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IMPACT ON TAXPAYERS

Any person required to file a tax return is
required to include an identifying number,
referred to as a Taxpayer ldentification Number
(TIN). For the majority of filers, the TIN is the
individual's Social Security Number. Generally,
a TIN cannot be used on more than one tax
return per year. When a TIN is used on more
than one tax return per year, individuals may
inappropriately receive tax benefits.

WHY TIGTA DID THE AUDIT

This audit was initiated because multiple TIN
use has grown from almost 2.2 million TINs
used on 3.9 million tax returns in Tax Year

(TY) 2005 to 2.6 million TINs used on 4.6 million
tax returns in TY 2007. The overall objective of
this review was to assess the effectiveness of
the Internal Revenue Service'’s (IRS)
identification of multiple TIN uses and its ability
to prevent individuals from inappropriately
receiving tax benefits as a result of the improper
use of TINs.

WHAT TIGTA FOUND

TIGTA estimates that individuals inappropriately
received at least $380 million in personal tax
exemptions and tax credits in TY 2007 as a
result of the multiple use of TINs. TIGTA
identified 2,450,205 unique TINs that were used
to claim a personal exemption or one or more of
the tax credits TIGTA analyzed in TY 2007.
These TINs were used on over 3.2 million tax

returns. Over 5 years, erroneous exemptions
and credits could exceed $1.9 billion.

The IRS faces significant difficulties in
preventing erroneous tax benefits associated
with multiple TIN uses. However, there are
actions the IRS can take to reduce erroneous
claims. These include:

e Expanding the issuance of notices.

e |nitiating additional compliance efforts on
multiple TIN uses for erroneous Earned
Income Tax Credit claims.

e Disallowing multiple uses of IRS-issued
identification numbers.

¢ Initiating compliance efforts to prevent the
abusive use of TINs.

WHAT TIGTA RECOMMENDED

TIGTA recommended that the Commissioner,
Wage and Investment Division:

e Expand the issuance of notices to more
individuals involved in the multiple use of
TINSs.

o Identify alternative compliance processes to
address all individuals involved in the
multiple use of TINs to claim the EITC.

¢ Implement a process to prevent and/or
recover erroneous claims resulting from the
multiple use of an Individual Taxpayer
Identification Number.

In addition, the IRS should establish processes
to prevent and/or recover tax benefits
erroneously provided to taxpayers when a TIN is
used excessively in a single tax year.

The IRS agreed with two of our four
recommendations. The IRS did not agree to
expand the issuance of notices or to expand its
processes for preventing and/or recovering
erroneous claims resulting from an Individual
Taxpayer Identification Number.

We believe expanding the issuance of notices to
additional individuals is consistent with IRS’
current processes. In addition, we believe the
IRS has a responsibility to use the data available
to validate a taxpayer’s claim with regard to an
Individual Taxpayer Identification Number.
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SUBJECT: Final Audit Report — Multiple Use of Taxpayer Identification Numbers
Continues to Result in Significant Erroneous Exemptions and Credits
(Audit # 200940028)

This report presents the results of our review in assessing the effectiveness of the Internal
Revenue Service’s identification of multiple uses of Taxpayer Identification Numbers (TIN) and
its ability to prevent individuals from inappropriately receiving tax benefits as a result of the
improper use of TINs. This audit was a followup to two prior Treasury Inspector General for
Tax Administration reviews of multiple TIN uses." This audit was included in our

Fiscal Year 2009 Annual Audit Plan and addresses the major management challenge of
Erroneous and Improper Payments and Credits.

Despite management’s agreement with two recommendations and partial agreement with
another, management disagrees with our outcome measures. The basis for management’s
disagreement is that it believes diverting resources from other types of audits to perform multiple
TIN use audits would result in a decrease in revenue protected from those other audits.

However, our recommendations included expanding the issuance of soft notices and identifying
alternative compliance processes, not the performance of an audit. The intent of these
recommendations was to avoid the need to divert resources from other types of audits.

Furthermore, for those recommendations with which management is in agreement, corrective
actions, which include issuing notices and developing referral processes for those most egregious

! Duplicate Dependent and Qualifying Child Overclaims Result in Substantial Tax Revenue Losses Each Year
(Reference Number 2001-40-059, dated March 15, 2001) and Efforts to Prevent Improper Tax Benefits Resulting
From Multiple Uses of Taxpayer Identification Numbers Can Be Improved (Reference Number 2006-40-007, dated
November 4, 2005).
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multiple TIN uses, are dated January 2013. We are concerned about this delay of over 2 years to
implement corrective actions because it will result in continued significant revenue losses.

Management’s complete response to the draft report is included as Appendix VII.

Copies of this report are also being sent to the Internal Revenue Service managers affected by the
report recommendations. Please contact me at (202) 622-6510 if you have questions or

Michael E. McKenney, Assistant Inspector General for Audit (Returns Processing and Account
Services) at (202) 622-5916.
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Background

Any person required to file a tax return is required to include an identifying number, referred to
as a Taxpayer Identification Number (TIN). For the majority of filers, the TIN is generally the
individual’s Social Security Number (SSN). A TIN can also
be an Individual Taxpayer Identification Number (ITIN) or
an Internal Revenue Service Number (IRSN), which are

Taxpayer ldentification
Numbers (TIN) are used by

the IRS to identify taxpayers. identifying numbers assigned by the Internal Revenue
The most common TIN is a Service (IRS) when an individual cannot obtain an SSN or
Social Security Number. there is a problem with an individual’s tax account involving

the individual’s SSN.

Individuals use TINs for themselves, their spouses, and their children on their U.S. Individual
Income Tax Returns (Form 1040) to claim certain tax benefits. These benefits include personal
exemptions and other tax credits and deductions that reduce the amount of income tax owed.

There are six TIN locations that can be used on a tax return. Figure 1 shows that a TIN may be
used for a:

e Primary taxpayer — the individual who is filing the tax return.
e Secondary taxpayer — the spouse of the primary taxpayer.

e Dependent of the individual filing the tax return. An individual can claim up to four
dependents on the front of his or her tax return.

! More than four dependents can be claimed, but the taxpayer must attach a statement to his or her tax return.
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Figure 1. Locations of a TIN on a Form 1040

£ 1 040 Department of the Treasury—Intemal Revenuae Service f,)_.fw\.ln7
£ U.S. Individual Income Tax Return ) | T —
Far the year Jan. 1-Dec. 31, 2007, or ather tax year beginning , 2007, ending , 20 OMB Mo, 1545-0074
Label Your first name and initinl ) [ Last name T ) " Your social security number
(Bea L Primary | Taxpayer | _xx | xx 000
213‘;:3:?; \ B If a joint return, spousa’s first name and initial Last name | Spouse's social security number
] E H '
Use the IRS L Secondary | Taxpayer : HAX | XX KXXK
label. Home address (number and street). if you hove a P.O. box, see page 12. Apt. ne. You must enter
: H :
Otherwise, E i A your SS5N(s) above, A
please print R
or typea. E City, town or post office, state, and ZIP code. If you have o foreign address, see page 12. Checking a box balow will not
Presidential change your tax or refund
Election Campaign B Check here if you, or your spouse if filing jointly, want $3 to go to this fund (see page 12)» || You || Spouse
. 1 |__| Single 4 Head of household (with qualifying persen), (See page 13) If
FI|II'Ig Status 2 |/] Married filing jointly (even if only one had income) the qualifying person is a child but not your dependent, enter
Check only a [] married filing separately. Enter spouse's SSN above __ this child's name here.
one box, and full name hera. & 5 || Qualifying widow{an with depandent child (sea page 14)
i Ga _{_ Yourself. f somecne can claim you as a dependent, do not check box 8a g2 semanrme IH E:xs‘:.s:nd 5.,9 2
Exemptions b [Z]Bpoue 'y i ¢ i i a i b G & s e s b ok G e g .| No. of children
¢ Dependents: (2) Dopandent's (3) Dopendent’s | {4 on 6c who: 3
| " be relationship to ® lived with you =
(1) First nama Last namo i "‘m"'”“_ L o * did not live with
John Dependent 1 XK | XX . MKKX | son z,?“sgp“;:b‘:‘"‘"‘”
it more than four Jack Dependent 2 XXK | XX | KNKK | som (see page 16)
dependents, see R e el R = Ao . De okt
page 15 Emily Dependent 3 XMX | XK xxxx | daughter m":'“wd‘m"d‘ e Y
_Rose _QPQE__I]Q?_H_I 4 _mxx | oxk i wxxx |mother | L] Add numbers on] &
d Total number of exemptions claimed . . . . . . . . . . . . W 4 . . . lines above »

Source: Form 1040.

Generally, a TIN cannot be used to claim a personal exemption or credit on more than one tax
return per year. When a TIN is used on more than one tax return, a multiple use occurs and
individuals may inappropriately receive tax benefits. For example:

Taxpayer A and Taxpayer B both file a tax return. Taxpayer A claims a child (child X) as
a dependent on his or her tax return and claims the dependent exemption to reduce tax
liability. Taxpayer B also claims child X as a dependent and claims the dependent
exemption. According to Form 1040 instructions, an individual can only be claimed for
the dependent exemption one time in any tax year. Since a dependent exemption can only
be claimed once, one of these taxpayers’ tax liabilities will be incorrectly reduced as a
result of claiming the dependent exemption.

