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MOST SERIOUS PROBLEM #8

E-FILING BARRIERS: Electronic Filing Barriers Increase 
Taxpayer Burden, Cause Processing Delays, and Waste IRS 
Resources 

WHY THIS IS A SERIOUS PROBLEM FOR TAXPAYERS
The inability to electronically file (e-file) tax forms, schedules, attachments, and other documents 
negatively impacts the timeliness of processing taxpayers’ returns.  Paper returns require manual 
processing, which leads to processing delays and potential transcription errors.  In contrast, e-filing 
significantly benefits both taxpayers and the IRS.  Taxpayers benefit from reduced transcription 
errors and quicker return processing and refund turnaround times.  The IRS benefits because it takes 
fewer resources to process e-filed returns, which frees up much-needed resources to perform other 
filing season processing tasks, including processing paper returns filed by taxpayers who do not have 
the ability or desire to e-file.  The IRS should remove barriers and provide all taxpayers the option 
to e-file their returns to lessen the delays and burdens associated with paper returns and to free up 
resources for those taxpayers who file by paper. 

EXPLANATION OF THE PROBLEM 
The COVID-19 pandemic reinforced the critical need for the IRS to further increase the electronic filing 
(e-filing) of tax forms, schedules, attachments, and other documents.  During the pandemic, paper filers were 
in limbo for an extended period of time awaiting the processing of their returns and receipt of any refunds.  
Conversely, taxpayers who e-filed experienced significantly less burden because their tax returns did not sit 
waiting to be extracted and processed.1  

During the 2021 filing season, about 91 percent of individual returns and about 69 percent of business 
returns were e-filed through October 23, 2021.2  While e-filing significantly benefits both taxpayers and the 
IRS, the IRS still receives a significant number of paper-filed returns.  The IRS should remove barriers and 
provide all taxpayers the option to e-file their returns to lessen the delays and burdens associated with paper 
returns.  We have identified a number of potential reasons some taxpayers continue to paper file:

• A significant number of commonly used forms can only be paper-filed;
• E-file rejections lead to paper filing; 
• Inability to e-file returns with attachments; 
• Inability to e-file returns with overrides of fields prepopulated by software; and
• Taxpayer preference to file by paper. 

In addition, the IRS has not publicized an updated long-term e-file rate goal.  As the IRS works to further 
increase the rate of e-filing, it should also strive to improve the processing of paper returns.  Technology, such 
as optical character recognition (OCR) and 2-D barcoding, is available that would allow the IRS to scan paper 
returns prepared with software and capture the data accurately and efficiently.
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ANALYSIS
During 2021, about 91 percent of individual returns and about 69 percent of business returns received by the 
IRS were e-filed.3  While the individual e-file rate is impressive, the number of paper-filed tax forms and other 
documents is also significant.  In 2021, approximately 16 million individual tax returns were filed by paper.4  
The e-file rate for business returns is significantly lower than the individual e-file rate; the IRS received about 
17.7 million paper-filed business returns in 2021.5  This significant number of paper filings is a drain on IRS 
resources and is likely to cause negative impact to the entire filing season processing, which increases taxpayer 
burden resulting from processing delays and inaccurate transcription.  The IRS must continue to take steps to 
increase e-filing options for both individual and business taxpayers who prefer to e-file.6 

The method a taxpayer or preparer chooses to submit a tax return can have significant consequences.  Both 
taxpayers and the IRS benefit from e-filing for a variety of reasons, including:

• Taxpayer Convenience: The taxpayer or preparer can typically accomplish the act of e-filing within a few 
minutes while sitting in front of a computer.  The convenience of e-filing enables the taxpayer to avoid 
the additional steps associated with paper filing: printing out the document, placing it in an envelope, 
and in many cases, visiting the post office to purchase the appropriate mail delivery services (e.g., 
certified, return receipt).

• Faster Return Processing and Refund Issuance: While the IRS accepts an e-filed return within hours, a 
paper-filed return can take days to arrive at an IRS facility.  It can also take many more days for the IRS 
to open the mailed envelope and transcribe the document.  At times during the pandemic, it took the 
IRS more than six months to process the return and issue any applicable refund.  E-filing also allows 
continuous processing, even when IRS offices are closed due to weather or safety conditions. 

