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This report summarizes our work on tax policy and administration dur- 
ing 1988. This report is submitted in compliance with 31 U.S.C. 719(d) 
and consists of the f’ollo~ ing appendixes. 

1. Summaries of tax--rt,latc4 products issued in 1988 by subject matter. 

II. Summaries of tax-rclatcd products issued before 1988 with open rec- 
ommendations to (‘ongrc>ss. 

III. Legislative action\ taktxn in 1988 on GAO recommendations. 

IV. Listing of open rcc.ornmendations to Congress. 

1’. Listing of rccommclndations made in 1988 to the Commissioner of 
Internal Rcvenuc. 

VI. Chronological listing of GAO products on tax matters issued in 1988. 
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VII. Listing of assignrntmts for which GAO was authorized access to tax 
data in 1988. 

VIII. Listing of major l.ontributors to this report 

We do work on tax llolicy and administration matters pursuant to 31 
1:S.C. 713, which a~~thorizes the Comptroller General to audit the Inter- 
nal Revenue Service and the Bureau of Alcohol, Tobacco and Firearms. 
(;‘\o Order 0135. I, its amended, prescribes the procedures and require- 
ments we follow to protclct the confidentiality of tax returns and return 
information rnadt, a\.ailablc to us when we do tax-related assignments. 
This order is availabk upon request. 

We are pleased to rt‘port I hat the Internal Revenue Service (IRS) has 
taken, or plans to takts. action on most of the recommendations we made 
in 1988. Also, various congressional members and committees used our 
products in overseeing tax administration operations and in considering 
tax policy issues. 

We look forward to c,ontinuing to work closely with Congress in its over- 
sight of tax policy and administration matters and to assist it in consid- 
ering our Iegislativc> rtlc*ommendations. Also, we would be pleased to 
discuss any of the mat tcrs included in the appendixes if you, your col- 
lcagu~s, or staffs h~li(~ve it would be beneficial. 

We are sending copit’s of this report to the Director of the Office of Man- 
agement and Budget, 1 he Secretary of the Treasury, and the Commis- 
sioner of Internal Revcmlt~. We are also sending copies to interested 
congressional committc~c~ and to others upon request. 

Should you or the C’c Immit tees have any questions or need additional 
information. please ( all m(l on 2756407. 

Jennie S. St,athis 
Director, Tax Policy iltld 

Administration Issnc~ 
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ADP and 
Information Technology 

IRS’ Tax System 
~___ 

(GAO/T-IMTEC-SS- 1, :! ‘23638; GAOIIMTEC-8%%3HR, 4/27/88) 

Redesign PrOgRSS and In 1982, IKS began Tax System Redesign-a major program to make its 
Plans for the Future automated tax procclssing system more efficient and effective. Since 

then, IKS has pursued four different conceptual redesign approaches. 
The fourth approach. wlurh IKS is currently pursuing, depends on the 
agency’s own staff, ~~~~~plemt~nted by outside technical help. Our testi- 
mony before the Subcommittee on Oversight,, IIouse Committee on Ways 
and Means, discusses I he progress of the Redesign pro.jcct. The briefing 
report to the Chairman and Ranking Minority Member, Subcommittee on 
Treasury, Postal Ser\.il’cX, and General Government.. Senate Committee 
on Appropriations: and t ho Chairman, Subcommittee on Oversight, 
House Committee on \? ays and Means, pro\,ides an overview of IKS’ Tax 
System Redesign. 

In March 1988, IKS approved a Tax System Redesign management plan 
that described organizational responsibilities and the preliminary design 
concepts for a redcsigtlcd tax processing system. The preliminary design 
concept describes how IKS will redesign its tax administration system by 
the late 1990s. The rthticsign process will gradually automate and 
streamline t,he tax processing system in an integrated environment, 
which will reduce thcl ~lc~d for manual and paper-intensive proresscs. 

Over the next 2 years. IKS plans to (1) identify system design alterna- 
tives. (2) do cost-benri’it analyses on the alternatives, (3) complete an 
acquisition strategy 1’(1r procurements, and (4) define user requirements. 
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Agencies Need to 
Consider Adequate 
Security Controls in 
Developing 

(GAO/IMTEC-88-l 1 iuid GAO/IMTEC-88-l lS, S/31/88) 

Adequate security c,ontrols in federal automated information systems 
are becoming increasiiigly more important as government agencies 
become more dependent on their systems to maintain and process mis- 

Information Systems 
sion-critical, sensitive information, IRS, along with seven other agencies 
we reviewed, did nc )t 1 Iroperly assess security features when basic sys- 
tem requirements were being decided. IJnless agencies study the cost 
and feasibility of security features when choosing a system, controls 
may not be adcquatts or c,ost effective. 

The IRS system included in our review, the Automated Examination Sys- 
tem, is intended to aufomatc a labor-intensive, paper-oriented tax ret,urn 
examination process In developing the system, IKS assessed the feasibil- 
ity of three alternativ-e designs. Each altcrnat,ivc had identical security 
controls to protect sensit ivc tax return informat,ion, and IRS did not for- 
mally evaluate their feasibility. According to IRS officials, the agency 
had enough experic~nc<~ with security for other systems processing tax- 
payer information to assess the feasibility of security controls without 
formal studies. We bclicvc~, however, that IRS should have used its 
experience to fully rlo~~ment the feasibility of alt,ernative security 
controls. 

Recommendation(s) We recommended thitt the heads of agencies whose systems we 
reviewed, including IRS, evaluate existing agency policies and procedures 
governing the development of sensitive information systems to deter- 
mine if revisions art’ needed to assure that systems are developed with 
appropriate security c,ontrols. These officials should also review sensi- 
tive information systems being developed to see if a sound security 
foundation is being built in. These evaluations should be considered in 
formulating agcnq inforrnat.ion security plans required by the Corn. 
puter Security Act 01’ 1987 (Public Law 100-235). 

Action(s) Taken and/or 
Pending 

[KS said that it had cot recl.ed the cited problems relating to the security 
controls for its Aulomatt~l Examination System. In addition, the Federal 
Computer Performance Evaluation and Simulation Center is assisting IKS 
in ( 1 ) reviewing fcclcrnl and information systems security and control 
requirements. (2) dociimcnting IRS’ information systems security pro- 
gram, (3) identifying the mformation systems security requirements 
resulting from IRS’ I ax system modernization project. and (4) developing 
an action plan to (‘n5iirc that proper controls are put in place. 
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IRS expects to complete the plan in 1989. IRS was also evaluating the fea- 
sibility of using system development practices suggested by the National 
Institute of Standards and Technology (formerly the National Bureau of 
Standards) and the President’s Councils on Management Improvement 
and on Integrity and Efficiency. 
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x6/15/88; GAOJMTEC-88-45, 6/15/88) Questions About 
Proposed Funding for We issued two reports to the Subcommittee on Treasury, Postal Service, 
IRS’ Personnel and and General Government, Senate Committee on Appropriations, for its 

Payroll Projects use in evaluating IRS’ fiscal year 1989 budget request. In these reports 
we questioned IRS’ need for $10.5 million to fund its part of a suspended 
Department of the Treasury payroll system project and $10.3 million to 
fund modifications to its automated personnel system. 

ins’ request for $10.5 million was to support a conversion from its 
existing payroll system to the Treasury system. The conversion required 
staff to test the new system, train field personnel, and convert data. 
Treasury had terminated the contract to develop its system in December 
1987, however, and was evaluating other alternatives, including the 
selection of another payroll system. In that regard, a Treasury study 
team had recommended, in April 1988, that Treasury select the Agricul- 
ture Department’s integrated payroll and personnel system for use 
throughout Treasury 

IRS had also requested $10.3 million for staff, equipment, and support 
related to an automated personnel system. In September 1987, IRS began 
converting from a Burroughs-based system to a Sperry-based system to 
maintain hardware compatibility with the system’s developer-the Air 
Force. Principally because of telecommunication network software prob- 
lems, however, only one IRS region had been converted as of May 1988. 
Also, according to a Treasury official, a decision to use Agriculture’s 
integrated system, as recommended by the Treasury study team, could 
eliminate the need for IRS’ personnel system. 

In light of the above, we suggested that the Subcommittee examine IRS’ 

justification for the requested funds. 
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XNeeds 17188) 

Its Revenue IRS’ Revenue Accounting Control System (KACS) is inefficient and suscep- 
Accounting Control tible to errors. In fiscal year 1987, IRS processed 193 million tax returns 

System and related documents, collected over $866 billion in taxes, and 
refunded $97 billion-all of which was accounted for by KKK The sys- 
tem, put in operation in 1984, was intended to 

. help account for and classify tax revenues, disbursements, and related 
financial transactions at each of IRS’ 10 service centers; 

. report revenue classification data to the Treasury Department; and 
s help ensure that state and local governments, as well as other federal 

agencies, are properly reimbursed for such programs as child support 
and unemployment. 

Although IRS had originally intended to fully automate its manual 
accounting system, it did not do so. Accounting data generated by other 
automated IRS systems and needed by RACS still must be entered manu- 
ally, which has contributed to errors in classifying tax revenues. 

In addition, RACS’ account files must be balanced and reconciled manu- 
ally, and RACS cannot identify categories of repeated errors or help ana- 
lyze IRS’ accounts rcreivable balance, which had increased from $18.4 
billion in fiscal year 1981 to $53.7 billion in fiscal year 1987. IRS did not 
automate interfaces with other IRS accounting systems nor implement 
the automated balancing or reconciling features of RACS because (1) mod- 
ifications to the other automated systems would have been required, 
and IRS was reluctant to do this; (2) some balancing functions were 
thought not to be needed with FXS; and (3) software for other balancing 
functions was not, ready when IL~CS was made operational and has not 
been added since. 

Recommendation(s) We recommended that the Commissioner of Internal Revenue, in review- 
ing IRS’ plan for replacing i~cs, ensure that it is supported by a thorough 
requirements and compatibility analysis that (1) clearly specifies 
actions to reduce manual data input, balancing, and reconciliation, and 
improves RACS’ ability to identify and track errors; and (2) identifies 
changes needed to ensure’ compatibility between IIAC‘S and other auto 
mated systems. 
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Summary of Related 
Action(s) 

In November 1988, IRS officials presented a proposal for RAW’ replace- 
ment to its Informat.ion Systems Policy Board. As of March 31, 1989, 
according to the acting RACS Section Chief, the Board was considering 
whether to approve KACS’ replacement as a separate project or as part of 
a larger effort to redesign service center information systems. He said 
that, as an interim measure, several actions were initiated to enhance 
R&S and permit direct input and transfer of accounting data generated 
by other automated systems. 
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yTI 3/88) Progress on IRS’ 
Electronic Filing 
System 

This report to the Chairman, Subcommittee on Oversight, House Com- 
mittee on Ways and Means. summarizes IRS’ development of an Elec- 
tronic Filing System for professional tax preparers whose clients claim 
refunds. IRS believes that electronic filing will speed refunds and cut the 
costs and time associatc,d with processing, storing, and retrieving tax 
returns. 

We described IRS’ efforts during the 1988 tax year to (1) correct soft- 
ware deficiencies thai limited the benefits of electronic filing, (2) help 
preparers solve problems in sending returns, and (3) modify the new 
computer system that received returns. We also discussed efforts to 
address three unresolved issues that will affect IRS’ nationwide imple- 
mentation of the Elect ronic, Filing System: (1) how to encourage more 
preparers to participate, (2) whether to install equipment and software 
in all or just some of IRS’ IO service centers, and (3) how to address cer- 
tain technical and k+$11 issues such as eliminating mandatory paper 
documents. 

Summary of Related 
Action(s) 

-- 
IRS replaced the sof’tw~c that permanently stores and retrieves elec- 
tronic return data because the software used in 1988 did not work as 
int,ended. IKS also redt*fined its requirements to better ensure the receipt 
of acceptable softw,arcs. In March 1989, we testified on this system 
before t,he Oversight Subcommittee (&W/T-IMTI%XW, 3/16/89). 
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7 B/2/88) IRS Can Reduce 
Processing Errors 
With Better Quality 
Controls and 
Information 

Effective tax administration depends on accurate filing and processing 
of over 100 million tax returns annually. Complex, changing tax laws 
and high turnover of’ processing personnel contribute to mistakes made 
either by taxpayers or by IKS. According to IRS, 160,000 adjustments 
were needed to corrcc’f mistakes made during the 1 P-month period ended 
.June 30. 1987. 

To assess IRS’ cont.rols for correcting errors, we randomly selected 389 
adjustments from a lmiverse of 10,501 adjustments made by four ser- 
vice centers between April and June 1987. We found that about 72 per- 
cent of the adjustmrnts would not have been needed if error resolution 
examiners and, in some c.ases, data transcribers had adhered to required 
procedures for correcting errors identified by an automated system. 
Most of these errors were eventually detected through a final check by 
another automated system. I%~ausc the errors were not corrected ear- 
lier, however, taxpay(nrs received refunds and tax due notices within 
about 7 to 15 weeks rather than the normal 4 to 6 weeks. Correcting 
errors at the end of’ 11~~ process is also more costly than correcting them 
earlier. 

In 21 percent of thrs ~~ascs. errors were not corrected before updating 
taxpayer accounts. As a result, some taxpayers received excess refunds 
ranging from $7 to nearly $5,000; others received tax due notices requir- 
ing them to pay from S 1 to over $8,100 more than they actually owed. 

IHS has increased its wont rols to identify the causes of processing errors, 
but some activities art’ not as effective as they can be because (1) the 
resulting managemc>rl( reports have been inaccurate and untimely and 
(2) service cent,cr unit managers do not consider certain reports to be 
useful to their nrc& 

Recommendation(s) We recommended that the* Commissioner of Internal Revenue: 

(1) Require serviccb (tLnt.ttr directors to implement a program to review 
tax returns correctc>cl by t’rror resolution units. 

(2) Ensure that feed Ijack ()n the nature and source of errors identified in 
these reviews is gi\ (‘n promptly to the processing units and to National 
Office managers, so t Ilat bot,h parties can act quickly to prevent future 
errors. 
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(3) Review the completeness, timeliness, and accuracy of management 
information produced by quality monitoring, and modify those reports 
that do not meet management needs. 

Action(s) Taken and/or In response to our recommendations: 

Pending . IIS is analyzing test results from two service centers to see if an Error 
Resolution Unit review program can be implemented nationwide. 

. IKS has developed a process review program to track error trends within 
functions and give next-day feedback to the units who made or missed 
the errors, IRS believes this immediate identification and correction of 
errors will let managers correct work before it moves on, t,hereby reduc- 
ing the volume of errors that go forward to the next function. 

. IIS is developing training on the use of quality monitoring data for dis- 
tribution in 1989. 
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Compliance 

The Tax Gap- 
Definition, Studies, 
Assumptions, and 
Components 

(GAOjGGD-88.CitiHK. :1:25/88; GAO/T-GGD-8%22,3/31/88) 

As defined by IRS, the\ tax gap is the difference between the amount of 
income taxes voluntarily paid by individuals and businesses and the 
amount, of income taxes that are owed. In March 1988, we issued a brief- 
ing report and testific,d on that gap. 

In our briefing report to the Chairman of the Subcommittee on Over- 
sight, House Committee on Ways and Means, we described (1) IRS’ defini- 
tion of the tax gap; (2) IRS 1979, 1983, and 1988 studies in which it 
estimated the size of the tax gap; (3) changes in IRS’ methodology and 
assumptions for the 1988 study compared to earlier ones; (4) compo- 
nents of the tax gall and dollar estimates for each component in the 
1988 study; and (5 ! t rcnnds in the size of the tax gap. 

Our overall analysis strewed that IRS’ 1988 study had major changes 
compared to carliclr st udics. The 1988 study excluded tax estimates for 
illegal source income and remittance problems, changed the met,hod for 
computing taxes on unreported income, and assumed that compliance 
rates will remain cons1 ant. It, also showed a higher tax gap for 1987 than 
for 1973, a decrrasc>tl tax gap from 1986 to 1987, and an increased tax 
gap from 1987 througlr 1992. 

