Electronic Tax Administration Advisory Committee

ANNUAL REPORT

TO CONGRESS

June 2024

Publication 3415 (Rev. 6-2024) Catalog Number 28110R Department of the Treasury Internal Revenue Service www.irs.gov



https://www.irs.gov




TABLE OF CONTENTS

ETAAC Members 2023-2024 ..........ooeeeeiiiceiereeeeeree s rsnns s s smnssssnsa s sennssssnmnnas 1
Background INnformation ... 2
Formula for Successful Initiatives (ETAAC 2022 Report)....cccceceeeeeneeecnneee. 3
EoFll vttt 4
FIEE File PIOGIAM ...ttt 5
Electronically Filing AmMended RETUMIS.. ... e e e e 5
VITA oottt 6
Letter from the Chair and Vice-Chairs..........cccoiiimeiiiiimciinicerecce e e 6
How to Read the 2023 ETAAC Report..... o iiciiiecirccrrce s s e e e 8
Legislative Tear Off Sheets ... e e 9
Legislative Opportunity SUMMAry .........ccciiiicciiieccrrrccr e e e 9
(0 o o Yo o (81 1128 ISP 10
PRESENT LAW ..ottt 10
REASONS FOR CHANGE ..ottt 10
RECOMMENDATION.......cuitiiiiititetsieeeeeete ettt 10
(@ o o T (1] 011 /2 | 11
PRESENT LAW ..ottt 11
REASONS FOR CHANGE ..ottt 11
RECOMMENDATION......cuiuiiiiitititetsceesete ettt 12



(@ o o T (1] 11 Y2 | | I 13

PRESENT LAW ...ttt 13
REASONS FOR CHANGE .......voviieieieee e eeeee ettt 13
RECOMMENDATION. .......oiuieiteieeeet ettt 13
ETAAC 2024 Recommendation SUMMArY: .......coceeeciimrmnerrrmesssrrmassremsseennns 14
RECOMMENDATION: ...ttt 14
RECOMMENDATION: 2.....oeeeteeee ettt ettt n et 14
RECOMMENDATION: ..ottt ettt 15
RECOMMENDATION: 4.....coeuvviiieeeeteee ettt 15
RECOMMENDATION: 5ottt ettt 15
RECOMMENDATION: B.....coeuviveiieeeiieieeeesetees oottt s et es et et 15
RECOMMENDATION: 8......oeuitetieeieteiee ettt 16
RECOMMENDATION: ...ttt 16
RECOMMENDATION: T0....ucuveteecsteee ettt 17
RECOMMENDATION: T .ottt 17
RECOMMENDATION: T2, n et 17
PREAMBLE ..o e e e e e e snn s sen s smn s sna e sn s snnsnnnnnnnen 18
Recommendation 1.t r s s e s s e e e e 20
Recommendation 2.t e s s e e e e 24
Recommendation 3..... ... e s e e e e 29



[{=ToZ0) 0 a1 0 a =] 0 e F= 14 Lo o T 31

FTEE FIIE ..ottt 34

VITA/TOE: ootttk 34

DIRECT FILE PILOT ..ttt 35
Recommendation 5.......... i s 38
Recommendation 6. s 40
Recommendation 7. s 40
Recommendation 8. 43
Recommendation 10........coiveeiimieiiii s s 47
Recommendation 11 ... s 50
Recommendation 12........ i s 53
@ [0 1= 15 T 57
Appendix A: ETAAC Member Biographies 2023-2024 .........cccceeeeeenieennneen. 58
Appendix B: Examples of Real-time Collaboration & Feedback............. 64
ReferenCes ... 65



This page is itentionally left blank

Vi



ETAAC Members 2023-2024

This report is the culmination of many months of work by the members of this year’s Internal
Revenue Service (IRS) Electronic Tax Administration Advisory Committee (ETAAC). ETAAC
members spent countless hours researching, discussing, and developing the report’s
recommendations. The 2024 contributing members of ETAAC are:

Jared Ballew (Chair Emeritus)

Peter Barca

Vernon Barnett (Vice Chair)

Austin Emeagwai

Jerry Gaddis

Robert Gettemy

Ronald Gilson

Mark Godfrey

Robert Grennes

Douglas Harding

Andrew Jennison

Jihan Jude

Carol Lew

Jonathan Lunardini

Amy Wang Miller

Argi O’Leary

James Paille

Hallie Parchman

Andrew Phillips

RaeAnn Pilarski

Stephanie Plaza

Keith Richardson

Mark Steber

Terri Steenblock

Timur Taluy (Chair)

Biographies of the Committee members are set forth in Appendix A. The Committee members
also recognize and thank the IRS staff and leadership for their assistance in this report’s
development. We appreciate the time spent and their responsiveness to numerous meetings and

data requests.



