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United States 
Genera l Account ing Office 
Wash ington, D.C. 20548 

Genera l Government Div is ion 

B-246833 

February 18,1992 

The Honorab le J. J. Pick le 
Cha irman, Subcommittee on Overs ight 
Committee on Ways and Means 
House of Representat ives 

Dear Mr. Cha irman: 

In your May 7, 199 1, request you asked us to update the deta i led ana lys is 
we prov ided you last year regard ing the status of federa l agency accounts 
in the Interna l Revenue Serv ice’s (IRS) accounts rece ivab le inventory.’ Th is 
report conta ins (I) the updated informat ion on federa l agency rece ivab les 
and (2) informat ion on the status of the Secretary of the Treasury’s efforts 
to imp lement our recommendat ions address ing federa l agency tax compl i- 
ance prob lems.” 

Resu lts in Brief Our ana lys is of federa l agency accounts in IRS’ accounts rece ivab le inven- 
tory on June 22, 199 1, ind icated that the tax payment and process ing prob- 
l ems we had ident if ied in our earl ier rev iew were st i l l occurr ing. Although 
IRS’ June 199 1 accounts rece ivab le inventory conta ined $268.5 mi l l i on in 
federa l agency accounts rece ivab le, th is amount d id not tru ly ref lect how 
much money was actua l ly owed by federa l agenc ies.3 Instead, it large ly 
ref lected overstatements in IRS’ accounts rece ivab le inventory caused by 
tax payment and process ing errors. On the bas is of our ana lys is of the 12 
largest agency rece ivab les, we conc luded that at least $245.1 mi l l i on, or 91 
percent of the $268.5 mi l l i on in federa l agency rece ivab les, was attribut- 
ab le to tax payment and process ing errors and d id not ref lect money owed. 
In fact, one agency’s mistake caused a s ing le erroneous assessment of 
$212.4 mi l l i on, or 79 percent of the tota l agency rece ivab les. Pre l im inary 
data showed that 1 of the 12 agenc ies may u lt imate ly have to pay about 
$200,000 in late tax payments to reso lve its account ba lance. 

Late ti l ing of emp loyment tax returns was st i l l preva lent. Of the 525 agency 
accounts in IRS’ accounts rece ivab le inventory on June 22, 1991,270 

‘IRS’ Accom~ts Rece ivab le Inventory (GAO/T-GGD-91-2, Oct. 18, 1990). 

“Tax Admin istrat ion: Changes Are Needed to Improve Federa l Agency Tax Comp l i ance 
(GAO/GGD-Bl-45,Apr. 16, 1991). 

‘Th is amount cons isted of $266.2 mi l l ion in emp loyment taxes, $2.2 mi l l ion in withho ld ing on fore ign 
persons’ U.S. source income, and $. 1 mi l l ion in exc ise taxes. Emp loyment taxes inc lude soc ia l secur l ly 
and unemp loyment taxes owed by emp loyers and emp loyees’ soc ia l secur ity and income taxes withhe ld 
for the government by emp loyers. 
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accounts, or 52 percent, had 1 or more late f i l ed emp l o yment  tax returns. 
In our ear l i er work, we  reported that two-th irds of the agenc i e s’ accounts 
we  s amp l e d  had a late f i l ed emp l o yment  tax return. Not on l y  i s l ate f i l i ng of 
tax returns a measure  of noncomp l i a n c e b y  the agenc i e s, but late f i l i ng of 
tax returns a l s o impa i r s IRS’ ab i l i ty to detect late and i nsuff i c i ent p a yments  
and errors because IRS does not comp l e t e process i n g and reconc i l i n g tax 
i nformat i on unt i l  a  tax return has been f i l ed for the quarter ly per i od. 

Our current ana l y s i s  a l s o s h owed that other prob l ems we  had prev i ous l y 
i dent i f i ed cont i nued to occur at the agenc i e s and caused the ir accounts to 
s h ow up i n IRS’ accounts rece i vab l e i nventory. For examp l e ,  c h e c k s  i s sued 
b y  the Department of the Treasury for the p a yment of agenc i e s’ taxes con- 
t i nued to get l ost a s  they mo v e d  through the Federa l  T a x  Depos i t  ( F TD) 
system. Agenc i e s  cont i nued to ma k e  m i s t a kes i n pay i n g the ir taxes and 
t i l i ng the ir quarter ly tax returns, and the m i s t a kes eventua l l y  s h owed up i n 
the ir accounts at IRS. L i k ew i se, IRS’ mistakes i n process i n g a gency pay- 
ment s  cont i nued to resu lt i n erroneous rece i vab l es. ,(See tab l e 1.) 

Reso l v i n g  erroneous rece i vab l es c an take l ong per i ods of t ime .  In fact, 17 
of the 63 agency accounts w ith ba l a nces of $100,000 or more i n IRS’ 
accounts rece i vab l e i nventory from our prev i ous study st i l l  h a d unreso l v ed 
amount s  due a year later. T h e  ma j or i ty of the unreso l v ed accounts had 
been part of IRS’ accounts rece i vab l e i nventory for even l onger per i ods. 
Ma n y  of t h em re lated to tax per i ods more than 5 years o ld. (See tab l e 2.) 

IRS, i n  con j unct i on w ith Treasury’s  F i nanc i a l  Man a g emen t  Serv i c e (FMS), 
has p l a ns under way  to change the way  agenc i e s ma k e  federa l tax pay- 
ment s  and f i l e the ir quarter ly emp l o yment  tax returns. T h e s e  p l ans, tar- 
geted to b e c ome effect i ve i n m i d-1992, wou l d  imp l ement our 
recommendat i o n  to a l l ow agenc i e s to ma k e  the ir tax p a yments  e lectron i- 
ca l l y. T h e  proposed procedures wou l d  a l s o a l l ow for e l ectron i c f i l i ng of the a 
quarter ly emp l o yment  tax returns. 