Our testimony beforts the Senate Budget Committee discussed the tax 
gap and our efforts over the past several years to help IRS narrow it. 
While the tax gap is difficult to measure precisely, IRS’ estimates show 
that it remains substalltial. Our reports on several IRS enforcement pro- 
grams had shown that INS could take additional steps to reduce the tax 
gap. For example. II+ c,ould implement a business document matching 
program, more activc\l,v pursue tax collection from closed criminal inves- 
tigations, and use hot tc’r‘ tip income detection methods, 
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Comprehensive 
Review of Civil 
Penalties Is Needed 

(GAO/T-GGD-88-24, :3::11/88; GAO/T-GGD-88-55, g/28/88) 

We testified on the nec,d for a comprehensive review of civil penalties 
before the Subcommittee on Oversight, House Committee on Ways and 
Means; and the Subcommitt.ee on Private Retirement Plans and Over- 
sight of the Internal Revenue Service, Senate Finance Committee. WC 
presented a summary of prior studies on IRS’ administration of various 
civil penalties. The studies had shown problems in computing and 
assessing penalties, applying varying district office policies, and having 
good information for managers to effectively oversee and evaluate t,he 
penalty program. We also discussed the usefulness of the Commis- 
sioner’s Study of Ci\-il PenaMes and whether it would have a sufficient 
empirical base to idcntlfy the extent of problems, determine causes and 
impacts of identified problems, and develop specific recommendations to 
correct them. 

Summary of Related 
Action(s) 

Our work on civil penalties is continuing. We expect to issue several 
reports upon its completton. 
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Opportunities Exist (GAO/GGD-88-54, 4,11/88) 

for Improving IRS’ 
Administration of 
Alien Taxpayer 
Programs 

Many aliens are only in the United States temporarily. Difficulties that 
arise in trying to enforce compliance with U.S. tax laws once they leave 
make it imperative that IKS t,ake reasonable steps to ensure compliance 
while they are still in the country. Mechanisms that were intended to 
deal with that problem by ensuring an alien’s compliance before he or 
she leaves the United States are not working. Those mechanisms include 
(1) a statutory provision that is not being enforced and may, in fact, be 
impractical to enforce and (2) programs that are not being administered 
in accordance with established procedures. 

At, the time we issued our report, IKS did not have the kind of informa- 
tion needed to assess its alien compliance efforts. For example, certain 
aliens are statutorily required to obtain compliance certificates before 
leaving the country to document that they have met their U.S. tax 
responsibilities. IKS, however, did not maintain aggregate information on 
the number of certific,atcs issued and the amount of tax collected as a 
result of that process. IKS also had no aggregate information on (1) the 
number of alien leads received from the Immigration and Naturalization 
Service (KS) and the resulis obtained or (2) the results of final tour 
accountings of foreign entertainers. Such information is needed to assess 
the effectiveness of current efforts and to provide a basis for deciding 
whether significant, (*hanges to those efforts are warranted. We also 
identified steps 113s could take to bet.ter ensure that incoming aliens are 
aware of their tax responsibilities and that [KS’ compliance efforts are 
appropriately focused 

Recommendation(s) We recommended 1 o t h(l Commissioner of Internal Revenue that IKS: 

* Begin collecting management information needed to assess the effective- 
ness of alien compliance efforts. That information should include the 
number of tax compliaiice certificates issued and the amount of tax col- 
lected as a result, the number of leads received from KS and the results 
obtained, the results from final tour accountings, and costs and t’ax reve- 
nues associated with administering alien compliance efforts. 

. Arrange with the Department of Stat,e to have IIS. embassies distribute 
information on the potential tax obligations of aliens, including, where 
applicable, the need IO obtain a tax compliance certificat,c. 

l Obtain from INS the kinds of information necessary to better meet 112s’ 
nonresident alien inforination needs. 

Page 20 GAO/GGD89-106 Tax Policy and Administration 



Appendix I 
,Swnmaries of Tax-Related Products Issued in 
1988 by Subject Matter 

. Designate district office personnel to be responsible for coordinating 
nonresident alien compliance efforts. 

. Revise t,he letter used to contact agents responsible for withholding 
taxes from foreign entertainers to bring it int,o conformity with current 
IRS forms and informat ion. 

Action(s) Taken and/or 
Pending 

. 

. 

. 

. 

112s generally agreed with our recommendations and initiated a study to 
gauge the extent of alien taxpayer compliance. As of May 1989, IRS was 

analyzing the results of that study. IKS also has 

coordinated with State Department officials about the possibility of 
making more tax infc~rmalion available to aliens who apply for visas, 
coordinated with INS officials about obtaining additional information on 
aliens, 
established coordinators in t,he two district offices where most nonresi- 
dent alien compliance efforts will be focused, and 
revised the text of t hc, withholding agent contact letter. 
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I(GAO/GGD-88-61,5/88) Investigating Illegal 
Income-Success IRS has a Special Enforcement Program that is intended to investigate 
Uncertain, and seek criminal prost>cution of major criminals involved in illegal 

Improvements Needed activities-mainly important drug traffickers and organized crime 
figures who violate the> tax laws. According to IRS’ most recent estimate 
at the time we prepared our report, three illegal activities-drug traf- 
ficking, gambling, and prostitution-accounted for $34 billion in unre- 
ported income in tax year 1981, or about $9 billion in unpaid taxes. 

On the basis of our analysis of nationwide samples of closed criminal 
cases, we found the following: 

. From a criminal investigation standpoint, IKS did more Special Enforce- 
ment Program invcst.igations and generated more convictions in 1985 
than in 1982. For casts closed during fiscal year 1985, we projected that 
about half resulted in a conviction, about two-thirds of those convicted 
received a jail sentem*(~, and about one-third of those investigated were 
mqjor criminals. 

. From a tax administrwt ion standpoint, the Special Enforcement Program 
cases closed in fiscal ycsar 1982 [the latest year with complete data 
available) generated about $11 million in tax revenue, of which about $2 
million represented taxes on illegal income. 

Because specific goals and any other evaluation criteria had not been 
est,ablished, we could not conclude whether these results met Congress’ 
or IRS expectations for a successful program. However, we identified 
three management inq’rovcments that could enhance program 
operations. 

First. IKS does not haves management information relating to key pro- 
gram objectives, such as investigating major criminals and pursuing tax 
revenues from compkxt ed cases. Of the management information availa- 
bltk. 76 percent of the 509 c’ases we reviewed contained inaccurate or 
incomplete data. lnac c,llr;rt c information has resulted in erroneous and 
misleading reports to IIS management, Congress, and the public. With 
better information, IBS management. would have a more complete picture 
of progress made t OM a rtl key law enforcement and tax administration 
ob,jcctives. 

Second, IRS’ guidance. on what constitutes grand jury information is not 
clear. Thus, IRS officials in different locations inconsistently interpreted 
what constitutes grand jr~ry information. IJnclear guidance could have 
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resulted in referable VRSES not being forwarded to Examination for tax 
assessment. Better gllidance could help assure that potential tax reve- 
nues from these cases arc’ pursued. 

Recommendation(s) 
. 

. 

Action(s) Taken and/or 
Pending 

. 

. 

. 

. 

. 

Third. IRS could mortb actively pursue tax revenues from closed criminal 
cases. Criminal Investigation did not forward 443 of 1 ,O 13 prosecuted 
grand jury cases closed in 1985 to Examination, thus foregoing potential 
tax assessments. WC also t’ound that Examination took an average of 14 
months to assess taxes in sample cases closed in 1982, thus giving tax- 
payers an opportunity to dissipate assets and conceal income. 

We rccommendcd tc /I t kc, (:ommissioner of Internal Revenue that IRS: 

Collect key management information, such as major criminals investi- 
gated, cases referrc,d for Lax assessment or collection, and tax revenues 
generated. 
Review input cant r‘o15 to improve the accuracy of management 
information. 
Work with the IKS ( ‘hiet’ (Counsel and the Department of Justice to pro- 
vide better guidwnctn on grand jury information. Also, require special 
agents to consult \vit h aI)propriatc att.orneys at, the close of grand jury 
cases to determint F\ hat, information may be forwarded to Examination 
for civil action. 
Establish a district offief> program to monitor the civil actions taken by 
various IRS componc\tits G )n closed criminal cases. 

IRS agreed with our r(,commendations and has taken or plans to take 
several actions 10 irnpk~ment, them. In particular, IRS 

established a task f’cIrcc> of top-level officials to analyze the current man- 
agement information sy-stem and to recommend improvements; 
plans by Octobttr 1989 to implement a formal plan for tracking tax reve- 
nues generated from criminal investigation cases; 
plans to review district and region data controls to improve the accu- 
racy of the managtment information system; 
revised its Chirf (‘c)nnsc,l Directive Manual to provide better guidance on 
grand jury informal ion, and 
is developing a nat ion\litie plan to monitor civil actions on closed crimi- 
nal cases. 
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I(GAO/GGD-88-77.4/88) IRS Could Reduce the 
Number of fidch year, many businesses fail to file one or more required tax returns, 
Unproductive su& as those rclatinp to income. employment, and excise taxes. IRS iden- 

Business Nonfiler tifies most potential businrss nonfilers through a computerized program, 
which matches tax returns filed to the types of returns each business is 

Investigations required to file as rcc>orded on IRS Business Master File. In fiscal year 
1986, I tts complctcd 13.7 million investigations of pot,ential business 
nonfilers and assess4 about $5.9 million in taxes. However. IRS closed 
about 73 percent, of ttlcb investigations without obtaining returns and 
assessing taxes. In ot hrbr words, 73 percent of IRS invcstigat,ions were 
riny)rotlli~ti~t,. 

WC analyzed a random sample of 1,976 business nonfiler cases that IRS 

closed in fiscal year 1987 and identified certain factors that contributed 
to unproductive invest igations. Specifically, (1) in 15 percent, or 298 
cases, IRS had crron(~o11sly issued more than one employer identification 
number to busincsscs that, in turn, had filed all required tax returns 
under only one of the numbers; and (2) in 19 percent, or 369 cases, busi- 
nesses did not follow II<S rc$ulations to file c,mployment tax returns 
when no tax was owc~l 

Wc also found that in about. 16 percent, or 317 cases. IRS did not use the 
rc>sults of its nonfilcr invcstigat.ions to update its records on businesses’ 
filing requirements. As a result, IRS did not delete invalid filing requirc- 
ments or incorrectly tl(>let ed valid requirements. Inaccurately main- 
tained filing rcquirorncSn~s will likely cause IRS to initiate more 
unproductive invest ip;l (ions or fail to detect. business nonfilers. 

Recommendation(s) WC recommended to rho Commissioner of Internal lievcnuc that IRS 

(1) adopt additional rc,hearch techniques, such as using variations of the 
business’ name ant1 the‘ signed name on the return, and actively pursue 
the receipt of Form S-3. which is the application for an Employer Iden- 
tification Number, to identify businesses with previously-isstIed 
employer idcntificat icm numbers; 

( :!) revise employmcbnt ras ret,urn instructions and business nonfiler 
not ices to cmphasizc> I o bllsincsses the importance of filing required 
(~llill’t~‘l’l~ t~mploymt911 ‘ax returns; 
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-__ 
(3) modify criteria for deleting invalid employment tax filing require- 
ments to include the results of nonfiler investigations; and 

(4) ensure that the fihng status determined from nonfiler investigations 
is accurately record~~ti on the business mast,er file. 

Action(s) Taken and/or 
Pending 

IIS expects to have all four recommendations substantially implemented 
during 1989. Specifically. IRS: 

- Included additional rcascarch procedures in -July 1988 revisions to the IKS 
manual IRS plans to issue follow-up instructions on securing Form 38-4. 

. Is reviewing all bus~nr~ss nonfilcr notices and letters for tone and content 
to determine how to best emphasize the importance of filing the 
required quarterly employment, tax returns. 

. Changed its procedi IWS for recording that a taxpayer is not liable for 
filing a return bascstl on information resulting from its investigations. 
This required a sys~c~rmc~ code change that was implemented March 
1989. 

l Revised its mammal instructions to require all information to be input 
properly to the Ilusiness Master File from nonfilcr investigations, 
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IRS’ Efforts to (GAO/GGD-88-102, 7!‘22/88) 

Establish a Business 
Information Returns 
Program 

Our report to the Chairman, Subcommittee on Commerce, Consumer, 
and Monetary Affairs, House Committee on Government Operations, 
provided a status report on IRS’ plans, time frames, and accomplish- 
ments concerning its c,valuation and implementation of a document 
matching program for business taxpayers. This program would match 
information returns for income such as interest and dividends to tax 
returns that were filed by sole proprietors, partnerships, and corpora- 
tions. IRS already has an information returns program for identifying 
individuals who underreport their income or fail to file tax returns. (See 
our earlier testimony on this subject,, GAO/T-GGB87.4, 3/17/87.) 

Following Subcommittee hearings in March 1987, IRS developed a plan to 
further test the feasibility of a document matching program for business 
taxpayers. We reportc‘d that IRS was proceeding on schedule to complete 
the three initiatives in Its plan by 1991: 

. IRS developed a cross-rc,ference file that contains sole proprietor Social 
Security numbers and employer identification numbers. IRS plans to use 
this file to combino information returns submitted under both types of 
identification numbc,r? before matching them with income reported on 
tax returns. 

. IRS completed a pilot pro,ject in its Manhattan District Office that demon- 
strated that information returns are useful for detecting partnership 
and corporate nonfileri. 

. IRS developed methodologies for determining the costs and benefits of a 
document. matching program for corporate taxpayers. 

We suggested that IRS ( I ) expand its cross-reference file, (2) verify tax- 
payers’ statements that they had filed the required returns, (3) include 
the proper mix of personnt~l costs in computing the costs of a document 
matching program for c,orporations, (4) evaluate information from all 
delinquent returns. and (5) include just the additional tax revenue that 
would result from using information returns to identify unreported 
income in calculating t IW benefits of a corporate document matching 
program. IHS agreed with our suggestions and is either adopting them or 
further studying their merits before deciding what action to take. 

Summary of Related 
Action(s) 

On October 6, 1988 t hcl Subcommittee issued a report entitled lmplemen- 
tation, by IRS, of a Document Matching Program for Income Paid to Busi- 
ness Taxpayers Should Produce Billions of Additional Dollars of Tax 
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&venue. The report, which refers to our 1987 testimony and 1988 
report on IRS’ progress, recommended that IRS proceed as rapidly as pos- 
sible with its efforts to develop a business document matching program. 
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I(GAO/GGD-88-69,7/“5/88) IRS Restructured Its 
Program to Curb Congress authorized IKS to assess several penalties against those who (1 
Abusive Tax Shelters organize, promote, and sell abusive tax shelters; (2) aid and abet others 

in understating their tax liabilities; and (3) fail to register their shelters 
with IHS or register late. Accordingly, IRS established the tax shelter reg- 
istration program and the detection team program, whose major pur- 
poses were to identify and penalize abusive tax shelters as early as 
possible, t,hereby reducing the number of related investor returns enter 
ing the examination proc’t%. 

We found that (1) thcl registration program did not provide district 
examination personnr,l with enough information with which to decide 
whether to initiat,c an c,xamination and (2) t.he detection team program 
selection criteria did not provide district personnel with shelter cases 
that had a high probability of being subject to penalties. 

Furthermore, the penalty Congress provided IRS to curb the promotion 
of abusive shelters did not sufficiently reduce the financial incentives 
for selling shelters. Likewise, the financial disincentive of the penalty 
for aiding and abetting others in undcrst,ating their tax liability had 
been minimized by 11th’ difficulty in developing t,he level of proof 
required by law. .4lso. IKS was administering the penalties in such a fash- 
ion that they were of’ttbn either overlooked or computed incorrectly. We 
concluded, thercforc. that revised legislation and administrative action 
were needed t,o imprcn e INS efforts in dealing wit,h abusive tax shelters. 