• Accurate Recording of Tax Return Information and Avoidance of Transcription Errors: When a taxpayer 
e-files a tax return, the IRS receives the tax return information in an electronic format ready for 
processing.  When the IRS receives a paper return by mail, it generally must manually enter or transcribe 
certain data included on the document.  Transcription errors can impose significant burden on both 
taxpayers and the IRS.  Such errors often lead to unnecessary compliance actions and result in wasted 
time and resources for both parties.  During 2021 through the end of August, the IRS’s quality reviews 
measured transcription accuracy rates of 78 percent for individual returns and 87 percent for business 
returns.7  For individuals, that means roughly one out of every four returns had a transcription error that 
could trigger an unwarranted compliance action or an erroneous refund that the IRS might later seek to 
recover.  

• Substantially Reduced Processing Costs: The cost savings associated with e-filing are substantial for the 
IRS.  Processing a paper-filed return is significantly more expensive for the IRS than processing an e-filed 
return due to the costs associated with training, recruiting, and staffing for manual data transcription.  
In fact, the cost to process a paper-filed Form 1040 in fiscal year (FY) 2020 was $15.21, which is 
substantially higher than the $0.36 cost to process an e-filed return.8

A Significant Number of IRS Forms Require Paper Filing 
Increasing the availability and rate of electronic filing continues to be an important component of the IRS’s 
efforts to improve service, enhance enforcement, and modernize technology and work processes.9  In most 
cases, the method a taxpayer or preparer uses to file a document with the IRS is based on taxpayer preference.  
However, certain IRS forms, schedules, and other documents still require paper filing.10  Figure 2.8.1 provides 
a partial list of commonly used forms that taxpayers and preparers can only file by paper.



Most Serious Problem #8: E-Filing Barriers

Taxpayer Advocate Service138

M
os

t S
er

io
us

 P
ro

bl
em

s

FIGURE 2.8.1, Filings of Forms Ineligible for E-Filing, Processing Years (PYs) 2019-2021 
(Through September 29, 2021)11

Forms That Taxpayers Can Only File by Paper PY 2021   PY 2020  PY 2019 

Form W-7, Application for IRS Individual Taxpayer Identification Number  1,301,750  1,119,836 1,526,880

Form 5472, Information Return of a 25 percent Foreign-Owned U.S. Corporation 
or a Foreign Corporation Engaged in a U.S. Trade or Business (Currently e-filing 
is not available for Foreign-Owned U.S. Disregarded Entities)

264,396 275,676 286,100

Form 941-X, Adjusted Employer’s QUARTERLY Federal Tax Return or Claim for 
Refund 217,235 173,232 219,745

Form 14039, Identity Theft Affidavit 181,578    161,753 59,250

Form 1065-X, Amended Return or Administrative Adjustment Request (AAR) 94,117 92,899 103,264

Form SS-4, Application for Employer Identification Number (for foreign 
companies) 55,907 46,260 53,950

Form 1042, Annual Withholding Tax Return for U.S. Source Income of Foreign 
Persons 47,494 24,274 55,891

Form 1139, Corporation Application for Tentative Refund 30,986 34,823 39,191

Form 4768, Application for Extension of Time to File a Return and/or Pay U.S. 
Estate (and Generation-Skipping Transfer) Taxes 18,024 15,291 15,182

Form 8038-G, Information Return for Tax-Exempt Governmental Bonds 16,635 7,446 22,000

Form 1120-RIC, U.S. Income Tax Return for Regulated Investment Companies 16,634 2,551 18,331

Form 730, Monthly Tax Return for Wagers 15,080 14,158 23,889

Form 843, Claim for Refund and Request for Abatement 12,127 6,968 5,486

Form 1120-REIT, U.S. Income Tax Return for Real Estate Investment Trusts 3,909 434 4,101

Form 8703, Annual Certification of a Residential Rental Project 2,412 3,555 6,226

Form 8038, Information Return for Tax-Exempt Private Activity Bond Issues 1,438 1,209 2,695

Form 14039B, Business Identity Theft Affidavit 163 181 232

Form 8328, Carryforward Election of Unused Private Activity Bond Volume Cap 44 193 225

