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ABSTRACT: Results are expected to be available beginning this summer for congressionally mandated research
projects the IRS and Treasury are conducting on data-driven earned income tax credit compliance, but observers are
skeptical the projects will have much of an effect.

SUMMARY: Published by Tax Analysts(R)

Results are expected to be available beginning this summer for congressionally mandated research projects the IRS and
Treasury are conducting on data-driven earned income tax credit compliance, but observers are skeptical the projects
will have much of an effect.

A report Treasury sent to the House and Senate Appropriations committees describes four projects designed to increase
EITC compliance: a study of EITC return preparers, one on taxpayer use of return preparation software with added
EITC eligibility questions, one involving mailing a postcard that informs recipients of rules for reporting
self-employment income when claiming the EITC, and one making use of taxpayer "soft notices" describing individual
compliance issues and options for self-correction. The report was released publicly August 4, according to a Treasury
spokesperson.

The House Appropriations Committee called for the Treasury report as part of its bill setting IRS funding for fiscal
2016. Saying the EITC's complexity makes it easier for criminals to file bogus claims and harder for claimants to avoid
errors, it called on the IRS and Treasury to send a report to both congressional appropriations committees describing
data-driven analysis of EITC compliance improvement efforts conducted with the return preparation community to
provide solutions for both taxpayers and paid preparers to "ensure ease of taxpayer understanding."

The EITC's improper payment rate has hovered between 22 percent and 27 percent for about the last decade, making it
subject to continued congressional scrutiny. Speaking at a conference in 2015, an IRS official noted the agency receives
no third-party information reporting that would enable it to predetermine taxpayer eligibility, and about a third of the
EITC claiming population moves in or out of the program in any given year. National Taxpayer Advocate Nina Olson
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has also said the EITC filing population is highly mobile.

The postcard project referenced in the report will look at the effect of the "experimental mailings" on taxpayers' filing
and income reporting behaviors, differential effects between taxpayers doing their own returns and using paid return
preparers, and network effects through geographic neighbors and taxpayers using identical return preparers, according
to the report. That and the soft notice project are largely dependent on reaching EITC claimants by mail.

Describing what he sees as the complexity of EITC compliance, Villanova University law professor Leslie Book said,
"The research that is discussed in this report reflects that for many reasons, IRS simply cannot audit, math-error, or
penalize its way out of the compliance problem, which is not a problem but a series of differing compliance issues
within the program." Book added, "Efforts to sway preparers and claimants themselves along the lines in some of the
research reflect the reality that IRS has a very difficult job in front of it."

Budgetary pressures facing the agency may not make that job any easier. IRS funding has been slashed 19 percent on an
inflation-adjusted basis since fiscal 2010, National Taxpayer Advocate Nina Olson said in her fiscal 2017 objectives
report to Congress, which lists EITC compliance as an area of focus for her office in the coming year.
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Results are expected to be available beginning this summer for congressionally mandated research projects the IRS and
Treasury are conducting on data-driven earned income tax credit compliance, but observers are skeptical the projects
will have much of an effect.

A report (Doc 2016-16035) Treasury sent to the House and Senate Appropriations committees describes four projects
designed to increase EITC compliance: a study of EITC return preparers, one on taxpayer use of return preparation
software with added EITC eligibility questions, one involving mailing a postcard that informs recipients of rules for
reporting self-employment income when claiming the EITC, and one making use of taxpayer "soft notices" describing
individual compliance issues and options for self-correction. The report was released publicly August 4, according to a
Treasury spokesperson.

The House Appropriations Committee called for the Treasury report as part of its bill setting IRS funding for fiscal
2016. Saying the EITC's complexity makes it easier for criminals to file bogus claims and harder for claimants to avoid
errors, it called on the IRS and Treasury to send a report to both congressional appropriations committees describing
data-driven analysis of EITC compliance improvement efforts conducted with the return preparation community to
provide solutions for both taxpayers and paid preparers to "ensure ease of taxpayer understanding."

The EITC's improper payment rate has hovered between 22 percent and 27 percent for about the last decade, making it
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subject to continued congressional scrutiny. (Prior coverage (Doc 2015-28260), (Doc 2015-9954).) Speaking at a
conference in 2015, an IRS official noted the agency receives no third-party information reporting that would enable it
to predetermine taxpayer eligibility, and about a third of the EITC claiming population moves in or out of the program
in any given year. National Taxpayer Advocate Nina Olson has also said the EITC filing population is highly mobile.
(Prior coverage (Doc 2015-21760).)

The postcard project referenced in the report will look at the effect of the "experimental mailings" on taxpayers' filing
and income reporting behaviors, differential effects between taxpayers doing their own returns and using paid return
preparers, and network effects through geographic neighbors and taxpayers using identical return preparers, according
to the report. That and the soft notice project are largely dependent on reaching EITC claimants by mail.

