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This is our annual report for calendar vear 1986 on our work on tax
policy and administration matters. The report, which is submitted in
compliance with 31 11.5.CC 719(d), consists of the following appendixes.

I. Open recommendations to Congress from reports issued during calen-
dar year 1986. Actions taken and/or pending as of September 30, 1987,
are included.

I1. Open recommendations to Congress from reports issued before calen-
dar year 1986. Actions taken and/or pending as of September 30, 1987,

are included.

III. Legislative actions taken on recommendations made during calendar
year 1986.

1V. Tax-related recommendations made during calendar year 1986 to the
Secretary of the Treasury: the Commissioner of Internal Revenue; and
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to other interested congressional committees and will make copies avail-
able to others upon reguest.
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The Internal Revenue
Code Should Be
Amended to Give IRS
an Interest-Free
Period to Process
Certain Non-Income-
Based Returns

Appendix 1
Open Recommendations te Congress From
Reports Issued During Calendar Year 1986

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

Sections 6611(e), (1), and (h) of the Internal Revenue Code provide an
interest-free period for processing income tax refunds, carryback appii-
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 overpayment date and the date of the refund.

In 1983 and 1984, 1rs proposed to the Department of the Treasury legis-
lative changes that would 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, IRS determined that for an 11-month
period ending October 1, 1982, $72 million in interest was paid on
employment tax refunds alone. Of that amount, 1rS estimated that $36.6
million could have been saved if a 45-day interest-tfree period had been
in effect.

We did not verify IRS estimates. It should be noted, however, that ks has
been able to process over 90 percent of income-based refunds within 45
days even though the volume of these refunds is much higher.

Matter for Consideration
by Congress

We suggested that Congress consider amending Section 6611 of the
Internal Revenue Code to provide an interest-free processing period for
non-income-based tax returns. We did not attempt to determine how
long such a period should be. However, a 45-day processing period
would make the treatment of non-income-based returns consistent with
most income-based returns.

Action Taken And/or
Pending

No action was taken or planned as of September 30, 1987.
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Appendix IT
Open Recommendations to Congress From

Reports Issued Before Calendar Year 1986

Action Taken And/or No action was taken or planned as of September 30, 1987.
Pending
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Appendix 111

AVULVL LD A CALANGL/AL Uvalr A A VSALRALR B L\.a-wu.s

| ng1e]qhvn Actions Taken ¢ on Recommendations

Made During Calendar Year 1986

Congress Should
Consider Whether to
Amend the Tax Code
to Require Discounting
of Property/Casualty
Insurance Companies’
Loss Reserves for Tax
Purposes

(GAO/GGD-85-10, 3/25/85)

About half the business of the property/casualty insurance industry is
constituted by insurance contracts involving claims that are paid out
over a considerable period of time. For example, 50 percent of the
amount of medical malpractice claims and 30 percent of general liability
claims incurred during 1977 remained unsettled 5 years later. Loss
reserves are needed to ensure that a company has adequate funds to
make future payments on claims.

While the concept of tax deductions for such reserves seems appropri-
ate, the former practice used by the industry overstated the amounts
needed to satisfy future claims. The amounts being reserved were not
reduced by the investment income being earned on the reserves from the
time they are established to the time they are paid out, thus resulting in
the understatement of taxable income. Furthermore, for those property/
castalty companies whose reserves for loss payments were growing,
this practice would increasingly understate taxable income. One way to
remedy this problem would be to discount reserves at a rate based on
each company’s investment return.

Recommendation

We recommended thdt 1f Longress; wished to assure that the property/
casualty insurance industry’s revenues and expenses were more closely
matched for purposes of measuring taxable income, it should consider
amending the tax code to provide that in calculating the loss reserve
deduction for tax purposes, loss reserves are discounted.

Action Taken And/or
Pending

Section 1023 of the de Reform Act of 1986 (Public Law 99-514, dated
October 22, 1986) provided for the discounting of reserves, as we recom-
mended with some modification.
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Congress Should
Consider Whether to
Retain the Special Tax
Preference for Mutual
Property/Casualty
Insurance Companies
in Its Present Form

Appendix ITT

Legislative Actions Taken on
Recommendations Made During Calendar
Year 1986

(GAO/GGD-85-10, 3/25/85)

The Revenue Act of 1962 established a protection against loss (PAL)
account to confer a tax preference to mutual property/casualty insur-
ance companies. The reason for the PAL account was concern about
mutual companies’ lack of access to capital markets in the event that
they sustained catastrophic losses.

The PAL account operated to defer taxes on a portion of a mutual com-
pany’s income. For tax purposes, a mutual company could set aside
funds based on the size of its incurred losses and underwriting income.
These funds, subject te certain statutory limitations, were deductions
against current period underwriting gains. We reported that the
rationale for the ralL account may have been based on questionable eco-
nomic assumptions. It catastrophic losses were to occur, the PAL account
would not necessarily ensure the company’s ability to satisfy its con-
tract obligations. Moreover, it was questionable whether stock compa-
nies faced with a catastrophic loss could successfully access capital
markets.

Recommendation

Action Taken And/or
Pending

ence for mutual property/casualty insurance companies should be
retained in its then present form.

Secﬁon 1024 of the de f&‘t;orm Act of 1986 (Public Law 99-514, dated
October 22, 1986) repealed the ralL account.
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Congress Should
Further Restrict Use
of the Completed
Contract Method of
Accounting

Appendix III

Legislative Actions Taken on
Recommendations Made During Calendar
Year 1986

(GAO/GGD-86-34, 1,17/86)

The completed contract method of accounting allows contractors to
defer reporting all revenues and expenses attributable to a long-term
contract until the contract is completed. We reviewed the 1980 through
1984 annual reports of 135 contractors who used the completed contract
method of accounting for tax purposes, and found that the cumulative
amount of taxes deferred was $5.2 billion.

The Treasury first authorized construction contractors to use the com-
pleted contract method of accounting for tax purposes in 1918, When
Treasury regulations were revised in 1976, manufacturers with long-
term contracts were alse allowed to use it. The Treasury subsequently
reported that some contractors were realizing extensive and unintended
tax benefits by using the completed contract method and recommended
its elimination. In 1982, rather than bar its use, Congress directed Trea-
sury to modify the completed contract method to restrict its unintended
benefits. Treasury issued its modifications on December 30, 1985.

The completed contract method is an exception to the basic concept that
federal income tax liability should be determined and reported on the
basis of annual (tax year) revenues and expenses, since contractors
using the completed contract method wait until the year in which the
contract is completed to report revenues and/or expenses. Over the
years, contractors in certain trades have justified using the completed
contract method to alleviate the uncertain profitability of individual
projects. They argued that this uncertainty precluded them from making
the reasonably dependit:le estimates required for tax purposes.

Based on our review, most contractors already estimate contract costs
and the percentage of the project’s completion for financial reporting
purposes. These same estimates could be used for tax-reporting pur-
poses. We believe that most manufacturing and construction contractors
either have or should be able to acquire the expertise needed to make
reasonagbly dependable estimates of project cost and/or progress for tax
purposes. Therefore. we believe that the completed contract method
should not be allowed for tax-reporting purposes except for those few
contractors who can satisfactorily demonstrate that they cannot esti-
mate the cost of completing specific contracts.

Recommendation

We recommended that Congress not allow the use of the completed con-
tract method for income tax purposes except in those instances where
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Appendix 11T

Legislative Actions Taken on
Recommendations Made During Calendar
Year 1986

Quallfylng Income for (GAO/RCED-86-2, 2/10/86)

Renters of Tax- Tax-exempt bonds are designed to stimulate multifamily rental housing

Exempt Bond- production and achieve a greater public purpose by requiring that at

~ . least 20 percent (or 15 percent in targeted areas) of units be occupied by

Financed Housmg low- or moderate-income individuals. Such individuals are defined as

Should Be Adjusted those earning no more than 80 percent of an area’s median income.

for Household Size Housing projects we reviewed that were financed with tax-exempt
bonds generally had the required 20 percent of low- and moderate-
income households. However, ambiguity surrounded the issue of
whether incomes should be adjusted for family size when qualifying
households as low or moderate income. Neither the law or implementing
Treasury regulations were clear as to whether such an adjustment
should be made. In the absence of clear guidance, most housing agencies
had not made an adjustment. In 12 of 19 agencies we visited, the low- or
moderate-income eligibility criterion was the same for one-, two-, and
three-person households as for a family of four. The lack of an adjust-
ment considerably increased the number of projects able to qualify as
having at least 20 percent of their units occupied by low and moderate
income households. In our sarvey, 56 percent of the households met the
definition of low- and moderate-income, whereas only 35 percent would
have met the definition it tamily-size adjustments had been required. if
Treasury amended its regulations to require an adjustment for family
size, it would eliminate confusion and further the interests of low- and
moderate-income households,

Recommendation We recommended that the Secretary of the Treasury amend the imple-
menting regulations to the Internal Revenue Code to require that income
used in qualifying households as low or moderate income be adjusted to
take household size into account.

Action Taken And/or The Department of Treasury issued proposed regulations (50 Fed. Reg.

Pending 4603, Nov. 7, 1985) to amend the income tax regulations to require that,
with respect to obligations issued after December 31, 1985, a family size
adjustment be made when qualifying households as low or moderate
income. The Tax Reform Act of 1986 (Public Law 99-514, dated October
22, 1986} adopted the requirement proposed in the Treasury
regulations.
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Appendix 111
Legislative Actions Taken on
Recommendations Made During Calendar
Year 1986

Congress May Need to

Reevaluate Tax-Free
Weapons Transfers

(GAO/GGD-86-49. 6/5/86)

Some individuals may have paid the $200 yearly occupational tax to
achieve National Firearms Act (Nra) dealer status in order to avoid the
tax which would otherwise apply to individual transactions. An eco-
nomic incentive existed for individuals who expected to engage in more
than one weapon transaction in a year. By paying the $200 dealer tax,
they avoided the $200 per weapon tax on transfers between individuals
or between a dealer and an individual. Tax-exempt transfers between
NFA occupational taxpayers were, by far, the most common method of
acquiring NFA weapons accounting for about 78 percent of the weapons
transactions between fiscal years 1978 and 1984. Also, our random sam-
ple of 114 current and former dealers in two states showed that 58 pur-
chased, but never sold. the 279 weapons they acquired between October
1976 and July 1978

Matter for Consideration
by Congress

Action Taken And/or
Pending

We suggested thdt (/ungress consider WhtThLI‘ and if so, how the incen-
tive that exists for individuals to obtain NFA dealer status to avoid the
per weapon transfer tas should be reduced or eliminated. We identified
and assessed four alt¢ matives for congressional consideration. The
report also included three legislative proposals that the Bureau of Alco-
hol, Tobacco and Firearms ¢ BATF) developed to eliminate the problem.

On May 19, 1986. ( nngress enacted Public Law 99-308 that plauld
restrictions on the possession of machine guns. Machine guns manufac-
tured on or after May 19, 1986, may be possessed only for government
agency use or export Although dealers may be able to acquire samples
for generating sales tv agencies, the number of samples that can be
acquired will be limited and the samples cannot be retained when the
dealer ceases NFa operations. According to BATE, this law may lessen the
mcentive for individuals to obtain Kra dealer status to avoid the per
weapon transfer tax because machine guns have constituted the major-
ity of the weapons tr nsfers,
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Appendix II1

Legislative Actions Taken on
Recommendations Made During Calendar
Year 1986

affordability of health insurance to high-risk individuals and small
groups. However, we did conclude that making such plans taxable
should not affect the availability of health insurance for most Ameri-
cans, who are insured as members of large, employer-paid groups.

Matter for Consideration
by Congress

We suggested that Congress decide whether the exemptions for Blue
Cross and Blue Shield plans under section 501(c)X4) were warranted. We
said that if Congress decides not to continue the current exemptions, but
to offer special tax treatment for insurers who provide coverage to high-
risk individuals by amending the tax code, it should establish specific
criteria for granting such treatment. The criteria could include such fac-
tors as whether an insurer (1) offers continuous open enrollment, (2)
fully covers medical services for high-risk conditions, (3) offers cover-
age to high-risk individuals at the same rates charged to other individ-
ual policyholders, and (4) offers coverage without regard to age or
employment status.

Action Taken And/or
Pending

The Tax Reform Act of 1986 (Public Law 99-514, dated October 22,
1986) amended 501(c}:3) and (4) of the Internal Revenue Code so that
an organization is exempt under those sections only if no substantial
part of its activities consists of providing commercial-type insurance.
The act provides special treatment for Blue Cross and Blue Shield orga-
nizations which meet certain requirements and substantially all of
whose activities are providing health insurance. However, the act also
provides that such organizations eligible for special treatment are sub-
Jject to tax as property and casualty insurance companies under Part I1
of Subchapter L of the Code, as amended under the act.
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Appendix IV

Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATY and Their Responses Lo Those

Recommendations
- ST T
IRS Needs to More (GAO/GGD-86-20, 2/21,86)
Ef feCtiVGly MOI’IitOI‘ We performed work in three bankruptey court districts, and found that

Businesses That Have 254 of 583 businesses that filed for reorganization in these districts in
Filed for Rankruotc 1981 accumulated about $6.6 million in delinquent taxes after bank-

plcy ruptcy proceedings began. Of the $6.6 million, about $5.5 million was
still outstanding at the time of our fieldwork in early 1984. We believe
that s could reduce such delinquencies by more closely monitoring
those businesses that had the greatest potential for accumulating addi-
tional taxes, that is businesses with past delinquencies or large payrolls.
Also, once IRS detects a problem. it could require businesses to file
monthly instead of quarterly tax returns.

Recommendations We recommended that the Commissioner of Internal Revenue
(1) develop and include in the bankruptey manual additional indicators
for IrS personnel to use in deciding how frequently cases should be
monitored, such as a firm's prior delinguency history; and (2) make
greater use of IRS” authority to require businesses with employment tax
liabilities to file monthly rather than quarterly returns.

Actions Taken And / or On December 5, 1986 11s revised its Internal Revenue Manual to
Pending

« require its employees to consider past delinquency history in determin-
ing how frequently to monitor a business, and

« provide that monthly filing of tax returns be considered for those busi-
nesses whose payment history warrants such action.
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IRS Needs to Assess
the Effect of Recent
Revisions to the
Bankruptcy Court
Rules

Recommendation

Action Taken And/or

Pending

Appendix IV

Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those
Recommendations

(GAO/GGD-86-20, 2/21/86)

Under revised bankruptey court rules that became effective in August
1983, the courts are required to notify IrS of liquidation bankruptcies
only when it is listed as a creditor on the bankruptcy petition. Work we
did in one district office before the new rule became effective showed
that some of the businesses that owed taxes had not listed irS as a credi-
tor. Under the new procedures, IRS would not have been notified of these
bankruptcies.

IRS sought the new rule. hoping that it would eliminate the task of
processing cases when the businesses did not owe taxes. IgS officials told
us that they believed the money IRS saves by not working all bankruptcy
cases far outweighs any revenue it might lose by not filing claims, but
the officials said that ms had no factual data to support this conclusion.

We attempted to evaluate the effect of this change in notification
requirements by reviewing all 260 business liquidations filed in the
three bankruptey court districts during August and September 1983.
Although our analysis did not show that the new rule was causing any
major problems, we were concerned that due to the timing of our analy-
sis. it might not fully reflect the effects of this change on the notification
process. Our analysis covered the first 2 months that the rules were in
effect, and many court districts continued to notify IrS of all bankrupt-
cies after the August implementation date. At the time we completed our
field work in one Irs district in June 1984, rs officials told us that they
were beginning to experience greater problems with businesses incor-
rectly failing to list Irs as a creditor.

We recommended that the Commissioner of Internal Revenue periodi-
cally test the effects of the revised bankruptey court rules’ notification
requirements to (1) determine the extent to which liquidating businesses
are not listing (ks as a creditor on bankruptey petitions and (2) provide
the basis for developing corrective action if needed.

ks conducted a study to determine the effect of the revised bankruptcy
court rule that requires the courts to notify IRs of liquidation bankrupt-
cies only when IrS is listed as a creditor on the bankruptcy petition.
Based on the results of its study, Irs will not seek a change to the cur-
rent hankruptey rule regarding notice to RS of liquidating bankruptcies.
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Appendix 1V
Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those
Recommendations

Specifically:

s The National Computer Center has no designated backup processing
site.

» IrS’ Computer Services Office said that computer capacity problems may
make infeasible IrS’ currently proposed arrangement for one service
center to back up another.

» 188 has not identified the most critical work load functions, that is, those
that must be performed first in the event of a prolonged disruption to a
center’s operations.

»  Backup tape files containing data and programs necessary to continue
operations were not always maintained as required by IRs.

« Testing to ensure the workability of ADP contingency plans has ranged
from nonexistent to limited

As a result, existing Abp contingency plans do not meet IrS’ requirements
to deal with the basic stages of emergency reaction-—emergency
response, backup operations, and recovery operations. Regarding
backup operations, Iks has not analyzed and ranked the feasibility,
costs, risks, and benefits of alternative backup strategies.

Recommendations We recommended that 1z~ expedite its efforts to develop, certify, and
test AP contingency plans, and perform periodic risk analyses. In addi-
tion, we recommended ks continue to report the lack of contingency
plans and periodic risk analyses as material control weaknesses under
the Federal Managers [inancial Integrity Act until such plans are devel-
oped, certified, and tested, and risk analyses are completed for all com-
puter centers,

Actions Taken And/or IRS agreed with our findings and recommendations. Irs’ Automation Pol-

Pending icy Board (now the Information Systems Policy Board) directed the
Assistant Commissioner for Computer Services to proceed with develop-
ing contingency plans. The Assistant Commissioner established an
Office of Disaster Recovery, which is eurrently estimating the costs and
resources needed to develop and implement such plans. Its recommenda-
tions are expected to be nade in early 1990.

Iks also said it plans to complete risk analyses at all computer centers in
1987. It added that although such analyses are costly, it is committed to
this effort, and it will conrinue to report the lack of risk analyses and
contingency plans as a muterial control weakness under the Federal
Managers Financial Integrity Act until they are resolved.
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Appendix IV

Tax-Ralated Recommendations Made During

It}
2 AX-RCIGTCE KRECOmmMenGalions SLaqe Ly

(=]
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those

Recommendations
- «Em
BATF Should Increase (GA0/GGD-86-49,6/5/86)
Compllance Wlth Occupational tax revenue is being lost due to noncompliance with the
Retail Alcohol retail alcohol taxes. Our four-state sample showed that 4 out of every 10

O ti 1 Exci liable retail establishments were noncompliant. Noncompliance with the
ccupationa XC1s€ retail alcohol taxes resulted in a projected fiscal year 1983 revenue loss
Taxes of between $1.8 million and $3.7 million in the four states reviewed.

Income tax returns filed with RS by businesses provide for entering the
taxpayer’s main or principal business activity. Two of the codes specifi-
cally pertain to retail alcohol establishments and other codes potentially
involve businesses that sell alcoholic beverages. Matching taxpayer
identification numbers of businesses classified under two or more of
these codes with occupational tax information would identify businesses
which may be liable for, but did not pay, the occupational tax. Also,
every retail establishment that sells beverages in the United States are
required to obtain some type of state or local license. BATF could increase
taxpayer awareness and, in turn, compliance by obtaining the names of
newly licensed establishments and informing them ot their tax
liabilities.

Recommendations We recommended thd,t the Director, BATF:

« Identity for follow-up potentially noncompliant retail alcohol establish-
ments by arranging for Irs to match occupational tax payment data with
businesses classified under selected principal industry activity codes.

- Arrange for state and local alcoholic beverage licensing agencies to pro-
vide BATF with the names of new licensees and advise the licensees by
telephone or correspondence of their federal tax liabilities.

Actions Taken And/or BATF said that since it hds reu:ntly assumed the collection functlon from

Pend'mg IRS it is developing its own data base of special occupational taxpayers
for use in following up on potentially noncompliant retail alcohol estab-
lishments. BATF also said that it is working with the states to obtain
names of new state licensees and to advise them of their reporting
responsibilities.
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IRS’ Monthly Filing
Requirement for the
Tax on Gross Wagers
Needs to Be Revised

Appendix IV

Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those
Recommendations

(GAO/GGD-86-49, 6,5/56)

ks regulations require that the tax return on gross wagers be filed
monthly, even if no tax is due. A majority of other excise taxes are filed
quarterly unless the amount of tax due for a month exceeds $100 or RS
requires more frequent filing for a noncompliant taxpayer.

At one RS service center, we examined 2,345 gross wagering returns for
March and December 1983 and found that it this tax had the same dol-
lar threshold requirement as other excise taxes, 2,167, or 92 percent, of
the returns reviewed would not have been required to be filed during
these 2 months. Thus. because of the monthly filing requirement. IrS
incurs costs to process returns that include little or no tax remittances.
Taxpayers also incur nnnecessary costs and inconvenience.

Recommendation

We recommended that the Commissioner of [nternal Revenue revise the
monthly filing requirement for the tax on gross wagers so that monthly
returns would not be required unless an established dollar threshold is
met.

Action Taken And/or
Pending

IRs disagreed with our recommendation because it believed the savings
would be negligible and the change might adversely affect compliance.
As we pointed out in the report, some savings, although perhaps not
substantial, would be realized through a change in the filing require-
ment. Also, we were unable to identify any compliance activities associ-
ated with the monthly filing requirement, or any adverse impact that
would result from a change to quarterly filing.
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Appendix IV

Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those
Recommendations

IRS Needs to Improve (GAO/GGD-86-69, 7/22/86)

Its Reporting Millions of dollars of liquidated commodity credit loan and crop insur-

Procedures f()I' ance income either were not reported, or were improperly reported, dur-

. . ing tax years 1982 and 1983. Our analysis of sampled liquidated

COImnOdlty Credlt commodity credit loans and federal crop insurance payments showed

Loan and CI'Op that most of the income that went unreported was attributable to indi-
viduals and businesses that did not file their tax returns, as required.

Insurance Income For those portions of the loan and insurance payment universes to
which we could project our sample data, we estimated that recipients of
more than 5,250 crop loans and insurance indemnity payments repre-
senting about $53 million of income did not file 1982 and/or 1983 tax
returns.

Proper reporting of ¢rop loan and insurance income should increase
soon, as well as Iks” ability to detect unreported income from crop loans
and insurance payments. As required by the Internal Revenue Code,
agricultural agencies are taking steps to send taxpayers and IS informa-
tion returns for these types of income. Generally, information returns
detail the type and the amount of income received and should act as a
reminder to taxpayers to report the income.

If matched against tax returns, moreover, information returns should
help Iks to determine w hether the income was properly reported and the
applicable taxes were assessed. We found that the costs of operating
computer matching programs for crop loan and insurance income should
be small compared 10 the additional taxes that would be assessed. How-
ever, to make the most of commodity credit loan and crop insurance
information returns, ks needs to improve information return forms, fil-
Ing instructions. and computer programs and to develop procedures for
handling optional vear reporting.,

Recommendations We recommended that the Commissioner of Internal Revenue (1) clarify
mstructions and forms concerning commodity credit loan and crop
insurance income so that taxpayers and RS can more efficiently and
effectively use information returns, and (2) incorporate commodity
credit loan and crop msurance income into RS’ document matching
program.
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Appendix IV
Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, [RS, and
BATF and Their Responses to Those
Recommendations

O — e
Additional Interest (GAQ/GGD-86-72. 7/28/86)

Savings Could Result Refunds on amended returns are sometimes delayed due to andits or

From ISSU.iI’lg Some requests for addition:al information. Under current (ks procedures, these
must be completed betore the refund can be issued. We estimated that

Refunds Before ks paid $37.6 million in interest during fiscal year 1983 to process

Examination refunds that it delayed for examination purposes. We also estimated
that, on average, these refunds were delayed about 55 days more than
those refunds which were not examined.

Currently, when taxpayers submit their initial tax returns and claim a
refund, 1rs performs viarious math and validity checks before issuing the
refund. In most instances refunds of this type are issued within 45 days
of the due date of the seturn. Subsequently, certain returns are
examined to verify the correctness of reported revenues, credits. or
deductions. Should ks determine that a taxpayer owes additional taxes,
IkS sends the taxpaycr a ll. Taxpayvers may appeal the results of an
examination througls the ks appeals systemn or the courts,

Current IRs procedures for issuing refunds on amended returns, how-
ever, require that re1irns be completely reviewed and the information
proven correct before a refund is made. Some refunds require minimal
review and are paul g:1ickly, but others require additional information
or examination before the refund is made. IRs procedures require more
in-depth examination Hf returns that (1) claim refunds over a set dollar
amount, (2) claim certain types of deductions, (3) make changes to cer-
tain items. or (4) inyvoive particular tax issues.

