. Obtained information reports generated by the SS-8 database for FYs 2006 through 
2008 that show the acceptance rates and outcomes of determination of worker status 
referrals. 

III. Evaluated the effectiveness of the quality review process to ensure consistency within the 
SS-8 program. 

A. Reviewed quality review procedures and criteria and interviewed quality review staff 
to gain an understanding of the review process.   

B. Reviewed a judgmental sample of 30 of the 101 cases quality reviewed at the 
Brookhaven IRS Campus1 from July 2008 through December 2008.  We used 
judgmental sampling because we did not intend to project the results.   

                                                 
1 See Appendix VII for a glossary of terms. 
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C. Evaluated any feedback provided to determine how the quality review process is used 
to enhance the SS-8 program.     

IV. Evaluated the results of the SS-8 program for the period October 1, 2005, through 
September 30, 2008. 

A. Identified how the SS-8 program tracks cases in its database. 

B. Reviewed information reports from the SS-8 database and SS-8 program reviews 
regarding worker classification trends, taxpayer compliance rates, and program 
accomplishments. 

V. Determined whether evaluating the Uncollected Social Security and Medicare Tax on 
Wages (Form 8919) that were filed could help improve overall program compliance. 

A. Analyzed a Master File extract of 82,447 Forms 8919 filed by taxpayers during 
Processing Year 2008 to determine the reasons why taxpayers filed. 

B. Obtained an extract of all 75,237 requests for Determination of Worker Status for 
Purposes of Federal Employment Taxes and Income Tax Withholding (Form SS-8) in 
a database maintained by the IRS as of September 2, 2009. 

C. Matched the Master File extract of Processing Year 2008 Forms 8919 (see Step V.A.) 
against the database of Forms SS-8 (see Step V.B.) to identify the taxpayers who did 
not file the required Forms SS-8.  We considered the reliability of the data to be valid 
because our review of the information on the Integrated Data Retrieval System was 
the same as the information reported on the forms. 

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 SS-8 program’s policies, procedures, 
and practices for quality review and referral of cases involving noncompliance.  We evaluated 
these controls by interviewing management and reviewing case files and management 
information reports.   
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Appendix II 
 

Major Contributors to This Report 
 

Margaret Begg, Assistant Inspector General for Audit (Compliance and Enforcement 
Operations) 
Marybeth Schumann, Director 
Diana Tengesdal, Audit Manager  
Michael Hillenbrand, Acting Audit Manager  
John Chiappino, Lead Auditor  
Marge Filippelli, Senior Auditor 
Janis Zuika, Senior Auditor 
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Appendix III 
 

Report Distribution List 
 

Commissioner  C 
Office of the Commissioner – Attn: Chief of Staff  C 
Deputy Commissioner for Operations Support  OS 
Deputy Commissioner for Services and Enforcement  SE 
Deputy Chief Information Officer for Operations  OS:CTO 
Deputy Commissioner, Wage and Investment Division  SE:W  
Deputy Commissioner, Small Business/Self-Employed Division  SE:S  
Director, Specialty Programs, Small Business/Self-Employed Division  SE:S:SP 
Chief, Employment Tax, Small Business/Self-Employed Division  SE:S:SP:ET:C 
Program Manager, Employment Tax Policy, Small Business/Self-Employed Division  
SE:S:SP:ET:TP 
Chief Counsel  CC 
National Taxpayer Advocate  TA 
Director, Office of Legislative Affairs  CL:LA 
Director, Office of Program Evaluation and Risk Analysis  RAS:O 
Office of Internal Control  OS:CFO:CPIC:IC  
Audit Liaisons: 

Deputy Commissioner for Services and Enforcement  SE 
Commissioner, Small Business/Self-Employed Division  SE:S 
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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 Outcome Measure: 

• Increased Revenue – Potential; $131.1 million in Social Security and Medicare taxes not paid 
by independent contractors or self-employed taxpayers ****2(f)********************(see 
page 3). 

Methodology Used to Measure the Reported Benefit: 

*******2(f)****************************************************************** 
*************************************************************************** 
**************************************************************************** 
**************************************************************************** 
**************************************************************************** 
**************************************************************************** 
********************. 