Recommendation(s) to 
Congress and IRS 

We recommended that Congress revise the Internal Revenue Code to (1) 
significantly increase 1 he penalty for abusive tax shelters above the cur- 
rent 20 percent of gross income derived, or to be derived. from the sale 
of an abusive tax shc~licr: and (2) reduce the level of proof needed to 
apply the penalty for aiding and abetting from “knowingly” to “knows 
or reasonably should ttavcs known” that an understatement, of tax liabil- 
ity would result. 

To improve the efficlcncy and effectiveness of the abusive shelter iden- 
tification programs, LVP rccommendcd that the Commissioner of Internal 
Revenue: 

- Require organizers ot’ registered shelters to provide the shelter prospec- 
tus and offering documents to their respective IKS district offices at the 
time of registration 
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. Require districts to review these documents in deciding whether to initi- 
ate an examination to determine if the shelter is subject to penalty. 

l Develop and periodically update national selection criteria that can be 
used by IRS service center detection teams and district examination per- 
sonnel to identify the tax shelter returns most likely to contain a gross 
overvaluation of an asset or false or fraudulent statement. 

. Make maximum use of computers to identify and thus reduce cases for 
detection team revielv. 

Action(s) Taken and/or 
Pending 

In passing the Tax R~~form Act, of 1986, Congress intended to curtail 
abusive tax shelters. In 1988, about 3,000 tax shelters registered with 
IKS; but thus far, IKS believes only a few of them would be deemed abu- 
sive. Consequently. IKS delayed implementing our recommendations 
pending an analysis of the impact of the Tax Reform Act of 1986 on the 
use of abusive tax shelters. 

Instead, after our report was issued, IRS restructured its tax shelter iden- 
tification programs to become one of many functions of its newly estab- 
lished compliance teams. These teams are supposed to (1) screen returns 
to identify early nonc,ompliance problems with the 1986 Tax Reform 
Act, (2) identify emerging areas of noncompliance and the need for stud- 
ies and research. and (3) continue to identify potentially abusive tax 
shelters. 

Registrations have dramatically declined and only a few abusive tax 
shelter returns have been identified since enactment of the Tax Reform 
Act of 1986. Therefore. IRS does not intend to establish any further crite- 
ria for identifying, or issue any further guidance on penalties relating to, 
abusive tax shelters until new tax avoidance schemes have surfaced. 
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I(GAO/GGD-88-119. H/8/88) Difficulties in 
Accurately Estimating c on g ress provided IRS with funds that would enable it to increase its 
Tax Examination examination staff by 2.500 additional positions in fiscal year 1987. In its 

Yield budget, request for that year, IRS estimated that the additional staff 
would enable it to alldit 120.000 more returns from which it would even- 
tually assess $829 million in additional taxes, penalties, and interest. IKS 
also estimated that its overall examination effort in fiscal year 1987, 
including the addit.itmal positions, would generate $15.7 billion in 
assessed taxes, penaltlc~s. and interest for that year. 

At the Senate Budgt~t (‘ommittee’s request, we assessed the major 
assumptions IRS used in computing its examination yield estimates. We 
found that each year since 1978, IRS estimates of t.hc amount of addi- 
tional tax to be reconlrncnded by its examination staff have been con- 
sistently less than t IN) amount of additional tax IRS showed as actually 
recommended that yt’ar ‘l‘hr~ annual underestimate averaged 28 percent 
over the period and ranged from about $100 million in 1978 to about 
$3.8 billion in 1986. Futurcx estimates of revenues to be gained from 
audits would be morel rc~liable if IRS used more realistic assumptions. For 
example, IKS needs I o brttc‘r recognize actual hiring and training patterns 
and the amount of st at’f 1 ime dcvotcd to audits in past, years. 

One key assumption IRS uses in developing its estimates is that a certain 
percent,age of the adclitional tax recommended by its examination staff 
will eventually be asstbssed. The percentages IRS uses were derived from 
data generated by trac,king the results of audits closed in 1972. IRS rec- 
ognizes that the t,rac*king data need to bc updated and has been trying, 
unsuccessfully so far. to do so. IHS uses the same percentages, based on 
the same tracking dat ;I. to comput,c the “actual” assessed amounts 
shown in its budge?\ .\s suc.11, 1 lrt, “ilCtll&” are really only estimates- 
a fact not previously cllscIosc>d in IRS budgAs. 

For various reasons, Itl(+tding a decision to divert audit staff to other 
IRS functions and an Inability to bring new staff on board as quickly as 
anticipated, IHS fell s;trc~ of the examination staffing level approved by 
Congress for fiscal yt~1- I !M7. IIS also did fewer audits in 1987 than in 
1986. Nevertheless. 1115 c.omputod $847.5 million in assessed taxes, pen- 
alties. and intcrcst ;I> l1;11,1ng betbn grnt>ratcbd as a result of the 1987 
staffing increase. M’c’ I N~IICTT that IKS csoml)utat.ion excluded some things 
and assumed ot hr~r~Y I ll;lt c ;rusc~tl it to bc ovcrstatcd. 
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Recommendation(s) to 
Congress and IRS 

We recommended that Congress consider requiring IRS to include in its 
annual budget submission information on actual revenues derived from 
audits. We recommended also that the Commissioner of Internal Reve- 
nue (1) systematically reexamine and validate IRS’ estimating process to 
include an analysis of how historical trends should be used and an 
updating of audit tracking data and (2) fully disclose in IRS’ budget 
requests that assessed amounts shown as actual are really only 
estimates. 

Action(s) 
Pending 

Taken and/or Congress and the Congressional Budget, Office used our report in esti- 
mating the revenues that, could reasonably be expected if Congress were 
to authorize another increase in IRS’ examination staff. IRS agreed that it 
needs to reexamine the revenue estimating process. IRS said it has 
drafted a report that ( 1) discusses various concerns about IKS’ estimat- 
ing process, including those discussed in our report, and (2) proposes 
corrective actions. II<!: expects to issue its report by the end of fiscal year 
1989. 

No steps have yet been taken to require including actual audit revenues 
in IRS’ budget% primarily because IRS has yet to devise a methodology for 
generating such numbers. IRS report is expected to address that issue. In 
the meantime, IKS I‘I’\ iscd the wording in its budget request for fiscal 
year 1990 to rnak(, It &.,ar that the “act,ual” results were estimates. 
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Resolving Differences (GAO/T-HRD-88-29, S/S/S81 

in Wage Amounts We testified before the Subcommittees on Social Security and Oversight, 
Being Reported to IRS House Committee on Ways and Means, on the ,July 12, 1988, agreement 

and the Social Security detailing responsibilities under the Combined Annual Wage Reporting 

Administration 
Program by IRS and the Social Security Administration (SSA). The agen- 
ties revised their prior agreement, after we had reported in September 
1987 (GAO/IIRD-87-52, g/18/87) that they had failed to reconcile differ- 
ences in wages being teported to them by employers. 

We said that the new agreement is an improvement over the old one and 
should result in more employees’ wages covered under Social Security 
being properly reported to and recorded by SSA. The new agreement (1) 
better recognizes the agencies’ responsibilities and enforcement authori- 
ties for wage reporting, (2) more clearly delineates responsibilities and 
performance periods, (3) establishes accountability for nonperformance, 
and (4) works toward reducing future workloads. 
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I(C;AO!GGD-88-117.u,1/88) Evaluation of IRS’ 
Refund Offset Study The Omnibus Budget Reconciliation Act, of 1981 (Public Law 97-35) 

authorized IN to use individual income tax return refunds to offset 
delinquent child support payments. In this report to the Joint Committee 
on Taxation, we disc.usscd our evaluation of IKS’ report entitled Study of 
the Effect of Refund Offsets for Delinquent Child Support Payments on 
Compliance. 

_~ 

MS analyzed the trf’fcct of tax year 1981 refund offsets on tax law com- 
pliance in tax years 1982 and 1983 and the effect of tax year 1982 off- 
sets on compliamc‘ m 1983. IKS concluded that offsett.ing the refunds 
caused taxpayer compliance problems in subsequent years. Specifically, 
INS concluded that those offset, as a group, were more likely in later 
years to ( 1) not file tax returns, (2) become delinquent in their taxes, (3) 
decrease t,hcir tax withholdings and (4) have smaller refunds. 

Our analysis showc~tl that IRS’ conclusions, other than the one related to 
nonfiling, could no1 t)e fully supported. INS study methodology did not 
consider whether the observed difference between its offset and control 
groups existed befort the offset occurred. In addition, WC‘ reported that 
although IKS selcctc~tl taxpayers for its control groups to closely match 
the taxable income ;rnd filing status of taxpayers in the offset group, the 
various groups may not have been comparable in nontax-related 
respect,s, such as urxpayer’s age, geographic location. etc. We do not 
know whether considering nontax characteristics would have produced 
different results. 

Summary of Related 
Action(s) 

The refund offset program temporarily expired on ,July 1, 1988. On 
October 13. 1988. (‘ongress passed the E’amily Support Act of 1988 
(Public Law 100~18~ ). which retroactively (axtended the program to -Jan- 
uary 10, 1994. 

IHS continues to study the impact of the refund offset program on tax- 
payer compliamca and has corrected the methodological weakness dis- 
cussed abovcl by ( onsidcring prior taxpayer behavior in its analyses. 
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Identification 
Numbers on 
Information Returns 
Can Be Improved 

Each year, financial and other institutions (called payors) pay out hun- 
dreds of billions of dollars in interest and dividends and file information 
returns with IRS to report, those payments. To ensure that recipients of 
the income (called pay~es) pay appropriate taxes, IRS matches data 
reported by payors on their information returns with income reported 
by payees on their tax ret urns. 

The success of IRS matching depends, in part, on payors accurately 
reporting payees’ idtxntification numbers, which are generally Social 
Securit.y numbers. If t hc identification number on an information return 
is missing or incorrect. IKS may not bc able to include that return in its 
matching program. thus compromising IRS’ ability to detect underre- 
ported income and collt‘ct any resulting tax. Accordingly, Congress 
established requircmcWs and penalties to encourage accurate reporting 
of identification ruunbt~rs 

Of the 405.6 million interest. and dividend information returns IKS 
received for tax ytxar 1985 (the most recent year for which complete 
data were available), (he identification numbers on 28.4 million could 
not be matched to IRS or Social Security files. Of those nonmatches, 6.5 
million involved &urns with missing identification numbers; the rest 
involved returns with mcorrrct numbers. IRS was able to correct, 11.6 
million of those nrunbc~rs through computerized techniques. The num- 
bers on the other 1 (i.8 million returns could not be corrected, and thus 
those interest and di\ idend returns could not be used in KS’ matching 
program. We idrnt ifi~~tl sc>vcral steps IRS could take to improve the accu- 
racy of payor identrflcMon numbers and t,hus the usefulness of interest 
and dividend returns III IRS matching program. For example: 

. IRS could enforce thus r(quirrment that payors withhold and remit to t,he 
Treasury 20 percent 01’ all interest and dividend payments made to a 
payee who failed to I’rovide a correct identification number. Because 
withholding limits t IX% amount of interest or dividends a payee actually 
receives, it can ser\(‘ as an incentive for payees to provide correct iden- 
tification numbers. 

. IRS could make more mtcrtbst, and dividend returns available for match- 
ing by using available> manual research procedures to resolve erroneous 
identification numbers In Dccembcr 1987, IKS completed a test of those 
procedures. which al)! tt>arc>d to demonstrate that, manual research was 
cffcctive. At tht> times IVC’ issued our report. IKS had not yet assessed 
whether expandtld IIV of’ those procedures was cost cffcctive. 
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Recommendation(s) 
- 

We recommended to the Commissioner of Internal Revenue that IRS 
establish and implement procedures to (1) determine whether payors 
are complying with withholding requirements on interest and dividend 
returns and (2) enforce those requirements. We recommended, also, that 
if IRS decides, after assessing its test results, to use manual research pro- 
cedures on interest and dividend returns with missing identification 
numbers, it should consider expanding that use to returns with incorrect 
numbers and focus on returns with the highest potential to yield addi- 
tional taxes. 

Action(s) Taken and/or 
Pending 

IRS agreed with otu’ recommendations and said that it plans to start mon- 
itoring the withholding requirement in October 1989 and is assessing 
how it can LW manual research to resolve incorrect numbers. In the 
meantime, IRS (1) has provided payors with an educational notice they 
can send to payers who were identified as having incorrect identifica- 
tion numbers and ( 2 ) has expanded its computerized research tech- 
niques in an attempt to resolve more erroneous identification numbers 
without having to refer them to the payors. 
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I/14/88) Information on IRS’ 
Combined Annual 
Wage Reporting 
Reconciliation 
Program 

This report to the ,lomt Committee on Taxation summarizes information 
on the operation of II&’ Combined Annual Wage Reporting Reconciliation 
Program and provides data on taxes asscssrd. abated. and caollcckd as a 
result of the program. 

Tht~ primary purposes ot thrb reconciliation program is to ensure that 
employers submit corrW wage and tax withholding information to both 
the sst\ and IIS so that ( I ) tmployces’ Social Security accounts can be 
properly credited and ( 2) pr,,per income and employment tax withhold- 
ing can be collected frown employers. IJnder the program, annual wage 
and tax information submitted by employers to both agencies is sup- 
posed to be reconciled and t.he reasons for any discrepancies are sup- 
posed to be determined IKS is primarily intc,rcsted in those discrepancies 
in which employers r(portc>d more earnings and tax withheld to ss.4 than 
to IIS because such disc~rt~p;tnc*its may indicate that taxes arc duo on 
earnings t,hat were not q)orted to M. 

Our study showed 11~;~ ( 1 ) IKS identified about 500,000 discrepancies a 
year bctwccn 198 1 antI 1984 with tax potential and resolved over 50 
percent of them; and ( 2) 113s assessed discrepant cmploycrs additional 
taxes, interest, and ~)t~all ios of $2.7 billion. of which $1.4 billion had 
bern abated and $500 million colleckd as of Scptcmber 1987. Consider- 
ing that IKS spends abollt 67 million a year to resolve about half of the 
program-related disc’rq)an(ks with tax potential and collects an avcragc 
of i~bo~lt pi, 125 million iI ycbar in additional taxes. int c>rcst, and penalties, 
we concluded that it IV( old bt> cost-btmeficial for IIS to add st,aff to the 
reconciliation progr:m I 

Summary of Related 
Action(s) 

Responding to our (Y)IN crns as well as those of the House Subcommittee 
on Aging and thr piously Committee on Ways and Means about t,hc 
inc,reascd discrcpanc%~\, IKS reprogrammed about $7.5 million in fiscal 
year 1989 to fund a11 t’\;pansion of its reconciliation effort. 
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Excise and 
Estate Taxes 

~__ 

Effect of Federal (GAO/GGD-88-56-~~ :S l/88) 

Estate Tax on Historic Th’ IS report to former I1.S Senator Paul S. Trible discussed the effect of 
Properties federal estate tax OII ICstoric properties and evaluated a proposal to pro- 

vide some federal I+J ;ltt, tax relief for historic properties transferred to 
heirs upon the death of the property owner. 

We did not identify my historic properties lost to preservation because 
of the federal cst atth tax since 1976, when major changes to the federal 
estate tax provisions reduced tax rates and the number of taxable 
estates. The few prt q)ertles suspected of being sold for estate tax pur- 
poses either wcrc IU~WI~ listed on the National Register of Historic Places 
or were lost to prc+cst’\‘at ion for other reasons, such as deterioration, 
fire, vandalism. or \~r~a~~~~pt,at)le modifications. 

We noted that t,hc, ~1roposa1 to reduce the estate tax burden on historic 
properties addrcsst,d two arcas of concern: (1) high valuation of the 
properties and (2 ) tl~c short time frame before the tax is due. However, 
the proposal did I\( )t c,crntain a provision to recapture tax benefits if the 
propcrt,ics were noi preserved. nor did it obligate heirs to maintain the 
property in its tiislrjric state. 