The IRS captures every TIN used on individual tax returns and cateqgorizes
duplicate TIN uses

The IRS Duplicate TIN Use (DUPTIN) database captures every TIN used on an individual
income tax return. The DUPTIN database scans all individual tax returns and counts how many
times a specific TIN is used during the current year. Figure 2 details the categorization that is
used when a multiple-use TIN is identified.
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Figure 2: DUPTIN Database Categorization

Category | In the Same Tax Year, the TIN Was Used:

1 To claim the Earned Income Tax Credit (EITC) on more than one tax return.

2 For a dependent on more than one tax return.

For a primary taxpayer on one tax return and for a secondary taxpayer on another tax
return with a filing status of 2 or 6.2

For a secondary taxpayer on one tax return and for a dependent and/or for EITC on
another tax return.

For a primary taxpayer and/or a secondary taxpayer and the tax return indicates the
5 individual cannot be claimed as a dependent by someone else, but the TIN has also been
used for a dependent on another tax return.

For a primary taxpayer with a filing status other than 3 or 4 and was also used for a

6 secondary taxpayer on another tax return with a filing status 3.2

7 For a secondary taxpayer more than once or was used for a primary taxpayer more than
once from more than one IRS processing center.*

8 For a qualifying child more than once on the Form 8839, Form 2441, Form 8863, or
Form 8901.°

9 For a primary taxpayer more than once within the same data cycle or used for a

secondary taxpayer more than once within the same data cycle.
Source: IRS documentation of the DUPTIN database.

Multiple TIN use continues to grow

Multiple TIN use has grown from almost 2.2 million TINs used 4.4 million times on 3.9 million
tax returns in Tax Year (TY) 2005 to 2.6 million TINs used 5.2 million times on 4.6 million tax
returns in TY 2007. Figure 3 shows the volume of TINs used on more than one tax return for
TY 2005 through TY 2007.

2 Filing status 2 is a married taxpayer filing a joint tax return. Filing status 6 is a married taxpayer filing a separate
tax return and the spouse is not required to file a tax return.

® Filing status 3 is a married taxpayer filing a separate tax return and the spouse is also filing a separate tax return.
Filing status 4 is a taxpayer filing as an unmarried Head of Household.

* The IRS Submission Processing sites process paper and electronic submissions, correct errors, and forward data to
the Computing Centers for analysis and posting to taxpayer accounts.

® Child and Dependent Care Expenses (Form 2441), Qualified Adoption Expenses (Form 8839), Education Credits
(American Opportunity, Hope, and Lifetime Learning Credits) (Form 8863), and Information on Qualifying
Children Who Are Not Dependents (for Child Tax Credit) (Form 8901). Form 8901 was discontinued in TY 2009.
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Figure 3: Multiple TIN Uses for TYs 2005 Through TY 2007

TY 2005 TY 2006 TY 2007
Unique TINs 2,192,168 1,980,282 2,613,568
Number of Times
TINs Were Used 4,443,384 4,014,956 5,278,693
Number of Tax
Returns 3,900,549 3,535,531 4,622,707

Source: The IRS Individual Return Transaction File (IRTF)® for TY 2005 through TY 2007.

Prior Treasury Inspector General for Tax Administration reviews identified
concerns with IRS identification and resolution of multiple TIN uses

We conducted two prior reviews of the IRS processes to identify and resolve multiple uses of
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*****************************2«)*******************************************
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® The IRTF contains all edited, transcribed, and error-corrected data from the Form 1040 series and related forms.
" Duplicate Dependent and Qualifying Child Overclaims Result in Substantial Tax Revenue Losses Each Year
(Reference Number 2001-40-059, dated March 15, 2001).

8 Efforts to Prevent Improper Tax Benefits Resulting From Multiple Uses of Taxpayer Identification Numbers Can
Be Improved (Reference Number 2006-40-007, dated November 4, 2005).
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FrREXF KA I KK D(F)xFxFxFHHIHIAIx A detailed summary of our audit recommendations and the
IRS’ corrective actions can be found in Appendix V.

This review was performed at the IRS Wage and Investment Division Headquarters in Atlanta,
Georgia, in the Accounts Management function, the Electronic Tax Administration and
Refundable Credits function, and the Customer Account Services Submission Processing
function. We also conducted testing in the Small Business/Self-Employed Division’s
Examination function in Washington, D.C. Testing was completed during the period April 2009
through April 2010. We conducted this performance audit in accordance with generally accepted
government auditing standards. Those standards require that we plan and perform the audit to
obtain sufficient, appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objective. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit objective. Detailed
information on our audit objective, scope, and methodology is presented in Appendix I. Major
contributors to the report are listed in Appendix I1.
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Results of Review

Efforts Have Been Expanded to Identify and Prevent Revenue Loss
From the Multiple Use of Taxpayer Identification Numbers

The IRS has implemented a number of processes to identify and prevent revenue loss resulting
from multiple uses of TINs. Many of these processes were implemented in response to our prior
audit reports. These processes include:

e Expanding Information Captured in the DUPTIN Database:

The IRS continues to expand on the TINs being captured in the DUPTIN database. This
includes capturing dependent TINs found on an Amended U.S. Individual Income Tax
Return (Form 1040X) or other correspondence sent to the IRS. In January 2002, the IRS also
started capturing student TINs from the Education Credits (American Opportunity, Hope,
and Lifetime Learning Credits) (Form 8863). A new tool was also developed to enable IRS
employees to edit and correct TIN information in the DUPTIN database.

In addition to expanding the information captured in the DUPTIN database, the IRS has
continued to identify uses of this information to prevent erroneous exemptions and credits:

e Rejecting Electronically Filed Tax Returns When Multiple TIN Uses Are Identified:

The IRS rejects electronically filed (e-filed) tax returns when certain multiple TIN use
conditions exist. Figure 4 shows the volume of e-filed tax returns rejected for a multiple TIN
use for Calendar Year (CY) 2007 to CY 2009.

Figure 4: Electronically Filed Return Multiple-Use TIN Rejects
CY 2007 to CY 2009°

CY 2007 CY 2008 CY 2009

Number of Multiple-Use TIN Rejects 2,653,141 3,101,085 2,949,053
Source: IRS Weekly Error Reject Codes report for CY 2007 through CY 2009.

® CY 2007 data are as of October 21, 2007. CY 2008 data are as of October 20, 2008. CY 2009 data are as of
October 20, 2009.
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Including Duplicate TINs Used to Claim the EITC in the Audit Scoring Process:

The IRS uses DUPTIN database information in its audit scoring process to determine if a
child’s TIN was used more than once to claim the EITC. As a result, the IRS can stop an
EITC claim based on a child’s TIN that was used inappropriately (more than once) before the
refund is issued to the individual.

Identifying and Resolving Multiple Primary TIN and Secondary TIN Uses:

The IRS identifies each tax return for which the primary TIN or the secondary TIN on the tax
return has been used as a primary TIN or a secondary TIN on a previously filed tax return.
The IRS suspends processing of these tax returns until the multiple TIN use is resolved. In
Fiscal Year (FY) 2008, the IRS resolved 66,585 cases involving the duplicate use of the
primary TIN or the secondary TIN.

Issuing Notices to Individuals Using the Same TINs for Dependents:

Starting in TY 1996, the IRS began issuing notices to each individual involved in multiple
dependent TIN uses. These notices are issued to individuals who are first-time users of a
duplicate dependent TIN to claim an exemption, EITC, or Child Tax Credit (CTC) if the TIN
has already been used on a tax return for a dependent or primary taxpayer. The notice®
informs the individual of the multiple dependent TIN use and asks the individual to verify the
dependent TIN(s) used on his or her tax return before filing next year’s tax return. The
notice further encourages individuals to file an amended return (Form 1040X) if they find the
use of a dependent TIN was in error.

Figure 5: Multiple Dependent TIN Letters Issued — CY 2007 to CY 2009

CY 2007 CY 2008 CY 2009

Notices Issues 690,764 800,511 589,763
Source: IRS Notice Gatekeeper web site.

According to a May 2009 IRS study on the effectiveness of the notices issued for TY 2006,
10 percent of individuals who received notices filed amended tax returns and 92 percent
changed their filing behavior in the subsequent tax year. According to the IRS,

294,681 amended returns were filed by individuals who received the notices between

TY 2005 and TY 2007.

Initiating Audits of Individuals Who Are Involved in the Multiple Use of TINSs:

The IRS has implemented processes to audit tax returns of individuals who use TINs that
have been used more than once. These audits occur after the individual has already received
a tax benefit inappropriately.

19 See Appendix VI for an example of the notices individuals receive.
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Figure 6: Multiple TIN Audits — FY 2007 to FY 2009

FY 2007 FY 2008 FY 2009
Audits Closed 54,549 35,437 38,565
Recommended - - .
Assessments $140 million $90 million $103 million

Source: IRS Audit Information Management System.

