
GAO 

._ -- 

United States-General Accounting Office 

Report to Congressional Committees 
. 

June 1986 TAX POLICY AND 
ADMINISTRATION 

1985 Annual Report 
on GAO's Tax-Related 
Work 



- 

* . - 



United States 
General Accounting Office 
Washington, D.C. 20548 

General Government Division 
B137762 

June 6, 1986 

The Honorable Dan Rostenkowski 
Chairman, Committee on 

Ways and Means 
House of Representatives 

The Honorable Bob Packwood 
Chairman, Committee on 

Finance 
Umted States Senate 

The Honorable Bob Packwood 
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House of Representatives 
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This is our annual report for calendar year 1985 on our work on tax 
pohcy and tax admmistration matters. The report IS submitted in com- 
pliance with 31 U S C 719(d) and consists of the followmg appendixes* 

I Open recommendations to the Congress from reports issued during 
calendar year 1985 Actions taken and/or pending as of March 31, 1986, 
are included 

II Open recommendations to the Congress from reports issued before 
calendar year 1985 Actions taken and/or pending as of March 31,1986, 
are mcluded 

III Tax-related recommendations made during calendar year 1985 to the 
Internal Revenue Service and the Social Security Admmistration and 
their responses to those recommendations. 

IV GAO products on tax matters issued during calendar year 1985. 
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V. Testlmomes given on tax matters by GAO officials before various com- 
mittees of the Congress during calendar year 1985. 

VI. Tax-related assignments mitiated by GAO pursuant to 31 U.S.C. 713 
during calendar year 1985. 

VII. GAO Order relatmg to audit assignments mvolvmg access to tax 
information. 

We are pleased to report that the Internal Revenue Service and the 
Social Security Admmistratron have taken, or plan to take, action on 
most of the tax-related recommendations we made during calendar year 
1985. Also, various congressional members and committees used our 
products on tax policy and administration matters in overseeing tax 
operations and considermg tax reform 

We look forward to contmumg to work closely with the Congress u-r its 
oversight of tax matters and to assist it in considermg our legislative 
recommendations. Also, we would be glad to discuss any of the matters 
included in the appendixes if you, your colleagues, or staffs believe it 
would be beneficial 

We are sending copies of this report to the Director of the Office of Man- 
agement and Budget, the Secretary of the Treasury, the Commissioner 
of Internal Revenue, and the Cornmlssloner of Social Security. We are 
also sending copies to other Interested congressional committees and 
~111 make copies available to others upon request. 

Wrlham J. Anderson 
Director 
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Appendix I 

Open Recommendations to the Congress From 
Reports Issued During Calendar Year 1985 

Congress Should 
Consider Whether to 
Amend the Tax Code to 
Allow Discounting of 
Property/Casualty 
Insurance Companies’ 
Loss Reserves for Tax 
Purposes 

(GAO/GGD-85-10,3/25/85) 

About half the business of the property/casualty insurance mdustry is 
constituted by insurance contracts involving claims that are paid out 
over a considerable period of time For example, 50 percent of the 
amount of medical malpractice claims and 30 percent of general liability 
claims incurred during 1977 remained unsettled 5 years later Loss 
reserves are needed to ensure that a company has adequate funds to 
make future payments on claims. 

While the concept of tax deductions for such reserves seems appro- 
priate, the current practice overstates the amounts needed to satisfy 
future claims. The amounts being reserved are not reduced by the 
investment income being earned on the reserves from the time they are 
established to the time they are paid out, thus resultmg m the under- 
statement of taxable income Furthermore, for those property/casualty 
compames whose reserves for loss payments are growing, the current 
practice will mcreasmgly understate taxable income One way to remedy 
this problem is to discount reserves at a rate based on each company’s 
mvestment return 

Recommendation We recommended that if the Congress wishes to assure that the prop- 
erty/casualty insurance industry’s revenues and expenses are more 
closely matched for purposes of measuring taxable income, it should 
consider amending the tax code to provide that m calculatmg the loss 
reserve deduction for tax purposes, loss reserves are discounted. 

Action Taken And/Or 
Pending 

The substance of our recommendation was mcluded in a March 11,1986, 
option paper drafted by the Senate Finance Committee staff The staff 
proposal was awaitmg action by the Committee as of March 31,1986 
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Appendix I 
Open Recommendations to the Cougress 
From Reports Issued Duriug Calendar 
Year 1986 

Congress Should (GAO/GGD-85-10,3/25/85) 

Consider Whether to One income measurement issue m the property/casualty insurance 
Amend the Tax Code to industry is the proper allocation of busmess expenses related to the sale 

Allow Acquisition and renewal of msurance policies. These expenses are considered part of 

Costs to Be Allocated 
Over the Life of 
Property/ Casualty 
Insurance Contracts 

the acquisition costs and mclude agent and broker commissions, salaries 
of certain employees involved in underwriting and issumg pohcies, and 
medical and mspection fees The National Association of Insurance Com- 
missioners (NAIC), whose accountmg method was adopted for federal tax 
computations, currently permits these costs to be deducted immediately 
regardless of the life of the policy On the other hand, premium income 
on insurance contracts is included in revenues only on a pro-rata basis 
each year. Assummg that a l-year contract is issued on July 1, for 
example, only 6 months or one-half of the annual premium would be 
mcluded as income m the first year, and the balance would not enter 
into taxable income until the followmg year 

We believe that, for the proper measurement of taxable mcome, 
expenses should be allocated over the same period m which the corre- 
spondmg income is recognized Therefore, using NAIC'S regulatory 
accounting practices to measure taxable mcome is mappropriate because 
it does not match expenses with associated revenues, thereby resultmg 
m misstated taxable mcome 

Recommendation We recommended that if the Congress wishes to assure that the prop- 
erty/casualty insurance mdustry’s revenues and expenses are more 
closely matched for purposes of measuring taxable mcome, it should 
consider amending the tax code to provide that acquisition costs be allo- 
cated over the life of related contracts 

Action Taken And/Or 
Pending 

H R 3838, which was passed by the House on December 17, 1985, and 
referred to the Senate Fmance Committee, included an amendment to 
section 832(b) of the tax code that would generally implement our rec- 
ommendation regarding acquisition costs on an mdustrywide basis The 
substance of our recommendation was also mcluded as a proposal m a 
March 11, 1986, option paper drafted by the Senate Finance Committee 
staff Both H R 3838 and the staff optlon paper were awaiting actlon by 
the Committee as of March 31, 1986 
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Appendix I 
Open Recommendations to the Congress 
From Reports Issued During calendar 
Year 1986 

Congress Should 
Consider Whether to 
Retain the Special Tax 
Preference for Mutual 
Property/Casualty 
Insurance Companies 
in Its Present Form 

(GAO/GGD-85-10,3/25/85) 

The Revenue Act of 1962 established a protection against loss (PAL) 

account to confer a tax preference to mutual property/casualty insur- 
ance companies. The reason for the PAL account was concern about 
mutual companies’ lack of access to capital markets m the event that 
they sustained catastrophic losses. 

The PAL account operates to defer taxes on a portion of a mutual com- 
pany’s income For tax purposes, a mutual company sets aside funds 
based on the size 01 its incurred losses and underwritmg income. These 
funds, subJect to certain statutory hmrtations, are deductions against 
current period underwrltmg gains. The rationale for the PAL account is 
debatable because if catastrophic losses were to occur, the account 
would not necessarily ensure the company’s abrlity to satrsfy its con- 
tract oblxgatrons. Moreover, it is questionable whether stock compames 
faced with a catastrophic loss could successfully access capital markets. 
Thus, the rationale for the PAL account may be based on questionable 
economic assumptions 

Recommendation 

Action Taken And/Or 
Pending 

We recommended that the Congress consider whether the specral tax 
preference for mutual property/casualty insurance companies should be 
retained m its present form 

H.R. 3838, which was passed by the House on December 17, 1985, and 
referred to the Senate Fmance Committee, would eliminate the PAL 

account. A proposal, which would also elimmate the PAL account, was 
included m a March 1 I, 1986, option paper drafted by the Senate 
Finance Commrttee staff Both H R 3838 and the staff option paper 
were awaiting action by the Committee as of March 31, 1986 
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Appendix I 
Open Recommendations to the Cmgress 
From Reports Issued During Calendar 
Year 1986 

Congress Should 
Amend the Internal 
Revenue Code 
Regarding 
Transactions Between 
Foreign-Owned U.S. 
Corporations and Their 
Noncorporate Foreign 
Owners 

(GAO/GGD-86-19, 11/l/85) 

Under section 6038A of the Internal Revenue Code, certain foreign- 
owned U.S. corporations are required to submit an mformation return to 
IRS if they conduct transactions with a related domestlc or foreign corpo- 
ration, This was intended to enhance compliance 

However, we expressed concern that the present language of section 
6038A is not sufficiently broad For example, according to IRS, some for- 
eign-owned U.S. corporations may have transactions with related for- 
eign individuals and related noncorporate foreign entitles that presently 
would not have to be reported to IRS under section 6038A. Although the 
extent of these transactions could not be quantified, IRS felt that the 
transactions should be reported even if the number is relatively small. 
Therefore, an amendment to section 6038A 1s needed to help IRS enforce 
the tax laws by identifying transactions between foreign-owned U S 
corporations and their noncorporate foreign owners 

Recommendation We recommended that the Congress amend section 6038A of the Internal 
Revenue Code to help IRS enforce the tax laws by identifying transac- 
tions between foreign-owned U S corporations and their noncorporate 
foreign owners 

Action Taken And/Or 
Pending 

The change suggested m our report was included rn the March 1986 
markup of the Senate Finance Committee’s tax reform proposal. No fur- 
ther action had been taken as of March 31,1986. 
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Open Recommendations to the Congress From 
Reports Issued Before Calendar Year 1985 

< Key Issues Affecting 
State Taxation of At present, state taxation of multijurisdictional corporate income is 

Multijurisdictional admuustratrvely unwieldy Forty-five separate polr%al jurlsdlctions 

Corporate Income Need attempt to equrtably divide the income of often complex and geographl- 
tally drspersed taxable entltles, and each Jurisdiction formulates its own 

to Be Resolved specrfic rules for determmmg how much of an entity’s total income 1s 
attributable to operations in that jurisdiction The resulting lack of um- 
formlty is extensive 

The problems of nonumformlty are even more critical today than they 
were when the special House subcommittee Issued the Wllhs report m 
1964 extensrvely documenting the lack of umformlty m interstate tax 
provrwons. The issues have become more complex and controversial as 
the number of corporatrons has grown, and certain states have 
expanded then- taxing efforts to take foreign operations into account 

The issues which have developed in recent years have broad pohcy 
rmphcatlons potentially affecting international tax pohcy Furthermore, 
the issues are at the center of the longstanding constltutlonal debate 
over the balance between state soverergnty and congressronal commerce 
clause powers. Moreover, lack of umformlty among the states causes 
problems for states and corporate taxpayers The problems-higher 
return preparation costs, potential overtaxatlon or undertaxation, and 
numerous disputes-result m a tax system which 1s unduly uncertain, 
mefflaent, and often inequitable 

Recommendation None While we made no recommendation, we concluded that the key 
issues affecting state taxation of multljurrsdrctlonal corporate mcome 
need resolving Since the Wllhs report was issued m 1964, little progress 
has been made to increase the uniformity with which states tax corpo- 
rate income The states have made some voluntary efforts, but substan- 
tial nonuniformity still exrsts 

The Supreme Court has attempted to deal with some of the issues 
affecting state taxation of multijunsdlctional corporate income. For 
example, the Court recently ruled that a state can take mto account a 
corporation’s worldwide mcome when taxing that corporation But, m 
the past the Court has also recognized the inherent hmrtatlons of the 
Judicial approach to solving the interstate and international pohcy 
issues and has acknowledged that the Congress 1s the appropriate body 
to resolve such lssucs 
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Appendix II 
Open Fkcommendatmns to the Congress 
From Reports Issued Before Calendar 
Year 1986 

The Congress appears to be m the best position to fully evaluate the 
multtple factors and assess the arguments s-u-rounding the policy issues 
mvolved m state taxation of multistate and multinattonal corporate 
meome, especially foreign source income. Also, because the Congress can 
fully consider the states’ rights and foreign policy issues, it can best 
devise a comprehensive solution which adequately and fairly balances 
the competing interests of the states and corporate taxpayers 

Action Taken And/Or 
Pending 

In response to concerns of foreign governments and U.S.- and foreign- 
based multmational corporations, the President directed the Secretary 
of the Treasury to form a special working group on unitary taxation to 
recommend solutions to the problems resulting from state taxation of 
multmational corporate income The working group was formed in 
October 1983 and consisted of representatives from states, corporations, 
and key interest groups In November 1983, we made an extensive pre- 
sentation before the task force of the working group based on issues 
covered in our report on state taxation and m a related report on federal 
taxation of multmational corporations (GGD-81-81, Sept 30, 1981) 

In August 1984, the working group on unitary taxation issued its report 
contaunng several recommendations, including one which would provide 
for a federal law that would require a corporate taxpayer to file infor- 
mation with IRS disclosmg the taxpayer’s tax liability and method of cal- 
culation for each state m which it operates IRS would then share thts 
mformation with the individual state m which the corporation did 
busmess 

The substance of the working group’s recommendation was included m 
H.R 3980, which was introduced m the House on December 18, 1985, 
and was referred to the House Ways and Means Committee. A similar 
proposal, S 1974, was introduced in the Senate on the same date and 
was referred to the Senate Finance Committee Further action was 
pending on both bills as of March 31, 1986 
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Appendix II 
Open Recommendations to the Ckmgress 
From Reports Issued Before Calendar 
Year 1986 

a Tax Treatment Under section 5Ol(c)( 12) of the Internal Revenue Code, electric coopera- 
Which Better tlves are provided tax-exempt status and are permitted to earn substan- 

Recognizes Changes in teal untaxed income from nonmember sources, which subsidizes 

Some Electric 
Cooperatives 

cooperative members’ cost of electncity This exemption was initially 
granted over 60 years ago when electric cooperatives were generally 
small, struggling associations which pnmarily distributed electricity to 
sparsely populated rural areas. Since that time, however, the operations 
of many cooperatives and the environment m which they do business 
have changed substantially. 

Today, many electric cooperatives are still small associations which con- 
tinue to need assistance m order to provide electricity to rural areas at 
rates comparable to those charged in urban areas Others, however, 
have substantially changed m character or have progressed to the pornt 
where they closely resemble then taxable counterparts. Yet, unlike 
other federal assistance programs which can be directed to those organi- 
zatlons having a contmumg need for assistance, all electric cooperatives 
continue to benefit from tax exemption. Under the broad requu-ements 
of the law, tax exemption applies across-the-board to all electric 
cooperatives. 

IRS, in admu-nstermg the tax exemption requirements, has tned to recog- 
nize the changes m electric cooperatives. However, it has experienced 
difficulties because of the broad nature of the law Therefore, the Con- 
gress needs to consider alternatives to the present tax treatment of elec- 
trrc cooperatives and adopt a treatment which would better recogmze 
the changes in their operations and the environment in which they 
operate. As a framework for the Congress’ conslderatlon, we proposed 
alternatives to the present law which would (1) modify electric coopera- 
tives’ nonmember income allowance, or (2) elumnate that allowance, or 
(3) apply tax rules already applicable to other types of cooperatives. 
These alternatives, which would have an estimated revenue impact 
ranging from $2 million to $45 million, are not all mcluslve 
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Appends II 
Open Recommendations tn the Congress 
From Reports Issued Before Calendar 
Year 1986 

Recommendation We recommended that the Congress, using the alternatives we provided 
as a guide, establish a tax treatment which better addresses electric 
cooperatives’ present operatmg environment. 

Action Taken And/Or 
Pending 

None. 
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Appendix II 
Open Reconuuendatious to the Congress 
From Reports Issued Before Calendar 
Year 1985 

I Legislative Change 
Seeded to Enable IRS The Bankruptcy Reform Act provides qualified debtors wrth certain 
to Assess Taxes protections from creditors-mcludmg IRS The act restricts IRS’ authority 

Voluntarily Reported m many cases to assess, collect, or recover a clarm against an individual 

by Taxpayers in 
Bankruptcy 

or a business during bankruptcy proceedings. Administratively, this 
restnctlon has caused problems for IRS because rt requn-es IRS to process 
returns from bankrupt taxpayers manually rather than through its 
automated processing system During fiscal year 1982, these additional 
processing steps cost IRS an estimated $590,000 

Recommendation We recommended that the Bankruptcy Act be amended to allow assess- 
ment of the taxes that bankrupt taxpayers report on their returns. 
Allowing IRS to assess-but not collect-these taxes would still protect 
bankrupt taxpayers but at less cost to IRS than is presently being 
incurred. 