-- 

Summary of Related 
Action(s) 

Senator Trible dot i&d not to introduce t,he tax relief proposal. His office 
said that the report would greatly benefit the historic preservation com- 
munity because, It I I ) summarized useful information about various tax 
issues that could ;~f’f’el‘c~t federal estate tax on historic properties and (2) 
docllmented th(t abst>nc,e of statistical data to quantify any adverse 
effects of federal csytatct taxes. 
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An Analysis of Posted (GAO/GGD-M-114, !I; WE%) 

Prices and Fair Market Th’ IS report to the Chairman of the Subcommittee on Oversight and 
Value of California Investigations, IIousc~ (‘ommittee on Energy and Commerce, and Con- 

Crude Oil gressman Jim Bates examined whether posted prices for California 
crude oil reflected fair rnarket value. Posted prices for crude oil are 
important because they arc generally the prices used to calculate federal 
windfall profit tax and royalties. If posted prices are lower than fair 
market value, the frdt>ral government loses tax and royalty revenues. 

The issue of whether c,rude oil posted prices reflect fair market value 
has been a long-standing comroversy in California. It has been studied 
by IRS. Interior. and othclr federal and state government agencies and 
courts. On the basis of our work, we could not conclude that IRS or Inte- 
rior should use any othcsr standard than posted prices to calculate fed- 
eral windfall profit t a Y 1 )I’ royalties. 
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1988 Filing Season 

IRS’ Implementation of 
the 1986 Tax Reform 
Act and Its 
Performance During 
the 1988 Filing Season 

. 

(GAO/T-GGD-88-13 and GAO/T-IMTEC-88-1, 2123188; GAO/ 
IMTEC-88-31, 3/3 1 1 88; GAO/T-GGD-88-30, 4/13/88; and GAO,.’ 
GGD-89-2, 11/14.1881 

The Tax Reform Act of 1986, the most sweeping tax legislation in three 
decades, amended or repealed over 2,000 subsections of the Internal 
Revenue Code. The 1988 filing season was the first in which IKS and 
taxpayers had to iml~lcmcnt many of those changes. In preparing for t,he 
filing season, IKS, among other things, had to (1) revise existing forms 
and develop new OIICS. ( 2) provide taxpayers with clear and timely guid- 
ance, (3) hire and train the staff needed to process the additional t,ax 
returns and answ(bI’ T hc additional telephone inquiries it expected to 
receive, and (4) rcI,ihc c,omputrr programs used to process tax returns at 
its 10 service cent tht.5. 

During 1988, we tt~std’it~tl three times before the Oversight Subcommit- 
t,ee of the House (‘(VI unit tee on Ways and Means and issued two reports 
to the Subcommittt*ta and the ,Joint Committee on Taxation on IKS’ imple- 
mentation of the 1986 act and on IRS’ performance during the 1988 filing 
season. Our overall mcssagc was that IKS did a good job implementing 
the act and that, its ii result. the 1988 filing season was uneventful. In 
particular, we noted that: 

IRS mounted an cxtcbnsive media campaign to inform taxpayers about tax 
law changes and to ctncouragt? them to file early, hired and trained addi- 
tional staff to ansn (‘1’ t axpaycr questions and process tax returns, 
extensively testctl tax forms before distributing them, and t.ested service 
center readiness bc>h )rc the filing season began. 

. IRS had generally mcdificd and tested thch computer software needed to 
process tax information by February 1, 1988, the st,art of IRS’ peak 
processing period. M’c did not find nor did IRS report any major software 
problems affecting (he processing of tax returns filed in 1988. 

. The service centtsr?’ mainframe computers were available 98.1 percent, 
of the time they w(‘1.t’ sc,hedulcd to operate during the filing season. 
which was consistt‘tlt kvith IKS’ 9%percent standard. 

l IKS was able to rely on ic.s old communications processors [computers 
that provide IKS c~r~l~loyces wit.h access to taxpayer information) to 
achieve it,s availa\)ilit y goal of 95 percent during the filing season. Those 
processors have sing ‘t’ br>en replaced. 
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. IHS met its target date for issuing taxpayer refunds and met its goal of 
handling the increasclj volume of telephone calls from taxpayers seek- 
ing assistance. 

. Akhough IRS was meeting the demand for telephone assistance in terms 
of quantity, improvcmcnts in the accuracy of assistors’ responses were 
nocaded. 

. Taxpayers WC intervic>weti at MS walk-in offices were generally satisfied 
or \‘ery satisfied with IIW’ assistance. 

. Members of the t,ax prac*tit ioncr community had mixed views on the ade- 
quacy of written guid;rncc IIS had issued to help taxpayers and practi- 
tioners interpret th(t 19Hf; acrt. 

In our November report, WY’ identified some opportunities for IKS to 
improve the effectivt>ltess 01’ fut,ure filing seasons by (1) revising sec- 
t,ions of tax forms that ww the source of numerous errors in 1988, (2) 
tailoring tax packages nlaik~d to taxpayers to encourage the use of sim- 
pk>r forms. and (3) c%nsrlring that taxpayers have ready access to tax 
f’orms and publications IM said that it had taken or planned to take 
stc>ps to address (>a(*1 1 ()I’ t hc~~c~ arcas. 

Summary of Related 
Action(s) 

-~~ ~-~__-- 
In 1989, we issued thl’c,r addit.ional reports that related to IRS activities 
during the 1988 filing W~ISOII. These reports discussed 

l the) accessibility. timelinc~ss. and accuracy of IKS’ Telephone Assistance 
I’rogram (GAO/GGJ)-89 :Io, :!, Z/H<)), 

. interest on tax refunds 1 Iail by IKS in 1988 (GAO/C;GD-~~-~~. 3/7/89), and 

. IIS’ interpretive guitlanc,ls implcmcnting the Tax Reform Act (GAO; 

(x;I)-x9-30. 6/l H/89 1. 
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General Management 

Analysis of IRS’ Fiscal (GAO/T-GGD-88-3& A/13/88) 
Year-1989 Budget We testified before the Subcommittee on Oversight, House Committee on 

Ways and Means, on the Administration’s fiscal year 1989 budget 
request for IRS. That request was for $5.3 billion and 113,811 positions, 
an increase of $240.8 million and 1,650 positions over the authorized 
levels for fiscal year 1988. In commenting on that request, we noted that 
the budget appeared to include enough staff for returns processing and 
taxpayer service t,o provide the same level of service in 1989 as in 1988. 
We could not conclude, however, whether there were sufficient 
resources in the budget to improve the quality of that service and 
pointed, in particular, to concerns about the quality of telephone assis- 
tance and taxpayer correspondence. 

Our testimony also included discussions of (1) IRS’ request for informa- 
tion technology, which accounted for most of the budget increase; (2) 
various program changes, including one directed at providing taxpayers 
with more information on interest and penalty computations; and (3) 
selected revenue initiatives that were proposed by IRS, but deleted by 
The Office of Management and Budget during the budget process. 

Summary of Related 
Action(s) 

On May 2,1988, the Chairman of the House Committee on Ways and 
Means and the Chairman of the Oversight Subcommittee wrote the 
Chairman of the House Appropriations Subcommittee to say that the 
Administration’s budget request did not provide the resources necessary 
to remedy quality deficiencies or fund certain initiatives necessary to 
advance the best interests of our tax system. They asked the Appropria- 
tions Subcommittee to provide an additional $25 million. IRS received an 
appropriation of $5.2 billion, about $100 million less than the Adminis- 
tration had requested 
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Managing IRS: Actions 
Needed to Assure 
Quality Customer 
Service in the Future 

. 

. 

. 

. 

. 

Recommendation(s) -. 

Action(s) Taken and/or 
Pending 

(GAO/GGD-89-1, lOi1468) 

This report was the result of ajoint effort between IRS and GAO to find 
solutions to the major management issues confronting IRS. IRS’ most 
pressing challenges art’ to 

better plan and direct its information systems modernization effort, 
address the deterioration in its ability to attract and retain a quality 
workforce and leadership cadre, 
strengthen management of financial systems to resolve significant inter- 
nal control problems, 
devise an effective approach to ensure that a “quality first” mindset 
permeates the agency’s internal culture, and 
ensure more rigorous clvaluation of field operations to improve uneven 
performance and cnsurts uniform and equitable treatment for all 
taxpayers. 

These challenges cannot be met, quickly. They require a well-formulated, 
long-term strategy and sustained attention by IRS management. Congress 
and the Administration also must support the strategy if it is to succeed. 

IRS took several actions before the report was issued. It reorganized its 
top management structure to improve accountability and strengthen 
communication. It improvt~d management dccisionmaking by setting up 
a strategic rnanagemc~~t system and initiated efforts to improve the 
quality of its servicc\s 

We made a total of about 40 recommendations. Key ones were ensuring 
the strategic busincass plan c,ffeetively drives IRS’ information systems 
modernization efforts and the annual budget process; improving critical 
data processing and a~~)unting operations; developing an agencywide 
performance measurement system to, among other things, gauge prog- 
ress toward improving quality service to the public; and strengthening 
intcarnal evaluations of field activities. 

IRS fully supports the, rcsport’s recommendations and has implement,ed 
several of them, assigncsd c>secutive responsibility for their implementa- 
tion, and set up a monitoring procedure. 

In February 1989, 111<- Subcommittee on Private Retirement Plans and 
Oversight of the Inttbrn:tl Kc,vcnue Service, Senate Finance Committee, 
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held a hearing on IRS’ actions on the report’s recommendations during 
which we testified (GAO/T-GGD-8%~). In addition, we have an ongoing 
review to monitor I&s’ progress. 
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Transition Series: (GAO/OCG-89-26TR. 11/88) 

Internal Revenue 
Service Issues 

In this report, which was part of a series of reports presenting GAO’s 

views on the most pressing issues facing the new Administration during 
the next few years, WP summarized several tax administration issues 
that need closer management attention. If these issues are not 
addressed, the Commissioner can expect (1) serious problems in process- 
ing tax returns, (2) a decline in taxpayer confidence in the tax system, 
and (3) a significant loss in tax revenues that could help reduce the 
deficit. 

IRS needs to modernize its information technology, strengthen human 
resources, improve collection activities, and narrow the tax gap. As dis- 
cussed fully in our report on overall management at IKS (see p. 42), and 
in other GAO reports and testimonies, IRS has agreed to take steps to 
address many of these issues. The Commissioner of Internal Revenue 
will need to direct and encourage t,hese efforts to improve overall man- 
agement of the Nation’s tax system and to collect additional revenues. 
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Transition Series: The (GAO/OCG-89- ITK and GAO/OCG-89-3TR, 11/88) 

Budget Deficit and 
Revenue Options 

In these reports, which were part of a series of reports presenting GAO’S 

views on the most prcbssing issues facing the Administration during the 
next few years, wt’ addressed the need to resolve one of the most urgent 
problems facing the Nat ion today--the budget deficit,. ITnless this prob- 
Icm is solved-imluding finding ways to finance the growing list of una- 
voidable, but so far unfunded, costs-it will hamstring the 
Administration’s ability to achieve other vital policy goals, it will make 
it very difficult to begin addressing the Nation’s unmet needs, and it 
could sap our long-rrm oc40nomic vitality. 

The situation is evtm worse than it seems. The reported deficit under- 
states the real situation. And many unfunded costs, such as an insolvent 
savings and loan insurance fund, confront the Administration. We also 
presented several cxamplcs in which federal agencies are undertaking 
badly needed modernization of key computer and telecommunications 
systems, which involvt, substantial capital investment and operating 
costs. One such example is IRS’ Tax System Redesign, which is expected 
to cost several billion dollars over the next 10 years. 

Any agreement on budget numbers will likely unravel quickly unless 
there is also agrecrnent on how the numbers will be achieved. On the 
basis of past experirme, it will be extremely difficult to bring down the 
deficit solely through management efficiencies and spending cuts. Many 
people, including those involved in our domestic and overseas financial 
markets and institutions, would not view a deficit reduction effort as 
credible without some revenue increases. Therefore, the Congress and 
the Administration must carefully consider the advantages and disad- 
vantages of various revenue options available to deal with the deficit. 
There are no quick or painless solutions. The problem can only be solved 
by hard, good faith political bargaining between the Administration and 
the Congress. 

Our report on revenue options discusses certain frequently proposed 
options such as raising income tax rates, broadening the income tax 
base, enacting a consumption tax, increasing revenue from federal 
excise taxes, and strengthening IRS enforcement. A combination of these 
options could rmcrge because each option alone has some drawbacks. 

For example, although we strongly support more rigorous enforcement 
of the tax laws, hiring and training the thousands of needed revenue 
agents will take several years. The administrative costs will be large 
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before significant results are seen, and even then the revenue yield will 
be modest compared to the enormity of the problem. 
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Life Insurance 

Congress Revised 
Tax&ion of Single 
Premium Life 
Insurance 

___- 
(GAO/T-GGD-88-20, :I/ 15/88) 

Single premium lift msurance policies provide a device for capturing 
investment income without reflecting it on an income tax return. The 
policies allow one large premium to be paid up-front and combine death 
benefits with earnings that accumulate tax-free. Policyholders can also 
obtain loans from the policies at, little or no cost because the income on 
funds invested is used to offset the interest charged to borrowers. 
Between 1984 and 1987, sales of single premium life policies grew 850 
percent, from $1 billion to $9.5 billion. During the same period, the pre- 
miums on sales of other than single premium life insurance policies grew 
20 percent, from SX.:( billion to $10 billion. 

During hearings before the Subcommittee on Select Revenue Measures, 
House Committee on Ways and Means, we discussed several aspects of 
single premium life insurance policies which were initially addressed in 
OUr report TaXatiOrl of Single h3niUIII Life InSUranCe (GAO/GGD-8%90BR, 

10/16/87).Y- ~---~ 

We expressed our conchlsion that the tax advantages of single premium 
policies were inconsistent, with congressional efforts to limit the 
favorable tax treatment once afforded investment-oriented life insur- 
ance products. We pointed out that single premium policies require large 
initial premiums, thtts favoring individuals who have enough wealth to 
afford these sums. The policies offered low- or no-cost loans, which poli- 
cyholders did not have to reflect on tax returns, thus providing tax-free 
investment income These distributions tended to be similar to distribu- 
tions from deferrcl I annuities, which are taxed. 

Recommendation(s) to 
Congress 

We recommended that (Congress consider legislative remedies that would 
eliminate the tax advantage associated with investment-oriented single 
premium life insurance products. We discussed two alternative 
approaches-ones would treat tax loans from single premium policies as 
income in the year withdrawn, the other would remove favorable tax 
treatment from l~oli~~ics if loans reduced deat,h benefits below certain 
levels. 

Page 47 GAO/GGD-89-106 Tax Policy and Administration 



Appendix I 
Summaries of Tax-Related Products Issued in 
1988 by Subject Matter 

Action(s) Taken and/or 
Pending 

One intention of the Technical and Miscellaneous Revenue Act of 1988 
was to discourage the purchase of life insurance as a tax-sheltered 
investment vehicle. The act created a new category of products called 
modified endowment contracts-any policy funded at a more rapid rate 
than seven equal annual premiums. The act required that loans or other 
amounts received from these contracts would be taxable to the extent of 
the interest that had built up inside the policies. Thus, single premium 
policies would be classified as modified endowment contracts, and loans 
from them would be taxable. This provision, therefore, is consistent 
with the thrust of our rr,commendation. 
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g Congress Restricted 
Mortality Charges on In .June 1988 we reported to Congressman Fortney H. (Pete) Stark on 
Single Premium Life the mortality charges (those related to the insured’s age, health, and 

Insurance probability of death) in single premium life insurance policies. Life 
insurance companies set their premiums based on the mortality charges 
specified in policies. This made it possible to enhance a policy’s invest- 
ment potential, because companies could specify mortality charges in 
excess of those normally considered reasonable for a life insurance con- 
tract. Higher mortality charges could be used to provide insurance to 
individuals who were considered substandard risks. They could also be 
used, however, to artificially inflate premiums for individuals normally 
considered standard risks. 

On investment-oriented products like single premium life insurance, pol- 
icyholders, by paying higher premiums, could shelter more money for 
investment. In an examination of 40 single premium life insurance poli- 
cies that had been filed with the District of Columbia, we found that 8, 
or 20 percent, st&ed a maximum mortality charge that was based on a 
rate of at least 200 percent, or 2 times the standard rate. Sixteen other 
policies specified mortality rates from 1.1 to 1.9 times the standard rate. 

