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While most recipients of payments federal grant and direct assistance 
programs pay their federal taxes, tens of thousands of recipients collectively 
owed $790 million in federal taxes as of September 30, 2006. This included 
over 2,000 individuals and organizations that received $124 billion of 
payments directly from the federal government and who owed more than  
$270 million of unpaid taxes (almost 6 percent of such recipients) and about 
37,000 landlords participating in HUD’s Section 8 tenant-based housing 
program who owed an estimated $520 million of unpaid taxes (almost 4 
percent of such landlords).  The $790 million estimate is likely substantially 
understated because GAO’s analysis excluded the 80 percent of federal grants 
that are directly given to state and local governments which, in turn, disburse 
the grants to the ultimate recipients.  
 
GAO selected 20 grant and direct assistance recipients with high tax debt for a 
more in-depth investigation of the extent and nature of abuse and criminal 
activity. For all 20 cases GAO found abusive and potential criminal activity 
related to the federal tax system, including failure to remit individual income 
taxes and/or payroll taxes to IRS. Rather than fulfill their role as ‘‘trustees’’ of 
payroll tax money and forward it to IRS, these grant recipients diverted the 
money for other purposes. Willful failure to remit payroll taxes is a felony 
under U.S. law. Individuals associated with some of these recipients diverted 
the payroll tax money for their own benefit or to help fund their businesses.  
GAO referred these 20 cases to IRS for additional collection and investigation 
action, as appropriate.  
 
Examples of Abusive and Potentially Criminal Activity by Grant and Direct Assistance 
Recipients 

Nature of work 
Unpaid tax amount as 
of September 2006 Activity 

Housing  Over $3 million  
Landlord was convicted of illegally transferring 
property to defraud creditors. 

Social Services 
 Over $1 million 

While failing to pay its taxes, the grant recipient 
paid hundreds of thousand of dollars to a relative 
for services contracts. 

Social Services 
Over $400,000 
  

Recipient investigated for using grant funds to 
purchase luxury car, lakefront condominium, and 
Caribbean trips. 

Source: GAO analysis of IRS data and available public records. 

 
Federal law and current governmentwide policies do not prohibit individuals 
and organizations with unpaid taxes from receiving grants or direct 
assistance. Several federal agencies established policies against awarding 
grants to tax delinquent applicants; however, federal agencies do not verify 
applicants’ certification that they do not owe taxes. Further, federal law 
generally prohibits the disclosure of taxpayer data to federal agencies. Eleven 
grant recipients that GAO investigated appeared to have made false 
To view the full product, including the scope 

Since February 2004, GAO has 
reported that weaknesses in the 
federal programs and controls that 
allowed thousands of federal 
contractors, tax exempt entities, 
and Medicare providers to receive 
government money while owing 
taxes. GAO was asked to determine 
if these problems exist for entities 
who receive federal grants or direct 
assistance and (1) describe the 
magnitude of taxes owed, (2) 
provide examples of grant 
recipients involved in abusive and 
potentially criminal activity, and 
(3) assess efforts to prevent 
delinquent taxpayers from 
participating in such programs.   

To perform this work, GAO 
analyzed data from the Internal 
Revenue Service (IRS), three of the 
largest grant and direct assistance 
payment systems, representing 
over $460 billion in payments in 
fiscal years 2005 and 2006, and the 
Housing and Urban Development 
(HUD) Section 8 tenant-based 
housing program. GAO 
investigated 20 cases to provide 
examples of grant recipients 
involved in abusive activity. 

What GAO Recommends  

GAO recommends that the Office 
of Management and Budget (OMB) 
assess the need to require federal 
agencies to conduct inquiries into 
the tax debt status of applicants 
where appropriate. GAO also 
recommends IRS evaluate the 20 
referred cases with high tax debts 
and abusive and potential criminal 
activity for appropriate additional 
collection and investigation action. 
IRS and OMB agreed with our 
recommendations.  
United States Government Accountability Office

and methodology, click on GAO-08-31. 
For more information, contact Greg Kutz at 
(202) 512-6722 or kutzg@gao.gov. 

statements by not disclosing their tax debt as required. Further, agencies that 
award grants are not required to inquire as to recipients’ tax debt status prior 
to providing direct assistance payments. 
 

http://www.gao.gov/cgi-bin/getrpt?GAO-08-31
mailto:kutzg@gao.gov
http://www.gao.gov/cgi-bin/getrpt?GAO-08-31


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (None)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f300130d330b830cd30b9658766f8306e8868793a304a3088307353705237306b90693057305f00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /FRA <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