Background In our October 18, 1990, test imony before your Subcomm i t t ee, we  stated 
that the prob l ems exper i e nced b y  federa l agenc i e s and IRS i n  proper l y 
account i n g for federa l taxes were caused b y  agenc i e s (1) mak i n g  m i s t a kes 
on the ir tax returns or f i l i ng t h em late and (2) us i n g i l l - des i gned and out- 
dated processes to ma k e  tax payments. W e  stated that s imp l e r procedures 
were needed for federa l agenc i e s to c omp l y  w ith the ir p a yment requ ire- 
ments, wh i c h  are i ntragovernmenta l  transfers of funds. F r om a broader 
perspect i ve, we  r e c ommend e d  that changes be ma d e  to the F TD ru l es for a l l  
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emp l o y ers because pr i vate emp l o y ers a l s o have d iff icu l ty c omp l y i n g  w ith 
t h em’. 

In our prev i ous work, we  rev i ewed i n deta i l  the 63 federa l a g e ncy accounts 
i n IRS’ accounts rece i vab l e i nventory a s  of February 1990 w ith i nd i v i dua l  
ba l a nces of $100,000 or more. W e  d i d th i s rev i ew m  order to ga i n an 
understand i ng of federa l agenc i e s’ tax comp l i a n c e  prob l ems. T h e  63 
accounts had an aggregate ba l a nce of $178 m i l l i o n, or 96 percent of the 
$185 m i l l i o n i n federa l  a g e ncy rece i vab l es i n February 1990. Us i n g  
masterf l l e  transcr ipts-the off ic i a l  record of the agenc i e s’ accounts-we 
ana l y zed bookkeep i n g  entr i es ma d e  i n these accounts from late February 
1990, the start ing po i nt for our ana l ys i s, through late August 1990, when  
we  comp l e t ed our work. W e  a l s o obta i ned i nformat i on on each account 
from IRS revenue off icers and other IRS off ic i a l s know l edgeab l e  about the 
accounts. W e  found that IRS’ records were i naccurate because the vast 
ma j or i ty of the $178 m i l l i o n i n accounts rece i vab l e had a l ready been pa i d. 
Mos t  of the rece i vab l es were the resu lt of process i n g errors assoc i a ted w ith 
pay i n g taxes and f i l i ng tax returns. W e  d id, however, f ind that agenc i e s 
owed $4.3 m i l l i o n for s i x  of the accounts. 

Under current procedures, government f i nance centers and d i sburs i ng 
off i ces are to i s sue c h e c k s  on beha l f of the agenc i e s for the ir taxes. T h e  
c h e c k s  are to be sent to a Federa l  Reserve Ban k  a c c ompan i e d  b y  mD cou- 
pons that s h ow the type of tax and the per i od for wh i c h  the p a yment 
app l i e s. T h e  Federa l  Reserve Ban k  i s to subm i t  a gency p a yment i nforma- 
t ion and the mD coupons to IRS s o  that the agenc i e s’ accounts can be 
updated. Th i s  type of p a yment s y s t em has a great potent i a l  for error 
because of the number of paper d o c uments  that mus t  rema i n  i ntact a s  they 
mo v e  through the p a yment process. A  lost check, for i nstance, can cause 
an agency’s  account to be underpa i d at IRS. Trac i ng l ost c h e c k s  can be an 
arduous process i nvo l v i n g the agency, IRS, the Federa l  Reserve Bank, and 
the government f i nance center or d i sburs i ng off i ce that i s sued the check. 
S ome  m i s p l a c e d  c h e c k s  have not been found, and the agency u l t imate l y h a s 
to subm i t  a rep l a cement c h e c k  to c l ear its account at IRS. 

On the bas i s  of the work we  d i d for the October 18, 1990, congress i o na l  
test imony, we  r e c ommend e d  i n Apr i l  1 99 1 that the Secretary of the Trea- 
sury coord i nate governmentw i d e efforts to improve federa l a g e ncy tax 
process i ng. Our recommendat i o n s  stated that these efforts shou l d  i n c l u de 
procedures to (1) a l l ow e l ectron i c i nteragency tax payments, (2) ta i l or 
not i ces to federa l a g e ncy tax s i tuat i ons and i nform agenc i e s of account 

4Si i p l i fy i i g Payro l l  T a x  Depos i t  Ru l e s  (GAOR-GGD-91 - 5 9 ,  Ju l y 24,199 l ). 
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ad j u stments, (3) prov i de tra in i ng programs for agenc i e s’ staff i n vo l v ed i n 
mak i n g  tax p a yments  and f i l i ng tax returns, and (4) deve l o p metho d s  to 
promote accountab i l i t y b y  top agency man a g emen t  for comp l i a n c e  w ith 
tax l aws and regu l at i ons. 

Ob ject i ves, Scope, and As the Subcomm i t t e e  requested, our ob j ect i ves were to (1) ana l y ze that 

Methodo l o gy port ion of IRS’ accounts rece i vab l e i nventory perta i n i ng to federa l agenc i e s, 
(2) determ i ne wh i c h  federa l a g e ncy accounts rema i n ed unreso l v ed from 
our prev i ous study, and (3) c ommen t  on the status of act i ons to imp l ement 
the recommendat i o n s  i n our Apr i l  1 99 1 report to the Secretary of the Trea- 
sury and determ i ne if add i t i ona l  measu r e s  were needed. 