The results of our samiple showed that significantly more time was used
to process returns that nceded more detailed examination. This resulted
in additional interest costs and delayed issuance of the refund. If ks
were to issue refunds before examining these returns, as it normally
does in processing ret inds claimed on original returns, interest costs
would be reduced and some taxpayers would receive their refunds
sooner. By issuing a refund before examination, ks could avoid paying
interest for the time ~pent verifying and investigating the return.

Recommendation We recommended that the Commissioner of Internal Revenue amend 1RS
procedures to provide for issuing certain refunds before making a
detailed examination of the refund claim. The criteria for making these
refunds should recognize the need for ks 1o continue to hold certain
refunds having a high potential for disallowance.
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Administrative
Changes Could Lead to
Earlier Resolution of
Tax Disputes

Appendix IV

Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those
Recommendations

(GAO,/GGD-86-75. 7/30,86)

Most taxpayers who disagree with the results of an IrS examination of
their income tax returns either request that their cases be referred to
IRS’ Appeals Division or bypass Appeals and file directly with the Tax
Court. Our study of how taxpayers resolved their disputes with IrS
showed that many taxpayers who initially bypassed IRS’ internal
appeals process and filed with the court eventually settled their cases
out of court with the Iks” Appeals Division.

In the seven IRS districts we visited, we estimated that (1) about $1.2
million in added IRs and court processing costs and (2) about $268,200 in
taxpayer filing fees were spent in fiscal year 1984 on cases that were
initially bypassed, but were ultimately settled by the Appeals Division.
We believe that some of these costs couid have been eliminated had the
Appeals Division had an opportunity to deal with these cases before
they were filed with the court. Our analysis of appeals officers’ opinions
in a sample of cases we reviewed indicated that more than one-third of
the taxpayers may not have fully understood the dispute resolution pro-
cess, including the potential benefits of seeking administrative resolu-
tions before filing with the Tax Court. We believe IrS could do more to
facilitate the early involvement of the Appeals Division in the case reso-
lution process by better informing taxpayers about the dispute resolu-
tion process and encouraging them to go to IRy’ Appeals Division before
filing with the Tax Court

Recommendation

Action Taken And/or
Pending

We recommended that the Commissioner of Iinternal Revenue revise the
language of 1S’ 30-day letter to taxpayers, various IRS publications, and
the information on the appeal procedures given to taxpayers by Irs audi-
tors and revenue agents. These changes should (1) emphasize the advan-
tages of going to the Appeals Division before filing with the Tax Court;
and (2) point out that, even if taxpayers bypass Appeals, the cases will
still be assigned to it for attempted settlement.

Iks agreed with the thrust of our recommendation to further inform tax-
payers about the advantages of exhausting appeals before petitioning
the Tax Court. IRS revised its publication entitled “Examination of
Returns, Appeal Rights, and Claims for Refunds” to include language
that explains the appeals process to the taxpayer in a more detailed
madnner.
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Appendix IV

Tax-Related Recommendations Made During
Calendar Year 1986 Lo the Treasury, IRS, and
BATF and Their Responses to Those

Recommendations
Actions Taken And/or IrS said that while it would issue instructions on how the information
Pending contained in a rate reduction request is to be evaluated, this is a subjec-

tive area that does not lend itself to uniform criteria. IRs also said that. it
would require the regions to more closely monitor the process to ensure
consistent treatment of applicants. In February 1987, Irs issued Internal
Revenue Manual Transmittal 4600-568, which provides broad guidelines
for district office personnel to follow in evaluating tip rate reduction
reports from employees and in monitoring the process.

Page 43 GAQ/GGD-88-13 Tax Policy and Administration



Appendix IV

Tax-Related Recominendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those
Recommendations

Actions Taken And/or IRs generally agreed with our recommendations and has initiatives

Pending underway that can be useful in developing and implementing an overall
strategy for reducing tip income nonreporting. For example, IRS pro-
vided its regions a list of establishments with potentially noncompliant
tipped employees and established a tip document matching program to
better identify tip income nonreporting. IS is also conducting a study
designed to provide information on compliance levels and the nature of
noncompliance and identify the establishments and geographical areas
that are most noncompliant. Results of the study will be analvzed and
corrective action will be considered when the study is complete.
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Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury. IRS, and
BATF and Their Responses to Those
Recommendations

that prohibit the timely installation of replacement processors or cause
the existing processors to experience capacity or reliability problems.

- Update existing and future work load projections and monitor the per-
formance of the communications processors and supporting mainframes
to ensure that these computing resources can fulfill the RS mission. Such
updates and performance monitoring should be conducted regularly
throughout the life of the systems.

Actions Taken And/or IkS has taken, or plans to take, the following actions in response to our
Pending recommendations:

« ks met with the House Committee on Ways and Means on several occa-
sions since the report was issued, and will continue to report significant
mstallation schedule changes to the Committee as recommended.

« Iks has developed contingency plans for the Data Communications
Processing Systems for cach service center for the 1987 processing
Season.

« 1rS has begun to implement procedures to review all coraputer services
work requests for system capacity impact. This analysis, along with per-
formance monitoring data. will be used to continuously update work
load projections and identify potential capacity problems.
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Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those
Recommendations

Actions Taken And/or
Pending

Monitor the performance of the installed mainframe computers to pro-
vide a baseline for determining whether the initiatives actually extend
the useful life of the existing mainframes and for evaluating alterna-
tives for meeting future ADP requirements.

Analyze the impact of the various work loads on the utilization of the
mainframe computers to effectively estimate and plan for future IrS ADP
requirements.

Report to the Subcommittee on Oversight, House Committee on Ways
and Means, any significant deviations or delays in the achievement of
the initiatives or any other factors that may jeopardize 1rS ability to
extend the useful life of its mainframes through 1991.

In December 1986, ks established a multifunctional task force to
develop a plan for providing adequate service center computer capacity
until 1992 and beyond

IRS has also implemented an [k§ Capacity Management Methodology
intended to (1) provide a baseline model that establishes and character-
1Zzes existing systems work loads, and (2) project the impact of antici-
pated work load growth on current systems capacity.

IRS intends to continue to report to the House Committee on Ways and

Means on its progress in extending the useful life of the service center
computer systems until implementation of the Tax System Redesign.
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Appendix IV

Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those

Recommendations
Actions Taken And/or IrS said that it was taking action to study the feasibility of implementing
Pending our recommendations. kS intends to complete its study by January
1988.
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Effect of Using the
Completed Contract
Method of Accounting

Appendix V

Summary of Information on Tax Matters
Reported to Congress During Calendar
Year 1986

(B-221074, 1/31/86)

This letter to the Honorable Lawton Chiles, U. S. Senate, was a supple-
ment to our report, entitled Congress Should Further Restrict Use Of
The Completed Contract Method (GAO/GGD-86-34, Jan. 17, 1986). The let-
ter contained seven tables of information on the effect that the use of
the completed contract method of accounting has had on the taxes paid
by large federal contractors during fiscal years 1980 through 1984,
These tables include information on the income and tax liability of the
top 20 defense contractors, illustrating how use of the completed con-
tract method has affected the dollar amount of taxes deferred.

Summary of Related
Action(s)

in their analysis of the tax implications of the continued use of com-
pleted contract method by major defense contractors. The use of the
completed contract method for tax-reporting purposes was severely cur-
tailed by the Tax Reform Act of 1986 (Public law 99-514, dated October
22, 1986). (See pp. 19 and 20.)
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Nonbusiness Interest
Deductions

Appendix V

Surmumary of Information on Tax Matters
Reported to Congress During Calendar
Year 1986

The House-passed tax reform bill (H.R. 3838) included provisions that
generally were designed to restrict the amount of nonbusiness interest
deductions other than mortgage interest. The data we presented in this
briefing report to the Honorable Bill Frenzel, House of Representatives,
shows that the potential existed for some homeowners to avoid these
proposed restrictions because they could use their home equity as collat-
eral to finance purchases of consumer items and nonbusiness invest-
ments, then deduct the related interest as home mortgage interest.

Summary of Related
Action(s)

The information in this briefing report was useful particularly to the
Senate as it conducted deliberations on the House-passed tax bill. The
House version of the bill contained a provision which was revised by the
Senate to reduce the potential that nonbusiness interest other than qual-
ified residence interest could be deducted. The Tax Reform Act of 1986
{Public Law 514, dated October 22, 1986 ) specifies that the amount
deductible as qualified residence interest consist of interest on debt that
does not exceed the taxpayer’s cost for the residence, plus the cost of
any improvements. [{ the debt exceeds the qualified amount, interest
still can be deducted 10 1he extent that the borrowed amounts incurred
after August 16, 1986, @re used for educational or medical purposes.
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Financial Cycles in the
Property/Casualty
Insurance Industry

Appendix V

Summary of Information on Tax Matters
Reported to Congress During Calendar
Year 1986

(GAO/GGD-86-56FS, 4/9/86)

This fact sheet to the Chairman of the House Committee on Ways and
Means contains four graphs that illustrate the property/casualty insur-
ance industry’s underwriting cycles. The graphs illustrate the industry’s
underwriting profit and loss cycle since 1967 (since 1945 for stock com-
panies) and show that the current loss cycle has been more protracted
than previous loss cycles.

Summary of Related
Action(s)

The information in this fact sheet was useful to the Committee in its
consideration of and revision to the tax laws as they affect the prop-
erty/casualty insurance industry. The taxation of the property/casualty
insurance industry was substantially changed by the Tax Reform Act of
1986 (Public Law 99-514, dated October 22, 1986). (See pp. 15 to 17.)
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Administration Trust

Fund

Appendix V

Summary of Information on Tax Matters
Reported to Congress During Calendar
Year 1986

(B-223617, 7/16/86)

In its version of the tax reform bill (I1L.R. 3838, as amended), the Senate
included a provision for funding Irs through a temporary trust fund
called the Tax Administration Trust Fund. [n our identical letters to the
Chairman of the Senate Committee on Finance and the Chairman of the
House Committee on Ways and Means, we noted that Gao has generally
not favored earmarking government revenues for special purposes
because doing so can lessen accountability for and control over such
funds. We also suggested that if Congress decided that earmarking was
necessary in IRS’ case, it should provide for maintaining control over the
trust fund through the congressional appropriations process.

a

ry of Related

These letters were available to the congressional conferees during tax
reform deliberations. The trust fund provision was stricken from the bill
by the conferees and was not included in the Tax Reform Act of 1986.
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Appendix V

Summary of Information on Tax Matters
Reported to Congress During (Galendar
Year 1986

Inf()rmati()n on IRS’ (GAQ/GGD-86-120BR. 7/31/86)

Automated Collection  his briefing report to the Chairman of the Subcommittee on Oversight,

System House Committee on Ways and Means, provides an overview of IR’
Automated Collection System (ACS)—a computerized system designed to
manage collection cases and to improve communications between Irs and
taxpayers. Specifically. the report presents (1) a description of IrS’ col-
lection system for obtaining delinquent returns and collecting delinguent
taxes, (2) a description of how ACS fits into RS’ overall collection system,
and (3) the results of Acs calls that we monitored and our case analysis
of how the system deposed the collection cases related to these calls.

Our analysis of the monitored calls showed that IrS generally treated
these taxpayers fairly when processing their cases on ACS. If a taxpayer
said IRS was in error, irs attempted to reconcile the problem before tak-
ing additional actions. Ir$™ actions to resolve the cases were generally
reasonable based on information available to ACSs personnel.

Summary of Related This briefing report provided the House Ways and Means Subcommittee

Action(s) on Oversight with insight into the operations of ACS and its responsive-
ness to taxpayer questions. In addition, the report was one in a series of
products that assisted the subcommittee in meeting its oversight
responsibilities.
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Summary of Information on Tax Matters
Reported to Congress During Calendar
Year 1986

Use of Book Income in ~ (B-223878,8/11/86)

the Proposed This letter to the Chairmen of the House Committee on Ways and Means
Corporate Alternative and Senate Committee on Finance synthesizes various analyses of the
s s Senate’s proposal to link the corporate alternative minimum tax to book
Minimum Tax income and evaluates the validity of arguments raised by those
analyses.
Summary of Related This letter was available to the congressional conferees during tax
Action(s) reform deliberations. The Tax Reform Act of 1986 (Public Law 99-514,

dated October 22, 1986) adopted a revised procedure for determining a
corporate alternative minimum tax.
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Excise Taxes on
Sporting Arms,
Ammunition, and
Archery Equipment

Appendix V

Summary of Information on Tax Matters
Reported to Congress During Calendar
Year 1986

(GAO/GGD-86-114FS. 8/12/86)

This fact sheet to the Chairman and Ranking Minority Member of the
Subcommittee on Fisheries and Wildlife Conservation and the Environ-
ment, House Committee on Merchant Marine and Fisheries, contains
information on the administration of federal excise taxes in four catego-
ries of sporting goods——pistols and revolvers, other firearms, shells and
cartridges, and bows and arrows. Qur primary focus was on (1) IrRS’ com-
pliance programs for excise taxes on sporting goods; (2) IrS’ and the
Department of the Treasury’s accounting procedures for sporting goods
excise tax receipts; (31 the accuracy of the Department of the Interior’s
1.8, Fish and Wildlife's estimates of future tax receipts; and (4) the size
of annual fluctuations in actual receipts.

IRS' statistical data showed that its Examination Division had estab-
lished an audit presence for excise taxes on sporting goods tax returns.
ks officials in 14 district offices said that they had not identified any
particular noncompliance trends or concerns. Additionally, 1rs’ Collec-
tion Division pursued a compliance project in fiscal year 1987 because of
a disparity between the number of sporting goods excise taxpayers on
IRS' Business Master File {about 793 per quarter in fiscal year 1985) and
the number of licensees as shown by BATF data (approximately 13,477 as
of September 30, 1986

IRS processes quarterly excise tax returns filed by taxpayers and trans-
fers these receipts to the Federal Aid in Wildlife Restoration Fund. The
fund is transferred to the Department of the Interior for subsequent
apportionment to states and territories.

Estimates by Interior have varied from actual receipts. To improve fore-
casting accuracy, Interior is considering using more data on the sporting
arms and ammunition industry.

For the b-year period 1981-1985, there were more annual declines in the
receipts than in previous b-year periods. Industry and government offi-
cials actributed these fluctuations to the depressed economic condition
of the sporting arms and ammunition industry.

éummary of Related
Action(s)

The information in this et sheet was useful to the House Subcommittee
on Fisheries and Wildlife Conservation and the Environment in its over-

sight of the funds earmarked for state wildlife conservation and hunter

education programs.
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Summary of Information on Tax Matters
Reported to Congress During Calendar

Year 1986
Choosing Among (GAO/GGD-86-91, 8/20/86)
COIlSU.mptiOIl Taxes This Ga0 staff study provides information on consumption taxes, which

are sometimes considered alternatives to income taxes in helping to
reduce the federal budget deficit. A consumption tax is levied on a tax-
payer’s expenditures for goods and services rather than on that person’s
income. Commonly known examples of consumption taxes are the retail
sales tax at the state and local level and excise taxes on alcohol, tobacco,
and gasoline at the federal level.

We prepared this study to provide the layman with a general overview
of consumption taxes and related issues. The study was intended to
acquaint the general public, Congress, and other interested parties with
the principal features of various consumption taxes, their relative
advantages and disadvantages, and some key questions and issues asso-
ciated with consumption taxes. The study contained no conclusions or
recommendations.

Summary of Related None.
Action(s)
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Summary of Related
Action(s)

Appendix V

mary of Infaormation on Tax Matters
Summary of Information on Tax Matters

Reported to Congress During Calendar
Year 1986

(GAO/GGD-86-140BR. 9/12/86)

This briefing report to the Joint Committee on Taxation discusses IRS’
increasing backlog of tax returns with tax shelter issues and the addi-
tional taxes and penalty adjustments that have been proposed for these
cases. Although RS has devoted considerable resources to identifying
and settling tax shelter cases, our data show that the overall backlog of
cases continued to increase. Furthermore, our data show that most tax-
payers disagreed with tax adjustments proposed by the Examination
Division. For example. taxpayers disagreed with the proposed adjust-
ments in 86,218, or 61 percent of the total 141,423 tax shelter returns

closed by the Examination Division in fiscal year 1985. These returns
involving disagreements accounted for $2.2 hillion in nronosed tases

MaViig MSaEsi T ALV A P40 L L PLURAJOUL LAATD

and penalties and contributed to the backlog of cases in Irs’ Appeals and
Tax Litigation Divisions.

ThlS briefing rep(nt was useful to the Joint Committee on Taxation in its

assessment of RS bac t\lug of tax returns with tax shelter issues.
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Benefits and Costs of
ESOP Tax Incentives
for Broadening Stock
Ownership

Appendix V

Summary of Information on T'ax Matters
Reported to Congress During Calendar
Year 1986

(GAO/PEMD-87-8. 12,29/86)

This report, the third in a series to the Honorable Russell B. Long, 1], S.
Senate, provided information on four issues dealing with Esors: (1) the
number of Esops, the number of participants covered by ESops, and the
value of assets in £sop trusts; (2) the factors associated with a com-
pany's decision to establish and continue in 80P, (3) the costs of ESOPS in
terms of federal revenies forgone; and (4) the degree to which ESOPs are
broadening the ownership of capital assets in the United States. From
our analyses, we estimated that as of March 1986, there were about
4,800 180ps active in the United States, and an additional 2,400 similar
stock bonus plans. As of 1983, Esors covered more than 7 million
workers, and held nearly $19 billion in assets. Employers established
Esops for a number of reasons, but by far the most commonly cited pur-
poses were to provide a benefit to employees, utilize the ESQP tax incen-
tives, and improve productivity. Employers maintained their plans
largely because they experienced specific advantages (especially
improved employec morale and tax savings), but usually no disadvan-
tages. The tax incentives for ESOPs cost an estimated $1.7 billion to $1.9
billion per year, or $12 1 billion to $13.3 billion over the period 1977-83.
These costs are high relative to the $19 billion in assets participants
have accumulated to date, apparently reflecting the dollar-for-dollar tax
credits permitted for contributions to some 150ps. Finally, Esops do
appear to broaden the degree of capital ownership within sponsoring
firms, but the small number of employees covered and the small per-
centage of all stock held by ESOP trusts put an upper limit on the extent
of overall expansion of ~-apital ownership in the United States associ-
ated with 1sors.

Summary of Related
Action(s)

The information in this briefing report was useful to Senator Long and
his staff in monitoring Esop 1ssues.
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Listing of GAO Products on Tax Matters
Issned During Calendar Year 1986

Title - Dae
Choosing Among Consumption Taxes (GAO/GGD86.91) ~ 08/20/86
No Improper Actions Found on IRS' Contract for Data Retrieval System 08/26/86
(GAC/IMTEC-66-338R) o B
Information on IRS’ Backlog of Tax Returns With Tax Shelter Issues Awamng 09/12/86
Settlement (GAQ/GGD-86-140BR) B
Tip Income Reporting Can Be Increased ( %(Eg@iﬁ 11)9) - 09/30/86
Selection Procedures Same for Foreign- Owned and Other U.S 10/12/86
Corporations (GAGQ/GGD-87-2) R
Thorough Testing and Work load Analyses Needed for IRS Processors 10/14/86
(GAO/IMTEC-87-3BR) e
IRS Must Better Estimate its ( omputer ‘Resource Needs 11/03/86
(GAO/IMTEC-87-5BR) S L

How IRS Ensures That Others Adequately Safeguard Tax Data 11/14/86
(GAD/GGD-87-13) - B
IRS Can Improve Its Collectior Procedures for Taxpayers Living Overseas 12/12/86
(GAQ/GGD-87-14) - .

Benefits and Costs of ESOP Tax Incentives for E Broadenmg Stock 12/29/86
Ownership (GAQ/PEMD-87-8)

Page 73 GAO/GGID-88-13 Tax Policy and Administration



Appendix VIII

Subject matter
Alien Nonfilers

Federal Excise Taxes on Sporting Arms,
Ammunition, and Archery Equlpment

Asgset Reversions to Employers Who
Terminate Overfunded Pension Plans.

Pension Plan Underfunding and iis Impact
on the Federal Policy for Insuring Private
Pension Benefits

IRS’ Efforts to Detect and Follow Up on
Business Nonfilers

Properly Accountlng for Taxes Earmarked
for Specific Trust Funds

Unreported Business Income

IRS’ Efforts to Process Federal Tax
Deposits Using Optical Character
Recognition Equipment

IRS’ Correspondence/ Adjustment
Program

* To determine the effectiveness of collection and accountmg

_ Objectives

To develop information on the extent of tax revenue losses resull\ng
from nanfiling and income underreporting by resident and

nanracident ahanc in the | inited States
NONTresIGent auens N ne uninea siaies

Month authonzed
February

To evaluate the effectiveness of IRS' efforts to identify and collect
taxes due on income earned by such alens

To evaluate the usefulness of iInformation documents IRS receives
from U S tax withholding agents concerning alen income

To evaluate the level and effectiveness of coordination among IRS.

State Department, Immigration and Naturalization Service, and Social

Secunty Administration concerring aliens in the United States

February
procedures for these laxes

To determine reasons defined benefit plans had excess assets at
termination

Migrchi

To determine why plans were terrminated and what types cof
replacement plans were provided

To determine the effect of guidelnes on employers termination and
_replacement decisions

To determine extent of pensnow plan underfundmg

i March
To determine major factors «oatnbuting to such underfund\ng
To |dent|fy ways for IRS to cost effectlvely and systematically detect

business nonfilers through matching information returns and other
IRS data sources

 April

To evaluate the effectiveness of IRS' procedures for following up on
identified business nom‘rlers

" To determine how IRS insures proper accountmg and reportmg of lax Apnl
receipts earmarked for vanous trust funds

To determine how IRS treats penalty and interest income associated
with trust fund collections

To determine how IRS monitors Treasury tax and loan accounts

To determine methods IRS uses to collect trust fund data

To evaluate IRS' efforts to defect unréported business income and

business nonfilers by implementing a business document matching
~ process

June

~ To determine whether proceSSnng of Federal Tax Deposn coupons s 'Ju'ly N
enhanced by encoding and, if so. whether opportunities exist to

ncrease the |nc1dence of enccding
To determine what causes tcix:)ayers to Correspond with IRS

September
To determine how responssve 138 15 to taxpayer inguines

To determine to what extent improper, incomplete, or unclear
responses cause repeated correspondence with the taxpayer

(contmued)
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GAO Order Relating to Audit Assignments
Involving Access to Tax Information

GaO FORM-179 (Aug. 72) O d
United States r e r
General Accounting Office E l
Operations Manugl
0135.1
L |
AUDTIT ASSIGNMENTS INVOLVING
ACCESS TO TAX INFORMATION
optenber Za, 14985
i
i
i
i
i
|
i
1
Distribution C, N, R,and § laitiated by- General Government Division
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Appendix IX
GAOQO Order Relating to Audit Assignments
Involving Access to Tax Information

0135.1

APPENDIX

APPENDIX

APPENDIX

APPENDIX

APPENDIX

Page 79

10.

11.

12.

13.

14.

September

CONDITIONS UNDER WHICH GAO WILL ACCEPT FROM THE
CONGRESS NAMES OF TAXPAYERS WHEN AUDITING IRS'
ADMINISTRATION OF THE TAX LAWS --=

SAMPLE FORMATS FOK ANNUAL REPORT - - ===

AUTHORITY TO AUDILT {RS, 31 Y.S.C. 713, AND ANNUAL REPORT
TO CONGRESSIONAL COMMITTEES, 31 U.S.C. 719(d} ------——----

GAO ACCESS TO TAX INFORMATION AUTHORIZED IN
26 U.S.C. 6103¢1)(7. —

PROCEDURES AND RECORDKEEPING TO SAFEGUARD TAX
INFORMATION IN 26 L.$.C. 6103(p)(1) THROUGH (p)(6) ———----

ii

24, 1885

Page

39

41

47
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Appendix IX
GAO Order Relating to Audit Assignments
Involving Access to Tax Information

0135.1 September 24, 1985

d. GAO Order 2752.1, Adverse Acticns.
e. GAO General Policy Manual, Chapter 6, Access to Records.
f. IRS Publication 1075, Tax Information Security Guidelines, (Rev. 7-83).