Background Information

ETAAC is a unique advisory committee due to its mandate established by Congress to:

“ ,, report to the Committees on Ways and Means, Appropriations,

Government Reform and Oversight, and Small Business of the
House of Representatives and the Committees on Finance,
Appropriations, Governmental Affairs, and Small Business of
the Senate on--

[[Page 112 STAT. 724]]

(1) the progress of the Internal Revenue Service in meeting
the goal of receiving eletronically 80 percent of tax and
information returns by 2007;

(2) the status of the plan required by subsection (b);

(3) the legislative changes necessary to assist the Internal
Revenue Service in meeting such goal; and

(4) the effects on small businesses and the self-employed of
electronically filing tax and information returns.”

ETAAC was established under the Restructuring and Reform Act of 1998 to serve as an advisory
committee for the IRS and Congress.

For many years, ETAAC recommendations have assisted in the goal of improved tax law
administered with the IRS for delivery of products and services that are developed in alignment
with taxpayer needs and expectations with the input of specialized stakeholders. Stakeholders
include the City and State Departments of Revenues and tax agencies; Tax Return Preparers;
Consumer Advocates; specialized tax-related companies with Payroll Services and Financial
Services sectors; and tax preparation software companies.

In previous reports published by ETAAC, exemplary recommendations were made, implemented,
and supported by the IRS, various tax administration organizations, taxpayers, tax services
sectors and the tax software industry. Previous success in ETAAC’s past recommendations are
the direct result of the implementation of crucial factors. ETAAC would like to highlight some key
properties that contributed to two prior successes in the following examples.

1 https://www.govinfo.govicontent/pkg/ PLAW-105publ206/html/PLAW-105publ206 htm
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First, ETAAC would like to identify the 2022 ETAAC report that introduced the “Formula for
Successful Initiatives.” The formula is composed of key aspects that include collaboration
among external stakeholders; modern, interactive flexible design technology; prioritization of
projects; and a balance of machines and people (see below). The components found in the
formula model are foundational to the strategic mechanisms that have propelled successful tax
initiatives. Such mechanisms should be used as a reference for future IRS undertakings.

Formula for Successful Initiatives (ETAAC 2022 Report)

The 2022 ETAAC posited that appropriately funded IRS initiatives are generally more successful

when the following characteristics are present:

Collaboration:

External stakeholders, who are the users and
often the champions of IRS improvements,
are engaged in collaborative brainstorming
and troubleshooting early and often during
the initiative and its rollout. MeF, the Security
Summit, and the Identity Theft Tax Refund
Fraud Information Sharing and Analysis
Center (the “IDTTRF ISAC”) are all initiatives
that have been tremendously successful due
to collaboration among the stakeholders of
those processes and systems.

Prioritization:

A true strength of the IRS is making sure
that the highest volume workflows are
successful. With over 90% of individual
returns being filed electronically, maintaining
MeF and all the systems that support it is
naturally at the top of the list. Also at the top
of the priority list are crises, such as national
disasters and the pandemic.

Modern, lterative, Flexible Design:

Technology is built using commonly
accepted languages, using tools that are
secure and designed to handle change
efficiently as tax law and administration
changes occur. The 1099 Portal is an
example of a new system that uses a
common language that allows for easier
system changes as needed. The IRS’s
approach to increasing functionality
over time based upon taxpayer needs
demonstrates this principle.

Balance of Machines & People:

The initiative calibrates an appropriate
machine-to-human balance, assigns simple,
repeatable tasks to machines, and allocates
complex tasks requiring judgment to
humans. Between the two are the processes
that ensure that work is completed timely.

Similarly, in the 2023 ETAAC report, the “Taxpayer Trust Model” was established to demonstrate
integral elements that contribute to successful initiatives. In the Taxpayer Trust Model (TTM),
voluntary compliance is built on taxpayer trust. Taxpayer trust is then built upon choice, access,
transparency, and security. These four pillars that support trust and voluntary compliance

are rooted in three foundational components which include: education, communication, and



guidance. See the visual of the Taxpayer Trust
Model displayed to the right. This initiative is
exemplary because of its emphasis on necessary
elements that directly contribute to prosperous
implementation.

It is our opinion that Congressional appropriators

and IRS leadership consider key elements from the

“Formula for Successful Initiatives” and Taxpayer b .
Trust Model from prior reports when making policy T 3
or tax administration decisions. '

TAXPAYER TRUST MODEL (TTM)

E-File

The IRS has a storied history of success in electronic tax administration. The Modernized e-File
system (MeF) is the core of the nation’s tax system allowing for the electronic submission of

tax returns to the IRS and states. MeF has the ability to (a) retrieve state tax returns, and (b)
communicate back to the IRS and states e-file acknowledgements.

MeF was built through robust collaboration with states, IRS technical experts and tax industry
professionals. In the development of MeF, the IRS worked with the Organization for Economic
Cooperation and Development (OECD) to consider international standards that ensure

best practices for the US tax system. While this report and previous ETAAC reports make
recommendations to expand support for additional forms on MeF or allow it to process more
returns, the underlying technology, security, and effectiveness of MeF serve as the foundation of
the U.S. electronic tax system.