The IRS continues to make progress converting paper-only forms to e-file.  During 2021, for example, 
the IRS enabled taxpayers and their authorized third parties to electronically submit Form 2848, Power of 
Attorney and Declaration of Representative, and Form 8821, Tax Information Authorization, by launching 
two different applications: (1) Tax Pro Account and (2) Submit Forms 2848 and 8821 Online.12  The launch 
of these two applications were significant developments considering that about 1.5 million Forms 2848 and 
more than 760,000 Forms 8821 were filed in PY 2021 through September 29.13 

In August 2020, the IRS enabled taxpayers and preparers to e-file Form 1040-X, Amended U.S. Individual 
Income Tax Return.14  However, the IRS still manually processes e-filed Forms 1040-X, which eliminates 
some benefits of e-filing.  The IRS has indicated that it is exploring the incorporation of automation into the 
processing of Forms 1040-X.15  This would be an important development considering that the IRS received 
about 3.6 million Forms 1040-X in FY 2021 through September 29.16
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In addition, the IRS has stated that it plans to expand e-file to enable taxpayers to electronically file all 
business returns.  This will allow the IRS to better integrate the returns and the information reported with the 
IRS submission processing and compliance functions.17

Despite these measures, the number of forms on the list in Figure 2.8.1 that taxpayers had to file on paper 
during PY 2021 totaled over two million.  Unless and until the IRS can make these forms eligible for e-filing, 
it will continue to receive a large volume of paper forms that it must transcribe and that are subject to the 
same delays and transcription errors described earlier, at greater expense to taxpayers.18  Due to the sheer 
volume of Forms W-7 filed each year, we recommend that the IRS evaluate the Individual Tax Identification 
Number (ITIN) application process to determine the feasibility of digitizing the process in some manner, 
potentially by enabling certified acceptance agents to electronically submit the form and copies of any necessary 
documentation, to the extent possible.  In addition, until the IRS enables taxpayers to e-file all IRS forms, it 
should explore the possibility of accepting such unsupported forms as attachments to e-filed tax returns.  

E-File Rejections Lead to Paper Filing
Some taxpayers and preparers who intend to e-file are unsuccessful when they attempt to transmit a return 
electronically.  The IRS will reject an electronically submitted return if it breaks one or more of the IRS 
Modernized e-File (MeF) business rules.  Figure 2.8.2 shows the top five business rules broken for tax year 
(TY) 2020 individual returns.

FIGURE 2.8.2, Top Five Business Rules Broken in TY 2020 Individual Tax Returns 
Through September 29, 202119

Business Rule 
Rejection 
Code

Number of 
Times Rule 

Broken

Percentage 
of All 

Rejections
Description of Business Rule

IND-031-04 8,395,325 30%
Primary taxpayer’s prior year personal identification number (PIN) 
or adjusted gross income (AGI) reported on the return did not 
match IRS records

IND-032-04 2,178,415 8% Spouse’s prior year PIN or AGI reported on return did not match 
IRS records

R0000-507-01 1,550,214 6% A dependent’s Social Security number (SSN) reported on the 
return was used in a previously filed return for the same tax year

R0000-504-02 1,440,462 5% Each dependent’s name and SSN entered on return did not match 
IRS records

R0000-194 1,301,731 5% Submission is a duplicate of previously accepted submission

While the business rules that result in e-file rejections are meant to prevent more downstream compliance 
problems, the IRS should review the most frequently broken business rules to determine a way to minimize 
the rate of occurrence without increasing the risk of identity theft and the filing of potentially fraudulent 
returns.  The IRS may be able to reduce certain rejections by educating taxpayers and continuing to work 
closely with the tax return preparation software industry to ensure taxpayers receive clear and timely warnings 
of potential issues and instructions on how to resolve any rejections that occur during the preparation and 
filing process.  

For example, as shown in Figure 2.8.2, in TY 2020, the top two related business rules, which require the 
primary taxpayer and the taxpayer’s spouse to accurately enter the AGI reported on the prior year return or 
a self-select PIN, were tripped over ten million times, impacting over five million taxpayers.  If the taxpayer 
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used the same commercial software to prepare the prior year return, the software typically automatically 
provides the prior year AGI.  Otherwise, taxpayers entered the information themselves.  This issue received 
media attention in the 2021 filing season because of the large number of unprocessed TY 2019 returns.20  If 
the IRS had not yet processed the taxpayer’s TY 2019 return and the software or the taxpayer provided the 
AGI amount reported on the filed but unprocessed return, the IRS prevented the taxpayer from e-filing his 
or her TY 2020 return.  To prevent confusion, the IRS provided guidance that taxpayers with unprocessed 
TY 2019 returns should enter “0” as their TY 2019 AGI.21  Many preparers and taxpayers were unaware of 
the guidance, did not enter “0,” were prevented from e-filing, and filed TY 2020 returns by paper. 