Action Taken And/Or 
Pending 

None 
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Appendix II 
Open Fkcommendahons to the Congress 
From Reports Issued Before Calendar 
Year 1985 

Legislative Change 
Relating to the 
Issuance of Tax 
Deficiency Notices 
Could Improve 
Administration of the 
Crude Oil Windfall 
Profit Tax 

(GAO/GGD-84-15,6/18,‘84) 

Because the windfall profit tax on producers is calculated on a property- 
by-property basis, administration of the tax could be simplified If IRS 

were able to issue deficiency notices on that same basis However, cur- 
rent law generally prohibits IRS from issuing more than one statutory 
notice of deficiency per taxpayer per taxable period If the Congress 
were to amend the applicable portion of the Internal Revenue Code, both 
IRS and affected taxpayers could benefit from faster resolution of tax 
liabihty issues 

Under section 4995(a)(8) of the Internal Revenue Code, a producer-tax- 
payer cannot be mailed a deficiency notice with respect to windfall 
profit tax habihty until 2 months after the close of the calendar year m 
which the crude 011 was removed from the premises, Further, section 
6212(c) of the Internal Revenue Code provides that if IRS mails a notice 
of windfall profit tax deficiency to a producer-taxpayer, and the tax- 
payer then files a petition in a timely manner with the II S Tax Court 
for a deficiency redetermination, IRS cannot issue additional deficiency 
notices for the same taxable period with respect to this taxpayer 

However, because the windfall profit tax is calculated on a property-by- 
property basis, section 6212(c) has the effect of forcing IRS to delay issu- 
ante of deficiency notices until the applicable statute of limitations expl- 
ration date is near. Section 62 12(c) restricts IRS to issuing a producer 
only one deficiency notice with respect to a given taxable quarter For 
this reason, IRS needs all available time within the applicable statute of 
hmitations period to examine oil properties and consolidate the deficien- 
cies of producers who own interests m more than one property This 
procedure has the effect of (1) delaying revenue flows to the govern- 
ment and/or (2) increasing taxpayers’ interest costs In some instances, 
tax revenues may be foregone entirely 

Recommendation We recommended that the Congress amend section 6212(c) of the 
Internal Revenue Code to enable IRS to issue deficiency notices after 
examination of each oil-producmg property without precludmg later 
issuance of additional notices covering the producers’ interest m other 
properties during the same quarter 
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Appendix II 
Open Recommendations to the C4mgress 
Fmm Reports Issued Before Calendar 
Year 1986 

Action Taken And/Or 
Pending 

On June 26,1984, H R 5934 was mtroduced in the House of Representa- 
tives. The bill, if enacted, would have revised the basis for issuing 
notrces of deficiency in accordance with our recommendatron. However, 
no action was taken on the bill during the 98th Congress. On January 31, 
1985, the bill was introduced m the 99th Congress as H,R. 898 and was 
referred to the House Ways and Means Committee. No further action 
had been taken as of March 31,1986. 
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Appendix II 
Open Recommendations to the Congress 
From Reports Issued Before Calendar 
Year 1986 

Congress Should 
Amend the Crude Oil 
Windfall Profit Tax 
Act of 1980 to 
Establish a 
Consolidated Appeals 
Process 

Recommendation 

Action Taken And/Or 
Pending 

Until IRS changed its administrative appeals rules m June 1983, each 011 
producer whose windfall profit tax habihty was affected by an IRS 
exammer’s adjustments was entitled to a separate appeals conference to 
contest the examiner’s fmdmgs Therefore, for any given issue, there 
could have been as many administrative hearings as there were persons 
owning interest m an oil property. Similarly, a large number of duplrca- 
tive court cases still occur under the judicial appeals process. For 
example, lt 1s not uncommon to have 50 or more owners of a single oil- 
producing property. And, except for partnerships, each of these owners 
can separately appeal the same issue judicially withm the court system. 

The Tax Equity and Fiscal Responsibihty Act of 1982 (Publrc Law 97- 
248), which was enacted on September 3, 1982, specified that, for cer- 
tam issues, partnerships would be treated as taxable entities for appeals 
purposes. The concept of the partnership as a taxable entity provides a 
precedent for actions which could facilitate windfall profit tax admmis- 
tratlon. That is, for certain issues relatmg to a given oil property, a con- 
solidated appeals procedure may be more efficient than allowing each 
producer-taxpayer to appeal separately IRS recently made a regulatory 
change to ehmmate duplicative admuustrative appeals, but legislation is 
needed to preclude duplicative Judicial appeals. 

We recommended that the Congress pass legislation to consolidate judi- 
cial appeals for a given property’s “oil” issues. A consolidated appeals 
process would conserve both IRS and judicial resources while also pro- 
tecting taxpayers’ rights, Precedent legislation is provided by title IV of 
the Tax Equity and Fiscal Responsibility Act of 1982 which, among 
other things, attempts to avoid duplicative Judicial reviews of the tax 
treatment of partnership items 

On June 26, 1984, H R 5934 was u-ttroduced m the House of Representa- 
tives. The bill, if enacted, would have provided for a consolidated 
appeals process. However, no action was taken on the bill during the 
98th Congress. On January 31, 1985, the bill was reintroduced in the 
99th Congress as H.R 898 and was referred to the House Ways and 
Means Committee No further action had been taken as of March 31, 
1986, 
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Tax-Related Recommendations Made During 
Calendar Year 1985 to IRS md SSA and 
Their Responses 

IRS Managers and Staff (GAO/GGD-85-11,4/19/85) 

Should Refamiliarize In the past, IRS’ Claims for Rewards Program has proven to be highly 
Themselves With the successful For example, between fiscal years 1975 and 1984, annual 

Operating Guidelines taxes recovered under the program averaged about $16.4 million and 
rewards paid averaged about $456,000 annually. Thus, for every dollar 

and Procedures of the IHS paid out as a reward, it collected about $36 m delinquent taxes. 

Claims for Rewards 
Program 

Although IRS has recogmzed the Claims for Rewards Program’s potential 
for detecting tax evasion and has assigned priority to the program, IRS 

personnel were not fully aware of the program’s processmg require- 
ments and were not givmg claims for rewards cases priority considera- 
tion. IRS’ limited compliance resources and competing priorities 
precluded claims for rewards cases from receivmg priority attention 

While recognizing that IRS’ compliance resources are strained, we believe 
that it is even more important for IRS to effectively use a program which 
has proven to be useful m detecting undocumented and otherwise unre- 
ported income. Thus, we believe the Claims for Rewards Program needs 
to be reemphasized 

Recommendation We recommended that the Commissioner of Internal Revenue request IRS 

managers and staff to refamiliarize themselves with the Claims for 
Rewards Program’s operating guidelines and procedures. 

Action Taken And/Or 
Pending 

IRS did not agree with our recommendation because it did not want to be 
perceived as reemphasizing or expanding the rewards program. There- 
fore, no action was taken or planned As we pointed out m our report, 
our intent was not to raise or expand the priority of the Claims for 
Rewards Program, but to have IRS reacquaint its managers and staff 
with the program’s usefulness in deterring noncompliance and its proce- 
dures and requirements for handlmg claims for rewards cases. 
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Procedures to Help By its nature, the claims for rewards process is lengthy. For example, 

Assure That Claims for the apphcatlon forms for claims for rewards and the related mformatlon 

Rewards Are Processed items must be screened at the service centers before being sent to the 
district offices for further consideration IRS has no time requirements 

Quicker for (1) acknowledging receipt of claimant’s allegatlons, (2) referrmg 
worthy allegatlons for proper action, (3) submrttmg agent’s claims for 
evaluation reports, and (4) processmg actual rewards payments. 

Therefore, we formulated criteria based on the length of time IRS offi- 
cials said that these processmg functions should take Using these cri- 
teria, we found that 1x-i 79 percent of the claims processed by two large 
district offices, it took longer than IRS officials said it should take to per- 
form one or more processing functions While the extent of processing 
time is, in some cases, uncontrollable, IRS could better assure that such 
times are mmimized by establishmg milestones for accomphshmg certain 
functions 

Recommendation We recommended that the Commrssloner of Internal Revenue establish, 
as a goal, specific time frames for (1) acknowledging service center 
receipt of program participants’ allegations, (2) referring worthy allega- 
tions to district offices for action, (3) submittmg agents claims for 
rewards evaluation reports, and (4) issumg rewards once claims exam- 
iners are aware that assessed deficiencies have been paid 

Action Taken And/Or 
Pending 

IRS agreed that in certain instances time frames can be an effective man- 
agement tool for assessing certain program goals It said lt would estab- 
hsh servlcewlde time frames for acknowledgmg service center receipt of 
allegations and for referring worthy allegations to district offices for 
action Therefore, on July 25, 1985, II~S revised its manual to implement 
parts 1 and 2 of our recommendation. IRS took no action regarding parts 
3 and 4 because it did not believe that rigid time frames were necessary 
for submitting claims for rewards evaluation reports and for issuing 
reward checks As we pointed out m our report, specific time frames for 
these actions would help (1) assure that program participants were not 
kept waiting longer than necessary to learn about the disposition of 
their claims or to receive a reward and (2) provide IRS management with 
benchmarks for monitoring and assessing program admnustration 
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Better Instructions Are 
Xeeded on What 
Information IRS Needs 
to Initiate and Develop 
Cases Under Its Claims 
for Rewards Program 

Recommendation 

(GAO/GGD-85-11,4/19/85) 

The effectiveness of the Claims for Rewards Program cannot be fully 
achieved if potential program participants are not familiar with the 
kinds of information IRS needs to mltlate and develop cases on tax law 
violators. Through an analysis of 8 years of program stat&es, we 
found that about 87 percent of the claims for rewards files that were 
closed were disallowed and that most were disallowed because the 
claimant did not provide sufficient information on the merits of pur- 
suing the claim. Various IRS. officials believed this mdlcates that program 
participants need to be educated about the kinds of mformatron IRS 
needs to initiate and develop program cases Thus could be done by 
revising existing IRS Pubhcatlon 733 to include a section explaining the 
kinds of information IRS finds useful Not only should such a revision 
make potential participants better aware of the program’s requirements, 
it also might help reduce the number of frivolous claims 

We recommended that the Commissioner of Internal Revenue revise IRS 

Publication 733 to Include a section on the specific kmds of mformatlon 
IRS fmds useful to make cases agamst taxpayers who do not comply 
with the tax laws 

Action Taken And/Or 
Pending 

IRS revised rts Publication 733, entitled Rewards for Information Given 
to the Internal Revenue Service, to include specific kinds of mformation 
IRS finds useful in making cases against taxpayers who do not comply 
with the tax laws The final revision to Publication 733 was issued in 
February 1986. 
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IRS Needs to EE 

Procedures to Ensure Persons providing mformatlon under the Clams for Rewards Program 

That Rewards Are do not always receive payment on the full amount of taxes collected. In 

Fully Paid to Claimants some instances, a portion of the delinquent taxes are declared uncollect- 

Under the Claims for 
Rewards Program 

able and rewards are paid on the basis of taxes collected up to that time. 
For fiscal years 1979 through 1981, we reviewed the 61 claims resulting 
m rewards at two IRS district offices. We found six cases where subse- 
quent tax collection occurred after the taxes had been declared uncol- 
lectible. In all of those cases, IRS claims examiners did not routinely 
check corresponding delinquent account transcrrpts to assure that claim- 
ants were paid any additional rewards due. As a result, these claimants 
did not receive additional rewards to which they were entitled 

Reconunendation We recommended that, the Commissioner of Internal Revenue establish 
procedures to ensure that subsequent collections on a rewards case 
deemed uncollectible are reported to service center program claims 
examiners so addltlonal rewards can be pad as appropriate. 

Action Taken And/Or IRS adopted our recommendation by revising its manual mstructlons on 
Pending July 25, 1986, 

Page 23 GAO/GGD86-81 Tax Policy and Administration 



Appendix III 
Tax-Related Recommendationa Made Dtmng 
Calendar Year 1986 to IRS and SSA and 
Their Responses 

r IRS Should Consider 
Raising the Minimum The Claims for Rewards Program could be enhanced by changing Its 
Reward Allowable rewards structure. IRS recently raised the maximum reward from 

Cnder the Claims for $50,000 to $100,000 to better compensate program participants who 

Rewards Program 
provide rnformation leading to sigmficant tax recoveries. However, 
despite mflation, the $25 mmimum reward has not changed in more 
than 15 years. 

We found that many program participants recewe small awards and 
often wait for a long time to receive them For example, 38 percent of 
the claims resulting m awards which we reviewed were for less than 
$100 and the claimants waned 5 or more years from the date of submis- 
sion to be paid We believe IRS should consider mcreasmg the minimum 
award, Just as it did the maximum award, to provide more adequate 
compensation Such action could potentially lead to better participant 
satisfaction and to detecting and collectmg more delinquent taxes. 

Recommendation We recommended that the Commissioner of Internal Revenue consider 
raismg the reward allowable under the Claims for Rewards Program. 

Action Taken And/Or 
Pending 

IRS disagreed with this recommendation because it believed that such 
action would result m a reemphasis or expansion of the program, which 
it opposes. We pointed out that we did not believe that such action 
would necessarily be perceived as a reemphasis or expansion of the pro- 
gram any more than IRS’ raising the maximum reward 
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ame Claimants Could (GAO/GGD-85+11,4/19/85) 

Receive Rewards One way to pay participants for useful information sooner is to pay 
Sooner If Greater Use rewards in stages, until all collections have occurred. Although IRS’ 

Were Made of the pohcy and procedures permitted partial payments to reward partici- 

Claims for Rewards 
Program’s Partial 
Payments Provision 

pants under certain circumstances as tax deficiencies were collected, 
such payments were not normally encouraged. We found that d partial 
rewards had been permitted more often, some program participants 
could have received rewards sooner, thus enhancing the program 
Accordmgly, IRS revised its policy and procedures to encourage the pay- 
ment of partial rewards. 

However, for partial payments to be used effectively, IRS still needs to 
simphfy its procedures for tracking and providmg subsequent partial or 
full payments Currently, when partial payment has already been made, 
the claimant is required to file a separate application for any further 
reward This is burdensome and could be simplified by eliminating the 
multiapphcation requirement and assignmg a permanent claim number 
to each case for tracking purposes. 

Recommendation We recommended that the Commissioner of Internal Revenue rescind the 
requirement that claimants must submit separate claims for rewards 
applications after a partial reward has been paid, thereby eliminating 
burdensome paperwork 

Action Taken And/Or 
Pending 

IRS agreed to rescmd the requirements for submitting a separate claim 
for reward application for any further reward after a partial reward is 
made. IRS revised its manual accordmgly on July 25, 1985. 
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- 

IRS Information on (GAO/GGD-85-36,5/14/85) 

Revoked Charitable IRS maintains mformatlon on revoked charitable tax-exempt organiza- 
Organizations Needs to tlons in three separate mformation sources-the Exempt Orgamzations 

Be More Accurate and Business Master File, the Internal Revenue Bulletin, and the Audit Infor- 
matlon Management System. When an organization’s charitable tax- 

Consistent exempt status IS revoked, IRS officials are supposed to independently 
enter the revocation m these three informatlon sources using separate 
forms. 

Our review showed that none of the IRS systems contamed a complete 
hsting of revoked orgamzatlons. Moreover, our comparison of data 
among the IRS mformatlon sources showed that they did not always con- 
tam the same revoked orgamzatlon. Thus, the information was inaccu- 
rate and inconsistent 

Recommendation We recommended that the Assistant Commissioner of Internal Revenue 
for Employee Plans and Exempt Organizations establish procedures to 
reconcile revocations shown m the Exempt Organizations Business 
Master File, the Internal Revenue Bulletin, and the Audit Information 
Management System If the data m these sources continue to disagree, 
IRS should take further steps to identify and correct the cause(s) of the 
maccuracIes and mconslstencles 

Action Taken And/Or 
Pending 

IRS agreed w&h our recommendation and in January 1985 formed a 
study group comprised of IRS employees familiar with the exempt organ- 
lzatlon process to study what actlons could be taken to resolve the prob- 
lems we Identified. As a result of the group’s findings, several actlons 
were mitlated during 1985 to ensure that accurate and consistent mfor- 
matlon on tax-exempt organizations was being mamtamed. One action 
mvolves a quarterly reconclliatlon of revoked organizations. In this 
regard, revocations announced m the Internal Revenue Bulletin and 
mformatlon extracted from the Audit Information Management System 
will be reconciled with the Exempt Organizations Business Master File 
data 
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IRS Needs to Publish 
Information That 
Identifies Those 
Organizations Which 
Are Appealing 
Revocation While 
Remaining in a Tax- 
Exempt Status 

(GAO,‘GGD-85-36, 5/14/85) 

Limited contributions can be made to revoked charitable tax-exempt 
organizations whose revocation 1s being Judicially appealed. However, 
IRS does not publish the names of orgamzatlons entitled to receive tax- 
deductible contributions during such appeals Therefore, the public 
cannot determme from IRS’ published information which organizations 
have Judicially appealed their revocations. Further, IRS publications do 
not completely inform the public of the contmumg deductlblhty of con- 
tributions to revoked organizations which have filed a judlclal appeal 
Unless IRS records and publishes this mformation, potential contributors 
will continue to have a dlfflcult time knowing to which orgaruzatlons 
tax-deductible contrlbutlons can be made 

Recommendation We recommended that the Assistant Comrrussloner for Employee Plans 
and Exempt Organizations revise IRS’ tax-exempt related pubhcatlons to 
enable the public to clearly determine which revoked organizations are 
in the process of appealing IRS’ revocation decision and are, therefore, 
entitled to contmue receiving tax-deductible contrlbutlons durmg the 
appeals process. 

Action Taken And/Or 
Pending 

IRS agreed with our recommendation and has implemented new proce- 
dures to inform the public of the (1) Judicial relief available to revoked 
organizations appealmg their revocations and (‘2) lrmlted protection 
afforded deductible contrlbutlons during the appeals process 
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IRS and SSA Need to (GAO/GGD-85-21, S/28/85) 

Ensure That All Self- 
Employment Records 
Are Processed 

Current methods being used by IRS and the Social Security Admmlstra- 
tion (SSA) for processing self-employment records do not ensure that all 
self-employed persons who have reportable earnings receive credit for 
them. We estimated that for returns processed m 1980, IRS did not pro- 
vide SSA with mformation on about 2,600 tax returns with earnings 
totaling about $20.5 milhon, and SSA never processed an estimated 
66,000 tax returns with earnings totallmg about $237 5 million. By not 
recording these earnings, SSA failed to receive about $20.8 million in 
Social Security taxes 

Recommendation We recommended that the Commissioners of Internal Revenue and 
Social Security work together to estabhsh overall control of the number 
of self-employment records received for processmg so that differences 
between the number processed by IRS and SSA can be reconcrled. 

Action Taken And/Or 
Pending 

IRS and %~ointly agreed to resolve the problem identified m our 
finding. By mutual agreement, IRS is now sending to SSA computer tapes 
containing all the necessary mformation from Schedule SE for SSA to rec- 
oncile the number of self-employment records processed The tapes 
include the number of records received and the amount of money 
involved SSA plans to better track all tape transmittal records for each 
processing year to ensure that it has accounted for and processed all 
records 
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IRS and SSA Could Do (GAO/GGD-85-2 1, S/28/85> 

More to Identify 
Individuals Who Did 
Not Receive Proper 
Credit for Their 
Earnings 

The self-employment data that IRS routinely provides SSA contains the 
wage amounts listed on the self-employment (SE) schedules. These wages 
represent amounts that mdivlduals claimed to have earned m Social 
Security covered employment. However, %A does not use the data on the 
SE schedule Instead, it uses employer reports to credit individuals’ 
wages, If SSA had reconciled the differences that existed between the 
data on the SE schedule and Its accounts for tax year 1979, SSA could 
have correctly credited mdividuals’ accounts with an estimated $147 8 
milhon in earnings. Therefore, by utillzmg the IRS data and its own data, 
SSA can systematically identify situations where employees are not 
receiving the proper credrt for all the earnings to which they are 
entitled. 

