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CENTER FOR TAXPAYER RIGHTS

Toward a more inclusive tax SyStem: A project of the Center for Taxpayer Rights
ds Joh

Shaping the Benefits-mission of the Internal Revenue e By e

Service



Two-year study of delivery of social benefits through the

tax code and tax agency

This project consists of three parts:

e Part 1: Taxpayer perspective: Assessing accessibility and barriers to participation by
economically excluded households, including Black, Latino, and Indigenous families, in tax
programs designed to improve economic and health equity;

e Part2: Global perspective: Qualitative field study and literature review of international and US
federal and state programs providing child-focused benefits to economically excluded families;
and

e Part 3: Tax agency employee perspective: Assessing the culture and capacity of the IRS as an
administrator of social benefits targeted to economically excluded populations.

At the conclusion of this work, the Center will make concrete, actionable recommendations for
improving benefit delivery and minimizing administrative burden, including making legislative
recommendations where statutory change might reduce burden or increase access by economically
vulnerable populations, including Black, Hispanic, and Indigenous families.



The Taxpayers’

Perspective

To learn the taxpayers’ perspective, the Center adopted both a
qualitative and quantitative approach.

First, the Center commissioned Lotta Bjorklund Larsen, a Swedish
social anthropologist who has studied taxation and tax agencies, to
conduct ethnographic interviews with Low Income Taxpayer Clinic
clients who had disputes with the IRS, and with the attorneys who
represented these clients.

Second, the Center commissioned Russell Research to conduct a
nationwide survey of low income households with children, to
assess their experience with tax filing, knowledge of the tax law and
taxpayer rights, their experience with the IRS, and their
attitudes/feelings toward the IRS.

Initially we approached the Internal Revenue Service and proposed
to collaborate on this study, focusing on the population of taxpayers
who were either audited or received math error notices for the
Earned Income Credit, Rebate Recovery Credit, or Child Tax Credit,
or who had their e-filed returns rejected because someone else
claimed the child. The RAAS function of the IRS declined to
participate because it believed we would not have sufficient
response rate for the survey to be meaningful and it did not want to
include a question about the race or ethnicity of the respondent.



Taxpayer A:
Gulf Coast

state

This tax controversy concerned an Automated Under-Reporter review
for 2019.

Taxpayer A timely filed her 2019 return and claimed refundable credits
for her three minor children and head of household filing status. The
IRS issued a refund for all credits.

Subsequently the AUR unit reviewed her return and determined that
she did not report business income that had been filed by Paypal on
two Form 1099-Ks for 2019. Taxpayer A never performed any self-
employment work during 2019. Upon conducting her own research,
she determined that her brother had used her information to process
business transactions through her Paypal account.

The IRS reversed the refundable credits she claimed on her 2019
return and assessed additional tax and penalties against her. They

subsequently offset her tax refunds for 2021 and 2022 to the 2019
debt.

She applied for LITC assistance after the offsets, and the LITC
attorney prepared and submitted a request for audit reconsideration
to the AUR unit explaining what happened.

The unit reversed its determination, removed the additional tax and
penalty, and issued refunds for the 2021 and 2022 tax years totaling
over $14,000.00. The case took about three months to resolve.



Taxpayer B:
Southern

Border state

* Taxpayer B initially sought LITC assistance for a 2015 EITC/CTC/HOH/
dependency audit issue for claiming his child. She was born during the tax
year, and she and mother lived with Harry after the birth. By the time he got
to the LITC, he was at audit reconsideration stage; his claim was denied
because he didn’t have the exact paperwork IRS wanted. For example,
Taxpayer B’s utilities were in family member’s names, even though he could
show he made the payments.

e While the 2015 audit was underway, IRS began auditing for 2016, 2017
and 2018. IRS made it harder on the taxpayer by sending the next audit right
when taxpayer and his attorney were finishing the year before. Taxpayer B
prevailed in all of these audits. The IRS also froze his 2019 refund for the
same reason, but eventually released the refund. By 2020, the IRS had given
up on auditing and the returns were processing.

* The only changes during these years was the addition of another child,
and the taxpayer and his family had moved. He was even at the same
employer. At one point he said to his LITC attorney that it seemed like he was
getting targeted by the IRS and he’s the only case in her experience where
the attorney thought he might have had a point.

» Taxpayer B’s refunds from 2016-2019 were about $25,000 and as far as |
know he hasn’t had any issues since 2019. It took a little over 6 years to
resolve.



* Taxpayer C and his partner (who died in 2021) lived together
with their ten children and filed every year without issue. For
TY21, he claimed Head of Household with his nine minor
children (the oldest filing on her own). IRS questioned his EIC
and CTC and held his $36,000 refund. Because Taxpayer C
earns $18,000 per year and relies on his refunds to pay living

. expenses, holding his refund for this length of time seriously
Taxpaye r C ' impacted this grieving family’s situation.

SO UthweSte 11 * The LITC received this case in early 2022 after client had
tried unsuccessfully to resolve with IRS. The LITC actively
State worked this case from that date (to include requesting 911

help, National Liaison help and, finally, a TAO from TAS).

» Taxpayer C received his full 2021 refund of $36,000 (plus
taxable interest of almost $3,000) about 6 months later.

* IRS later questioned Taxpayer C’s 2022 EIC. The LITC put a
quick stop to that line of inquiry.




Taxpayer D:
Mid-Atlantic

State

Taxpayer D was audited by the IRS for tax year 2021 and her refund
was frozen.