Although the IRS has improved its processes to identify multiple TIN uses and prevent issuance
of erroneous tax benefits, there are still significant limitations. As such, multiple TIN use that
results in erroneous exemptions and credits is still a substantial problem.

Multiple Use of Taxpayer Identification Numbers Continues to Result
in Significant Erroneous Exemptions and Credits

Our review determined that individuals inappropriately received at least $380 million in personal
tax exemptions and credits in TY 2007 as a result of the multiple use of TINs. This is due to the
inability of the IRS to accurately identify individuals who are improperly using TINSs at the time
tax returns are processed. Over 5 years, the erroneous exemptions and credits could exceed

$1.9 billion for the types of issues we evaluated. Post-processing activities could potentially
recover a portion of the erroneous benefits received.

. Multiple uses of TINs resulted
Our estimate of the dollar amount of erroneous in at least $380 million in

exemptions and credits is for a specific subset of the erroneous tax exemptions and
population of tax returns with a multiple TIN use. Our tax credit claims in TY 2007.
review included 662,346 of the tax returns with a multiple
TIN use. These individuals received tax refunds® as a result of their erroneous claims or there
was no indication on their tax accounts that the IRS had adjusted any of the items we analyzed
(no action was taken based on the multiple TIN use). Our analysis was for those individuals who
inappropriately received the personal exemptions or one or more of the five tax credits listed
below. The Internal Revenue Code states that each of these tax items can only be claimed for
one individual per tax year.

e CTC®
e Additional Child Tax Credit (ACTC)*

1 The credit amount claimed for the EITC and the Additional Child Tax Credit was compared to IRS records to
determine if the credit amount had been changed during processing. Refund amounts claimed on returns claiming
the Child Tax Credit, Education Credit, Child and Dependent Care Credit, and Exemptions were compared to IRS
records.

2 1.R.C. § 24, 151 and 152.

B 1.R.C. § 24, 151 and 152.
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e EITC™
e Education Credit®
e Child and Dependent Care Credit (CCC)*

While we focused our analysis based on the above criteria, the overall number of erroneous
exemptions and credits resulting from multiple TIN use is a larger population. We identified
approximately 2.4 million unique TINSs that were used to claim personal exemptions or one or
more of the tax credits we analyzed in TY 2007. These TINs were used on over 3.2 million tax
returns. The recommendations we made based on our analysis would also reduce erroneous
claims in the larger population as well. Figure 7 summarizes the erroneous tax benefit
individuals received on the 662,346 tax returns we evaluated.

Figure 7: Summary of Tax Year 2007 Multiple TIN Uses and Erroneous Benefits
(Based on Certain Tax Credits/Exemptions)

Amount of
Number of Number of Erroneous Benefit
Multiple-Use | Times TIN Number of Received
Tax Item TINsY Was Used | Tax Returns' (in millions)
Personal Exemption 245,762 494,066 425,493 $84.4
Earned Income Tax Credit 171,408 347,393 299,035 $219.0
Child Tax Credit 65,992 132,267 116,755 $34.2
Additional Child Tax Credit 123,521 253,494 196,904 $40.5
Child & Dependent Care Credit 3,033 6,123 5,780 $1.1
Education Credit 2,300 4,600 4,593 $1.2
Total Tax Benefit 19
Received Incorrectly 33805

Source: TIGTA analysis of the IRS IRTF and Individual Master File? for TY 2007.

At the time tax returns are processed, the IRS cannot accurately identify individuals who use
TINSs they are not entitled to use. Information that would be needed to verify appropriate use of

"“1.R.C. § 32, 151 and 152.

1.R.C. § 25A, 151 and 152.

“1.R.C. §21, 151 and 152.

7 Column does not add up to the 396,320 TINs because more than one of the credits listed can be claimed per TIN.
18 Column does not add up to the 662,346 tax returns because more than one of the credits listed can be claimed per
tax return. Also, the total number of TIN uses does not equal the total number of tax returns filed because more than
one multiple-use TIN can appear on a tax return.

19 Column does not add up to the total due to rounding.

0 |RS database that maintains transactions and records of individual tax accounts.
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TINSs is not required to be included with the tax return data individuals presently provide on their
tax returns. A complicating factor is that valid uses of a TIN (such as for a qualifying EITC
child) cannot always be verified using third-party data.

With the exception of rejecting e-filed tax returns, the majority of IRS efforts to reduce erroneous
exemptions and credits associated with multiple TIN uses are subsequent to the time that the
individuals receive the benefits. Even those individuals whose e-filed tax returns are rejected
because of multiple TIN uses can subsequently file paper tax returns containing the previously
used TINs and receive the erroneous tax benefits. Of the 662,346 TY 2007 tax returns which
involved erroneous exemptions and credits as a result of multiple TIN uses, 47 percent

(312,898 tax returns) were filed as paper tax returns. Figure 8 shows the volume of e-filed
Versus paper returns.

Figure 8: Multiple TIN Use Tax Returns — E-Filed Versus Paper — TY 2007

Number of Number
Number of Tax E-Filed Percent of Paper Percent
Returns Filed Returns E-Filed Returns Paper
662,346 349,448 53% 312,898 47%

Source: IRSTY 2007 IRTF.
The Majority of Multiple TIN Uses Involve Dependent TINs

The majority of multiple TIN uses involve dependent TINs, which further complicates the
problem of identifying the individuals who are not entitled. In the approximately 2 million
multiple dependent uses we identified in TY 2007, 96 percent involve 2 individuals claiming the
same dependent. These cases frequently involve two parents or close relatives claiming the same
child or children on their tax returns. Figure 9 provides a breakdown of the types of multiple
TIN uses we identified.

Figure 9: Combinations of Multiple TIN Uses

TIN Use Combination TY 2005 TY 2006 TY 2007
Primary - Primary 35,574 39,448 41,444
Primary - Secondary 122,465 135,285 239,430
Primary - Dependent 2,043,302 1,813,181 2,788,367
Secondary - Secondary 23,114 19,772 18,143
Secondary - Dependent 167,170 150,987 238,451
Dependent - Dependent 2,090,070 1,890,850 1,995,781

Source: Analysis of the IRS IRTF for TY 2005 through TY 2007.
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We recognize the difficulty that the IRS faces in preventing erroneous exemptions and credits
associated with multiple TIN uses. However, there are additional actions the IRS can take to
reduce erroneous claims. These include:

e Expanding the issuance of notices to other segments of individuals involved with
multiple TIN uses.

e Initiating additional compliance efforts on multiple TIN uses for erroneous EITC claims.
e Disallowing multiple uses of IRS-issued identification numbers.

e Initiating compliance efforts to prevent the abusive use of TINs (TINs used on **2(f)**or
more tax returns).

Expanding the issuance of notices to other segments of individuals involved with
multiple TIN uses

As noted previously, the IRS issues a notice to an individual who uses a dependent TIN on a tax
return that has already been used as a dependent TIN on another tax return. A May 2009 IRS
study of the use of these notices indicates that the notices are effective at changing behavior.
According to the study:

e Ten percent of the individuals amended their original TY 2006 tax returns for a
$2.6 million change in tax and $6.5 million in reduced EITC payments.

e Ninety-two percent of the individuals either did not file subsequent year tax returns or did
not use the TINs in question on their subsequent year tax returns. The IRS estimated that
it prevented $346.7 million in erroneous claims in TY 2007 as a result of notices issued
in TY 2006.

Despite the success of the issuance of notices, the IRS has not expanded issuance to:

e Individuals involved in the multiple use of TINS to claim the ******2(f)x**x*xxkxx
**%2(f)*** on more than one tax return. In TY 2007, there were 127,978 TINs used
264,217 times to claim these credits, with each TIN being used at least twice.

e Individuals involved in the multiple use of TINs as both a ***2(f)*** TIN on one tax
return and a ***2(f)*** TIN on another tax return. In TY 2007, there were 116,182 TINs
used 238,451 times, with each TIN used as both a ***2(f)***TIN and a ***2(f)***TIN.

Recommendation

Recommendation 1: The Commissioner, Wage and Investment Division, should revise the
criteria used to determine who will receive a notice to include individuals identified by the
DUPTIN database when:
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e ATIN isused as a ***2(f)***taxpayer on one tax return and as a ***2(f)***and/or for
**%2(f)*** on another tax return.

e ATIN is used as a qualifying child for the ***** 2(f)**%xkkkkkkkskkskkkkkkxkxkx* and
***Z(f)***.

Management’s Response: IRS management disagrees with the recommendation to
revise the criteria used to determine who will receive a notice to include individuals
identified by the DUPTIN database when a TIN is used as a *** 2(f)*** taxpayer on one
tax return and as a *** 2(f)**x******x*kx*kx%x% on another tax return. Issuing notices to
taxpayers in this situation would result in inconsistent treatment because the IRS does not
reject electronic returns in the reverse situation. Currently, returns are not rejected when
the same TIN is used as a ***2(f)*****on a tax return and then subsequently used for a
FrE XK D(F)**FH*HXKF XA XA XXX, on another tax return. This procedure is consistent with a
prior Treasury Inspector General for Tax Administration recommendation.