Collaboration and partnering for the betterment of tax services, products and tax administration
policies and procedures is a historical cornerstone of the IRS tax rule delivery and administration.
Two such example programs with history and success are Free File and VITA.

Between the VITA program and the Free File Program, the IRS collaborates with community
groups, the tax software community, and taxpayers to offer both in person and online federal tax
filing services at no charge to taxpayers.



Free File Program

The Free File Program is over 20 years old and, in its tenure, provided free federal returns to over
73 million taxpayers. The IRS collaborated with the tax preparation industry to develop the Free
File Program. The program ensures that all taxpayers regardless of income can file their federal
return for free (when including the interview-based free file and the fillable forms free file). For
taxpayers whose income is in the lower 70% as tested by adjusted gross income or AGI they can
elect to use the traditional or interview based Free File and be able to file their state return at the
same time as their federal return. In many cases they can also file their state return for free (See
Recommendation 4).

Electronically Filing Amended Returns

In 2020 the IRS introduced the ability for taxpayers to electronically amend their return. The
ability to electronically amend a tax return provides an easier and quicker option for taxpayers
and increases the accuracy of the refund being filed. The success of this program was quickly
identified with taxpayer and tax return preparer adoption of the new electronic option.

The IRS has worked closely with the tax software industry, return preparers and states to make
sure the adoption of the taxpayer experience in electronic filing of an amended return would
be the best possible. Amended return filing was offered by the Free File Program at no cost to
eligible taxpayers.

. A ded Return Adoption by P t
In the first year of the program, over rmended netum Adoption by Fereen

4% of amended returns were filed
electronically. Just 3 years later 40
the program grew to nearly 77% of
amended returns filed electronically
in 2023.2 This is a testament to the
success of the IRS programs that are
developed collaboratively, following 5

the Formula for Successful Initiatives 2020 - 2022 5023
as espoused in the ETAAC 2022 Calendar Year

Report to Congress.

e-file

2 Per IRS Provided data:
CY 2020, total of 3,125,720 amended returns received of which 144,210 where Electronic
CY 2023, total of 681,005 amended returns received of which 295,856 where Electronic; CY 2023 numbers are unofficial until Publication 6149 is updated



VITA

One of the best IRS programs to date is the Volunteer Income Tax Assistance (VITA). In VITA the
IRS works closely with the tax preparation industry and community advocacy groups to deliver
return filing programs volunteers use to assist taxpayers who need assistance with filing their
return.

VITA allows the IRS to collaborate with a wide array of community groups and taxpayers to offer
in person and online federal tax filing services at no charge to taxpayers. The VITA Program
offers the preparation and e-file of a federal and a state return for free utilizing a trust partner in
their community.

Letter from the Chair and Vice-Chairs

As the ETAAC Chair and Vice-Chair, the most rewarding part of our role is to interact with

the Committee members who are leaders in their respective fields with many ideas to help
advance tax administration. The ETAAC committee members have strong backgrounds in

tax administration representing tax practitioners, state tax agencies, tax software and other
tax industry leaders. ETAAC reaffirms a consistent recommendation made year after year:
collaboration with the IRS and stakeholders is vital to achieving comprehensive success in tax
administration.

ETAAC continuously recommends expanding tax program access of IRS developed programs
and select data to tax preparers, tax software industry, and states. Most taxpayers choose to
interact with the IRS through a third party. ETAAC makes repeated recommendations to increase
access to information the IRS has on taxpayers. See

2023 Report Recommendation 4
ETAAC recommends the IRS provide properly authenticated third parties the ability
to “Pull” information return data on demand.

2022 Report Real-Time Collaboration
Increase Digital Intake of Returns with Certain Errors.

2021 Report Recommendation 7
Allow for greater transparency into return processing status.

Increased access will result in greater services, more accurate and timely filed returns, overall
greater processing efficiencies in the IRS, and reduction of taxpayer burden.

The importance of these partnerships is further solidified by the inclusion of a specific objective
within the IRS 2024 Strategic Operating plan. In Objective 2 from the 2024 IRS Strategic
Operating Plan Update, the IRS identified “Work with tax software providers to stop potential



scams at time of filing” as a FY24 priority. Given the Committee’s penchant for collaborative
planning in IRS programs, ETAAC recommends that IRS consider incorporating additional
stakeholder input to the other objectives and their respective initiatives. States may have lessons
learned to share with the IRS on notices, online services, and digitization. In addition, tax
preparation software companies and tax practitioners likely can encourage and help individuals
and businesses to adopt and understand the benefits that result from IRS investment in these
objectives and initiatives. In short, the IRS is surrounded by a wide array of tax administrators
that are eager to support and facilitate the most efficient form of tax administration, and
voluntary compliance.