Publication 1075 may be obtained from the General Government Division's (GGD),
Tssue Area Coordinator for Tax Policy and Administration,

4. FORMS.

a. GGD Form 4, Tax Administration Disclosure Control Document
b. GGD Form 8, Record of Receipt
c. GAO Form ]0Q0A, Assignment Authorization/Continuation Sheet
d. GAD Foru 319, Actlioca Routiag Slip
e. GAD Form 393, Routing and Contrel Record

5. DEFINITIONS.

a. The term "tax information’ means returns, return iaformation, and tax~
payer return information as defined 1n 26 U.S.C. 6103(b), including information
provided to IRS by foreign goveraments under the exchange of iaformatioan arti-
cles of tax treaties. (See appendix 1 for statutory definition of “return,”
“"return iaformation,” and “taxpayer return information.”)

b. The term "program division” refers to any headquarters division that
initiates an assignment invelviag access to tax information.

6. DELEGATIOR OF AUTHORITY. In accordance with 31 U.S.C. 713(b)(2), the Comp-
troller General designates in writing every 6 moaths the GAO employees who are
to have access to tax Information. Authority is hereby delegated to

the Director, GGD, to make interim designations in writing, as necessary in
connection with any assignmeat. The authority to make interim designations is
redelegated to the Assoclate Director for Tax Policy and Administration, GGD.

7. GAD'S ACCESS YO TAX INFORMATIONR. Whether and how GAQ has access to tax
information on a given audit assignment is dictated by the source or iaftiator
of the work being done. 1In this regard, audit assignments are divided 1oto two
broad categorles: (a) assignments iaitiated at the request of tax writing com
mittees or other congressional committees with access authority and performed
with GAO employees as their designated agents and (b) self-initiated assignments
and request assigonments oot covered by (a). Furthermore, under either (a) or
(b), GAO may have access to information provided to IRS by foreign governments
under tax treaties, if those trearies specifically allow GAO such access. GAQ's
access authority under each category is subject to certaln limitatioas and
procedures that are set forth in rhe succeeding paragraphs. Refer questions
concerning GAO's accessibility 1o tax information for a particular assignment

to GGD's Issue Area Coordinator fr Tax Policy and Administration.
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8. INITIATING ASSIGNMENTS REQUIRING ACCESS TO TAX INFORMATION. There are vary-
ing notification procedures that must be carried out before GAO can cbtain
access to tax Informaticn, The procedures differ for (1) assignments conducted
as duly desi{gnated agents of tax writing committees ot other congressional com—
mittees authorized access to tax informatioan by a congressional resolution and
(2) self-initiated assignments and request assigaments not covered by (1). The
procedures also differ depending on the agencies involved ia the assignoment.

The Associate Director for Tax Policy and Admionlstratlion, GGD, is responsible
for coordinatiang the initfation of all assignments for which access to tax
information is required. The notification letters required to initiate aa audit
must be processed through the Associate Director or his/her designee, The gea-
eral policies and procedures pertaining to aotification letters follow. Before
preparing any written material, however, the initiating division discusses the
proposed assignment with the Associate Director for Tax Policy aand Admini-
stration. (See appeadix 3 for detatled information on the notification
procedures.)

a. Self-Initiated Assignments and Requests from Members of Corgress and
from Committees Not Authorized Access to Tax Information.

(1} Joint Committee Letter. The Joint Committee on Taxation must be
notified by the Comptroller General of each such assigoment and given 30 days to
evaluate GAO's need for access to tax information, The joiat committee can dis-
approve that access by a vote of two-thirds of its members within the 30-day
period. 26 U.S.C. 6103(1)(7)(c).

{a) At least 90 days before access to tax ileformation is required,
the program division prepares (1) a draft letter notifylng the Joiat Committee
on Taxation of the assignment and (2) a tentative agsignmeat justification (GAQ
Form 100A), Cite {n the notification letter GAO's audit and access authority,
describe the assignment's objective and scope, state GAO's need for access to
tax information, and 11lustrate that need by briefly describiag how tax
information will be used in meeting the assignment objectives. If the
aggignment is of the nature described i{n paragraphs 7a(2) or (3), also state in
the letter that in usiog tax {onformation and in formulating recommendations, GAOQ
will consider any potential 1mpact -n tax administration and taxpayer
confidentiality. 1If the assigoment i{s of the nature described in paragraph
7a(3), state in the letter that in evaluating 1ts need for access to tax
iaformation, GAO has considered the burdens that such access would impose on
IRS. (A sample letter appears la appendix 4.)

(b} The program division forwards the draft notification letter
and tentative GAO Form 100A to GGD's Issue Area Coordinator for Tax Policy and
Administration. Within 2 weeks, the issue area coordinator reviews those
documents and notifies the program division of any suggested changes. Oace
revised, 1f necessary, the notificatfon letter, still in draft, 1s returned to
the issue area coordinator for delivery to the staff of the joint committee. Tt
is our practice to send the draft lerter to the committee staff before seading
it officially to the committee so as to take advantage of the staff's expertise
and to identify any aspects of our natificatioa letter that should be
clarified. After the letter has been reviewed by the committee staff aand
revised, 1f appropriate, the program division forwards it, in final form, to the
Associate Director for Tax Poliry anl Adminfstration along with the draft GAO
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(b) The program division forwards the draft letter to GGD's Issue
Area Coordinator for Tax Policy and Administration for processing. The issue
ares coordinator notifies the program division of any supggested changes. The
program division forwards the letter, in final form, to the Associate Director
for Tax Policy and Administration for signature. The letter 1lacludes, as enclo-
sures, coples of the joint committee letter, the GGD Form 8, and the agency head
letter, and 1s dated one day after the date of the ageancy head letter. The
signed letter and coples are delivered to the reciplents identified in appendix
3. An additional letter is needed each time a new location is included ia an
assignmeat .

b. Assignments Conducted as Duly Designated Agents of Committees Authorized
Access to Tax Information. For these assignments only one letter is required, a
letter to the ageacy from which tax {information is to be obtained.

(1) As soon as a request letter is received, the program division must
prepare a letter notifylang agency officials of the assignment and the need for
access to tax informatioa. The letter cites the job code and the anticipated
work sites and {ncludes the request letter as an enclosure. Letters to IRS or
BATF should refer to the assignment as a study, analysis, or evaluaticn (rather
than a survey or teview); state the date that GAD plans to begin the assigament
(which must be at least 2 weeks after the date of the letter); and request that
appropriate officlals be notified of GAO's assigonment plans. (A sample letter
appears in appendix 8.)

(2) The program division forwards the draft letrer to GGD's Issue Area
Coordinator for Tax Policy and Administration. The 1ssue area coordlnator
notifies the program division of any suggested changes.

{3) If the letter is addressed to IRS or BATF, the program division
forwards the letter in final form to GGD's Associate Director for Tax Policy
and Administration for signature, Otherwise, the program division ts respoo-
sible for getting the letter signed. The signed letter and coples are delivered
to the reciplents identified {n appendix 3,

9. DESIGNATION OF GAD EMPLOYEES HAVING ACCESS TO TAX INFORMATION. GAQ employ-
ees are not entitled to possession of, knowledge of, or access to tax informa-
tion solely by virtue of the offtice or position held, Rather, access to tax
information within GAO is limited to those GAO employees who need to obtain
and/or review such {onformation in conjunction with an assigomeat described under
paragraph 7 and have been desiznated in writing by the Comptroller General or
his designee as having access tc such information. These written designations
are made before the start of assignmeots aand at certain specified intervals and
are not effective until they have been distributed to the appropriate congres—
slonal committees and agencles. The designations must include any GAO employee
who will need access to the tax information, including administrative staff,
attorneys, and other office personnel. Ta this regard, consultants can be
{ncluded on designation lists and thus authorized access to tax information only
{f they are classified as special government employees under title 5 of the

U.S. Code; they can not be fncrlvded if they are classified as independent
coantractors., GAO's policies an procedures for preparing and distributing
written designations follow.
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(2) The assoclate director delivers certifled copies of the initial and
updated lists to (a) the committee for which GAO 1s acting as an agent, (b) IRS or
BATF, if appropriate, and (c) the program division responsible for the assignment.
The program division delivers copies of the lists to agencies other than IRS and
BATF who will provide tax information as part of the assignment.

d. Program Division Responsibilities.

(1) For self-initiated assignments and assignments undertaken as agents
of the Joint Committee on Taxation, program division directors must advise GGD's
Issue Area Coordinator for Tax Policy and Administration, by the 15th of each
month, of the employees who are tc be added to or deleted from the prior month's
designation list. For assignments undertaken as an agent of the House Committee on
Ways and Means or the Senate Committee on Finance, program division directors must
advise the issue area coordinator, as soon as possible, of changes that are needed
to the designation list. For all assignments, directors should provide the full
name and title of the employee, tre assignment code, and, if applicable, the name
of the committee for which the emplovee is to act as an agent. This information
i8 needed for all headquarters, region, and staff office professional and admini-
strative employees who are to be assigned to or released from assignments requiring
access to tax information.

(2) Program divisions are responsible for assuring delivery of certified
copies of the lists to agencies, ther than IRS and BATF, that are to provide tax
information.

(3) Program divisions arz responsible also for assuring that tax informa-
tion 15 obtained and/or reviewed by only those employees who have been designated
by the Comptroller General or his designee as having access to such information.

10. RESTRICTIONS ON DISCLOSING TAX INFORMATION. The confidentiality of tax infor-
mation 1s closely protected by U.S. statutes. Unless specifically authorized,
government employees, including those of GAQ, are expressly prohibited from dis~
closing tax information. There are severe criminal and civil penalties for making
unguthorized disclosures. GAQ employees are responsible for protecting the confi-
dentiality of tax information and for preventing unauthorized disclosures.

a. Authorized Disclosures. GAO employees are expressly prohibited by statute
from disclosing tax information in a form that can be associated with, or otherwise
identify, either directly or indirecrly, a particular taxpayer except as provided
below. 26 U.S.C. 6103(4)(73(a , 31 1.5.C. 713(b)(3).

(1) Within GAO, tax iutormation may only be disclosed to employees who
(a) by virtue of their iovolvement in an assignment, have a need to examipe such
information and (b) have been designated as having access to the information under
the procedures set forth under paragraph 9.

(2) Outside of GAC, tax information mway be disclosed only to the Joint
Committee on Taxation, the Senate Committee on Finance, or the House Committee
on Ways and Means, but only when GAO is acting as a duly designated agent of one
of those committees and when thie committee for which GAC is an agent is sitting
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(c) On the last day of every month, the GAC staff at each work
location must forward a copy of the GGD Form 4 showing the month's postings to
the Associate Director for Tax Policy and Adminfistration, GGD, or to his
designee. If no disclosures were made during the month, a GGD Form 4 must be
forwarded reflecting that fact. If the agency disclosure officer at a
particular location requests a copy of the month's postings, it should be
provided.

(d) The GAO staff at each work location maintains the original GGD
Form 4s and coples of the agency's disclosure forms or other supporting records
in a separate folder at each work location until the audit work is completed.
At that time, the folder is sent toc the Assocliate Director for Tax Policy and
Administration, GGD, or to his designee.

(2) Tax Information Disclosed by GAO., As discussed under paragraph
10a{2), any requests for access to tax information made to GAO must be referred
to the Associate Director for Tax Policy and Administration, GGD, who is
responsible for responding to and accounting for such requests.

b. Controlling Access to Tax Information. GAO employees are responsible
for controlling access to tax informatlion in their possession. Program division
directors are responsible for ensuring that all GAO employees on assignments
within their areas of responsibility are famillar with the appropriate agency
standards regarding the safeguarding of tax information and the policies and
procedures set forth in this order. Any employee who'has knowledge of the loss
or possible compromise of any tax information must promptly report the circum—
stances to the Assoclate Director for Tax Policy and Administration, GGD, who
will take appropriate action.

c. Physical Control Over Tax Information. GAO employees are responsible
for maintaining physical control over the tax Information in their possession.
The tax {nformation must be controlled in a manner that 1is consistent with the
security standards set forth in IRS' Publication 1075, Tax Information Security
Guidelines, any additional standards established by the agency that provided the
information to GAO, and the policies and procedures set forth in this order.
Program division directors are responsible for ensuring that all GAO employees
on assignments within their areas of reasponsibility are familiar with all
appropriate physical securlty standards. For example:

(1) All workpapers anc workpaper bundles containing tax information
must be marked "access limited to GAO personnel designated for this assignment.”

(2) Computer files containing tax return information must be protected
against disclosure to unauthorized personnel when being processed at non-1RS
computer faclilities. The following safeguards must be adhered to:

(a) All magnetic media, files, reports, and related items must
remain under the direct control of an authorized GAO employee before, during,
and after processing.

(b) Tax information must not be left in the computer memory at the
end of processing. While tax data 1s resident in memory, access must be limited
to authorized applications.

10
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I
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aad veporting the results to the nead of the division or office involved and to
the Associate Director for Tax Policy and Administration, GGD. The iaspection
records are available for IRS' review upon request.

(3) The Assoclate Director for Tax Policy and Administration, GGD,
is responsible for summariziag the inspection results for inclusion in the
annual Safeguard Activity Report to IRS as required by 26 U.S.C. 6103(p){(&4)(E).
That report is also to Iinclude (a) information on significant changes in
safeguard procedures or authorized access to tax information during the year and
any changes or eanhancements to physical and computer security measures used to
safeguard tax information and (b} the identity of tax information disposed of
during the year aand the date and manner of destruction. By December 31 of each
year, program divisions should forward any information concerning the above tao
the Associate Director for Tax Policy and Administration for inclusicn in the
annual report.

e. General,

(1) The Comptroller General and all GAO employees will cooperate with
the Commiss{ioner of Internal Reveaue and the heads of other federal agencies in
implementing any additional controls or safeguards deemed necessary by the

Secretary of the Treasury to safeguard the confidentiality of tax informatton in
GAQ's possession. 26 U.S.C. &103(p)(4)(D).

(2) Program division directors refer any additional safeguard
procedures recommended by the Commissioner of Internal Revenue or the heads of
other federal agenciles for use within GAO to the Associate Director for Tax
Policy aad Administration, GGD, for review and approval.

12. BACKGROUNP INVESTIGATIONS AND OUTSIDE EMPLOYMENT. To be consistent with
IRS' requirements for its own internal auditors, it is GAQ's policy that any
employee having access to tax information be subject to the favorable completion
of a background investigation. It is GAO's poliey also that employees assigned
to Jobs iavolving access to tax iiformation not engage in outside employment
involving the preparation of tax returns.

13. ACCEPTANCE OF SPECIFIC TAXPAYERS' NAMES FROM CONGRESS. In accordance with
GAO's policy, GAQ audits of IRS' administration of the tax laws is normally
based on a random sampling from appropriate universes of tax information rather
than on a review of iaformation foar preselected taxpayers. The circumstances
and procedures uader which GAO will accept from the Congress names of specific
taxpayers are set forth in appendix 17.

14. NOTIFICATION OF COMPLETION OF CERTAIN ASSIGNMENTS. When GAO completes an
assigament of the nature described in paragraphs 7a{2) or (3), the Joint Commit-
tee on Taxation must be notified within 90 days. 26 U.S.C. 6103(L)(7){(B)(1i1).
In that regard, the program division, within 30 days after completion of an
asslgnment, prepares a letter to describe (a) the federal agency’'s use of the
tax information, (b) GAG's recommendations with respect to the federal agency's
use of tax information, and {¢) the impact of GAO's recommendations on the
confidentiality of tax informaticn and on the administration of the tax laws.
The division forwards the notification letter, in final form with an action
routing slip, through the Assoariate Director for Tax Policy and

12
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APPENDIX 1. DEFINITIONS OF "RETUEN,” “RETURN INFORMATION," AND "TAXPAYER
RETURN INFORMATION™ LOCATED IN 26 U.S.C. 6103(b)

1. RETURN. The term “return” means any tax or information return, declaration
of estimated tax, or claim for refund required by, or provided for or permitted
under, the provisicns of this title which is filed with the Secretary by, on
behalf of, or with respect to any person, and any amendment or supplement
thereto, including supporting schedules, attachments, or lists which are
supplemental to, or part of, the return so filed.

2. RETURN INFORMATION. The term ‘return information” means

a. a taxpayer's identity, the rnature, source, or amount of his income,
payments, receipts, deductions, exemptions, credits, assets, liabilities,
net worth, tax liability, tax withheld, deficiencies, overassessments, or
tax payments, whether the taxpayer's return was, is being, or will be
examined or subject to other investigaticn or processing, or any other
data, received by, recorded by, prepared by, furnished to, or collected by
the Secretary with respect to a return or with respect to the determina-
tion of the existence, or possible existence, of liability (or the
amount therecf) of any person under this title for any tax, penalty,
interest, fine, forfeiture, or othe: imposition, or offense, and

b. any part of any written determination or any backggound file
document relating to such written determination (as such terms are defined

in section 6110(b)) which is not open to public inspection under section
6110.

But such term does not include data in a form which cannot be assoclated with,
or otherwise identify, directly or indirectly, a particular taxpayer. Nothing
in the preceding sentence, or in any other provision of law, shall be construed
to require the disclosure of standards used or to be used for the selection of
returns for examination, or data used or to be used for determining such
standards, 1f the Secretary determines that such disclosure will seriously
impair assessment, collection, or enforcement under the internal revenue laws.

3. TAXPAYER RETURN INFORMATION. The term “taxpayer return information” means
return information as defined {n paragraph (2) which 1s filed with, or furnished

ta, the Secretary by or on behalf of the taxpayer to whom such return
Information relates.

14
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AGENCY

Federal, state,
and loeal
child support
enforcement
agencles

Federal, state,
and local
agencies that
administer the
Food Stamp
Program

Federal, state,
and local
agencies which
administer the

aid to Families

with Dependent

Children Program

Federal, state,
and local
agencies that
administer
the Medicaid
Program

Federal, state
aad local
ageancies that
administer the
Supplemental

Security Income

Program

Federal, state,
and local
agencies that
admlnister
assistance

programs in the

territories

Determination of

PROGRAM OR
ACTIVITY

Establishmeat and col-
lection of c¢hild sup-
port obligations

Determination of ellgi-
bility for, or the cor-
rect amount of, benefits
under the Food Stamp
Program

Determination of eligi-
bility for, or the
correct amount of,
benefits uander the
to Familles with
Dependent Children
Program

Ald

eligi-
bility for, or the
correct amount of,
benefits under the
Medicaid Program

Determination of eligi-

bility for, or the cor-
rect amount of, benefirs
under the Supplemental
Security Income Program

Determinaticn of eligi-~

bility for, or the cor-
rect amount of, benefits
under assistance pro-
grams in the territories

September 24, 1985

TYPE OF TAX
INFORMATION

Information from returns related
to income and dependents

Information from returns with
respect to wages, retirement
and self-employment income,
and

Information from returns with
respect to unearned 1ncome

Information from returns with
regpect to wages, retirement
and self-employment income,
and

Information from returns with
respect to unearned {acome

Informaticn from returns with
regpect to wages, retirement
and self-employment iccome,
and

Information from returans with
regpect to unearned incone

Information from returns with
respect to wages, retirement
and self-employment income, and

Information from returns with
respect to unearned income

Information from returas with
respect to wages, retiremeat
and self-employment income,
and

Informatioa from returns with
respect to unearned iacome
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26 U.5.C. 6103(1) and (m)

(1) Disclosure of Returns and Rerurn Information for Purposes Mther Than Tax Ad-
ministration,—

(1) Disclosure of certain returns and return information to Social Security Admin-
istration and Railroad Retirement Board.—The Secretary may, upon written request,
disclose returns and return informanon wath respect 10—

(A) taxes mposed by chapters 2, 21. and 24, to the Social Secunty Admumstra-
tion for purposes of its admirustranon of the Social Secunty Act;
(B) a plan to which part 1 of subchapter D of chapter 1 apples. to the Socal

Secunty Admunistration for purposes of carrying out its responsility under section

1131 of the Social Secunty Act, imuted, however to rsturn nformation described m
section 6057(d); and

(C) taxes imposed by chapter 22, to the Ralrcad Reurement Board for pur-
poses of its admnistration of the Railroad Retirement Act.

(2) Disclosure of returns and return information to the Department of Labor and
Pension Benefit Guaranty Corporation.—The Secretary may, upon written request,
furnish returns and retumn informauon to the proper officers and employees of the De-
partment of Labor and the Pension Benefic Guaranty Corporation for purposes of, but
only to the extent necessary in, the admumstration of utles 1 and IV of the Employes
Retirement Income Security Act of 1974

{3} Disclosure that applicant for federal loan has tax delinquent ac‘éoum.--

(A) In generai.—Upon wntien request, the Secretary may disclose to the head
of the Fedaral ageacy admunisienng any included Federal loan program whether or
oot an applicant for a foan under such program has a tax delinquent account

(B) Restriction on disclosure.—Any disclosure under subparagraph (A) shall be
made only for the purpose of. and to the extent necessary 1n, determining the cre-
ditwortbiness of the applicant for the loan in question.

(C) Included federal loan program defined.—For purposes of this paragraph,
the term “included Federal loan program”™ means any program—

() under which the Umted States or a Federal agency makes, guarantees, or
insures loans, and

(i1} with respect to which there is o eHect a determmination by the Director
of the Office of Management and Budget (which has been published m the Fed.
eral Register) that the application of this paragraph to such program will sub-
stantially prevent or reduce future delinquencies under such program.

@) Disclosure of returns and return wformation for use in personnel or claimant
representative matters.—The Secretary may disclose returns and return in{formation—
(A) upon written request—

G} to an employes or former employee of the Department of the Treasury,
of 10 the duly authonzed legal representative of such employee or former em-
ployee, wha is or may be a party to any administrative action or proceeding
affecting the personnel nghts of such employes or former employee; or

(it) to any person, or 10 the duly authortzed legal representative of such per-
son. whose nights are or may be affected by an admimstranve action or proceed-
ing under section 320 of utle 31, United States Code, soiely for use in the ac-
tiop or proceeding, or m preparation for the action or procaeding, but only to
the extent that the Secretary determines that such returns or return information
15 or may be relevant and matenal to the action or proceeding; or
(B) 1o ofhicers and employees of the Departmeat of the Treasury for use m any

action or proceechng described m subparagraph (A), or in preparaticn for such ac-

hon or proceeding, to the evtent necessary to advance or protect the interests of
the United States.

18
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(i) aud to families wath dependent children provided under a State pian ap-
proved under part A of utle IV of the Socal Secunty Act;

(u) medical assistance provided under a State plan approved under file X1X
of the Social Secunty Act,

(in) supplemental secunty mcame benefits provided under otle XVI of the
Social Secunty Act. and federally admimistered supplementary payments of the
type described m section 1616(a} of suchk Act (including payments pursuant to

eement entered nto under section 212(a) of Public Law 93-66);

(iv) any benefits provided under a State plan approved under utle I X,
XIV, ar X¥1 of the Social Security Act (as those titles apply to Puerto Rico,
Guam, and the Virgmn Isjands),

(v) unempioyment compensatu n provided under a State law descnbed
section 3304 of this Code;

{(v1) assistance provided uncer the Food Stamp Act of 1977, and

(vii) State-admimstered supplementary payments of the type descnbed in
section 1616(a) of the Social Secunty Act (ncluding pavments pursuant to an
agreement entered Into under sectom 217'ay of Public Taw 93-66)

(8) Disclosure of certain return .sformation by social security admunistration to
state and local child support enforcement agencies.—

{A) In general.-—Upon wrtten request. the Commussioner of Social Security
shall disclose directly to officers and empioyees of a State or local chuld support
enforcement agency return informanon from returns with respect to socal secunty
account numbers, net carmings from self-employment (as defined 10 secton 1402),
wages (as defined w section 312%a) or 3301¢a)), and payments of reurement in-
come which have been disclosed to the Social Secunty Admumstration as prowided
by paragraph (1) ar (5} of this subsecnon

(B} Restnction on disclosure —The Commussioner of Socal Secunty shall dis-
close return wformation under subparagraph {A) ooly for purposes of. and 10 the
exteént pecessary in. establishing and collecting child support obligations from, and
locanng, individuals owing such obligations For purposes of the preceding sen-
tence, the term “chid support obligatons” only 1ncludes obligations which are be-
ing enforced pursuant to a plan descnibed 1o section 454 of the Socal Securuty Act
which has been approved by the Secretary of Health and Human Services under
part D of utle IV of such Act

C) State or local chid support enfuicement agency -~For purpases of this par-
agraph, the term “State or locos child support enforcement agency” means any
agency of a State or poitnca) ~.-awisi n thereof operating pursuant to a plao de-
scnbed 1o subparagraph (b)

(%) Disclosure of alcohol fuel producers 1o administrators of state a!mhol laws.—
Notwithstanding any other prowision of this section, the Secretary may disclose—
(A) the name and address of any person who s qualified to produce aicohol
for fuel use under section 5181 and

(B) the locauon of any premmses to be used by such person i producing alco-
hol for fuel,
to any State agency, body, or commission. or is legal representative, which 1s charged

under the laws of such State with responsitnlity for admunistration of State alcohol
laws solety for use 1n the admimistration of such laws.