The IRS agrees the multiple use of a TIN for the *** %k kkkokkdkkodkk D(f )k ko kok ko ke
*rEDQ(F)******** results in improper payments. Issuance of current soft notices include
taxpayers who have claimed duplicated dependents and the related credits for those
dependents, such as the ********xxxkxkk p(fykxkxkxkr*xx*x**x The IRS will conduct
an analysis of the multiple use of a TIN to claim a qualifying child for the *** 2(f)*****x
FrRE KA KK I KKK I XX D(F)F*HFHxHXHF XA XK XXX A* {0 validate the effectiveness of the treatment
of this segment in the current soft notice population. Based on the analysis, the IRS will
determine if there are gaps in its current strategy and, if so, the IRS will develop an
appropriate plan to enhance the current soft notice strategy.

Office of Audit Comment: Issuing a notice to individuals when a TIN is used as a
**%2(f)*** taxpayer on one tax return and a ***2(f)******x*x*x* gn gnother tax return
is consistent with IRS’ current notice issuance processes. For example, the IRS issues a
notice to individuals when a TIN is used as a ***2(f)*** taxpayer on one tax return and a
***2(f)*** taxpayer on another tax return. In addition, we are concerned that additional
IRS analysis to determine if there are gaps in its current strategy for issuing soft notices
may be duplicative. We identified and reported on existing gaps in our report. Our
recommendation to revise the notice criteria to include individuals identified by the
DUPTIN database when a TIN is used as a qualifying child for the ***2(f)****x*x*x**
******2(f)*******************************addresses these gaps

Initiating additional compliance efforts on multiple TIN uses for erroneous EITC
claims

Our analysis of the 662,346 TY 2007 tax returns with erroneous exemptions and credits as a
result of multiple TIN use showed that 45 percent (299,035 tax returns) involved the multiple use
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of TINs for the purpose of erroneously claiming the EITC. These individuals improperly
received an estimated $219 million in EITC claims (See Figure 8 on page 10).

In November 2009, the President signed an executive order aimed at reducing improper
payments. The purpose of the order was to intensify efforts to eliminate payment error, waste,
fraud, and abuse in the major Federal programs while continuing to ensure those programs serve
their intended beneficiaries. Agencies were ordered to make every effort to confirm the right
recipient receives the right payment. The Office of Management and Budget has designated the
EITC as one of the Federal programs for which the highest dollar value or majority of
Government-wide improper payments occur. According to the IRS, approximately

$10 to $12 billion in erroneous EITC claims is paid annually.

Although we identified 299,035 tax returns that erroneously received the EITC, the IRS only
conducts a small number of audits of these tax returns. In FY 2009, the IRS closed **2(f)** audits
of multiple TIN use EITC claims. The IRS’ decision not to examine each tax return involved in

a multiple TIN use to claim the EITC results in improper payment of EITC claims since only one
individual is allowed to claim each TIN for the EITC. Payments resulting from these multiple

TIN uses are the type of improper payments the November 2009 Executive Order was intended

to stop.

Recommendation

Recommendation 2: The Commissioner, Wage and Investment Division, should identify
alternative compliance processes that will include all individuals claiming the EITC with TINs
that were used on other tax returns to claim the EITC.

Management’s Response: IRS management generally agrees with this
recommendation. The IRS will continue to identify and test alternative compliance
processes for individuals claiming the EITC with children’s TINs used on other EITC
returns. The IRS currently addresses EITC multiple claims in the year the credit is
claimed by conducting approximately 19,000 audits, about 4 percent or its total EITC
examinations. The IRS plans to continue to explore new ways that may effectively
improve compliance and further reduce improper payments in this area.

Disallowing multiple uses of IRS-issued identification numbers

The IRS issues ITINs to individuals; however, it has not developed processes to identify
individuals who are incorrectly using these numbers to claim ***2(f)********x***gr tax credits.
Our analysis of the 662,346 TY 2007 tax returns involving erroneous *** 2(f)****and credits as a

2! This number identifies all tax returns involved in the multiple TIN uses to claim the EITC, including the tax
returns entitled to claim the TINs. For example, if three tax returns claimed the same TIN for the EITC, only one of
the tax returns would be entitled to claim the TIN for the EITC and the remaining two tax returns would not.
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result of a multiple TIN use showed that 2 percent (12,041 tax returns) involved multiple uses of
an ITIN. These individuals used 8,008 ITINs and received an estimated $5.3 million in **2(f)**
**%2(f)*** or tax credits included in our analysis.

The IRS is responsible for issuing ITINs to individuals who are required to file a tax return but
who do not have and are not eligible to obtain an SSN (i.e., resident and nonresident aliens) can
apply for an ITIN. An individual assigned an ITIN is required to submit documentation to the
IRS for use in verifying the identity of the individual. To obtain an ITIN, the individual, spouse,
or qualifying dependent must complete an Application for IRS Individual Taxpayer
Identification Number (Form W-7). The individual must also provide an original, certified, or
notarized copy of an unexpired passport to verify identity and foreign status. If the individual
does not have a passport, he or she must provide a combination of two or more current and
unexpired documents. Medical and school records can be used to establish foreign status for
dependents under the age of 14 (18 if a student) only if they are foreign documents. All
supporting documentation must show the individual’s name and support the claim of foreign
status. At least one document must contain the individual’s photograph.*

DUHHgt&XfGUHﬂ[NOCGSgng the*******************2“)****************************
FrREIXED(F)**F**xFxxIXA**%A*%  The IRS should use the data it collects from individuals during
the ITIN assignment process to identify multiple-use ITINs and the filers who were not entitled
to use them.

Recommendation

Recommendation 3: The Commissioner, Wage and Investment Division, should implement a
process to identify filers involved in the multiple use of ITINsS who were not entitled to use them
and prevent and/or recover erroneous claims for ***2(f)*** and tax credits.

Management’s Response: IRS management disagreed with this recommendation.
The IRS has processes in place to identify filers involved in the multiple use of ITINs
who were not entitled to use them and to prevent and/or recover erroneous claims for
exemption and tax credits. Current programming already performs the same checks for
ITINs as those performed for SSNs. Compliance efforts related to filers with ITINs are
comparable to those in place for SSN filers, including issuance of targeted soft notices.

**************************2“)****************************************

LR R R e b ke R o o b R R R R R R o R R R R o R R R R R ok kR e e R R o

kkhkhkkkhhkkkhkhhkkhkhhkhkkhhkkhhkkhhkhkhkhhkhkhhkhkkhhkhkkhhkhkhhhkkhkhhkhkhhkhkkhhkhkkhhkhkkhhkkhkhkkhkhkkkhkkk,kkx**%

*xxxkxkx - As additional compliance processes are developed for taxpayers with SSNs,
the IRS will ensure those efforts also address taxpayers who file tax returns or claim
dependents using an ITIN.

22 photographs are not required for dependents under age 14 or under age 18 if a student.
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Office of Audit Comment: Management’s comparison of an ITIN to a SSN does not
address two primary differences. The IRS does not issue an SSN, and the primary data
available with regard to an SSN****** (f)*x ks kkkkkxkxkxkkkkxkx*x*  The IRS is the
agency that issues the ITIN. The issuance is based on extensive information required to
be provided by individuals who apply for an ITIN. As such, the IRS should have the
ability to identify individuals using an ITIN to which they are not entitled. The IRS
should have processes to use the information it has available to prevent the use of an

ITIN for erroneous claims for ****2(f)**x*x***x*x* and tax credits. The IRS also stated that
taxpayer situations with regard to dependents often change, limiting the effectiveness of
the use of this data to accurately identify entitled or nonentitled individuals at the same
time the tax return is processed. At no time during our review did the IRS provide
information in support of this conclusion.

Initiating compliance efforts to prevent the abusive use of TINs (TINs used on**2(f)**

or more tax returns)

Our analysis of the 662,346 TY 2007 tax returns involving erroneous exemptions and credits as a
result of multiple TIN uses showed that 5 percent (32,989 tax returns) involved TINs that were
used on 3 or more tax returns. These individuals received an estimated $34 million in personal
exemptions or tax credits included in our analysis. For example, we identified 2 TINs with over
1,000 attempted uses each in TYs 2005 through TY 2007.% Figure 10 provides a breakdown of
the frequency of TIN use for all TINs used more than once in TY 2005 through TY 2007.

Figure 10: Frequency of Multiple TIN Uses

.ml“\?\zsofgeié“es a1 Tv 2005 TY 2006 TY 2007
2 2,155,744 1,946,434 2,576,166
3 30,791 28,315 33,372
4 3,260 3,309 2,593
5 or More 2,373 2,224 1,437
Highest Number of
Uses for One TIN 2,528 2,353 1,801

Source: Analysis of the IRS IRTF for TY 2005 through TY 2007.

Duplicate use could be caused by parents who were not filing jointly and were both claiming
their child as a dependent. In our opinion, the potential for fraud rises when the multiple use of

2 Our analysis determined that individuals did not receive the personal exemption or any of the five tax credits we

received by using these TINs. However, we did not evaluate all possible tax benefits available.