When taxpayers and preparers attempt to e-file, but the return is rejected because it broke a business rule, it 
is important that they have the ability to conveniently access taxpayer transcripts, ideally through an online 
account application.  In addition, the most effective way to communicate with taxpayers and preparers at the 
time of filing is through the tax return preparation software products.  Partnership with the software industry 
is key to ensuring that taxpayers and preparers receive the most recent guidance on how to address an error 
that causes an e-file rejection.  

Additionally, the IRS should evaluate the overall need to reject an e-filed “imperfect tax return.”  Ideally, 
the rejection of an e-filed tax return provides a taxpayer the opportunity to correct a clear error at the filing 
stage.  However, if the rejection forces the taxpayer to paper file the return with the uncorrected error, the 
taxpayer and the IRS are in no better position.  The taxpayer experiences all the delays associated with paper 
processing, and the transcription process can introduce even more errors, which will result in downstream 
enforcement action.  The IRS should evaluate whether it is feasible to accept the imperfect tax return upon 
filing and direct the return to a treatment stream for further review.  Even if this treatment requires some 
level of manual processing, at least the IRS has captured the return information electronically, which is an 
improvement over the paper filing of such imperfect tax return.  The IRS can work closely with the tax return 
preparation software industry to ensure that the software provides the taxpayers and preparers the necessary 
upfront opportunity to correct any potential errors before transmitting the tax return.   

Inability to E-File Returns With Attachments 
There are a variety of circumstances in which a taxpayer is required or encouraged to submit documentation 
in support of a return position (e.g., statements, disclosures, explanations, appraisals).  It is our understanding 
that individual taxpayers have been unable to e-file their tax return when it includes at least one attachment.  
The IRS has stated that its MeF system allows both individual and business taxpayers to e-file tax returns with 
attachments of most IRS forms and other documentation (e.g., statements, appraisals) if the files are in the 
proper PDF/Binary format.  The taxpayer also has the option to paper file certain supporting documents for 
an e-filed return by mailing the documents with IRS Form 8453, U.S. Individual Income Tax Transmittal 
for an IRS e-File Return.  This mail-in option is limited to only those forms specifically designated on 
Form 8453.22  

The IRS’s Enterprise Digitalization Office has expressed the need for multiyear funding to enable the IRS to 
accept all attachments through e-file.23  It is our understanding that some individual tax return preparation 
software companies may also place limits on the taxpayer’s ability to attach a document to the return, even if 
it is in the proper PDF/Binary format.  The software may not clearly state or locate the instructions on how to 
properly attach a document to the tax return.  Moreover, some taxpayers may not have the necessary equipment 
to scan and upload documents in the proper format because many taxpayers have become accustomed 
to capturing images of documents using their cell phones.  Because the inability to attach a document is 
preventing taxpayers from e-filing, we recommend that the IRS collaborate with the software industry to 
determine how to remove barriers to attaching documents to minimize the paper filing of these tax returns.24  
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Inability to E-File Returns With Overrides of Prepopulated Fields
Most tax return preparation software products use a question-and-answer (Q&A) format and then populate 
IRS forms based on user responses.  However, there are times when the Q&A format does not produce 
the correct result, and informed users have the option to override the entries populated onto IRS forms to 
produce a correct result.  Some overrides come with a warning essentially stating that such override will 
prevent the user from e-filing.  According to the IRS, some software products may prevent the user from 
changing certain prepopulated fields to prevent the IRS from rejecting the e-filed return due to an incorrect 
value.25  For example, a software product may populate a field on the return based on prior year data, 
instructions on the forms, or calculations based on other entries.  This makes sense when the user attempts to 
insert an incorrectly calculated number for prepopulated fields based on pure calculations.  It does not make 
sense in other fields not based on pure calculations.  In such a case, the software product should clearly warn 
the user of the risk that a questionable override could result in a potential rejection or subsequent compliance 
issue, and the user can make the decision whether to accept the risk based on his or her confidence level in 
the override.  The IRS should continue to collaborate with the tax return preparation software industry to 
determine a workable solution to enable the e-filing of accurate and complete tax returns.