The examination of Taxpayer D’s 2021 income tax return resulted in
the proposed disallowance of the dependency exemptions for her
two daughters as well as disallowance of the Earned Income Tax
Credit for her two daughters. As well, the examination disqualified
the head of household filing status Taxpayer D claimed for tax year
2021.

The LITC worked with the taxpayer to gather necessary supporting
documentation and represented her before the IRS audit function.

When no agreement was reached with IRS Examination function, the
LITC filed a petition in the U.S. Tax Court on the taxpayer's behalf in
order to resolve the outstanding issues.

The IRS attorneys agreed to a full concession in the taxpayer's case
and agreed to allow the claims made on her original tax return.

The IRS finally released her 2021 refund more than 12 months after
filing, totaling over $6,500, including almost $300 in interest.



Taxpayer E:
Southwestern

state

Taxpayer E is a hard-working, very responsive, 45 year old Hispanic immigrant who
speaks English, is a single mother of two boys, and is a survivor of domestic
violence. She came to the LITC in early 2023 because she had still not received her
IRS refund for 2021 and was experiencing economic hardship.

Taxpayer E received her social security card authorizing work on 10.26.21. Prior to
that time, she worked as a caregiver in a nursing home under a fake social security
number supplied by her employer. Soon after getting her social security number, she
changed jobs to work for a university hospital. She hopes to go back to school to
become a respiratory therapist.

In March of 2023, the LITC supplied the IRS with paystubs and bank statements as
well as letters from the nursing home employer and the university hospital
employer—in short, everything the IRS asked for. In August 2023, the IRS rejected
the nursing home letter and proposing a refund of $15,129, based solely on the
hospital income. Concluding that the IRS had rejected the nursing home letter
because it was on “home-made letterhead,” the LITC attorney filed a Form 911 with
the Taxpayer Advocate Service (TAS).

The IRS audit function rejected the TAS request for refund issuance, arguing that
since there was no “official” letterhead, the letter was invalid. TAS pushed back (no
such letterhead existed), and seven months after she had sought LITC help, and
more than 18 months after filing her return, Taxpayer E received a refund of over
$23,000.



Taxpayer F:
Southwestern

State

Taxpayer F filed a timely 2021 1040 as Head of Household with his three
children and common law wife as dependents. Refund shown on return
was over $23,000

In May 2022 IRS adjusted taxpayer’s refund to $16,000 due to error in
calculating the Rebate Recovery Credit (RRC) on return. This notice
states that taxpayer will receive refund in 4-6 weeks.

In July 2022 Taxpayer F received IRS letter informing him that they were
auditing his return and proposing the following changes:

a. Disallowing the child tax credit
b. Disallowing the other dependent credit for common law wife
c. Decreased standard deduction from head of household to single
d. IRC § 32(k) 2-year ban applied with over $3,000 penalty

Taxpayer F came to LITC in August 2022 for assistance with responding to
the audit.

In September 2022 the LITC sent supporting documents to IRS on behalf
of Taxpayer F. IRS did not request additional documentation.

IRS issued Notice of Deficiency in February 2023. LITC assisted client with
timely filing a Tax Court Petition.



Taxpayer F

(cont’d)

After filing his Tax Court petition, Taxpayer F received many confusing
notices :
* CP21E notifying of a decrease in credit of over $16,000
* CP74 notifying that tp successfully recertified for the credits
claimed in 2021 and would receive his refund in 6 weeks.

Once the IRS Chief Counsel filed its Answer in the Tax Court case, the
LITC attorney contacted IRS counsel and was informed that someone
from appeals would be in touch with her.

IRS Appeals officer wanted a bit more documentation to prove the
relationship test (despite the CP74 letter stating he already had done
so)

Attorney sent additional documentation and was notified in
November 2023 that Appeals was allowing the credits and that |

would be sent the decision documents.

As of May 2024, attorney is still waiting for decision documents. Last
spoke with Appeals in January 2024 and was told attorney would have
them within a week.



Taxpayer G:
Mid-Atlantic

state

Taxpayer G has had many IRS issues. The LITC has opened 6 cases for him and
his wife over the years. The first was opened in early 2010s and the latest in
2023.

The taxpayers’ issues started with an IRS audit. The taxpayers’ daughter had died
suddenly and they took in their three grandchildren. They were audited on the
child-related tax benefits, and also itemized deductions including a charitable
donation deduction for their daughter’s belongings. The taxpayers felt very badly
treated by the examiner. The clinic eventually won the case in Tax Court.

Taxpayers were audited on child-related issues again for at least one tax year,
and the clinic again won the case(s).

There have been various problems with Taxpayer G’s returns since 2018. Each
time there is a problem, the taxpayer assumes he is being audited again for
claiming his grandchildren. That has not actually been the problem since 2018.
The taxpayer believes that the original auditor is retaliating against him by
causing the IRS to hold his refunds and scrutinize his account every year. The
LITC has tried repeatedly to explain that this is extremely unlikely and is probably
not happening. In some years the issues were triggered by the taxpayer husband
making errors when he hand-prepared the returns. (For example, failing to attach
Schedule EIC, or reporting the family’s social security benefits as fully taxable
income.) Then, IRS backlogs and other IRS-side problems often made it difficult
to fix the issues.

For tax years 2017 - 2022 , the LITC obtained over $32,000 in refunds for
Taxpayer G.