(10) Disclosure of certain iniormation to agencies requesting a reduction under
Section 6402(c) or 6402(d).—-

(A) Rewrn informaton from Internal Revenue Service.—The Secretary may,
upon recaving a written request. disclose to officers and employees of an agency
secking a reduction under section 6402(c) or 6402(d)—

(1) the fact that a reduction has been made or has not been made under
such subsection with respect 1o any person;
(ii) the amount of such reduction, and

(iis) taxpayer identfvinyg fornation of the person aganst whom a reduction
was made or not made
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(4) Individuals who have defauited on student loans.—

(A) In general —Upon written request by the Secretary of Education, the Sec-
retary may disciose the mailing address of any taxpayer who has defaulted on a
foan—

(1) made under part B or E of utle IV of the Higher Education Act of 1965.
or

(i) made pursuant to section 3(aj)(1) of the Migranon and Refugee Assist-
ance Act of 1962 to a student at an msutution of higher educanon.

for use only by officers, employees, or agents of the Department of Education for
purposes of locating such taxpaver for purposes of collecting such loan
(B} Disclosure to educational msotunons, etc —
Any mailing address disclosed under subparagraph (A)(:) may be disclosed by the
Secretary of Education to- -
(i) any lender, or any State or nonprofit guarantee agency, which s partici-
pating under part B of utle IV of the Higher Educanon Act of 1965, or
(i) any educational institution wath which the Secretary of Education has an
agreement under part E of title 1V of such Act.

for use only by officers, emplovees or agents of such lender, guarantee agency, or in-
stitution whose duties refate to the collection of student loans for purposes of locating
individuals who have defaulted on studeat loans made under such loan programs for
purposes af collecting such loans
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Appendix 3

APPENDIX S. SAMPLE GAC FORM 319, ACTION ROUTING SLIP

Y. 5 GENEMAL ACCOUNTING OFFICE
ACTION ROUTING SLIP

NAME DATE

Rssociate Ditector. GLo
1. (name of Associste Director for Tax Policy and Admin.)

Director, GGD
2. (pame)

3. 0OCR

4 Lomotroller Genela.
Associate Oirector GGD

s. (same name as irm b_ock 1)

ARMARKS

Please cal. &ssoclate Director's name) on
(telephare nummer) when letter is signed,
He will date

SAD PORM 319 (New Apr 4)

32
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Appeadix 7

APPENDIX 7. SAMPLES OF AGENCY HEAD LETTERS

The Honorable Roscoe L. Egger, Jr.
Commissioner of Internal Revenue
Department of the Treasury

Dear Mr. Egger:

Pursuant to the suthority graated us in 31 U.S.C. 713 and Section 6103 of
the Internal Revenue Code, we are conducting a study of the Internal Revenue
Service's Office of Chief Counsel. To effectively carry out our work, we will
need access to tax returns and return information.

Pursuant to the procedures noted in Section 6103 of the Code, we notified
the Joint Coumittee on Taxation on May 24, 1983 of our iatent to janitiate this
audit. Coples of our letter and the recelpt signed by the joint committee are
eaclosed.

Accordingly, this letter is to formally notify you of our audit and request
access o appropriate tax returns and return information. Mr. Norman

Stubeanhofer will be in contact with IRS to work out the arrangements for
obtaining the necessary Information.

Sincerely yours,

Comptroller General
of the United States

Enclosures - 2

34
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Appendix 8

APPENDIX 8. SAMPLES OF LIAISON LETTERS

Use this letter when assigmeent is self-initiated or being done at request of a
member of Congresas or a committee not authorized access to tax information.

Mr Rohert 1 Rehain
Me ROQDETYT L. nREDECLN

Assistant Commissioner (Inspection
Internal Reveaue Service

Deatr Mr, Rebein:

This letter is to notify you that the Information Management and Technology
Division of the General Accounting Office plans to initiate an audit (Job Code
510015) of the computer—based systems supporting IRS' information returns pro-
gram (IRP). The objectives in this regard are to determine (1) whether the IRP
computer~based systems contaln sufficient 1nternal controls to ensure accurate
and reliable data processing; (2) whether the curreat IRP computer—based systems
and document matching methodology are as efficient and effective as possible or
whether alternative computerized methodologies would be more efficleant and
effective; and (3) the potential impact that the Tax Equity and Fiscal Responsi-
bility Act of 1982 will have on the existing IRP computer-based systems
regardiag capaclty to process additional information returas.

On September 12, 1983, we notified the Chairman, Joint Committee on Taxa-
tion, of this audit and stated that to carry out the objectives, it would be
necessary for us to obtaln tax returns and return informatioan from the Internal
Revenue Service. Copies of that letter aad the joint committee's signed receipt
are enclosed. A copy of the Comptroller General's subsequent noti{fication
letter to the Commissioner 13 also enclosed.

We would like to begin work during the week of October 31, 1983. We plan
to visit the National Office; National Computer Center, Martinsburg; North
Arlantic Regioa, Andover Service Center; and Western Reglon, Fresno Service Ceon-
ter. If we need to expand to additional locatiocas, we will identify those for
you at a later date.

We would appreciate your advising appropriate officials of our plans. If
you have aoy questions conceraing this job please contact me on 275-6407 or Ted
Gonter of our Information Management and Technology Division on 275-4797,

Sincerely yours,

Johnny C. Finch
Senior Associate Director

Enclosures - 3

36
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Appendix 9 y i,
APPENDIX 9. SAMPLE GGD FORM 4, TAX
ADMINISTRATION DISCLOSURE CONTROL DOCUMENT
GGD Form 4 U S GEMNERAL ACCOUNTING CFFICE
(Rev 10/86)
TAX ADMINISTRATION
(sae instructions on back) DISCLOSURE CONTROL DOCUMENT
1 |MONTHLY REPORT FOR 2 |4oe cope
(MONTH AND YEAH)
3 fsusmITTED BY
NAME GAD DFFICE TELEPHONE
4 |C"'ECK IF APPROPRIATE [J THiS 1S THE FIRST AEPORT SUBMITTED BY THIS OFFICE
[0 THIS Wil L BE THE LAST REPORT SUBMITTED BY THIS OFFICE
5 | wie 8 DATE 7 LOCATION a , DESCAIPTION % | NUMBER
'Ng:" oF OF OF OF
MAGNETIC DISCLOSURE D61 OSURE DOC::JANIlENTS TAXPAYERS
MEDIA OBTAINEC ON
D DISCLOSURE
NUMBER FORM
10 |
TQTAL TAXPAYERS THIS MONTH
CUMULATIVE TQTAL FROM PREVIOUS MONTH
CUMULATIVE TOTAL Tr) DATE

38
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Appeadix 10

APPENDIX 10. CONDITIONS UNDER WHICH GAO WILL ACCEPT FROM THE CONGRESS NAMES
OF TAXPAYERS WHEN AUDITING IRS' ADMINISTRATION OF THE TAX LANS

1. STATEMENT OF PRINCIPLE.

a. GAO's policy is not to investigate and report on the tax status of
specific taxpayers identified for GAO by others. GAO officials articulated this
policy in testimony given before a congressional commlttee considering passage
of the bill which became Public Taw 95-125 (now codified at 31 U.S.C. 713):

"In performlng an audit of IRS, [GAO] would aot be
cancerned with the identity of individual taxpavers,
nor . . . would [GAO] impose [its] judgment upon that
of IRS 1in individual tax cases. [GAO] would examine
the individual transactions on a sample basis and only
for the purpose of evaluating the effectiveness of IRS'
operations and activities.”

In addition, the legislative tisrory of Public Law 95-125 indicated that

"The purpose of the legislation is to resolve , , .
the right of GAO to galia access to records necessary to
perform regular audits at the Service. . . .

“[The legislation] s rupulously safeguards the
privacy and iotegrity of income tax returns and
information from unauthorized disclosure.”

(H.R. Rep. No. 95-480)

b. 1n accordance with this policy, GAO audits of IRS' administration of the
tax laws will normally be based on a random sampling from appropriate universes
of tax information rather than on a preselection of individual returns. The
circumstances and procedures under which GAO will accept from committees and
Members of Congress the names of taxpayers suspected of incorrectly reporting
income, expenses, or deductions nn thelr returns are set forth i{n the guidelines
stated in the paragraphs below.

2. WORK DONE UNDER GAO AUTHORITY. When GAO initlates a review pursuant to 31
U.5.C. 713 and section 6103(1)(7) of the Internal Reveaue Code, tax information |
will be obtained by sampling from appropriate universes.

a. Receipt of Names from Tax Writing Committees and Appropriate Oversight
Committees or Subcommjttees,

(1} TIf the House Ways and Means Committee, Senate Finance Committee,
Joint Committee on Taxation, or comittees or subcommittees haviag a jurisdic~
tional interest in the administration of the tax laws have knowledge of possible
incorrect reporting of income, expeases, or deductions on returns by specific
taxpayers and want to provide the names of such taxpavers to GAO for audit pur-
poses, GAD will first suggest that they give the iaformation directly to the
Internal Revenue Service. Tf these committees stil1l want to give the raxpayers'

39
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Appendix 11

APPENDIX 11. SAMPLE FORMATS FOR ANNUAL REPORT

1. Sample format for open recommeadations to the Congress.

SELF-EMPLOYMENT INCOME REPORTED B-~137762
FOR CREDIT TOWARD SOCIAL SECURITY 8-9-73
BENEFITS ALTHOUGH TAX NOT PATID and
GGD-77-78
8-~-8-77

Summary of finding

IRS reports to the Social Security Administration the amount self-employed
persons desigonate ¢n their income tax returns as self-employment income even
though such persons may not have paid the applicable self-employment soclal
security tax. The self-employed person thus receives credit toward soclal
gecurity benefits even if that person has not made the required contribution.

Recommendaticn

We recommended that the Congress amend sectioa 205(c) of the Social
Securlty Act (42 U.S.C, 405(c)) to prohibit a persca from receiving credits
toward social security benefits if that person has not paid the required tax on

self-employed income.

Action taken and/or pending

During the 95th Congress, the Chairman of the Ways aad Means Oversight
Subcommittee introduced H.R. 12565, the "Self-Employment Tax Paymeants Act of
1978," which contained the substance of our recormendation. However, no acticn
was taken on the bill,

In 1979 the Chalrman of the Ways and Means Oversight Subcommittee relntro-
duced the bill which was renumbered as H.R. 5465 and was referred to the Subcom-
mittee on Soclal Security. The subcommittee did aot take action on the bill
during the 96th Congress. No further action has been taken,
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Appendix 11

3. Sample format for recommenda:ions made to the heads of federal agencies
concerning the administration of tixes and/or the use of tax information,

LIRS HAS NOT REVIEWED THE FINANCIAL HRD-~-82-13
SOUNDNESS OF THE TEAMSTERS' CENTRAL R-199238
STATES PENSION FUND 4-28-82

Summary of finding

ERISA requivres that employee pension plans satisfy minimun funding stan-
dards each year and that each plar submit an annual report and actuarial data to
enforce ERISA's minimum funding staadards.

Since 1975, the trastees of the Teamsters' Ceatral States Southeast and
Southwest Areas Pension Fund have had five actuarial valuations of the fund's
financial soundness., The last report, issued oa April 7, 1981, stated that the
current funding should satisfy ERISA's requirements and that the fund is operat-
iog on a sound financial basis. However, the actuary's report described some
problems and situations that could have serious financial implicatiocns for the
fund, Consequently, the actuary ‘ecommeaded that until the effects of deregula-
tion on the trucking industry and the Multi~Employer Amendments Act of 1980 can
be evaluated, the fund should adopt a conservative posture with respect to any
liberalizing of benefits. Moreouver, the actuary's April 1981 report showed rhat
the fund's unfunded accrued ltability for current and future pension benefits
was about $6.05 billien at January 1, 1980. 1In this regard, [RS needs to
closely monitor the financial status of the fund to assure that it, in fact,
meets FRISA's fundiag standards.

Recommendation

We recommended that the Commissioner of Iaternal Revenue direct IRS offi-
cials to closely monitor the fund's financlal operations to ascertain that the
fund meets the minimum funding standards of ERISA and, {f not, take whatever

action is needed to assure that the fuad meets the act's requirenents.,

Action taken aad/or pending

IRS stated that the fund's July 1982 annual report would be thoroughly
examined to eansure compliance wizh the minimum funding standards.

43
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APPENDIX 12. 31 U.5.C. 713, 71%d)

ADTHORITY TO AUDIT IRS (31 U.S.C. 713)

{2) Under regulations of the Comptroller General, the Comptroiler Gen-
eral shall audit the Internal Revenue Service and the Bureau of Alcohol.
Tobacco, and Firearms, of the Department of the Treasury. Aa audit un-
der this section does not affect a final decision of the Secretary of the Trea-

sury under section 6406 of the Internal Revenue Code of 1954 (26 US.C.
6406).

@)1 To carry out this section and to the extent provided by and only
subject to section 6103 of the Internal Revenue Code of 1954 (26 U.S.C.
6103)—

(A) returns and return information (as defined in section 6103(b) of
the Internal Revenue Code of 1954 (26 U.S.C. 6103(b}} shall be made
available to the Comptroller General; and

(B) records and property of, or used by, the Service or the Bureau,
shall be made available to the Comptroller General.

(2) At least once every 6 months, the Comptroller General shall designate
each officer and employee of the General Accounting Office by name and
title t0 whom returns, return information, or records or property of the Ser-
vice ot the Bureau that can identify a particular taxpayer may be made
available. Each designation or a certified copy of the designation shall be
scnt to the Committee oo Finance of the Senate, the Committez on Ways
and Means of the House of Representatives, the Committee on Governmen-
tal Affairs of the Senate, the Committes on Government Operations of the
House, the Joint Commiittes on Taxation, the Commissioner of Internai
Revenue, and the Director of the Burean.

(3) Except as expressly provided by law, an officer or employes of the
Office may make knowr information derived from a record or property of,
or in use by, the Service or the Bureau that can identify a particuiar taxpay-
er ohly to another officer-ar employee of the Office whose duties or powers
require that the record or property be made known.

ANNUAL REPORT TO CONGRESSIONAL COMMITTEES (31 U.S.C. 71%(d))

(d) The Comptroller Generai shall report each year to the Committess on
Finance and Governmental Affairs of the Senate, the Committess on Ways
and Means and Government Operations of the House of Representatives,
and the Joint Comrnittee on Taxation. Each report shall include—

{1) procedures and requirements the Comptroller General, the Com-
missioner of InternalRevenue, and the Director of the Burean of Alco-
hol, Tobacco, and Firearms, prescribe to protect the confidentiality of
returns and return informaticn made available to the Comptroller Gen-
eral under sectic1 T13(B)(1) of this title;

(2) the scope and subject matter of audits under section 713 of thus
tile; and

(3) findings, concius ons, or recommendations the Comptroller Gen-
eral develops as a result of an audit under section 713 of this title,
including significant evidence of inefficiency or mismanagement.

L_g,__“_________(____Aﬁ__gg,mﬁgg, a
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APPENDIX 14. PROCEDURES AND RECORDKEEPING TO SAFEGUARD

TAX INPORMATION IN 26 U.S.C. 6103(p)(1)
THROUGH (p)(6)

(p) Procedure and Recordkeeprag —

(1) Manner, time, and place of inspections,—Requests for the inspecuan or discio-

sure of 2 return or return injormaton and such mspection or disclosure shall be made

i such maoner and at such ume and place a5 shall be prescnibed by the Secreary
(21 Procedure.—

(A} Reproduction of returns.—A reproduction or certified reproduction of 2
return shall. upon wnrten request. be furmsbed 10 any person to whom disclosure
or wspecnion of such rerurn s authonzed under this secuon A reasonable fec may
be prescnbed for furnistung such reproducnion or cerufied reproducuon.

(B) Dhsclosure of return nformation.—Returm miormanon disciosed o any per-
son under the provisions of this nile may be provided 1z the form of wniten docu-
ments, teproductions of such documents, flms or photavmpressions, or electrom-
cally preduced tapes, disks. or rezords, or by any other mode or means which the
Secretary determipes necsssary or appropriate. A reasonable fee may be prescnbed
for furnishing such return mformation.

(C) Use of reproducnons.—Any reproduction of any return, document, or
other matter made (v accardance with this paragraph shall bave the same iegal sta-
tus as the ongnal, and any such reproducuon shall, if properly autheaticated. be
admussible in evidence ;m any judical or admimistratve procesding as if st were the
original, whether ar not the ongmal © in exstence.

(3 Records of inspection and disclosure.—

(A) System of recordkesping. —Except as otherwase provided by thus paragraph.
the Secretary shail maudtain a permanent svstemn of standardized records or ac-
counungs of all requests for inspecnon or disclosure of returns and return informa-
ton Gocluding the reasons for and dates of such requests) and of remrns and re-
turn infonmation inspected or disclosed under this secuon. Notwathstanding the
provisions of section 552a(c) of utle 5. United States Code. the Secretary shail oot
be required to maintun a record or accounung of requests for inspecnon or disclo-
sure of rerurns and return information. or of returns and return informanon -
spected of disclosed. under the authonty of subsections (c), (e}, (h)(1} (3)(A), or
(4), (IM4) or (TAXL), GO, (2, ar (6), (1H1), (KB, ££),(7), (8), (9), 4y, or {11),1m)
or (n). The records ar accountings required o be mamtained under this paragraph
shall be available for examnanon by the Joint Committes on Taxaticn or the Chef
of Staff of such jount commutier Such record or accounting shall also be availabie
for examination by such person or persons as may be, but only to the extent, au.

thorized to make such examinaton under secton 552a0c)(3) of nte S, Umted
States Code.

(B} Report by the Secretary —The Secretary shall, within %0 days after the
close of ecach calendar year. furmish to the Joint Comumutiee on Taxanon a report
with respect to, or summary of, the records or accountings described 1n subpara-
graph {A) in such form and coumimng such nformation as such joint committes
or the Chef of Staff of such joint_committee may designate. Such report or sum-
mary shall nct. however, mclude 2 recard or accounnng of any request by the
President under subsecnon (g) for, or the disclosure in response to such request of,
any return ot return information wath respect to any individual who. at the hme of
such request. was an officer or employee of the executive branch of the Federal
Government. Such report or summary, or any part thereof, may be disclosed by
such joint committee to such persons and for such purposes as the jont committes
may, by record vote of a majority of the members of the jont committee, deter-
mine.
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(5) Report on procedures and safeguards—~After the close of each cajendar quar-
ter. the Secretary shall fumish to sach commurtes described m subsection (IX1) 2 re-
port which describes the procedures and safeguards established and utlized by such
agencies, badies, or commussions and the General Accounting Office for ensunng the
confidennality of returns and ceturn informanoe as required by thus subsecton. Such
report shall also describe nstances of defictencies in. and faiure to establish or utthze,
such procedures.

{6) Audit of procedures and afeguards.—

(A)  Audit by Compuoiler General.—The Comptroiler General may audit the
procedures and safeguards established by such agencies. bodies, or commussions
pursuant to this subsection o determine whether such safeguards and procedures
meet the requrements of this subsection and ensure the confidentiality of returns
and return informaton The Comptroiler General shall notify the Secrewary before
any such audit 15 conducied.

{B) Records of nspection and reports by the Compuoller General —The
Comptrofler General shall—

i) mmntun 2 permanent system of standarchzed records and accounung of
returns and retum information nspected by officers and employess of the Gea-
eral Accounting Offics under subsection @{(7XANu) and shall, within 90 davs
after the close of each calendar year, furmsh to the Secretary a repart with re.
spect o, or summary of. such records or accountings w such form and contun-
ing such informanion as the Secretary may prescnibe. and

(i) furmsh ap apnual repart to 2ach commirtes described 1n subsection ()
and to the Secretary serting forth s findings with respect to any audit con-
ducted pursuant to subparagraph (A)

The Secretary may disclose to the Joint Committes any repont Farnished to um
under clauss ().

=1
{Reverse Blank)

e Page 131 GAO/GGD-88-13 Tax Policy and Administration




Requests for copies of GAO pubiications should be sent to:
U.S. General Accounting Office

Post Office Box 6015

Gaithersburg, Maryland 20877

Telephone 202-275-6241

The first five copies of each publication are free. Additional copies are
$2.00 each.

There is a 256% discount on orders for 100 or more copies mailed to a
single address.

Orders must be prepaid by cash or by check or money order made out to
the Superintendent of Documents.



United States
General Accounting Offic
Washington, D.C. 20548

Official Business
Penalty for Private Use $300

Address Correction Requested

RS Y

[ ——

First-Class Mau
Postage & Fees Paid
GAO

Permit No. G100







Appendix IX
GAQO Order Relating to Audit Assignments
Involving Access to Tax Information

—_— -

0135.1 September 24, 1885
Appendix 14

(C) Public report on disciosures.—The Secretary shall, within 90 days after the
close of each calendar year. furnish to the Jomi Comemittes on Taxation for disclo-
sure to the public a report with raspect 10 the records or accountings described in
subparagraph {A) which—

i) provides wth respect 1o each Federal agency, each agency, body, or com-
mission described 1 subsecnion {d), GIG)BIG), or (MH6). and the General Ac-
counting Office the aumber of-—

(1} requests for disclosure of returds and retumn information.

(II) instances 1n which returns and retum information were disclosed
pursuant to such requests or atherwse.

(If[} taxpayers whose returns. or return informanon with respect lo
whom, were disclosed pursuant to such requests, and

(i) describes the generai purposes for winch such requests were made.

4} Safeguards.—Any Federal agenct descnbed m subsection (h)(Z2), (h)(6), (1),
@) (3% or (S) (1) or 2), (111, ), (3), (5), (10} or {11) or {o#(1), the General Ac-
counting Office, or any agency, body, or comnussion descnbed m subsecnon (d),
Q3B or {1)6), (7), (8). or (9) shall. as a condinon for receving returns or return
information—

(A) esuablish and mamtan, to the sausiaction of the Secretary, a permanent
sysiem of standardized records with respect to any request, the reason for such
request, and the date of such request made by or of 1t and any disclosure of retumn
or return informaton made by ar to i,

} (B) establish and mamtais, to the sansiaction of the Secretary, a secure aren or
place in which such rerurng or return informaton shail be stored;
‘ (C) restrict, to the sausiacuon of the Secretary, access to the retumns or return

informaton only to persons whose dunes or responsibuines require access and to
whom disclosure may be made under the provisions of this nule

(D} provide such other safeguards which the Secretary derermunes (and which
he prescribes in regulatnions) t¢ be necessary or appropriate to protect the confiden-
dality of the returns or return informanco;

(E) tumish a report to the Secretary, at such ume and contaimng such wforma-
tion as the Secretary may prescribe. which desciibes the procedures established and
utilized by such ageacy, bady, or commssion or the General Accounting Office for
ensuring the confidentiality of returns and rerumn information required by this para-
graph; and

(F) upon complenon of use of such returns or refury information—

in the case of an agency, bodz. or commyssion described in subsection
), GUBX), or (2)(6), (7), (8), or (9) return to the Secretary such returns or
return information (along with any copies made thersfrom) or make such re-
turns ar returo information undisclosahle in any manner and fumish a written
report to the Secretary describing such manner; and
(ii) in the case of an agency descnibed in subseemions (BX2). (RY6). GY(1), (2),
(31, or (5), G}1) or (), (D), Q) G (5), (10), or (11) or {oX1), or the Gen-
eral Accounnng Office, either—
() return to the Secretary such returns or return information (along wath
any copes made therefrom),
(1) otherwise made such returns or return informanon undisclosable. or
(I11) to the extent not so returned or made undisclosable. ensure that the
conditions of subparagraphs (A), (B), (C). (D). and (E) of this paragraph
continue t0 be met with respect to such returns or rerurn information,
except that the conditions of subparagraphs (A), (B), {C), (D), and (E) shall cease to
apply with respet to any setwrn or rerurn information if. and to the extent that, such
reture or return informanon is disclosed 1 the course of any mudicial or admimstrative
proceeding and made 2 part of the public record thereof. 1f the Secretary determines
: that any such agency, body, or commussion or the Generai Accounting Office bas
failed to, or does pot, meet the requirements of thus paragraph, he may, after any pro-
ceedings for review established under paragraph (7), take such actions as are necessary
to ensure such requireroents are met, including refusing to discloss returns or return
information to such agency, body, or commission or the General Accounting Offics
until he determines that such requirements have been ar will be met. In the case of
any agency which reccves any mailing address under subsection (m)(2) or {4) and
which discloses any such mailing address to any agent. this paragraph shall apply to
such agency and each such agent (except that, i the case of an agent, any report to
the Secretary ot otber action wath respect to the Secretary shall be mads or taken
through such agencv).