Some Taxpayers Continue to Choose to Paper File
Some taxpayers who have the ability to e-file their return still choose to paper file.  While we acknowledge 
the significant benefits of e-file and implore the IRS to remove barriers to e-file, we respect the preferences of 
taxpayers who make an informed decision to paper file their returns.  

In 2010, the IRS commissioned MITRE to conduct the Phase 2 of the Advancing e-File Study, which 
included an evaluation of the reasons taxpayers and preparers paper file.  The study produced the following 
reasons:26 

• Concern over the security and privacy of internet and e-file;
• Confusion about how e-file works;
• Actual or perceived inability to e-file forms, schedules, and attachments; 
• No need for quick refund (or owes taxes);
• Lack of technology necessary to e-file;
• Cost to e-file;
• Recordkeeping concerns (storing electronic copies);
• Unaware e-file is more accurate; and
• Fear of greater risk of audit.

Surveys conducted in 2015 and 2020 by the IRS’s Small Business/Self-Employed (SB/SE) Division found 
similar reasons.27  

To reduce these concerns and encourage taxpayers to make informed decisions to e-file, the IRS frequently 
conducts outreach and education, including annual pre-filing season outreach campaigns, to alert taxpayers to 
the benefits of e-file.28  The IRS should conduct comprehensive research of individual and business taxpayers 
as well as their preparers, broken down by demographics, to determine the reasons they continue to paper file 
and whether they would convert to e-file if they were more informed about the benefits of e-file.  The IRS can 
use the findings of this research to conduct a data-driven outreach campaign to address taxpayers’ concerns.  

The IRS Does Not Publicize an Updated Long-Term E-File Goal
Section 2001(a) of the IRS Restructuring and Reform Act of 1998 (RRA 98) directed the IRS to set a goal of 
achieving an 80 percent e-file rate by 2007.29  Since that time, the IRS has not publicized an updated long-
term e-file rate goal.30  The IRS previously included e-file rate targets in its budget reporting but discontinued 
this practice in FY 2019 for the individual e-file rate and in FY 2021 for the business e-file rate.31  Two of the 
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three main goals of the IRS Digitalization Strategy are to (1) reduce paper volume and (2) increase access to 
data, but the strategy does not include a specific e-file rate goal.32 

The IRS achieved an overall e-file rate of 81.3 percent in FY 2020.33  In its 2021 annual report, the Electronic 
Tax Administration Advisory Committee (ETAAC) recommended that the IRS increase its electronic filing 
goal now that it surpassed an 80 percent e-file rate for major returns in 2017.34  ETAAC did not provide a 
specific number but recommended that the IRS reset its goal to better match progress since 1998.  ETAAC 
suggested the IRS either raise the 80 percent goal or expand the types of forms included in the 80 percent 
goal.  We support ETAAC’s recommendation and encourage the IRS to work with ETAAC to set a new long-
term e-file rate goal.35  The IRS should factor into any new e-file goals its planned implementation of e-file 
mandates included in the Taxpayer First Act.36  Such mandates will increase the overall rate of e-file.  However, 
we recommend that the IRS couples any implementation of e-file mandates with a fair hardship waiver 
process for taxpayers and preparers who cannot reasonably comply with such mandates.37 

Scanning Technology Is Necessary to Efficiently and Accurately Process Electronically 
Prepared and Paper-Filed Returns38

During the 2021 filing season (through August 26), about six million paper-filed individual tax returns were 
electronically prepared using commercial tax return preparation software.39  Ideally, the IRS will succeed in its 
efforts to convert many of these taxpayers to e-file; however, achieving a 100 percent e-file rate is not realistic 
in the foreseeable future, and we are not suggesting it should be, as the IRS will continue to receive some of 
these returns on paper.  

