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called “Direct File"” starting next year.

Jason Bramwell « May. 19, 2023

The IRS is planning to roll out its own free online tax-filing system in a move that
could put the agency in direct competition with online tax preparation behemoths
like Turbo Tax and H&R Block.

In a report the agency submitted to Congress on Tuesday, as required by the Inflation
Reduction Act, the IRS said it evaluated the feasibility of providing taxpayers with the

option of a free, voluntary, IRS-run electronic filing system, which is being called
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“Direct File.” The agency said it is taking steps to begin a pilot project for the 2024
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potential program'’s operational complexity.

The report focuses on three areas: taxpayer opinions, costand
feasibility. The report also includes an analysis conducted by an
independent third party, as required by the statute. The report also
lays out the potential benefits and challenges associated with the IRS

implementing a Direct File program.

“The IRS is committed to delivering significantly improved services
by providing taxpayers with tools, information and assistance to
make it easier to comply with their tax filing obligations. Direct File—
used by numerous tax jurisdictions around the world—has long been
discussed as an option for improving the customer experience for
taxpayersin the U.S.,” said IRS Commissioner Danny Werfel. “The IRS
review looked at the potential operational and administrative
requirements of such a system. Ultimately, the results show there is
taxpayer interestin an optional Direct file program and such a
program is technically feasible. Any path forward should start with a

limited pilot to assess operational factors described in this study.”

As directed by Treasury, the IRS will move to gather further
information through the implementation of a scaled Direct File pilot
in the 2024 filing season to further assess customer support and
technology needs and the ability to overcome the potential
operational challenges identified in the report. Additional details on

the Direct File pilot will be available in coming months.
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The IRS report also includes a separate, independent analysis done
by New America and Professor Ariel Jurow Kleiman on the Direct File

concept.

The IRS looks forward to engaging with stakeholders around this

important topic in the months ahead.

The Washington Post reported Monday that the IRS had already built a prototype of
the system that will launch to a small group of users in January. Building of the

prototype was funded through $15 million from last year’s Inflation Reduction Act.

Currently, IRS Free File directs users to commercial providers through an existing
public-private partnership. It is only available, however, to those making $73,000 or
less a year. Free File does not auto complete any of the financial information but does
provide free filing for most state taxes. The Free File program will continue, IRS

officials said today.

A free, government-run, online tax-filing system for taxpayers has been talked about
as a possibility for many years. As the Associated Press noted today, supporters of the
idea have said the option would make tax return services more equitable and
accessible for all Americans. Critics have expressed skepticism about the IRS taking
on the dual roles of both tax collector and tax preparer, arguing that the new service

could create a power imbalance between taxpayers and the government.

Big tax preparation companies also have been critical of the idea, which should come
as no surprise—they could lose millions of dollars when the IRS’s Direct File system
goes live. Neither Intuit nor H&R Block has publicly commented today on the IRS
Direct File proposal.
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During a conference call with reporters on Tuesday, Werfel acknowledged concerns
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Leada Gore of al.com contributed to this report.
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