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SMALL BUSINESSES 
IRS Considers Taxpayer Burden in Tax 
Administration, but Needs a Plan to Evaluate the Use 
of Payment Card Information for Compliance Efforts 

Why GAO Did This Study 
A challenge IRS faces is balancing 
efforts to minimize taxpayer burden 
with efforts to ensure compliance with 
the tax code. Small businesses are a 
vital source of economic growth in the 
United States. Reducing their costs for 
complying with the tax code may free 
up resources to expand, hire new 
employees, and contribute to the 
growth of the U.S. economy. GAO was 
asked to examine small business tax 
compliance burden and IRS’s payment 
card pilot that addresses taxpayer non-
compliance. This report: (1) describes 
characteristics of the small business 
population (2) describes how 
characteristics of a small business 
affect compliance burden; (3) 
describes how IRS integrates small 
business compliance burden 
considerations in decision-making; and 
(4) assesses IRS’s plan for evaluating 
its payment card pilot. To answer these 
objectives, GAO analyzed Treasury 
and IRS data, research, and other 
documentation and interviewed agency 
officials. GAO used its guidance on 
program design evaluation to assess 
IRS’s payment card pilot evaluation 
plan. 

What GAO Recommends 
To improve the evaluation of the 
payment card pilot, GAO recommends 
that IRS clearly define the stages of 
the pilot and establish measurable 
goals for determining when the pilot 
progresses from one stage to the next 
and develop an evaluation plan for the 
overall pilot that includes evaluation 
questions, complete descriptions of 
needed data, and evaluation criteria. 
IRS agreed to take the recommended 
actions. 

What GAO Found 
According to estimates produced by government tax researchers using 2010 
taxpayer data, small businesses (defined in the research as individuals or entities 
with substantive business activity but with less than $10 million in total income 
and deductions) make up 99 percent of all businesses. Approximately 69 percent 
of small businesses (about 16 million) are individual taxpayers who report 
business income and the remaining 31 percent (or roughly 7.3 million) are 
partnerships or corporations. Small businesses with at least one employee make 
up about 20 percent of the small business population, but produce about 71 
percent of total small business income. 

Small businesses undertake a number of tax compliance-related activities that 
create burden. These activities can be grouped into general categories such as 
income tax activities, employer-related tax activities, and third-party information 
reporting activities. The tax compliance burden associated with these activities 
varies depending on the businesses’ asset size, filing entity type (e.g., sole 
proprietor, partnership), number of employees, and industry type. According to 
IRS research, compliance burden increases with the size of businesses, whether 
measured in terms of assets, receipts, or employment. IRS also measured 
money and time burden as a portion of total business receipts, total assets, and 
burden per employee. Across all three measures, IRS results were consistent 
with the assumption that small businesses face significant fixed compliance costs 
combined with decreasing marginal costs as the business grows.  

IRS’s decision-making framework for administering the tax system includes 
consideration of small business compliance burden. For example, IRS’s strategic 
plan identifies reducing taxpayer burden as a strategic goal. IRS provided 
examples of how it works with internal and external stakeholders to reduce 
taxpayer burden on small businesses. For example, IRS collaborated with 
Treasury and external stakeholders to develop a simplified method for some 
small businesses to calculate a home office deduction, which was introduced in 
January 2013. Previously, businesses had to complete a complex property 
depreciation calculation. 

To improve tax compliance among small businesses, in 2012, IRS began piloting 
a program that compares payment data from payment settlement entities (such 
as credit card companies) with income reported by small businesses. IRS is 
testing ways to use payment data to detect underreporting of taxable income 
while minimizing small business taxpayer burden. While IRS’s plans for 
evaluating the pilot include many key evaluation elements that GAO identified, 
other elements are missing. For example, IRS has defined high level pilot goals 
such as improving voluntary compliance and reducing the tax gap, but has not 
established measures for determining progress against these goals.  Additionally, 
the plan did not adequately document evaluative questions, data collection 
needs, or the evaluative criteria necessary to assess whether pilot activities 
produced the intended results. Without these and other elements, IRS cannot 
ensure it is making evidence-based decisions about expanding and integrating 
pilot activities into broader small business compliance improvement efforts.  View GAO-15-513. For more information, 

contact  James R. McTigue, Jr. at (202) 512-
9110 or McTiguej@gao.gov 

http://www.gao.gov/products/GAO-15-513�
http://www.gao.gov/products/GAO-15-513�
mailto:mctiguej@gao.gov�

	SMALL BUSINESSES
	IRS Considers Taxpayer Burden in Tax Administration, but Needs a Plan to Evaluate the Use of Payment Card Information for Compliance Efforts
	Why GAO Did This Study
	What GAO Recommends
	What GAO Found


<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /PageByPage

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Sheetfed Uncoated v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CompatibilityLevel 1.7

  /CompressObjects /All

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /LeaveColorUnchanged

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams true

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Preserve

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 220

  /ColorImageMinResolutionPolicy /Warning

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

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

  >>

  /ColorImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 220

  /GrayImageMinResolutionPolicy /Warning

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

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

  >>

  /GrayImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 900

  /MonoImageMinResolutionPolicy /Warning

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile (None)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<





    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>







    /HUN <>

    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)

    /JPN <>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>





    /SKY <>



    /SUO <>

    /SVE <>

    /TUR <>



    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