Both taxpayers and the IRS would benefit by improving the efficiency and accuracy of paper return 
processing, particularly since transcription errors occur in connection with nearly one quarter of individual 
paper tax returns.40  Technology is available that would allow the IRS to scan paper returns prepared with 
software to capture the data more accurately and efficiently than manual transcription.  To enable the IRS 
to utilize one form of scanning technology, known as 2-D barcoding, tax return preparation software would 
generate and imprint a horizontal or vertical barcode containing all return information on the return.  The 
IRS, upon receiving the paper return, would scan the barcode, capture the data, decode it, and process the 
return as if it had been transmitted electronically.  Many states have used 2-D barcoding for paper-based 
income tax returns for more than a decade.41  The IRS itself has partnered with the software industry to enable 
taxpayers to file Schedules K-1 with a 2-D bar code.42  

The IRS has adopted another type of scanning technology known as OCR to process certain forms filed 
on paper.  With this technology, the IRS scans the paper-filed return (without a barcode), captures the 
data, stores the tax form images and data in an electronic format, and processes the return as if it had been 
e-filed.43  A major advantage of OCR technology is that it is not limited to digitizing returns prepared with 
software and prevents the need for manual data entry.  OCR is, admittedly, less accurate at capturing data 
from handwritten returns, but it is our understanding that such accuracy will increase with the integration of 
artificial intelligence technology.44 

While scanning technology is not considered e-filing and still involves the submission of a paper return, 
it produces many of the benefits of e-filing for the taxpayer and the IRS, including: (i) faster tax return 
processing and delivery of refunds, (ii) more accurate recording of tax return information, and (iii) return 
processing cost savings.  Despite these benefits, the IRS does not have updated scanning technology (e.g., 2-D 
barcoding, OCR, or similar data extraction technology) for many paper-filed returns, including individual 
income tax returns.  In addition, adoption of these (or similar) technologies will require the IRS to: (1) update 
the applicable forms (e.g., to add a 2-D barcode and provide the requisite spacing for OCR) and (2) closely 
coordinate with the tax return preparation and filing software companies. 
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The IRS has indicated an interest in adding 2-D barcodes on all IRS forms and outgoing correspondence, due 
to the industry-proven efficiencies associated with extracting machine-readable data from paper returns and 
correspondence.  It has worked on this issue with the software industry as part of the Technology Verticals 
of its Pilot IRS program.45  Because the IRS has indicated a low adoption rate of 2-D barcode technology 
to Schedules K-1 by software companies, it should meet with industry representatives to determine how to 
minimize any barriers to further expansion of such technology, while at the same time obtaining statutory 
authority requiring the adoption of 2-D barcodes (or similar technologies).  The IRS is also considering new 
OCR technology through its Pilot IRS program.  However, widescale expansion of both 2-D barcode and 
OCR technologies will require additional multiyear funding.46  

CONCLUSION AND RECOMMENDATIONS
The IRS still receives a significant number of paper-filed returns from individual and business taxpayers.  To 
achieve the significant benefits of e-file, the IRS must evaluate the current obstacles taxpayers and the agency 
face to increase the e-file rate.  It must focus on and prioritize expanding e-file to commonly used forms 
that taxpayers and preparers can only paper file.  To further increase e-file, it must evaluate and address the 
barriers taxpayers face to facilitate e-filing for taxpayers.  Such efforts include evaluating e-file rejections to 
determine how the IRS can partner with the tax return preparation software industry to minimize errors 
causing such rejections and whether rejections are necessary at all.  In addition, it must partner with the 
industry to determine how to reduce the e-file obstacles for returns with attachments and overrides.  Because 
it has surpassed the 80 percent e-file goal set by RRA 98, the IRS should reset its goal, especially as it plans 
to implement e-file mandates in the Taxpayer First Act.  Finally, the IRS must conduct research to determine 
why some taxpayers continue to paper file their returns.  For those taxpayers and preparers who continue to 
paper file, the IRS should strive to improve the accuracy and efficiency of processing paper returns. 

Preliminary Administrative Recommendations to the IRS
The National Taxpayer Advocate recommends that the IRS:

1. Evaluate the overall need to reject an e-filed “imperfect tax return” and determine the feasibility of 
accepting the imperfect tax return upon filing and directing it to a treatment stream for further review.  