Recommendation We recommended that the Commissioners of Internal Revenue and 
Social Security work together to identify those self-employed individ- 
uals who did not receive proper credit for their earnings and correct 
their accounts. Specifically, SSA should ldentrfy for IRS, usmg SE sched- 
ules with maximum reportable earnings, those mdivlduals whose earn- 
ings were not properly credited. IRS should help USA identify specific 
mdividuals and their earnings SSA should then correct the problem for 
those mdlvlduals, as well as any others similarly affected 

Actions Taken And/Or 
Pending 

1~s and ss~ have made plans to implement our recommendations. Begin- 
rung m 1986, SSA is planning to use information IRS provides to identify 
those individuals who have not received earnings credit SSA also plans 
to work with IRS to obtain the specific earnmgs and identifying data to 
enable SSA to properly credit an mdividual’s earnmgs 
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More Could Be Done to GWGGD-85-21, WWW 

Ensure That Self- IRS could help SSA credit the correct Social Security accounts by makmg 

Employment Earnings sure that whenever it corrects a Social Security number (also known as 

Are Accurately Being 
Taxpayer Identification Number) on a tax return, the corrected number 
is also provided to S&L We estimated that in 1980, IRS furnished mcor- 

Recorded in 
Individuals’ Social 
Security Accounts 

rect numbers to SSA for about 64,600 individuals even though the correct 
numbers were available. As a result, SSA was either unable to credit or 
incorrectly credited about $138.4 million of self-employment earnings. 

Recommendation We recommended that starting wrth the 1980 processing year, the Com- 
missioner of Internal Revenue identify and provide ss~ with self- 
employment records showmg different Social Security numbers for the 
same person or self-employment earnings that were not previously 
provided. 

Action Taken And/Or 
Pending 

IRS has taken action to preclude the future recurrence of this problem 
For past mstances of this problem, IRS is planning to identify and pro- 
vide SSA those individuals’ records who had social security numbers 
listed on their schedules SE different from those shown on their forms 
1040, 
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Wages Erroneously (GAO/GGD-8521,5/28/85) 

Claimed on Self- SSA receives earnings information from employers and IRS Employers 
Employment Schedules report wages earned by their employees, and IRS reports self-employ- 

Resulted in Reporting ment earnings. Because wages affect taxable self-employment earnings 

Errors 
if more than the maximum amount SUbJWt to taxation is earned, wages 
are requxred to be shown on the self-employment [SE) schedule. We 
found that during returns processmg, IRS does not routinely verify wage 
amounts on the SE schedules. As a result, erroneously clarmed wages on 
SE schedules resulted in self-employment errors Based on our sample of 
returns processed in 1980, we estimated that over 26,000 tax returns 
had erroneous wage amounts on the accompanying SE schedules. Thus 
resulted in a net understatement of self-employment earnings of S37 8 
million and a net underpayment of Social Security taxes of $3.1 milhon. 

Recommendation We recommended that the Commissioner of Internal Revenue modify 
existing returns processing procedures to (1) record SE schedules whose 
wages alone equal maximum taxable earnings and (2) verify wages on SE 

schedules for workers with maximum taxable earnings 

Action Taken And/Or 
Pending 

IRS agreed that effective January 1, 1986, it would verify all SE sched- 
ules claiming maximum taxable ear-rungs against wage information 
shown on the taxpayers’ W-2 forms 
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Taxpayers Are Not (GAO/GGD-85-21, 5/28/85) 

Adhering to Certain Self-employed persons engaged m nonfarm work must comply with sev- 
Restrictions for Using era1 provisions of the Self-Employed Contributions Act if they elect to 

an Optional Method of use the nonfarm optional method for determining total net earnings. 

Computing Net Self- 
Two such provlslons are. 

Employment Earnings . The individual must have been self-employed in 2 of the 3 years unmedi- 
ately prior to the year the optional method is used to determme 
earnings. 

. The optional method can, at most, be used five times m a person’s life. 

We examined about 46,200 SE schedules that showed use of the nonfarm 
optional method for the 1982 tax year and found that taxpayers are not 
complying with these restrictions for usmg the nonfarm optional tax 
method. We found that neither IRS nor SSA verifies the “two-of-three pre- 
vious years” requirement. To determine the compliance rate, we 
exammed the earnings histones of 266 nonfarm workers who elected 
the optional method for 1979 SSA’S earnmgs records showed 38.3 per- 
cent of those workers did not meet the requirement. Because the 
optional method allows mdividuals to claxm more than they actually 
earned, these individuals overpaid their Social Security taxes by about 
$11,900, thereby gaining 278 quarters of Social Security coverage and 
about $147,000 m earnings Similarly, we checked the complmnce rate 
for the 46,200 SE schedules showing use of the nonfarm optional method 
for the 1982 tax year and found that 44 3 percent of those workers drd 
not meet the requirement. 

We also found that IRS does not check for comphance with the provision 
that hmlts lifetime use because IRS does not have the means to detect 
violations using the existing returns processing system However, SSA 
has established a detection and notification process. Upon discovering 
mstances of the lifetrme provision being violated, SSA officials send IRS 
the names and Soclal Security numbers of the violators. The information 
1s not complete for IRS purposes, however, because it does not specify 
the years that the taxpayer used the optional tax method. 

In summary, IRS and SSA do not have a systematic way of checking for 
compliance and the agencies are uncertain of the role that each should 
have 
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Recommendation We recommended that the Commissioner of Internal Revenue and the 
Commissioner of Social Security work together to develop a systematic 
way of identifying and correctmg tax and earrungs overpayments for 
self-employed persons who erroneously elected the nonfarm optional 
method of determining their earnings either because they (1) were not 
self-employed in 2 of the 3 previous years or (2) exceeded the 5-year 
usage limit. 

Action Taken And/Or 
Pending 

IRS and SSA have agreed to work together to systematically enforce the 
self-employment optional methods restrictions referred to in our 
recommendation 
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Computational Errors (GAO/GGD-85-21,5/28/85) 

on Self-Employment Although IRS had taken some corrective action to improve its ability to 
Schedules Resulted in resolve computational problems, we found areas where improvements 

Inaccurate Social are still needed. For example, IRS’ computers are programmed to use 

Security Earnings and 
only the total net earnings and wage figures in determining self-employ- 
ment earnings. The computers do not consider, however, whether farm 

Taxes and nonfarm earnmgs actually equal the total net earnings shown In 
thrs regard, we sampled 816,588 of 7,776,920 computerized tax returns 
with SE schedules that IRS processed in 1980 We found that 40,184, 
about 4 9 percent, had a schedule SE with a net earnings figure that did 
not equal farm and nonfarm earnings. We also found that this trend con- 
tinued through 1981 In that year, our examination of 7.7 million com- 
puterized SE schedules showed that 296,040 had a net earnings frgure 
that drd not equal the sum of farm and nonfarm ear-rungs 

Also, we examined nearly 6,000 SE schedules processed in 1980 on 
which taxpayers used an optional method for determming their net 
ear-rungs Of these, 2,300 used the optional method to claim lower earn- 
ings for Social Security tax purposes This 1s generally not a valid reason 
for its use Similarly, of the 169,268 SE schedules processed in 1981 that 
showed use of the optional method, 35,690 showed lower amounts than 
were actually earned. To correct these problems, IRS redesigned the SE 

schedule for its 1983 processing year and decided to use an error reg- 
ister-a computer-generated listing of returns that do not meet specified 
criteria-to review SE schedules for problems with optional method use. 
We exanuned 7,764,516 SE schedules through September 1983 and found 
that 400,791 SE schedules-about 5.2 percent-had net earnmgs that 
seemed to be computed erroneously. 

Recommendations 
I I  -~ - -_ - - - - - -  

We recommended that the Commussioner of Int~~~=al Revenue. 

l Expand use of the error register to rnclude the it: sttuations where the 
sum of farm and nonfarm earnings is less than *Pi.,- i&al earnings 
amount being recorded and rsorrect any identified earnings and tax 
errors. 

l Identify, review, and correct those SE schedules processed in 1983 with 
math problems-similar to attron taken for 1981 processed SE 
schedules. 
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Actions Taken And/Or 
Pending 

IRS agreed to expand use of the error register with a target date for 
lmplementatlon of January 1986. Also, IRS stated that It would identify, 
review, and correct those SE schedules processed in 1983. 
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- (GAO/GGD-g&64,7/8/85) IRS Needs to Improve 
Its Examination During fiscal years 1981 through 1983, IRS assessed over $41 million in 
Selection Process for additional taxes and penalties as a result of examuung tax-exempt orga- 

Exempt Organizations mzations having unrelated business income (UBJ) However, we found 
that a substantral number of UBI examinations resulted in little or no 

Having Unrelated additional tax revenue 

Business Income 
For example, we analyzed IRS data on 8,850 UBI tax returns that were 
exammed by IRS durmg fiscal years 1981 through 1983 We found that 
56 percent of these returns yrelded no addltlonal recommended tax; 41 
percent yielded $4.2 mllhon of the 541.7 million of additional recom- 
mended tax dunng this period; and 3 percent yielded almost $37.5 mil- 
lion of the $41 7 million Therefore, if IRS could have identified and 
examined UBI returns having the most potential for noncompliance, more 
revenue with less exammatrons may have been realized. 

We also found that IRS does not have enough information to fully under- 
stand the nature and magnitude of UBI tax noncomplmnce. Neither does 
IRS have the information needed to develop profiles of highly noncomp- 
liant tax-exempt organizations engaging m UBI actrvity Without such 
mformatlon, IRS’ current process for selectmg such organizations for 
exammatron cannot routinely focus on highly noncompliant tax-exempt 
UBI busmesses These are organizations which regularly do not properly 
report UBI earnings or pay UBI tax due. Therefore, IRS should start 
focusing more on UB1 organizations with a high potential for being 
noncompliant as well as assuring that exempt organizations are oper- 
ating pursuant to their exempt status 

Recommendations We recommended that the Assistant Comnussloner for Employee Plans 
and Exempt Organizations take the necessary action to further analyze 
existing data on UBI tax examinations. We also recommended that infor- 
mation on all types of UBI orgamzations and specific UBI activities be 
developed, collected, and analyzed 

Actions Taken And/Or 
Pending 

IRS agreed that more could be done to improve the selection and exanu- 
nation of UBI returns. IRS acknowledged the possible benefits of devel- 
oping a UBI examination and selection system focusing on those UBI 

organizations having a high potential for bemg noncompliant IRS told us 

Page 36 GAO/GGD8881 Tax Policy and Administration 



Appendix III 
Tax-Related Recommendations Made Lhwhg 
Calendar Year 1985 to IRS a.nd SSA and 
Their Reaponaes 

that a future Taxpayer Compliance Measurement Program is being con- 
sidered to (1) develop more refined selection procedures for UBI exanu- 

nations and (2) collect specific information on all UBI activities and 
aspects of noncompliance. If such a program 1s implemented, its results 
should be available in 1988 or later, according to IRS. Once this informa- 
tion is collected and analyzed, we believe IRS should be in a better posi- 
tion to fully implement a selection process to focus on those UBI 

organizations having a high potential for noncompliance. 
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GAO Fkducts on Tax Matters Issued During 
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Title Date 
Congress Should Consider Changing Federal Income Taxation Of The 
Property/Casualty Insurance Industry (GAO/GGD-85-10) 

Statlstlcal Data On Tax-Exempt Organlzatlons Earning Unrelated Business 
Income (GAO/GGD-8543) 

3/25/85 

3129185 

State Income Taxation Of Non-Resident Railroad Employees (GAO/GGD-85 
461 4/l l/85 

AdmInIstrative Changes Could Strengthen IRS’ Claims For Rewards Program 
(GAO/GGD-85-11) -- 4/l 9185 

lnformatlon On Various Matters Relating To The Phlladelphla Service Center 
(GG5951 

lnformatlon On IRS Taxpayer Assistance Actlvltles (GG5-36) 

IRS’ Information On Revoked Tax-Exempt Organlzatlons Could Be Improved 
(GAO/GGD-85-36) __- 

4/24/85 

4/26/85 

5/l 4185 

IRS and SSA Can Improve The Venflcatlon And Recording Of Data Provided 
By Self-Employed Taxpayers (GAO/GGD-85-21) 

IRS Is Taking Actlon To Improve The Quality Of Its Small Corporation Audits 
(GAO/GGD-8526) 

IRS’ Examination Selection System For Exempt Organlzatlons’ Unrelated 
Business Income (GAO/GGD-85-64) 
1984 Annual Report On Tax Matters (GAO/GGD-85-65) 

5/28/85 

6/l 2/85 

7/08/85 

8/02/85 
Information On IRS Service Centers In Austin, Texas And Fresno, California 
(GAO/GGD-85-89) 
lnltlal Results Of A Survey On Employee Stock Ownership Plans And 
Information On Rebated Economic Trends (GAO/PEMD-85-11) 

9 /30/85 

g/30/85 
InformatIon On How The Property/Casualty Insurance Industry Is Taxed 
(GAO/GGD-86-i6FS) 
InformatIon On Selected Tax Treaties And Information Agreements (GAO/ 
GGD-86.22FS) 

1 o/ 16/85 

11/01/85 
A Change In Foreign-Owned U S Corporation Reporting Requirements 
(GAO/GGD-86-19) -~ 
Information On IRS’ Cnminal lnvestiaatlon Division (GAO/GGD-86.23FSI 

Information On IRS’ Phlladelphba Service Center (GAO/GGD-86.25FS) 

Business Energy Investment Credit (GAO/GGD-86-21) 

Information On Stock And Mutual Segments Of The Life Insurance Industry 
(GAOiGGD-86-31 FSi 

1 l/01/85 

11/08/85 

11/22/85 

12/06/85 

12/l 2/85 
The Federal/State Tax InformatIon Exchanae Proaram (GAO/GGD-86-8) 12/l 3/85 

Page 38 GAO/GGD-EU%Sl Tax Policy and Administration 



Appendix V 

Testimonies Given on Tax Matters by GAO 
Officials Before Various Committees of the 
Congress During Calendar Year 1985 

GAO Official Congressional CommIttee Subject Matter Date 
Johnny C. Finch SubcommIttee on Oversight, House Committee Admlnlstratlon’s Fiscal 1986 Budget Request 
Senlor Associate on Ways and Means for the internal Revenue Service 
Director 
General Government 
Dwslon 4/29/85 _-.- 
Johnny C. Fmch Subcommittee on Commerce, Consumer and US Cltlzens Living In Foreign Countries and Not 
Senior Associate Monetary Affairs, House Committee on Filing Federal Income Taxes 
Director Government Operations 
Genera Government 
DIVISION 5/8/85 

William J. Anderson Subcommittee on Economic Stabllizatlon, Taxation of the Property/Casualty Insurance 
Director House Committee on Banking, Finance and Industry 
General Government Urban Affairs 
DIVISION 5j17ja5 
Ralph V. Carlone Subcommlttee on Oversight, House Committee Use of Tax-Exempt Bonds In Flnanclng 
Deputy Director on Ways and Means Multtfamily Rental Housing 
Resources and 
Economic Development 
Division 6/21/05 
William J. Anderson House Ways and Means Committee Taxation of the Property/Casualty insurance 
DIrector industry 
General Government 
Division 7/19/85 I-- 
Willlam J. Anderson Senate Committee on Finance Taxation of the Property/Casualty Insurance 
Director industry 
General Government 
Drvwor~ 10/l/85 
William J. Anderson Permanent Subcommittee on Investigations, Federal Regulatory Agency’s Efforts to Assure 
DIrector Senate Committee on Governmental Affairs Bank Secrecy Compliance 
General Government 
Dw.lon ioj29ja5 
Johnny C. Finch SubcommIttee on OversIght, House Committee IRS’ Service Center Operations 
Senior Associate on Ways and Means 
Dwector 
General Government 
Dwwon 12j16j05 
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Appendix VI 

Tax-Related Assignments Initiated by GAO 
Pursuant to 31 U.S.C. 713 During Calendar 
Yeax 1985 

Subject Matter 
Federal Excise Tax on Imported Merchandise 

ObjectIves 
To determlne the extent of compllance/noncompllance 
with the excise taxes on Imports 

Month Started 
March 

To Identify and evaluate alternative ways to collect the 
taxes In a more timely and effective manner 

IRS’ Efforts to Reduce Data Transcription Costs 

To evaluate the feasibility of IRS obtaining information 
from other sources to promote compliance 
To determine whether the systems being implemented to March 
electronically read and transcribe paper information 
returns onto magnetic tape are the most cost beneficial 

To determine whether operational problems exist and the 
extent to which these problems have been resolved 

To determlne whether planning and testing, prior to 
servicewide Implementation, have been adequate to 
prevent operatlonal problems 

To determine whether new systems have been effectively 
integrated with other related systems 

Safeguarding Tax Return Information 

To determine whether other posslbllltles exist where IRS 
could benefit from the use of recognition technology 

To Identify all pa%s authorized access to tax data and March 
the uses being made of that data 

To assess IRS’ guidance on safeguarding tax information 
and how IRS monitors the effectiveness of tax security 
procedures implemented by those authorized access to 
tax data 

To document the safeguard controls used by IRS and tax 
information recipients 

To identify agencies’ practices and procedures for dealing 
with allegations of possible misuse of tax return 
Information 

Use of Bank Secrecy Act Data by Law Enforcement To review IRS’ procedures for processing Currency April 
Agencies Transaction Reports 

To identify and analyze IRS’ written procedures regarding 
compliance with the act for those financial institut!ons 
whrch IRS IS responsible for examining 

To review the tralninq and qualifications of IRS’ examiners 
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Appendix VI 
Tax-Related Amgnments Initiated by GAO 
Pursuant to 31 U.S.C. 713 During Calendar 
Year 1986 

Subject Matter 
Identifying and Collectmg Taxes from Overseas 
Taxpayers Using APO or FPO Addresses 

Objectives Month Started 
To determme how IRS could best handle collection cases June 
involving U S taxpayers who use an APO or FPO 
address 

UnrepoRed Business Income Matchmg To measure the extent to which small businesses are not July 
reporting income, such as Interest and dividends 

To determine the economic feastblllty of matching income 
Information returns against business income tax returns 

IRS’ Integrated Data Retrieval System 

To evaluate the need for tax policy changes to control 
underreportlnq when administrative approaches prove 
IneffectIve - 

To evaluate the system’s effectiveness in meeting user October 
needs 

To evaluate plans to expand the system 

Allen Nonfilers 

To evaluate the impact of these plans on service centers’ 
computer resources 

To develop lnf&matlon on the extent of tax revenue October 
losses resulting from nonflllng and income underreporting 
by resident and nonresident aliens In the United States 

To evaluate the effectiveness of IRS’ efforts to Identify 
and collect taxes due on income earned by such allens 

To evaluate the usefulness of rnformatlon documents IRS 
receives from U S tax withholdIng agents concerning 
alien income 

To assess the level and effectiveness of coordlnatlon 
among IRS, State Department, lmmlgratlon and 
Naturalization Service, and Social Security Admrnlstratlon 
concernina allens in the U S 
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Appendix VII 

GAO Order Relating to Audit Assignments 
Involving Access to Tax Infomation 

GAO FORM 379 Mug 721 

Unrted States 

Genemi Accouotmg Offlce 

Clperatlons Manual 

Order 

I “135t--I 

AUDIT ASSIGNMENTS INVOLVIVG 
ACCESS TO TAX INFORMATION 

D,rrributron 3 C N, R, and S In,t,.tmd by General Government Division 
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Appendix M 
GAO Order Relating to Audit Assignments 
Involving Access to Tax Information 

keptember 74, 1985 0135. I 
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APPENDIX 2. 