Ai)
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APPENDIX 13. GAD ACCESS TO TAX INFORMATION AUTHORIZED

IN 26 U.S.C. 6103(1)(7)

vy CompiTuiler Geaeral,~-

(A) Retums available for inspection —Except as provided m subparagraph (C),
upon wntten request by the Comprrofler General of the United Stares, returns and
return 'oformation shall be open to inspection by, or disclosure to, officers and em-
ployees of the General Accounung Office for the purpose of, and to the extent nec-
essary n. making—

() an audit of the Internal Revenue Service ur the Bureau of Alcohol. To-

bacco and Firearms which may be required by secton 713 of utle 31, Umited
States Code. or

(i} any audit authorzed by subsection {p}6),

except that no such officer or employee shall, except to the extent authorized by sub-
secnion () or (p)(6), disclose 10 any person. other than another officer or employee of
such office whose offical duties requre such disclosure. any return or return informa-
tion described 1o section 4424(a) 1 a form which can be associated wath, or otherwise
identify, directly or indirectly, z particular taxpayer, aor shall such officer or employee
disclose any other rerurn or return information. except as otherwise expressly provided
by law. to any person other than such officer or emploves of such office i a form

which can be assoctated wzh, or othermse dentify, directly or indirectly, a parocular
taxpayer.

(B} Audits of other sgenaies —

i) o general -—~Notiung in ths section shall profubit aoy return or return
information obtained under ths ntle by any Federal agency (other than an
agency referred to 1n subparagraph (A)) for use n any program or activity from
bang open to inspecnon by, or disclasure to, officers and employees of the Gen-
eral Accounting Office \f such mspecnion or disclosure is—

(I} for purposes of, and to the extent pecessary in. making an audit au-
thonzed by law of such program or activity, and

(II) pursuant to z wntlen request by the Comptroller General of the
United States to the head of such Federal agency
G Informatcn from secretary —II the Comptroller General of the Umited

States determines that the returns or retwrn informancn available under clause
{i) are not sufficient for purposes of making an audit of any program or activity
of a Federal agency {other than ap agency ceferred o0 in subparagraph (A)),
upen written requast by the Comptroller General to the Secretary, returns and
return information (of the type authonzed by subsection (1) or {m) to be made
avallable to the Federal agency for use in such program or activity) shall be
open to inspection by, or disclosure to, officars and employees of the General
Accounting Office for the purpose of. and to the exent necessary i, making
such audn.

(i) Requrement of notfication upen complenon of audit.—Withia 90 days
after the compleuon of an audit wath respect to which returts or return infor-
mation were opened to mspection or disclosed under clause () or fin), the
Coraptroller General of the United States shail notfy in wntng the Joint Com-
muttee on Taxation of such complenon. Such notice shall include-—

(I} & description of the use of the returns and return information by the
Federal agency 1ovoived,

(I1}) such recommendatons with respect to the use of returns and return
information by such Federal agency as the Comptroller General deems ap-
propriate, and

(H1I) a statemnent on the unpact of any such recommendanons au confi-
dentiality of returns and return information and the administration of this
title.

(iv) Certain restncsions made applicable.—The restrictions contained i sub-
paragraph {A) on the disclosure of any returns or return information open to
inspection or disclosed under such subparagraph shall alsp appily to returns and
return informanon open "o mspection or disclosed under this subparagraph.

{C) Disapproval by Joint Committee on Taxation.—Returns and return infor-
mation shall pot be open 1o inspectior or disclosed under subparagraph (A) or (B)
with respect to an audit —

() wnless the Comptroller General of the United States potfies in writing
the Joint Committee on Taxation of such audit, and

Gi) i the Jomt Committer on Taxation disapproves such audit by a vote of
at least two-thirds of s members within th  30-day period beginning on the
day the Jomt Commutter 00 Tatration recaves such notice.

an
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6. Sample format for scope and saubject matter of audits requiring access to tax

information initiated duriag the year,

SCOPE AND SUBJECT MATTER OF

JOBS INITIATED DURING 1982

PURSUANT TO 31 U.S8.C. 713

Subject matter

IRS Taxpayer Assistaace

Objective/scope

Tn obtain information

Month started

January

en who uses IRS as-
sistance and what as—
<ivtance the users or
taxpayers in peneral

need.,

To evaluate the

resulting data to deter—
mi e how TRS could use
.t3 limited resources more

cfractively,

Mult {-Employer Pension
Plan Amendments Act
of 1980

To assess the impact of
the act and 1its provisions
a0 (1) participants, bene-

January

fliclaries, employers, em~
ployee organizations, and
other affected parties, and
{2) the self-sufficiency of
the {onsurance fund estab-
lished to guarantee pay-
meant of basic benefits of
{rsolveat multi~-employer

plansg,

T address the usability
of multi-employer pension
p.an data maintalned by

the government.

T> monitor efforts of IRS,
Labor, and Pension Benefit
Guaranty Corporation to
administer the act.

To assess effects of the
basic withdrawal liabil-
ity provisions of the act.
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4. Sample format for reports on tax matters.

REPORTS ON TAX MATTERS ISSUED DURING 1982

Title Date

Legislative and Administrative Changes to
Improve Verification of Welfare Recipients'
Income and Assets Could Save Hundreds of
Millions (HRD-82-9) 1/4/82

Excessive Specificaticns Are Limiting
Competition for IRS Special Design Tax
Return Folders (GGD-82-61) 3/24/82

Investigation to Reform Teamsters' Central
States Pension Fund Found Inadequate
{HRD-82~-13) 4/28/82

The Federal Government Can Save $1.7 Million
Annually by Elimfoating Strip Stampe
(GAO/GGD-B2~60) 5/1/82

Uncertainties about the Definition and Scope
of the Property Concept May Reduce Wiadfall
Profit Tax Revenues (GAD/GGD-82-48) 5/13/82

Key Issues Affecting State Taxatlion of
Multi-jurisdictiocnal Corporate Iancome Need
Resolving (CAO/GGD-B2-38) 7/1/82

Impact of the Paperwork Reduction Act on
the Internal Revenue Service's Ability
to Administer the Tax Laws (GAO/GGD-82-90) 7/6/82

Compilation of GAO's Work on Tax Administration
Activities During 1981 (GAC/GGD-82-82) 1/22/82

Further Research into Noncompliance is Needed
to Reduce Growing Tax Losaes (GAO/GGD-82-34) 7/23/82

Changes to Appeals Process Could Improve

Settlements and Iacrease Taxpayers'
Satisfaction (GAQ/GGD-82-54) 7/28/82

44
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2. Sample format for legislarive action taken duriag the year on
recommendations.

DELINQUENT TAXPAYERS DUE REFUNDS GGD~-79-69
ARE NOT PENALIZED FOR FILING LATE B-137762
7-11-79%

Summary of finding

Section 6651(a) of the Internal Revenue Code does not encourage nonfilers
due refunds to file on time because they are not penalized for filing late.
Late filing penalties are assessed only on nonfilers who owe taxes.

Recommendation
We recommended that the Congress amend section 6651(a) of the Internal
Revenue Code to provide for a simllar late filing penalty on nonfilers due

refunds.

Action taken and/or pending

The Tax Equity and Fiscal Responsibility Act of 1982 adopted our recommen—
dation by providing for a penalty when an income tax return is not filed within
60 days of the due date, whether or not taxes are owed.

42
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names to GAO, GAQ will accept them upon receipt of a letter signed by the chair-
man of the committee or subcommittee or by the Chief of Staff of the Joint
Committee on Taxatlion.

(2) GAD will not accept taxpavers' names for audit purposes from any
other congressional committee or Member. GAO will advise other committees and
Members that they should send the nawes directly to the Internal Revenue
Service.

b. General Operating Procedures.

(l) GAO may analyze the tax Iinformation provided to it by the tax
writing committees or by committees or subcommittees having a jurisdictional
interest in the administration of the tax laws to gain a better understanding of
the issues involved in an ongoing or planned review GAO mlight make of the way
I[RS adminlsters the tax laws.

{2) GAO will not intentionally incorporate any names or information so
provided iato any samples it draws to carry out its audits of IRS' administra-
tion of the tax laws, However, if such names are selecred as part of a random
szmpling of appropriate universes, GAO will analyze the circumstances of that
taxpayer in the same way it would for all taxpayers so selected.

(3) GAD will not report or disclose to anyone outside of IRS or GAQ the
names of taxpayers iacluded ia 1ts samples or any information on sampled
taxpayers. Nor will GAO advise anyone who gave 1t taxpayers' names or any
information obtained by GAO abour those taxpayers.

(4) The disclosure restrictions cited above are consistent with the
December 15, 1977, coacluslon of the GAO General Counsel that:

"+ « » except whea we act as ageats of a committee
or subcommittee pursuant to sectioan 6103(f)(4), we
do not believe that section 6103 authorizes us to
disclose to a committee or subcommittee of Congress
any tax return or 2ay return laformation obtained
duriag the course »f a self-initiated audit of IRS.,”

3. WORK DONE UNDER COMMITTEE AUTHORITY.

a. When designated by the House Ways and Meaans Committee, Senate Finance
Committee, or Joint Committee on Taxatioa pursuant to section 6103(f)(4) of the
Internal Revenue Code, GAO can accept the names of taxpayers from gsuch commit-
tees and repott back information o1 such taxpayers to those committees. GAO can
do the same when designated by other committees acting pursuant to an appropri-
ate congressional resolution under the provisions of sectlon 6103(f){(4) of the
Internal Revenue Code.

b. However, evean in these cases Lt i3 GAO policy to encourage the above-
mentioned committees to provide the names of specific taxpayers directly to the
Ianternal Revenue Service 1f there s any susplclon on the committees' part that
the taxpayers have Incorrectly reported income, expenses, or deductions.

40
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INSTRUCTIONS FOR GGD FORM 4

GO0 FURM 4 INSTRUCTIONS

Genaral instroctlons:

GAO 's raguired by 26 U.5.C. 61C¥ipt "~ naintarn a permarent system of records to eccount for all disciosures
ot tax Information made to I+, To meet th s requirement, GGD Form 45 must be complated by esch GAD locat ion
particlpating in a job for which GAO was suthorized access to tax informatlon. A Jocation shoyld submit [ts 1irst
Form 4 to cover the month In which It started working on the job or the month [n «hich GAD was authorlized access to
tax Information for that job--whichsver comes |ater. For purposes of Form & rapor tlng, the date of GAO's eccass to

tax Information wiil be the date the agency s notifled of our nesd for sccess pursuant to subsection B{e)(2) or
Bip) of GAO Ordar 0135.1. A form 4 snould bm submitted sach month thereafter, evan 1f there have been no
dlgclosurns, until a {ocatlen's particisat'or In the |ob ceases. Forms are to be prepared by GAD (not agency)
ocation., For axempls, It & reglonal office obtalns tax Informet lon from severa) sgency locetlans during rhe momth,
al* of those disclosures should ba recorded ¢ ong Form 4. The different locations from which the Information was
recelved wil! be (dentlfied in block 7

Speclfic Imstructions.

Blocks 6 through 9 shouid be compreted sing information provided on the agency dlsclosure form, ! availsole.
14 you belleve that an #gency has provided GAD with tax [ntormatlon but you have ~ecaived no dlsclasure form, you
must stl'| record that disclosurs on Form 4. Just note in biock 5 thet a form was "Mat Provided” and compiets the
rest of Form 4 ns required. Dependiag on the circumstances, you may wish to pursue the matter with the agency. |f
thers were no disclosures during the montt, ompiets blocks | through 4, write "NONEY across the middie af the form,
and comp lete box 10.

, Block | Indicate the month and yea- tD.erec by the report.

Block 2 Provide ths job code. Nots * two or more [obs will raly an the same disclosure (use tha same
sampls ot returng, for awemptal, the disclosure should be reported on the Form 4 for esch Job code with
approprlate cross refesrence o the >ther jobis) for which the disclosurs was rlpor*od sa that the Disclosure
Acoounting Coordinator wiil not doud: & ~ount 11 devaloping summary dats.

Block 3 Provide the name, iocat@on, anc telephone number of the perscn submitting the report.

Block 4 Check elther box, 1f mppropr 1ate.

Block % The sgency disclosure forms ahc The orlginal Form 4s should be maintalned 1n a separats workpsper
bundla. The workpaper index shouldg orrespond to the workpaper on which the relevant agency dl(sciosure form |s
mounted. Dacsuse dlsclosure forms o e ot provided when disclosures ars msde vla magnatic media, such
dlsclosures should ba ldentifisgs In ploik 3 by the uniqus |.D. numbar assoc)eted with the tape reel, etc. Af
. Job's end, forward workpaper bundies cuntaining the Form 4s and the agency disclosure documents to the
Dlsclosure Accounting Coordinator at 3G{'s lax Pollicy and Admin|stration audlt site.

Block 6 Record the disclosurs date prosided on the agency disclosure form, which should be the date GAC
racaivad the taxpaysr Information.

B Block 7 Provide the agsncy (e.3., 1t4 SS5A  and iocation (e.g. Beltimors District Office), where the fax
dlsclosure was made.

Block 8 Provide a genersl dascr g+l.r 1f the documents obtalned (e.g. tax returns, transcripts,
corréspondence, sudit case fllesl. t "ha nformation whs provided on wagnet|c medle, such a3 & computer taps,
indicate this tact and provide a maghet ¢ media |dentification number in block 5.

Block 9 Recora the number of taxpaysrs on *he agenty gisclosurs form. Generslly, esch 1ine on the Form 4
should correspond to ons sgency d'sclosurs form. Howsver, |1 an sgency gave you simliar information on saveral
persons on the seme date but chosa t- prepare s separste dlaclosure fors for each person rather then recording
all the disclosures on ome form, you <mn, 11 the interest of brevity, combire the [(nformation 4rom all the
agency forms on one tine on the Form 4

Block 10 Total the numsber of taxpayet 3.5CI0tures ¢uring the month of the report. Record the "Cumulative

Total to Date™ from the previous marth 3 report. Add thess two llgures and record the updated Cumulative Total
to Date.

I
|
t
|
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Use this letter when assigmment is conducted as duly designated ageat.

Mr, Robert L. Rebein
Asgsistant Commissioner (Inspection)
Internal Revenue Service

Dear Mr. Rebein:

This letter is to notify you of our fatent to conduct a study of the use of
the research and experimentation tax credit at the request (copy enclosed) of
the House Committee on Ways and Means (Job Code 268189). Our work, which will
be conducted pursuant to section 6103(f)(4)(A) of the Internal Revenue Code,
pertains to sectlon 44F which provides a 25-percent income tax credit for cer-
tain incremental research and development expenditures related to a trade or
business, The Committee would like GAO to provide Information and data on the
(1) characteristics of users of the credit and (2) specific purposes for credic-
related research and development expenditures. To carry out this work, we will
need access to tax returns and return information.

Our work will be done at IRS' National Office, itncluding the Office of
Chief Counsel; its Midwest, Southeast, and Central Reglonal Offices; its Detroit
data center; and irs service centers In Chamblee, Kansas City, and Cincinnati,
We also plan to carry out work at IRS district offices in Atlanta, Birmingham,
Chicago, Cincinnati, Cleveland, Columbia, Des Moines, Detroit, .Jacksonville,
Milwaukee, S5t. Louis, and Springfield. If we need to do work in other
locations, we will ideantify those locations for you at a later date.

We plan to fnitiate thls study oa March 5, 1984. We would appreciate your
ootifying the appropriate offictals of our plans. If you have any questions,
please call me at 275-6407. Thank vou for your cooperation.

Sincerely yours,

Johany C. Finch
Senior Associate Director

Enclosure

37
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credited earnings on individuals’
amounts.

iateat to initiate this study.
the joint committee are enclosed,

September 24, 158%

The Honorable Martha A. McSteen
Acting Commissioner of Soclal Security
Department of Health and Human Services

Dear Mrs. McSteen:

Pursuant to the authority granted us by Section 6103 of the Internal Reve-
auve Code, we are initiating a study of the effects of uacredited or erronecusly
Social Security eligibility and benefit

To effectively carry onut our work, we will need access to tax returns
and tax information.

We notified the Joint Committee on Taxation on August 23, 1984, of our
Coples of our letter and the receipt signed by

0135.1
Appendix 7

Accordingly, this letter is to formally notify you of our study aad our

requirement for access to appropriate tax returns and return laformation.

Mr.

Joseph Delfico or Mr. Joseph Kredatus will contact the agency to work out the
arrangements for obtajaling the necessary information.

Enclosures - 2

Page 114

!
Sincerely yours,

Comptroller General
of the United States
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APPENDIX 6. SAMPLE GAO FOBM 8, RECORD OF RECEIPT

| agp Ferm 8 1228 !

RECORD OF RECEIPT

Received from the U.S. General Accounting Office a
letter, dated. ., notifying the Joint Committee
on Taxation of its intent to initiate an audit pursuant
to the authority granted the General Accounting
Officein P L.95-125 and section 6103 of the Internal
Revenue Code

Joint Committes on Taxation

Date Received

Time Recsivad

33
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APPENDIX 4. SAMPLE JOINT COMMITTEE LETTER

The Honorable Dan Rostenkowski
Chairman, Joint Committee or Tazation
Congress of the United States

Dear Mr, Chairman:

This letter i1s to notify v>u that, pursuant to the authority granted to us
by 41 U,S.C, 713 and Sectlon nlN3 ot the Iaternal Revenue Code, we plan to
review the extent to which the I[nternal Revenue Service (IRS) is required to pay
interest to taxpayers for overpayments it receives. Our overall objectives are
to (1) assess the potential {mpact of changes made by the Tax Equity and Fiscal
Respcnsibility Act of 1982 (TRFRA) on interest costs and (2) determine whether
IRS could take certain administrative actions to fmprove its returo processing
procedures and, thereby, redure the aoumber and amount of such payments.

Under Section 6611 of the Internal Revenue Code, a taxpayer is entitled to
recefve interest on an overpayment to IRS if IRS does not 1issue the refund check
within 45 days after the return is due (normally April 15th). In general, the
code provides that the intetest stould be calculated frowm April 15 until the
date the refund check 1s issued., During fiscal year 1982, IRS paid about $1.8
billion in irterest, up from abaut 3500 million in fiscal vear 1980.

TEFRA gave IRS some measire of relief from payiag interest by providing
that no interest will be paid uatil a return is filed io a form suitable for
processing. Also, TEFRA changed the means by which interest is to be calculated
for delinquent filers. Prior t> TEFRA, interest was paid from the due date
regardless of whether or not the return was delinquent,

To do this work, 1t will he necessary for us to have access to returns and
return iaformation. For example, we plan tc analyze a sample of tax returns on
which interest was paid by IRS to ideatify the circumstances surrounding such
payments and to determine whethar procedural shortcomings are contributiag to
the Interest payment problem.

Should you or members of vour staff have any questions or comments on this
propoged assignment, please call Mr. Johany G. Finch on 275-6407.

Sincerely yours,

Comptroller General
of the United States

3
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(B) Restnction on use of disclosed mformation —Any officers aad employees of
an agency receving retum mformation under subparagraph (A) shall usc such in-
formanion only for the purposes of, and 1o the extent necessary . establismng ap-
propnate agency records or in the defense of any liugauon or admnistranve procs-
dure ensung from reduction made under section 6402(c} or secuop 6402(d).

(11) Disclosure of certain information to agencies requesting a reduction under
section 6402(¢).—

(A) Return ‘niormanon from internal revenue service.—The Secretary shall,
upon recmving a writien request, disclose to officers and employees of a State
agency seeking a reduction under sectnon 6402(c}—

(i) the fact that a reduction has been made or has nat been made under
such subsecuion with respect to any taxpayer;

(i) the amount of such Teducuon;

{in) whether ,uch taxpayer filed a jount return,

{iv) taxpayer idenutyinformation wath respect to the tazpaver against whom

a reduction was made or oot made and of any other person filmg a joint return

with such taxpayer, and

{v} the fact that a payment was made (and the amount of the payment) on
the basis of a joimt return 1 accordance with section 464(a)(3} of the Social Se-
cunty Act

{B) Restriction on use of disclosed imformation —Any officers and employees of
an agency receming return informanon under subparagraph (A) shall use such in-
formauon only for the purposes of, and 1o the extent necessary b, establishing ap-
prapnate agency records or in the defense of any huganon or adminmistrative proce-
dure enswing from a reducuon made under section 6402(c)

{m) Dhsclosure of Taxpayer {destity Information.—

(1) Tax refunds.—The Secretary may disclose taxpayer identity imjormanon to the
press and other media for purposes of notfying persons entitled to tax refunds when
the Secretary, after reasonable effort and lapse of ume, has been unable to locate such
persons.

(2) Federal claims, —

(A) In general —rfh«:cf\ as prowvided m subparagraph (B), the Secretary may,
upon wniten request, disclose the mashing address of a taxpayer for use by officers.
employees. or agents of a Federal agency for purposes of locaung such taxpayer to
coilect or compromuse a Federal claim against the taxpayer w accordance with sec-
uon 3 of the Federal Clams Collection Act of 1966 [section 3711 of utle 31,

Y United States Code] (31 US.C 952

(B) Speciar rule for consumer reporung agency —In the case of an agent of a
Feaeral agency which 15 a consumer reporting dgency {within the meamng of sec-
ton 603(E} of ihe Fair Credit Reporung Act %15 U.S.C. 1681a{f)), the maiing ad-
dress of a taxpayer may be disclosed 1o such agent under subparagraph (A} only
for the purpose of allowing such agent to prepare a commercial credit report on
the taxpaver for use by such Federal agency 1 accordance with secnion 3 of the
Federal Claims Collection Act of 1966 [secnon 3711 of ntle 31, Umited States
Code} (BTUSC 95

(3)  National Institute for Occupational Safety and Health.—Upon wnitten request,
the Secretary may disclose the maiing address of taxpayers to officers and empioyees
of the National Institute for Occupaucnal Safety and Health solely for the purpose of
locating individuals who are, or may bave been, exposed o occupauonal hazards in
order 10 delermine the status of thewr health or to inform them of the possibie need
for medical care and treatment.

21
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(5) Department of Heazlth and Human Services.—Upon wntten request by the
Secretary of Health and Human Services, the Secretary may disclose information re-
turns filed pursuant to part 11 of subchapter A of chapter 61 of this subutle for the
purpose of carrymng out, 'n accordance with an agrecment entered nto pursuant to )
section 232 of the Socal Secuty Act, an effective return processing program J

(6) Disclosure of return injormaton to Federal, State, and iocal chiid support en- \
forcement agencies.—

(A) Return mmformanon from Internal Revenue Service —The Secretary may,
upon wnitten request, disclose 1o the appropnare Federal, State, or local child sup-
port enforcement agency I

(1} avalable rezum information from the masier files of the Internal Revenue '

Serwice relaung to the somal secunty account number {or numbers, if the indi-

vidual wvelved has mare than one such number}, address, filing status, amounts

and nature of income. and the mumber of dependents reported on any return

filed by, or wath respect to, any ndividual wath respect 10 whom child support

abligations are sought to be established or enforced pursuant to the provisions

of part D of utle IV of the Social Secunty Act and with respect to any individ-

ual to whom such support obligations are owing, and

(1) avalable return information reflected on any return fled by, or wuh re-

spect to, any individual descabed in clause (1) relatng 1o the amount of such

individuai’s gross income {as defined n section 61) or consisting of the names

and addresses of payors of such income and the names of any dependents re-

ported om such return, but only of such return mformanion 1s not reasopably

available from arny other source.

