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January 5, 1987

The Honorable John B. Breaux
Chairman, Subcommittee on Fisheries

and Wildlife Conservation and the Environment
Committee on Merchant Marine and Fisheries

The Honorable Don Young

Ranking Minority Member, Subcommittee on
Fisheries and Wildlife Conservation and
the Environment

Committee on Merchant Marine and Fisheries

House of Representatives

By letter dated November 1, 1985, and in meetings

with your representatives, you asked us to study the
Internal Revenue Service's (IRS) compliance activities and
the Treasury and the Interior Departments' accounting
procedures for federal excise taxes imposed by Internal
Revenue Code sections 4161(b) and 4181. These taxes apply
to manufacturers, producers,1 and importers of four
categories of sporting goods--pistols and revolvers, other
firearms, shells and cartridges, and bows and arrows. On
April 10, 1986, we briefed the Subcommittee staff on our
review and subsequently provided you with a briefing
document . 2

The briefing and the briefing document did not address all
of the issues you asked us to study. For instance, we were
unable to develop statistics comparing IRS' audit coverage
of manufacturers with that for importers of sporting goods
in time for the April 10, 1986, briefing. As discussed with
the Subcommittee staff, we needed to perform additional work
to supplement information contained in IRS' two relevant
computerized data bases. Neither of the data bases--the
Business Master File (BMF), which identifies the filers of
excise tax returns, nor the Audit Information Management
System (AIMS), which provides the results of examinations--
differentiates between domestic manufacturers and importers.
Your offices requested that we continue our work to develop
comparative audit coverage statistics and this document
presents the results of that effort.

TWe considered the terms "manufacturers" and "producers" as
synonymous. Thus, for simplicity, we refer only to
manufacturers throughout this document.

2rax Administration: Excise Taxes on Sporting Arms,
Ammunition, and Archery Equipment (GAO/GGD-86-114FS,
Aug. 12, 1986).
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Our detailed results for the 3-year period covering fiscal
years 1983 through 1985 are presented in the tables in
appendix I. The tables show that:

—- IRS' audit coverage of sporting goods manufacturers
averaged 2.88 percent annually, ranging from 2.02
percent in fiscal year 1985 to 3.60 percent in fiscal
yvear 1983, The audit coverage of sporting goods
importers averaged 7.34 percent, ranging from 4.52
percent in fiscal year 1985 to 9.60 percent in fiscal
year 1983, (See table I.1.)

-- On average, examinations of importers resulted in
slightly higher proposed additional tax and penalties
than examinations of manufacturers. (See table 1.2.)

-- On average, the no change percentages (the proportion of
examinations that did not result in an IRS proposed
change to the taxpayers' reported excise tax liabilities)
for IRS examinations of manufacturers and importers
averaged 21.92 percent and 26.01 percent, respectively.
(See table I.3.)

We developed our comparative statistics by using a
combination of computer—-assisted and manual techniques. To
identify sporting goods excise tax return3 filers, we
obtained from IRS' National Computer Center a computer tape
extract of the BMF which listed all Form 720 (Quarterly
Federal Excise Tax Return) filers that reported a tax
liability (for any taxable quarter ending March 31, 1981,
through December 31, 1985) for one or more of the four
applicable sporting goods categories. We then manually
matched the BMF listing with various federal and private
sector data sources to identify which filers were
manufacturers, importers, or both. Next, we added these
three identifiers to the BMF computer tape and provided it
to IRS' Detroit Data Center. The Data Center
computer-matched this tape with AIMS files for IRS

3We use the term "sporting goods excise tax return" to mean
any IRS Form 720 (Quarterly Federal Excise Tax Return)

that shows a tax liability for one or more of the four
categories of sporting goods--pistols and revolvers,

other firearms, shells and cartridges, and bows and

arrows.

2
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examinations completed in fiscal years 1983, 1984, and 1985
to produce the various statistics comparing manufacturers
with importers.