APPENDIX 3. 

APPENDIX 4. 

APPENDIX 5. 

APPENDIX 6. 

APPENDIX 7. 

APPENDIX 8. 

APPENDIX 9. 
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Appendix VII 
GAO Order Relating ta Audit Assignments 
ln~olvlng Access to Tax Information 

GAO FORM 371 I&p 72) 

Umted States 

General Accounting Office 

Operatrons Manuot 
Order 
1 
September 24, 1985 

Subject: MIIIT ASSIGNHENTS INVOLVING ACCESS TO TAX INFORMATION 

1. PURPOSE, SCOPE, ARD APPLICABILITY. The purpose of this order 1s to 
provide guidance for determinIng whether and how the General Accounting Office 
(GAO) may obtain access to tax information for a particular assignment and to 
ensure compliance with laws and regulations for protecting the confldentlallty 
of such information. Specifically, the order 

a. cites GAO’s statutory authority to obtain and review tax InformatIon 
during audits of the Internal Revenue Service (IRS); the Bureau of Alcohol, 
Tobacco, and FIrearms (BATF), and other federal, state, and local agencies; 

b. establishes policies and procedures for inltlating, conducting, and 
completing assignments requiring access to tax InformatIon; 

C. states policies and procedures for precludlog the unauthorized 
disclosure of tax information in GAO’s custody, 

d. establishes security standards governing the transmission, custody, 
and disposition of tax Information consistent with statutory provisions; 

0. establishes recordkeeping and reporting requirements, and 

f. applies to all GAO organizational elements. 

NOTE. References throughout this order to the safeguardIng of tax Information 
mean the safeguarding of Information so as to preclude the unauthorized dis- 
closure of tax informatton in any form that Identifies, either directly or 
indirectly, a particular taxpayer. Nothing fn this order shall be construed 

as authorizing disclosure, dissemination, release, haodllog, or transmission 
of tax information contrary to specific provisions of any law. 

2. SUFEESESSION . This order supersedes GAO Order 0135.1, August 25, 1980. 
Revision has been so extensive that asterisks have not been used to Indicate 
changes. 

3. NEwmcEs. 

a. 26 U.S.C. 6103, 7213, and 7431 

b. 31 U.S.C. 713 and 719 

1 c. 18 U.S.C. 1905 

1 
Dastr~but,.n C, N, R, and 9 1natt.r.d by General Government Dlviston 
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Appendix M 
GAO Order Relating to Amdit Assignments 
Involving Access to Tax Information 

11135.1 September 2lr, 1985 

d. GAO Order 2752.1, Adverse Actrons. 

P. GAO General Polrcy Manual, Chapter 6, Access to Records. 

f. IRS Publtcatlon 1075, Tax Information Security Guidelines, (Rev. 7-83). 
Puhllcatxon 1075 may be obtatned from the &neral Government Division’s (GO), 
Issue Area Coordinator for Tax Policy and AdminIstration. 

4. laws. 

a. IXZD Fnrm 4, Tax Admtnlstratlon Disclosure Control Document 

h. CCD Form 8, Record of bceipt 

c. GAO Form lOOA, Assignment Authorization/Cont~nuatIon Sheet 

d. GAO Form 319, Actton Routing Slip 

e. GAO Form 393, Routing and Control Record 

5. DEFINITIONS. 

a. The term ‘tax information” means returns, return information, and tax- 
payer return information as defined rn 26 U.S.C. 6103(b), including informatIon 
provided to IRS by foreign governments under the exchange of Information arti- 
cles of tax treaties. (See appendix 1 for statutory definttron of “return,” 

“return rnformatinn,” and ‘taxpayer return tnformatIon. ) 

b. The term ‘program dtvision’ refers to any headquarters division that 
initiates an assignment involving access to tax information. 

6. DELEGATION OF ADTNORITY. In accnrdance with 31 U.S.C. 713(b)(2), the Comp- 

troller General designates in writing every 6 months the GAO employees who are 
to have access to tax information. Authority is hereby delegated to 
the Director, GGD, to make interim designations in writing, as necessary in 
connection with any assignment. The authority to make interim designations Is 
redelegated to the Associate Director Eor Tax Policy and Adminfstration, GGD. 

7. GAO’S ACCESS To TAX INFORN&TION. Whether and how GAO has access to tax 
informatton on a gtven audit assignment is dictated by the source or initiator 
of the work berng done. In this regard, audrt assrgnments are divided loto two 
broad ca tegorr es (a) assignments rnltlated at the roqwst of tax writing com- 
mrttees or other congress~onnl commtttees with access authority and performed 
wrth GAO employees as therr designated agents and (b) self-lnlttated assignments 
and request asslanments not covered by (a). Furthermore, under either (a) or 
(h), GAO may have access to rnformatron provided to IRS by Eorelgn governments 
under tax trestles, IE those treatres spec~flcally allow GAO such access. GAO’S 
arress authorrty under each category IS subject to certarn llmitatrons and 

procedures that are set forth 10 the succeeding paragraphs. Refer questIons 

concerning GAO’s accessrbility to tax loformation for a partrcular assignment 
to GGD’s Issue Area Cnordlnatnr for Tax Pnllcy and Admlnlstratlon. 
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Appendix VII 
GAO Order Relating to Audit hsignments 
Involving Accem to Tax Information 

September 24, 1985 0135.1 

a. Self-Initiated Assignments and Requests from Member, of Congress and 
from Committees Not Authorized Access to Tax Information. 

(1) GAO has access to tax lnformatlon Eor the purpose of auditing IRS 

and BATF. 26 U.S.C. 6103(1)(7)(A). 

(2) GAO has access to tax lnformtlon in the possession of federal 
agencies, other than IRS and BATF, for the purpose of auditing the programs or 
activities for which those agencies obtained the tax InEormation. For example, 
the Social Security Administration (SSA) collects and uses tax information on 
earnings and withheld taxes for the purpose of admlnlstering certain benefit 
programs. GAO has access to that tax informatIon, but only for the purpose of 
auditing SSA’s administration of those programs and only after certain 
notification procedures have been completed. 26 U.S.C. 6103(1)(7)(B)(i). 

(3) GAO ha s access to tax information that certain federal agencies are 
authorized to obtain even if those agenclos have not exerrlsed that authority. 
These agencies must be authorized access to tax InEormation under 26 U.S.C. 
6103(l) or (TO). GAO’s access, however, is limited to audits of those programs 
or activities for which the agency 1s authortzed access. For example, GAO would 
have access to the tax information which the Pension Benefit Guaranty Corpora- 
tion (PBGC) 1s authorized to obtain from IRS to administer its terminatton 
insurance program. GAO has access to that tax informatlon even If PBGC has not 
obtained the information from IRS. However, GAO cannot gain access to that tax 
information unless its objective is to evaluate the terminatloo Insurance pro- 
gram and then only after certain notification procedures have been completed. 
That is, GAO would not have access for the purpose of determining whether PBGC 
could use the tax information to enhance its adminfstratlon of any other pro- 
gram. 26 U.S.C. 6103(i)(7)(B)(i1). (See appendix 2 for furthpr informatloo 
regarding GAO’s access authority under this paragraph.) 

(4) GAO has access to tax informatIon In the custody of Eederal, state, 
and local agencies for the purpose of determining If the agencies’ procedures 
and safeguards meet statutory requirements and ensure the confldentiallty of tax 
information. 26 U.S.C. 6103(p)(6)(A). 

b. Assignments Undertaken as Agents of Congressional Committees Authorrzed 
Access to Tax Information. GAO has access to tax information for auditing any 

agency or irrogram when it is acting as a duly designated agent of a tax wrttina 
committee--the Joint Committee on Taxation (or that Committee’s Chief of StaEE), 
the Senate Committee on Finance, or the House Committee on Ways and Yeans. GAO 
also has access to tax information when acting as a duly designated agent For 
other congressional committees authorized access to tax Information by a 
congressional resolution. 26 U.S.C. 6103(f)(4). 

C. Assignmeots Involvlog Access to Tax Treaty Informtion. GAO has access 
to information provided to IRS by foreign governments under the exrhanae of 
information articles of certain tax treaties for the purpose of auditing IRS’ 
administration of the taxes covered by the treaty. Such assignments may be 
self-initiated or conducted as a duly designated agent of a commlttee authorized 
access to tax treaty information. Refer questions concerning whether or not GAO 
has access under a pattitular treaty to GGD’s Issue Area roordlnator for Tax 
Policy and Administration. 

1 1 
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Involving Access to Tax Information 
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8, IKITIATIIW: ASSIGNHEHTS RRQUIRI~ ACCESS TCI TAX INFO~IOtV. There are vary- 
inn notification orocedures that must be carried out before GAO can obtain 
access to tax information. The procedures differ for (1) asstgnmente cooductad 
as duly designated agents of tax writing committees or other congressional corn- 

mittees authorized access to tax information by a congressional resolution and 
(2) self-initiated assignments and request assignments not covered by (1). The 
procedures also differ depending on the agencfes involved in the assignment. 
The Associate Director for Tax Policy and Admtnistration, GGD, is responsible 
for coordinating the initiation of all assignments for which access to tax 
information is required. The notification letters required to initiate an audit 
must be processed through the Associate Director or his/her designee. The geo- 
era1 policies and procedures pertaining to notification letters follow. Before 
preparing any written material, however, the initiating division discusses the 
proposed assignment with the Associate Director for Tax Policy and Admini- 
stration. (See appendix 3 for detailed information on the notification 
procedures.) 

a. Self-Initiated Assignments and Requests from Members of Congress and 
from Committees Not Authorized Access to Tax Information. 

(1) Joint Committee Letter. The Joint Committee on Taxation must be 
notified by the Comptroller General of each such assignment and given 30 days to 
evaluate GAO’s need for access to tax information. The joint committee can dis- 
approve that access by a vote of two-thirds of its members within the 30-day 
period. 26 U.S.C. 6103(1)(7)(c). 

(a) At least 90 days before access to tax information is required, 
the program division prepares (1) a draft letter notifying the Joint Committee 
on Taxation of the assignment and (2) a tentative assignment justiEicatfon (GAO 
Form lOOA). Cite in the notification letter GAO’s audit and acces6 authority, 
describe the assignment’s objective and scope, state GAO’s need for access to 
tax information, and illustrate that need by briefly describing how tax 
information will be used in meeting the assignment objectives. If the 
assignment is of the nature described in paragraphs 7a(2) or (3), also state in 
the letter that in using tax information and in formulating recommendations, GAO 
will consider any potential impact on tax adminlstration and taxpayer 
confidentiality. If the assignment is of the nature described in paragraph 
7a(3), state in the letter that in evaluattng its need for access to tax 
information, GAO has considered the burdens that such access would impose on 

IRS. (A sample letter appears in appendix 4.) 

(b) The program division forwards the draft notification letter 
and tentative GAO Form 1flOA to CGD’s Issue Area Coordinator for Tax Policy and 
Administration. Within 2 weeks, the issue area coordinator reviews those 
documents and notifies the program division of any suggested changes. Once 
revised, if necessary, the notification letter, still in draft, is returned to 
the issue area coordinator for delivery to the staff of the joint committee. It 
is our practice to send the draft letter to the committee staff before sending 
it officially to the committee so as to take advantage of the staff’s expertise 

and to identify any aspects of our notification letter that should be 
clarifted. After the letter has been reviewed by the committee staff and 
revised, if appropriate, the program division forwards it, in final form, to the 
4ssociate Director for Tax Policy and Administration along with the draft GAO 

4 
- 

I 

I 

I 
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Form 1OOA and a GAO Form 319, Action Routing Slip. (A sample GAO Form 319 
appears in appendix 5.) The associate dlrector forwards the package to the 
Comptroller General for signature. 

(c) After the norlflcatlon letter 1s sxgned by the Comptroller 
General, the program division delivers it to the Chief of Staff of the Joint 
Committee on Taxation along with a GCD Form 8, Record of Receipt. This form 1s 
completed by the ~olnt committee at the time of dellvery. (A sample GGD Form 8 
appears III appendix 6.) Once the letter has been delivered to the Chief of 

1 Staff and CGD Form 8 has been completed, copies are provided to the recipients 
ldentlfled III appendix 3. 

(2) Agency Head Letter. 

(a) After the Joint CommIttee on Taxation has approved GAO’s 
access to tax Information, usually by letting the 30-day period expire, a writ- 
ten notlficatlon of the assignment must be provided to the head of the Eederal 
agency that is to provide the tax Information. The letter cites GAO’s audit and 
access authority, the subject of the assignment, and the date the Joint Commit- 
tee OI-I Taxation was notified. It should also formally request access to the tax 
Information and include, as enclosures, copies of the joint committee letter and 
the GGD Form 8. (Sample letters appear I* appendix 7.) 

(b) The program dlvislon drafts the letter and forwards it for 
processing to GGD’s Issue Area Coordinator for Tax Policy and Admlnlstratlon 
within 15 days of the date of the Joint committee letter. The issue area coor- 
dinator notifies the program dlvlslon of any suggested changes. The program 
dlvlsion then forwards the letter in final form, along with an action routing 
slip, to the Associate DIrector tor Tax Policy and AdmInistration, CGD, who for- 
wards it to the Comptroller General for signature. The stgned letter is then 
returned to the associate director for dating. (The date is generally no ear- 
leer than 31 days after the date on the GGD Form 8.) The dated letter IS given 
to the agency that is ta provide the tax Information. Copies are provLded to 
the reclplents ldentlfled I” appendix 3. 

1 (3) Liaison Letter. After the agency head has been notlfled of an 
assignment as discussed in paragraph 8a(2), agency llalson offlclals must be 

notified in writing of GAO’S need to review tax InformatIon& The procedure dls- 
1 cussed below applies only to assignments for which tax informatlon IS to be ob- 

tained from IRS or BATF. If the assignment Involves access to tax rnformatlon 
at an agency other than IRS or BATF, the program drvislon 1s responsible for 

I 
identifying and satlsfylng any llalson requirements. 

(a) The program dlvlsron should draft the llalson letter no later 
than 15 days after the date of the joint committee letter. The Liaison Letter 
states GAO’s Intent to lnitlate a study, analysis, or evaluation (rather than a 
survey or review); cites the Job code, states GAO’s need far access to tax 
information, lists the agency organlzacional units and/or locatlons Involved, 
states the date that GAO plans to begin the assignment (which must be at least 2 
weeks after the date of the lerter to give IRS and BATF time to arrange for 
disclosIng the Information to GAO), and requests that the appropriate offlclals 
be notlfled of GAO’s assignment plans. (A sample letter appears in appendix 8.) 
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(b) The program division forwards the draft letter to GGD’s Issue 
Area Coordinator for Tax Policy and Administration for processing. The issue 
area coordinator notifies the program division of any suggested changes. The 
program division forwards the letter, in final form, to the Associate Director 
for Tax Policy and Administration for signature. The letter fncludes, as enclo- 
sures, copies of the joint committee letter, the GGD Form 8, and the agency head 
letter, and is dated one day after the date of the agency head letter. The 
signed letter and copies are delivered to the recipients identified in appendix 
3. An additional letter is needed each time a new location is Included tn an 
assignment. 

b. Assignments Conducted as Duly Designated Agents of Committees Authorized 
Access to Tax Information. For these assignments only one letter is required, a 
letter to the agency from which tax information is to be obtained. 

(1) As goon as a request letter is received, the program division must 
prepare a letter notifying agency officials of the assignment and the need for 
access to tax information. The letter cites the job code and the anticipated 
work sites and includes the request letter as an enclosure. Letters to IRS or 
BATF should refer to the assignment as a study, analysis, or evaluation (rather 
than a survey or review); state the date that GAO plans to begin the assignment 
(which must be at least 2 weeks after the date of the letter); and request that 

appropriate officials be notified of GAO’s assignment plans. (A sample letter 
appears in appendix 8.) 

(2) The program division forwards the draft letter to GGD’s Issue Area 
Coordinator for Tax Policy and Administration. The issue area coordinator 
notifies the program division of any suggested changes. 

(3) If the letter is addressed to IRS or BATF, the program division 
forwards the letter in final form to GGD’s Associate Director for Tax Policy 
and Administration for signature. Otherwise, the program division is respoo- 
sible for getting the letter signed. The signed letter and copies are delivered 
to the recipients identified in appendix 3. 

9. Dl3SfWTION OF GAO EMPLOYEES BAVING ACCESS TO TAX INFORMATION. GAO employ- 

ees are not entitled co possession of, knowledge of, or access to tax informa- 
tion solely by virtue of the office or position held. Rather, access to tax 
information within GAO is limited to those GAO employees who need to obtain 
and/or review such information in conjunction with an assignment described under 
paragraph 7 and have been designated in writing by the Comptroller General or 
his designee as having access to such information. These written designations 
are made before the start of assignments and at certain specified intervals and 
are not effective until they have been distributed to the appropriate congres- 
sional committees and agencies. The designations must include any GAO employee 
who will need access to the tax information, including administrative staff, 
attorneys, and other office personnel. In this regard, consultants can be 
included on designation lists and thus authorized access to tax information only 
if they are classified as special government employees under title 5 of the 
U.S. Code; they can not be included if they are classified as independent 
contractors. GAO’s policies and procedures for prepar ‘< and dlstributlng 
written designatioos follow. 
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a. Self-Initiated Assignments and Requests from Non-Ta bJr1 t1og committees 
and Members of Congress. 

