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OF THE UNITED STATES

What IRS Can Do To Collect More
Delinquent Taxes

The number and amount of delinquent tax ac-
counts are increasing faster than IRS can deal
with them. In 1979 delinquent taxes owed the
Government exeeded $13 billion. Although
IRS coliected almost $5 billion in delinquen-
cies that year, delinquencies grew by $2 bil-
lion, totaling more than $15 billion by the
end of fiscal year 1980.

Passive coliection policies, inadequate use of
taxpavyer financial information, inefficientcol-
lection program operations, lack of manage-
ment information, and limited resources all
contribute ta this increase in tax delinquencies.

I1RS has made several changes to correct many
of the problems GAQ identified. The changes
IRS has instituted will help ensure that IRS
employs the most effective and efficient ac-
tions to collect the greatest amount of delin-
guent tax revenue in the shortest time peri-
od--and help reduce the Government’s need to
borrow to finance its operations.
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To the President of the Senate and the
Speaker of the House of Representatives

This report discusses the Internal Revenue Service's ef-

forts to collect delinguent taxes from taxpayers who claim they

cannot pay them in full. We made this review because of the
current interest in collecting debts owed the Government in a
timely manner and decreasing the amount of Federal borrowing.
The report points out the need for the Service to obtain and
use taxpayer financial information to determine whether delin-
quent taxpayers can pay in full or in installments. It also
shows that improvements in the procedures for dealing with
taxpayers who do not fully pay their taxes would increase the
efficiency and effectiveness of these programs.

Copies of the report are being sent to the Director, Of-
fice of Management and Budget:; the Secretary of the Treasury:
the Commissioner of Internal Revenue: and other interested
parties.

A A o,

Comptroller General
of the United States
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The Internal Revenue Service (IRS) could col-
lect millions of dollars in additional delin-
quent taxes if it increased its use of taxpayer i
financial information and changed its collec-
tion procedures. These changes would help en-
sure that IRS employs the most effective and
efficient actions to collect the greatest
amount of delinquent tax revenue in the short-
est time period.

In fiscal year 1979, IRS collected $4.9 billion
in delinquent taxes through its special collec-
tion efforts. However, during the same fiscal
year, IRS classified $845.6 million as currently %
not collectible and wrote off $465.6 million

because the 6-year time period for collecting

these taxes expired. At the end of fiscal

year 1279, IRS' total accounts receivable in-

ventory was $13.3 billion. Of this amount,

$3.3 billion was classified as currently not

collectible, and taxpayers were making install- ;
ment payments against $272 million in delin- 5
quencies. By the end of fiscal year 1980, the
total inventory of accounts receivable increased
to $15.8 billion.

Because of the magnitude of these delinguent

taxes and the concerns of the Congress and others

about improving the collection of tax revenues

and decreasing Federal borrowing, GAQ reviewed %
IRS' activities to collect delinquent taxes from

taxpayers who claim they cannot immediately pay

their delinquent taxes in full.

COLLECTION PROCESS

IRS attempts to obtain payment of delinquent
taxes through a series of written notices and
demands. With the third notice, most indivi-
dual taxpayers are given the option to make
installment payments.

If delinquent taxpayers do not pay, accounts
meeting a certain dollar criterion are referred
to Collection Division personnel for intensified '
ccllection actions.
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If a taxpayer then claims that full payment
cannot be made, IRS requests a written finan-
cial statement from the taxpayer to deter-
mine if the claim is valid or if the taxpayer
can make installment payments. If the tax-
payer cannot make any payments, the account

is classified as currently not collectible.

At any time during the collection process the
delinguent taxpayer can attempt to reduce the
total tax delinquency by making an offer in
compromise. (See pp. 3 to 5.) CGAO identified
problems throughout the collection process, and
these are presented in the order in which they
occur.