ETAAC is passionate about partnerships and taxpayer service. High quality tax administration
and the service of taxpayers to ensure they can voluntarily comply with a complex tax program
results in a revenue system that is able to fund many of the integral programs that help this
country function. Therefore, our first Recommendation supports enhanced data sharing with
state tax agencies, tax software providers, and tax practitioners. This aligns with the IRS’s
mission to continually serve taxpayers The IRS ranks 11th most efficient in administration out

of 58 advanced and emerging economies as tested by Population per FTE per OECD. Given

this information, the IRS likely administers the most complex tax codes and receives the most
Personal Income Tax Returns and Corporate Income Tax Returns combined of any nation. This is
a significant accomplishment.

ETAAC believes safely and appropriately exchanging information will result in more accurate
tax returns and proactively detect and prevent fraud. It will also help to keep taxpayers from
falling prey to schemes and scams. Upon inspection, the initiative to disrupt scams in Objective
2, appears to be another opportunity for ETAAC to suggest enhanced data sharing to allow
enhanced interaction with taxpayers. This will equip taxpayers to be more informed and
educated when filing.

ETAAC has made several recommendations for Congressional consideration. These
recommendations promote voluntary compliance while protecting taxpayers and the integrity of
the revenue system. ETAAC congressional recommendations include enhancing funding for the
taxpayer advocate, providing statutory authority for tax return preparer regulation, and providing
stability in the future of tax administration.

ETAAC has made several recommendations for IRS and tax administrators’ consideration. These
recommendations focus on things such as free tax return filing, APIs for taxpayers and their
authorized agents to access their information, secure and authorized information sharing.

ETAAC is proud to share our recommendations. Regardless of your role in tax administration,
ETAAC stands ready to support the American tax system and taxpayers.



This report could not be developed without the support of the devoted and hardworking public
servants at the IRS. From the ETAAC program group to the subject matter experts, to the
presenters who provide the Committee’s valuable testimony, to the NPL team, and everyone else
our ability to provide this report is made possible by their hard work. On behalf of the Committee,
we thank you for your support and service as we developed this report.

Respectfully submitted,

s ) \ ( B
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C

Timur Taluy | Chair Vernon Barnett | Vice Chair

How to Read the 2023 ETAAC Report

This report provides brief critical insights through both a high-level overview, and deeper context
in full-length analysis. ETAAC organized this report consistent with the Committee’s charter.

The journey of a taxpayer is filled with opportunities and challenges, and their experiences
can have significant implications for the policies and programs enacted by Congress and
implemented by Tax Administrators.

For an overview of the Strategic Operating Plan objectives and Annual Update Supplement
ETAAC’s recommendations meet, review the:

[ Summary List of ETAAC’s 2024 Recommendations
To gain deeper context for our 2024 recommendations, review the full report, which includes:
[ Legislative Tear Off Sheets
O Summary
O Legislative Opportunity I, 11, 1l

[ Recommendation Summary

O Full 2024 ETAAC Report

O Preamble

o Recommendations 1-12
[ Appendix
o Open Prior Year Recommendations



Legislative Tear Off Sheets

We respectfully submit our recommendations to Congress for consideration. These
recommendations are intended to address the current barriers to e-filing and aim to foster

a more streamlined and modern tax system. The IRS Restructuring and Reform Act of 1998
(RRA98)3 significantly shaped the landscape of tax administration in the United States. One of
the key directives under RRA98 was the emphasis on increasing the adoption of electronic filing
systems for tax and information returns. The Act also established that an electronic commerce
advisory group would be responsible for identifying and recommending legislative changes to aid
the IRS in achieving its e-filing objectives.

Our comments aim to outline the necessary legislative recommendations that would support the
IRS in enhancing its electronic filing systems, thereby ensuring more efficient, secure, and faster
processing of tax returns.

Legislative Opportunity Summary

. Authorize the IRS to regulate non-credentialed tax return preparers to prevent
harm to taxpayers and the tax system.

11 Support good tax administration

M. Accelerate the filing deadline for certain information returns

3 See RRA98 Title I1, Sec. 2001 : Electronic Filing of Tax and Information Returns.
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Opportunity I: Authorize the IRS to regulate non-
credentialed tax return preparers to prevent harm
to taxpayers and the tax system.

PRESENT LAW

There is currently no federal education, certification, or training requirement to
prepare taxes for clients for a fee. This creates an opportunity for individuals without
the requisite knowledge or skill to offer fee-based preparation services. There are
many examples of unqualified individuals providing inaccurate, low quality, out of
compliance tax advice, and preparation to unsuspecting taxpayers.