Multiple Use of Taxpayer Identification
Numbers Continues to Result in Significant
Erroneous Exemptions and Credits

the TIN increases to more than two uses because it is less likely to result from a
misunderstanding or a child custody dispute. The filing locations of tax returns with
multiple-use TINs were sometimes concentrated into a specific geographical location. For
example, we identified 223 unique TINs that were used on 314 TY 2007 tax returns that were all
filed from 160 different addresses within the same city. *

Our review of the IRS’ controls to identify and prevent multiple TIN uses showed that the IRS

has a control to identify TINs that are used more than **2(f)**times. However, it does not appear any
actions are taken on these cases. According to IRS management’s response to our prior audit

report recommendations, * tax returns with TINs that have been used more than **2(f)**times are to
be referred to the IRS’ Criminal Investigation function for review. *** 2(f)****xkskkskkkk ks xkox*

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

Recommendation

Recommendation 4: The Commissioner, Wage and Investment Division, and the Chief,
Criminal Investigation, should establish processes to prevent and/or recover tax benefits
erroneously provided to taxpayers when a TIN is used more than **2(f)** times in a single tax year.

Management’s Response: IRS management agrees with this recommendation. The

IRS Wage and Investment Division will partner with the Criminal Investigation function

to develop processes to implement referral procedures for the most egregious instances
(**2(f)**or more) of multiple TIN uses. The Criminal Investigation function will review these
instances to determine investigative and prosecutorial potential. When applicable, the

Wage and Investment Division will pursue adding compliance treatment streams for

these multiple TIN uses, and implement the necessary pre-refund compliance strategies to
review any future uses of that TIN.

* More than one multiple-use TIN can appear on a single tax return.
% Duplicate Dependent and Qualifying Child Overclaims Result in Substantial Tax Revenue Losses Each Year
(Reference Number 2001-40-059, issued March 15, 2001).
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Appendix |

Detailed Objective, Scope, and Methodology

The overall objective of this review was to assess the effectiveness of the IRS’ identification of
multiple uses of TINs and its ability to prevent individuals from inappropriately receiving tax
benefits as a result of the improper use of TINs. To accomplish our overall objective, we:

l. Identified controls used by the IRS to identify and resolve multiple uses of TINs. We
evaluated the adequacy of those controls in identifying and resolving the types of
multiple TIN uses we identified in Step II.

Il. Identified 2,613,568 unique TINs used on the front of 4,622,707 TY 2007 Forms 1040
filed during CY 2008." Our extract did not include TINs that were used on attached tax
forms and schedules; TINs used on more than one tax return where the dependency
indicator showed the individual could be claimed as a dependent on someone else’s tax
return; or secondary TINs when filing status 3 was used, indicating the taxpayer is filing
as married filing a separate tax return and the spouse is also filing a separate tax return.
We categorized the TINSs uses by type of use.

e Primary-Primary
Secondary-Secondary
Dependent-Dependent
Primary-Dependent
Primary-Secondary
Secondary-Dependent

I1l.  Quantified the erroneous exemptions and credits for TINs used for both a primary
taxpayer and secondary taxpayer, for both a primary taxpayer and a dependent, and for
both a secondary taxpayer and a dependent used to claim the Education Credit and/or
personal exemption. We quantified the erroneous exemptions and credits for TINs used
as a dependent on at least two tax returns to claim an exemption and/or the tax items
listed in the bullets below.? For the CTC, CCC, Education Credit, and personal
exemptions, our analysis was limited to only those tax returns that received a refund. For
the EITC and the ACTC, we determined whether the credit amount had been changed
during processing regardless of whether there was a refund on the tax return.

! See data validation methodology on the next page for a discussion of the source of this extract and the steps taken
to verify the accuracy of these data.

2 We chose not to perform additional analysis of the multiple TIN uses in the primary-primary and secondary-
secondary categories based on the volume of uses in these categories.
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EITC

CTC

ACTC

CCcC

Education Credit
Personal exemption

A. ldentified 396,320 unique TINSs that were used on 662,346 tax returns in TY 2007
that received tax benefits in error by determining if the IRS adjusted the tax items in
the bullets above during return processing. We assumed the IRS had not adjusted the
tax return for the multiple-use TINs if the taxpayers’ figures on the tax returns for the
EITC and the ACTC matched the figures on the Master File.* For the remaining tax
credits and personal exemptions* that did not have separate transactions on the Master
File, we determined if the refund amounts on the tax returns matched the refund
amounts on the Master File.

B. Quantified the tax credits received in error by identifying the portion of the tax credits
associated with each multiple-use TIN. A TIN may be used once a year to claim each
of the tax credits we reviewed; therefore, to be conservative, we assumed the TIN use
with the highest value for each credit was the valid use.

C. Quantified the value of the tax exemptions received in error. Because a TIN may be
used once a year to claim the personal exemption, we did not include the value for
one use of each TIN in our estimated outcome. Again to be conservative, we
multiplied the total exemption for each additional use of a TIN by 10 percent to limit
the tax effect estimate of the exemption amount to the lowest available tax bracket.

D. Analyzed the characteristics of the multiple-use TINs we identified. We determined
if the TINs were issued by the IRS. We also determined how tax returns containing
multiple-use TINs were filed.

Data validation methodology

During the course of this review, we relied on data extracted from the IRS’ IRTF® for TY 2007.
We extracted all TINs used in the six TIN positions on the front of the Form 1040. Our extract
did not include those TINs listed on supporting tax forms and schedules filed with the Form
1040. Our extract also did not include additional dependents claimed by the taxpayer that could
not be listed on the front of the tax return.

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

* To determine the exemption amount on the Master File, we multiplied the TY 2007 individual exemption amount
by the number of exemptions shown on the Master File.

®> The IRTF contains all edited, transcribed, and error-corrected data from the Form 1040 series and related forms.
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We validated the accuracy of the data extracted by verifying the accuracy of the individual data
elements captured to the source data. We then analyzed these data to identify TINSs that had been
used on more than one tax return. We did not consider a TIN used as a primary TIN on one tax
return and as a dependent on another tax return a multiple-use TIN when the dependency
indicator showed the taxpayer could be claimed as a dependent. We reconciled the results of this
analysis to the IRS’ DUPTIN database. This reconciliation ensured that we had captured all of
the multiple TIN uses we had intended to capture and that additional uses were not overlooked
when extracting our data. Based on our data validation efforts, we determined the IRTF data
extract and our identification of multiple TIN uses for TY 2007 were reliable.

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: IRS e-file reject controls, paper tax return
processing controls to identify and resolve multiple TIN uses, and the DUPTIN database. Our
review assessed the adequacy of the internal control structure designed to identify and resolve
multiple TIN uses before tax benefits are paid to individuals. As such, we evaluated the control
structure in place to identify weak or missing controls that would allow tax benefits to be paid to
individuals inappropriately. We did not test the effectiveness of the individual controls in this
review.
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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 Qutcome Measure:

e Funds Put to Better Use — Potential; $1,094,862,725 in EITC paid in error over the next
5 years as a result of multiple TIN uses (see page 8).

Methodology Used to Measure the Reported Benefit:

We identified 396,320 TINSs that were used more than once on 662,346 TY 2007 tax returns.
Our analysis indicates the IRS did not make adjustments to these 662,346 tax returns during
return processing.

We analyzed the 662,346 tax returns and found that 299,035 tax returns contained TINSs that
were used more than once on the Earned Income Credit (Schedule EIC) to claim the EITC. The
Internal Revenue Code' states that an individual can only be used once in each tax year for the
purposes of claiming the EITC.

To determine the amount of the EITC claimed on each of the 299,035 tax returns for the
multiple-use TIN, we computed the total EITC allowed by summing the EITC per computer
amount on the IRTF? for each of the 299,035 tax returns. We determined that the EITC claims
on these 299,035 tax returns totaled $806,519,333.

Using the taxpayer’s Adjusted Gross Income, we estimated the amount of EITC allowable for
each child claimed for the EITC on the tax return that did not have a multiple-use TIN. Figure 1
shows the percentage of the total EITC claim we estimated for non-multiple-use TINs by
Adjusted Gross Income. Using these percentages, we estimate $244,316,124 in EITC claimed
on the 299,035 tax returns was associated with a non-multiple-use TIN.

'1.R.C. §32, 151 and 152.
2 File of Individual Tax Returns processed by the IRS.
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Figure 1. Percentage of EITC Allowed for Non-Multiple-Use TINs

Adjusted Gross Percent Used to Estimate EITC
Income for Non-Multiple-Use TINs
$5,000 or less 85%
$5,000.01 to $10,000 78%
$10,000.01 to $15,000 66%
$15,000.01 to $20,000 59%
$20,000.01 to $25,000 54%
$25,000.01 to $30,000 44%
Over $30,000 36%

Source: TIGTA analysis of 2007 Publication 596, Earned Income Credit (EIC),
Earned Income Credit Table.

We subtracted the estimated amount of EITC associated with a non-multiple-use TIN on each tax
return from the total EITC claimed to determine the amount of EITC associated with the
multiple-use TIN on that tax return. We estimate $562,203,209 ($806,519,333 - $244,316,124)
in EITC claims on the 299,035 tax returns were associated with a multiple-use TIN.