{B) Restnction on Jdisclosure —The Secretary shall disclose return information
under subparagraph (A) oaly for purposes of, and to the exient necessary in, estab- \
hshiag and coilecting chiid support obiiganons from, and locaung, individuals ow- |
ing such obhgatons ]

(M Disclosure of return information to federal, state, and local agencies admunis-
tering certain programs ucder the Social Security Act or the Food Stamp Act of
1977 —

(A) Return information from soctal secunty admunistration —The Commuissioner
of Social Security shall, upon wntten request, disciose return informauon from returns
with respect to ne' earmings from self-employment (as defined in secnon 1402} wages
(as' defined m section 3121a) or 3401(a)), and payments of retirement income, which
have been disclosed to the Socal Secunty Admuinstranon as provided by paragraph
(1} or (5) of this suosection, to any Federal. Siate, or local age-ncy admunistenng a
program bisted n subparagraph (D)

(B) Rewurn mformation from Internal Revenue Service.-—The Secretary shall,
upon wntten request. disciose current return mformabion from returns with respect
to unearned ineome from the Internal Revenue Service files to any Federal. State,
or local agency admimstening a program listed in subparagraph D)

{C) Restnction on disclosure —~The Commissioner of Sociil Secarity and the
Seccetary shall disclose retarn nfonmaton under subparagraph, (A) and (B} only
for purposes of. and to the cttent necessary n. determuming enpohity for. or the
correct amount of. benefits under 1 program listed 1o subparagraph (D}

(D) Programs to whch rule apphes —The programs to which this paragriph
appiies are

13
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AGENCY

Federal, state,
and local
ageaclies that
administer the
unemployment
compensation
benefit program

Federal agencles
that collect
or compromise
federal claims

Department of
Education

Federal agencles
that request
IRS offset of
debts

PROGRAM OR
ACTIVITY

Determiaation of eligi-
bility for, or the cor-
rect amount of, bene-
fits under the unemploy-
ment compensation bene-
fit progranm

Location ot individuals

to collect or compro-
mise federal claims

Collection of delinquent
student joans

Establishment of appro—-
priate agency records
or defense of litiga~
tion or administrative
procedure ensuing from
federal debt reduction.

17
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TYPE OF TAX
INFORMATION

Taformation from returns with
respect to wages, retirement
and self-employment income and

Information from returns with
respect to unearned {acome

Taxpayer's mailing address

Taxpayer's mailing address

Certain return information
related to offset of federal
debt

Page 96
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APPENDIX 2. GAO'S ACCESS TO TAX INFORMATION THAT IRS CAN DISCLOSE TO OTHER
AGENCIES UNDER 26 U.S.C. 6103(1) AND (m)

Under certain circumstances, GAD may have access to tax information that a
federal agency does not have in its files, but that it could have obtained for
non-tax adwinistration purposes. This GAO access authority is limited to (1)
audits of the programs and activities for which ageacies are authorized access
under 26 U.S.C. 6103(1) and (m), a copy of which can be found at the end of this
appendix, and (2) the types of tax informatioa that may be disclosed under those
sections. Also, before requestiog access, GAC must take into account the burden
that such access might impose on the Internal Revenue Service.

Some of the programs and activities to which this iccess authority applies
and the kinds of tax information to which GAD may have access are summarized
below. The list is not all-inclusive. Because the statutes governing this area
are complex, determinations as t ) whether or not GAQ has access to tax informa-
tion have to be made on a case—-bv-case basis. These determinations are to be
made in consultation with the Associate Director for Tax Policy and
Administration, GGD, and the Ofr ce of General Counsel,

PROGRAM OR TYPE OF TAX

AGENCY ACTIVITY INFORMATION
Soclal Security Administrat.on of social Tax returns and return information
Administration security benefits with respect to (1) self-employ-

ment income, (2) FICA taxes, and
{3) income taxes withheld from
wages, Interest, and dividends

Administratioa of vested Statemeats, notifications,

benefits 1nder employee reports, or other information

peasion plan related to pension plans
Administration of the Informatica returns

combined 4nnual wage

reporting program

Railroad Retire- Administratiun of the Tax returas and return iaformation
ment Board Rallroad Retirement with respect to railroad retire-
Act ment taxes
Department of Administraticn of the Tax returas aand return information
Labor aad the employec henefit
Pension Beaefit program
Guaranty Admianistraticn of the Tax returns and return information
Corporation terminat1n iasurance
progrim
Federal agencies Administration ot fed- Information on whether or not a
which make, eral loan vrograms loan applicant has a delinquent
guaraantee, or tax account

insure loans

15
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Administration, GGD, to the Comptroller General for signatu.e. After the Comp-
troller General signs the letrer, the program division delivers it to the Chief
of Staff of the Jolnt Committee on Taxation aad provides a copy to the Associate
Director for Tax Policy and Administration.

15. ANNUAL REPORT. The Comptroller General is required by law to submit to the
Senate Committees on Finance and Governmental Affairs, the House Committees on
Ways and Means and Government Operations, and the Joint Committee on Taxation, a
written annual report on GAQ assignments involving IRS, BATF, and other federal
agencies for which it had access to tax ieformation and the policies and
procedures established for protecting the confidentiality of tax informatien.
The program divisions are respansible for providing GGD's Tssue Area Coordinator
for Tax Policy and Administration with information to be included in the

report, The Assoclate Director for Tax Pollicy and Administration, GGD, is
responsible for preparing the aninual report. 31 U.S.C. 719(d).

a. Contents of Report. The annual report includes information on

(1) open recommendations to the Congress,
{2) legislative acticn taken duriag the year oa recommendations,

(3) recommendations made to the heads of federal agencies concerning
the administratioa of taxes and'or the use of tax information,

(4) reports on tax matrers lgsued during the year,
(5) testimony on tax matters given by GAO officials during the year,

(6) scope and subject matter of assignments requiriag access to tax
information initiated during the year, and

(7) GAO's policies and procedures for safeguarding the confidentfality
of tax information.

b. Responsibilities. Program division directors are responsible for pro-
viding GGD's Issue Area Coordinator for Tax Policy aad Admiaistration with the
information listed above for reports and assigaments within their areas of
responsibility. The information should be provided no later than January 15 of
each year and should apply to the priovr calendar year. (See appendix I! for
sample formats.) The Associate Director for Tax Policy and Administration, GGD,
is respoasible for preparing aand processing the annual report for the signature
of the Director, GGD, as scon 1s possible after the close of each calendar year.

c. Report Distribution. The report is submitted to the House Committee on
Ways and Means, Senate Committee on Finance, Joint Committee on Taxation, House
Committee on Government (perations, aand Senate Committee on Governmental

Affairs. Copies of the report are sent to the heads of the federal agencies
discussed in ict.
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(¢) All undesired computer listings and repor.s nast be properly
disposed of by a GAO employee who has been authorized access to tax information.

(3) Tax information, working papers, and magnetic media {(such as com-
puter tapes and electronic word processing disks) containing tax information
must be stored in authorized metal cabinets with locks maintained in secure
areas under the control of employees who have been authorized access to tax
information. 26 U.S.C. 6103} (4Y(B).

(4) Tax informatinn must aot be discussed over telephone lines that are
not secure and must be transmitted electronically in accordance with GAO-
prescribed controls.

(5) When tax information, working papets, and magnetic media containing
tax information cannot be hand-carried, they must he sent by registered mail
with a return receipt to be signed by an employee authorized access to tax
information. Tax information sent in an envelope must be double sealed and the
inside envelope marked "to be opened by addressee only.” Shipments of tax
ioformation must be documented and monitored to ensure that they are promptly
received. A GAO Form 393, Routing and Control Record, must be completed in
duplicate. The original remains with the sender, the copy accompanies the
mailing.

(6) GAO will aot retailn custody of original returns after an assignment
is completed, except by special arrangement made with the Commissioner of
Internal Reveaue or the Commissioner's designee. GAD will return original
returns ta IRS.

(7) When coptes of returns and workiag papers containing tax informa-
tion are no longer needed, they should be traansferred to the Federal Records
Center. Because special procedures apply to the transfer of tax information,
the program division should contact GGD's Issue Area Coordinator for Tax Policy
and Administration prior to transferring the records. T1f the program division
has retalned custody of the tax information for 3 years after the assigament was
terminated, the information must bhe destroyed in accordance with IRS' Tax Iafor-
mation Security Guidelines, under the supervision of a GAQ employee designated
as having access to tax information. 1In accordance with IRS' guidelines, whea
tax {aformation on magnetic media (e.g., computer tapes and electronic word
processing disks) is no longer needed, it must he erased and the tape either
released for other use or lestroved. 26 U.S.C. 6103 p){4)(F).

d. Periodic Inspections (f Safeguard Procedures and Anonual Safeguard
Activity Report.

(1) 26 U.S.C. 6IN¥p (4) provides, ia effect, that i{f IRS finds GAO's
procedures for safeguarding tax information to be inadequate, it can refuse to
disclose tax information to GAOQ 1ntil the inadequacies have been corrected.

{2) In that regard, (GD's Associate Director for Tax Policy and Admini-
stration is responsible for acsuring that periodic inspectionrs of safeguard
procedures are made of GAO divisions and offices and maintaining a record of
each 1ospection in accordance with IRS' Tax Information Security Guidelines.

The Office of Security and Satetv is responsible for making these inspections
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in closed executive session. The program divisions must coordinate any requests
for, or potential disclosures of, tax information with the Assoclate Director
for Tax Policy and Administration, GGD.

b. Penalties For Unauthorized Disclosures.

(1) Disciplinary action, including reprimand and suspension, may be
taken agalinst employees who make an unauthorized disclosure of tax iaformationm.
(See GAO Order 2752.1, Adverse Actions.)

(2) GAO employees who willfully make an unauthorized disclosure are
subject to criminal penalties. An unauthorized disclosure 1s a felony, punish-
able upon conviction by a fine of up to $5,000 and/or a jail term of not more
than 5 years. Upon conviction, the employee will be discharged from employ-
ment. 26 U.S.C 7213(a)(1), 18 U.S.C. 1905.

(3} Civil penalties are also provided for unauthorized disclosures of
tax information. The taxpaver involved can initiate a law suilt for civil
damages against the United States. 26 U.S5.C. 7431.

11. SAFEGUARDIRG TAX INFORMATION. To protect the confidentiality of tax infor-
mation and to prevent its unauthorized disclosure, GAO has developed safeguard
procedures that have been approved by the Secretary of the Treasury. The
Secretary may refuse GAQ0 further access to tax information if these procedures
are not fully observed by GAO employees. Also, the Secretary is required to
report any safeguard deficiencies to the appropriate congressional committees.
GACQ employees with access to tax information are responsible for carrying out
the following safeguard procedures.

a. Disclosure Accounting. GAO is required to maintain a permanent system
of records to account for all disclosures of tax information made te or by it.
26 U.S.C. 6103(p){4)(A), 26 U.5.C. 6103(p)(6)(B)(1).

(1) Tax Informatioa Disclosed to GAO. IRS, BATF, and other federal
agencies that disclese tax information to GAO are responsible for determining
when such a disclosure has cccurred and for documenting each disclosure. GAQ
generally relies on such determinations and recordings as the basis for its
recordkeeping system. Program divisions are responsible for ensuring that their
employees obtain and record this information 1n accordance with the procedures
described below.

{(a) GAD staff at the location where tax information is received
arranges with appropriate agency officials to obtain, on a daily basis, a copy
of each agency record of disclosure to GAO. Agency persounel are responsible
for preparing these records. Generally, IRS personnel record disclosures to GAD
on IRS Forms 5466 and 5466A. Other agencies may have different disclosure
forms. GAO staff members are responsible for identifying these forms.

(b} The copies of the agency's disclosure forms or other records
are used by the GAD staff for daily posting to GGD Form 4, Tax Administration
Disclosure Control Document. A separate form must be kept by each GAO work
location for each job code. (A sample GGD Form &4 and instructions for
completing the form appesar in appendix 9.)

Page 88 GAO/GGD-88-13 Tax Policy and Administration




Appendix IX
GAOQO Order Relating to Audit Assignments
Involving Access to Tax Information

September 24, 1985 0135.1

a. Self-Initiated Assignments and Requests from Non-Ta Writiang Committees
and Members of Congress.

(1) The Comptroller General, at six-month fatervals, designates in
writing each GAO employee who {8 to have access to tax information. These
designations are updated monthly by the Associate Director for Tax Policy aad
Administration, GGD, pursuant to the delegation of authority made under
paragraph 6.

(2) The associate director delivers certified copies of the semi-annual
lists and monthly updates to (a) the Joint Committee on Taxatlion, (b) the Senate
Committee on Finance, (¢) the House Committee on Ways and Means, (d) the Seaate
Committee on Govermmental Affairs, (e) the House Committee on Government
Operations, (f) IRS, (g) BATF, and (h) the program divisions responsible for
agsignments that require access to tax information.

(3) Before the initiation of assignments described under paragraphs
7a(2) and 7a{4), the Assoclate Director for Tax Policy and Administration, GGD,
provides the program divisions with certified copies of lists of those GAO
employees from the above lists who are to have access to tax information in the
agency's possession. The program divisions are responsible for delivering
coples of the lists to the appropriate agencies. The associate director
prepares updated listiags for these agencles when staffing changes occur.

b. Assignments Conducted as Agents of the Joint Committee on Taxation.

(1) The Comptroller (eneral, at six—month {ntervals, designates in
writing each GAO employee who 1s authorized access to tax information as an
agent for that committee. The Associate Director for Tax Policy and
Administration, GGD, updates the designations monthly,

(2) The associate director delivers certi{ified copies of the semi-annual
and moathly lists to the Joint Committee on Taxation, IRS, and the program
divisions respensible for assignmeats that require access to tax information.

(3) For an assignmeat involving an agency other than IRS, the associate
director, before initiation of the assignment, provides the responsible program
division with a certified copvy of a list of GAD employees who are to have access
to tax information for the assignment. The program division delivers the list

to the ageacy. The associate director prepares updated listings when staffing
changes occur.

c. Assignments Conducted as Agents of the Senate Committee on Finance or
the House Committee on Ways and Means.

(1) The Comptroller feeneral, prior to initlation of the assigoment,
designates in writiong each GAMt employee who is authorized to have access to tax
information. These designatinns are updated by the Associate Director for Tax
Policy and Administration, (:GI', as staffing changes occur.
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Form 1004 and a GAD Form 319, Action Routing Slip. (A sample GAO Form 31%
appears in appendix 5.) The associate director forwards the package to the
Comptroller General for signature.

{c) After the notification letter is signed by the Comptroller
General, the program ¢ivision delivers it to the Chief of Staff of the Joint
Committee on Taxation along with a GGD Form 8, Record of Receipt. This form is
completed by the joint committee at the time of delivery. (A sample GGD Form 8
appears in appendix 6.) Once the letter has been delivered to the Chief of
Staff and GGD Form 8 has been completed, copies are provided to the recipients
identified in appendix 3.

(2) Agency Head Letter.

(a) After the Joint Committee on Taxation has approved GAO's
access to tax informatiom, usually by letting the 30-day peried expire, a writ-
ten notification of the assignment must be provided to the head of the federal
agency that is to provide the tax Information. The letter cites GAO's audit and
access authority, the subject of the assignment, and the date the Joint Commit-—
tee on Taxatlion was notified. Iz should also formally request access to the tax
information and include, as enclosures, copies of the joint committee letter and
the GGD Form 8. (Sample letters appear in appendix 7.)

(b) The program division drafts the letter and forwards it for
processing to GGD's Issue Area Coordinator for Tax Policy and Administration
within 15 days of the date of Lhe joint committee letter-. The issue area coor-—
dinater notifies the program division of any suggested changes. The program
division then forwards the letter in final form, along with an action routing
slip, to the Assoclate Director for Tax Policy and Administration, GGD, who for-
wards 1t to the Comptroller General for signature. The signed letter is then
returned to the assoclate director for dating. (The date is generally no ear-
lier than 31 days after the date on the GGD Form 8.) The dated letter is given
to the agency that 1s to provide the tax information. Copies are provided to
the recipients identified in appendix 3.

(3) Liaison Letter. After the agency head has been notified of an
assignment as discussed in paragraph 8a(2), agency liaison officials must be
notified in writing of GAO's need to review tax information. The procedure dis-
cussed below applies only to assignments for which tax information is to be ob-
tained from IRS or BATF. If the assignment involves access to tax infeormation
at an agency other than IRS or BATF, the program division is responsible for
identifying and satisfying anv lialson requirements.

(a) The program division should draft the liaison letter no later
than 15 days after the date of the joint committee letter. The liaison letter
states GAC's intent to initiate 3 study, analysis, or evaluation (rather than a
survey or review); cites the job code; states GAO's need for access to tax
information; lists the agency organizational units and/or locaticns involved;
states the date that GAO plans t¢ begin the assignment (which must be at least 2
weeks after the date of the letter to give IRS and BATF time to arrange for
disclosing the information to GAG); and requests that the appropriate officials
be notified of GAO's assignment j.lans. (A sample letter appears in appendix 8.)
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a. Self-Initiated Assignmeats and Requests from Member. of Congress and
from Coumittees Not Authorized Access to Tax Information.

(i) GAO has access to tax Iinformation for the purpose of auditing IRS
and BATF. 26 U.S.C. 6103{(1)(7 (A).

(2) GAD has access to tax information in the possession of federal
agencles, other than IRS and BATF, for the purpose of auditiog the programs or
activities for which those ageacies obtained the tax information. For example,
the Socilal Security Administr.iion (SSA) collects and uses tax information on
earnlngs and withheld taxes fir the purpose of administering certain benefit
programs. GAD has access t3 rlat tax information, but only for the putrpose of
auditing SSA's administratior (f those programs and only after certain
notification procedures have hien completed. 26 U.S.C. 6103{iY(7)(BY(i).

{3) GAO has access to tax information that certaian federal ageacies are
authorized to obtaln even 1f those agencies have not exercised that authority.
These agencles must be authorized access to tax information under 26 U.S.C.
6103(1) or (m). GAO's access, however, is limited to audits of those programs
or activities for which the agency is authorized access. For example, GAO would
have access to the tax Information which the Pension Benefit Guaranty Corpora-
tion (PBGC) is authorized two v~htain from IRS to administer its termination
insurance program. GAO has ac<ress to that tax information even if PBGC has not
obtained the information from [RS. However, GAD cannot gain access to that tax
information unless its objective is to evaluate the rermination insurance pro-
gram and then only after certain notification procedures have heen completed.
That is, GAD would noc have a:-ess for the purpose of determining whether PBGC

could use the tax iaformatior o eahance its administration of any other pro-
gram. 26 U.S.C. 6103(i)(7)t 42 ii). (See appendix 2 for further information
regarding GAO's access authur-ty under this paragraph,)

(4) GAO has accese (o tax information in the custody of federal, state,
and locdl ageancies for the pursose of determining if the agencies' procedures
and safeguards meet statutory requirements and ensure the confidentiality of tax
fnformation. 26 U.S.C. 6103(p}{AI1(A).

b. Assignments Undertaker as Agents of Congressional Committees Authorized
Access to Tax Information. ©5A0 has access to tax information for auditing any
agency or program when it 1s acring as a duly designated agent of a tax writiang
committee~—the Joint Commiftee on Taxation (or that Committee's Chief of Staff),
the Senate Committee on Finance, ar the House Committee on Ways and Means. GAD
also has access to tax information when acting as a duly designated agent for
other congressional committers authorized access to tax information by a
congressional resolution. "¢ 0,5.C. 6103(f)(4).

c. Assignments Involving Access to Tax Treaty Iaformation. GAD has access
to information provided tn [RS by foreign governments under the exchange of
information articles of certain tax treaties for the purpose of auditing IRS'
administration of the taxes cvered by the treaty. Such assignments may be
self-initiated or conducted as a duly designated ageat of a committee authorized
access to tax treaty informatson. Refer questions concerning whether or aot GAD
has access under a particula: treatv to GGD's Issue Area Coordinator for Tax
Policv and Administrratioo,
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GAQ FORM-378 (Aug. 72)

United Stotes
General Accounting Office
Qperations Manual

Order
[ ]

0135.1

I ]

September 24, 1985

Subject:  AUDIT ASSIGNMENTS INVOLVING ACCESS TO TAX INFORMATION

1. PURPOSE, SCOPE, AND APPLICABILITY. The purpose of this order is to
provide guldance for determining whether and how the General Accountiang Nffice
(GAO) may cbtain access to tax information for a particular assignment and to
ensure compliance with laws and regulations for protecting the confidentiality
of such informaticon. Specifically, the order

a. cites GAO's starutory authority to obtain and review tax information
during audits of the Tnternal Reveaue Service (IRS); the Bureau of Alcohol,
Tobacco, and Firearms (BATF); ind other federal, state, and local agencies;

b, establishes policies and procedures for ieitiationg, conducting, and
completing assignments requiring access to tax information;

c, states policles and procedures for precluding the unauthorized
disclosure of tax information n GADO's custody;

d. establishes security standards governing the traasmission, custody,
and disposition of tax informarion consistent with statutory provisioans;

e. establishes recordkeeping and reporting requirements; and

f. applies to all GAO organizational elements.
NOTE. References throughout tnis order to the safeguarding of tax information
mean the safeguarding of information so as to preclude the unauthorized dis-
closure of tax information in any form that identifies, either directly or
indirectly, a particular taxpayer. Nothing in this order shall be construed
as authorizing disclosure, dissemination, release, handliag, or traasmission
of tax information contrary ro specific provisions of any law.
2. SUPERSESSION. This order supersedes GAC Order 0135.1, August 25, 1980.
Revision has been so extensive that asterisks have not been used to indicate
changes.
3. REFERENCES.

a. 26 U.S.C. 6103, 7217, ind 7431

b. 31 U.5.C. 713 and 713

c. 18 U.5.C. 1905

Distribut
wrbutien R, and S fmitiated by General Governmeat Division
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Appendix VIII
Tax-Related Assignments Authorized
Pursuant to 31 U.S.C. 713 During Calendar

Year 1986
Subject matter Cbjectives o o Wri ) , ~ Month authorized
Employer-provided Cash and Deferred To evaluate the incidence of 401(k) plans, specific plan features, and  October
Compensation Plans relationship of 401(k} plans o other pension plans provided by

employers

To evaluate participation and contribution levels across firms,
especially with regard to withdrawals, employer contributions, and
investment options

To evaluate the relationships between firm charactenstics. plan
design and plan experience

To evaluate the equity of plan participation and contribution levels by
earning groups within and between firms

Effectiveness of ERISA’s Minimum To determine what role ERISA's mimimum funding standards play i October
Funding Standards plan underfunding

To determine whether certain characteristics may make plans more
or less susceptible 1o underfunding

Administration of ERISA’s Contribution To evaluate IRS' enforcement of smgie pensicn plan contribution October
Requirements requirements

To evaluate IRS proceduras and processes for waiving pension plan
contnbutions

To evaluate the effect of waived contributions on the termination
Insurance pregram
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Appendix VII

Listing of Testimonies Given on Tax Matters by

GAQO Officials Before Various Committees of

Congress During Calendar Year 1986

GAO Official ~ Congressional Committee ~ Subject Matter Date
Johnny C. Finch Subcommittee on Oversight, House IRS' Service Center Operations 3/4/86
Senior Associate Director, Committee on Ways and Means,

General Government Division - - o o ,
William J. Anderson Subcommittee on Oversight, House Profitability of the Property/ Casualty 3/13/86
Assistant Comptroller General, Committee on Ways and Means Insurance Industry

General Government Programs - S ) - ,
Johnny C. Finch Subcommittee on Oversight House Profitability of the Property/ Casualty 4/28/86
Senior Associate Director, Commuittee on Ways and Means, Insurance Industry

General Government Division o

Johnny C. Finch Subcommittee on Commerce, Consumer  IRS' Information Returns Matching 4/29/86

Senior Associate Director,
General Government Division

Johnny C. Finch
Senior Associate Director,
General Government Dvision

and Monetary Affarrs, House Committee
on Government Operations

Subcommitiee on Oversight, House
Committee on Ways and Mean:

Procgram

- Administration's Fiscal Year 1987 Budget  5/12/86
Request for the Internal Revenue Service

Consumer Subcommitiee Senate

Johnny C. Finch ‘Profitability of the Property/Casualty ~ 5/20/86
Senior Associate Director, Committee on Commerce Science and Insurance Industry

General Government Division Transportation

William J. Anderson Subcommuttee on Economic Stabilization,  Profitability of the Property/Casualty 7/30/86
Assistant Comptroller General, House Committee on Banking “inarce Insurance Industry

General Government Programs and Urban Affarrs

William J. Anderson Senate Committee on Financ » Taxation of the Property/Casualty 10/1/86

Assistant Comptroller General,

Insurance Industry
General Government Programs
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Listing of GAO Products on Tax Matters Issued
During Calendar Year 1986