REASONS FOR CHANGE

The IRS and Taxpayer Advocate have unimpeachably presented statistics
demonstrating that non-credentialed tax return preparers are responsible for a
disproportionate share of erroneous returns. About a third of the total amount of
Earned Income Tax Credit (EITC) payments for 2023 were erroneous. Applying the
94% error rate of EITC returns prepared by non-credentialed preparers equates

to over $20 billion in erroneous EITC payments. There is undoubtedly harm to the
federal fisc caused by the failure to regulate and educate non-credentialed preparers.

Notably, the IRS already has well-developed and well-functioning programs for
educating tax return preparers. Through its Volunteer Income Tax Assistance (VITA)
and Tax Counseling for the Elderly (TCE) programs, the IRS has trained tens of
thousands of volunteer tax return preparers. VITA/TCE tax return preparers receive
tax law training and must pass a competency exam. In stark contrast to the error
rates of non-credentialed preparers, returns prepared by VITA/TCE volunteers are
overwhelmingly free of errors or exceptions that could delay processing or receipt of
refunds owed to taxpayers.

RECOMMENDATION

Congress should authorize the IRS to regulate non-credentialed tax return preparers
to prevent harm to taxpayers and the tax system. The IRS has the capability to
implement a program that effectively trains and educates tax return preparers
through its existing Volunteer Income Tax Assistance (VITA) and Tax Counseling for
the Elderly (TCE) training programs. This recommendation could be replicated from
the framework of VITA and TCE for non-credentialed preparers. Implementing such a

program would undoubtedly pay for itself and serve to protect the federal fisc.
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Opportunity II: Support good tax administration.

PRESENT LAW

The IRS states that the agency’s mission is to “[p]rovide America’s taxpayers top
quality service by helping them understand and meet their tax responsibilities and
enforce the law with integrity and fairness to all.”4 With Congress’ support and IRA
funding, the IRS has embarked on a transformational modernization project — an
enormous initiative that will take years of consistent and high-quality management,
leadership, complex interconnected work, and support. Currently, late legislation
and tax extenders present a profound negative impact on the tax filing ecosystem.
Frequent delays and last-minute changes hinder the procedural nature of tax
administration, leaving tax preparers, tax software companies, and taxpayers from
planning a smooth tax season which ultimately introduces risk to tax administration.

REASONS FOR CHANGE

Late Legislation and Tax Extenders - Late legislative changes delay many of the
activities of the tax filing ecosystem. These delays must be worked in a serial
process. Many states that have an income tax are unable to process tax returns until
they update their systems based on these late changes. Tax software companies
cannot complete the work to deliver tax compliance until after all the taxing agencies
finish their up-stream work. In the meantime, several tax filers file their return prior to
the final changes, leaving items off their tax return so they can receive their refund.
In many if not most cases, this is an intentional decision with the expectation of filing
an amended return after all the changes are properly implemented. This results in
low-income filers paying additional fees due to the late legislation. It often puts low-
income filers in an untenable financial position.

Support the IRS to successfully Modernize - The IRS has begun a transformation (as
outlined in their Strategic Operating Plan) and if funded, led, resourced, and properly
managed, the results of the IRS modernization project could be transformational —
modernizing the IRS in impactful ways and dramatically improving the organization’s
talent, processes, technology, and service delivery. It is the obligation of all
stakeholders to support IRS undertakings to improve the tax ecosystem. In order to
achieve this, transparency and communication is necessary to collaborate effectively.

4 See IRS, The Agency, Its Mission and Statutory Authority, https://www.irs.gov/about-irs/the-agency-its-mission-and-statutory-
authority (last visited Dec. 21, 2021).
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RECOMMENDATION

Congress should pass legislation with sufficient time needed for implementation. The
success of the IRS’s modernization project is contingent upon Congress’s support,
both in terms of funding, authority, and advocacy. ETAAC strongly recommends
close collaboration, transparent communication, consistent and reliable funding,

and strategic engagement to ensure the timely and successful execution of this
transformative initiative.
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Opportunity Ill: Accelerate the filing deadline for
certain information returns.

PRESENT LAW

Under the Internal Revenue Code (IRC) §6071(b), information returns electronically
filed (other than returns and statements required to be filed with respect to
nonemployee compensation) must be filed on or before March 31st of the year
following the calendar year it pertains to. Under IRC §6071(c) Forms W-2 and W-3
and any returns or statements required to be filed with respect to nonemployee
compensation must be filed on or before January 31st of the year following the
calendar year to which such returns relate.

REASONS FOR CHANGE

Information returns that report Federal income tax withholding provide an avenue for
increased fraud and identity theft. The current March 31st deadline for filing is after
the start of the filing season and thereby provides a limited timeframe for upfront
review and analysis of data elements that could help detect identity theft and fraud.
Accelerating the filing deadlines of information returns has proved to be an effective
tool to reduce fraud and increase efficiency across the tax ecosystem by allowing for
more real-time matching of information reporting to tax returns.

RECOMMENDATION

Amend IRC §6071 to require that Forms W-2G, 1099-K, 1099-R, and any form with a
withholding be filed on or before January 31st of the year following the calendar year
to which such returns relate and accelerate the filing deadline.