At the time of our report, several alternatives had been offered to elimi- 
nate tax advant,ages associated with single premium life insurance (see 
our related report on p. 47). Whichever alternative might be chosen, we 
concluded that it should limit the tax advantages associated with using 
mortality charges to enhance the investment attributes of a life insur- 
ance contract. 

In August 1988, we issued a subsequent report to Congressman Stark in 
response to questions about whether higher mortality charges in the pol- 
icies we reviewed resulted from a District of Columbia law that prohib- 
ited insurers from discriminating because of Acquired Immune 
Deficiency Syndrome. Of the 40 policies in our sample, over 40 percent 
were filed before the District’s anti-discrimination law was enacted. The 
same 40 policies were filed in the State of Maryland, which did not have 
a similar anti-discrimination law. With one exception, the mortality 
charges specified in the policies filed in Maryland were the same as 
those specified in the policies filed in the District. 
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Summary of Related 
Action(s) 

The information in these reports was used extensively in the House of 
Representatives’ mark-up of proposed tax legislation, which evolved 
into the Technical and Miscellaneous Revenue Act of 1988 (Public Law 
100-647, dated November 10, 1988). The act, among other things, lim- 
ited the ability of life insurers to specify unreasonable mortality charges 
in a life insurance policy. 
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3%9/26/X8: GAO/T-GGD-88.54,9/27/88) Information on the 
Stock and Mutual In a fact sheet to th(l Chairmen of the Subcommittees on Health and on 
Segments of the Life Select Revenue Measures. House Committee on Ways and Means, and in 

Insurance Industry testimony before the latter Subcommittee, we provided information on 
the stock and mutual segments of the life insurance industry. These 
products updated int’ormat,ion in a previous fact sheet (GAO/GGD-86-31~*;;, 

12/12/85). 

This fact sheet prcscnted numerical data on both segments of the life 
insurance industry with regard to insurance in force, insurance issued, 
investment yields, ass& held, and taxes incurred for calendar years 
1984, 1985, and 1986. According to the data, mutual companies (which 
are owned by their customer policy holders) accounted for a higher per- 
centage of total indllstry assets than stock companies, while stock com- 
panies (which are owned by shareholders who may or may not be 
customers) accountc,d for a higher percentage of total insurance in force, 
premium income, and ncxw insurance issued. 

The amount of f(>deral income tax incurred by the life insurance indus- 
try rose from $2.8 billion in 1984 to $4.7 billion in 1986. Of the 1986 
amount, mutual c~orn~)anies accounted for $2.4 billion and stock compa- 
nies accounted for $2.3 billion. The $4.7 billion total included $3.2 billion 
in taxes incurred on realized capital gains, a figure significantly higher 
than the c.ombincld I !&I and 1985 tax on realized capital gains of $1.2 
billion. 

Congress had envisioned. when it changed the way life insurance com- 
panies were taxed as part of the Deficit Reduction Act of 1984, that 
mutual companies would account for 66 percent of the industry’s taxes. 
As noted in our testimony, however, the mutual segment accounted for 
only 44 percent of industry taxes for 1984,49 percent for 1985, and 51 
percent for 1986. Our testimony also included preliminary observations 
on the effectivcnchss of section 809 of the Internal Revenue Code, which 
was enacted to equitably allocate taxes between the stock and mutual 
segments (known as segment balance). 

We noted that if segment balance were evaluated in terms of a X/46 
mutual-stock breakdown, balance was not achieved over the 1984 
through 1986 period. I3ut if segment balance were evaluated by deter- 
mining whether the mutual-stock breakdown of taxes is consistent with 
the breakdown of inc.omrt, the conclusion might be different. For the 

Page 51 GAO/(;GD-89-106 Tax Policy and Administration 



Appendix I 
Summaries of Tax-Related Products Issued in 
1988 by Subject Matter 

period 1984 through 1986, the segment balance of taxes appears consis- 
tent with the segment balance of income as computed using section 809. 
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Tax-Exempt Bonds 

Tax-Exempt Mortgage (GAO/RCED-88-l 11, ::‘28/88; GAO/IZCE:D-OR-19OHR, c/27/88, 

Bonds Have Been - 
Better Targeted to 
Those in Need 

%x-exempt Qualif’ic~d Mortgage Bonds (gnms) are to provide financial 
assistance to first-t,itne home buyers who would not be able to buy a 
home otherwise. We t’ound that ~kms, which are issued by state and local 
housing authorities. benefit mostly those who could afford homes with- 
out such assistance> and have done littk to increase home affordability 
for low- and modtratI%-income people. ITsing a standard mortgage 
affordability test. about two-thirds of those in our sample of 178,000 
buyers receiving bond-assisted mortgage loans from .January 1983 to 
June 1987 could havit probably bought the same house at the same time 
with either a markt dctc~rmincd, fixed-rate or ad.justable-rate loan. 

We concluded that QWIS, besides helping 1 hose who did not need it, were 
costly and inefficient. F:\,ery d 1 billion in bonds issued cost the federal 
government about ?; 1.50 million in lost tas revenue over their life. We 
compared the bcnc,fit s to home buyers with the c,ost t,o the federal gov- 
ernment and found t hat the benefks ranged from 12 cents to 45 cents 
for every dollar ot’ <‘I )SI 

On the basis of our ;malysis of these and other aspects of qualified mort- 
gage bonds. we c.onc!udtad that ~~3s accomplish little when compared 
with the tax revtntl(’ f’oregonc by the federal government. Accordingly, 
we questioned \vli(‘t tier IJMI~ issuance authority. which was due to expire 
on December 3 1. l!H. should bc oxtended and we discussed certain 
issues that Congrcs.< sl~ould consider in conjunction with deliberations 
on extending thal a111 hority. 

In a briefing report io Congressman Jim Moody ((;AO~KCED-RB-I~OBK, 

G/27/88), we provided supplemental information on various ways the 
eligibility crit,eri;l (,ould be tighttxned to better target, QMB assistance for 
first-time home t)ll) cry Existing income and purchase price eligibility 
standards could bc, ~:h;tngc~d. IIousehold size or age eligibility standards 
could also be estahllsht~d so that t,hose ~zho arc eligible would not have 
the same charac,tc,t.lst,lc,s as unassisted f’lrst-time buyers. A portion of the 
subsidy could b(, I‘ILI zpl ured from houst, pric.c, appreciation. 
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Matter(s) For If Congress chose to extend bond issuance authority, we suggested that 

Consideration by Congress it limit the assistance t.o those who could not otherwise afford a home. 
Even so, the buyer’s benefit would continue to be relatively small and 
QMBS, as a mortgage assistance device, would remain cost-ineffective. 

If Congress chose not to extend the authority, we suggested that it con- 
sider reducing the private activity bond volume cap accordingly. QMBS 

are just one type of bond that can be issued within annual volume limi- 
tations established by the Tax Reform Act of 1986. If the cap were not 
reduced, other tax-exempt bonds could be issued in place of the QMHS, 

and the revenue loss to the federal government would remain 
unchanged. 

Action(s) Taken and/or 
Pending 

Congress extended the authority to issue QMBS through December 31, 
1989, as part of the Technical and Miscellaneous Revenue Act of 1988 
(Public Law lOO-64'7, dated November 10, 1988). The act also tightened 
the targeting rules for IJMHS. Among other things, it modified the income 
restrictions to reflect different housing costs and family sizes and pro- 
vided for a recapture of a portion of the subsidy if the property is sold 
within 10 years. 
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‘(GAO/GGD-89-7,88) Administrative 
Ghan Lges Could Help Section 145 of the Imernal Revenue Code, which was enacted as part of 
IRS Enforce the the Tax Reform Act of 1986, imposes a $150 million volume limit on 

Volume Limit on Tax- outstanding bonds (with the exception of hospital bonds) issued by state 
or local governments on behalf of individual tax-exempt organizations. 

Exempt Bonds Issued These tax-exempt organizations, as defined under section 501(c)(3) of 

for Tax-Exempt 
Organizations 

the Code, can use tax-exempt bonds to finance, among other things, 
housing for the elderly. 

When state and local governments issue private activity tax-exempt 
bonds, the governmental unit must file an information return (Form 
8038) with IRS. The filer indicates on the form whether a bond is a quali- 
fied 501(c)(3) bond. The 1987/1988 form, however, did not identify the 
501(c)(3) organization that would use the proceeds of the issue. I%~ause 
IRS could not link particular bond issues with individual 501(c)(3) orga- 
nizations, it could not easily enforce the $150 million limit on the out- 
standing bonds of an individual 50 I (c)(3) organization. 

Recommendation(s) 
- --- -- 

We recommended that the Commissioner of Internal Revenue require 
that the employer identification number of the users of qualified 
501(c)(3) bonds bc reported on Form 8038. With such data, IRS could 
make comput,er checks to ensure that, organizations complied wit,h the 
Code. 

Action(s) Taken and/or 
Pending 

The Commissioner of Internal Revenue agreed with our recommendation 
and had the Form 8038 revised accordingly. In responding to our report. 
the Commissioner said that once the employer identification numbers 
became available, IKS would develop and implement a compliance pro- 
gram to ensure organizations adhered to the Code. 
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Information Repofiing (GAO/GGD-89-14, 12, I <)/8X) 

Needed on Tax- 
Exempt Interest 
Income 

The federal tax code ib designed to tax net, income--gross income minus 
expenses incurred in I I\(> production of that income. If a deduction for 
interest expense incurred t,o produce tax-exempt income is allowed, a 
taxpayer can engagcx in \Ihat is called arbitrage by using the deduction 
to offset other taxablth mcLome. Internal Revenue Code section 265 disal- 
lows the deduction of’ it Itcrest expense associated with tax-exempt 
income. The amount of’ disallowed int ercst expense is calculated in a dif- 
t’crtlnt manner for i’in;trtt%tl institutions than for individuals and nonfi- 
nancial corporat ionc 

We found that parts (11’ se(,tion 265 are difficult to administer, and little 
is known about how LL 1511 taxpayers comply with this section. 

Recommendation(s) To improve its adminIs! ration of section X65, we recommended to the 
Comtnissioner of’ Intt~rrtal lie\-enuc that, IKS 

. study the costs and t)g *I ,c,t 11 s of requiring information reporting for tax- 
exempt interest inc,ont(‘. and 

. consider changing SC4 Icrlrd~~ I, on the Il. S. Corporation Income Tax 
Return to separateI\- Itltwt I@ tax-exempt sc,curities from other 
sec.urities. 

Action(s) Taken and/or 
Pending 

- 
IIS said it would sol~ut information on tax-exempt interest income in its 
Taxpayer Comp1ianc.l’ ‘tlt~asurement Program. It pointed out, however, 
that this data would not provide enough information to fully evaluate 
the costs and benet’lt 5 of tquiring information reporting on such 
income IKS said that l‘llrt h(:r research is needed on using its measure- 
ment program datir t ( B clc~c~rmine compliance with section 265, and we 
arc working with IW 11 t Il;lt regard. 

IW also said that it 5 ‘I‘Ax Forms Coordination Committee will consider 
t ht recommend4 I,tr.l~~g(L Lvhen developing the 1989 corporate form. 
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Tax-Exempt 
Organizations 

Tax-Exempt 
Organizations and 
Taxable Businesses 

In testimony btforcN I 1~~ f louse Committee on Small Business, we pre- 
scnted information $HI thtx nature and exknt of competition between tax- 
exempt organizations and taxable businesses. The testimony summa- 
rized information ir ( Safe’ 1987 report on this subjr>ct (c;,~o/~c;n-87-4(U~R, 

2!27~87). 

We said that cotnl)lcat o information does not exist to quantify the exact 
nature. extent. and impact of competition between the tax-exempt and 
taxable business communities. We pointed out, however, that tax- 
exempt organizations have apparently become more reliant on income- 
prodtlcing activitk and less reliant on charitable and government 
sour(‘f‘s of revc~nll(~ I( ) fl~nd their activities. 

The business C’OIIIII~,II nit y is voicing increased concern about competition 
from tax-exempt ~~~ganizat~ions’ income-producing activities. While some 
rcpresentativcs of I ;IX-txxcmpt organizations believe that these activities 
further their (~sotn~ II p~~rposes. representatives from taxable businesses 
view income> prod~~( ing :tctivitics as exceeding the traditional role of tax- 
t3cmpt organizat II II’\ 

Summary of Related 
Action(s) 

_ __~..~~ 
The IIouse W;ry~ ;rl~tl .Ilc*ans Subcommittee on Oversight has continued 
its dcvelopmcnl 01 ;I kg&rtive proposal to revise the unrelated business 
incaomc tax in t 11o~ ,Ilst ;UNY~S in which tax-exempt organizations’ activi- 
ties are un,clatl~(l t Jl,+r tax-exempt purposes. 
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Tax Law Compliance (GAO/GGD-@X34,8/ 11/88) 

of Churches and Tax- This report to Congressman Charles Range1 presents information on 
Exempt Religious 
Organizations 

how IRS ensures tax law compliance by churches and other religious 
organizations. It also provides information on the difficulties IRS has 
identified in ensuring that churches are complying with the tax laws. 

IRS believes it has difficulty in assuring that churches comply with the 
tax laws because of thr (1) lack of information it receives on churches; 
(2) special audit procedures required by law; and (3) complexity of 
issues common to all tax-exempt organizations, which can also affect 
churches. 

Summary of Related 
Action(s) 

As part of its oversight. of IRS activities, the House Committee on Ways 
and Means is receiving quarterly reports from IKS on examinations of 
tax-exempt religious organizations-particularly those dealing with reli- 
gious broadcast,ers and evangelists. 
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Full Disclosure of (GAO/GGD-88-128. G30/88) 

Information on Tax Each vear. over 300.000 tax-exempt organizations file annual informa- 
” 

Returns for Tax- tion returns (Form RRO) with IKS. These returns are designed to provide 

Exempt Organizations IKS and the public with detailed information useful for monitoring Lax- 
rxrmnt oreanizatiolls act,ivities and their sources and uses of funds. In 

Is Needed addition, 32 stat,es ac,c:cpt the Form 990 for state reporting purposes. IRS 
makes the Form 990 available for public inspection and has an Incom- 
plete Returns Program that is designed to identify whether tax-exempt 
organizations file c’cmiplete annual information returns. 

In this report to the\ (thairman of the Subcommittee on Commerce, Con- 
sumer, and Monetary Affairs, House Committee on Government Opcra- 
tions, we reported on the availability and completeness of Form 990s. 
On the basis of an analysis of 450 sample Form 990s and discussions 
with IKS officials, LVC found the following, 

. IRS could usually locate and provide a requested Form 990 if the name 
the organization used to obtain tax-exempt status was provided. Returns 
that could not be provided were usually being used by somebody in IKS. 

- Almost half of the Form 990s were missing supporting schedules. such 
as for investments or payments to affiliates, required by filing instruc- 
tions and needed for public inspection and tax administration purposes. 
Even with the missing schedules, most of the sample Form 990s wet-c 
considered complrbtc under IRS‘ Incomplete Returns Program criteria. 

Recommendation(s) To ensure full disclosure of tax-exempt information. WC recommended to 
the Commissioner 01’ Internal Revenue that 1~: 

(1) Establish procc~durcs to ensure that copies of requested Form 990s 
being used int,ernully are provided to requesters. 

(2) Expand the critc,ria for the Incomplete Returns Program lo ensure 
that missing supporting schedules are obtained from t,ax-exempt 
organizations. 