Since an individual can use a TIN once a year to claim the EITC, we estimated the amount of
EITC that was claimed properly for each multiple-use TIN. In an effort to ensure our estimate
was not overstated, we determined the largest amount of EITC claimed for each multiple-use
TIN for the 299,035 tax returns and subtracted this amount. We estimate the total amount of
EITC claims would be $343,230,664 if the multiple-use TIN had only been used one time.

We estimate $218,972,545 ($562,203,209 - $343,230,664) in EITC claims associated with
multiple-use TINs on 299,035 TY 2007 tax returns was paid in error. We estimate the amount of
EITC claims paid in error as a result of multiple TIN uses over the next 5 years will total
$1,094,862,725.

Type and Value of OQutcome Measure:

e Funds Put to Better Use — Potential; $202,735,975 in ACTC paid in error over the next
5 years as a result of multiple TIN uses (see page 8).

Methodology Used to Measure the Reported Benefit:

We identified 396,320 TINSs that were used more than once on 662,346 TY 2007 tax returns.
Our analysis indicates the IRS did not make adjustments to these 662,346 tax returns during
return processing.
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We analyzed the 662,346 tax returns and found that 196,904 tax returns contained TINSs that
were used more than once to claim the ACTC. The Internal Revenue Code?® states that an
individual can only be used as a dependent once in each tax year for the purposes of claiming the
ACTC.

To determine the amount of the ACTC claimed on each of the 196,904 tax returns for the
multiple-use TIN, we computed the total ACTC allowed by summing the ACTC per computer
amount on the IRTF for each of the 196,904 tax returns. We determined the ACTC claims on
these 196,904 tax returns totaled $197,480,169.

For those tax returns that also used non-multiple-use TINs to claim the ACTC, we estimated the
amount of the ACTC associated with the non-multiple-use TIN. We determined the number of
dependents claimed for the CTC* on each tax return. Then we calculated the difference between
the total number of dependents claimed for the CTC and the number of multiple-use TINs used
for the ACTC on each tax return. We used the following formula to calculate the percentage of
ACTC associated with the non-multiple-use TIN for each tax return.

Number of CTC Dependents — Number of Multiple-Use TINs
Number of CTC Dependents

We multiplied the total ACTC claimed on each tax return by the percentage of ACTC for
non-multiple-use TINs to determine the amount of ACTC claimed for non-multiple-use TINs.
We estimate $80,099,714 in ACTC claimed on the 196,904 tax returns was associated with a
non-multiple-use TIN. We then subtracted this amount from the total ACTC claimed on the
196,904 tax returns to compute the amount of ACTC claimed for multiple-use TINs. Using this
method, we estimate $117,380,454 in ACTC claims for multiple-use TINSs.

Since an individual can use a TIN once a year to claim the ACTC, we estimated the amount of
ACTC that was claimed properly for each multiple-use TIN. In an effort to ensure our estimate
was not overstated, we determined the largest amount of ACTC claimed for each multiple-use
TIN for the 196,904 tax returns and subtracted this amount. We estimate the total amount of
ACTC claims would be $76,833,259 if the multiple-use TIN had only been used one time.

We estimate $40,547,195 ($117,380,454 - $76,833,259) in ACTC claims associated with a
multiple-use TIN on 196,904 TY 2007 tax returns were paid in error. We estimate the amount of
ACTC claims paid in error as a result of a multiple TIN use over the next 5 years will total
$202,735,975.

*1.R.C. § 24,151 and 152.
* The ACTC uses the same dependents as the CTC.
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Type and Value of OQutcome Measure:

e Revenue Protected — Potential; $171,246,930 in erroneous CTC paid over the next 5 years as
a result of multiple TIN uses (see page 8).

Methodology Used to Measure the Reported Benefit:

We identified 396,320 TINs that were used more than once on 662,346 TY 2007 tax returns.
Our analysis indicates the IRS did not make adjustments to these 662,346 tax returns during
return processing.

We analyzed the 662,346 tax returns and found that 116,755 tax returns contained TINs that
were used more than once to claim the CTC. The Internal Revenue Code”® states that an
individual can only be used once in each tax year for the purposes of claiming the CTC.

To determine the amount of the CTC claimed on each of the 116,755 tax returns for the
multiple-use TIN, we computed the total CTC allowed by summing the CTC per computer
amount on the IRTF for each of the 116,755 tax returns. We determined the CTC claims on
these 116,755 tax returns totaled $126,477,186.

For those tax returns that also used non-multiple-use TINs to claim the CTC, we estimated the
amount of CTC associated with the non-multiple-use TIN. We determined the number of
dependents claimed for the CTC on each tax return. We then calculated the difference between
the total number of dependents claimed for the CTC and the number of multiple-use TINs used
for the CTC on each tax return. We used the following formula to calculate the percentage of
CTC associated with the non-multiple-use TIN for each tax return.

Number of CTC Dependents — Number of Multiple-Use TINs
Number of CTC Dependents

We multiplied the total CTC claimed on each tax return by the percent of CTC for
non-multiple-use TINs to determine the amount of CTC claimed for non-multiple-use TINs. We
estimate $36,447,269 in CTC claimed on the 116,755 tax returns was associated with
non-multiple-use TINs. We then subtracted this amount from the total CTC claimed on the
116,755 tax returns to compute the amount of CTC claimed for multiple-use TINs. Using this
method, we estimate $90,029,918 in CTC claims for multiple-use TINSs.

Since an individual can use a TIN once a year to claim the CTC, we estimated the amount of
CTC that was claimed properly for each multiple-use TIN. In an effort to ensure our estimate
was not overstated, we determined the largest amount of CTC claimed for each multiple-use TIN
for the 116,755 tax returns and subtracted out this amount. We estimate the total amount of CTC
claims would be $55,780,532 if the multiple-use TIN had only been used one time.

°|.R.C. § 24, 151 and 152.
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We estimate $34,249,386 ($90,029,918 - $55,780,532) in CTC claims associated with a
multiple-use TIN on 116,755 TY 2007 tax returns was paid in error. We estimate the amount of
CTC claims paid in error as a result of multiple TIN use over the next 5 years will total
$171,246,930.

Type and Value of Qutcome Measure:

e Revenue Protected — Potential; $5,748,975 in erroneous CCC paid in error over the next
5 years as a result of multiple TIN uses (see page 8).

Methodology Used to Measure the Reported Benefit:

We identified 396,320 TINs that were used more than once on 662,346 TY 2007 tax returns.
Our analysis indicates the IRS did not make adjustments to these 662,346 tax returns during
return processing.

We analyzed the 662,346 tax returns and found that 5,780 tax returns contained TINs that were
used more than once to claim the CCC. The Internal Revenue Code® states that an individual can
only be used once in each tax year for the purposes of claiming the CCC.

To determine the amount of the CCC claimed on each of the 5,780 tax returns for the
multiple-use TIN, we computed the total CCC allowed by summing the CCC per computer
amount on the IRTF for each of the 5,780 tax returns. We determined the CCC claims on these
5,780 tax returns totaled $3,495,382.

For those tax returns that also used non-multiple-use TINs to claim the CCC, we estimated the
amount of CCC associated with the non-multiple-use TIN. We summed the amount of child and
dependent care expenses for each child claimed on Child and Dependent Care Expenses

(Form 2441) and calculated the percentage of total expenses related to each child.

Child and Dependent Care Expenses per Child
Total Child and Dependent Care Expenses

Using the percentage of child and dependent care expenses computed above, we determined the
amount of expenses attributable to non-multiple-use TINs claimed on each tax return. For
example, if dependent 2 was the non-multiple-use TIN, we multiplied the total child and
dependent care expenses by the percentage of expenses for dependent 2. We estimate $574,598
in CCC claimed on the 5,780 tax returns was associated with non-multiple-use TINs. This
allowed us to prorate the total expenses in those instances where the taxpayer was not entitled to
the full CCC.

We subtracted the estimated amount of CCC associated with a non-multiple-use TIN on each tax
return from the total CCC claimed to determine the amount of CCC associated with the

®1.R.C. § 21, 151 and 152.
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multiple-use TIN on that tax return. We estimate $2,920,784 ($3,495,382 - $574,598) in CCC
claims on the 5,780 tax returns was associated with multiple-use TINs.

Since an individual can use a TIN once a year to claim the CCC, we estimated the amount of
CCC that was claimed properly for each multiple-use TIN. In an effort to ensure our estimate
was not overstated, we determined the largest amount of CCC claimed for each multiple-use TIN
for the 5,780 tax returns and subtracted this amount out. We estimate the total amount of CCC
claims would be $1,770,989 if the multiple-use TINs had only been used one time.

We estimate $1,149,795 ($2,920,784 - $1,770,989) in CCC claims associated with multiple-use
TINs on 5,780 TY 2007 tax returns was paid in error. We estimate the amount of CCC claims
paid in error as a result of multiple TIN use over the next 5 years will total $5,748,975.

Type and Value of Qutcome Measure:

e Revenue Protected — Potential; $5,969,575 in erroneous Education Credits paid over the next
5 years as a result of multiple TIN uses (see page 8).

Methodology Used to Measure the Reported Benefit:

We identified 396,320 TINs that were used more than once on 662,346 TY 2007 tax returns.
Our analysis indicates the IRS did not make adjustments to these 662,346 tax returns during
return processing.

