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TAX FRAUD AND NONCOMPLIANCE 

IRS Can Strengthen Pre-refund Verification and 
Explore More Uses 

What GAO Found 
Beginning in 2017, as required by law, the Internal Revenue Service (IRS) held 
all refunds for taxpayers claiming the Earned Income Tax Credit (EITC) or 
Additional Child Tax Credit (ACTC) until February 15. IRS also took actions to 
verify wage and other information reported on tax returns before issuing refunds, 
referred to as systemic verification, but several factors limited its success. IRS 
received over twice as many (over 214 million) Forms W-2, Wage and Tax 
Statement (W-2) by February 15 compared to the same time in 2016, and 
reported that W-2 data were responsible for improving fraud detection and 
reducing taxpayer burden. However, IRS was unable to verify over half of the 
returns it held until February 15 before issuing the refunds. For example, IRS 
received W-2s daily but its information technology systems processed them 
weekly. In response to GAO’s review, IRS reported it is planning to assess 
options for processing W-2s daily. Also, some employers submit W-2s late, but 
IRS did not track the extent to which late W-2s are associated with fraud or 
noncompliance. Further, IRS has not assessed options for enforcing late W-2 
penalties earlier. Additionally, about 9 percent (about 23 million) of W-2s were 
filed on paper, which IRS does not begin to receive from the Social Security 
Administration (SSA) until March. By law, employers who file 250 or more W-2s 
are required to file W-2s electronically, while those who file fewer than 250 W-2s 
may opt to file on paper or electronically. In August 2014, GAO suggested that 
Congress provide the Secretary of the Treasury with the authority to lower the 
electronic filing requirement from 250 W-2s to 5 to 10. This action could also 
have the benefit of reducing SSA’s W-2 paper processing costs by $9.7 to $11.3 
million per year. These issues reduce IRS’s access to timely W-2 data, limiting 
its ability to prevent fraud and reduce noncompliance before issuing refunds. 

IRS’s preliminary and final analyses of the February 15 refund hold both showed 
that IRS could have detected significantly more in potential fraud and 
noncompliance if it held all refunds until late February, when it had more W-2 
data available. There are differences between these analyses. For example, the 
final analysis included more returns and estimated total revenue IRS could 
protect by extending the refund hold and expanding it to all taxpayers. In that 
analysis, IRS estimated that it could have protected $100 million in fraud and 
noncompliance had it held all taxpayer refunds until February 15—$35 million 
more than it protected by holding refunds with EITC or ACTC. IRS further 
estimated that moving the refund hold to March 1 for all taxpayers could protect 
$895 million compared to $533 million if it only held refunds with EITC or ACTC 
until that date. However, GAO found limitations to IRS’s analyses. For example, 
while IRS has plans to further explore holding refunds longer, it does not have an 
evaluation plan to assess the effectiveness of the refund hold on systemic 
verification. Also, IRS did not fully assess the benefits and costs, including 
taxpayer burden, of the refund hold, nor how its analysis informs its broader 
fraud risk management or compliance efforts. As a result, IRS does not have 
sufficient information to inform a decision on potential changes to the refund hold 
date and those subjected to it. Finally, IRS has not assessed the benefits and 
costs of expanding systemic verification to use for pre-refund compliance checks 
in other areas such as income underreporting and employment fraud. Therefore, 
IRS may be missing opportunities to maximize use of early W-2 data. 

View GAO-18-224. For more information, 
contact Jessica Lucas-Judy at (202) 512-9110 
or lucasjudyj@gao.gov. 

Why GAO Did This Study 
IRS continues to confront the ongoing 
problems of identity theft (IDT) refund 
fraud. The agency estimates that at 
least $1.68 billion was paid in IDT 
refund fraud in 2016. To help address 
this issue, consistent with GAO’s prior 
reporting, the Protecting Americans 
from Tax Hikes Act of 2015 advanced 
the deadline for employers to file W-2s 
to SSA to January 31 (about 1 to 2 
months earlier than in prior years). This 
change allows IRS more time to match 
wage information to tax returns through 
systemic verification, and identify any 
discrepancies before issuing refunds.  
 
GAO was asked to assess how well 
IRS implemented systemic verification. 
GAO assessed IRS’s performance 
using systemic verification and the 
extent to which IRS analyzed the 
effectiveness of the refund hold on this 
process. GAO analyzed IRS and SSA 
data and documents, observed SSA’s 
paper W-2 process, and interviewed 
IRS and SSA officials. GAO compared 
IRS actions to laws; IRS policies; and 
standards for internal control, fraud risk 
management, and program evaluation. 

What GAO Recommends 
GAO recommends IRS collect data to 
track late W-2 filing penalties and 
assess options for earlier enforcement; 
assess the benefits and costs of using 
existing authority to hold refunds 
longer, hold all refunds, or both, and 
expanding systemic verification to 
other areas; and take actions based on 
the assessments. IRS listed steps to 
respond to 5 of 6 recommendations, 
but said it could not enforce penalties 
earlier. GAO recognizes the challenges 
but clarified that assessing other 
options would provide benefits, as 
discussed in the report. 

http://www.gao.gov/products/GAO-18-224
http://www.gao.gov/products/GAO-18-224
mailto:lucasjudyj@gao.gov

	TAX FRAUD AND NONCOMPLIANCE
	IRS Can Strengthen Pre-refund Verification and Explore More Uses
	Why GAO Did This Study
	What GAO Recommends

	What GAO Found


<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /PageByPage

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.7

  /CompressObjects /All

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /LeaveColorUnchanged

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams true

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Preserve

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile (None)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