Two important limitations should be kept in mind when
interpreting these statistics.

-- We did not test the reliability of the data by
tracing the computerized BMF extract data back to tax
returns and the computerized AIMS data back to IRS
revenue agent examination reports. This was because the
returns and reports are geographically dispersed among
various IRS service centers and district offices and
federal records centers.

-- We were unable to identify the category (manufacturer or
importer) for over one-~half of the names on the BMF
extract (see app. II); thus, the resulting comparative
statistics may not be representative of the universe of
sporting goods excise tax return filers.

We conducted our review from November 1985 to August 1986.
Except as noted above, our work was conducted in accordance
with generally accepted government auditing standards.
Appendix IT presents further details about the objective,
scope, and methodology of our work.

As arranged with your offices, unless you publicly announce
its contents earlier, we will make copies of this document
available to IRS and other interested parties 10 days after
you receive 1it.

If you have questions about this document, please contact
Larry Endy of my staff on 376-0023.

K;;;% C. ek

ohnny C. Finch
Senior Associate Director



APPENDIX
I
11

IIT

TABLES

I.1

IT.1

AIMS
BMF
GAO

IRS

Contents

Comparative Statistics on IRS' Examinations
Objective, Scope, and Methodology

IRS Form 720: Quarterly Federal Excise Tax
Return

IRS Audit Coverage of U.S. Manufacturers and

Importers of Sporting Goods--Fiscal Years
1983-1985

Comparative Results (Additional Tax and
Penalties) of IRS Excise Tax Examinations
of U.S. Manufacturers and Importers of
Sporting Goods—--Fiscal Years 1983-1985

Comparative Results (No Change Percentages)
of IRS Excise Tax Examinations of U.S.
Manufacturers and Importers of Sporting
Goods~~-Fiscal Years 1983-1985

Results of GAO Efforts to Identify Sporting
Goods Excise Tax Return Filers as
Manufacturers and Importers

ABBREVIATIONS

Audit Information Management System
Business Master File
General Accounting Office

Internal Revenue Service

Page

12

11



-APPENDIX I APPENDIX I

COMPARATIVE STATISTICS ON IRS' EXAMINATIONS

Table I.1: IRS Audit Coverage of U.S. Manufacturers and
Importers of Sporting Goods—--Fiscal Years 1983-19852

U.S. manufacturersP U.S. importersP
Fiscal Number Percentage Number Percentage
year examined examined examined examined
1983 25 3.60 17 9.60
1984 21 3.03 14 7.91
1985 14 2.02 8 4.52
Average® 20 2.88 13 7.34

aThese statistics may not be representative of the universe of sporting
goods excise tax return filers because we were unable to identify the
category (manufacturer or importer) for over one-half of the names on the
BMF extract. See discussion of methodology in appendix II.

bThe numbers of U.S. manufacturers and U.S. importers presented are the
numbers of taxpayers examined, not the numbers of sporting goods excise
tax returns examined. An IRS examination of a taxpayer may involve
several quarterly returns. As shown in table II.1 in appendix II, we
identified 635 entities/individuals that were manufacturers, 118 that were
importers, and 59 that were both manufacturers and importers. In
calculating comparative audit coverage percentages, we included the 59
entities/individuals in both columns. For example, the fiscal year 1983
audit coverage percentages for manufacturers and importers, respectively,
were calculated as follows:

25 ) 17
635 + 59) = 3-60 percent 778 + 59)

= 9.60 percent

Similarly, the percentages for 1984 and 1985 are based on 694
manufacturers (635+59) and 177 importers (118+59).

