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February 17,?M

The flonorable Daniel P.I/bynihan
Ranking Nfino rity trfember
Cnmmittee onFinance
United States Senate

Subject: Latemal Revenue Servicer lteparing Substitute for Retunrs for krdividuals

De ar Senator IVbynihan:

On Novembet n, Igg9, we briefed your office about the Substitute for Retum (SFR) prcgram
at the Intemal Revenue Service (IR.S). I-r accordance with statutory authority gra:rted to the
Secretary of the Treasrry and his designees, IR.S plepares a substitute for return for
individ"als who do not appear to have filed a required tax raturn (i.e., potential nonfilers).
IR.S prepares these substitute for retums using information maintained in mS' computer
frles.'

This letier sunnurizes the points we made at the briefing and answers six questions raised by
your office. To prepare the briefing, we used infomation about nonfilers and the SFR,
program that we had collected during previous work. To answer questions raised at the
briefing, we interviewed responsible IR.S officials inthe Customer Service and C,ollection
Divisions at tlre National OfEce. We also reviewed related IR.S docunents. We did our work in
Washingtoa D.C., and New Carrollton,llfaryland, fi'om November 1999 throughJanuary 2000
in accordance with generally accepted govemment aufiting standards.

Results in Brief
As discussed at the briefing, IRS prepares a substitute for return for certain individ'rals
classified ae potential nonfilers for whom (f) it nas wtrat it considers to be adequate
information about income and (D the estimated tax liability is at or above a certain level IRS
receives this income infomation frum third parties, such as banks and employers, who make
payments to,individuals. IR.S belierrcs that potential nonfilers who teceive a substitute for
return will be encoumged to respond by either filing a rnole accurate return or sfrowlng that
they have no filing requirement. IR^S is to grve the potential nonfilers up to two chances to

'In its rcsponse to this letbr, IRS officialq indicated tlatthey do not gererally prcpare achral tax retums. Irstead, they said IRS
pr€parcs Bubstihrte documenta tlat plopose aas€a6nre*. 4116s.gh IILS and bgielation refer to thie as t\e subetitute for rcturn
progxam, tbeee ofEcials said tlatthe documentdoes mtlook like anactul qx rehra
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respond to infomation showing the proposed amount of the substitute for return- If these
individuals do not respond, IRS is to assess the tax shown on the substitute for return and
seek payment of the balance due through its regular collection process. Enclosure I contains
more detailed infomration about these and other points made at the briefing.

In response to questions mised atthe briefing:

IR.S can contact potential nonfilers who are not selected for the SFR prtgmm to solicit a tax
return. These contacts canbe made tlrough telephone calls orvisits by IRS staff.
mS has a few criteria to guide decisions on whether to ireate a substitute for return through
automated or manual means. IRS is to use the automated method rather than the manual
method when the sources of income are less complex, swh as when they have little or no
self-employment income from business activities. The automated method accounts for most
substitute forreturns.
Whenpreparing a substitute for returrl IR.S allows for a filing status of either "single" or, if
the most recently filed neturn showed tlre taxpayer as mamied, "maried filing separately."
fucording to IR"S officials, IRS has always allowed for only these two filing status claims on a
substitute forreturn IR.S carmotuse "mar:ried filingjointly''because the tax law only allows
this filing status when taxpayers elect to use it upon frling a tax retum-
IIUS rarely receives information otlrer than income infornation fipm thirrd parties in preparing
a substitute for return-
A balance-due account created fiom a substitute for retum has no special priority over those
created thrcugh other means. IR.S is to use the same forrnula to set collection priorities for all
types of accounts tllat involve the collection of unpaid assessments finm individuals.
IR.S does not routinely collect data on the costs to prepa:e and prccess substitute for returns
and on the impacts of the SFB, progf,am on compliance. For example, IR'S does not collect
data onwhethertbe taxpayerfiles forfuture tax years. IR.S does fuackthe numberof
substitute for returns and whether the taxpayer responds to the notice on the related tax,
penalty, and interest assessments.