Title o Date
Congress Should Further Restrict Use of the Completed Contract Method 01/17/86
(GAQ/GGD-86-34) .
The Property/Casualty Ins;uranre Loss Reserve . Aocoults (_B g09§77l o E@/@
Breakdown of Data Shown 1n Our Comp1eted Contract Method Report 01/31/86
Be2i0Te) S
Intenm Report on a Survey of Employee Stock Opllon Plans and Related 2/07/86
Economic Trends ( GAO/PEMD -86- 4?:R) -
Costs and Benefits of Financing with Tax- Exempt Bonds (GAO/FLCEE BEEL ~02/10/86
Protecnng Tax Revenue When Businesses F e for Bankruptcy 02/21/86
(GAO/GGD-86-20) o
Nonbusiness Interest Deouctlonsr(;GA;O/EGE SESBQRL S 23!1_3/876
How IRS' P Ph\ladelpma Service Center Is Addressing Processing Prablems 03/14/86
(GAO/GGD 86-605F) e
Contingency Plans and Risk Analysee Needed for IRS Computer Centers 03/27/86
(GAO/MTEC86-10) o o
Financial Cycles in the Properly/Caeualty Industry (QAQGED@_G 56FS_) __ 04/09/86
investment Tax Credit for Offshore Dnlling Needs Clarification 04/10/86
(GAO/GGD-86.65) o
IRS Actions to Improve the ‘Accuracy of Non- Wage Income Data Are Vital 04/21/86
(GAO/MTEC 86-17) R
Compliance and Other Issues Associated With Occupatnonal Excise Taxes 06/05/86
(GAO/GGD86-49) R
1985 Annual Report on GAO ¢ Tax- Relateo Work (GAO/GGD -86- 81) _ De/os/86
Timeliness and Accurac, of IRS' Telephone Assistance on Tax Questions 06/18/86
(GGD 86.89FS) R
Comparing Blue Cross and Blue Shield Plans with Commercial Insurers o7/ 1/86
(GAQ/HRD-86-110) -
GﬁAOj\{Ews on the Propesed Tax Admmlstratlo_n slusfund (B- QZ\SGQ o %1 6/86
Information Returns Should Increase Proper Reporting of Farm Income 07/22/86
(GAO/GGD-66-69) e

Use of Tax- Exempt Bonas in Oakland, California ( (Qf\gG(iD @1 17078R) 07/24/86
Opnons for Speeding Tax Relunds and Reducmg IRS’ Interest Costs 07/28/86
{GAO/GCGD-86-72) -

Administrative Changes Could Lead to Earlier Resolution of Tax Di Disputes 07/30/86
{GAD/GGD-86-75) - 7

RS ‘Automated Callection System GAOJGED 86 @Qﬂi - 07/31/86
Historic Preservation "ax Incentnves (GAO/GGD-86- 112FS) _ 08/01/86
Use of Book Income i e Proposed Corporate Alternative Minimum Tax 08/11/86
(B- 223878) )

Economic Effects of Selected Current Tax Provisions on Agnoulture - 08/11/86
(GAQ/GGD-86-126BR|

Excise Taxes on Sportirg Arms, Ammunition, and Archery Eqmpment 08/12/86
(GAO/GGD-86-114F S o

How Tax Incentives Enc ourage Soll and Water Conservation Investments. ) 08/13/86

(GAC/GGD-86-116F S

(contmued)
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IRS’ Audit Selection
Procedures Are the
Same for Foreign-
Owned and Other U.S.
Corporations

Summary of Related
Action(s)

Appendix V

Summary of Information on Tax Matters
Reported to Congress During Calendar
Year 1986

(GAO/GGD-87-2. 10/ 14/86)

This report to the Joint Committee on Taxation discusses ks’ procedures
for classifying and selecting income tax returns of foreign-owned U.S.
corporations for audit. The main criterion for selection is the potential
for an audit to significantly change the reported tax liability through
adjustments in the taxpayer’s income or denial of certain deductions or
credits. Although some returns having international issues may be
selected for audit through special compliance projects, U.S. parent cor-
porations with tax haven subsidiaries are also given special emphasis.

Audit work conducted during this study was the basis for a prior report,
entitled Tax Code Amendment: A Change in Foreign-Owned U.S. Corpo-
rations’ Reporting Requirements (GAO/GGD-86-19, Nov. 1, 1985). (See

p. 18.) In that report. we recommended that (rs compliance activities
could be improved by amending section 6038A of the Internal Revenue
Code to require the reporting to (RS of certain transactions between for-
eign-owned U1.S. corporations and their noncorporate foreign owners.
The Tax Reform Act of 1986 (Public Law 99-514, dated October 22.
1986) contains a provision requiring such expanded reporting.
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No Improper Actions
Found in IRS’ Contract
for Its Data Retrieval

System

Summary of Related

Action(s)

Appendix V

Summary of Information on Tax Matters
Reported to Congress During Calendar
Year 1986

(GAO/IMTEC-SG-BSIit 8/26/86)

This briefing report 1o the Chairman of the House Committee on Govern-
ment Operations provided information on the results of our investiga-
tion into IrS’ contract award for a major upgrade of its Integrated Data
Retrieval System, which is an on-line computer system that supports
many IrS functions

ks’ award for a major upgrade to the system was overturned by the
General Services Administration’s Board of Contract Appeals. We found
no evidence of illegal actions on the procurement, but we found other
major problems. Specifically, IRS’ pricing evaluation was erroneous, and
the contract was awarded to an offeror that did not meet IRS’ stated
technical requirements. However, we found no indication that these
errors were intentional.

The information in this briefing report was useful to the House Commit-
tee on Government Operations in carrying out its oversight responsibili-
ties in the computer area
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How Tax Incentives
Encourage Soil and
Water Conservation
Investments

Appendix V

Summary of Information on Tax Matters
Reported to Congress During Calendar
Year 1986

(GAO/GGD-86-1 16FS. 8/13/86)

This fact sheet to the Joint Committee on Taxation contains information
about the impact of section 175 of the Internal Revenue Code on the
promotion of soil and water conservation and on other current and pro-
posed government incentives to encourage such conservation. This
information is based primarily on our analysis of two questionnaire
surveys—aone of farm landowners and the other of United States
Department of Agriculture county executive directors—conducted
between September 1984 and April 1985

Sixty-eight percent of the landowners did not invest in conservation
measures from 1980 through 1984 primarily because they believed ero-
slon was not a problem on their land. For some landowners who believed
their land was eroding. government financial assistance was important
in their decisions to make conservation investments. Some landowners
helieved additional wacentives would encourage more conservation and
expressed a prefercnce for changing section 175 to allow a choice
between a current deduction or a proposed credit over increases in
direct government:il assistance.

Approximately one-half of the county executive directors surveyed
believed that the ilnpact of section 175 on soil and water conservation
Investments was lhoited. They also felt that certain alternatives would
be more effective i increasing future conservation investments. The
alternative they tavored most was increasing direct cash assistance to
farmers through «irrent governmental cost-sharing conservation
programs.

Summary of Related
Action(s)

The information in this fact sheet was available for Congress’ use in con-
sidering proposed changes to the code section 175 special expensing pro-
visions for soil and water conservation expenditures. The Tax Reform
Act of 1986 placed limitations on soil and conservation expenditures
that may be treated as current deductions.
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Selected Current Tax
Provisions on
Agriculture

Summary of Related
Action(s)

Appendix V

Summary of Information on Tax Matters
Reported to Congress During Calendar
Year 1986

(GAQ/GGD-86-12613R, 8/11/86)

This briefing report to the Honorable Bill Bradley, U. S. Senate, reviews
how various tax provisions affect the agricultural sector. The specific
points covered include (1) the distribution of farms and income; (2) farm
profits and losses claimed by individual taxpayers; (3) the economic
effects of various tax provisions in what is now prior law; and (4) the
amount and distribution of nonfarm income reported by taxpayers filing
a Schedule F (Farm Income and Expenses). We found, based on a con-
sensus among experts, that several provisions in the law prior to the
enactment of the Tax Reform Act of 1986 contributed to greater farm
output and lower farm prices—generally considered unsatisfactory con-
ditions in the agricultural sector.

The information in this briefing report was available to Congress during
its deliberation over the new tax bill. The bill substantially changed
many of the provisions that encouraged unsatisfactory conditions in the
agricultural sector
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Historic Preservation
Tax Incentives

Appendix V

Summary of Information on Tax Matters
Reported to Congress During Calendar
Year 1986

(GAO/GGD-86-112FS 8/1/86)

This fact sheet to the Chairman of the Subcommittee on Public Lands,
House Committee on Interior and Insular Affairs, provides information
on nationwide historie preservation activities and updated an earlier
GAO report, entitled Information on Historic Preservation Tax Incentives
(GAO/GGD-84-47, Mar. 29, 1984). Our analyses of IR’ Statistics of Income
data on 1982 and 1983 qualified rehabilitation expenditures indicated
that individual and corporate taxpayers reported about $6.1 billion in
qualified rehabilitation expenditures during those 2 years. About 54
percent of the 2-year total expenditures were for the rehabilitation of
40-year-old buildings and about 36 percent for certified historical struc-
tures. Individuals and corporations earned approximately $1.3 billion in
tax credits on the expenditures reported during this 2-year period. We
also noted that the Economic Recovery Tax Act impacted greatly on his-
toric preservation activities as evidenced by the increase in the number
of applications received, approved plans, estimated expenditures, and
certified rehabilitations.

Summary of Related
Action(s)

The information in this fact sheet was useful to the House Subcommittee
on Public Lands in its evaluation of proposed changes to the tax code
relating to historic preservation and should also be useful in future
deliberations on historic preservation funding ievels.

Page 62 GAO/GGD-88-13 Tax Policy and Administration



Use of Tax-Exempt
Pandc in OQalzland

AITLIVAO 11l \J(—I;I\ludlu,

California

Appendix V

Summary of Information on Tax Matters
Reported to Congress During Calendar
Year 1986

(GAO/GGD-86-110BR. 7/24/86)

This briefing report to the Honorable Fortney H. (Pete) Stark, House of
Representatives, contains information on the City of Oakland’s use of
tax-exempt bonds during the pertod January 1, 1983, to May 31, 1986.
Various characteristics, such as bond type, purpose, amount, and esti-
mated federal revenues foregone, are presented for each of the 18 bonds
issued during the period reviewed. Included in these bond issues are
transactions that sold and then leased back city assets, and a transac-
tion that allegedly used hond proceeds to provide a loan to the Oakland
Athletics haseball toam.

SRAULISTULLS UGaSOR]

Summary of Re
Action(s)

While no specific legislative action was taken with respect to Oakland’s
various bond issues, the Tax Reform Act of 1986 (Public 99-514, Octo-
ber 22, 1986) tightened restrictions on the annual volume of private
activity bonds by establishing the new unified volume cap. This volume
cap on most private activity bonds is equal to the greater of $75 per
each state resident or $250 million. After 1987, the volume cap is
further reduced to the greater of $50 per resident or $150 million.
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Timeliness and
Accuracy of IRS’
Telephone Assistance
on Tax Questions

Appendix V

Summary of Information on Tax Matters
Reported to Congress During Calendar
Year 1986

(GAO/GGD-86-89FS. 6/18/86)

This fact sheet to the Chairman of the Subcommittee on Oversight,
House Committee on Ways and Means, contains our analysis of the time-
liness and accuracy of IrS’ Telephone Assistance Program during the
1986 filing season. We conducted a test of this program for 32 days from
March 3 through April 15, 1986. During that time we placed 1,280 calls
to 31 IRs telephone sites. Our test results showed that, for the majority
of calls, taxpayers could expect to be successful in reaching IRrs tele-
phone assisters and obtaining accurate answers to their questions. We
reached the IRS site on our first call attempt in 68 percent of the cases
and IRS responses to our questions were accurate 83 percent of the time.

Summary of Related
Action(s)

The information in this fact sheet was useful to the Subcommittee in its
oversight of rs" Taxpayer Service Program.
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How IRS’ Philadelphia
Service Center Is
Addressing Processing
Problems

Summary of Related
Action(s)

Appendix V

Summary of Information on Tax Matters
Reported to Congress During Calendar
Year 1986

{GAO/GGD-86-60BR, 3/14/86)

This briefing report to various Senate and House requesters discusses
the results of our work at 1r$’ Philadelphia Service Center during 1985
and the first 2 months of 1986. We found that the Service Center had a
better performance record during the first few weeks of 1986 than it did
during a comparable period in 1985. However, certain issues which had
surfaced in 1985, namely, controls over the processing of computer
tapes and backlogs in certain inventories needed continuing manage-
ment attention.

The information in this briefing report was useful to the requesters in
exercising their oversight responsibilities and in responding to constitu-
ent inquiries.
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Summary of Information on Tax Matters
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Year 1986

Survey of Employee

Stock Ownership
Plans and Related
Economic Trends

Summary of Related
Action(s)

(GAO/PEMD-86-4BR. 2/7/86)

This interim briefing report to the Honorable Russell B. Long, U. S. Sen-
ate, is the second in a series responding to the Senator’s request for
information about Employee Stock Ownership Plans (Esop). The report
contained the results of our then continuing analysis of ESOPs.

The major findings discussed in the report relate to our census of ESOPs,
the contribution of Esovs to the goal of broadening the ownership of cor-
porate stock, and the tax revenue losses associated with gsors. Based on
our analyses, we estimated that in early 1985, 4,174 ESOPs were active,
with more than 7 million participants and nearly $19 billion in assets.
We found that tax credit ESOPs have more participants and hold larger
amounts of assets than other types of ESOPs but that leveraged Esops
provide the highest asset value per participant. We also found that the
proportion of employees of Esor-sponsoring firms participating in stock
ownership through employer-sponsored ESOPs is more than three times
the proportion of all 1S, families owning stock. We estimated that the
corporate income tax revenue lost through incentives to promote ESOPs
totaled $9.9. billion between 1977 and 1983, of which $8.9 billion was
attributable to tax (redit ESOPS.

The report also covered the (1) distribution of ESOPs among business sec-
tors and geographic regions; (2) relative proportions of ESOPs and ESOP
participants and assets in publicly traded and privately held companies;
(3) the extent to which 80ps hold stock that carries voting rights; and
(4) trends in the formation of ESOPs, the number of Esop participants,
and contributions t1 ESOPS over time.

Some of the information contained in this interim briefing report was

used by Senator Long and his staff during the tax reform debate to bol-
ster their arguments for the need for changes in ESOP incentives. The
Tax Reform Act oi 1986 (Public Law 99-514, dated October 22, 1986)
included substantial changes to those incentives.
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Year 1986

Comparison of
Administration’s
Proposal for Property/
Casualty Insurance
Loss Reserve Account
With Reserves for
Mining Reclamation

éummary of Related
Action(s)

(B-209677, 1/24/861

This letter to the Chairman of the House Committee on Ways and Means
compares the Administration’s proposal to create a Qualified Reserve
Account for property 'casualty insurance company reserves with the
treatment of reserves by mining companies for the cost of restoring or
reclaiming a mined area. Qur analysis showed that the thrust of the
Administration’s proposal as it dealt with the time value of money was
consistent with the rreatment of reserves for mine reclamation. Qur
analysis also compares the differences between the Administration’s
proposal and its recommmendation to discount property/casualty
reserves.

The information in this letter was useful to the House Committee on
Ways and Means in its consideration of tax reform issues that related to
the property/casualty industry. The Tax Reform Act of 1986 (Public
Law 89-514, dated October 22, 1986) included a reserve discounting
method similar to the one we recommended. (See p. 15.)
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IRS Can Improve Its
Collection Procedures
for Taxpayers Living

Overseas

Recommendations

Appendix IV

Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those
Recommendations

(GAO/GGD-87-14. 12/12/86)

1rs" domestic offices. which are responsible for handling Army Post
Office/Fleet Post Office (APO/FPO) collection cases, are not in the best
position to deal effectively with overseas taxpayers. Two essential tools
for dealing with delinquent taxpayers—the telephone and personal con-
tact—are generally not available to domestic offices when trying to
resolve overseas collection cases. Conversely, ks’ Foreign Operations
District, which has collection responsibility for overseas taxpayers other
than those with an apo/Fro address, has offices overseas and is expe-
rienced in dealing. through both telephone and personal contact, with
[1.S. taxpayers living 1n foreign countries.

Therefore, we believe that responsibility for Aro/FPoO collection cases
should be assigned o the Office of the Assistant Commissioner (Interna-
tional), which recently assumed the Foreign Operation District’s func-
tions. The results of the limited test involving Apo/¥PO cases transferred
from domestic offices to the Foreign Operations District further support
our belief.

In conjunction with this transfer of responsibility, we believe that IrS
should require Aro 110 taxpayers to file their returns at the Philadelphia
Service Center. This action would facilitate immediate access by the
Office of the Assistant Commissioner (International) to taxpayer infor-
mation contained on irs' Integrated Data Retrieval System when work-
ing APO,¥PO collection vases. The change also would consolidate tax
return filing for overseas taxpayers at one service center because over-
seas laxpayers who vse regular foreign mailing addresses are already
required to file at Philadelphia. RS handling of Apo/Fpo cases would be
cenhanced further it i could access locator information maintained by
the Defense Manpower Data Center.,

We recommended th:d the Commissioner of Internal Revenue:

Assign responsibility for Aro,FpO collection cases to the Assistant Com-
missioner (International ),

Require APO/FIPo tixpayers to file their tax returns at the Philadelphia
Service Center.

Arrange for access 1o the Defense Manpower Data Center’s information
base.
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IRS Must Better
Estimate Its Computer
Resource Needs

Appendix [V

Tax-Related Recommendations Made During
Calendar Year 1986 (o the Treasury, IRS, and
BATF and Their Responses (o Those
Recommendations

(GAO/IMTEC-87-bBR, 11/3/86)

RS is highly dependent on computers to support its mission. The large
mainframe computers at Ig$’ 10 service centers are the backbone of the
tax processing system. Having decided that the mainframe computers
would not have the capacity to handle projected tax processing work
loads starting in 1989, 1rs planned to upgrade or replace these large
mainframes by 1989 with a $186 million computer acquisition known as
Capacity Enhancement for the Processing System (CEPS). IRS believed
that, with CEPS, its existing mainframe computers would have sufficient
capacity to process taxpayer information and update computer files
heyond 1989. ks later decided to postpone upgrading and identified a
series of initiatives which it felt would extend the existing mainframe
computers’ usefulness,

We found that the Department of the Treasury endorsed ks’ decision to
abandon CEPs in favor of adopting the initiatives and combining the pro-
curement strategy of CEps with the planned Tax System Redesign. We
believe that (1) the existing mainframes will have the capacity to handle
RS tax processing work loads through at least mid-1991, assuming that
ne large unexpected increase in work loads occurs and Irs effectively
carries out its planned initiatives; (2) IR’ initiative to constrain annual
work load growth to 8 or 10 percent could be difficult to achieve
because Iks plans to install new equipment and introduce new on-line
applications that could increase demand for tax account information;
and (3) IS could experience capacity problems at its larger service cen-
ters as early as mid-1988 if it does not implement its initiatives
successfully.

We also believe that [1) without a work load analysis and a continuing
analysis of current system utilization, 1rs will not have adequate assur-
ance that its initiatives are working and could unexpectedly find itself
short of computer capacity when it implements the Tax System Rede-
sign, and (2) such an unexpected shortage could have a devastating
impact on operations, as was experienced in the 1985 tax filing year.

Recommendations

We recommended that the Commissioner of Internal Revenue:

Develop and maintaim comprehensive work load data for current and
planned ADP requirements.
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Recommendations

Thorough Testing and
Work Load Analyses
Are Needed for IRS

(GAO/IMTEC-87-3BR, 10,14/86)

Computers are an essential part of IkS operations. In particular, IRS com-
munications processors are the computers through which all on-line
inquiries via computer terminals must pass to get access to key 1rs data
bases on the mainframe computers. Our evaluation of the performance
of existing communications processors and the soundness of ks’ planned
communications replacement system, showed that

existing communicanions processors have experienced reliability and
capacity problems, but their performance had no significant adverse
effect on the 1986 tax filing season;

a significant delay in the replacement processor installation schedule or
an increase in work load will increase the chances that the existing pro-
cessors will experience reliability and capacity problems;

replacement processors are both reliable and capable of handling the
current IRS work load, but they may not be able to meet long-term Irs

although the replacement communications software is not fully devel-
oped, it already reguires more computer capacity than originally

original Irs projections of the future work load are outdated and cannot
IRs’ plan to install the new system at its larger service centers during the

1987 tax filing season increases the risk of serious disruption of process-
ing tax returns and refunds to taxpayers if problems occur with the new

We believe that all ol the hardware and software should be thoroughly
tested prior to nationwide service center installations.

Processors
needs;
estimated;
be relied upon; aned
equipment or software.
Recommendations

We recommended that rthe Commissioner of Internal Revenue:

Report to the Subcommittee on Oversight, House Committee on Ways
and Means, any sigmificant deviations or delays in Irs installation testing
plans that could alter the implementation of planned testing safeguards
or reduce the chances of all processors being operational by December
1987. The report should also include actions that RS plans to take to
alleviate the situation,

Establish formal contingency plans at each ks service center to provide
reasonable continumity of data processing support should events occenr

Page 46 GAO - GGD-88-13 Tax Policy and Administration



IRS Needs an Overall
Strategy for
Addressing Tip
Income Reporting

Recommendations

Appendix IV

Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those
Recommendations

(GAO/GGD-86-119, 9, 30/86)

Nonreporting of tip income for tax purposes is a major problem for IRs.
For example, in calendar year 1981, IrS estimated that the nonreporting
of such income was about 84 percent of the amount that should have
been reported. This represented the highest nonreporting rate among all
legal source income areas and amounted to an estimated $8.5 billion in
unreported tip income with an estimated revenue loss of $2.3 billion.

Irs efforts to identity and reduce nonreporting of tip income have been
limited and fragmented. For example, each IRS region and district inde-
pendently decides on the amount of resources and types of detection
methods to be used in pursuing nonreported tip income. We found that
the regions and distrnets we visited varied significantly in their pursuit
of this nonreported income. Some IRS offices were much more active and
successful than others in dealing with this issue. While two of the four
regions we visited limited their efforts because of various constraints,
the other two were more active in pursuing tip income nonreporting
because they developed a strategy to offset these constraints.

IS needs an overall strategy for addressing tip income nonreporting.
Without such a strategy, the potential will be greater for the loss of tax
revenue and the inequitable treatment of taxpayers.

To enhance ks’ efforts to improve compliance with the requirements for
reporting tip income, we recommended that the Commissioner of Inter-
nal Revenue formulate and implement an overall strategy for identify-
ing and reducing tip income nonreporting. In formulating this strategy,
the Commissioner should, in conjunction with providing tip income
information to the regional and district offices,

identify and evaluate, for IRs-wide applicability, those detection tech-
niques and tools which have been proven effective in conducting tip
mcome reporting projects and communicate this information to all IrS
regions and districts; and

design and implement an overview and evaluation process to monitor
the progress of tip enforcement activities, identify potential problem
areas, and devise the action(s) needed to deal with them.
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IRS Needs to Improve
Its Administration of
the Rate Reduction
Process Involving the
Tip Income Reporting
Requirement

Appendix IV

Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Respounses to Those
Recommendations

(GAO/GGD-86-119, 9 /30,86)

We reported that RS needed to improve its administration of the Tax
Equity and Fiscal Responsibility Act’s (TEFRA) provision which permits
employers to petition IRs for a reduction from the reporting of 8 percent
of gross receipts as tip income. Our audit work at 18 district offices
within four xS regions showed the various methods used by Iks districts
to review the merits of a rate reduction request were different and could
result in inequitable treatment of tipped employees working for estab-
lishments applying for rate reductions. Although we recognized that
total consistency is impossible, we believed that IRs could improve the
situation.

When Congress passed TEFRA's tip provisions, certain safeguards were
included with the intent that the provisions would not adversely affect
employees of food and beverage establishments. One such safeguard
permits employers to petition IRS for a reduction from the reporting of 8
percent of gross sales as tip income provided the employer can justify a
lower rate. The Commissioner of Internal Revenue delegated the respon-
sibility for granting rate reductions to Irs district directors.

Although the National Office’s guidelines for implementing TH#FRA’s rate
reduction provisions outlined the documentation needed to accompany a
rate reduction request, they did not contain procedures on how the data
should be analyzed. The guidelines, formalized in Revenue Procedure
85-4, stated that a request should include information, such as an estab-
lishment's gross receipts, location, and type of clientele. However, the
National Office did not provide accompanying instructions to field offi-
cials on how to evaluate the data when making decisions on rate reduc-
tion requests. In addition, Iks did not establish a monitoring process to
identify how each district implemented this review process. As a result,
IRS was not in a good position to identify problem areas and the action(s)
needed to correct them, We found that various methods of evaluation
were being used by the four regions we visited.