*****************2(f)******************************************************* 
**************************************************************************** 
***************************************************************************** 
***************************************************************************** 
**************************************************************************** 
***************************************************************************** 
************2(f)***********************************************, we believe about 
$131.1 million ($26,210,308 x 5 years) in taxes could be avoided over the next 5 years. 

Type and Value of Outcome Measure: 

• Increased Revenue – Potential; 74,068 taxpayers filed Forms 8919 and avoided paying Social 
Security and Medicare taxes (see page 3). 

                                                 
***2(f)***********************. 
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Methodology Used to Measure the Reported Benefit: 

************************2(f)************************************************* 
***************************************************************************** 
***************************************************************************** 
***************************************************************************** 
********************************. 

***********2(f)************************************************************* 
**************************************************************************** 
***************************************************************************** 
**************************************************************************** 
*****2(f)*** and avoided paying $26.2 million in Social Security and Medicare taxes.   

Type and Value of Outcome Measure: 

• Taxpayer Burden – Actual; eight taxpayer accounts impacted because the IRS did not timely 
acknowledge receipt of the worker status determination request (see page 7). 

Methodology Used to Measure the Reported Benefit: 

We selected a judgmental sample of 30 of 101 worker status determinations closed between July 
and December 2008.  We identified 8 cases where the IRS did not acknowledge receipt of the 
individual’s worker status determination within the required 30 calendar days.   



Employment Tax Compliance Could Be Improved  
With Better Coordination and Information Sharing 

 

Page  18 

Appendix V 
 

  Form 8919 
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Appendix VI 
 

Status of Recommendations From the  
March 2007 Treasury Inspector General  

for Tax Administration Report1 
(Pertaining to Form 8919 Only) 

 
Finding Recommendations Proposed Corrective 

Actions Status 
 ***2(f)********* 
 

****2(f)*************             ***2(f)*************** 
 
***********************
 *********************
 *********************
******************** 
**********************
*********************
********************** 

******2(f)********** 
.  

 
******2(f)************ 
********************** 
**********************
********************** 
********************** 
******************** 
********************* 
********************* 
***********************.  
********************* 
*********************** 
********************** 
n**********************. 

 *************2(f)******* 
*********************** 
********************** 
*********************** 
*****. 

 
*****2(f)************* 
********************** 
*********************** 
******************** 
*****.   

 
                                                 
1 Social Security and Medicare Taxes Are Not Being Properly Assessed on Some Tips and Certain Types of Wage 
Income (Reference Number 2007-30-062, dated March 30, 2007). 
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Finding Recommendations Proposed Corrective 
Actions Status 

******2(f)*******
************** 
****************
************** 
************** 
************** 
************* 
************** 
*********** 

***2(f)**************** 
********************* 
********************* 
******************** 
********************** 
**************. 
 
 
*****2(f)************* 
*********************
******************** 
********************* 
********************* 
********************* 
******************** 
**********************
********************** 
*********************
********************* 
********************** 
********************** 
********************** 
*********************  
 
********2(f)********** 
********************** 
********************** 
. 

*****2(f)************** 
******************** 
********************* 
********************** 
********************. 
 
 
 
*****2(f)************ 
********************* 
********************** 
********************** 
********************* 
*********************** 
********************* 
********************** 
************ 
 
 
 
 
 
 
 
 
**2(f)************** 
******************* 
********************* 
******************** 
*********************
******************** 
*********************** 
********************* 
*********************
********************* 
********************** 
********************** 
********************** 
********************. 

********2(f)*********** 
******************** 
**************** 
********************** 
*********************
********************** 
******************** 
 
****2(f)************** 
********************* 
********************* 
********************* 
********************** 
*********************** 
********************* 
********************* 
******************** 
********************** 
********.  
 
 
 
 
 
 
*****2(f)************* 
********************* 
********************* 
********************* 
********************** 
***********************
*******************
**********************
********************
********************** 
******************** 
*****************
**********************
********************** 
********************* 
********************** 
**********************
******************* 
*************  
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Finding Recommendations Proposed Corrective 
Actions Status 

***2(f)******* 
************** 
**************  
************** 
************** 
************* 
************** 
************ 
************* 

****2(f)************** 
********************** 
********************** 
********************** 
********************** 
********************* 
********************** 
********************** 
***********************  
******************** 
*********************** 
******************** 
************** 

****2(f)************** 
******************** 
******************* 
**********************
******************* 
********************* 
*********************** 
*********************** 
********************* 
****************** 
******************** 
******************
****************** 
********************. 