T o  ana l y ze IRS’ federa l a g e ncy accounts rece i vab l e, we  obta i ned from IRS 
masterf i l e  extracts of a l l  a genc i e s that had ba l a nce due accounts i n its 
rece i vab l es i nventory a s  of June 199 1 and August 199 1. T h e  masterf i l e  
extracts s ummar i z e d  tax return i nformat i on for each agency account, 
i nc l ud i ng tax per i ods and correspond i ng do l l ar amounts. W e  used these 
masterf i l e  extracts to mon i tor the d i spos i t i on of a l l  b a l a nce due accounts 
over $ lOO,OOO-51 accounts-from June 199 1 to August 1991. T h e  5 1 
accounts tota l l ed $263.9 m i l l i o n, or 98 percent of the $268.5 m i l l i o n i n 
federa l  a g e ncy accounts rece i vab l e. F r om these 5 1 accounts, we  se l ected 
the 12 l argest accounts w ith ba l a nces exceed i n g $1 m i l l i o n e ach for 
deta i l ed ana l ys i s. For the 12 accounts, we  obta i ned IRS fact sheets 
descr i b i ng the nature of the rece i vab l e and the proposed d i spos i t i on. T h e  
fact sheets were prepared b y  IRS off ic i a l s know l edgeab l e  about the 
rece i vab l es. T o  obta i n add i t i ona l  i nformat i on about the c a u s e s  of the 
rece i vab l es and the ir statuses, we  obta i ned IRS masterf i l e  transcr i pts and 
d i s c ussed the accounts w ith IRS off ic i a l s. IRS off ic i a l s a l s o prov i ded u s  w ith 
i nformat i on on agenc i e s w ith late f i l ed tax returns a s  of June 22, 1.99 1. 

4 
W e  a l s o determ i ned wh i c h  of the 63 federa l a g e ncy accounts we  rev i ewed 
l ast year rema i n ed i n the accounts rece i vab l e i nventory a year later. W e  
used i nformat i on from last year’s  study a s  of August 2 1, 1990, the end i n g 
date for that study, to ascerta i n the agenc i e s’ n ame s  and account i nforma- 
t ion W e  used IRS masterf i l e  extracts for August 24, 1991, to update infor- 
mat i o n  from the accounts i n l ast year’s  study. August 24, 199 1, was  the l ast 
date we  rece i ved tax return i nformat i on from IRS for th i s update. 

T o  determ i ne the status of act i ons to imp l ement the recommendat i o n s  i n 
our Apr i l  1 99 1 report to the Secretary of the Treasury, we  i nterv i ewed IRS 
off ic i a l s. A  Treasury off ic i a l  to l d u s  IRS was tak i ng the l ead i n imp l ement i n g  
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the recommendat i o n s. Wh i l e  i nterv i ew ing IRS off ic i a l s, we  obta i ned 
re l evant documentat i o n to support act i ons current l y c i ted a s  be i n g 
imp l emented or p l anned. 

Interna l Reven u e  Code  sect i on 6 103 prec l udes the pub l i c  d i sc l osure of tax 
return i nformat i on, i nc l ud i ng the i dent i ty of the taxpayer, w ithout the tax- 
payer’s  author i zat i on. Dur i ng the course of our prev i ous work, the Sub- 
comm i t t e e  staff obta i ned author i zat i ons from the federa l agenc i e s to a l l ow 
pub l i c  d i sc l osure of the ir tax return i nformat i on. T h e  author i zat i ons cov- 
ered the d i sc l osure of return i nformat i on perta i n i ng to tax returns through 
tax year 1990 i n connect i o n w ith the October 18, 1990, hear i ng and re lated 
matters, wh i c h  i nc l u de th i s report on agency tax comp l i a n c e  i s sues. T h e  
n ame s  of agenc i e s that s i g ned wa i vers author i z i ng d i sc l osure of return 
i nformat i on are s h own in th i s report. T h e  Subcomm i t t e e  staff d i d not 
request wa i vers from agenc i e s that were not covered i n our prev i ous work; 
therefore, we  have not s h own the n ame s  of these agenc i e s. 

W e  d i s c ussed the contents of th i s report w ith IRS. IRS’ c ommen t s  dea l t pr i- 
mar i l y  w ith the status of the ir efforts to imp l ement the recommendat i o n s  
we  ma d e  i n our ear l i er report. W e  have i ncorporated IRS’ c ommen t s  i n th i s 
report. 

W e  d i d our work from June 199 1 through October 199 1 i n accordance 
w ith genera l l y  accepted government aud i t i ng standards. 

Federa l  Agency T a x  IRS’ accounts rece i vab l e i nventory for June 22, 199 1, i nc l u ded $268.5 m i l - 

Comp l i a n c e P rob lem s  l i o n i n accounts rece i vab l e from federa l agenc i e s c ompared to $185 m i l l i o n 
i n February 1990 from our prev i ous study. T h e  resu l ts of our current work 

Are S ti l l Occurr i ng were s im i l a r to the resu l ts we  reported prev i ous l y. Both stud i es s h owed 
that IRS’ records on the agenc i e s’ accounts conta i ned ma n y  errors that &  
caused the accounts to b e c ome part of the accounts rece i vab l e i nventory, 
thereby g i v i n g the appearance that agenc i e s had not pa i d the ir taxes. T h e  
errors occurred for a var i ety of reasons. However, they were ma i n l y  attr ib- 
utab l e to the c umbe r s ome paper-based processes used to ma k e  p a yments  
and to meet  f i l i ng requ i rements. 