CEach of the two average percentage examined figures is based on the
actual average for the 3-year period. For example, the average percentage
of U.S. manufacturers examined was calculated as follows:

(25 + 21 + 14) _
692 % 3) = 2,88 percent

Source: Computerized match, programmed at GAO's request by IRS' Detroit
Data Center, of (1) a BMF extract of sporting goods excise tax
return filers for taxable quarters ending March 31, 1981, through
December 31, 1985, and (2) AIMS files for examination cases
completed in fiscal years 1983-1985.
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Table I.2: Comparative Results (Additional Tax and Penalties)
of IRS Excise Tax Examinations of U.S. Manufacturers and
Importers of Sporting Goods—Fiscal Years 1983-19852

Additional tax and penalties proposed by IRS revemue agentsb

U.S. manufacturers U.S. importers

Per Per

Fiscal Per Per  examination Per Per examination
year Total  taxpayer return hour Total  taxpayer return hour
1983 $ 274,897 510,99 $ 2,182 § 381 $ 499,355 $29,374 $ 4,624 5 926
1984 2,406,798 114,609 19,891 3,630 2,399,599 171,400 24,238 5,372
1985 10,768 769 125 21 45,689 5,711 692 123
AverageC § 897,488 S 44,874 $ 8,085  $1,415 $ 981,548 $ 75,504 $10,786  $2,172

8These statistics may not be representative of the wniverse of sporting goods excise tax return
filers because we were unable to identify the category (manufacturer or importer) for over one-half
of the names on the BMF extract. See discussion of methodology in appendix IT.

bihe Form 720 quarterly excise tax return has a separate line item for each category of excise tax,
including the four sporting goods categories (see app. IIT). Thus, a single Form 720 return can
report excise tax liabilities for more than one sporting goods category, and an TRS audit may
concurrently cover more than one line item (excise tax category) shown on the return. In these
instances, the AIMS data base records audit results—additional tax and penalties proposed, number
of examination hours used, etc.—for each line item examined. In this regard, the per return and
the per examination hour data presented in this table relates to examinations of Form 720 line
items. However, the per taxpayer data in this table is based on the number of taxpayers rather
than line items examined.

CThe per taxpayer, per return, and per hour averages are based on the actual averages for the 3-
year period rather than the average of the three amual aversges. For example, the per taxpayer
average for U.S. manufacturers was calculated as follows:

($274,897 + $2,406,798 + $10,768)
(25 +21 +14)

= $44,874

Source: Computerized match, programmed at GAO's request by IRS' Detroit Data Center, of (1) a BF
extract of sporting goods excise tax return filers for taxable quarters ending March 31,
1981, through December 31, 1985, and (2) AIMS files for examination cases completed in
fiscal years 1983-1985.
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Table I.3: Comparative Results (No Change Percentages) of IRS Excise
Tax Examinations of U.S. Manufacturers and Importers of Sporting
Goods—Fiscal Years 1983-19852

Examinations of U.S. manufacturersP Examinations of U.S. importersb
Nunber of Number of Percentage of Number of Number of Percentage of

Figcal returns  no change no change returns  no change no change
year examined returns returns examined returns returns
1983 126 31 24.60 108 41 37.96
1984 121 19 15.70 9 10 10.10
1985 86 23 26.74 66 20 30.30
Average® 111 24 21.%2 9 24 26.01

8These statistics may not be representative of the wniverse of sporting goods excise tax return
filers because we were wnable to identify the category (manufacturer or importer) for over
one—half of the names on the BF extract. See discussion of methodology in apperdix II.

bThe Form 720 quarterly excise tax return has a separate line item for each category of excise
tax, including the fowr sporting goods categories (see app. III). Thus, a single Form 720 return
can report excise tax lisbilities for more than one sporting goods category, and an IRS audit may
concurrently cover more than one line item (excise tax category) shown on the return. In these
instances, the AIMS data base records audit results—additional tax and penalties proposed, number
of examination hours used, etc.—for each line item examined. In this regard, the data in this
table relates to examinations of Form 720 line items rather than returns.