D****2(f)************** 
*********.   
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Appendix VII 
 

Glossary of Terms  
 

Business Measures – At a strategic level, business measures are used to assess the overall 
progress in delivering the mission and goals of the organization.  At the operational level, 
business measures are used to assess the effectiveness of a specific program (e.g., Examination). 

Campus – 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. 

Dependent Database – A system that identifies and selects for examination taxpayer returns that 
may have possible erroneous Earned Income Tax Credit claims.  During initial processing, the 
Dependent Database Scoring Program analyzes tax returns that have claimed at least one Earned 
Income Tax Credit (qualifying or dependent child).  Using data from several sources, it analyzes 
each tax return for criteria indicating that the taxpayer might not be eligible for the Earned 
Income Tax Credit and assigns a numeric value to each criterion which provides for an overall 
score for the return.  Based on the resources available to conduct examinations, the IRS selects 
certain types and quantities of returns for pre-refund examinations to verify the taxpayers’ 
eligibility for the Earned Income Tax Credit. 

Employment Taxes – Taxes (e.g., Federal income, Social Security, and Medicare) withheld by 
an employer from an employee’s wages.   

Form 4137 – Social Security and Medicare Tax on Unreported Tip Income – Used by 
taxpayers to figure the Social Security and Medicare taxes owed on tips the taxpayer did not 
report to an employer, including any allocated tips shown Wage and Tax Statements  
(Form W-2). 

Form 8919 – Uncollected Social Security and Medicare Tax on Wages – Used by taxpayers 
for uncollected Social Security and Medicare taxes on wages that have neither been collected nor 
submitted by the employer to the IRS.   

Form SS-8 – Determination of Worker Status for Purposes of Federal Employment Taxes 
and Income Tax Withholding – Used by taxpayers to request a determination of worker status 
for purposes of Federal employment taxes and income tax withholding. 

Form W-2 – Wage and Tax Statement – Used by employers to report wages and other 
compensation paid to employees.  The form also captures the amounts of income and  
Social Security taxes withheld. 
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Integrated Data Retrieval System – IRS computer system capable of retrieving or updating 
stored information; it works in conjunction with a taxpayer’s account records. 

Letter 3740 – Letter sent to the Form SS-8 requester concerning the status of his/her request.  
This letter is only warranted if the case has not been processed within the 180 calendar day time 
limit. 

Letter 3891/3891-A – Acknowledgment letter to a worker/payer, who requested a determination 
that indicates the IRS received his or her request. 

Master File – The IRS database that stores various types of taxpayer account information.  This 
database includes individual, business, and employee plans and exempt organizations data. 

Operating Divisions – The IRS divisions which include the Small Business/Self-Employed, 
Wage and Investment, Tax Exempt and Government Entities, and Large and Mid-Size Business 
Divisions.  Each operating division is responsible for planning and managing nationwide 
programs that meet the needs of particular groups of taxpayers.  

Processing Year – The year in which tax returns and other tax data are processed.   

Section 530 – Section 530 of the Revenue Act of 1978, Pub. L. No. 95-600, 92 Stat. 2763,  
2885-86 (current version at Internal Revenue Code Section 3401 note).  This section permits a 
taxpayer to treat workers as other than employees for employment tax purposes when certain 
requirements are met.  It also prohibits the IRS from issuing guidance clarifying the employment 
status of individuals for purposes of employment taxes.   

Specialty Programs – A function reporting to the Commissioner of the Small Business/ 
Self-Employed Division.  They are responsible for providing leadership and direction in the 
design, development, and delivery of excise, employment, estate, and gift tax and supporting a 
comprehensive tax administration program designed to enhance taxpayer compliance.  
Tax Gap – The difference between the annual Federal tax obligation and the amount of tax the 
taxpayer pays voluntarily and timely. 
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