13



ETAAC 2024 Recommendation Summary:

The ETAAC 2024 recommendations are organized based on the IRS Strategic Operating Plan
and Annual Update Supplement objectives. The detailed analysis and explanation of each
recommendation can be found in the “Full ETAAC Report 2024 recommendations” on page 22.

RECOMMENDATION: 1

ETAAC recommends the IRS enable API (Application Programming Interface) access to
taxpayer information to disrupt scams, promote modernization, accuracy, security and
efficiency in the taxpayer experience.

Annual Update Supplement:
Objective 1 - Accelerate Digitization, Expand Online Services, Improve
Employee Tools
Objective 4 - Modernize Foundational IT

Strategic Operating Plan:
1.2 - Expand digital services & digitalization
4.2 - Accelerate technology delivery

RECOMMENDATION: 2

Remove barriers to electronic filing while enhancing security by developing an alternative to
the Self-Select PIN process with a more secure IRS e-file PIN.

Annual Update Supplement:
Objective 1 - Expand Online Services, Accelerate Digitization & Improve
Employee Tools
Objective 4 - Modernize Foundational IT

Strategic Operating Plan Objective:
1.2: Expand digital services & digitalization & Objective
4.1: Transform core account data and processing
4.2 Accelerate technology delivery
4.3 Improve technology operations
4.4 Continue to ensure data security

14



RECOMMENDATION: 3

Promote greater information sharing with states and industry partners of homogenized
tax data, metrics, year-over-year metrics, and seasonal information.

Annual Update Supplement:
Objective 4 - Modernize Foundational IT

Strategic Operating Plan Objective:
4.6 Apply enhanced analytics capabilities to improve tax administration
4.7 Strategically use data to improve tax administration

RECOMMENDATION: 4

Conduct a cost/benefit analysis of free tax filing services for individual tax return
preparation to expand and optimize access to underserved taxpayer groups using data.

Annual Update Supplement:
Objective 1 - Improve services to help taxpayers

Strategic Operating Plan Objective:
1.5 - Explore direct file

RECOMMENDATION: 5

Implement standardized validation rules of user provided data to enhance the accuracy
and integrity of the data received by the IRS.

Annual Update Supplement:
Objective 1 - Accelerate Digitalization

Strategic Operating Plan Objective:
1.2 - Expand digital services and digitalization
2.1 - Identify issues during filing

RECOMMENDATION: 6

Enable Tax Professionals with Proper Authorization (i.e., Forms 8821, 8655, 2848) to
Access Taxpayer Information Online.

Annual Update Supplement:
Objective 1 - Expand Online Services

Strategic Operating Plan Objective:
1.2 Expand digital services and digitalization
1.6 Enable taxpayers to access their data

15



Enable Third Party Authorization Forms (8655, 8821, 2848, etc.) to be submitted and
verified online

Annual Update Supplement:
Objective 1 - Expand Online Services

Strategic Operating Plan Obijective:
1.2 Expand digital services and digitalization

ETAAC recommends the IRS facilitate electronic filing for certain low volume information
returns and other non-cyclical filings.

Annual Update Supplement:
Objective 1 - Expand Online Services

Strategic Operating Plan Objective:
1.2 Expand digital services and digitalization

RECOMMENDATION: 9

ETAAC recommends the IRS create a sunset project plan for the FIRE (Filing Information
Returns Electronically) and AIR (Affordable Care Act Information Returns) systems to be
integrated into the IRIS (Information Returns Intake System) to reduce taxpayer burden.

Annual Update Supplement:
Objective 1 - Expand Online Services
Objective 4 - Modernize Foundational IT

Strategic Operating Plan Objective:
1.2 - Expand digital services and digitalization
1.4 Improve self-service options
1.6 Enable taxpayers to access their data
4.1 Transform core account data and processing
4.2 Accelerate technology delivery
4.3 Improve technology operations

16



RECOMMENDATION: 10

ETAAC recommends increased funding for the Office of the Taxpayer Advocate (TAS)

Annual Update Supplement:
Objective 1 - Enhance Live Assistance, Expand Online Services, Accelerate
Digitalization, Improve Employee Tools

Strategic Operating Plan Objective:
1.1 Improve the availability and accessibility of customer service
1.3 Ensure employees have the right tools

RECOMMENDATION: 11

ETAAC recommends Congress provide statutory authority to the IRS to regulate non-
credentialed tax return preparers to standardize knowledge, capability, and data security
in the tax system.

RECOMMENDATION: 12

ETAAC recommends Congress support good tax administration.

17



PREAMBLE

The Electronic Tax Administration Advisory Committee (ETAAC) was established by Congress

in 1988 to provide continuing public input into the development and implementation of the IRS
organizational strategy for electronic tax administration. ETAAC researches, analyzes, considers,
and makes recommendations on a wide range of electronic tax administration issues, such as
taxpayer experience, identity theft, and refund fraud. ETAAC also contributes to the development
of the IRS strategic plan.