Recommendations

To reduce the inconsistencies in the rate reduction process, we recom-
mended that the Commissioner of Internal Revenue (1) establish uni-
form criteria and standard procedures for reviewing employers’
requests for a reduction from the reporting of 8 percent of gross receipts
as tip income and | 2) monitor the implementation of the review process
to assure a reasonably consistent IRS-wide approach.,
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Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those
Recommendations

Action Taken And/or Irs agreed with our recommendation and, in October 1986, revised its
Pending criteria for making certain refunds.
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Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those

Recommendations
Actions Taken And/or IrS agreed with our first recommendation and has already taken steps to
Pending clarify the information returns forms and instructions on commodity

credit loan and crop insurance income. IrS disagreed, however, with our
recommendation to incorporate information returns into its docurment
matching program. 1RS reasoned that existing statutory rules present
serious administrative problems for matching. RS has since indicated a
willingness to explore the use of an alternative matching program for
specific crop loan and insurance data to detect nonfilers and under-
reporters for this type of income. We plan to monitor IrS’ planned alter-
native approach.
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BATF Should Advise
Former Firearms
Dealers That They
May Unknowingly Be
Violating State Laws

Appendix IV

Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those
Recommendations

(GAO/GGD-86-49. 6 '5/86)

BATF regulations allow NFA dealers, except for partnerships and corpora-
tions, to retain their NFA firearms inventories when they discontinue
their status as NFa dealers. However, some former dealers that operated
as sole proprietorships and who retained, as individuals, the weapons
they acquired as dealers, may unknowingly be violating their state laws.
We contacted the District of Columbia and nine states, which have laws
that permit dealers, but not individuals, to possess one or all of the NFA-
type weapons to determine if individuals in this situation were viclating
their laws. The seven jurisdictions that responded informed us that for-
mer dealers who continue to possess certain NFA weapons as individuals
either were or appeared to be violating their jurisdictions’ laws.

Recommendations

Xctions Taken And/or
Pending

We recommended that the Director, BATF:

Inform former Nra dealers who currently possess NFA weapons that such
possession may be in violation of the laws of their respective jurisdic-
tions; and

Develop a way to inform current NFa dealers and those that apply for
NFA dealer status that they may be in violation of local laws if they
retain private ownership of NFA weapons.

BATF agreed with our recommendations and is developing notifications
to inform former. current, and future NFa dealers of the possible prob-
lems they may face due to the retention of certain Nra weapons as pri-
vate citizens.
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Recommendations

Actions Taken And/or
Pending

Appendix 1V

Tax-Related Recommendaiions Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those
Recommendations

We recommended that the Commissioner of Internal Revenue:

(GAO/GGD-86-49. 6 5,86)

Compliance with the tax on gross wagers and the wagering occupational
tax could be improved if 1S better utilized information already required

and obtained information readily available to identify noncompliant tax-
payers. Information is readily available from state gambling agencies to

identify businesses liable for the annual occupational tax and the tax on
gross wagers, but irs is not using this information to identify delinquent

taxpayers.

In addition, ks already has a means to identify employees/agents liable
for the annual occupational tax because the returns filed by businesses
(employers) require a listing of employee/agents on behalf of the busi-
ness. However, Iks does not enforce the requirement or use the informa-
tion when it is provided to determine whether the employee paid the
taxes.

Obtain gambling heense data from states where gambling activities sub-
Jject to the wagering taxes are authorized and match it with the yearly
occupational tax payment records to identify for follow-up potential
noncompliant taxpayers,

Compare tax on gross wagers payment records with the yearly occupa-
tional tax payment records for businesses in states which do not license
establishments subject to the taxes to identify for follow-up potential
noncompliant taxpayers.

Match the names of employee/agents listed on the employers’ occupa-
tional tax returns with occupational tax payment records to identify for
follow-up potential noncompliant taxpayers. For the match to be effec-
tive, the requirement that employers list employee/agents on their occu-
pational tax retit s should be enforced,

IRS responded thut our recommendations would not have a significant
enough impact on either voluntary compliance or revenues to justify
implementation and that its limited resources would be more produc-
tively utilized in other arcas. We noted in the report the reasons we
believed our reconimendations should be implemented and pointed out
that ks should ads ise Congress of its inability to improve compliance
because of higher rarity work,
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IRS Needs to Improve
the Accuracy of
Nonwage Income Data

Appendix IV

Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those
Recommendations

Recommendations

GAOQ/IMTEC-86-17, 4, 21/86)

In 1962, Congress established the Information Returns Program in irs to
encourage taxpayer compliance with the tax laws and to generate addi-
tional revenues. Among other things, the program matches interest and
dividend information that banks and other payers submit to IkS with
income reported on tax returns. This is intended to identify taxpayers
who have underreported their income or have failed to file tax returns.

Because of inadequate controls, 1rRs did not record or incorrectly
recorded over $3.5 billion in income data for tax year 1983. About 4.1
million unprocessed information returns { from the Atlanta, Cincinnati,
and Kansas City Service Centers) on 58 computer tapes were not
recorded on the information returns master file and over 700,000 infor-
rnation returns from all 10 of RS’ service centers were miscoded on the
master file. As a result, irS will not identify all taxpayers who are
underreporting their income and it will lose millions of dollars in tax
revenues.

We made no recommendations because after we informed IrS of our find-

Ings, IRS said that it would take several actions in response to the prob-
lerns we identified

Actions Taken And/or
Pending

In response to our findings, 1S added automated edit checks to its com-
puter programs to identify incorrect data, and added a daily log to help
assure it processes all computer tapes containing income information. In
addition, IRS was able to recover some of the unrecorded information.
While it was too late to use this information in its current underreporter
program, IrS said 1t could use the information for other purposes, such
as helping it classify cases for potential audit. 1rs also instituted follow-
up procedures to ensure that corrected data are posted.
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Appendix TV

Tax-Related Recommendations Made During
Calendar Year 1986 to the Treasury, IRS, and
BATF and Their Responses to Those
Recommendations

(GAO/IMTEC-86-10. 3/27/86)

IRS relies heavily on computers to process tax returns and receipts and
to aid enforcement. Any major loss or damage to its computer equip-
ment, software, or data would limit its ability to collect over $600 billion
in annual revenue and pay about $85 billion in tax refunds.

IRS’ tax return processing system is comprised of two major compo-
nents—the National Computer Center in Martinsburg, West Virginia,
which maintains 4 master file account on each individual and business
taxpayer; and the 10 service centers, which receive and controf tax
returns and subject them to validity and consistency checks and mathe-
matically verify taxpayers’ computations. ks’ Detroit Data Center is
responsible for s administrative systems, tax analysis systems, and
many of its management information systems.

To reduce disruption caused by events that prevent normal operation at
computer centers, the Office of Management and Budget’s Circular
A-130 requires each agency head to set up an automatic data processing
(ADP) security program. Among other things, each agency is required to
do the following:

Develop and maintain contingency plans that will provide reasonable
continuity of data processing support should events occur that prevent
normal operations (These plans should be periodically reviewed and
tested.)

Conduct periodic risk analyses at each computer center to determine
that center’s vulnerabilities and to effectively use security resources to
reduce potential loss. These analyses must be performed before a new
center is designed. or whenever a significant change to the physical
facility, hardware. or software occurs; or at least every 5 years.

ks’ Internal Revenue Manual also requires that ADP contingency plans be
developed, maintained, and tested for each of the 12 kS computer cen-
ters. The manual notes that plans must be developed to respond to fire,
flood, sabotage. serious equipment damage or failure, loss of electrical
power, bomb threars or explosion, and civil and natural disasters.

We found that R8s draft ADP contingency plans are incomplete. Further,
IR has not taken adequate measures to prepare for an emergency.
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IRS Needs to Improve
the Accuracy of
Claims Filed Against
Businesses Undergoing
Liquidation
Bankruptcy

(GAO/GGD-86-20. 2 21/86)

Bankruptcy distribution is based on the amounts and the priority of the
delinquencies shown on the claims that are filed; therefore, an inaccu-
rate claim can result in the inequitable distribution of payments that are
made. In the three bankruptcy court districts we visited, IrS filed claims
for more than 95 percent of the liquidation bankruptcies filed in 1982,
However, 77 percent of these cases contained errors totaling an esti-
mated $1.7 million in overclaims, underclaims, and misclassified priori-
ties. Overclaims and underclaims resulted because IS incorrectly
applied bankruptcy rules for penalties, inadequately followed up on
estimated claims. and made mathematical errors in computing claim
amounts. Those errors. along with errors in classifying priorities,
occurred because s district personnel lacked guidance in computing
interest and penalties for bankruptcies.

Recommendation

bankruptcy manual to require that bankruptcy case files contain ade-
quate documentation of claim computations and that supervisory or
quality control reviews of these computations be made to ensure that
claims are accurately prepared.

Action Taken And/or
Pending

On December 5, 1986, Iks revised the Internal Revenue Manual to
require that bankruptcy case files contain adequate documentation of
claim computations 1o facilitate more thorough reviews.
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Recommendations

IRS Needs to Improve
Its Procedures for
Referring to Court
Businesses That
Accumulate
Employment Tax
Delinquencies During
Bankruptcy

Recommendation

(GAO/GGD-86-20, 2:121,86)

IRS must use the bankruptcy courts to pursue action against businesses
that accumulate employment tax delinquencies during bankruptcy. IRS
should make court referrals quickly to minimize the accumulation of
additional tax delinguencies. However, in the three RS districts we
reviewed, there were 10 referrals for delinquent employment taxes and
these cases took an average of 15 months to come to court after the first
delinquent tax return was due. This was caused partly by the fact that
IRS" bankruptey manual contains limited and inconsistent guidance on
when court referrals should be made. The manual also lacked adequate
guidance concerming what information should be obtained and provided
to counsel for each referral.

We recommended that the Commissioner of Internal Revenue establish
minimum ¢riteria in the bankrupicy manual for the referral of delin-
guent cases to the bankruptey courts and state in the manual that each
referral should include immformation on the size of its employment tax
liability.

Action Taken And/or
Pending

On December 5. 1986, ks revised its Internal Revenue Manual to include
minimum criteria for referral of cases for bankruptcy court action.
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Congress Should
Decide Whether the
Current Tax
Exemptions for Blue
Cross and Blue Shield
Health Insurance
Plans Are Warranted

Appendix II1

Legislative Actions Taken on
Recommendations Made During Calendar
Year 1986

(GAOQ/HRD-86-110, 7/11/86)

IRS has recognized the exemption of the Blue Cross and Blue Shield
health insurance plans as social welfare organizations since their incep-
tion in the 1930s. These exemptions were initially recognized when the
plans pioneered health insurance, offering one community rate to all
subscribers. At that time, lack of information on the actuarial soundness
of this type of venture deterred commercial companies from underwrit-
ing the costs of hospital care. After commercial companies entered the
field in the 1940s. a competitive for-profit health insurance industry
developed.

On December 16, 1985, the House of Representatives passed H.R. 3838,
the Tax Reform Act of 1985, Section 1012 of the bill, which was esti-
mated to raise $1.7 billion in federal revenues over the next 5 years,
would have effectively eliminated the existing tax exemption granted to
Blue Cross and Blue Shield plans. However, the bill allowed for special
treatment, at the discretion of the Secretary of the Treasury, for that
portion of the plans’ business related to high-risk individuals and small
groups.

The Chairman of the Subcommittee on Health, House Committee on
Ways and Means, asked us to provide information to assist the Tax
Reform conferees in determining whether the Blue Cross and Blue
Shield plans’ tax-exempt status was warranted. In response, we com-
pared certain practices of the plans, such as pricing methods, benefits
provided, and underwriting, with those of for-profit health insurance
companies, particularly as these practices affect the availability of cov-
erage for high-risk persons. We focused on the availability of coverage
for high-risk individuals under age 65 because practices of the plans and
commercial insurers do not differ significantly in other health insurance
markets. Specifically. we compared health insurance offered to 129
high-risk test cases identified by the Blue Cross and Blue Shield in six
locations to insurance available from five commercial insurers.

We observed more similarities than differences in the insurance prac-
tices of Blue Cross and Blue Shield and commercial insurers with regard
to high-risk individuals. Also, 1rs officials had found that the significant
differences between nonprofit and for-profit insurers that may have jus-
tified the initial rax exemptions had been eroded by competitive devel-
opments. For varous reasons discussed in the report, we were unable to
determine the overall effect changes in the tax-exempt status of Blue
Cross and Blue Shield plans would have on both the availability and
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Investment Tax Credit
for Offshore Drilling
Rigs Needs
Clarification

Appendix 1T

Legislative Actions Taken on
Recommendations Made During Calendar
Year 1986

(GAO/GGD-86-65. 4,10/86)

Congressional intent regarding the scope of allowing the investment tax
credit for offshore drilling rigs was unclear. The Conference Report for
the Tax Reduction Act of 1975 stated that Congress intended to limit the
credit to only those offshore rigs used in the northern portion of the
Western Hemisphere However, under section 48(a)(2)YB)(iii) of the Rev-
enue Act of 1962, 1rs allowed the investment tax credit for certain off-
shore rigs used anywhere in the world. This section was not amended by
the 1975 act. We estimated that at least $344 million of investment tax
credit had been available since 1975 for offshore drilling rigs used
outside the northern portion of the Western Hemisphere. Therefore, sig-
nificant tax revenue ~ould have been lost., and additional revenue fore-
gone unless Congress clarified the law.,

Matter for Consideration
by Congress

We suggested that if the investment credit was not repealed, Congress
consider clarifying the circumstances under which the investment tax
credit is allowed for offshore drilling rigs used outside the northern por-
tion of the Western Hemisphere.

Action Taken And/or
Pending

The Tax Reform Act of 1986 (Public Law 99-514, dated October 22,
1986) repealed the investment tax credit.

Page 22 GAQ/GGD-88-13 Tax Policy and Administration



Appendix I

Legislative Actions Taken on
Recommendations Made During Calendar
Year 1986

taxpayers can satisfactorily demonstrate to IrS that they cannot obtain
reasonably dependable estimates of the cost to complete or the extent of
progress toward completion of a particular contract.

Action Taken And/or
Pending

The thrust of our recommendation was included in the Tax Reform Act
of 1986 (Public Law 99-514, dated October 22, 1986). Among other
things, Congress revised the tax law as it applied to long-term contracts
and limited the use of the completed contract method for all but certain
small construction contractors. Long-term contractors are now required
to account for their contracts using one of two methods: (1) a modified
percentage of completion method; or (2) a *“60-40 method” under which
4() percent of contract income is accounted for by using the modified
percentage of completion method and 60 percent is accounted for by
using some other permissible method (e.g., cash, accrual or completed
contract).
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COHQI’QSS Should (GAO/GGD-86-19, 11/1/85)

Amend the Internal Under section 6038A ot the Internal Revenue Code, certain foreign-
Revenue Code owned U.S. corporations are required to submit an information return to

R di Irs if they conduct transactions with a related domestic or foreign corpo-
egar 1n_g ration, This was intended to enhance the compliance of foreign-owned
Transactions Between us. corporations with the tax laws.

h N
Forelgn—aned U.S. We expressed concern that the language of section 6038A was not suffi-
Corporatlons and ciently broad to ensure maximum compliance. For example, according to
Theilr Noncorporate IRs, some foreign-owned ULS. corporations may have transactions with

. related foreign individuals and related noncorporate foreign entities,
Forelgn Owners such as trusts and partnerships, that would not have to be reported to
ks under section 6038A. Although 1rS could not quantify the extent of
these transactions, its position was that the transactions should be
reported even if the number is relatively small. Therefore, an amend-
ment to section 6038A was needed to help 1rS enforce the tax laws by
identifying transacrions between foreign-owned U.S. corporations and
their noncorporite foreign owners,

Recommendation We recommended that Congress amend section 6038A of the Internal
Revenue Code to help irs enforce the tax laws by identifying transac-
tions between foreign-owned 1.8, corporations and their noncorporate
foreign owners

Action Taken And/or Congress included our suggested change in the Tax Reform Act of 1986

Pending (Public Law 99-51 1, dated October 22, 1986). Under the act, a corpora-
tion subject to the reporting requirements of Section 6038A of the Inter-
nal Revenue Code must report to ks certain information with respect to
its transactions with all related persons (as defined in the Code), and not
merely its transactions with corporations in its controlled group. In
addition, U.s.-cont~olled toreign corporations, foreign-controlled U.S.
corporations and foreign-controlled foreign corporations doing business
in the United States must report to 1ks certain information regarding
their transactions virboany related party.
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Congress Should
Consider Whether to
Amend the Tax Code
to Require Acquisition
Costs to Be Allocated
Over the Life of
Property/Casualty
Insurance Contracts

Appendix ITT

Legislative Actions Taken on
Recommendations Made During Calendar
Year 1986

(GAO/GGD-85-10, 3/25/85)

One income measurement issue in the property/casualty insurance
industry is the proper allocation of business expenses related to the sale
and renewal of insurance policies. These expenses are considered part of
the acquisition costs and include agent and broker commissions, salaries
of certain employees involved in underwriting and issuing policies, and
medical and inspection fees. The National Association of Insurance Com-
missioners, whose accounting method was adopted for federal tax com-
putations, currently permits these costs to be deducted immediately
regardless of the life of the policy. On the other hand, premium income
on insurance contracts is included in revenues only on a pro-rata basis
each year. Assuming that a 1-year contract is issued on July 1, for
example, only 6 months or one-half of the annual premium would be
included as income in the first year, and the balance would not enter
into taxable income until the following year.

We believe that, for the proper measurement of taxable income,
expenses should be allocated over the same period in which the corre-
sponding income is recognized. Therefore, using the regulatory account-
ing practices of the National Association of Insurance Commissioner’s to
measure taxable income is inappropriate because it does not match
expenses with associated revenues, thereby resulting in misstated tax-
able income.

Recommendation

We recommended that if Congress wished to assure that the property/
casualty insurance industry’s revenues and expenses were more closely
matched for purposes of measuring taxable income, it should consider
amending the tax code to provide that acquisition costs be allocated
over the life of related contracts,

Action Taken And/or
Pending

October 22, 1986) provided, in effect, that acquisition costs would be
allocated over the life of the contract, as we recommended.
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Open Recommendations to Congress From
Reports Issued Before Calendar Year 1986

Legislative Change (GAO/GGD-83-47, 6/20/83)

Needed to Enable IRS The Bankruptey Reform Act provides qualified debtors with certain

to Assess Taxes protections from creditors including RS. The act restricts IrS" authority

Voluntarilv R rted in many cases to assess, collect, or recover a claim against an individual
oluntarily epo € or a business during bankruptcy proceedings. Administratively, this

by Taxpayer S 1n restriction has caused problems for RS because it requires IRS to stop its

Bankruptcy automated processing of returns from bankrupt taxpayers and perform

many special processing steps. These steps include manual processing
procedures at [Rs service centers and district offices. During fiscal year
1982, these additional process steps cost IRS an estimated $500,000.

Recommendation We recommended that the Bankruptcy Act be amended to aliow assess-
ment of the taxes that bankrupt taxpayers report on their returns.
Allowing 1rS to assess, but not collect, these taxes would still protect
bankrupt taxpayers but at less cost to ks than is presently being
incurred.

Action Taken And/or No action was taken or planned as of September 30, 1987.
Pending

Page 14 GAQ/GGD-88-13 Tax Policy and Administration



Appendix 11

Open Recommendations to Congress From
Reports Issued Before Calendar Year 1986

Congress Should
Adopt a Tax
Treatment Which
Better Recognizes
Changes in Some
Electric Cooperatives

(GAO/GGD-83-7, 1/5,83)

Under section 501(¢ ) 12) of the Internal Revenue Code, electric coopera-
tives are provided tax-exempt status and are permitted to earn substan-
tial untaxed income from nonmember sources, which subsidizes
cooperative members’ cost of electricity. This exemption was initially
granted over 60 years ago when electric cooperatives were generally
small, struggling associations that primarily distributed electricity to
sparsely populated rural areas. Since that time, however, the operation
of many cooperatives and the environment in which they do business
have changed substantially.

Today, many electric cooperatives are still small associations that con-
tinue to need assistance in order to provide electricity to rural areas at
rates comparable to those charged in urban areas. Others, however,
have substantially changed in character or have progressed to the point
where they closely resemble their taxable counterparts. Yet, unlike
other federal assistance programs that can be directed to those organiza-
tions having a continuing need for assistance, all electric cooperatives
continue to benefit from tax exemption. Under the broad requirements
of the law, tax exemption applies across-the-board to all electric
cooperatives.

IRS, in administering the tax exemption requirements, has tried to recog-
nize the changes in electric cooperatives. However, it has experienced
difficulties because of the broad nature of the law. Therefore, Congress
needs to consider alternatives to the present tax treatment of electric
cooperatives and adopt a treatment which would better recognize the
changes in their operations and the environment in which they operate.
As a framework for Congress’ consideration, we proposed alternatives
to the present law which would (1) modify electric cooperatives’ non-
member income allowance, or (2) eliminate that allowance, or (3) apply
tax rules already applicable to other types of cooperatives. These alter-
natives, which would have an estimated revenue impact ranging from
$2 million to $45 million are not all inclusive.

Recommendation

We recommended that Congress, using the alternatives we provided as a
guide, establish a tax treatment which better addresses electric coopera-
tives’ present operating environment.
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Appendix 1

Open Recommendations to Congress From
Reports Issued During Calendar Year 1986

The Internal Revenue
Code Should Be
Amended to Give IRS
an Interest-Free
Period to Process
Refunds Claimed on
Most Amended
Returns

Matter for Consideration
by Congress

(GAOQ/GGD-86-72. 7:28/86)

Section 6611 of the Internal Revenue Code provides that if the Internal
Revenue Service {1k$) does not process and issue an income tax refund
within 45 days of the overpayment date, it must pay interest. The over-
payment 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 overpay-
ment 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, Ik$ may ultimately pay several years of interest on a refund,
regardless of how quickly it processes the amended return. Based on our
sample of refund «laims paid by IgS in fiscal year 1983, we estimated
that IrS 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 ks 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.

So that irSs can redice the amount of interest paid on amended returns

claiming refunds. we suggested that Congress consider amending section
6611 of the Internul Revenue Code to provide IRs with an interest-free
processing period for such returns. We did not attempt to determine how
long this interest-tree period should be. However, a 45-day processing
period would make treatment of amended returns consistent with the
treatment of onginal income tax returns.

Action Taken And/ or
Pending

No action was taken or planned as of September 30, 1987,
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Abbreviations

APO/FPO  Army Post Office/Fleet Post Office

ACS Automated Collection System

ADP Automatic Data Processing

BATF Bureau of Alcohol, Tobacco and Firearms

CEPS Capacity Enhancement for the Processing System
ERISA FEmployee Retirement Income Security Act

ESOP Enmployee Stock Ownership Plan

GAO General Accounting Office

IRS Internal Revenue Service

NFA National Firearms Act

PAL Protection Against Loss

SSA Social Security Administration

TEFRA Tax Equity and Fiscal Responsibility Act
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the Director of the Bureau of Alcohol, Tobacco and Firearms (BATF) and
their responses to those recommendations.

V. Summary of information on tax matters reported to Congress during
calendar year 1986

VI. Listing of GAO products on tax matters issued during calendar year
1986.

VIIL Listing of testimonies given on tax matters by Gao officials before
various committees i Congress during caiendar year 1986.

VIIL. Tax-related assignments authorized pursuant to 31 U1.8.C. 713 dur-
ing calendar year 1186,

IX. a0 Order relating to audit assignments involving access to tax
information.

We are pleased to report that the Department of Treasury, Internal Rev-
enue Service, and sATF have taken, or plan to take, action on most of the
recomrmendations we made during calendar year 1986, Also, various
congressional members and committees used our products on tax policy
and administration natters in overseeing tax administration operations
and in considering tax reform. In this regard, the Tax Reform Act of
1986 included the thrust of our various recommendations, including
those relating to property/casualty insurance, foreign-owned U.S. corpo-
rations, and the completed contract method of accounting,.

We ook forward to continuing to work closely with Congress in its over-
sight of tax policy and administration matters and to assist it in consid-
ering our legislative recommendations. Also, we would be glad to discuss
any of the matters included in the appendixes if you, your colleagues, or
staffs believe it wonild be beneficial.

We are sending copies of this report to the Director of the Office of Man-

agement and Budget: the Secretary of the Treasury; the Commissioner
of Internal Revenue and the Director, Batk. We are also sending copies
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