In th i s study, we  mon i tored the d i spos i t i on of the 51 federa l a g e ncy 
accounts i n IRS’ accounts rece i vab l e i nventory on June 22,1991, w ith ind i- 
v i dua l  ba l a nces exceed i n g $100,000. For these accounts, the aggregate 
rece i vab l e ba l a nce of $263 m i l l i o n i n J une 1991 had fa l l en to $27.1 m i l l i o n 
b y  August 199 1. W e  se l ected the 12 l argest accounts for m -depth ana l y s i s  
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to ga i n i ns i ghts about the nature and c a u s e s  of the rece i vab l es and to 
determ i ne h ow they m i g ht poss i b l y  be reso l ved. Eac h  of the 12 accounts 
had a ba l a nce exceed i n g $1 m i l l i o n. T h e  12 accounts tota l l ed $252.9 m i l - 
l i on, or 94 percent of IRS’ rece i vab l es from federa l agenc i e s on June 22, 
199 1. T h e  rece i vab l es were caused b y  tax comp l i a n c e  prob l ems s im i l a r to 
those we  ident i f i ed i n our ear l i er work. For examp l e ,  agenc i e s cont i nued to 
fue the ir quarter ly tax returns late; c h e c k s  were lost; agenc i e s ma d e  m i s - 
takes i n comp l e t i n g requ i red paperwork; and IRS’ process i n g errors caused 
accounts to be i n error. Tab l e  1 s ummar i z e s  i nformat i on on the 12 
accounts we  rev i ewed. T h e  tab l e a l s o s h ows the do l l ar va l u e of the 
rece i vab l es on October 11, 199 1, the date we  last obta i ned return i nforma- 
t ion from IRS perta i n i ng to these accounts. 
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Tab le 1: Fodora l Agency Rooo lvob lor Over $1 MIl lIon on June 22, lW ._-- -- _- ---__ ____ --.--.-_-__- ___(____--______ 
Dol lars In thousands __.__..-_ -...-_- .__-._ _.. ._- . .._ -...- ..-- __---_ -__ -- 

Account ba lance Caurea of Number of tax Number of tax 
e!!FY- __..._ ..- ..- !F!!Q!. ____ !0/11!1~~~~!~~~~~~----..-~~ Dlrporr lt lon _-______ per lodr Invo lved return. ti led late 
1 $212 386 ! 9x-I Amy error Tax abated 1 0 1. -_ _... ..-... .- ._ _.... ..-_-.__-- -- --_----.- --__- 
2 12,231 0 Ape error Tax abated 3 2 .__ - ..___.. _ - ..- --- . .----.. -. _- 
3 9,311 1,091 a a 3 2 -_-- ---_- ----. - 
4 3,860 0 Tax abated 2 2 _ _ . . . .._ .._....-. - ..--__- . .._.._- -._-- Agency error -- ---- 
5 2,543 1,036 b b 5 3 ..^ _ . . .- .- ------.. -- ---. .---.- ------ -.---------------.--~ -- ____- 
8 2,358 0 ._-_ .._ ..~_. 

21223 
Agency error Tax abated 1 1 -.-- _--__--..-..-. --..--.- -- __-------__ __-_ 

7 0 Lost check Check re issued 2 1 _....... .._... . . . ~--------.- --- ____---.---..-- ~. 
8 2,115 -3~ ! 1 

c Unreso lved 3 0 .._. - .._ - ..-.. -.-.--. ______. --. ..- . ..__ --_ -- -_--- 
9 2,011 2,011 Agency error d 2 0 -- 

Federa l Reserve 
10 1,564 0 Bank error Tax abated 1 0 . ._ _” .-- --- ~.- 
11 1,202 651 IRS & agency errors e 4 4 .._ .-_- ._-. .-. .----.-..-- -. .----.--------- .--- 
12 1,061 1,022 Lost check Unreso lved 2 2 
T&l 

_.... _ .._. . _ -. _. _.-- ___.___- ~. ______-_- ____---___ 
$262,865 $7,922 29 17 

?h is rece ivab le was the resu lt of IRS and agency errors and a miss ing check. The ba lance on 10/ l l/91 
was the unreso lved amount after IRS made var ious ad justments to the account to correct prev ious 
post ing errors. IRS off ic ia ls stated that the agency wou ld re issue a check to c lear the rema in ing ba lance. 

bTh is rece ivab le was due to errors made by IRS and the agency in app ly ing tax payments and a lost 
check. IRS made ad justments for errors, wh ich part ia l ly reso lved th is rece ivab le. 

‘Th is rece ivab le arose because withho ld ings by the agency on fore ign persons’ U.S. source income was 
less than the persons’ actua l l iab i l ity when the agency’s tax return was processed. 

dAccord ing to IRS, after account ad justments are made to correct errors, th is agency may make a 
$200,000 late tax payment to c lear its account ba lance. 

qh is rece ivab le was reduced by IRS ad justments for errors. Because the agency has not f i led al l of the 
quarter ly emp loyment tax returns that have been due, there were ava i lab le payments recorded in the 
account that may offset current rece ivab les. 

As tab le 1 shows, most of the federa l agency rece ivab les were be ing 
reso lved by IRS ad justments to correct errors and erroneous assessments 
and not by the agenc ies pay ing money for late taxes. In fact, one s ing le 
ad justment of $212.4 mi l l i on to correct an agency’s error was 79 percent 
of the $268.6 mi l l i on in agency rece ivab les. Of the s ix agenc ies in the tab le 
with unreso lved accounts as of October 11,199 1, on ly one may u lt imate ly 
have to pay late taxes to c lear its account. When we ended our work, IRS 
offMa ls were st i l l rev iewing th is account to determine the exact amount 
due, wh ich was est imated to be about $200,000. These resu lts are s imi lar 
to the conc lus ions from our prev ious work in wh ich the major ity of the 
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rece i vab l es were reso l ved through ad j u stments and abatements and notby’ 
late tax payments. 

Late f i l i ng of emp l o yment  tax returns was  st i l l  w i despread amon g  federa l 
agenc i e s for per i ods covered b y  th i s rev i ew. Overa l l , 2 70 accounts, or 52 I 
percent of the federa l a g e ncy accounts i n IRS’ accounts rece i vab l e 
i nventory on June 22, 1991, had 1 or more late f i l ed tax returns. Tab l e  1 
a l s o s h ows that 8 of the 12 agenc i e s w ith the l argest account ba l a nces d i d 
not c omp l y  w ith the requ i rements for t ime l y  f i l i ng of the ir quarter ly tax 
returns. T h e  12 agenc i e s f i l ed returns late for 17 of 29 quarter ly tax 
per i ods. Late f i l i ng i s a measure  of noncomp l i a n c e that h i nders IRS’ ab i l i ty 
to detect late and i nsuff i c i ent p a yments  and errors because IRS does not 
comp l e t e the process i n g of tax i nformat i on unt i l  a  return has been f i l ed for 
the quarter ly per i od. 