CEach of the two averages for percentage of no change returns represents the actual average for the
3-year period rather than the average of the three ammual averages. For example, the average
petrcentage of no change returns for U.S. mamufacturers was calculated as follows:

(GL+19+23) _
(126 + 121 + 86) ~ 2L+% percent

Source: Computerized match, programmed at GAO's request by IRS' Detroit Data Center, of (1) a BWF
extract of sporting goods excise tax return filers for taxable quarters ending March 31,
1981 through December 31, 1985, and (2) AIMS files for examination cases campleted in
fiscal years 1983-1985.



OBJECTIVE, SCOPE, AND METHODOLOGY

Qur objective was to develop comparative statistics on IRS
excise tax examinations of manufacturers and importers of
sporting goods. We used a combination of computer-assisted and
manual techniques to develop these statistics. Because IRS' two
relevant computerized data bases (BMF and AIMS) do not
distinguish between manufacturers and importers, we used manual
procedures to add manufacturer and importer identifiers to a BMF
extract of filers of sporting goods excise tax returns. After we
added the manufacturer and importer identifiers, IRS' Detroit
Data Center matched information from the BMF extract with AIMS
files to generate comparative audit coverage statistics.

IDENTIFYING SPORTING GOODS
EXCISE TAX RETURN FILERS

To identify sporting goods excise tax return filers, we
obtained from IRS' National Computer Center a computer tape
extract of the BMF listing all Form 720 (Quarterly Federal Excise
Tax Return) filers that reported a tax liability (for at

least one quarter) for one or more of the four sporting goods
line items on the form:

Form 720 Type of
line item sporting good
32 Pistols and revolvers
44 Bows and arrows
46 Other firearms
49 Shells and cartridges

The BMF extract covered 20 taxable gquarters, that is, the
quarters ending March 31, 1981, through December 31, 1985. For
each taxable quarter, the tape extract provided each applicable
taxpayer's name, address, and identification number (employer
identification number or social security number). Based upon
unique taxpayer identification numbers, we identified 2,293
sporting goods excise tax return filers for the 5-year period.

IDENTIFYING MANUFACTURERS
AND IMPORTERS

To determine which of the 2,293 filers were manufacturers
and which were importers, we first printed out the names (in
alphabetical order) and addresses from the BMF tape extract. We
then manually matched this list with various federal and private
sector data sources that identified manufacturers and importers
of sporting goods. Federal sources included a
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Bureau of Alcohol, Tobacco and Firearms (BATF) listing
of the names and addresses of the entities and
individuals issued licenses for manufacturing and
importing firearms and ammunition (13,400 current
licenses as of December 31, 1985, and about 4,400
licenses that expired during the period January 1983 to
May 1986) and

U.S. Customs Service listing of importers of archery
equipment for fiscal years 1983 to 1985.

The private sector sources we used to identify manufacturers
and importers included the following:

Electronic Yellow Pages - Manufacturers Directory.

This on~line directory is compiled by DIALOG
Information Services, Inc. (Palo Alto, California) from
information provided by Market Data Retrieval, Inc.
(Westport, Connecticut). The latter company generates
the data using about 4,800 telephone books and special
directories from U.S., cities, We obtained an extract,
as of September 1985, covering manufacturers of
firearms, ammunition, archery equipment, and sporting
goods.

Gun Digest, 1985. This reference source, published
annually by DBI Books Inc. (Northfield, Illinois),
contains a directory of manufacturers and importers of
firearms and ammunition.

Thomas Register, 1985. This on-line service, produced
by Thomas Publishing Co. (New York, New York),
alphabetically lists manufacturers of products and
providers of services. We obtained an extract of U.S.
manufacturers of firearms, ammunition, and archery
eguipment.

Eighth Annual Shot Show Directory, 1986. This
directory was published by Cahners Exposition Group
(Stamford, Connecticut), on behalf of the National
Shooting Sports Foundation (Riverside, Connecticut),
which sponsors the Shot Show. The directory lists all
participants in the annual shooting and hunting trade
show, which includes manufacturers and importers of
sporting arms and ammunition, and archery equipment.