Describing what he sees as the complexity of EITC compliance, Villanova University law professor Leslie Book said,
"The research that is discussed in this report reflects that for many reasons, IRS simply cannot audit, math-error, or
penalize its way out of the compliance problem, which is not a problem but a series of differing compliance issues
within the program." Book added, "Efforts to sway preparers and claimants themselves along the lines in some of the
research reflect the reality that IRS has a very difficult job in front of it."

Budgetary pressures facing the agency may not make that job any easier. IRS funding has been slashed 19 percent on an
inflation-adjusted basis since fiscal 2010, National Taxpayer Advocate Nina Olson said in her fiscal 2017 objectives
report to Congress (Doc 2016-13914), which lists EITC compliance as an area of focus for her office in the coming
year.

"The Treasury report underlines IRS's concern about finding compliance methods that are both effective and efficient in
use of resources," said John Wancheck, a senior adviser for EITC policy at the Center on Budget and Policy Priorities.
"This further highlights the importance of Congress providing appropriations at levels that do not further restrict IRS
compliance capabilities. It would be highly unfortunate if the IRS could not implement effective enforcement
techniques identified through congressionally mandated research because Congress itself continued to shrink the IRS
budget."

The House Appropriations Committee also called for a summit on EITC compliance, which the agency held in June.
Ken Corbin, director (return integrity and compliance services), IRS Wage and Investment Division, has said the IRS
learned it should consider using new state or other federal agency information sources and should examine how its
outreach program reaches eligible taxpayers. The agency also learned that families have changed, and it needs to look at
how the program is structured to meet the changing needs and composition of families now, he said. (Prior coverage
(Doc 2016-13525).)

The IRS expects to submit a report from the summit in December. Results from the data-driven projects will be
available starting this summer, with final postcard project results not due until the end of December.

What More Can and Should Be Done?

One of the four studies described in the report, the EITC return preparer study, is a multiyear project that started in
fiscal 2012. Each year, the specific strategies are changed to "reflect lessons learned in prior years" and new compliance
concerns. The fiscal 2016 study includes multiple treatments that vary in intensity and timing, the report says. The most
intense prefiling treatment involves revenue agent visits to return preparers to review their compliance with due
diligence rules in section 6695(g), and preparers are fined $ 500 for each return for which the rules weren't followed,
according to the report.

However, the IRS lacks the authority to suspend the preparer tax identification number of return preparers who
flagrantly violate agency regulations, Wancheck said.
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"Such preparers may continue to operate and profit from fees on erroneous and fraudulent claims until legal action to
file criminal charges can be taken by the IRS and Department of Justice," he said.

The Treasury report cites an Obama administration budget proposal (Doc 2016-2846) to allow the Treasury secretary
authority to regulate all paid tax return preparers. Wancheck said he supports that. "Congress should provide IRS with
the authority to regulate return preparers by requiring them to pass a competency test and to keep up with rule changes
through continuing education courses, and by pulling the PTINs of preparers who continually file false refund claims."

Wancheck identified another return preparer issue he said is on the agency's radar but isn't mentioned in the report --
"ghost preparers" who don't sign the returns they file and use commercial tax software to file multiple claims.

"This is obviously harder to get at using research techniques based on sample and control groups of tax returns," he
said. "This was recently flagged as an area of security concern since such preparers may circumvent registration codes
in software products that allow the IRS to track the specific source of preparation."

John T. Plecnik of Cleveland State University's Cleveland-Marshall College of Law pointed to the potential flaw in the
two studies examining how mailings can influence taxpayer behavior. "Well, we've already seen that correspondence is
the least effective way to communicate with low-income taxpayers," he said. "From my perspective it's somewhat
troubling that there's still this mail correspondence model as opposed to opening up more opportunities for low-income
taxpayers to talk to another human being."

The IRS should at least run a pilot program to see what difference it would make to "grant more access to a person,"
said Plecnik.

"What we haven't studied is what if there was a help line that was well staffed, easily accessible, where low-income
taxpayers could call someone who knows enough about the earned income tax credit to deal with their hypothetical and
give them a real answer as to what their obligations are," he said. "I don't think the IRS has ever attempted that."

The IRS has expressed its intention of moving much of its interaction with taxpayers to an online format, which has
drawn criticism from Olson. (Prior coverage (Doc 2016-13918).)

And a hotline would only solve voluntary compliance issues, Plecnik said.

"We're always dealing with half measures when we're paying before we fully verify a taxpayer's information," he said.
"If we're really serious about dealing with refundable credit tax fraud, we should have verification before payment in all
cases."
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