Action(s) Taken and/or 
Pending 

IRS agreed with our recommendations and has taken steps to implcmcnt 
them. IKS has issut>d procedures to provide the Form 990s to those 
requesting them, and plans to monit,or compliance with these proce- 
dures. IRS is also t~valuating the schedules required in support of Form 
990 to dcterminrl 14 h&her any can be required in a standardized format 
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or eliminated altogether. We believe requiring forms in a standardized 
format will make it easier for IRS field personnel to determine if sched- 
ulcs arc missing and will better ensure that exempt organizations pro- 
vidc IRS complete information. 
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Taxpayer Service 

IRS’ Service Centers 
Need to Improve 

._.~ -- 
(GAO/GGD-88-101. :,‘13/88; GAO/T-GGD-P&47,7/13/88) 

We reviewed a random sample of 718 letters that tax examiners in the 
Handling of Taxpayer Adjustments/Corrc,spondence Branches at three IRS service centers sent 

Correspondence to taxpayers from May 4 to .July 31, 1987. On the basis of our review, 
we reported that ( I ) 31 percent of the letters sent by those three centers 
during the time period had critical mistakes in that accounts were incor- 
rectly ad,justed or tax payers’ questions were not answered or were 
answered incorreci ly and (21 another 16 percent had less critical mis- 
takes involving suc+l I hings as unclear or incomplete letters. We also 
found that 68 percc’nt of the cases did not comply with IHS procedures, 
such as sending ackntrwk:dgment letters, that were designed to enhance 
IRS’ service to taxp+‘U’s. 

These sorts of corrt,spondence problems can lead to incorrect determina- 
tions of tax and penalties. They can also confuse and frustrate taxpay- 
ers, increasing tht, ,~n~~>.spondence workload as taxpayers write again 
trying to resolve t trot SilnlC issue. 

In our report and ill testimony before the Subcommittee on Commerce, 
Consumer, and MoncQry Affairs. House Committee on Government 
Operations, we dis<,rrssed several factors that may have contributed to 
the problems WV 111 )t ed. Those fact,ors included a computerized letter 
writing system that did not allow the examiner to view the completed 
letter, the need for improved quality assurance, and the need for 
improved training and supervision. We also discussed the job require- 
ments and pay levc~ls of’ those service center employees (known as tax 
examiners) who roypond to taxpayers. 

Recommendation(s) We recommended I hat the Commissioner of Internal Revenue (1) ensure 
that the system [KS is dc,veloping to help tax examiners compose letters 
to taxpayers allows examiners to view letters after t,hey have been com- 
posed; (2) report separately the quality assurance rates associated with 
Adjustments/ (‘~)rrc~s~)ondence Branch work involving correspondence 
sent to taxpayers. and (3) determine whether the qualifying requirr- 
mmts, the qualit). and quantity performance standards, and the oppor- 
tunities for advallccmr*nt for the Rranch’s tax examiner position need to 
be revised. 
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Action(s) Taken and/or IRS agreed with our recommendations. In May 1989, IRS said that (1) a 

Pending new system for c’omposmg letters would be fully implemented by the 
end of .July 1989 and uould allow tax examiners to view the completed 
letter as well as print c*opies at a location close to their offices; (2) a 
program has been developed for tracking correspondence errors; and (3) 
some service centers arc1 testing use of new “super tax examiners” and 
assigning them only the most complex correspondence cases. 

As part, of its budget request for fiscal year 1990, IRS asked for $2 mil- 
lion and 52 positions to finance the use of a computerized system to 
monitor the quality and accuracy of correspondence. In asking for those 
resources, IIS said it would analyze error trends and take corrective 
action by providing additional training, managernent oversight, and cler- 
ical support. 
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Concerns About IRS’ (GAO/T-GGD-88-47, f II 1:) 68) 

Telephone Assistance In testimony befor<* (he Subcommittee on Commerce, Consumer, and 
Program Monetary Affairs, House Committee on Government Operations, we dis- 

cussed the results of 1,908 test calls we made to 2.9 of IRS’ 32 telephone 
assistance call sites from February 9 through April 15, 1988. We noted 
that: 

. IRS’ telephone assistors (,orrectly answered GAO’S test questions 64 per- 
cent of the time; in 1 he other 36 percent, the answers were incorrect. 

- The types of quest ions that posed the most, difficulty were those that 
required probing and those that related to recent changes in the tax law. 

. Several factors that influenced the accuracy of assistors’ responses to 
questions included training. working conditions, turnover among cxpc- 
rienced assistors, ;u~t! the large number of new hires each year 

Summary of Related 
Action(s) 

Because of continuing concerns about the Telephone Assistance Pro- 
gram, IRS established an huegrated Test Call Survey System. The System 
is designed to (1 ) enable IRS to measure the accuracy of answers it gives 
taxpayers who call IKS call sites and (2) provide diagnostic feedback to 
improve the quslitJP of IRS customer service. We are working ck~scly 
with IRS in developing and refining this system. 
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Other 

Tax Data Needed to (GAO/IIRD-88-24, 3 ’ l6/‘88) 

Verify the Accuracy of A nnually, the Vett’ritrts Administration (VA) pension program pays about 
Beneficiary Income $4 billion to 1.6 milhon persons. Eligibility and payment, amounts mostly 

Reporting Under the depend on beneficiaries incomes, and \B relies almost entirely on benefi- 

Veterans’ Pension 
Program 

ciaries’ self-reporting. WY taompared the earnings data for VA’S entire file 
of pension beneficiarlc~~~ on the rolls as of November 1984 with appropri- 
ate 1984 tax data. 

Of the 1.4 million IX t)cnsitm recipients included in our match. 549,000 
had $947 million more income on tax records than was recorded on VA 
records. We estimatt,tl that U. by not including this income in its pension 
calculations, madt, potential overpayments of $182.6 million. Of the 
potential overpayment cases: 

. More than 26,000 benefit.iaries reported no earned income to VA, but tax 
data showed indivitlt ~a I earnings of at least $1.000. Some beneficiaries 
had reported no rarnittgs over several years, although tax data showed 
significant earnings itI those years. 

. About 60 percent of 1 he I’ases were solely attributable to unrecorded 
interest and dividtkft(i n( ome. 

Pension beneficiaric~s‘ self-reported year-end income adjustments would 
have allowed ~~2 t,o mentify and act on approximately $25.3 million in 
potential overpay-mt,trls. 1,~ would have been unable to identify the 
remaining $157.2 million In potential overpayments to 134,200 benefi- 
ciaries because it 1at.k~ irt’c*<‘ss to tax data. 

The most practical nrc>ans to verify self-reported beneficiary income is to 
allow the v~ pensiou program access to third-party-reported tax data, 
such as information on interest earned on bank accounts. I’se of such 
tax data would in(,rcBascl ~1’s pension program effectiveness and could 
save millions of doll,lls. Moreover, the monetary benefits of using this 
data to verify incomc~ appear to outweigh costs by a ratio of at least 11 
to 1. 

We addressed, in out’ report. various IRS concerns about authorizing the 
\;\ pension prograIn iit’(‘t’Ss to tax data and the potential effects of using 
tax data for nont;l\ t~~~rt~oscs on taxpayer privary and compliance with 
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_---- 
the tax laws (see page 75 for more information on this subject in the 
context of another ~4 program). IRS was concerned, for example, that our 
cost estimates did not include any potential revenue losses from 
decreased compliance with the laws. We noted that IKS had no data to 
show whether there has been any change in voluntary compliance as a 
result of access to tax information for nontax administration purposes. 

Recommendation(s) to 
Congress 

Given t.he pntent,ial savings and the absence of data on potential adverse 
consequences t,o t,he tax system and taxpayer privacy, we recommended 
that Congress amend the Internal Revenue Code to allow VA to access 
tax information so that IN can prevent improper payments by verifying 
the income informaticm that pension program beneficiaries report. 

-__ 

Action(s) Taken and/or On March 17, 1988. the Senate Committee on Veterans’ Affairs 

Pending expanded on the scope of our recommendation and proposed amending 
Section 6103(l)(7) of the Internal Revenue Code to grant VA access to tax 
return data to verify Income and eligibility for any needs-based pensions 
provided under any program administered by VA. The Congressional 
Budget Office prt’parod a cost/savings analysis indicating that if enacted 
and implcmcnted t):. IX. the bill would result in net savings of $698 mil- 
lion over 5 years. .I measure containing these provisions (S. 2011) was 
passed by t,ht S<ln;ll<’ on October 18, 1988. 

The House Commmttce on Veterans’ Affairs, on September 16, 1988, 
reported out similar provisions as part of a separate bill (I1.R. 5114) and 
referred the measur(z to t,he House Committee on Ways and Means. Ilow- 
ever. on Septembc>r 19. 1988. before the Ways and Means Committee 
could complete its c~~~sidtration of the measure and by mutual agree- 
ment, with its Chairman. the Chairman of the Veterans’ Affairs Commit- 
tee withdrew thcx t au-data-access provisions from the bill. 

Proposed legislal ic XI to grant ~4’s successor Department of Veterans’ 
Affairs access to tar- return information for income verificat,ion pur- 
poses was rcintrolhlccd in Congress during 1989. As of June 30, 1989, 
no tax-data-acc,cs\ legislation had been enacted. 
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Information on (GAO/GGD-88-58, S/29/88) 

Interest Deducted for This report to Congressman William J. Coyne describes the lack of gov- 
Financing Mergers Is ernment data on tax-deductible interest used to finance mergers. We 

Not Available found that the Federal Trade Commission does not need and therefore 
does not collect information on how mergers are financed. IRS does not 
require that the intrtrest expense associated with mergers be separately 
identified from othrr interest expense. The Securities and Exchange 
Commission collects some data relating to the financing of corporate 
mergers; but because debt refinancings cannot always be identified, an 
accurate indicat,ion of the t,otal amount of interest eligible for deduction 
is not available. 

Summary of Related 
Action(s) 

The report was used in conjunction with various congressional hearings 
held during the first 3 months of 1989 on leveraged buyouts, which are 
currently being used us a method of financing corporate mergers. 
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1987 Annual Report (GAOIGGD-88-89, 06/06/88) 

on GAO’s Tax-Related Th‘ IS report is a compilation of GAO’S work on tax policy and administra- 
Work tion matters in 1987. It contains (1) open recommendations to Congress 

from reports issued during and prior to 1987; (2) tax-related recommen- 
dations made during 1987 to the Secretary of the Treasury, the Secre- 
tary of Health and IIuman Services, and the Commissioner of Internal 
I&venue, and their responses to those recommendations; (3) a listing of 
MO products on tax matters issued during 1987 and summaries of each 
of those products; (4) a listing of testimonies on tax matters during 
1987: and (5) a listing of assignments for which GAO was authorized 
access to tax returns and return information during 1987. 

Paye 67 GAO 4GD-89.106 Tax Policy and Administration 



.__- .- 
Apprndix I 
Summarirs of TamRelated Prrducts Issued in 
lYSI( by Subject Matter 

Preliminary Analysis (GAO/GGD-8%981W ti 117;88) 

of the Research and This briefing report tq) (ongrttssman Brian Donnelly contains our prelim- 
Experimentation Tax inary analysis of the research and experimentation tax credit. The 

Credit credit is allowed for qrralified research expenses paid or incurred by a 
taxpayer for a specrfrcd tax period. The report covers the period 1981 
through 1984 for large corporations-those with assets of $150 million 
or more. We analyzed income tax return data for a sample of 927 of 
these corporations. which accounted for about, 70 percent of the credit 
claimed during that Jreriod. 

The report contains 1 ablcs on ( 1) who used the credit; (2) when the 
credit was used (e,g 11~ year it was earned or later years); and (3) how 
much of the credit \v;ts earned and used in relation to growth in research 
cxpcnditurcs. 

Summary of Related 
Action(s) 

The Technical and Miscellaneous Revenue Act of 1988 linked, for the 
first time, the rescat’c,lr credit with deductions for research expenditures 
on the same rescarc% ciollar. The act requires taxpayers who expense OI 
amortize research cxJ)enditures to first deduct an amount equal to 50 
percent of t,hc res(‘irr~‘Jr credit claimed from those expenditures. 

The act also requlrc’s I hat GAO report by December 31, 1989, on (1) the 
credit’s effectivcnrsss m stimulating investment, (2) IKS’ performance in 
assuring that t,axJr;t>‘rsrs ivho use the credit comply with the Internal 
fhmmw Code, antI (:1 I alternatives to the credit’s current structure. As 
of .June 30, 1989, (III I’ LWII k was proceeding on schedule. 
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I, I I 18,/l%) Data on IRS’ 
Investigations of This report, to the (‘hairman, Subcommittee on Commerce, Consumer, 
Employee Misconduct and Monetary Affairs. House Committee on Government Operations, 

analyzed data that t ht> Subcommittee received from IRS on its investiga- 
tions of alleged misc20ttduct. such as bribery and embezzlement, by IRS 

employees. The data c,atcgorized the nature and results of 3,861 invcsti- 
gations of alleged c~r~ployc:e misconduct that IRS’ Internal Security Divi- 
sion had complcttd from 1984 through 1987. IKS extracted the data from 
it,s Internal Sccllrity Management Information System, which was 
designed to recorcl ;~nci manage lnt.ernal Security investigations. 

We made a dctaikd ;(Ilalysis of 2,633 of these investigations and identi- 
fied numerous t’rrorci &IV to invalid and missing codes. 

Invalid codes at’<’ I trosc shown in the system data but not listed among 
Internal Security’s prc*scrlbrd codes. Missing codes involve those charac- 
tcrist,ics, such as I ht’ (lisposition of the closed investigation, that, should 
have been, but W(W not c,odcd in the system’s data. On the basis of our 
analysis of the data \VO concluded that the management information 
system could not bcs I ~wtl to gain a broad perspective of IRS’ investiga- 
tions into allcg~d OIII~~IO~CY misconduct. 

IRS said that t hta dar : I ,ont aincd coding errors because the system did not 
contain sufficicnl \~l~lit y checks. Hecausc complete and accurate data 
c,annot be ;tsswccl. II{+ said it plans to replace its current management 
information syst,ctnr 11 It 11 a bett,er one by the end of fiscal year 1989. 

Summary of Related 
Action(s) 

..- 
At the Subcommit t ~(5’5 request. WC intend to examine IRS’ plans for the 
new system to dctcll mint> whether it will overcome the deficiencies 
existing in the (III’IY 11’ system. 
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Page 

Congress Should Anwnd the Internal Revenue Code to 
Give IRS an Interest-Free Period to Process Refunds 
Claimed on Most Amended Returns 

Congress Should Amend the Internal Revenue Code to 
Give IRS an Interest-Free Period to Process Certain 
Non-Income-Based Returns 

71 

72 

Congress Could Consider Alternatives to Increase Gas 
Guzzler Tax Compliance 

73 

Congress Should Amend the Social Security Act to Specify 
a Time Limit for Certifying Social Security Earnings 

Congress Should Consldcr Amending the Internal 
Revenue Code to Permit VA Access to Certain Tax 
Information 

74 

76 
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Congress Should 
Amend the Internal 
Revenue Code to Give 
IRS An Interest-Free 
Period to Process 
Refunds Claimed on 
Most Amended 
Returns 

(GAO/GGD-86-72,7/28/86) 

Section 6611 of the Internal Revenue Code provides that if IRS does not 
process and issue an income tax refund within 45 days of the overpay- 
ment date, it must pay interest. The overpayment date is the due date of 
the tax return or the date the return is filed, whichever is later. The 45 
day processing period does not apply to refunds claimed on most 
amended returns because the date of overpayment is considered to be 
either the filing date or due date of the original tax return, whichever is 
later. 

Since taxpayers have up to 3 years to file an amended return and inter- 
est must be paid back to the overpayment date of the original tax 
return, IRS may ultimately pay several years of interest on a refund, 
regardless of how quickly it processes the amended return. On the basis 
of our sample of refund claims paid by IRS in fiscal year 1983, we esti- 
mated that IW processed about 1.5 million amended returns and paid 
$419.4 million in interest on the resulting refunds. We further estimated 
that $330.3 million of this interest involved returns for which IRS does 
not have an interest-free processing period. These latter returns were 
filed an average of 1 year from the time the original returns were filed, 
and they took an average of about 81 days to process. 

Matter(s) for 
Consideration by Congress 

Action(s) Taken and/or 
Pending 

So that IKS can reduc*c the amount of interest paid on amended returns 
claiming refunds, WC suggested that Congress consider amending section 
6611 of the Internal Revenue Code to provide IRS with an interest-free 
processing period for such ret,urns. A 45-day processing period would 
make treatment of amended returns consistent with the treatment of 
original income tax returns. 