We were referred to these sources by trade associations, such as
the Sporting Arms and Ammunition Manufacturers Institute
(Bramford, Connecticut), the American Archery Organization (North
Palm Beach, Florida), and the Wildlife Management Institute
(Washington, D.C.).
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As shown in table II.1, using the sources described above,
we were able to identify 812 names listed on the BMF extract of
sporting goods excise tax return filers as either manufacturers,
importers, or both. After adding manufacturer and importer
identifers to the BMF alphabetical listing of excise tax filers,
we prepared a computer tape containing this data.

COMPARATIVE AUDIT
COVERAGE STATISTICS

We provided IRS' Detroit Data Center with the computer tape
of the 812 taxpayer identification numbers and with codes
designating these taxpayers as manufacturers, importers, or
both. Programming and computer personnel at the Detroit Data
Center matched this tape with AIMS files for examinations
completed in fiscal years 1983, 1984, and 1985 to produce tables
I.1, I.2, and I.3.

As table II.1 shows, for over one-half of the 2,293
sporting goods excise tax return filers shown on the BMF
extract, we were unable to determine whether the filers were
manufacturers or importers. Consequently, the AIMS files for
fiscal years 1983 to 1985 contained sporting goods examination
information (covering 69 taxpavers and 284 quarterly excise tax
returns) which we did not use in developing tables I.1, I.2,
and I,3.

10
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Table II.7: Results of GAO Efforts to Identify
Sporting Goods Excise Tax Return Filers as
Manufacturers and Importers

Sporting goods excise tax
return filers on BMF extract

Category Number Percentage
Manufacturers 635 27.7
Importers 118 5.1
Both? 59 2.6

Subtotal 812 35.4
0il and gas companiesP 254 1.1
All others® 1,227 53.

Total 2,293 100.0

AThese 59 entities or individuals are not included in the
figures for manufacturers (635) or importers (118).

bpue to taxpayer and/or IRS errors, these 254 companies were
included in the BMF extract as sporting goods excise tax return
filers. These errors may have occurred because the line item
for shells and cartridges on the Form 720 return is adjacent to
the line item for gasoline. IRS modified the Form 720 return
(effective for the guarter ended March 31, 1986) to prevent
this type of transposition error.

CUsing the federal and private sector sources previously
mentioned, we were unable to obtain specific information on
these entities or individuals identified by the BMF as filers
of sporting goods excise tax returns. About 118 of these names
appeared related to businesses other than sporting goods (e.g.,
truck parts, construction, and trailers); however, using our
sources, we could not specifically determine whether these
excise tax return filers were miscategorized in the BMF.

11
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IRS FORM 720:
QUARTERLY FEDERAL EXCISE TAX RETURN

F 7 2 0 Department of the Treasury—internai Revenue Service OMB No 1545-0023
arm
(Rev Octover 1985) Quarterly Federal Excise Tax Return Useto Rs.;pmt Excise
» For Paperwork Reduction Act Notice, see instructions. Taxes for 1385
T
’P;::s::;\:‘er ‘_ Quarter ending _‘ F
address,
employer Fo
:‘d“t;g::u:;:n Emptoyer identification number FP
calendsr |
quarter of T
raturn, if "
not preprinted. \f address is
(It nat ‘ different from
correctly prior return,
printed, check here. »
please change.) Note: Be sure to enter the tax on the correct line to ensure praper credit.
mmputation of Tax ltems Pa Computation of Net Tax Liability
IRS | 1 Totaitax. Add ali amounts from Part |
Rate Tax No.
Facilities and Services Taxes 2 Adp {See instructions. Attach
Toll telephone service . . . . . statement identifying IRS No.)
Teletypewriter exchange service } 3% 22 } 3 Taxasadjusted .o
Local telephone service . . Note: Do not complete lines 4 through 9 if you are only reporting tax
Transportation of persons by air . sgzﬁe' 26 for infand waterways fuel use or sport fishing equipment.
Use of international air travel facilities person 7|4 @ R'l“’d of Tax Llability (See instructions on p'age 6.)
Transportation of property by ar . . 5% 28 Period Amount of Liability
Policies issued by foreign insurers . *) 30 1st-15th day