Most Agency In our prev i ous work, we  ana l y zed i nformat i on perta i n i ng to the 63 l argest 

Rece i vab l e s F ’rom  Last federa l a g e ncy accounts i n IRS’ accounts rece i vab l e i nventory i n February 
1990. On the bas i s  of IRS’ records, each account owed $100,000 or more’i n 

Year’s Inventory Have  emp l o yment  taxes. T h e  aggregate ba l a nce due for a l l  6 3  accounts was  

Been Reso l v ed $178 m i l l i on. As we reported at the October 18, 1990, congress i o na l  
hear i ng, $145.6 m i l l i o n of these rece i vab l es had been reso l ved b y  late 
August 1990. T h e  ma j or i ty of th i s amount-$141.3 m i l l i o n-was reso l ved 
b y  IRS abatements and ad j u stments. In add i t i on, s i x  agenc i e s ma d e  add i - 
t i ona l  tax p a yments  of $4.3 m i l l i o n to c l ear the ir account ba l a nces. 

As  part of our current work, we  obta i ned updated i nformat i on on the agen- 
c i e s’ accounts compr i s i n g  the $34.5 m i l l i o n i n rece i vab l es that rema i n ed 
from last year’s  study. T h e  updated i nformat i on i s s h own in tab l e 2. As  the 
tab l e s hows, the rece i vab l es dec l i n ed from the $34.5 m i l l i o n i n August 
1990 to about $2.4 m i l l i o n a year later. T h e  tab l e a l s o s h ows that ma n y  of L 
the unreso l v ed amount s  a s  of August 1991 re lated to tax per i ods over 5 
years o ld. One of the accounts had unreso l v ed taxes re lat i ng to 1982. Sev- 
era l accounts had unreso l v ed taxes assoc i a ted w ith tax year 1983. W e  d i d 
not do further ana l y s i s  of these quarter ly tax per i ods to determ i ne why  they 
were not reso l ved. However, a s  our prev i ous work showed, IRS revenue 
off icers had d iff icu l ty understand i ng account act i v i ty b ecause of the 
v o l ume and comp l e x i t y  of bookkeep i n g  entr ies. 
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Tab l e  2: Accouht Eta l ancer of Federa l  
Agenc l e e  In IRS’ Accounte Reco l vab l o  
Inventory o n  August 21,1990, a a  of 
August 24,1991 

Agency a n d  l ocat i on l ax per i od ___.--- 
U.S. Armv 

Ba l a nce 
8/2J/90 8/24/91 - 

Fort Dr um NY -..----L-AA---.-*--- 12/87 $ 2 2 4  _ _ _ - _ _ _ _ _ _  $ 0  
0  --_-__--- 

Fort D i x N  J. -..-.---.-L-L--- 9 1 8 3  1 4 4 , 5 0 2  __----___---.___~ _ _ _  1 5 3 , 8 3 5  
3 1 8 4  1 1  0  

12 l 8 5  1.029 0  
12/89 5 1 6 , 3 8 3  0  __-- -__ -. I_.__. 

Dover, N.J. 3 1 0 5  1 8 0 , 2 6 5  1 8 2 , 8 2 2  .---.-____ 
12 l 8 5  1 2  1 2  

9 1 8 7  5 8 1  0  
9 1 8 8  1,459 7 3 0  ______-. 
9 1 8 9  9 2 1  0  ---_____--- 

12f09 3,840 1 4  _--.- .-_-----__--.-.-~- 
Aberdeen, Md.  6 1 8 7  4 4  4 4  
Havr e  d e  Grace, Md.  --.!w?- 9/87 0  -__-__- 
APO New York, N.Y. 3 1 8 4  29,966 0  --_____ ------..._ 
Wash i n g t on, DC. 6 1 8 8  2 6 2 , 6 3 9  0  .-.----- ----- ______---.---- 

1 2 J 8 7  18,601 6,002 ----- 
1 2 1 8 8  16,520 0  

Fort Benn i n g , Ga. 12 l 8 5  4,065 0  
9 1 8 9  2 6 1  0  

Yuma,  Ar iz. 1 2 1 8 6  2,551 0  .-____- 
Sa n  Franc i s co Ca l i f -. ..---~--_ '----.. 'e-wp 3 1 8 9  7 6 0 , 0 0 8  4 7 7  ~- ._.~..__. 
APO New York, N.Y. 12 l 8 5  7 7 9  0  ___- 
APO New York, N.Y. 3 1 8 6  I 34.859 1 4 8 . 8 1 4  

12/83 1,354 9 6 2  ~--.- . . _ _ ~  
9 1 8 4  8 8  0  ~ _ _  .-~--~ -... _ _  
6 1 8 5  9.945 0  

12 l 8 5  3,918 9,307 ..- -. . ..--------.-___---.-.--.- .~______. 
9 1 8 2  4 6  9 4 6  0  ----.~~_.-.-‘--__----.- --~ 
6 1 8 6  5 6 0 , 6 5 0  0  --_-- .--... _-..---_.. -----------.__ --___ 
9 1 8 6  _ _ _ 6 2 0 ; 1 5 0  0  __- - __~.... ..-- 

US. Air F orce 
Wash i n g t on, DC. I 2t88 4  2 6 5 , 3 7 4  --p-L~--- 0  _..__ ---.--~~~ - . . -- 

3 1 0 8  3 3  0  .--- 
3 1 8 9  2,816 0  

Vanden b e r g ,  Ca l i f. 9 1 8 3  5 0 2 , 0 9 7  0  _ _ _ _ _ -  -. 
6 1 0 4  3 8 2  0  
9 1 8 5  4 6 2  0  
3 1 8 6  -__- 1,269 0  

(cont i n ued) 
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Ba l a nce 
Agency a n d  l ocat l on l ax per i od -.-..--e~ W2Ug l  -__-___- - .-- -----. 