Enclosure II responds to tbese questions in more detail

Agency Comments

We requested comments on adraft of this letler ft'om the Commissioner of Intemal Revenue
or his designee. On Febnrary 9, 2000, we reeeived comrnents fi',om responsible IRS offrcials in
the Examination and C\rstomer Service Divisions. Although the Examination Division said it
had no comments, C\rstomer Service Divisionofficials commented onthe phrase "Substitute

for Returrl" They asked us to emphasize tbat even though the prcgram is commonly referred
to as the SFR pmgram, no actual tax retum is pleparcd. klstead, these offrcials noted that IR.S
prepares a document that substitutes for the rehrm and that proposes an assessment, which

/
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is posted to ttre taxpayet's accorrnt and is subject to the collection prccess. We added a
foohrote to the letter to explain this and levised references in the dxaft to clarifu this point

I-hrless you publicly announce its contents earlier, we plan no further distribution of this
let0er urrtil 15 days after its date. We will then send copies to Senator William V. Rotlr .h.,
Chairnaq Committee onFinance, and Reprrsentatives WilliamArcher, Chairman, and
Charles B. Rangel, Ranking l!finority llbmber, tbuse Committee on Ways and llbans. We also
will send copies to the Ibnorable Lawrence H Summers, Secreta4z of the Tbeasuryi the
Ilonorable Charles O- Rossotti, Commissionerof Internal Revenuei and otherinterested
parties.

A key contributor to this:report was Iouis Roberts. If you have any questions, please contact
me or Tom Short on (20D btz-9110.

Sincerclyyoun,

CorneliaMAshby
Associate Director, Tax Policy and

Adminisfo2l[sn Issues
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(6-12-87) 5200 Delinquont Retum Procedures

refusal to file under the provisions of the Inter-
nal Revenue Code.

(4) In instances where the delinquent tax-
payer has turned ths records ov€r to a tax prac-
titioner for preparation and completion of the
retum(s), the Collec'tion employee will continue
to look to the taxpayer for liling compliance
except wlrere power of attorney has been given
to the practitioner.

5282 eeant
Subeequcnt AcUvlty

(1) Generally, IMF caseswhere no retum has
been secured and Policy Statemsnt P-5-133
does notapply, the Collection furrtion employ-
ee have the following alternatives:

(a) Refend to th6 Critnlnal lrwestigation
Division. eo€ IRM 52(10)1;

(b) Summons, see'lRM 5283:
(c) Referral to Examinat ion. see IRM

52(10)2; or,
(d) Refenal to SubstiMe for Return Unit,

ses IRM 52(10)5

(2) Refueal to file employment and excise tax
retum(e) should be proceseed by Collection
under IRC 8O2O(b) procedwes.

528i1 rrr-rs+st
Summonr Procodures

5283.1 (rr-rs-es)
Procsdursa

Revenue Olficers should review the sum-
mona proc.edures provided in IRM SZ02)0 and
Chapter 6OO of IRM 57(16)0, Legat Reference
Guide for Revenue Otficers.

5283.2 (rr-18-a5)
Ta:tpaycr Rcrponre to Summons

(1) Accopt lhe return(e) when a taxpaysr
presents tho retm(8) cofipl€ted and sQned.

(2) lf ttn retum(8) hagnot been propareq th€
Revenue Offfcer will prepare th€ rehrm(s) if the
taxpayefs re@rds are such that the skllts of a
Rwenue Agent or To< Auditor are not required.

(3) tf the rocords presented by tfre tarpayer
are Buc{t that the ekllle of a Florenue Agent or
Tor Ardltor ars required, the Examination per-
eon de$gnated to be on Btandby should be
contact€d.

52833 6-10.4e)
Summons Followtp Action

lf the talpayor do€s not comply with th€ sum-
mons, the Revenue Otficer should prepare a
Form 4443, Summons Referral .  See IRM
52(121(14\.x.

5290 (rr-rs+)
Rcfucd to Flle-lRC 602qb)
Asrecrrnent Procedurc

5291 trr-rs-eor
Scopc

O) 
'th€ precodure applies to €mpldyrn€nt,

o<cis€ and partnership tax r€tums. Generally,
th€ lollowing rsturns wlll b€ involved.