For tax year 2021, the IRS processed more than 235 million individual and business returns,
assisted more than 58 billion callers and walk-in taxpayers, and issued more than $359

billion dollars in refunds.5 This is no easy feat, and the IRS should be recognized for their
accomplishments. ETAAC and stakeholders surveyed by this committee praised the IRS for its
efforts in communication and engagement, preparing for and executing the 2023 filing season,
and implementing new technology solutions.

While we recognize and celebrate the IRS for their efforts, we would be remiss if we didn’t also
acknowledge the significant investment made by Congress. Congress has shifted the paradigm
by investing nearly $80 billion in the Service over the next ten years. It is imperative for the IRS to
utilize those funds to improve taxpayer experience, enforcement, and technology infrastructure.
You will find recommendations in this report that align with this investment and hold the IRS
accountable for quickly and effectively deploying new resources.

The recommendations in this report are built on the premise of developing and implementing

a tax system that better meets the needs of American Taxpayers. We also appreciate that
recommendations made without consideration of existing strategy are, at best, difficult to
implement and, at worst, unproductive or impact the taxpayer negatively. This report is written to
align with the IRS mission and proposes actionable recommendations that align with the Inflation
Reduction Act (IRA) Strategic Operating Plan. References to this plan will be found throughout
the report. The focus areas are summarized below.

o Dramatically improve services to help taxpayers meet their obligations and
receive the tax incentives for which they are eligible.

o Quickly resolve taxpayer issues when they arise.
[ Focus expanded enforcement on taxpayers with complex tax filings and high
dollar noncompliance to address the tax gap.
o Deliver cutting-edge technology data and analytics to operate more effectively.
([ Attract, retain, and empower a highly skilled, diverse workforce and develop a
culture that is better equipped to deliver results for taxpayers.
5 Provided by IRS Wage and Investment
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We have worked hard to consider the voices of those who interact with the IRS and would like to
thank Congress, the IRS, the National Taxpayer Advocate, Taxpayers, Tax Professionals, the Tax
Software Industry, and State/Local tax agencies for their feedback and input that was considered
and incorporated into this report. Congress has presented the Internal Revenue Service with an
unprecedented opportunity. It is our honor to provide public input into the Service’s strategy to
capitalize on such an opportunity.
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Recommendation 1 | ETAAC recommends that the IRS enable
API (Application Programming Interface) access to taxpayer
information to disrupt scams, promote modernization, accuracy,
security and efficiency in the taxpayer experience.

IRS customers have grown accustomed to rapid technological improvements in many
areas of their lives. Real time, secure access at the touch of a button has become as
commonplace as order tracking and same-day delivery. Jarring encounters with pre-
technological methodologies result in maddening chasms between expectations and
reality. Customers expect the same level of service from public sector and private sector
organizationsw.

The use of computer-to-computer communication or Application Programming Interfaces
(APIs) between the IRS and the software taxpayer’s (and their tax professionals) use to
prepare and submit their tax returns is critical to move tax administration forward. The
IRS acknowledged the need for APIs building in its Direct File Pilot initiative. When users
needed to get access to prior year information, the IRS enabled an API for the Direct File
Pilot to access it and populate it into tax returns. This capability must be made available
to all tax filers regardless how they choose to file their return.

The IRS has identified in its SOP initiative 1.6 to:

Enable taxpayers to access their data:
Taxpayers will be able to access, download, and seamlessly share their tax
data and IRS history

The best and most efficient way to achieve this is to enable APIs for taxpayers to
download and share their tax data and IRS history.

The IRS currently operates a system where tax preparers can request authorization from
a taxpayer to obtain their transcript. Once the taxpayer accepts the request from the tax
preparer there are certain software tools that can request the transcript using an API from
an existing IRS service. The IRS offers an electronic service where financial institutions
can request transcripts as authorized by taxpayers for mortgage applications and other
financial services. The IRS also operates a similar system for those submitting Free
Application for Federal Student Aid (FAFSA) to share their tax data and IRS history using
an API called the IRS Data Retrieval Tool.6

The current IRS system used by tax professionals requires that the taxpayer respond to
a tax professional’s electronic request, which is then manually entered into the IRS tax

6 https://studentaid.gov/help/how-use-irs-drt
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professional online account. ETAAC recommends that the IRS find a more efficient APl based
method to make these transcripts available to all tax filers regardless of their chosen filing
method. This must have a secure authenticated solution that takes into account criminals who
may hold the taxpayer information. This APl recommendation should have flexible and adaptable
security solutions to proactively stay ahead of the criminals and any schemes they may use to
gain access to information being shared. The IRS Secure Access Digital Identity (SADI) may be a
viable authentication system.