2. Work closely with the tax return preparation software industry to ensure that the software provides the 
taxpayers and preparers the necessary upfront opportunity to correct any potential errors before e-filing 
that would currently result in an e-file rejection. 

3. Meet with tax return preparation software industry representatives to determine how to minimize the 
paper filing of software-prepared tax returns that include attachments.  The goal of such discussions 
should be to devise a workable solution that permits taxpayers to e-file returns.

4. Meet with tax return preparation software industry representatives to determine how to minimize the 
paper filing of software-prepared returns with overrides of some prepopulated fields.  The goal of such 
discussions should be to devise a workable solution that permits the e-filing of these returns.

5. Conduct comprehensive research to determine the reasons individual and business taxpayers and their 
preparers, broken down by demographics, continue to paper file and whether they would convert 
to e-file if they are more informed about the benefits of e-file.  The IRS can use the findings of this 
research to conduct a data-driven outreach campaign to address taxpayers’ concerns.  

To further increase e-file, the IRS must evaluate and address the barriers 
taxpayers face to facilitate e-filing for taxpayers. 
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6. Meet with tax return preparation software industry representatives to determine how to minimize any 
barriers to incorporating 2-D barcode technology into electronically prepared returns that are printed 
and filed on paper.

7. Utilize 2-D barcoding and optical character recognition (or similar) technology to improve the 
accuracy and efficiency of processing of paper tax returns.

8. Collaborate with ETAAC to set a new long-term electronic filing rate goal.  Any implementation 
of e-file mandates to achieve these goals must be coupled with a fair hardship waiver process to 
accommodate taxpayers and preparers who cannot comply.

Legislative Recommendation to Congress 
The National Taxpayer Advocate recommends that Congress:

1. Provide multiyear funding for the IRS to expand the use of 2-D barcoding and optical character 
recognition technology to improve the accuracy and efficiency of paper return and correspondence 
processing.47  

RESPONSIBLE OFFICIALS
Kenneth Corbin, Commissioner, Wage and Investment Division
Darren Guillot, Commissioner, Collection and Operations Support, Small Business/Self-Employed Division
De Lon Harris, Commissioner, Examination and Operations Support, Small Business/Self-Employed Division
Nikole Flax, Commissioner, Large Business and International Division
Harrison Smith, Co-Director, Digitalization, Enterprise Digitalization and Case Management Office
Justin Abold-LaBreche, Co-Director, Enterprise Case Management, Enterprise Digitalization and Case 
Management Office

IRS COMMENTS

Through October 23, 2021, the IRS processed 151.6 million individual electronically filed (e-file) 
returns, which was 91.2 percent of all individual returns processed.  As of November 29, 2021, the 
IRS also processed 41.2 million e-filed business returns.  The IRS continues to see increases in e-filed 
tax returns, and we continue to expand the scope of service by adding more forms available for e-file, 
building on paperless processing capabilities, and leveraging Free File services to promote e-file.

In 2021, the IRS added five new forms to the modernized e-file platform including Form 990-T, 
Exempt Organization Business Income Tax Return and Schedule LEP (Form 1040), Request for 
Alternative Language Products by Taxpayers With Limited English Proficiency.  We also redesigned 
Form 1040-NR, U.S. Nonresident Alien Income Tax Return, to reflect updates made to the Form 
1040 due to legislative changes.  For 2022, the IRS is developing 14 additional e-fileable forms, 
including Schedules K-2 and K-3 for Form 1065, 8865, and 1120-S returns, and Form 9000, 
Alternative Media Preference, which provides taxpayers options for future communications with 
the IRS including Braille and audio formats.  These efforts not only increase e-file capabilities, but 
provide assistance to those with specific needs.  

Pending funding approval, during Fiscal Year (FY) 2022 the IRS will expand e-file capabilities for 
Form 1040-X, Amended U.S. Individual Income Tax Return, by allowing e-filing of amendments 
for non-electronic original returns and offer e-filing of Form 1040-X for all 1040-family returns.  
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Additional funding for FY 2023 will precipitate discussions on automating backend processing for 
Form 1040-X adjustments.  These changes are another step to improve the taxpayer experience, 
although the required funding must compete with numerous legislative needs and other IT service 
demands. 