(1) The ComptrolIer General, at six-month intervals, designates ifl 
writing each GAO employee who is to have access to tax loformatlon. These 
designations are updated monthly by the Associate Director Ear Tax Policy and 
Administration, GGD, pursuant to the delegattoo of authortty made under 
paragraph 6. 

(2) The associate director deltvers certified copies of the semi-annual 
lists and monthly updates to (a) the Joint Committee on Taxation, (b) the Senate 
Committee on Finance, (c) the House Committee on Ways and Means, (d) the Senate 
Committee on Governmental Affairs, (e) the House Commlttee on Government 
Operations, (f) IRS, (g) BATF, and (h) the program dlvlsjons responsible for 
assignments that require access to tax information. 

(3) Before the initiation of assignments described under paragraphs 
7a(2) and 7a(4), the Associate Director for Tax Policy and Admlnlstration, GCD, 
provides the program divlslons with certlfled copies of ltsts of those GAO 
employees from the above lists who are to have access to tax information in the 
agency’s possession. The prngram dtvfsions are responstble for delivering 
copies of the ltsts to the appropriate agenctes. The associate director 
prepares updated listings for these agencies when staffing changes occur. 

b. Assignments Conducted as Agents of the Joint Committee on Taxation. 

(1) The Comptroller General, at six-month intervals, designates in 
writing each GAD employee who Is authorized access to tax information as an 
agent for that committee. The Associate Director Ear Tax Policy and 
Administration, GGD, updates the designations monthly. 

(2) The associate director delivers certified copies of the semi-annual 
and monthly lists to the Joint Committee on Taxation, IRS, and the program 
divisions responsible for assignments that require access to tax informatton. 

(3) For an assignment Involving an agency other than IRS, the associate 
dlrector, before inttiatioo of the assignment, provtdes the responsible program 
division with a certified copy of a list of GAD employees who are to have access 
to tax inforwtlon for the assignment. The program division delivers the lrst 
to the agency. The associate dfrector prepares updated listings when staffing 
changes occur. 

C. Assignments Conducted as Agents of the Senate Committee on Finance or 
the House Committee on Ways and Means. 

(1) The Comptroller mneral, prior to initiation of the assignment, 
designates in writing each GAG employee who is authorized to have access to tax 
Information. These deslgnatlons are updated by the Associate Director for Tax 
Policy and Admintstration, GGD, as staffing changes nccur. 
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(2) The associate dtrector delivers certrfied copies of the initial and 
updated lists to (a) the committee for which GAO 1s acttng as an agent, (b) IRS or 
BATF, if appropriate, and (c) the program dlvlsion responsible for the assignment. 
The program dlvislon delivers copies of the lists to agencies other than IRS and 
EATF who will provide tax information as part of the asstgnment. 

d. Program Division Responsibllitres. 

(1) For selE-Initiated assignments and assignments undertaken as agents 
of the Joint Commlttec on Taxatlon,program division directors must advise GGD’s 
Issue Area Coordinator for Tax Policy and Admtnistration, by the 15th of each 
month, of the employees who are to be added to or deleted from the prior month’s 
designation list. For assignments undertaken as an agent of the House Committee on 
Ways and Means or the Senate Committee on Finance, program dlvislon directors must 
advise the Issue area coordinator, as soon as possible, of changes that are needed 
to the designation list. For all assignments, directors should provide the full 
name and title of the employee, the assignment code, and, If applicable, the name 
of the coonnittee for which the employee is to act as an agent. This information 
is needed for all headquarters, region, and staff offlce professional and admini- 
strative employees who are to be assigned to or released from assignments requiring 
access to tax information. 

(2) Program divisions are responsible for assuring delivery of certified 
copies of the lists to agencies, other than IRS and RATF, that are to provide tax 
information. 

(3) Program divisions are responsible also for assuring that tax informa- 
tion is obtained and/or reviewed by only those employees who have been designated 
by the Comptroller General or his designee as having access to such information. 

10. EESTlUCl’IONS ON DISCLOSING TAX INFORNATION. The confidentiality of tax infor- 
matlon is closely protected by U.S. statutes. Unless specifically authorized, 
government employees, including those of GAO, are expressly prohibited from dls- 
closing tax Information. There are severe criminal and civil penalties for maktng 
unauthorlsed disclosures. GAO employees are responsible for protecting the confi- 
dentiality of tax information and for preventing unauthorized disclosures. 

a. Authorized Disclosures. GAO employees are expressly prohibited by statute 

from disclosing tax informatlon in a form that can be associated with, or otherwise 
identify, either directly or indirectly, a particular taxpayer except as provided 
below. 26 U.S.C. 6103(1)(7)(A), 31 U.S.C. 713(b)(3). 

(1) Wlthin GAO, tax information may only be disclosed to employees who 
(a) by virtue of their involvement in an assignment, have a need to examine such 

lnformatlon and (b) have been designated as having access to the Information under 
the procedures set forth under paragraph 9. 

(2) Outsfde of GAO, tax information may be disclosed only to the Joint 
Commtttee on Taxation, the Senate Committee on Finance, or the House CommIttee 
on Ways and Means, but only when GAO 1s acting as a duly designated agent of one 
of those committees and when the committee for which GAO 1s an agent 1s. sltttng 
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in closed executive session. The program dlvislons must cr >rdlnate any r~queqts 
for, or potential disclosures of, tax informatxan with the Associate Director 
for Tax Policy and Administration, GGD. 

b. Penalties For Unauthorized Disclosures. 

(1) DIsciplinaty action, including reprimand and suspension, may be 
taken against employees who make an unauthorized disclosure of tax information. 
(See GAD Order 2752.1, Adverse Actions.) 

(2) GAO employees who willfully make an unauthorized disclosure are 
subject to criminal penalties. An unauthorized disclosure is a felony, punish- 
able upon conviction by a fine of up to $5,000 and/or a Jail term of not more 
than 5 years. upon conviction, the employee will be discharged from employ- 
ment. 26 U.S.C 7213(a)(l), 18 U.S.C. 1905. 

(3) Civil penalties are also provided for unauthortzed disclosures of 
tax information. The taxpayer involved can initiate a law sutt for civil 
damages against the United States. 26 U.S.C. 7431. 

11. !3WESUAlUlZAG TAX INFORHATION. To protect the confidentiality of tax infor- 
aration and to prevent its unauthorized disclosure, GAO has developed safeguard 
procedures that have been approved by the Secretary of the Treasury. The 
Secretary may refuse GAO further access to tax Information if these procedures 
are not fully observed by GAO employees. ALSO, the Secretary is required to 
report any safeguard deficiencies to the appropriate congressional committees. 
GAO employees with access to tax Lnformatinn are responsible for carrying out 
the following safeguard procedures. 

a. Disclosure Accounting. GAO is required to malotain a permanent system 

of records to account for all discLosures of tax fnformatlon made to or by it. 
26 U.S.C. 6103(p)(4)(A), 26 U.S.C. 6103(p)(6)(B)(i). 

(1) Tax Information Disclosed to GAO. IRS, BATF, and other federaL 
ageoctes that disclose tax information to GAO are responsible for determining 
when such a disclosure has occurred and for documenting each disclosure. GAO 
relies on such determinations and recordings as the basis for its recordkeeping 
system. Program divlsLons are responsible for ensuring that their employees 
obtain and record this informtlon in accordance with the procedures described 
be low. 

(a) GAO staff at the locatlon where tax information is received 
arranges with appropriate agency officials to nbtaln, on a daily basis, a copy 
of each agency record of disclosure to GAO. Agency personnel are responsible 
for preparing these records. Generally, IRS personnel record disclosures to GAO 
on IRS Forms 5466 and 5466A. Other agencies may have different disclosure 
forms. GAO staff members are responsible for identifying these forms. 

(b) The copies of the agency’s disclosure forms or other records 
are used hy the GAO staff for dally posting to GGD Form 4, Tax Adminlstratlon 
Disclosure Control Document. A separate form must be kept by each GAO work 
location for each job code. (A sample T&D Form 4 appears in apppndlx 9.) 
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(c) On the last day of every month, the GAO staff at each work 
location must forward a copy of the WD Form 4 showing the month’s postings to 
the Associate Dtrector for Tax Policy and Administration, GGD. If no disclo- 
sures were made during the month, a GGD Form 4 must be forwarded reflecting that 
fact. If the agency disclosure officer at a particular location requests a copy 
of the month’s postings, it should be provided. 

(d) The GAO staff at each work location maintains the original r&D 
Form 4s and copies of the agency’s dfsclosure forms or other supporting records 
in a separate folder at each work location until the audit work is completed. 
At that time, the folder is sent to the Associate Director for Tax Policy and 
Administration, GGD. 

(2) Tax Information Disclosed by GAO. As dlscussed under paragraph 
lOa( any requests for access to tax information made to GAO must be referred 
to the Associate Director for Tax Policy and Administration, CGD, who is 
responsible for responding to and accounting for such requests. 

b. Controlling Access to Tax Information. GAO employees are responsible 
for controlling access to tax information in their possession. Program division 
directors are responsible for ensuring that all GAO employees on assignments 
within their areas of responsibility are familiar with the appropriate agency 
standards regarding the safeguarding of tax information and the policies and 
procedures set forth in this order. Any employee who has knowledge of the loss 
or possible compromise of any tax information must promptly report the circum- 
stances to the Associate Director for Tax Policy and AdmInistration, GGD, who 
will take appropriate action. 

c. Physical Control Over Tax Information. GAO employees are responsible 
for maintaining physical control over the tax information in their possession. 
The tax information must be controlled in a manner that is consistent with the 
security standards set forth in IRS’ Publicatton 1075. Tax Information Security 
Guidelines, any additional standards established by the agency that provided the 
information to GAO, and the policies and procedures set forth in this order. 
Program division directors are responsible for ensuring that all GAO employees 
on assignments within their areas of responsibility are familiar with all 
appropriate physical security standards. For example 

(1) All workpapers and workpaper bundles containing tax information 
must be marked ‘access limited to GAO personnel designated for this assignment.’ 

(2) Computer flies containing tax return information must be protected 
against disclosure to unauthorized personnel when being processed at non-IRS 
computer facilities. The following safeguards must be adhered to: 

(a) All magnetic media, files, reports, and related items must 
relnain under the direct control of an authorized GAO employee before, during, 
and after processing. 

(b) Tax information must not be left in the computer memory at the 
end of processing. While tax data Is resident in memory, access must be limited 
to authorized applications. 

10 
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(c) All undesired computer listings and reporLa must be properly 

disposed of by a GAO employee who has been authorized access to tax 1nformatIon. 

(3) Tax information, worktng papers, and magnettr media (such as com- 
puter tapes and electronic word processing d1sk.s) contalnlng tax Infnrmatlon 
must be stored in authorized metal cabinets with locks rnaalntained in secure 
areas under the control of employees who have been authorized access to tax 
information. 26 U.S.C. 6103(p)(4)(B). 

(4) Tax information must not be discussed over telephone 11~s that are 

not secure and must be transmitted electronically 1” accordance with GAO- 
prescribed controls. 

(5) When tax fnformatlon, working papers, and magnetic medra containing 
tax loformatlon cannot be hand-carried, they must be sent by reglstered mail 
with a return receipt to be slgned by an employee authorized access to tax 
f nformation. Tax information sent 10 an envelope must be double sealed and the 
inside envelope marked to be opened by addressee only.” Shipments of tax 
information must be documented and monitored to ensure that they are promptly 
received. A GAO Form 393, Routtng and Control Record, must be completed in 

duplicate. The original remains with the sender, the copy accompanies the 
IlLailing. 

(6) GAO will not retain custody of original returns after an assignment 
Is completed, except by special arrangement made with the Commissioner of 
Internal Revenue or the Commissioner’s designee. GAO ~111 return orlglnal 
returns to LRS. 

(7) When copies of returns and working papers conta1nin.q tax infarma- 
tion are no longer needed, they should be transferred to the Federal Records 
Center. Because special procedures apply to the transfer of tax information, 
the program division should contact GGD’s Issue Area Coordinator For Tax Policy 

and Administration prior to transferrIng the records. If the program division 
‘has retained custody of the tax information for 3 years after the assignment was 
terminated, the information must he destroyed in accordance with IRS’ Tax Infor- 
“nation Security Guidelines, under the supervislon of a GAO employee designated 
as having access to tax informarlon. In accordance with IRS’ guldellnes, when 

tax informatlon on magnetic media (e.g., computer tapes and electronic word 

processing disks) 1s no longer needed, it must he erased and the tape either 
released for other use or destroyed. 26 U.5.c. 6103(p)(4)(F). 

d. Periodic Inspections of Safeguard Procedures and Annual Safeguard 
Activity Report. 

(I) 26 U.S.C. 6103(p)(4) provides, in effect, that If IRS finds GAO’s 
procedures for safeguardlog tax information to be tnadequate, lt can refuse to 
disclose tax information to GAO until the inadequacies have been corrected. 

(2) In that regard, GGD’s Associate DIrector for Tax Policy and Admini- 
stratlon is responsible For assuring that periodic Inspectlaos of safeguard 
procedures are made of GAO dlvisioms and offlces and maintaining a record of 
each inspection io accordance with IRS’ Tax InformatIon Security GuidelInes. 
The Office of Security and Safety is responsible for making these Inspections 
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and reporting the results to the head of the division or office involved and to 
the Associate Director for Tax Policy and Administration, GGD. The inspectton 
records are available for IRS’ review upon request. 

(3) The Associate Director for Tax Policy and Adminlstration, GGD, 
is responsible for summarIttog the inspection results for inclusion in the 
annual Safeguard Activity Report to IRS as required by 26 U.S.C. 6103(p)(4)(E). 
That report is also to include (a) information on significant changes in 
safeguard procedures or authorized access to tax information during the year and 
any changes or enhancements to physical and computer security measures used to 
safeguard tax information and (b) the identity of tax information disposed of 
during the year and the date and manner of destruction. By December 31 of each 
year, program divisions should forward any information concerning the above to 
the Associate Director for Tax PoIicy and Administration for inclusion in the 
annua 1 report. 

e . General. 

(1) The Comptroller General and all GAO employees will cooperate with 
the Commissioner of Internal Revenue and the heads of other federal agencies in 
implementing any additional controls or safeguards deemed necessary by the 
Secretary of the Treasury to safeguard the confidentiality of tax information in 
GAO’s possession. 26 U.S.C. 6103(p)(4)(D). 

(2) Program division directors refer any additional safeguard 
procedures recommended by the Commissioner of Internal Revenue or the heads of 
other federal agencies for use within GAO to the Associate Director for Tax 
Policy and Administration, GCD, for review and approval. 

12. MCKGNODND IlWESTIGATIONS AND ODTSIDE EHPLCYl4EWf. To be consistent with 
IRS’ requirements for its own internal auditors, it is GAO’s policy that any 
employee having access to tax information be subject to the favorable completion 
of a background investigation. It is GAO’s policy also that employees assigned 
to jobs involving access to tax information not engage in outside employment 
involving the preparation of tax returns. 

13. ACCEPTANCE OF SPECIFIC T-AYERS NMSS FROM CDDCRSSS. In accordance with 
GAO’s policy, GAO audits of IRS’ administration of the tax laws is normally 
based on a random sampling from appropriate universes of tax information rather 
than on a review of information for preselected taxpayers. The circumstances 
and procedures under which GAO will accept from the Congress names of specific 
taxpayers are set forth in appendix 10. 

14, MPTIFICATION OF COHPLEIION OF CERTAIN ASSICSNfINTS. When GAO completes an 
assignment of the nature descrrbed in paragraphs 7a(2) or (3), the Joint Commit- 
tee on Taxation must be notified within 90 days. 26 U.S.C. 6103(1)(7)(~)(iii). 
In that regard, the program divfston, within 30 days after completion of an 
assignment, prepares a letter to describe (a) the federal agency’s use of the 
tax information, (b) GAO’s recommendations with respect to the federal agency’s 
use of tax informatIon, and (c) the impact of GAO’s recommendations on the 
confidentiality of tax information and on the administration of the tax laws. 
The divtsion forwards the notification letter, in flnal form with an action 
routing slip, through the Associate Director for Tax Policy and 
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Administration, GGD, to the Comptroller General for slgnatu e. After the Comp- 
troller General signs the letter, the program division delivers it to the Chief 
of Staff of the Joint Committee on Taxation and provides a copy to the Associate 
Director for Tax Policy and Administration. 

15. MNuAt REPORT. The Comptroller General is required by law to submit to the 
Senate Committees on Finance and Governmental Affairs, the House Committees on 
Ways and Means and Government Operations, and the Joint Committee on Taxation, a 
written annual report on GAO assignments involving IRS, BATF, and other federal 
agencies for which it had access to tax Information and the policies and 
procedures established for protecting the confidentiality of tax information. 
The program divisions are responsible for provldlng GGD’s Issue Area Coordinator 
for Tax Policy and Administration with information to be included in the 

report. The Associate Director for Tax Policy and AdministratIon. CGD, Is 
responsible for preparing the annual report. 31 U.S.C. 719(d). 

a. Contents of Report. The annual report includes information on 

(1) open recommendations to the Congress, 

(2) legislative actlon taken during the year on recommendations, 

(3) recommendations made to the heads of federal ageocles concerning 
the administration of taxeq and/or the use of tax Information. 

(4) reports on tax matters issued during the year, 

(5) testimony on tax matters given by GAO officials during the year, 

(6) scope and subject matter of assignments requiring access to tax 
information initiated during the year, and 

(7) GAO’s policies and procedures for safeguarding the confidentiality 
of tax information. 

b. Responsibilities. Program division directors are responsible for pro- 
viding GGD’s Issue Area Coordinator for Tax Policy and AdmInistratIon with the 
information listed above for reports and assignments wlthin their areas of 
responsibility. The information should be provided no later than January 15 of 
each year and should apply to the prior calendar year. (See appendix II for 
sample formats.) The Associate Director for Tax Policy and AdminIstration, GGD, 
is responsible for preparing and processing the annual report for the slgoature 
of the Director, GGD, as soon as possible after the close of each calendar year. 

C. Report Distributloo. The report is submItted to the House Committee on 
Ways and Means, Senate Committee on Finance, Joint Comittee on Taxation, House 
Committee on Government Operattoos, and Senate Committee on Governmental 
Affairs. Copies of the report are sent to the heads of the federal agencies 
discussed in It. 
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APFmTJ1x 1. DEPINITIOIVS OF ‘BHTDRN,’ “WRJBl4 INFORIUTION,’ MD “TAXPAYER 
RETU3N INFOIMTIOI!l” LOCATED IN 26 U.S.C. 6103(b) 

1. XWl’U3N. The term “return” means any tax or information return, declaration 
of estimated tax, OK claim for refund required by, OK provided for OK permitted 
under, the provisions of this title which is filed with the Secretary by, on 
behalf of, OK with respect to any person, and any amendment OK supplement 
thereto, including supporting schedules, attachments, or lists which are 
supplemental to, OK part of, the return so filed. 