We analyzed the 662,346 tax returns and found that 4,593 tax returns contained TINs that were
used more than once to claim the Education Credits. The Internal Revenue Code’ states that an
individual can only be used once in each tax year for the purposes of claiming the Education
Credits.

To determine the amount of the Education Credits claimed on each of the 4,593 tax returns for
the multiple-use TIN, we computed the total Education Credits allowed by summing the
Education Credits per computer amount on the IRTF for each of the 4,593 tax returns. We
determined the Education Credit claims on these 4,593 tax returns totaled $4,406,747.

For those tax returns that also used non-multiple-use TINs to claim the Education Credits, we
estimated the amount of credit associated with the non-multiple-use TIN. We computed the
percentage of non-multiple-use TINs used to claim the Education Credits on Education Credits
(American Opportunity, Hope, and Lifetime Learning Credits) (Form 8863) using the formula
below.

Total Number of TINs — Number of Multiple-Use TINs
Total Number of TINs

"1.R.C. § 25A, 151 and 152.
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We multiplied the total Education Credits on Forms 8863 by the percentage of non-multiple-use
TINSs to determine the amount of Education Credits claimed for non-multiple-use TINs. We
estimate $475,829 in Education Credits claimed on the 4,593 tax returns was associated with a
non-multiple-use TIN. We then subtracted this amount from the total Education Credits claimed
on the 4,593 tax returns to compute the amount of Education Credits claimed for multiple-use
TINs. Using this method, we estimate $3,930,917 in Education Credits was claimed for
multiple-use TINs.

Since an individual can use a TIN once a year to claim the Education Credits, we estimated the
amount of Education Credits that were claimed properly for each multiple-use TIN. In an effort
to ensure our estimate was not overstated, we determined the largest amount of Education
Credits claimed for each multiple-use TIN for the 4,593 tax returns and subtracted this amount.
We estimate the total amount of Education Credits would be $2,737,002 if the multiple-use TIN
had only been used one time.

We estimate $1,193,915 ($3,930,917 - $2,737,002) in Education Credit claims associated with a
multiple-use TIN on 4,593 TY 2007 tax returns was paid in error. We estimate the amount of
Education Credit claims paid in error as a result of multiple TIN use over the next 5 years will
total $5,969,575.

Type and Value of OQutcome Measure:

e Revenue Protected — Potential; $422,116,800 tax effect for personal exemptions allowed in
error over the next 5 years as a result of multiple TIN uses (see page 8).

Methodology Used to Measure the Reported Benefit:

We identified 396,320 TINSs that were used more than once on 662,346 TY 2007 tax returns.
Our analysis indicates the IRS did not make adjustments to the tax items we reviewed on these
662,346 tax returns during return processing.

We analyzed the 662,346 tax returns and found that 425,493 tax returns contained TINs that
were used more than once to claim personal exemptions. The Internal Revenue Code?® states that
an individual can only be used once in each tax year for the purposes of claiming a personal
exemption.

To determine the amount of the personal exemptions claimed on each of the 425,493 tax returns
with a multiple-use TIN, we multiplied each use of a multiple-use TINs claimed on the tax return
by the TY 2007 exemption amount ($3,400). Since an individual can use a TIN once a year to
claim the personal exemption, we estimated the amount of personal exemption that was claimed
properly for each multiple-use TIN. To do so, we determined the largest amount of personal
exemption for each multiple-use TIN for the 425,493 tax returns and subtracted this amount from

8].R.C. § 151 and 152.
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the total potential exemptions at risk. We then multiplied the remaining estimated exemptions
for multiple-use TINs by the lowest available tax bracket (10 percent). This resulted in an
estimate of $340 per multiple TIN use. Using this methodology, we estimate the total tax effect
of the improper personal exemptions for multiple TIN uses on 425,493 TY 2007 tax returns was
$84,423,360. We estimate the tax effect of these improper exemptions as a result of multiple
TIN use over the next 5 years will total $422,116,800.
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Appendix V

Treasury Inspector General for Tax Administration
Audit Reports

The Treasury Inspector General for Tax Administration has issued two prior audit reports on the
multiple uses of TINs. Our findings and recommendations are summarized below.

Duplicate Dependent and Qualifying Child Overclaims Result in Substantial Tax Revenue
Losses Each Year (Reference Number 2001-40-059, dated March 15, 2001). ***2(f)*******

****************************2“)**********************************************
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Efforts to Prevent Improper Tax Benefits Resulting From Multiple Uses of Taxpayer
Identification Numbers Can Be Improved (Reference Number 2006-40-007, dated

Novmnber4,2oo5) **************************26)*******************************
******************************************Z(ﬂ*******************************
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Appendix VI

Soft Notice Sent to First-Time Multiple
Taxpayer Identification Number Users

{NOTICE SEQUENCE B} 1ZIP COTE} {DICUMENT LOCATOR 83 1CYCLE} 1cP 8}
(HCD/BOUCLIENT CODEY
RS S i eies Seetae i
CINGULRY ZHD NAME LINE) Notioe Doto: {MATICE DATED
CINGUIRY 3RD WAME LIME) Notice Number: CRE7C

Taxpayes ldentification Mumbes:
{TAEFAYEE IDENTIFICATIOM &}

Tax Form: {TAX FORM}

Pariod Ending: (TAX PERIDDR)

For asslsianae, call:

ATELEFHONE # LINE OME}

ATELEFHONE ® LINE TWO}
(FIRST MAME LINE)

(SECOHD RAME LINE)
[THIRED MAME LIKE}
[(FOURTH KRAME LINE}

You Need To Make Sure
Someone Qualitles as Your Dependent

‘Why We're Sending You This Lotter

Were sending you this lefter Bacause you need i Make suna The Person of parsans claimed
as a dependent on your {TAx YEAR} federal Income tax returm meets the & qually someone
ag a capandonl

W are ashing you 10 &0 20 because wo recelvied & return reporling more than 53,300.00 in gross
incorma from samecne having the same Social Seaurily nurmber ol a persan you claimed as a
dﬁ:urmrl_ Generaly, you cannol claim eomeons whose income oxceeds 53,300 .00 st a depanden,
ﬂ'u!pwmnlsmﬁar wadrﬂlﬁmwaﬂ.ﬂﬁmaﬂmaﬂlumuag Pwenty-Sour. In addition, that
person probably does not il the definfon of a “qualifying child” for the Eamed Income Credit.

The Social Securty number kor sach depsndent we are concemed atout iv balow:

(55K CHILD 1) {S5N CHILD %)

(55H CHILD 2) 55N CHILD 5)

L55H CHILD 32 155N CHILD &)
What You Moead to Do Now

Piaase revdew this kefter to see il you need %o comect [amend) your retum. You also should review it
tha raxd Gme you prepare a tax reium claiming someona as a dapendent.

Yeou need to make sere amyones you <lim as a depandent mects the nulss thal qualify scmeonoasa
dependant. F you claimed someone who does nod mest thasa rules, you will have 10 correct (amend)
your retum. H -chmmmnmmnmmlmmmmmﬁmammrmnr

ta cortact us f sormaona docs nol qualify as your dopandent, you will nead %o armand your
r_ﬁgﬁmbrmpleﬁm tne fom emhmdmm'.he.lwwtﬁmn 1040, Amended (LS. fnaividus lcome
ax Radw)
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arc

Pleane raview 1he 1A package you recaied with pour nelLm of Vst wasirs go Tor The nles
an whal quaifns sameana as a depandert for whom you can elaim an sxemplion and’er an
Eamed Insaema Cradi®,

Then, please folow 1hd dractions below.

IF THEN
The parson whose Social You dan't nasd o .Go anyhing or ko comact
Security number iz listod &n ug, However, always check your 1ax refum
1his ketter qualifies as your B3 Make Surs You are using 1ha comect
dapandan Social Secunty numiber,
The parson whose Social Wiou nead i arnand pour B return by completing
Secunty nimber is listed on the farm enclosed with this leter,
1his kattar does not qualty as
youf gaps rdent

NOTE-- Sand your amendad rafum o the IRS office ialed on the firet page of the fom's
instructions. Caution: Do nol send your amended relum 12 the address on this letter.

How To Get Holp

Pleage call us at the telaphons number a1 the 155 of the 1irs! page of this lener il you have any
glietions or neod A3diSenal help. Howevier, if you el us abaut (his lettor, the law probibite is
frem telling you the name of the persan who used the same Secial Sazuity number on their
rafum fo claim the same dependant you claimed.