First
Obligations not in registered form . . 31 | Month | L6th-lastday

Manufacturers Taxes / Total far month .
Coai (1 ton = 2,000 1bs.). 1st-15th day

Underground mined (lower of) / m 16th-last day
@) Slperton(or), . . . . * 36 Total for ”‘°“t'h : 7 7
b) 4%oftonpree. . . . . | (° 37 |, flstiSthaay ///////////////////
Su(rface mined (I:wer of) ////////////////// l}hcl:?n 16th-last day | / /Z/
(@ 50¢perton(or) . . . . * 38 Total for month . :
(b) 4%oftonpnce. . . . . *) 39 (b) Totat lability for quarter .
Sport fishingequipment . . . . 10% 41 (c) Tatai deposits for quarter.
Electnc outboard motors and sonar devices . 3%(*) 42 { 5 Credit for overpaid windfall prmr t tax
Bowsandarrows. . . . . . . 11% a4 (Seeinstructions.) . . . . . .P
Pistalsandrevolvers. . . . . 10% 32 | 6 Overpayment from previous quarter . »
Firearms (other than pistols and revolvers) 11% 46 | 7 Total depasits (line 4{c) plus lines 5
Shellsand cartndges . . . . . 11% 49 and§). . . >
Gosmesmigasenas | O e | ?“&f:::ﬁz?m"ass':?:s;?:;'::
Alcohol soid as but not used as fuel . *) 51 Internal Revenue Service
Jires (highway type). . . . . . ) 66 Note: If undepasited taxes due at the end of the quarter are more
Gas guzzler tax (Form 6197) . . . *) a0 than $100, the entire balance must be deposited.

Retail and Use Taxes /////////////////// if you make semumonthly deposits and claim cne of ihe deposit

exceptions, please indicate the exception:

Truck and traler chassis and bodies; tractors 12% 33 10 20 30 4O

Diese! fuel and special motor fuels. . ™ 61 Gasoline producers ar refiners who are eligible for the 14-day

Intand waterways fuelusetax . . . 10¢ gal. 64 y due date, please check this box. B []

Fuel used In Fuetother | ldegai. 69 | 9 Iffine 7ismorethan hne 3, enterexcesshere > §

Roncommercial | C e o |, 3¢ €21 () 1a tenetdms ot T st s nestretonay T

awviation asoling (retailess taz) : an i you want it: applied to your next return, of

Crude Oil Windfall Profit Taxes ////////////////// O refundedto you.

Quarterly (production—Farm 6047) ™ 50 | 10 If you wiil not be iable for retums in succeeding quarters, write “FINAL”

Quarterly (withholding—Farm 6047) * 56 BT b e caeieeeeeaaema——

Annual return *) 52 and return thus form to your Internal Revenue Service Center.

Environmental Taxes (See Cautlon) /////////////////// Social security number for IRS No. 52 »

Petroleum (attach Form 6627) . . * 53 faustllaon: At the time this form was pnnted, Congress was considering
. legisiation that would extend and expand the environmental waxes. The

Chemicals (attach Form 6627) . . (_) 34 g taxes, as shown on this /orm, were scheduled to

Hazardous wastes (attach Form 6627) ™ 55 | expirm on Sep 30. 1985. He , if naw legislation 15 passed,

*See Instructions on pages 2 and 4 through 6 IRS will publicize all changes ¢ g these taxes

Under penalties of perjury, | declare that | have examined this return, and ac g and and. tothe best of my knowledge and beiref, they are true, correct, and complete

Signature » Titla (Gwnar, wtc.) P Date >

(268281)
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