No action had be& t:iken or planned as of June 30, 1989. 
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Congress Should 
Amend the Internal 
Revenue Code to Give 
IRS an Interest-Free 
Period to Process 
Certain Non-Income- 
Based Returns 

Matter(s) for 
Consideration by Congress 

Action(s) Taken and/or 
Pending 

(GAO/GGD-86.72,7/S/86) 

Sections 6611(e), (f), and (h) of the Internal Revenue Code provide an 
interest-free period for processing income tax refunds, carryback appli- 
cations, and windfall profit tax refunds. On the other hand, the Code 
does not provide an interest-free processing period for refunds of such 
non-income-based taxes as employment taxes, excise taxes, estate taxes, 
and gift taxes. Interest on these refunds is generally paid for the entire 
period between the ovc\rpayment date and the date of the refund. 

In 1983 and 1984, Otis proposed to the Department of the Treasury legis- 
lative changes that rzould have created an interest-free period for 
processing refunds of such non-income-based taxes as employment 
taxes, excise taxes, estate and gift taxes, and railroad retirement taxes. 
In preparing its proposal to create an interest-free processing period for 
non-income-based tax returns, IKS determined that for an 1 l-month 
period ending October 1, 1982, $72 million in interest was paid on 
employment tax refunds alone. Of that amount, IRS estimated that $36.6 
million could have btlt,n saved if a 45.day interest-free period had been 
in effect. 

We did not verify IKS Mimates. It should be noted, however, that at the 
time we prepared our report. IRS had been able to process over 90 per- 
cent of income-bastbd refunds within 45 days even though the volume of 
these refunds was rnuc.1~ higher than non-income-based tax refunds. 

-We suggested that Congress consider amending section 66 11 of the 
Internal Revenue Codtl to provide illl inter&-free processing period for 
non-income-based tax returns. A 45day processing period would make 
the treatment of ~lori~incornc-based returns consistent, with most income- 
based returns. 

No action had bet,n i a ken or planned as of June 30, 1989. 
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Before 1988 With Open Recommendations 
10 Lalyrss 

Congress Could 
Consider Alternatives 
to Increase Gas 
Guzzler Tax 
Compliance 

__- 

Matter(s) for 
Consideration by Congress 

-__ 

Action(s) Taken and/or 
Pending 

(GAO/GGD-87.85,7,l(i/87) 

Millions of dollars arc not being collected due to independent importers’ 
noncompliance with thtb gas guzzler tax. Independent importers are 
those who import vcLhic,les that have been manufactured for the foreign 
market, and generally need to be modified to meet ITS. emissions and 
safety standards. 

Our sample of gas guzzler vehicles imported through four Customs dis- 
tricts that accounted for about 80 percent of the independent imports 
from November 1983 through November 1984 showed that less than 1 
percent of the indc~pendent importers paid the gas guzzler tax. Many 
independent importer5 may have been unaware of the tax and, therefore 
did not, pay; while othcbrs may not have believed the tax applied to them. 
Our projection of the sample results showed that over $6 million in tax 
revenue was not collrtc,tc‘d on the vehicles entering through the l’out 
districts. 

IKS believed that, t tic\ ~~WWW lost through independent, importers’ non- 
compliance with t ht> tax law was a problem, and it took a number of 
actions to improve c,ompliance. These actions alone, however. may not 
rcdurc the gas gu~lt31 tax noncompliance. 

Because significant IRS resources could be involved in identifying and 
following up with numerous importers who owe small amounts of the 
gas guzzlers tax, ~‘(1 identified two alternatives Congress could ronside 
for collecting the tax more efficiently. Congress could require indepen- 
dent importers to pa> tllc, gas guzzler tax to Customs at the t,ime of 
importation. Altc~rnwl ivc>ly. Congress could require that Customs not 
release an importer’s bond until t.he importer provides proof of the tax 
payment,. We noted I hat both alternatives would genwdte conc’erns 
aItl0Ilg Customs illIll iXil)ayers. 

The .Joint Committc’c’ on Taxation presented several proposals for 
increasing gas guzzkr tax revenue in a June I987 pamphlet that con- 
tained a listing of r)oAblc rc\wnw sources. One of these proposals 
involved having (‘customs. rather than IRS, collect the tax on all imported 
\:ehi&s. as w\‘(\ su;l@9?~1. No further action was taken as of .Jlmo :3(1, 
1989. 
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Before 1988 With Open Recommendations 
tn Congress 

Congress Should 
Amend the Social 
Security Act to 
Specify A Time Limit 
for Certifying Social 
Security Eatiings 

Matter(s) for 
Consideration by Congress 

(GAO/HKD-87-62, 9,i18/87) 

The differences in earnings recorded by SSA and IRS raise questions about 
the amount of tax revenues to which SSA’S trust funds are entitled. Since 
1978, when the dual reporting system began, SSA has received tax reve- 
nues based on quarterly earnings reported to IRS. Despite these interim 
transfers. the law requires the Secretary of Health and Human Services 
to certify the earnings amounts SSA recorded because Social Security is 
entitled to retain tax revenues based on that amount only. The law does 
not specify a time by which earnings for a given year must be certified. 
At, the time we did our work, SSA had not certified any earning since 
1978. 

As of March 1987, ss.\ had recorded about $58.5 billion less than IRS in 
earnings for the years 1978 to 1984. Therefore, SSA may not have a legal 
basis for retaining as much as $2.8 billion of the $7.7 billion in tax 
money related t,o earnings not recorded in Social Security records once it 
certifies the earnings it has recorded. For 1978 through 1982, years for 
wlrich employers are no longer required to maintain wage data that 
could be needed for future reconciliation, SSA may have to return $2.8 
billion to the Treaslny on the basis of SSA’S records as of March 1987. 

To provide an incentive for more timely reconciliation of earnings, Con- 
gress should consider amending section 201(a) of the Social Security Act 
to specify a time limrt suc,h as the employer earnings record retention 
period (4 years) spc,c,ificd by IRS, for the Secretary of Health and Human 
Services to certify c~arnings. If Congress chooses not to specify a time 
limit for certifying earnings, it should consider whether (1) SSA should 
be required to relinqrrlsh trust fund money to general revenue funds for 
those earnings amc RI nt s that employers have reported to IRS, but which 
ss.i\ has not recorded in its earnings syst,em; or (2) the trust funds should 
b(a permitted to rc%rrn rc’venues based on nts-recorded employers’ earn- 
ings reports. 

Action(s) Taken and/or 
Pending 

No action had beentaken or planned as of June 30, 1989. 
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Congress Should 
Consider Amending 
the Internal Revenue 
Code to Permit VA 
Access to Certain Tax 
Information 

(GAO/HRD-87-62, 9,2 1 l’H7) 

VA generally requires veterans to report their annual earnings when they 
apply for or receive> individual unemployability compensation benefits 
associated with service-connected disabilities. i’eterans with earnings 
above marginal amounts are not eligible for some unemployability bcne- 
fits. We estimated that over 90 percent of the veterans who should have 
reported their earnings to va failed to do so. Potential overpayments to 
these veterans in 1984 and 1985 could have exceeded S 10 million. 
depending on the rxtcnt to which M\ considered the earnings t,o be 
marginal. 

Lack of information to verify income reported by applicants and recipi- 
ents in entitlement t)rograms has contributed to significant ovcrpay- 
ments. We believe that allowing VA to access tax return information on 
earned income would help to verify eligibility. However. access to this 
informat.ion is rcstric.1 ed by section fi103 of the Internal Revenue Code. 
The primary disadvirrrtages of using tax return information for verifica- 
tion in entitlement programs are the pomntial harmful effects on tax- 
reporting compliamc> and individual privacy. 

The Deficit Reduction Act of 1984 (Public Law 98-369) amended legisla- 
t.ion to allow scvcxn b(,nrfit programs to use certain tax information for 
verification. The v.\ btnckfit programs were not included, and the legisla- 
tive history does not ~~lcarly indicate why The tax information allowed 
for use by the sc’vw 1 Irograms was 

net income from set f-employment, earnings, and employers’ payments of 
retirement income from files at SSA; and 
unearned income (SIIC h as dividends and interest) from the files at IKS. 

Except for earnings f-om self-employed persons, these files contain 
information rcportcxd by I hird parties. Third-party tax informat,ion is 
reported by employctr 5 and payers of pensions, int,ercst, and dividends; 
this information is required to be repotted for the purpose of improving 
taxpayers’ voluntary compliance with tax law imomc-reporting requirc- 
merits. Public knowkdgc> that IIS uses this information for verification 
purposes has, ov(~r 1 I !C years. improved voluntary compliance with the 
tax laws. 

It must be recognized, however, that granting ac~css to tax information, 
even that, providtbd by7 third parties, represents a special case concerning 
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privacy and confidentiality issues. Taxpayers and third parties have lit- 
tle choice about revealing personal information for tax administration 
purposes because this is mandated by law and subject to criminal and 
civil sanctions. Further, this information is gathered for a specific pur- 
pose-revenue gathering. The dilemma is whether, in the context of tax 
administration, personal information required for one purpose should be 
used for another unrelated purpose. This question requires a balance 
between a potential increase in the efficiency and effectiveness of a 
legitimate government function and the intrusion by the government 
into the private lives of individuals. 

The legislative history of the Deficit Reduction Act of 1984 shows that 
Congress intended that (1) safeguards would be used to protect the tax 
information used for verification and (2) the individual would receive 
appropriate notification before any action was taken relating to 
benefits. 

Matter(s) for 
Consideration by Congress 

Action(s) Taken and/or 
Pending 

To improve M’S eligibility process, Congress should consider amending 
section 6103(l)(?) of the Internal Revenue Code to grant VA the same 
access to SSA earnings files now granted to seven other benefit programs. 
Congress would need t,o weigh the potential benefits of such disclosure 
with the potential effects on individuals’ privacy and their voluntary 
compliance with the t,ax system. 

While several proposals had been introduced, no tax-data-access legisla- 
tion had been enacted as of June 30, 1989. Proposed legislation to grant 
VA’S successor Department of Veterans Affairs access to tax return 
information for income verification purposes was reintroduced in Con- 
gress during 1989. (SCY p 64.) 
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Legislative Actions Taken in 1988 on 
GAO Recommendations 

_--- 
Page --.. 

Congress Revised Taxation of Single Premium Life 47 
Insurance 

Congress Restricted Mortality Charges on Single Premium 
Life Insurance 

49 

Tax-Exempt Mortgage Bonds Have Been Better Targeted 
to Those in Need 

53 

Congress Extended IRS’ Tax Refund Offset, Program for 
Defaulted Student Loans 

78 

Congress Acted to Obtain an IRSjSSA Plan for Resolving 
Differences in Employers’ Earnings Reports 

Congress Amended the Bad Check Penalty 

80 

82 
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Congress Extended (GAO/HRD-87-76, 9,30/87) 

IRS’ Tax Refund 
Offset Program for 
Defaulted Student 
Loans 

The Deficit Reduction Act of 1984 (Public Law 98-369) authorized the 
Secretary of the Trc,asury (through IKS) to collect delinquent debts owed 
the government by offsetting them against tax refunds payable after 
December 31, 1985. and before .January 1, 1988. This 2-year period was 
established to determine whether the tax refund offset program (1) 
increased the amount of nontax debts collected and (2) changed taxpay- 
ers’ filing and withholding practices. 

During the first year, 1 hti program involved certain delinquent debts 
owed to five federal agencies, inchlding the Department of Education, 
which was selected for program participation by the Office of Manage- 
ment and Budget and IRS 

According to its rclcords. as of December 3 1, 1986, the Department of 
Education offset over 246,000 individuals’ tax refunds and collected 
$132 million from those who had defaulted on Perkins Loans, Federally 
Insured Student Loans, and Guaranteed Student Loans. The results for 
the Guaranteed Studtknt Loan Program showed 67.000 individual 
accounts offset,, wit], rec~overics of $38 million. 

As of September 4. 19117, the Department had received another $137 
million from the sc~md ytaar’s effort, with $79 million of that amount 
coming from dcfaulttirs with guaranteed student loans. Thus, we con- 
cluded that the tax r~~i’und offset program for defaulted student loans 
should be continued ~~onsidcring its low cost, high yield, and potential 
deterrent effect on taxpayers who may have contemplated defaulting on 
a student loan but (lid not because of this program. 

Recommendation(s) to We recommended thal Congress continue the income tax refund offset 
Congress program for tax years 19X7 and 1988 for defaulted student loans. 

Action(s) Taken In the Omnibus Ihltlgtlt Reconciliation Act of 1987 (Public Law ~00-203). 
Congress extended thus rtlfund offset program until July 1, 1988, and 
required that GW st utly the effectiveness of the program and report on 
the results by April 1989. Our report (GAO, cm-89-60) was issued on 
April 2.5, 1989. 
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On October 13,1988. Congress passed the Family Support Act of 1988 
(Public Law lOO-485), which extended the refund offset program to Jan- 
uary 10, 1994. 
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Congress Acted to (GAO/HRD-87-52,9/ 1X/87) 

Obtain an IRS/SSA Since 1978, when employers were first required to report employees’ 
Plan for Resolving earnings annually tc) SSA and quarterly to IKS, the total earnings recorded 

Differences in by each agency (as rcportrd to them by employers) have differed. ssh. 
as of March 1987, had recorded about $58.5 billion less than IRS for 1978 

Employers’ Earnings to 1984 (data after l!dH4 had not been finalized at the time of our 

Reports review). These earnings differences through 1983 involved about 3.5 
million earnings reports for about 2.5 million employers. About one- 
fourth of these employers’ earnings reports showed differences between 
the two agencies for more than 1 year. 

s4 and IRS had not adequately resolved differences in employers’ earn- 
ings reports, nor had they addressed the causes of the differences. Many 
causes contributed to the problem. Changes in employer reporting 
requirements and wt,aknesses in SSA’s internal controls resulted in larger 
than anticipated numbers of employers’ reports that had to be recon- 
ciled. The resultant need for larger than anticipated resources was not 
addressed by either agency. Changes in SSA’S leadership and manage- 
ment’s inability to rc,solve conflicting organizational priorities also con- 
tributed to the problem. The unreconciled backlogged reports prevented 
identification of the underlying causes of employer reporting differ- 
ences. which must bcs known before plans can be developed to prevent 
or detect future occ~~~renc~s. 

Matter(s) for We recommended that the Secretaries of Ifealth and Human Services 

Consideration by Congress and the Treasury dirt,ct the Commissioners of Social Security and Inter- 
nal Revenue to (1) dovelop and pursue a strategy for examining the 
cases indicating employers reported different earnings amounts to each 
agency and report t hcair plans to Congress and (2) determine the major 
causes of recording differences in SSA and IRS earnings totals and take 
corrective action to prcvtant their occurrence or reduce their frequency. 

Because SSA and IKS had been unable to jointly develop a plan to ensure 
that all differences in earnings reported by employers are reconciled in a 
timely manner, we suggested that Congress require the agencies to sub- 
mit a plan of action t () the congressional committees that have oversight 
responsibility for tht~sc agencies. Such a plan should specify a time- 
phased schedule for c,liminating the backlog and for resolving new dis- 
crepancies and any ;\ddilional resources 1 hat may be required. 
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Action(s) Taken Following hearings by the IIouse Select Committee on Aging’s Subcom- 
mittee on Retirement Income and Employment, IHS and SSA signed an 
agreement in July 1988, detailing each agency’s responsibility under the 
Combined Annual Wage Reporting System. We believe the agreement 
should result in a better understanding of what each agency is expected 
to do under the program. This agreement, if properly implemented, 
should help in assuring that all differences in earnings as reported by 
employers are resolved and would, therefore, respond to our 
recommendation. 