(a) Form 940, Employer's Annual Federal
Unemployrnent Tax Rettrm;

(b) Form 941, Employer's Quartedy Foder-
al Tax Return;

(c) Forrn 942, Employ€r's Quart€rly Tax
Return lor Household Employees;

(d) Form 943, Employar's AnnualTax Re-
turn lor Agricultural Employees;

(s) Form 11-8, Sp€cial Tax Retum+am-
ing Devices; ([he Rwenue Act of 1978, P.L.
95400 repealed thecoirFop€rated gaming de-
vice tax etfective June 30, 1980. Therefore,
Form 11-8 is not required for gaming devices
after June 30, 1980. These procedures are pro-
vided to cover delinquent situations prior to
June 30, 1980.)

(Q Form 720, Quarterly Federal Excise Tax
Retum

(g) Form 2290, Federal Use Tax Return on
Highway Motor Vehic,les:

(h) Form CT-1, Employer's Annual Rail-
road Retirem€nt Tax Return.

(i) Form 1065. U.S. Partnsrship Roturn of
Income.

6292 t*rz-at
General

(1) Rwenue oflicars. ACS and CSF manag-
ers, GS-9 ancl above, are authorizod to execute
r€turno uMer IRC 6O20(b).

(2) Wh€n the taxpayer is contact€d, the Col-
lection employee will set a specif ic date for liling
and s€cxJre suffici€nt inlormation 8o that an
accrrrate rotum can bo prepared il the taxpayer'fails to file by the specified date.5A8r
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AUTI{ORITY TO LTICUTE R.ETI'RNS

rtuthorlty {s redelegated Eo Sovelse Officers, GS-9 and above Eo prepare
aad e*ecute the folloving returns on behalf of che Discricr Direcior
uuder Section 6020(b) of the Isteraal Bevenue Code:

Forn 96C, Etployer's Annual Federa.l l lnenploynenc Tas Return;
';For$ 94i, Enployer's Quarcerly Federai Tax Recurn;
.,Forn 942, Ernpioyerts Quarterly Tax Retura for Household EnpJ.oyees;
Foru 943, Enployerrs Annual Tax Return for Agricultural Enployees;
Forur lL-B, Special Tax Recurn - Gaatng Services;
Forn 720, Quarcerly Federal Exclse Tax Recurn;
Form 2290, Federal Use Tar lerurn on Highrlay l' lotor Vehicles;
Foru Cl-l, Enployer's Annual Rallroad Recirenenc Tax Return; and
Forq 1.065, U.S. Parcnershi.p Return of fncose

Thls AuchorX.cy nay not be redelegaced.

fr.ls order supersedes Deiegation Order DD4KC-150 (Rev. 4) dated
Decenber 13, 1984.

Reference: Treasury Regulations 301.6020-1(b)
Comu:issioner Delegation Order No. 182, (Rev: 1)
IRH 5292

Delegatces:
HstrLcc Dlrector
Grlcf, Collection & TPS Dlvtslon
Chlof, Spcctal Procedures Scaf,f
Chl.ef, Collection Supporc Functloa
Cblef, Fleld Brgnch I

stlirr!,sllo{rr chlef , Field Branch Ir
Group llaaogers, Collection
I-'RC-Col1ecti.on, Southnest Reglon
Rcglonal |lanegeoent Staff: Regional Office Library

U .  t .  t E 6 4 S U i Y  0 € P A R T X t N T  .  [ n r g n o l  R c v r f t c  5 € r ! ; c c

III-20

\ . r ,  A l . e  . l

Tom Scambos
Highlight

Tom Scambos
Highlight

Tom Scambos
Highlight

Tom Scambos
Highlight

Tom Scambos
Highlight

Tom Scambos
Highlight

Tom Scambos
Highlight

Tom Scambos
Highlight

Tom Scambos
Highlight

Tom Scambos
Highlight

Tom Scambos
Highlight