2. WTUBN INFOM4ATION. The term “return information” means 

a. a taxpayer’s Identity, the nature, source, or amount of his income, 
payments, receipts, deductions, exempttons, credits, assets, liabilltles, 
net worth, tax liablllty, tax withheld, deficiencies, overassessments, or 
tax payments, whether the taxpayer’s Keturn was, is betng, OK will be 
examined or subject to other rnvestigation OK processing, or any other 
data, received by, recorded by, prepared by, furnished to, or collected by 
the Secretary ulth respect to a return OK with respect to the determina- 
tion of the existence, OK possible existence, of llabrlity (or the 
amount thereof) of any person under this title for any tax, penalty, 
interest, fine, forfeiture, OK other imposition, OK offense, and 

b. any part of any wrltten determination OK any background file 
document relating to such wrltten determination (as such terms are defined 
in section 6110(b)) which is not open to public inspection under section 
6110. 

But such term does not include data in a form which cannot be associated with, 
or otherwise identify, directly or indirectly, a particular taxpayer. Nothing 
in the preceding sentence, OK in any other provision of law, shall be construed 
to regulce the disclosure of standards used or to be used for the selection of 
returns fOK examination, or data used OK to be used for determining such 
standards, if the Secretary determines that such disclosure will seriously 
impair assessment, collection, OK enforcement under the internal revenue laws. 

3. TAXPAYER BETUXN INFORIUTION. The term “taxpayer return information” means 
return information as defined in paragraph (2) which is filed with, or furnished 
to, the Secretary by or on behalf of the taxpayer to whom such return 
informatfon relates. 
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Appeodtx 2 

APPENDIX 2. GAO'S ACCESS TO TAX INPORMATION THAT IRS UN DISCLOSE TO OTHER 
AGKNCILS UNJXR 26 U.S.C. 6103(l) AND (a) 

Under certain ctrcumstances, GAO may have access to tax lnformatton that a 
federal agency does not have in Its flies, but that It could have obtarned for 
non-tax administration purposes. This GAO access authority LS ltmtted to (I) 
audits of the programs and actlvitres for which agencies are authorized access 
under 26 U.S.C. 6103(l) and (m), a copy of which can be found at the end of this 
appendix, and (2) the types of tax Information that may be dtsclosed under those 
secttons. AlSO, before requesting access, GAO must take into account the burden 
that such access might impose on the Internal Revenue Service. 

Some of the programs and sctivittes to which this access authority applies 
and the kinds of tax Information to whach GAO may have access are summarized 
below, The list is not all-lncluslve. Because the statutes governing thus area 
are complex, determlnatlons as to whether or not GAO has access to tax informa- 
tlon have to be made on a case-by-case basrs. These determtnattons are to be 
made in consultation with the Associate Director fot Tax Policy and 
Admlnrstration, GGD, and the Office of General Counsel. 

Social Security 
AdminIstration 

Railroad Retire- 
ment Board 

Department of 
Labor and the 
Pension Benefit 
Guaranty 
Corporation 

Federal agencies 
which make, 
guarantee, or 
insure loans 

PROGRAMOR 
ACTIVITY 

AdmtnlstratLon of social 
security benefits 

Admlnisrratlon of vested 
benefits under employee 
pension plan 

Admlnistratron of the 
combined annual wage 
reporting program 

Admlntstratlon of the 
RaIlroad Retirement 
Act 

Administration of the 
employee benefit 
program 

AdministratIon of the 
termination insurance 
program 

Admlnlstratton of ted- 
era1 loan programs 

15 

TTPE OF TAX 
INPORMATION 

Tax returns and return tnformatlon 
wrth respect to (1) self-employ- 
ment income, (2) FICA taxes, and 
(3) Income taxes withheld from 
wages, interest, and drvidends 

Statements, notrfications, 
reports, or other information 
related to pension plans 

Information returns 

Tax returns and return rnformatlon 
with respect to railroad rettre- 
rent taxes 

Tax returns and return InformatIon 

Tax returns and return lnformatron 

Information on whether or not d 
loan applrcant has a delrnquent 
tax account 
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AGEmY 

Federal, state, 
and local 
child support 
enforcement 
agencies 

Federal, state, 
and local 
agencies that 
administer the 
Food Stamp 
Program 

Federal, state, 
and local 
agencies which 

1 administer the 
Aid to FamLlies 
with Dependent 

PROGRAH OR 
ACPIVITY 

Establishment and col- 
lection of child sup- 

port oblLgations 

Determination of eligi- 
bility for, or the cor- 
rect amount of, benefits 
under the Food Stamp 
Program 

Determination of eligi- 
bility for, or the 
correct amount of, 
benefits under the Aid 
to Families with 
Dependent Children 

Children Program Program 

Federal, state, Determination of eltgi- 
and local bility for, or the 
agencies that correct amount of, 
administer benefits under the 
the Medicaid Medicaid Program 
Program 

Federal, state Determination of eligi- 
and local btlity for, or the cor- 
agencies that rect amount of, benefits 
adminfster the under the Supplemental 
Supplemental Security Income Program 
Security Income 
Program 

Federal, state, Determination of eligi- 
and local bility for, or the cor- 
agencies that rect amount of, benefits 
administer under assistance pro- 
assistance grams ln the territories 
programs in the 
territories 
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Information from returns related 
to income and dependents 

Information from returns with 
respect to wages, retirement 
and self-employment income, 
and 

Information from returns with 
respect to unearned income 

Information from returns with 
respect to wages, retirement 
and self-employment income, 
and 

Information from returns with 
respect to unearned income 

Information from returns with 
respect to wages, retirement 
and self-employment income, 
and 

Information from returns with 
respect to unearned income 

Information from returns with 
respect to wages, retirement 
and self-employment income, and 

Information from returns wLth 
respect to unearned income 

Information from returns with 
respect to wages, retirement 
and self-employment income, 
and 

Informatton from returns with 
respect to unearned income 
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PROGRAM OR TYPE OF TAX 
AcplvITY INFORNATION 

Federal, state, Determination of eligi- 
and local biltty for, or the cot-- 

agenctes that rect amount of, bene- 
admintster the fits under the unemplov- 
unemployment ment compensation bene- 
compensatioo fit program 
beoef It program 

Federal agencies Location of individuls 
that collect to collect or compro- 
or compromise mise federal claims 
federal claims 

Department of 
Education 

Collection of delinquent 
student loans 

Federal agencies Establishment of appro- 

that request prIate agency records 
IRS offset of or defense of litlEa- 
debts tion or administratlve 

procedure ensuing from 
federal debt reductloQ. 

0175.1 

Appendix 2 

InformatIon from returns with 

respect to wages, retirement 
and self-employment irlcome and 

InformatIon from returns with 

respect to unearned Income 

Taxpayer’s maf ling address 

Taxpayer’s maillog address 

Certain return 1nfarmat~on 
related to offset of federal 
debt 

17 
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26 U.S.C. 6103(l) and (m) 

September 24, 1985 

(1) D~sclosurc of Returns and Retam Informatton for Purposes Wber Than Tax Ad- 
mmstrahon - 

(1) Dlxlorure of certam returns and retarn tnSarmation to Soctnl Secunty ~dmtn- 
oration and Radroad Retwemenc Board--The Secrclary may, upon wntten request. 
ddosc returns and return mformatron wtrh rcspcct t- 

(A) taxes nnposcd by chapters 2. 21. and 24. to the Soclal Ssunty Adm,r,nt,a- 
hm for purposes of ,ts admlnlstrahOn of tht SOe~af Srmnty Act. 

(B) P plan to which part I of subchaprcr D of chapter I appha. to the sonal 
S~unty Admnnsrranon for purpovs of carryl g out NS responsuxhty under sahon 
1131 of the Socnl Secunty Act. lumted, howvcr IO return mformauon dcscnbed m 
sectmu 6057(d). and 

(C) wts unposed by chapter 22. to rhc Radroad Retmzment Board for pur- 
poser of Its admmstrahoo of the hIroad Rct~rcmcnt Act 

II) Ddosure of rehuns and return mformahon to the Department of Labor and 
PeMloa Benefit Guaranty Corporation.-The Secretary Inay. upon wntteo requert. 
furrmh returns and return mformatlon to the proper offZccrs and cmployea of the Dc- 
panmcnt of Labor and rhc Penston Benefit Guaranty CarporatIon for purposes of. but 
only to the extent ne~ersary ut. the admmstrahon of tttlcr I and IV of tne Employee 
Renranmr Income Secunty Act oi 1974 

(3) Dbclasure that appltcant for federal loan bar tax delmquem account - 
(A) In general --tpon v”ttcn rtqutst. the Secretzy may drsclox to the head 

of the Federal agency adnnstcnog any lncludcd Federal loan program whether or 
not an applicant for a loan under such program has a tax delmquenr account 

(Et) Ratnc:~on 011 dnclosure -Any d~dosure under subparagraph (A) shall be 
made only for the purpose of. and to the extent am m. derennmmg the crc- 
dnvonhmcss of the apphcaot far the toan m questton 

CC) Included federal loan program d&cd-For purpovs of tis paragraph. 
the term “mcludcd Fedcnl loan program” mems any program- 

6) under whxh the Umted Statct or a Federal agency maks, guaranrccs, or 
msurs loams. and 

61) rvlth rmpect to which there IS u1 cffst a detcmunatmn by the hrstor 
of the Office of Managcmcnt and Budget (whlcb has been pubhshcd m the Fed- 
eral Rcg~er) that the appbcatmn of thus paragraph to such program ~11 sub- 
otmhally prevent or reduce Future dclmquenaa under such program 

(44) Ihsclosure of returns and rehnn mformahon for use m personnel or &want 
rcpraeotadse mntters--The kcrcray may d~sctose mm~~ and return informatlan- 

(A) upon written rqust- 
f~) to an employee or former employee of the Department ol the Treasury, 

or to the duly autionzed legal reprexntanvc of ouch employee or former em- 
ployee. who IP or may be a party to any admmlstratwc actIon or procaedmg 
affccrmg the pcnonod nghrs of such employee or former employee. or 

61) to any person, or to the dlllv aurhonzed legal repramtatwe of such pe-- 
son. whoss nghts XC or may be affcctcd by an ad&&atwe actmo or proceed- 
mg under section 330 of hde 31. Umtcd States Code MI& for “Y m the ac- 
bon or proceedmg Or UI preparanon for the achon or proce&ng. but only to 
the c~cnt that the Secretary dctcrmmes that such returns or returo mfomutton 
IS or may hc rdcvant and matcnai to the actmn or procecdmg. or 

(BJ to ofhcers Ynd employee of the Dcpartmcnt of the Trwuy for USC m any 
achon or procecdmg dcscnbed ID subparagraph (A). or tn prcpanhon for such ac- 
ho0 or procadmg. (0 lht extent necessary to advance or orotcct rhc unercsts of 
the Urnted Slates 
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(5) Department of Health and Human Services.-Lpon wnttc~l request by the 
Soretaq of HczJtb and Human Servuxs, the Secretary may &sclosc mformarron re- 
turns Fdcd purswnr to pan 111 of subchapter A of chapter 61 of thus rubrltle for the 
purpo~ of cxrymg out. 14 accordance wrh an agrecmcnt entered mto pursuant to 
EOEUO~ 232 of the Satal Snunty Act. an effecuvc rcrum processmg program 

(6) D~sclosute of return mformatmn to Federal, State. and local chtld supporl en- 
forcement agenctes - 

(3 D~xfosun of return ~nformatmn to federal. state. and local agenc,es ndmmw 
tem-m~~erta~n progums under the Sod Secunty Act or the Food Stamp Act of 

(A) Return mfomratloo from ronal xcnnty admmtratm -The Commrss~~~er 
of Scaal Security shall upon wnttm rquc~t dtsclose rcrurn ~nfumat~on from retum~ 
wth rapat to net cammgs from self-cmplovment (as defined m sccuon 1402) uascs 
(d defined m xc”on 3121(a) or 3401(a)). and paymcnta of ret,rcment mcome. which 
have bun dlscloscd to the Sonal Scynt? Admimsrrat~on 8s prwdcd by paragraph 
(1) or (5) of thrs subsectmn to any Federal. State, or local ag-ncy admmlsrcnng a 
pro@m hstcd m subparagraph (D) 

(B) Rctum mformatwn from Internal Rcvcnuc Serwce--The Secreraq shail. 

apphcf arc - 

S&&cc rclamg to the saxal sccunty accounr number (or numbers. If the tndt- 
vtduf mvolwd has more than one such number), address, filrng mms. amounts 
and nature of mcome. and the number of devmdcnts tcported on any return 

I 

19 
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September 2ir, 1985 

(I) ad to famahes wttrh dependent ci-oldrm prowded under a Stare plan ag 
proved under part A of htk IV of the Social Sccunty Act, 

61) mdd as~mm.e prowded under a State plan approved under ntle XIX 
of the Smal Sefunty Act, 

GII) rupplemcntal sezur~ty mcomc benefita prawded under tatle XVI of the 
So4 Secunry Act. and federally admmrstered rupplemmtay payments of the 
type dewnbed ,n szct,on 1616(a) of such Act (mcluchng payments pursuant to 
m a 

(3 
em-cot mtcrcd mm under XEOO~ 212(a) al Pubhc Law 93-M), 

any benefits prowdcd under P State plan approved under hlle I, X. 
XIV, or XVI al the Svnal Ssxnty Aa (ar those tttls apply to Puerto hen. 
Guam. and tbc Vlran Islands). 

(v) uocmpfoymcot compensauon prowdcd under a State law dcscnbed LO 
rethan 3304 of thts Code. 

(VI) awsm~ prondcd under the Food Stamp ALt of 1977, and 
(VII) Statc.admmtstered supplcmm~ payments of tbc type dew&cd m 

zecmon 1616(a) of the Social Scanty AC! (mcludmg paymeors purmant CO an 
ngrmnmt mtcrcd mm under seaa” 212(a) of Pubhc L.aw 93.66) 

(81 Disclosure of nwn return mforrmhOn by rofml xcuniy ndm,mstration to 
state aud IDal &Id support enforcement a@eecxs - 

(A) In general --L’pos wntten request, the Commlssloaer of Soaal Ssunty 
shall ~ISC~SC drrcctly to officers and cmployea of a State or lcal chlid suppon 
cnforccmmt arq~~cy ~chlro iaformatlon from returns wth rcqcct to socral Eccunty 
account numbers. net camngs lrom xkmploymmt (as defined m ~cnon 1402). 
waga (as d&cd u1 ICCTIOO 3121(a) or 34011a)), and payments of rcrremmt ,r,- 
comt whch have km dlscloscd to the Soaal Suxnty Admmstranon as pronded 
by paragraph (If or (5) of thw subsection 

(6) Ratncnon on drrclorure-The Commrsstoner of Sonal Sccunty shall dw 
close return lntormatron under subparagraph (A) only for purposa of. and to the 
tXtmt IICC~%U~ III, stabhshmg and coktmg chdd support obhganons from, and 
lcahng, tndwiduals owmg such obltgatrons For purposes of the prccedmg sm- 
ttnce. the tthn “ciuld support obhgauoes” only m&da obhgsuons which UC be. 
mg mforccd pursuant to a plan dtscnbcd LII wnon 454 of the Soad Saunty Act 
uhch hkn hem approvtd by the Sccrctary of Health md Human Servrcc~ under 
part D of otle IV of such Act 

(C) Slate or 1c.d cb.dd nuppofl mfwcrment a@ncy -For purposa of thtr par- 
sgmph, the term “State or tocal cbdd support mforcemmt agency” mu, my 
r@zmy of a State or pohhd rubdnmon thereof operarmg purruant to e plan de- 
lcnbcd m subpan~aph (b) 

81 DisclcIwe of mltobol he1 produccn to cdolhutraton of ltatt slcohol laws.- 
Notwithrtandm& my other prwuen of Thor satton, the Secretary miy &sclar+ 

(A) the came and address of any pcrron who II quahfid to produce alcohol 
far fueI UC udcr scctmn 5181, and 

(8) the kahon of any premst~ to he u.d by such pcnon III produnag alc+ 
hol for fuel. 

lo my State a@ncy. body. or commasto~~. or Its legal rcprnentutw whch IS charged 
uoder the laws of such State wtth responebd~ty for admm~stranon of State alcohot 
law solely far USC m the admnnstranoa of such law 

(A) Return mformanoo from Internal Revenue EMCC -The Secrtiary may. 
“pob r~vlng a wntren request. &.&se lo officers and cmploym of an agency 
setlong a rcductxon under secuon 6402(c) or 6402(dL 

6) the fact that a rcductmn has been made or has oat bcm made under 
such subs&Ion wth rcspcct to any person, 

611 the amo”“t of such rcducnon. and 
(III) taxpayer ldcntlfnng mformauon of the pcrsoo agamst whom L rductton 

was made or not made 
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(El) Restrtct~on on USC of dtsclosed tnformat~an --Any officers and employees of 
an agency resnnng return mfommtmn under subparagraph (A) shall USC such IO- 
fomatmn only for the purpom of. and to the extent necessary m atabbshmg ap 
propnate agency records or m the defmsc oi any hr~ganoa or admxt~srrar~ve prccc 
durc cnstun~ from rcductmn made under sectton &UUlc) or scct~on 6402(d) 

(A) Return xh-rnat~on from u~tc-nal r~wmx xmce-Tbc Secretary shall. 
upon recmnog a winrten rqusr. &sciosc to officers and cmployes of s Sure 
agency rcekmg a reductmn under sectmn Mo2@- 

(I) the fact that a reductton has bcm made or has not ban made under 
such subseaton wth reqxct to my taxpayer. 