With access to tax transcripts, the tax software can be more proactive in ensuring that the
taxpayer is generating an accurate tax return and not falling prey to schemes and scams. In the
cases where taxpayers may claim credits or tax provisions that they have not claimed in the

past, the software can use the transcripts to provide taxpayers with personalized information.
Likewise, if the taxpayer is not claiming a benefit they had claimed in the past, the software can
help taxpayers to ensure they claim the tax benefits to which they are entitled. With access to
the transcript tax software and return, preparers will have access to third party data reporting like
W-2 and 1099 forms and could validate withholding that taxpayers provide during the tax filing
process. Being able to validate withholding at the time of filing can also prevent taxpayers from
being victims of the high withholding scheme and scam.

The IRS has identified and addressed this issue in its Strategic Operating Plan (SOP), both
generally in “Objective 4 - Deliver cutting-edge technology, data, and analytics to operate

more effectively,” and more specifically in “Initiative 4.1 - Transform core account data and
processing.” Fortunately, the SOP drills down into specific steps that the IRS will take to realize
its initiatives.

“ ,, While Application Programming Interfaces (APIs) are mentioned several times

in the SOP, the IRS, its stakeholders, and its customers will benefit from an
agreed upon framework for APl modernization. A more specific list of the IRS
APIs can provide the most impact on tax administration in the shortest period
of time.

In the following two years after the Inflation Reduction Act was signed into law, the IRS is under
increasing scrutiny to demonstrate the quantifiable positive impacts of the highly publicized
investment into its operations. Simultaneously, the IRS will need to broadcast a vision of future
improvements, a guide on how to reach those goals, and a method of tracking to show their
progress. While similar needs exist for all IRS initiatives, APIs can provide a framework that can
be replicated for other improvements that cut across multiple objectives and initiatives. APls
make several appearances in the FY2023 - 2031 IRS Strategic Operating Plan; but they feature
mostly as support for separate initiatives. Since APIs are a compelling vehicle to transform federal
tax administration, the vision for their development—and the ways in which they will benefit the
customer—deserves further refinement.
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In refining that vision, the IRS would benefit by splitting their efforts into two easily understood
categories:

1. Actions that the Service must take to fulfill its foundational duties, and

2. Actions that meet rising customer expectations.

Three areas stand out in the categories of actions that the Service must take to fulfill its
foundational duties:

] Data Security — In his confirmation hearing, Commissioner Werfel listed data
security as one of his priorities for his term. He indicated a desire to understand
the current data security baseline, looking into the roots, understanding the
levers available and gaining a clear picture of the risk profile. He also promised
to provide a plan and timeline for keeping taxpayer data safe. His broad policy
outlines can be realized with APIs that keep data security at the forefront of
their future development. Safe and secure APlIs allow for the fast exchange
of important data between intended parties. Building the proper security
around those APIs fulfills a fundamental mission of the IRS to protect taxpayer
information.

o Fraud Control — Data security leads to enhanced fraud control. Keeping
taxpayer information secure limits fraudsters’ ability to invade tax preparation
offices or otherwise adversely impact law abiding taxpayers. Proper functioning
APls will help prevent fraud. APIs from the IRS that have the proper data
security and fraud controls in place can then help speed the transfer of
information to and from authorized preparers and do so in a secure manner.

[ Enforcement - Enforcement is a foundational component of tax administration.
The IRS has opportunities to use APIs to aid with enforcement by quickly
transmitting pertinent information about bad actors to state and local tax
agencies. At present, states must wait for months before receiving pertinent
tax enforcement information from the Individual Master File and the Business
Master File, like CP2000s or 1099-NEC information. This is a growth area that
would help federal, state and local tax agencies fight fraud in real time.

As illustrated above, the IRS has foundational duties that must be fulfilled. In addition, the IRS
can grow as an organization to meet and exceed customer expectations. Three areas stand out
in the category of actions that meet customers ‘expectations:

Accuracy - IRS customers want to know that they are receiving correct information. APIs

can enhance existing exchanges of information through current practices like phone calls,
correspondence and Where’s My Refund. Furthermore, APIs that deliver IRS account information
to the customer’s DIY software or to the customer’s authorized tax professional helps to provide
accurate information on the front end and minimizes the back-end compliance and error
correction costs. The quick, secure and thorough exchange of accurate information plays a
fundamental role in helping the IRS to meet rising customer expectations.
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o Clarity - The IRS has recognized the importance of clarity in Initiative 1.6
“Enable taxpayers to access their data.”

Accurate information is not helpful if it is not clear. Opportunities exist to structure IRS account
data in a manner that can be readily exported to a customer’s tax return, making the data

both more accurate and clearer. APIs that present accurate and clear information help the IRS
meet rising customer expectations. The need for clarity extends to software providers and tax
preparers who will need to give clear updates on the status of their clients’ refunds.

o Turnaround Time - questions rega