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What GAO Found

GAO estimated that annual federal tax fraud loss is between $116 billion and
$304 billion based on data and information from 2018 through 2024. GAQ’s
estimate is informed by data on Internal Revenue Service (IRS) cases of fraud
and potential fraud, potential fraud in the tax gap, and tax evasion from economic
activities purposefully hidden from the government (i.e., shadow economy).

The estimated range reflects approximately 2 percent to 6 percent of estimated
tax owed to the federal government (tax liability) if applied to tax year 2022, the
most recent year for which an estimate of the tax liability is available.

GAO Estimated Range of Tax Fraud Loss as a Percentage of Estimated Total Tax
Owed to the Federal Government, Tax Year 2022
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The estimated range represents GAO’s best estimate of the extent of tax fraud
based on the available evidence and analytical methods. The methodology
accounts for the inherent uncertainties associated with fraud estimation and data
limitations.

The estimate could help Congress and agency officials understand the potential
scale and scope of tax fraud loss and decide how to allocate resources for fraud
risk management. For example, the estimate could inform decisions about the
costs and benefits of implementing new controls to prevent, detect, and respond
to tax fraud.

Why GAO Did This Study

Each year, the federal government
collects trillions of dollars in revenue,
the single largest source of which
comes from taxes that IRS collects.
Most taxpayers pay their taxes
voluntarily and on time. However, some
taxpayers do not comply with tax law,
including by committing fraud—uwiillful
misrepresentation to obtain something
of value. Tax fraud diverts revenue that
could be used for critical government
operations and services and
exacerbates budget deficits.

This report (1) describes the estimated
amount of federal tax revenue lost to
fraud annually and (2) examines the
ways in which IRS safeguards federal
tax revenue and manages fraud risks.

GAO estimated the amount of federal
tax revenue lost to fraud annually using
a well-established probabilistic method
for estimating ranges of outcomes
under different assumptions and
scenarios where there is a high degree
of uncertainty, such as with fraud
estimation. The simulation incorporated
IRS data from 2018 through 2024, as
well as information on tax fraud from
other sources, such as academic
literature.

GAO also analyzed IRS documentation
and interviewed IRS officials.

What GAO Recommends

GAO is making two recommendations
to IRS, that it develop and document an
antifraud strategy and designate an
antifraud entity.

IRS partially agreed with both
recommendations. GAO continues to
believe that IRS should develop an
antifraud strategy and designate an
antifraud entity.
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While it is not possible to eliminate fraud completely, different divisions within IRS undertake a broad range of activities
that help manage tax fraud risk and safeguard taxpayer dollars. Some of these activities are directly aimed at preventing,
detecting, and responding to tax fraud. Other activities are aimed at improving overall taxpayer compliance but
nonetheless help the agency reduce tax fraud risk. For example, IRS’s Return Review Program screens certain individual
tax returns for characteristics indicative of fraud. Through this program, according to IRS, it prevented $88 billion in
invalid, and potentially fraudulent, tax refund payments from 2018 through 2024.

Additionally, tax return audits play a key role in helping IRS detect fraud. IRS trains auditors to recognize indicators of
fraud when reviewing tax returns for overall compliance. Once IRS detects potential fraud in a tax return, it may respond
in various ways, including through assessing civil penalties, criminal investigation, and referral for prosecution.

Example of Internal Revenue Service (IRS) Fraud Detection and Fraud Response
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consequences
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An executive for a

multinational oil
company concealed
undeclared income
using fraud schemes,
such as offshore
trusts and bank
accounts, resulting in
over $20 million in
unpaid taxes over a
S-year period.

An IRS examiner
identified indicators of
potential fraud on the
tax return of the
executive. The
examiner referred the
case to IRS’s criminal
investigators.

The IRS’s criminal
investigators
conducted further
research and referred
the case to the
Department of
Justice.

Ultimately, the oil
executive pled guilty
and was sentenced
to 60 months in
prison for willful
failure to file
individual income tax
returns. The court
further ordered the oil
executive to pay over
$29 million in
restitution to IRS.

Source: GAO analysis of IRS and Department of Justice information; and Icons-Studio/stock.adobe.com (icons). | GAO-26-107810

IRS has routinely assessed fraud risks consistent with leading practices for fraud risk management. However, the agency
has not developed an antifraud strategy or designated an antifraud entity to mitigate fraud risks in a strategic and
coordinated manner. An antifraud strategy could help IRS better manage fraud risks, which in turn could help reduce
revenue lost to tax fraud. Further, designating an antifraud entity to undertake key fraud risk management activities—such
as coordinating antifraud initiatives across the agency—would help IRS better mitigate the billions of dollars lost to fraud
each year.
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