12 l 0 7  1 3 8 6  0  --__ ___- ------.---------~-L-~- 
12 l f .M 5 2  0  

APO M i am i  F l a  .-.----..-‘~-~ 

-APO San  Franc i s co, Ca l i f. 

6 1 8 6  1 9 6  6 7 1  1 9 6  6 7 1  --___-- ----.--L.-----.------..--- 
6 1 0 7  1 9 0  1 1 4  1 9 9  1 1 4  --___-- --._ -L---.---L--- 

12 l 6 7  3 0 3  1 3 7  0  _ _ _ _ _ _ _ _ - - _  I_--------__... 
I 2 i a 3 2 4  0  
12 l 0 4  5 6 6 0  0  _-.- --.___ ---_---____ ~~_~_~_L_---.~-...-----~ 

3 1 6 6  1,137 0  -__ l __--------__-----_.-__-_ -_-- ._.------.-.---.--.- 
12 l 0 6  5  2 2 0  ----._-.--------.- ._.._-_ --_---._--.- ..____ -!-------. _... 0  -...-.-_- 
12 i 0 9  3.809 0  

APO New York, N.Y. 12 l a 3  6 6  1 0 3  67,353 .-___--- --.._____-----~_-.._-.--.---.. ----- 
12 l 6 5  4 9 0 9  0  -----..-___.--. . ..- --._I__--_ .___.__- __.-..!_--__--_-...-_---_- 

APO San  Franc i s co Ca l i f 9 1 0 5  ~-..~-_.-__I~.-_L__--__~----_-~ 1 5 6 , 3 5 7  0  
APO San  Franc i s co, Ca l i f. 12 l 8 6  _-L!?!!EP__----. __.. - __.._ I, 

6 1 0 3  3 9  8 4 4  0  --.----------.-.__I.-._-- ----------.-.-.-L ---...-.- .-- 
APO New York, N.Y. 12 l 0 6  5 2 3  1 4 7  7,396 -.--- ---__ ------..-----_--Lp ---.---..-_-._ 

12 l 0 4  2,535 2  5 3 5  -~-__-__.__.----. ___-- ._.- --..-----L-- 
12 l 8 7  5,393 5,393 
12 l 6 6  2,634 1 1 9 6  --_--_---._--_--- __-~---_- ..-.--_-.----. I---. 

3 1 8 9  1,027 1,027 _____-.--__-__ _ _ _  _.._ -_.__----____.- 
U.S. Nav y  _-- ._.-_ ~_.. _.__ - _-....--. - . ..-_-- -- -._.- _-----_.~_------...---.-- 

C l eve l a nd, Oh i o  9 1 8 9  13,077 0  
Dah l g e n , Va. 12 l 8 9  1,486,914 0  _-._ _---. .___ --.-__----.-------.-_ --_------ -___-. -.-.~..----_--.----_- 
Sa n  D i ego, Ca l i f. 1 2 1 0 6  3 5 4  1 0 8  0  ___.-_..- - .__._ -.___-..-- _--- -.-.--------_I-.--__--.-__- -.----- 
FPO New York, N.Y. 6 1 0 4  4 0  7 5 7  0  ----.- -____.---..---.-.?--.~--_ .--..--._ 

12 l 8 7  5 3  9 5 0  0  ------_-----._---_---.----_______ --_--- .‘.- --- .--- 
9 1 8 9  1 7 7 , 1 7 7  1 6 3 , 5 2 3  ------ 

.FPoSanFr~~~~~.Ca l i f .~------ _ _ _ _  x!!? _-...__- 21-- 4  8 3 2  6 9 5  0  _ _ _ _ _ _ ~ _ _ _ _ _ _ _  
1 2 J 0 6  1 2 2  0  _-_._-_-_- ___-- -_--.- __.___ 

Lakehurst, N.J. 3 1 0 6  7 7 6  8 0 2  
b  

0  -..--.-- -.-.L--_--- _ _ _ _ . _ _ _  -_ 
---.- --.__-._ -_._---~--..--__-~-.-----6/88__ 8 0 8  0 0 4  0  .-.-.--. --..-.‘--.-.------ _... --_-- 

Char l e s ton S  C  9 1 8 9  2  5 0 1  0  -. ..~---?..-~-..-.--- _ _ _ _ _  -_ ._._________ _____. -..‘---.-.------- 
12/66 6,549 0  

U.S. Mar i n e  Corp s  
C amp  LeJeu n e ,  NC. 3 1 8 3  1 2 6 , 1 2 5  1 2 6 , 0 8 0  __--. 
A l bany, Ga. 6 1 0 9  1 1 8 3 7 9  0  .- ~- -.-. ---- . ..-.-- - _---._... -..--- -- ---- -- .---- ___---~.- _ _ _ _ . _ _  ---L _ _ _ _ - _ _ _ _ _  -_-__ 

Department of Defe n s e  
Co l umbus ,  Oh i o  1 2 1 0 6  7,816 5 0 9 6  ----.- ~-___-__ ..__ - .._. ----_- ~.--.- -_.. - __.. -_2- 
APO New York, N.Y. 6 1 8 0  6 0 8 , 0 0 2  0  . . -__---.-.-- _ _ _ _ _  -----. 