Yo car a0 VSl our viebs e A wWasirs.go 10 arn mcne Abau the rulis for ciaiing a dependant,
Az will A The rules for claiming an Earned Income Credf, You alsd can find mans infermalon &n
how 1o Fla an amardad retum at this websha,

Thank you Tor yoLr ceoparation,

Enclosuras:
Form 1040X, Amanaed ULS. naioos ncome Tay e
Instnactions for Form 1040X
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Appendix VII

Management’s Response to the Draft Report

DEFPARTMENT OF THE TREASURY

INTERMNAL REVENUE SERVICE E@E?“,1E

ATLAMTA, GA 30308

AUG 2 52816
COMMISSIGNER
WAGE AND INVESTMEMT DIVISIGN
August 12, 2010 BY:. £y

MEMORANDUM FOR MICHAEL R. PHILLIP

DEPUTY INSPECTOR GENERAL F ‘?ﬁ"

Vo @Sy

FROM: Richard Byrd, or. W/

Commissioner, Wage and InvestmeniDivision
SUBJECT: Craft Audit Report — Multiple Lse of Taxpayer Identification

Numbers Continues to Result in Significant Erronsous
Exemptions and Credit (Audit # 200940028)

We have reviewad the subject draft report and apprediate your recognition of the
chalienges the IRS faces in preventing revenue loss associated with multiple Taxpayer
identification Number {TIN) uses. We also apprediate the acknowledgemert that
revenue foss has bean reduced, since your tagt review of this issue, as a result of
impraved IRS pracesses to identify multiple TIN uses and prevent revenue loss.

Your raport notes the IRS' effective use of a number of compliance activities to prevent
revenue loss from multiple TIN uses. For example, tha IRS issues soft notices {which
encourage taxpayers to self correct} to individuals involved with the muttiple uses of
dependent TINs on more than one tax retum for a given tax year. Soft notices are vary
effective at modifying taxpayer behavior and promoting compliance. In addition, we
conduct post-processing audits to address non-compliance related to smoneous
exemptions and the credits related to those exemptions. These audits resulted in
additional tax assessments exceeding $103 million in Fiscal Year 2009.

As you reported, it is difficult for the IRS to accurately identify the non-entitled individual
involved in multiple TIN uses at i i

2(f)

{2(f) | The IRS corrects certain
&frors during retum processing based on math error authority. Although, in situations
where data is insufficient to determine a filer's aligibility to claim exemptions,
dependents, and associated credits, the IRS must afford taxpayers the opportunity to
provide documentation to support ltems claimed via the audit process. Auditing all
situations involving multiple TIN uses is not a practical use of IRS audit resources and
can negatively impact compilant taxpayers. Consequently, we do not agree with the
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outcome measures in Appendix IV. Diverting resources from other types of audits to
perform audits of retums involving multiple uses of TINS would result in a decrease in
revenue protected from those audits, which would offset the benefits estimated in your
outcome measures,

Developing comprahensive and all-inclusive compliance strategies to address multiple
TIN uses is complex. [2(F) QQ—L\
2(f)

Conversely, a prior Treasury Inspaector General for Tax Administration audit’
recommended the IRS modify electronic filing reject criteria to avoid rejecting tax
retums where the same TIN is used as a dependent on a retum, and subseguently
used for a secondary or primary taxpayer on another tax retun. The change to the
reject conditions was recommended as a means to reduce the number of rejected
electronic returns submitted by married taxpayers filing jointly using a duplicated TIM.
Clearly, the IRS' responsibility to expeditiously process tax returns of compliant
taxpayers must be considered when devising pre-refund compliance strategies.

Wo appreciate your identification of the two TINs with more than 1,000 attempted uses.
Qur Criminal Investigation Operation will review these specific cases for potential fraud
andior other compliance issues. In addition, the IRS will ensure a process is in place to
identify egreglous uses in the future and take appropriate comgpliance or investigative
actions.

The {RS will eontinue compliance efforts aimed at reducing revenue loss relatad to
emoneous exemptions and credits dua to multiple uses of TINs. Attached are our
commerits to your recommendations. If you have guestions, pleasa call me, ora
member of your staff may contact Peter ). Stipek, Director, Customer Account Services,
Wage and Investment Division, at (404} 338-8910,

Attachment

! Sereening Etectronically Filed Returns for Errors Provides a Significont Benefit and Does Nat Appear 1o Be o
Barrier to Blecironic Filing (Reference Number 2007-40-079, dated Moy 25, 2007)
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Attachment

RECOMMENDATION 1: The Commissioner, Wage and Investmant Division, should
revise the criteria used to determine who will receive a notice to include individuals
identified by the DUPTIN database when:

e aTINisusedasa2()  ftaxpayerononetaxretunandas a2() |
2((h  Jon another tax return.
+« aTINis used as a qualifying child for [2(f) |
2 \
C IVE ACTION

Woae disagree with your recommandation to revise the criteria used to determine who will
receive a notice 1o include individuals identified by the Dupllcate Taxpayer

Idantification Number {DUPTIN) database when g Taxpayer ldantification Number {TIN})
is used as a[2(f) tax on ane tax returm and as g2(f)
2(f)

on another tax retum. Issulng notices to taxpayers in

this situation would result in inconsistent freatment because the IRS doas not reject
electronic retums in the reverse situation. Currently, retums are not rejected when the
same TINisused asa2()  Jon aretum and then subsequently used for a

or primary taxpayer on anothet tax retum. This procedure is conststent with
a prior Treasury Inspector General for Tax Administration recommendation.?

‘The IRS aqress the multiple use of a TIN for [2(f) H
2(f)

12(e) [results in improper payments. issuance of current soft nolices
indude taxpayers who have claimed duplicated dependents, and the related credits for
thoss dependents, such as[2(f) | The kRS will conduct an analysis

of the multipie use of a TIN to claim a qualifying child for the|2(f)
1o validate the effectiveness of the treatment of this segment in the
current soft notice population. Based on the analysis, we will determine If there are

gaps in our cunrent strategy and if so, we will develop an appropriate plan to enhance
our current soft notice strategy.

IMPLEMENTATION DATE
January 15, 2013

RESPONSIBLE OF
Director, Reporting Compliance, Wage and Investment Division
Director, Reporting Compliance, Small Business and Self-Employed Division

? Screening Elecironicaily Filed Reswrns for Evrors Provides a Significant Bewefit ond Does Not Appear to Be a
Barrier to Blectronic Filing {Reberance Number 2007-#0-070, duted May 26, 2007)
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CORRECTIVE ACTION MONITORING PLAN
We will monitor this corrective action as part of our intemal management control

system.

RECOMMENDATION 2: The Commissioner, Wage and Jnvestmant Division, should
identify alternative compliance processes that will include all individuals claiming the
EITC with TINs that were used an other tax retums to claim the EITC.

CORRECTIVE ACTION

We generally agree with this recommaendation. We will continue to identify and test
altemative compliance processes for individuals claiming EITC with children's TINs
used an other EITC retumns. The IRS currantly addresses EITC multipte claims in the
year the credit is claimed by conducting approximately 19,000 audits, about
of our total EITC examinations. We plan to continue to explore new ways that may
effectively improve compliance, and further reduce improper payments in this area,

IMPLEMENTATION DATE
January 15, 2013

RESPONSIBLE OFFICIAL
Director, Reporting Compliance, Wage and Investment Division
Director, Reporting Compliance, Small Business and Self-Employed Division

CORRECTIVE ACTION MONITORING PLAN

We will monitor this cotrective action as part of our intemal management cantral

system,

RECOMMENDATION 3. The Commissioner, Wage and Investment Division, should
implement a process to identify filers involved in the multiple use of ITINs who were not

entitled to use them and prevent and/or recover eroneous claims for2()  |and tax
credits.

COR| TIVE ACTION

We do not agree with this recommendation. We have processes in placa to identify
filers involved in the multipte use of ITINs who were not entitled to use them, and to
prevent andfor recover ermoneous claims for and tax credits. Current
programming siready performs the same chacks for ITINS as those performed for
Social Security Numbers (SSN). Compliance efforts related to filers with ITINS are
comparable to those in place for SSN fllers, including issuance of targeted soft notices.
While some additional data refated to an ITIN filer is available, taxpayer situations with
regard to dependents often change, limiting the effectiveness of the use of this data to
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accurately identify entiled, or non-entitied, individuals at the time the tax retum is
procassed. As additional compliance processes are devalopad for taxpayers with
SSNs, the IRS will ensure those efforts also address taxpayers who file tax returns or
claim dependents using an ITIN.

IMPLEMENTATION DATE
NiA

RESPONSIBLE OFFICIAL
NIA

CORRECTIVE ACTION MONITORING PLAN
NA

RECOMMENDATION 4: The Cornmissioner, Wage and Investmant Division, and the
Chief, Criminal Investigation, should establish processes to prevent andfor recover tax
benefits ermoneously provided to taxpayars when a TIN is used more than [2(Jtimes in a
single tax year.

CORRECTIVE ACTION

The IRS agrees with this recommendation. The IRS Wage and Invastment Division
{Wal) wilt partner with Criminal Investigation Division to develop processes to
implement referral procedures for the most egregious instances {2(]or more) of multiple
TIN uses. Criminal Investigation will review these instances to determine investigative
and prosecutorial potential. When applicable, WaI will pursue adding compliance
treatment streams for these multiple TIN uses, and implemeant the necessary pre-refund
compliance strategies fo review any future uses of that TIN.

IMPLEMENTATION DATE
January 15, 2013

RESPONSIBLE OFFICIAL

Director, Refund Crimes, Cnminal Investigation

Director, Reparting Compliance, Wage and invastment Division

Director, Reporting Compliance, Small Business and Setf-Employsd Division

TION MONITORING PL AN
We will monitor this corraclive action as part of our internal management control
system.
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