(II) tllc amount of sucb-rcducrton, 
(III) whelhcr .uch taxpayer tiled a ,omt return 
(IV) taxpayer ~dent~tymfonnatton wtth respect to the taxpavcr agamst whom 

a rcduchon was made or not made and oi any other person filmg a Jolnt return 

Mth such taxpaya, and 
(v) the fact that a payment w/as made (and the amounr of the pawn& on 

the b&us of a JOl”t return m accordarm with SeCtma 463(a)(3) of the Sooal SE- 
cunty Act 

(II) Rstnctmn on USC of dtscloscd ~tttormatton -Any officers and employes of 
an agency recewmg return Informanon under subparagraph (A) shall “SC such m- 
formatmo onIy for the ptrposts of. and to the extent oecssary m, atabbshtng ap 
propnatc agency records or 10 the dcfmsc of any httgatmn or admtmstattvc prow 
dure ensumg from a rcduct~oo made under SCCTIOII f&02(c) 

(ml D~selosure of Taxpayer Xdeohty tnformahoo - 
(1) Tax refunds -The Secretary may ddosc taaxpaycr ldenruy tnrom~atmn to the 

press and other media for purposa of nattfymg pcrsoor mtltlcd to tax refunds when 
the Secretary. after rcasonnblc cffon and lapse of tune, has been unable to locate such 
ptE.O”s 

(21 Federal clams - 
(A) In general -Except as prowded m ruhparagrqh (8). the Secretary may. 

upon wntten request. disc osc the marbog address of a taxpayer for use by officers 
~ploYcrs. or a@nts of a Feder;ll agency for purpors of iocatmg such tapayer to 
COkct or compmnrse a Federal claim agamst the taxpayer m accordance wuh sec. 
hm 3 of the Fedex11 Claims Collection Act of I?66 [sectmn 3711 of title 31. 

‘United States Code] (5 I US C 952) 

(3) Nahonal InshIute for Occupnttonal Safety and Health --upon wnttm request. 
the Secretary may dtsclosc the malmg address of taxpayers to officers and employm 
of the Nattonal Instltutc for Occupatmnal Safety and Health solely for the pupoac of 
locatmg mdwduals who arc OT may have been. exposed to oczupatmnal hatar& u1 
order to dctcrmme the status oi thclr halrb or to inform them of the posstblc need 
for mc&caI arc and tratment 
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(4) Indwduals who have defaulted on student loans - 
(A) In gexral -Upon written TCOUCS~ by the Secretary of Educanon. the Sec. 

rctary may Qsclose the ma~hng address of any taxpayer who has defaulted on a 
loan- 

(I) made under pan B or E of rrlle KV of the Higher Eduwtmo Act of 1965 

oh made pursuant to xenon Ma)(l) of the M~graoos sod Rekagee Asnt- 
ancc Act of 1962 to a student at a” mst,t”non of htghcr cdu~anoa 

for UY only by afficcn anployrrs. or agents of the Depanmcnt of Fduur~on foi 
purposa of toclhng such taxpayer for purposes of collecting such loan 

(Ii) D~sclosurc to educ~~ttonai mst~tunon~, etc - 
Any madmg address dtscloscd under subparagraph (A)(I) may bc &s~iosed by the 
sccrctary of Education t- 

(11 any lender, or any Stare or nonprofit guarantet agency, which 1s pat-nn- 
paling under pan El of Me IV of the Higher Eduutron Act of 1965. or 

(II) my cducnt~onal mstttution wrh which the Sccretq of Educatlos has M 
agreement under part E of utte IV of such Act 

for UC only by officers, employ~a or agnts of such lender, guarantee agency, or m- 
shtuhon whose duha relate to the collec:~on of student ioans for purposes of locatmg 
utdlwduals who have defaulted on student loans made under such loan programs for 
purposes of collecnng such loans 

22 
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REQUIRED 

N3TIFICATiON 

LETTERS ADDRESSEE 

Self-lnltlated assignments and requests other 

than those from ccmnlttees outhalzed access to 

tax Information 

1. Joint caml,t+ee Chairman. Joint 

I etter . Cmunlttee on Taxation. 

SJWER 

07 35.1 
Appendix 3 

PROCEDURES 

camptrol ler 

Genera I I 

Program dlvlsion prepares draft letter and 

tentative GM Fam IOOh and sends It to GGD’s 
Issue Area Corrdlnatcr fw Tax Pal Icy and 

Admlnlstrstlon. 

15%~ Area Cocrdlnatw Informally discusses 

letter with Joint comnlttee and notlfles 

program dlvlslon of suggested changes. 

Progrm divlslon flnsl lzes letter and forwads 

It with the tentative GAO Form IOOA .,nd Action 

Routing Slip, GAO Form 319, through the 
Associate Dlrectw fcr Tax Policy and 

Administration, 033, to the Ccmptrol Ier 

General for signature. I 

After signature, program divlslon delivers 

letter to Joint Camhttwe on Taxation and 

Dbtdlns SIgned Record of Rscelpt. GGD Fcrm 8. 

Coples of the letter and sIgned record of 

receipt are provided to 

--the agency from which tax Infwmatlon Is 
received. 

--the hssoclate Olrector ,a Tax Policy and 

AdminIstration. @Xi, and 

--tXO’s Issue Area Cowdlnator frr Tax Pal Icy 

and Mmlnlatration (2 copies). 

23 
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September 24, 1985 

P.E~lFED 

ROTIf ICATIOH 
lmlERS &X#-WiSEE SIONER 

2. Agency head hsslgnnents fw which tar Inform&Ian Is to be obtalned to-an IRS 

letter. 

FWXEDWES 

Captrol ler 

General. 

P,,grm dlvlslon prepares draft letter and 

sends It to 133's Issue kea Ccardlnata 
fcr Tax Policy and A&ntnlotratlon wlthln 

15 days of the date of the Jotnt Camnlttee 

al faxatlon letter. 

Issue area cowdlnata discusses sug~sted 
changes rlth the progran dlvlston. 

Rogam dtvislon flnat lxes letter and forwads 

It ,,I+* an actIon routing slip through the 

Associate DIrector for Tax Policy and Mfntnl- 
strstlon, C&D, to the Ccmptrol lw General for 

signature. 

ajo’s Issue kea Gxrdlnatw fw tar Policy and 

hdmlnlstratton delivers the letter, rlth 

mples of the Joint ccmmlttee letter and the 

COD Farm 8 enclosed, to the addressee. 

--the program dlvlslo”, 

--the hssoclate Dlrectw fc$ Tax Pal Icy and 

AdmInIstration, CGD, and 

--MB’s Issue kea Coordinator for Tax Pal Icy 

and Admlnlstratton (2 copies). 

24 
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REQW I RED 

NOTIFIC*TIDN 

LETTERS ADDRESSEE 5 ( GNER 

I”*pec+a Genera,- 

Audit Staff. 

aepartreni of the 

TrYlasurv. 

0135.1 
4ppendlx 3 

PROCEDURES 

I 
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REQUIRED 

NOTIFICATION 

LETTERS MWESSEE SIGNER PRDCEDURES 

Assignments fa whtch tdx lnformatlon is to be obtalned fran en agency olher than IRS a BATF 

1 
1 
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Rppendlx 3 

REQUIRED 

NOTIFICATION 

LETTERS MDRESSEE s I GNER PRKEDURES 

Program drvlsio" flnahzss letter and fcrwrds 

It to the Assocrate Dirsctcr for Tax P0IIcy 

and Mmr"ls+ra+ion, KG", ‘cc signature. 

cq1es Of letter are provided to 

--the program divlsla". 

--the ksmrate DIreCta for Tax PO, Icy rod 

Admlnl.+ra+~on, GGD, and 

--GGD's Issue Area CcrJrd,nator ‘cc Tax Pal ,cy 

I 
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s 1 GNER PRCCEDURES 
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Egu IRED 

WTIFICATION 

LETTERS NXBESSEE SIGNER 

September 24. 1965 

PRKEDURES 

ISSUB are.3 caxdlnatar drscusses suggested 

changes with the progran dirison. 

Progran dlvlslon flnalizss letter, s,gns I+, 

and delivers I+ to addressee. 

cqmes 07 the letter a-e pr0”ide.d to 

--the Assoclatw DIrector fu Tax Policy and 

Admlnlstratlon, CGD, and 

--Xl’s Issue Area Cmdlnatcr ‘a- Tax PO, ,cy 

and Mn,nlstra+lon (2 eapiesl. 
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APmNDIX 4. SAMPLE JOINT COHt4IlTEE LETTeR 

The Honorable Dan Rostenkowski 
Chairman, Joint Committee on Taxation 
Congress of the United States 

Dear Mr. Chairman. 

This letter is to notify you that , pursuant to the authorjty granted to us 
by 31 U.S.C. 713 and Section 6103 of the Internal Revenue Code, we plan to 
review the extent to which the Internal Revenue Service (IRS) 1s required to pay 

interest to taxpayers for overpayments it receives. Our overall obJectives are 

to (1) assess the potential impact of changes made by the Tax Equity and Fiscal 
Responsibility Act of 1982 (TEFRA) on interest costs and (2) determine whether 
IRS could take certain admlnistrative actions to Improve Its return processing 
procedures and, thereby, reduce the number and amount of such payments. 

Under Section 6611 of the Internal Revenue Code, a taxpayer is entitled to 
receive interest on an overpayment to IRS if IRS does not Issue the refund check 
within 45 days after the return is due (normally April 15th). In general, the 
code provides that the interest should be calculated from Apt-11 15 until the 
date the refund check is issued. During fiscal year 19R2, IRS paid about $1.8 
billton in interest, up from about $500 million in fiscal year 1980. 

TEFRA gave IRS some measure of relief from paying interest by providing 
that no interest will be paid untfl a return is filed in a form suitable for 
processing. Also, TEFRA changed the means by which interest is to be calculated 
for delinquent filers. Prior to TEFRA, interest was pajd from the due date 
regardless of whether or not the return was deltoqueot. 

To do this work, it will be necessary for us to have access to returns and 
return information. For example, we plan to analyze a sample of tax returns on 
which interest was paid by IRS to identify the r1rcumstances surrounding such 

payments and to determine whether procedural shortcomings are contributing to 
the interest payment problem. 

Should you or members of your staff have any questlons or comments on this 
proposed assignment, please call Mr. Johnny C. Finch on 275-6407. 

Sincerely yours, 

Comptroller General 
of the Unlted States 

31 
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Appendix 3 

APPENDIX 5. SAMPL3 GAO FORM 319. ACTION ROUTING SLIP 

NIME DITE 

Associate DIrector, LLU 
1. (name of Associate Duector for Tax Polxy and Admin.) 

Director, GGO 
2. name 

'- OCR I 

4. Cnmnmler m 
Associate Director, GGD 

1. (same name as In block 1) 

9. 

Please call (Associate Olrector's name) on 
(telephone number) when letter 1s slgned. 
He will date Lt. 

I 
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I September 24, 1985 
0135.1 

Appendix 6 

RECORD OF RECEIPT 

Recewed from the U S General Accounting Offlce a 
letter dated ~, notlfylng the Joint CommIttee 
on Taxatw of Its Intent to Inltlate an audit pursuant 
to the authority granted rhe General Accounting 
Offlce In P L 95-l 25 and sectton 6103 of the Internal 
Revenue Code 
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September 20, 1985 

APPENDIX 7. SAMPLES OF AGERCY ABAD LFlTEFZS 

The Honorable Roscoe L. Egger, Jr. 
Commissioner of Internal Revenue 
Department of the Treasury 

Dear Mr. Egger* 

Pursuant to the authority granted us lo 31 U.S.C. 713 and Section 6103 of 
the Internal Revenue Code, we are conducting a study of the Internal Revenue 
Service’s Office of Chief Counsel. To effectively carry out our work, we ~11 
need access to tax returns and return information. 

Pursuant to the procedures noted zn Section 6103 of the Code, we notifted 
the Joant Committee oo Taxation on May 24, L9R3 of out intent to inlttate this 
audit. Copies of our letter and the receipt signed by the lolnt committee are 
enclosed. 

Accordingly, this letter is to formally notify you of our audit and request 
access to approprfate tax returns and return information. Mr. Norman 

Stubenhofer will be in contact wfth IRS to work out the arrangements for 
obtaining the necessary information. 

Sincerely yours, 

Comptroller General 
of the United States 

Enclosures - 2 

34 

Page 78 GAO/GGD-86-81 Tax Policy and Administration 



Appendix VII 
GAO Order Relating to Audit Assiients 
Involving Access to TM Infornmtion 

September 24, 1985 0135.1 
Append1 x 7 

The Honorable Martha A. McSteen 
Actfng Commissioner of Social Security 
Department of Health and Human Servtces 

Dear Mrs. McSteen 

Pursuant to the authority granted us by Section 6103 of the Internal Reve- 
nue Code, we are initiating a study of the effects of uncredited or erroneously 
credited earnings on indrvlduals’ Social Securrty eligibilrty and benefit 
amounts. To effectively carry out our work, we will need access to tax returns 
and tax information. 

We notified the Joint Committee on Taxation on August 23, 1984, of our 
intent to initiate this study. Copies of our letter and the receipt slgned by 
the point committee are enclosed. 

Accordingly, this letter 1s to formally notify you of out- study and our 
requirement for access to appropriate tax returns and return information. Mr. 
Joseph Delfico or Mr. Joseph Kredatus will contact the agency to work out the 
arrangements for obtaining the necessary information. 

Sincerely yours, 

Comptroller General 
of the United States 

Enclosures - 2 
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APPENDIX 8. sAHPLl3s OF LIAISOR LElTERs 

Use this Ietter wben aesigmnt 18 self-iaitfated or befng done at request of a 

\ member of Coagress or a comlttee not authorized access to tax ioformtion. 

Mr. Robert t. Rebein 
Assistant Commissioner (Inspection) 
Internal Revenue Service 

Dear Mr. Rebein: 

This letter is to notify you that the Information Management and Technology 
Division of the General Accounting Office plans to initiate an audit (Job Code 
510015) of the computer-hased systems supporting IRS’ information returns pro- 

gram (IRP). The objectives In this regard are to determfne (1) whether the IRP 

computer-based systems contain sufficient internal controls to ensure accurate 
and reliable data processing; (2) whether the current IRP computer-based systems 
and document matching methodology are as efficient and effective as possible or 
whether alternative computerized methodologies would be more efficient and 
effective; and (3) the potential impact that the Tax Equity and Fiscal Responsi- 
bility Act of 1982 will have on the existing IRP computer-based systems 
regarding capacity to process additional information returns. 

On September 12, 1983, we notified the Chairman, Joint Committee on Taxa- 
tion, of this audit and stated that to carry out the objectives, it would be 
necessary for us to obtain tax returns and return Loformation from the Internal 
Revenue Service. Coples of that letter and the joint committee’s signed receipt 

are enclosed. A copy of the Comptroller General’s subsequent notification 
letter to the Commissioner Ts also enclosed. 

We would like to begin work during the week of October 31, 1983. We plan 
to visit the National Office; National Computer Center, Martinsburg; North 
Atlantic Region, Andover Service Center; and Western Region, Fresno Service Cen- 
ter. If we need to expand to additional locations, we will identify those for 
you at a later date. 

We would appreciate your advising appropriate officials of our plans. If 
you have any questions concerning this job please contact me on 275-6407 or Ted 
Ganter of our Information Management and Technology Division on 275-4797. 

1 Enclosures - 3 

Sincerely yours, 

Johnny C. Ftnch 
Senior Associate Director 
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Use this letter when assignment is conducted as duly designated agent. 

Mr . Robert L. Reboin 
Assistant Conmnssioner (Inspection) 
Internal Revenue Service 

Dear Mr. Rebein 

This letter is to notify you of our intent to conduct a study of the use of 
the research and experimentation tax credit at the request (copy encIosed) of 
the House Commfttee on Ways and Means (Job Code 268189). (hlr work, which will 
be conducted pursuant to section 6103(f)(4)(A) of the Internal Revenue Code, 
pertains to sectlon 44F whtch provides a 25-percent income tax credft for cer- 
tain incremental research and development expeodxtures related to a trade of 
business. The Committee would like GAO to provide ioformatlon and data on the 
(1) characteristics of users of the credit and (2) specific purposes for credit- 
related research and development expenditures. To carry out this work, we will 
need access to tax returns and return lnformatton. 

Our work will be done at IRS’ National Office, including the Office of 
Chief Counsel; its Midwest, Southeast, and Central Regional Offlces; Its Detroit 
data center, and its service centers in Chamblee, Kansas City, and Cincinnati. 
We also plan to carry out work at IRS district offices in Atlanta, Birmingham, 
Chicago, Cincinnati, Cleveland, Columbia, Des Moines, Detroit, Jacksonville, 
Milwaukee, St. Louis, and SpringfIeld. If we need to do work 10 other 
Iocatlons, we will Identify those locations for you at a later date. 

We plan to initiate this study on March 5, 1984. We would apprectate your 
notifying the appropriate officials of our plans. If you have any questions, 
please call me at 275-6407. Thank you for your cooperation. 

St ncereIy yours, 

Enclosure 

Johnny C. Ffnch 
Senior Associate Director 

I 
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APPENDIX 9. SAUPLE GGD PORN 4, TAX 
ADnINISTRATION DISCLOSDRE COWI-ROL DOCDMENT 

TAX ADMINISTRATION 

DISCLOSURE CONTROL DOCUMENT 

GAO OFFICE 

JOB TITLE JOE CODE 

I 
I 

I LOCATION OF 

I I 
DISCLOSURE TYPE OF DOCUMENT NUMBER OF 

WORK rM.TE ,IRS SERVICE CENTER ITAX RETURN TAXPAYERS 

PAPER OF SSA HEADQUARTERS DATA PROCESSING RUN ON DISCLO 

INDEX DISCLOSURE ETC ) CORRESPONDENCE ETC ) I I SURE FORM 

I I I 

SLBMISSION DATE TOTAL TAXPAYERS THIS MONTH 

PREVIOUS MONTH 

TO DATE 
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APPENDIX 10. CONDITIONS UNDER UHICR GAO UILL ACCEPT PROM THE CONGRESS NAUES 
OF TAXPAYERS WREN AUDITING IRS' ADMINISTRATION OF THE TAX LAWS 

1. StA- OF PRINCIPLR. 

a. GAO’s policy is not to investigate and report on the tax status of 
specrfrc taxpayers ldentifred for GAO by others. GAO officials articulated this 
policy in testimony given before a congressional committee considering passage 
of the bill which became Public Iaw 95-125 (now codified at 31 U.S.C. 713) 

In performing an audit of IRS, [GAO] would not be 
concerned with the Identity of individual taxpayers, 
nor . . . would [GAO] Impose lrtsl Judgment upon that 
of IRS in individual tax cases. [GAO] would examine 
the individual transactions on a sample basis and only 
for the purpose of evaluating the effecttveness of IRS’ 
operations and activities.” 