--.----.----...-- -.--_..---~~~~as___.-~.-.I--_..- ___.____._ ~ 2  2 6 4  9 4 6  
6/89 3 5 4  9 2 0  3 5 4  9 2 0  __L-_-_.----- ___. -‘---_ 

(cont i n ued) 

Pa g e  1 0  GAOMGD-@E2 9  Federa l  Ag e n q  T a x  Comp l h c e  



B-246888 

Bal,ance 
Agency and locat ion lax per iod 0121/9Q 0124191 __- -.... - 

Agana, Guam, M.I. 3/89 188,391 165,446 __..~.__. I .._.. ____._ - . - 
12 l88 78.218 7,873 

Co lumbus, Qt? io 12/89 191,273 0 .._ ..~ ~_-.--.-.- ._.__ ~_. -.___ 
3189 62,635 0 __-..--__.~__.-__-._-.----~- 
6189 97,711 0 

Department of State 
Arl ington,. ia. 

~I.--.--~~_~___- --... -- ~~_. 
12186 2,396,331 0 

APO San Franc isco, Cal if. 9184 398,728 397,378 -~ _. - ..-.. ..~ _~- _.--. ..-.~-. 
6188 291 0 
6184 4,497 0 

U.S. Def&tment of Educat ion 
Wash ington, DC. 3185 1,408,005 0 

Department of Commerce 
Germantown, Md. 12f83 4,580,583 0 

9184 323,844 0 -... ~~ 
Federa l Bureau of Invest igat ion ~~. _ 

Wash ington, DC. 
~~.~-.-~ ..-._ --_--...-__.----.-.. ~. . -.. .-... ..- ~~- ..-. .-----.- 

9189 2,829,768 0 ~---~~-~~~~~~- ~.. .-. 
12/89 648,003 0 

USAID El Sa lvador, APO 
Miami, F la. 3189 10,970 10,718 

12189 130 130 
No wa ivera 3187 153,087 141,331 

6187 1,823 1,823 
3189 933 933 
6189 1,010 1,010 
.a39 270 0 

Tota l-. 
..-. __-. .~.. ~~ --.. .._-- ----- -. 

$34,517,151b $2,350,9&i 

Note: Each l ist ing represents a separate emp loyment tax account for the agency shown. 

‘For th is account, the agency invo lved d id not prov ide a wa iver to d isc lose te.x return informat ion. 

‘Some of these agenc ies have overpayments and cred it ba lances for tax per iods not shown tota l l ing $2 
mi l l ion. 

Source: IRS masterf i le records 

Status of Efforts to 
Imp lement GAO 

In recogn iz ing that the prob lems exper ienced by federa l agenc ies and IRS i n 
proper ly account ing for federa l taxes require a governmentwide so lut ion, 
we recommended that the Secretary of the Treasury take the lead to coor- 

Recommendat ions to d inate such efforts with FM& IRS, and the agenc ies. L isted be low are the 

Improve Federa l 
Agency Tax 
Compl iance 

recommendat ions we made to the Secretary of the Treasury and a 

A 
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s ummary of act i ons under way or p l a nned to address these 
recommendat i o ns. 

Streaml i n i ng Federa l  Agency Plans are under way to a l l ow federa l agenc i e s to subm it a l l  the ir federa l tax 
Tax Payment Process i ng payments current ly mad e  through the F TD system v i a the Government 
Through Electron ic On-L i ne Account i n g L i nk System (GOALS) us i ng a spec i a l l y  ta i l ored vers i on 

Interagency Funds Transfer for on- l i ne payments. Tax payments entered on the system wi l l  b e immed i - 
ate l y transferred from the agency’s Treasury account to IRS for post i ng. 
The proposed system, wh i ch is expected to be operat i ona l  i n m id-1992, 
wou l d  a l so a l l ow agenc i e s to e l ectron i ca l l y t i le the ir quarter ly emp l o yment 
tax returns. Potent i a l  benef i ts of the proposed system i nc l ude reduct i on in 
paper f low, e l im inat i on of the need for agency F TD coupons, e l im inat i on of 
the need for paper Treasury checks, and the ab i l i ty of IRS to better track 
and report de l i nquent and m i ss i n g agency payments by status message s  on 
computer screens and hard copy reports. In add it i on, the proposed system 
wi l l  h ave bu i l t- in contro l s to prevent or e l im i nate s ome of the errors that 
are so preva l ent under the payment and t i l i ng methods current ly be i ng 
used. 

Th i s proposed e l ectron i c payment system is l im ited to agenc i e s current ly 
l i nked to GOALS. Agenc i e s not current ly l i nked to GOALS may not use the 
proposed n ew procedures because extens i ve system and program changes 
cou l d be requ i red by them. The Department of Defense (DOD), for 
examp l e, may  not adopt the proposed n ew procedures for th is reason. DOD 
agenc i e s mak e  about one-ha l f of a l l  federa l a gency tax payments. If DOD 
and other agenc i e s not l i nked to GOALS cont i nue to use the current paper- 
based system, tax comp l i a nce prob l ems of the nature we descr i be in th is 
report wi l l  l i ke l y cont i nue for them. Our work d i d not i nc l ude an ana l ys i s of 
system and program changes necessary for a l l  agenc i e s to use the pro- 
posed e l ectron i c payment and f i l i ng procedures. 

Enhanc i ng the Clar ity of IRS IRS has taken s ome act i ons that are ind irect ly re lated to th is 
Not ices to Agenc i es and recommendat i o n. For examp l e, the ass i g nment of a federa l a gency 
Informing Agenc i es of coord i nator in each serv i ce center to spec i f i ca l l y dea l  w ith the agenc i e s’ 

Account Ad justments tax concerns is a step that shou l d resu lt i n better commun i c at i o ns between 
agenc i e s and IRS about matters perta i n i ng to not i ces and account ac l j ust- 
ments. IRS has a l so deve l o ped n ew procedures to ident ify and reso l ve l arge 
do l l ar errors on returns before assessment of tax. In add it i on, under the 

” proposed e l ectron i c payment and f i l i ng procedures, de l i nquent status 
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mess a g e s  w i l l  b e  s h own on the de l i n quent agency’s  computer screen a s  a 
way  of i nform ing agenc i e s that they need to dea l  w ith d i screpanc i es. 