The Subcommittees on Social Security and Oversight, House Committee 
on Ways and Means, held hearings in August, 1988, to review the IRS and 
SSA agreement, during which we presented our views on the agreement 
(see p. 32). In December 1988, we reported on the operation of IRS’ Com- 
bined Annual Wage Reporting Reconciliation Program (see p. 36). 
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Congress Amended the (GAO/GGD-87.52RR,tc/30/87) 

Bad Check Penalty Section 6657 of the Internal Revenue Code authorizes IRS to assess a pen- 
alty on taxpayer checks that are returned unpaid. The Code established 
a penalty of 1 percent of the check amounl for checks $500 and over 
and $5 or the check amount (whichever is less) for checks under $500. 
The Code further stipulated that the penalty should not apply if the 
check was tendered in good faith and with reasonable cause to believe 
that it would be dul)l paid. 

We evaluated IKS’ administration of the bad check penalty because the 
minimum penalty had remained unchanged since 1954, and II~S had 
twice proposed raising the minimum penalty from $5 to $10 without 
success. We found the following: 

. IKS assessed penalties on about 82 percent of the 184,000 checks that 
were returned from depositories during the first 6 months of 1986. IRS 

did not assess penalties on the balance of the checks because it deter- 
mined that these cheeks were tendered in good faith and with reason- 
able expectation t ha1 t,hcy would be paid. 

. The deterrent effrc.t of the bad check penalty is difficult to determine. 
Taxpayers who subrnrt bad checks are also subject to bank processing 
charges and possibly othcbr IKS penalty and interest assessments that 
may act as detcrrcni s 

l IKS’ processing costs cxcreded the amount of the penalty assessment for 
about 59 percent of I IIP bad checks processed during the first 6 months 
of 1986. IIowever, t 111’ average penalty assessment was $20.35. which 
was $13.88 higher t IIan INS’ estimated processing cost of $6.47 per 
check. This occurrctl be(‘;iuse the l-percent penalty for bad checks writ- 
ten for larger amorn s more than offset the cost to process checks writ- 
ten for smaller anioiitlts. 

Matter(s) for Because the penalty liad remained unchanged since 1954, we suggested 

Consideration by Congress that Congress considtar whether the amount of the penalty was still 
appropriate and to what extent it should serve as a deterrent or just 
recover processing 1’~ 1~1,s. Another issue was whether processing costs 
should be recovered in total or on a per-check basis. 

Action(s) Taken The Technical and M~~ellaneous Revenue Act of 1988 increased the 
penalty to 2 percent f)l’ 1 he check’s amount. If the amount of the check 
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or money order is less than $750, the penalty is the lesser of $15 or t,he 
amount of the check or money order. 
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Listing of Open Recommendations to Congress 

Congress Should Revrse the Internal Revenue Code to (1) Slgnrflcantly Increase the Penalty for Abusive Tax Shelters Above 
the Current 20 Percent of Gross Income Dewed or to Be Dewed from the Sale of an Abusrve Tax Shelter and (2) Reduce the 
Level of Proof Needed to Apply the Penalty for Aldrng and Abettlng from ‘Krlowlngly” to “Knows or Reasonably Should Have 
Known” That an Understatement of Tax Lrabrlity Would Result 

Congress Should Corwder Fiequlrrng IRS to Include rn Its Annual Budge- :xrrjmw%orr lnformatron on Actual Revenues 
Dewed from Audrts 

Congress Should Amend the Internal Revenue Code to Allow VA Access t ! -ax InformatIon So It Can Verify the Income 
Reported by VA Penslon Program Benefkclarles 

Congress Should Amend the Internal Revenue Code to Grve IRS an Intere,l Free Period to Process Refunds ClaImed on 
Most Amended Returns 

28 

30 

64 

71 

Congress Should Amend the Internal Revenue Code to Gwe IRS an Interest Free Penod to Process Cr!rtaln Non-lncome- 
Based Returns 72 

Congress Could Consider Alternahves to Increase Gas Guzzler Tax Complkincs 

Congress Should Amend the Socral Security Act to Specrfy a Time Llmlt fslr Certifying Social Security Earmngs 

Congress Should Consrder Amendlng the Internal Revenue Code to Permr i/A Access to Certain Tax InformatIon to 
AdmInister the Unemployabrllty Benefits Program 

73 

74 

75 
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Listing of Recommendations Made in 1988 to 
the Commissioner of Internal Revenue 

Page 
Ensure That Adequate Securrty Controls are Consrdered When Developrng lntormatron Systems 10 

Review the Plan for Replacrng IRS’ Revenue Accountrng Control System 13 

Reduce Returns Processrng Errors 16 

Improve IRS’ Admrnrstratron of Allen Taxpayer Programs 20 

Improve Management of the Specral Enforcement Program 22 

Reduce the Number of Unproductive Busrness Nonflier lnvestigatrons 24 

Improve the Efhcrency and Effectiveness of the Abuske Tax Shelter ldenirfrcatron Programs 28 

Improve IRS’ Process for Estrmatrng Examrnation Yreld 30 

- ~- Help Ensure That Correct Taxpayer ldentrfrcatron Numbers are Being Repo+d on Information Returns 34 

Improve IRS‘ Management to Assure Qualrty Servrce rn the Future 42 

Help Enforce the Volume Lrmrt on Certain Tax Exempt Bonds 55 

Improve Admrnrstratron of Sectron 265 Dealrng With Tax~Exempt Interest Income 56 

Promote Full Drsclos~ure of Tax-Exempt InformatIon 59 

lmrxove IRS’ Handlrna of Taxpayer Correspondence 61 
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Chronological Listing of GAO Products on Tax 
Matters Issued in 1988 

.- 
Title 
Testimony on the Status of the 1988 Tax Return Flllng Season (GAO/T-GGD-88-13) 

T&mony on Computer Support for Tax Processing Needs Contlnulng IRS Attention (GAO/T-IMTEC-88-l) 

?estlmony on Taxation of Single Premium Life Insurance (GAO/T-GGD~88 20) 

Veterans P&lons Venfylng IncomeWith Tax Data Can ldentlfy Slgnlflcanl Payment Problems (GAO/HRD-88~24) 

IRS Tax Gap Studies (GAOIGGD-88~66BR) 

Mortgage Bonds Are Costly and Provide Little Assistance to Those in Need (GAO/RCED:88-111) 

InformatIon on Interest Deducted for Flnanclng Mergers IS Not Available (GAO/GGD-88-58) 

Testimony on Why a CornprehensIve Review of CIVII PenaltIes Is Needed (GAO/T-GGD~88-24) 

Computer Readiness for 1988 Filing Season (GAOIIMTEC-88-31) 

Federal Estate Tax on Hlstorlc PropertIes (GAO/GGD-88-56) 

Te&mony on the Tax Gap (GAO/T-GGC 8s 22) 

Opportunltles Exist for ImprovIng IRS’ Admlnlstration of Allen Taxpayer Programs (GiO/GGD-88-54) 

Te&mony on the~?!388 Tax Return Flllng Season and IRS‘ Fiscal Year 1989 Budget (GAO/T-GGD-88-30) 

lnvestlgatlng Illegal Income-S&ess Uncertain, Improvements Needed iGAO/GGD~88~61) 

IRS’-Tax SystemRedesIgn Progress a-nd Plans for the Future (GAO/IMTEC 88.23BR) 

IRS CoilId Reduce the Number of Unproductive Business Nonflier Investlqatlons (GAO/GGD 88-77) 

InformatIon Systems Agencies Overlook Security Controls During Devt~lop~nenf (GAO/IMTEC-88~11) (GAO/IMTEC- 
aa-ilS) 

1987 Annual~Report on GAO’s Tax Relatea Work (GAO/GGD-88-89) 

Mortality Charges on Single Premium Llle Insurance Should be Restrlctecl (GAOiGGD~88.95) 

IRS ADP Budget issues That Could Affect Funding of Personnel System P,o]ect (GAO/IMTEC~88-45) 

IRS’ ADP Budget Funds for a Suspended Payroll Pro]ect Need Further .Justlflcallon (GAOIIMTEC-88~44) 

Need to Improve the Revenue Accounting Control System (GAO/IMTEC 88 41) 

Prellmlnary Analysis of the Research ant Experlmentatton Tax Credit (CiAO’GGD~88-98BR) 

Home IOwnershlp Targeting Assistance to Buyers Through Oual~f~ed~Mortgage Bonds (GAO/RCED-88~190BR) 

Testimony on CornpetItIon Between Tax Exempt Organizations and Taxai!li Businesses (GAO/T-GGD-88-43) .~ 
- IRS’ Service Centers Need to Improve Handling of Taxpayer Correspondcrlc e (GAO/GGD-88~101) 

IRS Progress on the Electronic Flllng System (GAO/IMTEC-88~40) 

Testimony on IRS-correspondence Wltb Taxpayers and Its Telephone As:,istancc Program (GAO/T-GGD-88-47) 

IRS Efforts to Establish a Business InformatIon Returns Program (GAO,CG3-88 102) 

IRS Abusive Tax Shelter Efforts Need Improvement (GAO/GGD-88~69) 

IRS Can Reduce Processing Errors w!th Better Controls and Informatlor, (:;r\O,‘IMTEC~88-25) 

AddItional InformatIon on Life Insurance Mortality Charges (GAO/GGD 88 1 !OF S) 

Difflculttes In Accurately Estlmatlng Tax Exanllnatlon Yield (GAO/GGD-88 1 19) 

Testimony on Resolving Differences In Wage Amounts Reported by Empl~,~~zrs to the Internal Revenue Service and 
Social Secunty Admlnlstratlon (GAO/T-HRD88-29) 

- 

Date 
02/23/88 

02/23/88 

03/i 5188 

03/l 6188 

03/25/88 

03/28/88 

03/29/88 

03/31/88 

03/31/88 

03/31/88 

03/31/88 

04/l l/88 

04/l 3188 

04/25/88 

04/27/88 

05f24/88 

05/31/88 

06/06/88 

06/i 4188 

06/l 5/88 

06/l 5188 

06/i 7188 

06/l 7188 

%/27/88 

06/28/88 

07/l 3188 

07;13/aa 

07/13/88 

07122188 

o7/25/aa 

08/i2/88 

08/08/88 

08/08/88 

08/09/88 

Tax Law Compliance of Churches and Tax~txempt Rellglous Organlzatl#~)rli ‘GAOlGGD~88~84) 

Evaluation of IRS’ Refund Offset Study (^JAO.‘GGD~88 117) 

Accuracy of Taxpayer ldentlflcatton Nun,bers on InformatIon Returns Carl RI: Improved (GAO/GGD-&-I 10) 

Callfornla Crude 011 An Analysis of Posted Pflces and Fair Market Value [‘;,~O’GGD-88~1i4) 
- 

OS/l l/88 

09jOl j88 

69/06/88 

09/08/88 

(contInuedi 
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-~ -~ 
Title Date 
lnformatron on the Stock and Mutual Segments of the LI lfe Insurance Industry (GGD-8888FS) ~~ - ~ - ~-~- cl9/26/88 

Testrmony on Taxes Incurred by, and Busrness Trends of the Lrfe : Insurance Industry (GAO/T-GGD-88-54) 09/27/88 

Gow%p?e%mony on Comprehensrve Revrew of CIVII PenaltIes (GAO/T~GGD-88-55) 09/28/88 
A~abllityand%r$e~ess~R%%‘%r Tax-Exempt Organrzations (C ;AO/GGD-88-128) 09/30/88 _ ~ ~_ ~~~ -~~ 
Prelrmrnary Data on Tax-Exempt Bonds Used to Frnance Housrng 1 for the Elderly (GAO/GGD-89~7) 

Managrng IRS- Actrons Needed to Assure Qualrty Servrce rn the Future (GAOIGGD~BS-1) --~--.----~-~ .~ ~ ~ 
Transitron Serves The Budget Defrcrt (GAO/OGC-89.1TR) 
Transrtron Serves. Revenue Optrons (GAOIOCG-89.3TRl 

Transrtron Serves: Internal Revenue Servrce Issues (GAO/OCG-ES-26TR) 

Effectrve~~p~%~onof the Tax Reform Act Led to Uneventful 1988 Frlrrrg Season (GAO/GGD-89-2) 

IRS’ Data on Its lnvestrgatrons of Employee Mrsconduct (GAO/GGD-89-13) --__-.-- ~-~- ~ ~~ ~ ~~~ ~~ ~ - ~~ 
IRS’ Combined Annual Wage Reportrng Reconcrliatron Program (GAO/GGC 89-21) ___-_~ ~~-~~~ ~ ~ ~~~ - ~ ~~~ -~ 
Deducting Interest on Funds Borrowed to Purchase or Carry Tax-Exempt Bonds (GAO/GGD-89-14) 

1 O/ 14/88 

1 O/l 4/88 

11188 
1118R 
.‘I-- 

11/88 

11/14/88 

1 i/18/88 

12/l 4/88 

12/l 9188 
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Appendix VII 

Listing of Assignments for Which GAO Was 
Authorized Access to Tax Data in 1988 

Subject matter Objectives __-.--- ~~ ~ ~~ -~ 
Effectiveness of the Research and To (1) examlne the credit as-an lncentlvetoInvestmentand(2)determmelRS 
Experimentation Tax Credit effectiveness in assunng that taxpayers comply wrth rules that restrict the credrt’s use 

Revenue Yield From IRS’ Examinations To provide Congress wllh InformatIon on the reliability of assumptions used by IRS to 
estrmate expected revenue yields from Increased examination resources 

IRS’ Enforcement of the Employee To determlne how many plans are revIewed, how many plans are cited for vlolatrons, 
Retirement Income Security Act of 1974 what the major violations are, and what sanctions are Imposed ___~~~ ---~ 
IRS’ Admtnlstratlon of 0~11 PenaltIes To determlne (1) whether IRS IS assessing four civrl penaltles fairly and consistently. 

(2) how adequate the InformaWn IS that IRS relies on in assessing and abatlng the 
penaltles, (3) how often and to whom these penaltles are applied, and (4) If these CIVII 
penaltles are effectwe 

IRS’ lnformatron Returns Program To determIne (1) how accurately the program ldentlfles potentfat underreporters and 
nonfilers, (2) how effectively IRS communicates with taxpayers that have potentially 
underreported their Income or d/d not file tax returns, and (3) how effectively IRS 
resolves unagreed cases 

IRS’ CIVII PenaltIes Study To monitor the progress of IRS’ penalty task force and to comment on Its report 

IRS’ Tax-Exempt Organizations Examlnatlon To evaluate (1) IRS’ efforts to select the most appropriate tax~exempt returns for 
Program examination, (2) the c,ffectlveness of the examlnatlons conducted, and (3) revocations of 

tax-exempt status 

IRS’ Admlnlstratlon of CIVII PenaltIes To determrne (1) whether IRS IS assessing several CIW penaltres fairly and consistently, 
(2) how adequate the lnformatlon IS that IRS relies on I” assessing and abatlng the 
penaltles, (3) how after- and to whom these penaltles are applred, and (4) If these CIVII 
penaltles are effectlvc 

Charity-Issued Tax-Exempt Bonds to To determine (1) the extent of new tax~exempt bond Issues, (2) the effect of current law 
Finance Houslng for the Elderly restrlctlons, (3) IRS‘ procedures in granting 501(c)(3) organlzatlons tax-exempt status, 

and (4) the effect this flnanclng vehicle has had on other housing programs 

Tax-Exempt Bond Issuance Costs To (1) determlne the average !ssuance costs for tax-exempt bonds, (2) evaluatewhether 
llmlts should be placec on issuance costs, and (3) determlne If llmlts would restrict the 
abllltv of state and local oovernments to Issue bonds 
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Appendix VIII 

Major Contributors to This Report 

General Government David .J. Attianese, Assistant Director 

Division, Washington, 
Joseph T. Valor& Evaluator-in-Charge 
Larry H. Endy, Ass&ant Director 

D.C. Eatwar M. Gandhi, Assistant Director 
Gerald Stankosky, assistant Director 
Charles I,. Vehorn, Assistant Director 
Lynda D. Willis, Assistant Director 

Information Mary Ellen Chervenk~. Assistant Director 

Management and 
Technology Division, 
Washington, D.C. 

(268391) Page 89 GAO/GGD89106 Tax Policy and Administration 





” , 

.. ;., :* 