In additron, the legislative htstory of Public Law 95-125 indtcated that 

“The purpose of the legislation is to resolve . . . 
the right of GAO to gain access to records necessary to 
perform regular audits of the Service. . . . 

“[The legislation] scrupulously safeguards the 
privacy and integrity of income tax returns and 
information from unauthorrzed dlsclasure.’ 
(H.R. Rep. No. 95-480) 

b. In accordance with this policy, GAO audits of IRS’ adminlstratton of the 
tax laws ~111 normally be based on a random sampling from appropriate universes 
of tax information rather than on a preselectlnn of rndlvIdua1 returns. The 
circumstances and procedures under whrch GAO will accept from committees and 
Members of Congress the names of taxpayers suspected of Incorrectly reporting 
income, expenses, or deductions on their returns are set forth in the gurdelrnes 
stated rn the paragraphs below. 

2. UDRK DONE UNDER GAO AUTHORITY. When GAO rnittates a review pursuant to 31 
U.S.C. 713 and sectton 6103(i)(7) of the Internal Revenue Code, tax informatroo 
will be obtarned by sampling from appropriate universes. 

a. Receipt of Names from Tax Writing Committees and Appropriate Oversight 
Committees or Subcommittees. 

(1) If the House Ways and Means Committee, Senate Finance Committee, 
Joint Committee on Taxation, or committees or subcommittees having a jurisdlc- 
tional Interest in the administration of the tax laws have knowledge of possible 
incorrect reporting of lncom~, expenses, or deductions on returns by speciffc 
taxpayers and want to provrde the names of such taxpayers to GAO for audit pur- 
poses, GAO will first suggest that they give the information drrectly to the 
Internal Revenue Service. If these committees still want to give the taxpayers’ 
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names to GAO, GAO will accept them upon receipt of a letter signed by the chair- 
man of the committee or subcommittee or by the Chief of Staff of the Joint 
Committee on Taxation. 

(2) GAO will not accept taxpayers+ name6 for audit purposes from any 
other congressional committee or Member. GAO will advise other committees and 
Members that they should send the names directly to the Internal Revenue 
Service. 

b. General Operating Procedures. 

(1) GAO may analyze the tax information provided to it by the tax 
writing committees or by committees or subcommittees havfng a jurisdictional 
interest in the administration of the tax laws to gain a better understanding of 
the issues involved in an ongoing or planned review GAO might make of the way 
IRS administers the tax laws. 

(2) GAO will not intentionally fncorporate any names or infornration so 
provided into any samples it draws to carry out its audits of IRS’ administra- 
tion of the tax laws. However, If such names are selected as part of a random 
sampling of appropriate universes, GAO will analyze the circumstances of that 
taxpayer in the same way it would for all taxpayers so selected. 

(3) GAO will not report or disclose to anyone outside of IRS or GAO the 
names of taxpayers included in its samples or any information on sampled 
taxpayers. Nor will GAO advise anyone who gave it taxpayers’ names or any 
tnformation obtained by GAO about those taxpayers. 

(4) The disclosure restrictions cited above are consistent wtth the 
December 15. 1977, conclusion of the GAO General Counsel that: 

II except when we act as agents of a committee 
o; su&ommittee pursuant to section 6103(f)(4), we 
do not believe that section 6103 authorrzes us to 
disclose to a committee or subcommittee of Congress 
any tax return or any return information obtained 
during the course of a self-inittated audit of IRS.” 

a. When designated by the House Ways and Means Committee, Senate Finance 
Corn1 ttee , or Joint Committee on Taxation pursuant to section 6103(f)(4) of the 
Internal Revenue Code, GAO can accept the names of taxpayers from such commit- 
tees and report back information on such taxpayers to thase committees. GAO can 
do the same when designated by other committees acting pursuant to an appropri- 
ate congressional resolution under the pravisions of section 6103(f)(4) of the 
Internal Revenue Code. 

b. However, even Ln these cases it is GAO policy to encourage the above- 
mentioned committees to provide the names of specific taxpayers directly to the 
Internal Revenue Service if there is any susptcfon on the committees’ prt that 
the taxpayers have incorrectly reported Income, expenses, or deductions. 
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AFFENDIX 11. SAMPLE FIXHATS FOR A?iIWAL REPORT 

1. Sample formt for open recommendations to the Congress. 

B-137762 
a-9-73 
and 
GGD-77-78 
a-a-77 

IRS reports to the Social Security Administration the amount self-employed 
persons designate on thefr income tax returns as self-employment Income even 
though such persons may not have paid the applfcable self-employment social 
security tax. The self-employed person thus receives credit toward social 
security benefits even LE that person has not made the required contribution. 

Recommendation 

We recommended that the Congress amend section 205(c) of the Social 
Security Act (42 U.S.C. 405(c)) to prohibit a person from receiving credits 
toward social security benefits of that person has not paid the required tax on 
self-employed income. 

Action taken and/or pending 

During the 95th Congress, the Chalrnun of the Ways and Means Oversight 
Subcommittee introduced H.R. 12565, the “Self-Employment Tax Payments Act of 
1978.” which contained the substance of our recommendation. However, no action 
was taken on the bill. 

To 1979 the Chairman of the Ways and Means Oversight Subcommittee telntro- 
duced the bill which was renumbered as H.R. 5465 and was referred to the Subcom- 
mittee on Social Security. The subcommittee did not take action on the bill 
during the 96th Congress. No further action has been taken. 
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2. Sample format for legislative action taken during the year on 
recommendations. 

DELINQUENT TAXPAYERS DUE REFUNDS 
ARE NOT PENALIZED FOR FILING LATE 

GGD-79-69 
B-137762 
7-11-79 

Summary of finding 

Section 6651(a) of the Internal Revenue Code does not encourage nonfilers 
due refunds to Eile on time because they are not penalized for filing late. 
Late filing penalties are assessed only on nonfilers who owe taxes. 

Recoaanendation 

We recommended that the Congress amend sectfon 6651(a) of the Internal 
Revenue Code to provide for a similar late filing penalty on nonfilers due 
refunds. 

Action taken and/or pending 

The Tax Equity and Fiscal Responslbflity Act of 1982 adopted our recomen- 
dation by providing for a penalty when an income tax return is not filed within 
60 days of the due date, whether or not taxes are owed. 
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3. Sample format for rccomwndatrons made to the heads of federal agencies 
concerning the administration of taxes and/or the use of tax information. 

IRS HAS NOT REVIEWED THE FINANCIAL 
SOUNDNESS OF THE TEAMSTERS CENTRAL 
STATES PENSION FUND 

Summary of findlng 

ERISA requires that employee pension plans satisfy mrnlmum funding stan- 
dards each year and that each plan submit an annual report and actuarial data to 
enforce ERISA's minimum fundlng standards. 

Since 1975, the trustees of the Teamsters' Central States Southeast and 

Southwest Areas Pension Fund have had five actuarial valuatrons of the fund's 
financial soundness. The last repot-t, fssued on April 3, 1981, stated that the 
current funding should satisfy ERISA's requirements and that the fund 1s operat- 

ing on a sound ffnancial basis. However, the actuary's report described some 
problems and situations that could have serious financial tmplications for the 
fund. Consequently, the actuary recommended that until the effects of deregula- 
tion on the trucking industry and the Multi-Employer Amendments Act of 1980 can 
be evaluated, the fund should adopt a conservative posture with respect to any 

liberalizing of benefits. Yoreover, the actuary's April 1981 report showed that 
the fund's unfunded accrued liability for current and future pension beneftts 
was about $6.05 billion at January I, 1980. In this regard, IRS needs to 

closely monitor the financial Status of the fund to assure that it, in fact, 
meets ERISA’S fundlog standards. 

Recommendation 

We recommended that the Commissioner of Internal Revenue drrect IRS offi- 
cials to closely monitor the fund's financial operations to ascertain that the 

fund meets the minimum fundlng standards of ERISA and, if not, take whatever 
action is needed to assure that the fund meets the act’s requirements. 

Action taken and/or pending 

IRS stated that the fund's July 1982 annual report would be thoroughly 
examined to ensure compliance with the minimum fundrng standards. 
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4. Sample Eormat for reports on tax matters. 

REPORTS ON TAX MATTERS ISSUED DURING 1982 

Title Date 

Legislative and Administrative Changes to 
Improve Verification of Welfare Recipients’ 
Income and Assets Could Save Hundreds of 
Millions (HRD-82-9) 

Excessive Specifications Are Limiting 
Competition for IRS Special Design Tax 
Return Folders (GGD-82-61) 

Investigation to Reform Teamsters’ Central 
States Pension Fund Pound Inadequate 
(HRD-82-13) 

l/4/82 

3/24/82 

4/28/82 

The Federal Government Can Save $1.7 Million 
Annually by Eliminating Strip Stamps 
(GAO/GGD-S~-~~) 5/7/82 

Uncertainties about the Definition and Scope 
of the Property Concept May Reduce Windfall 
Profit Tax Revenues (GAOIGGD-82-48) S/13/82 

Key Issues Affecting State Taxation of 
Multi-jurisdictional Corporate Income Need 
Resolving (GAO/GGD-82-38) 711182 

Impnct of the Paperwork Reduction Act on 
the Internal Revenue Service’s Ability 
to Administer the Tax Laws (GAO/GGD-82-90) ?/h/82 

Compilation of GAO’s Work on Tax Administration 
Activities During 1981 (GAO/GGD-82-82) 7/22/02 

Further Research into Noncompliance is Needed 
to Reduce Growing Tax Losses (GAO/GGD-82-34) l/23/82 

Changes to Appeals Process Could Improve 
Settlements and Increase Taxpayers’ 
Satisfaction (GAO/GGD-82-54) 7/28/82 
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6. Sample format for scope and subject matter of audits requiring access to tax 
information initiated during the year. 

SCOPE AND SUBJECT MATTER OF 
JOBS INITIATED DURING 1982 

PURSUANT TO 31 U.S.C. 713 

Subject matter 

IRS Taxpayer Assistance 

Objective/scope 

To obtain information 
on who uses IRS as- 
sistance and what as- 
sistance the users or 
taxpayers in general 
need. To evaluate the 
resulting data to deter- 
mine how IRS could use 
its limited resources more 
effectively. 

Multi-Employer Pension 
Plan Amendments Act 
of 1980 

To assess the impact of 
the act and its provisions 
on (1) participants, bene- 
ficiaries, employers, em- 
ployee organizations, and 
other affected patties, and 
(2) the self-sufficiency of 
the insurance fund estab- 
lished to guarantee pay- 
ment of basic benefits of 
insolvent multi-employer 
plans . 

To address the usability 
of multi-employer pension 
plan data maintained by 
the government. 

To moottor efforts of IRS, 
labor, and Pension Benefit 
Guaranty Corporation to 
administer the net. 

To assess effects of the 
basic withdrawal liabil- 
ity provisions of the act. 

Month started 

January 

January 
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APPENVIX 12. 31 U.S.C. 713. 719(d) 

AUTBORITT TO AIJDIT IRS (31 U.S.C. 713) 

(a) Under regulatmns of the Comptrolls- General, the C~mptrolI~ Gen- 
eral shall au&t the Inremai Revenue Serlce and the Burez~u of Alcohol 
Tobacco, and F~rexms, of tbr Dcaartms-r of the Treasury An audit u? 
der th1.c sec:~on does nof atTxr a find deusmn of the Secretq of the TK- 
wry under secnon 6506 of the Internal Revenue Code of 1954 (76 U S C 
6406) 

(b)(l) To carry out th15 section and to the extent provided by and only 
subject to secffon 6103 of the Internal. Revenue Code of 1954 (26 USC 
6103’3- 

(A) returns and rerum mformatlon (as defined m se&on 6103@) of 

the Internal Revenue Code of 1954 (26 U S C. 6103(b)) shall be made 
avadabk to the Comptroltcr General, and 

(B) records and propcny of, or used by, the Service or the Bureau, 
shaIl be made avdable to the Comptroller General 

U) AC Test once every 6 months, the ComptrolIer General shall desIgnate 
each officer and cmplo)ti of the General Accountrng Offcc by name and 
urle to whom returns, rerurrr mformatux~, or records or property of the Ser- 
vice or the Bureau that can ldentrfy a ptinxlar taxpayer may be made 
available E;ch desIgnanon or a certified copy of the deslgnatlon shall be 
Sent to the Cbmmittec on Fiance of the Smate, the Gmrmftee~on Ways 
and Muns of tic House of Reprsentatiues, the Commlttce on Govemmen- 
tal Afhrs of the Senate, the Comnuttee on Government Operatums of the 
HOUSC, the Joint Commntcc an Taxation, the CornmIssioner of Internat 
Revenue, ar,d the Dmzctor of tbc Buruu. 

0) Except as expressly pronded by law, ao off~~r or employee of tie 
offkt tray make known informanon dewed from a record or property of, 
or m use by, the Scrwcc or the Bureau that can Identify a parncular taxpay- 
er ohly to another-officer or employee of the Offxe whose dunes or powers 
requrre that the record or property be made known 

ANNUAL REPORT TO CONGRESSIONAL CmTTEl3S (31 U-S-C. 719(d)) 

(d) The Comptroller General shaIl rc:ort each year to the CommIttees on 
Fmance and Governmental Affan of the Senate, the CommIttees on Ways 
and Means and Government Operations of the House of Represe~tanves, 
and the Jomt CommIttee on Taxation Each report shall m&de- 

(1) procedures and rcqumemenrs the ComptroIler General, the Com- 
nusuoncr of InternaLRevenue, and the Dtrecror of the Buruu of AIco- 
hol. Tobacco, and Rrezxrms, prescnbe to protect the coafidentmlq of 
returns ard return mforma~ron made avaIlable to the Comptroller Gen- 
eraI under settIc 1 713@)(I) of this title, 

(2) the scope and subject matter of audns under sec:lon 713 of tbrs 
tltfe, and 

(3) fmdqs, conc’ur~~~, or recommcndxlons the Comptroller &-I- 
eral de\elops as a result of an auolt under sectron 713 of this tlrle, 
includmg slgnlficmt evidence of mcciicrency or mrsmanagement 
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APPENDIX 13. GAO ACCESS TO TAX LNFORllATION AfJTHOR~ZED 
IN 26 U.S.C. 6LO3(i)(7) 

(I) an audit of the lnrcmal Rcvcwe SCMW dr tic Burclu of Alcohol. To- 
bacco and Firwrms whlck mny bc rqurred by secuon 713 of title 31. Lo,tcd 
Slam Code or 

CTCL~~ that no suck officer or cmpioyee shai. cxcqt to the taco, authorized by sub- 
sccuon (f) or (v)(6). dlsclosc to army !xrson otbcr than aoothcr officer or mooiovcc of 

(B) Audits of other agennn 
(i) In gcncral --NothIng ID thn scchon shall protuoit any return or return 

mformanou obtamed under thts atlc bv anv Fcdcral IP~KKY (other than an 
~ _ I  .  

agency referred to III subparagraph (A)) for ux m any progmm or act~ty from 
bnng apcn to mspccnon by. or d~sciosurc to. officers and anploycs oi the Gen- 
crll Accounung Office If such 1nspmo* or disclosure lb-- 

(11 for purposs of, and to the cxtcnt DCCCIQ~~~ ID makmg an audit au- 
tkonzcd bv law of such prog-xm or actwuy. and 

(11) purauzmt to a wntteo rcmxst by the Comptroller Gcnc~al of the 
Lmrcd Sum to the kwd of suc’l Fcdcral agent) 

(10 Infommhon from ssrctary --If the Comptrolle- Gcocral of the Unrted 
Scares dctwmmes that the returns or reuro mformanon avatlable ondcr &USC 
(I) arc not rufficm~t ior purposa of makmg an audn of any pro- or acnnry 
of a Fcdcral agency (otkcr tkan an agency rcfcrred to m subparagraph (A)), 
upon wnrtcn rcquat by !hc Comptroller Gcncral to tkc Secretary, reurns and 
rctum mformanon (of the type autkonzed by subsccnan 0) or (ml to be made 
awlable to the Fcdcral agency for USC m such pragam or acunty) shall be 
open to mspechon by, ox dnclasurc to. officns and cmploym of the Genera! 
Accounting OfFn for the purpose of and to the ~XTCOI necessary to, makmg 
such audit 

(111) Requ~remew of not~fiuuon upon completion of audit -Wlthln 90 days 
ahcr the compleuon of an audn wrh respect to whxh rctutis or rctum mfor- 
mation we-t oumcd to ~nsnc~hon OT &closed under clauc (11 or fttl, tkc 
Comptroller Gcncral oi the Umrcd Stars shall nouf~ LO wnuog the lamt Com- 
mttee on Taxauon of such comal~tl~ Such OO~ICC shall mclude- 

(I) a dscnpaon of the u& of the rcturm aad rctum mformabon by the 
Federal age-q mvolved. 

(II) suck rccoo’m~ndauons Mlb rs~t to tkc UIS of returns and return 
mformnuoo by suck Fcde:af agency a the Comptxdler General deems ap- 
propnate. and 
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APPENDIX 14. PROCEDURES AND RECORDKEEPING TO SAFE4WARD 
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I 
September 21r, 1385 

(44) saf YdT - 
(2). (31, or?%, (11(l) 
COunh”P offict or 
W)(Blh). or (1)(61, 

(E) humrh a repon to the Sec:cw. st such amc and contammg such mforma- 
ho11 as the Secretary may prcscnbe. Wiuc3 da&a the produrcr esubbshtd md 
nalucd by mch agency. body. or comnon or the Gsral Accounhng Office for 
msu~g the conftdcnnaIlry of remms and rcmm mformaaon rcq& by thrs pea- 
.P=P~; =d 

(F) upon eomplcaon of uy of such returns or return mionaaaon- 
Q UL Lc CLSC of aa Pgmcy. hod . or comm~suon dcwnbed m subsaenon 

(d), G)(3MN1~, or W(6). (71, (8). or 91 ream to the kereury suck rearm or r 
- mformaaoo (along rnrh any copxs made thcreftom) or make such TC- 
mm, or i-mum informanon uadrsdo~hIc m arty manner and hu-n~sh P wntuo 
repon to rhc Secretary dacnbtng such manner; and 

(u) an the case of an sgaxy danbed m subseams (h)(t). (h)(6). G)(I). (21. 
(3, or (Ed, (J)(I) or (2). (i)(l), (2). (3). (9, (10). or (11) or (ONI). or the Gal- 
ml Accoumng Office, nthcr- 
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