IRS p l a ns to cont i nue send i n g agenc i e s hard c o p y  not i ces a s  i s current l y 
be i n g done. A l though we  be l i e ve that IRS act i ons thus far w i l l  ass i st i n 
address i n g federa l agenc i e s’ tax concerns, further act i on i s needed to spe- 
c i f i ca l l y address i s s ues re lat i ng to not i ce c lar i ty and i nform ing agenc i e s of 
account ad j u stments. 

Prov id i ng an IRS Tra in i ng IRS has not fu l l y imp l emented th i s recommendat i o n . However, Nat i ona l  
Program for Agency Staffs Off ice off ic i a l s h ave been d i s cuss i n g opt i ons for governmentw i d e tra in i ng 
Invo l ved in Mak i n g T a x  programs and are p l ann i ng for the tra in i ng to beg i n  i n October 1992. In 

Payments and F iI i ng Returns absence of a Nat i ona l  Off i ce program, one IRS reg i ona l  off i ce h as in i t i ated 
its own program for tra in i ng agenc i e s, In add i t i on, IRS’ Taxpayer Serv i c e 
and Co l l e ct i on D i v i s i o ns have g i v en tra in i ng to federa l a g e ncy emp l o y e e s  
respons i b l e  for the tax matters of agenc i e s l ocated overseas. 

Deve l op i ng Methods to Th i s  r ecommendat i o n  h as not been imp l emented b y  IRS’ Nat i ona l  Off ice. 
Promote Greater IRS, i n  coord i nat i on w ith Treasury and the Off i ce of Man a g emen t  and 
Accountab i l i ty by Agency Budget, i s cons i der i ng us i n g the F ’i sca l  Year 1992’Federa l  Managers’ 

Management for Comp l i a nce F i nanc i a l  Integr ity Act (FMFIA) rev i ews as the veh i c l e  for imp l ement i n g  

W ith Tax Laws and method s  for promot i ng greater accountab i l i t y b y  top agency managers for 

Regu l at i ons 
comp l i a n c e  w ith tax l aws and regu l at i ons. FMF IA rev i ews annua l l y  a s s e s s  
the adequacy of agency interna l contro l s and focus on areas d e emed  to be 
vu l nerab l e to abuse. Payro l l  process i ng, i nc l ud i ng c omp l i a n c e  w ith tax 
l aws, cou l d  be covered b y  these rev i ews. 

Conc l us i o ns In our Apr i l  1 99 1 report on federa l agenc i e s’ tax comp l i a n c e  prob l ems, we  
sa i d  that governmentw i d e efforts are needed to reso l ve them. S i n c e  that 
t ime ,  IRS has deve l o ped an act i on p l an spec i f i ca l l y  ta i l ored to address the 
tax prob l ems of federa l agenc i e s. IRS’ act i on p l an i n c l u des steps to dea l  
w ith our ear l i er recommendat i o n s. Beca u s e  the act i on p l an i s not yet fu l l y 
imp l emented, IRS’ accounts rece i vab l e i nventory st i l l  conta i ns m i l l i o ns of 
do l l ars i n erroneous rece i vab l es from federa l agenc i e s, wh i c h  requ ire that 
IRS and the agenc i e s spend the ir va l u ab l e  resources correct i ng them. T h e  
errors are pr imar i l y attr ibutab le to the c umbe r s ome paper-based processes 
used to ma k e  tax p a yments  and to meet  f i l i ng requ i rements. 
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We  recogn i ze that IRS and FMS have p l ans under way that, when 
imp l emented, wi l l  he l p a l l ev i ate erroneous agency rece i vab l es. W e  be l i e ve 
that the proposed e l ectron i c payment and f i l i ng procedures offer prom i se 
in stemm i ng the occurrence of erroneous rece i vab l es from the agenc i e s 
who wi l l  u se it. Because a l l  agenc i e s may  not use the proposed n ew proce- 
dures, tax comp l i a nce prob l ems are l i ke l y to cont i nue for IRS and those 
agenc i e s us i ng the current procedures. 

IRS needs to fo l l ow through on p l ans to fu l l y imp l ement our ear l i er recom- 
mendat i ons. W e  be l i e ve that as IRS cont i nues to adopt measures to imp l e- 
ment our recommendat i o ns, the tax comp l i a nce prob l ems of federa l 
agenc i e s shou l d d im i n i sh great ly. 

As arranged w ith the Subcomm ittee, un l ess you pub l i c l y announce its con- 
tents ear l i er, we p l an no further d istr ibut ion of th is report unt i l  3 0 days 
from the date of th is letter. At that t ime, we wi l l  s end cop i es to the Secre- 
tary of the Treasury, the Comm iss i o ner of Interna l Revenue, and other 
i nterested part ies. W e  wi l l  mak e  cop i es ava i l ab l e to others upon request. 

Ma j or contr ibutors to th is report are l i sted in append i x  I. If you or your 
staff have any quest i ons, p l ease ca l l  m e  on (202) 275-6407. 

S incere l y yours, 

Jenn i e S. Stath i s 
Director, Tax Po l i c y 

and Admin i strat i on Issues 
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Append i x I 

Ma jor Con trib u tors to T h is Rep o rt 

Genera l  Government Corne l i a M. B lanchette, Ass i stant Director, Tax Po l i cy a n d  Admin i strat i on 

D iv is ion, Wash i ngton, Issues 
Char l i e W. Dan i e l , Sen i or Eva l uator- i n-Charge 

DC. Chr is J. Chap l a i n , Eva l uator 

Ch icago Reg iona l T h omas Venez i a, Reg i ona l  Mana g ement Representat i ve 

Off ice 
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