We actively encourage taxpayers to use IRS Free File services to file electronically.  To expand 
awareness, we mailed 2.5 million postcards to taxpayers who previously filed on paper.  Free File 
continues to trend upwards with a 12.9 percent increase in processing year 2021, and a 59.6 percent 
increase in use of Free File Fillable Forms.  Free File companies also offered the ability for taxpayers 
to e-file amended individual tax returns in 2021.  We also developed a successful strategy to assist 
taxpayers by delivering free tax preparation services through our Volunteer Income Tax Assistance 
(VITA)/Tax Counseling for the Elderly (TCE) partners using multifaceted approaches, including 
virtual services.

The IRS is assessing additional ways to reduce paper processing and provide more efficient service 
for our customers.  One option being considered is optical character recognition (OCR).  An OCR 
pilot found returns successfully scanned and processed electronically, thus reducing processing times, 
errors, and labor-intensive tasks. 

Removing electronic barriers and expanding technology to improve the taxpayer experience is 
a collaborative and complex effort.  The IRS evaluates and prioritizes forms for e-file capability, 
while simultaneously balancing new legislatively required programming, IT priorities, and limited 
resources.  The IRS continues to work with the Taxpayer Advocate Service to review and implement 
recommendations related to Free File and e-file to continually improve the customer experience.

TAXPAYER ADVOCATE SERVICE COMMENTS

In recent years, the IRS needed to prioritize e-file initiatives given limited resources and increasing 
legislatively mandated information technology programming requirements.  Additional funding 
would enable the IRS to further evaluate and address the current obstacles preventing taxpayers from 
e-filing.  

Collaboration with the tax return preparation software industry is also necessary to increase e-filing.  
The IRS can partner with the industry to evaluate e-file rejections and devise a plan to reduce their 
occurrence.  Such discussions with the industry should also address how to enable taxpayers to e-file 
returns with attachments and/or overrides of prepopulated fields.  

Despite the IRS’s efforts to increase the e-file rate, it will continue to receive millions of paper 
returns for the foreseeable future.  Additional funding would enable the IRS to utilize 2-D barcode 
and optical character recognition technology to effectively process those paper returns.  While such 
technology does not convert paper filers to e-file, it improves the taxpayer experience by providing 
more efficient and accurate processing of paper returns.  
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RECOMMENDATIONS
Administrative Recommendations to the IRS
The National Taxpayer Advocate recommends that IRS:

1. Evaluate the overall need to reject an e-filed “imperfect tax return” and determine the 
feasibility of accepting the imperfect tax return upon filing and directing it to a treatment 
stream for further review.  

2. Work closely with the tax return preparation software industry to ensure that the software 
provides the taxpayers and preparers the necessary upfront opportunity to correct any 
potential errors before e-filing that would currently result in an e-file rejection.   

3. Meet with tax return preparation software industry representatives to determine how to 
minimize the paper filing of software-prepared tax returns that include attachments.  The goal 
of such discussions should be to devise a workable solution that permits taxpayers to e-file 
returns.

4. Meet with tax return preparation software industry representatives to determine how to 
minimize the paper filing of software-prepared returns with overrides of some prepopulated 
fields.  The goal of such discussions should be to devise a workable solution that permits the 
e-filing of these returns.

5. Conduct comprehensive research to determine the reasons individual and business taxpayers 
and their preparers, broken down by demographics, continue to paper file and whether they 
would convert to e-file if they are more informed about the benefits of e-file.  The IRS can use 
the findings of this research to conduct a data-driven outreach campaign to address taxpayers’ 
concerns.  

6. Meet with tax return preparation software industry representatives to determine how to 
minimize any barriers to incorporating 2-D barcode technology into electronically prepared 
returns that are printed and filed on paper.

7. Utilize 2-D barcoding and optical character recognition (or similar) technology to improve 
the accuracy and efficiency of processing of paper tax returns.

8. Collaborate with ETAAC to set a new long-term electronic filing rate goal.  Any 
implementation of e-file mandates to achieve these goals must be coupled with a fair hardship 
waiver process to accommodate taxpayers and preparers who cannot comply.

Legislative Recommendation to Congress 
The National Taxpayer Advocate recommends that Congress:

1. Provide multiyear funding for the IRS to expand the use of 2-D barcoding and optical 
character recognition technology to improve the accuracy and efficiency of paper return and 
correspondence processing.
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