IRS SHOULD STOP GRANTING INSTALL-
MENT AGREEMENTS WITHOUT DETERMINING
TAXPAYERS' ABILITY TO PAY

IRS offers an estimated 97 percent of indivi-
dual delingquent taxpayers sent third notices
the option to pay through installments with=-
out considering their ability to pay. This
option is offered by mail before the accounts
are sent to district offices for intensified
collection action. At the time of GAQ's re-
view, IRS was also offering first-time delin-
quent taxpayers this option after referring the
accounts for more intensified collection action.

GAO's review of installment agreements in four
IRS districts showed that many taxpayers with
substantial incomes or otherwise with an appar-
ent ability to pay were taking advantage of the
program. GAO estimated that 20 percent of the
taxpayers in the four districts had incomes ex-
ceeding the high income levels for each district
as defined by the Department of Labor, which
range from $24,700 to $27,200. Nearly 15 percent
of the taxpayers could have paid their liabilities
immediately with savings identified by interest
income shown on their tax returns. In one case,
a taxpayer earning about $77,000 a year was
granted an installment agreement for a $3,000
liability. (See pp. 10 to 12.)

As a test, GAO requested IRS to obtain infor-
mation on ability to pay from individual delin-
quent taxpayers who would have been automatically
granted installment agreements. As a result of
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the test, IRS requested full payment from 25 per-
cent of such delinquent taxpayers. (See pp. 12
and 13.)

Although IRS 1nitiated installment agreements
without determinations of ability to pay under
i1ts policy to be more lenient with first-time
delingquents, it has not taken adequate steps
to ensure that only first-time delinguents are
given this option. GAO estimates that 38 per-
cent of the taxpayers taking advantage of this
program in the four districts were repeaters.
(See p. 13.)

GAQO RECOMMENDATION AND IRS COMMENTS

The Commissioner of Internal Revenue should dis-
continue the current installment-agreement-by-
mail program except for those accounts which
would ordinarily not be sent to a district of-
fice for intensified collection action.

IRS presently disagrees with GAO's recommenda-
tion. However, IRS is currently studying the
mail program and expects to complete the study
in March 1982. At that time IRS said it would
reevaluate the recommendation.

GAO believes that the current mail program al-
lows many taxpayers to delay payment of their
taxes even though they have the ability to pay
in full. IRS did not consider this fact when
it initiated the program and is not considering
it i1n the current study. Also, IRS stated that
the mail program was one way to handle its in-
creasing delinquency problem. However, GAO
found that the program was not having any sig-
nificant effect on reducing the delinquent
account workload. Therefore, GAO continues to
believe that the installment-agreement-by-mail
program, 1in its present form, should be discon-
tinued. (See p. 15.)

BETTER DETERMINATION OF
TAXPAYERS' ABILITY TO PAY
WILL INCREASE COLLECTIONS

Even when IRS obtains taxpayer financial infor-
mation i1t does not always use i1t to the fullest
extent. GAO estimates that of 5,116 install-

ment agreements in four IRS districts, ability
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to pay was not used to determine the most effec-
tive method to handle cases in 85 percent of
the agreements.

Inadequate determination of ability to pay se-
verely hampers the effective use of installment
agreements. In addition, classifying accounts
as currently not collectible based on inadequate
financial information is a greater problem since
these taxes may never be collected.

GAO estimates that IRS did not adequately:

--Use equity information to require taxpayers
to secure loans in 28 percent of the 5,116
installment agreements with financial state-
ments. (See pp. 18 and 19.)

--Use the information shown on personal finan-
cial statements as a basis for classifying
10 percent of 11,884 taxpayers as currently
not collectible. GAO estimates that IRS
could have collected $1 million in the four
districts in the first year if it required
taxpayers with accounts inappropriately
classified as currently not collectible to
make payments. (See p. 20.)

--Verify income in 38 percent of the install-
ment agreement cases and in over 28 percent
of the currently not collectible cases where
taxpayers understated their income by at least
$2,000. In this connection, GAO estimates
that 1,762 of the 4,638 taxpayers with in-
stallment agreements (having financial state-
ments and tax returns on file) understated
their income by $8.5 million and that 1,856
of the 6,538 taxpayers with accounts classi-
fied as currently not collectible understated
their income by $6 million. (See pp. 20 and
21.)

-—-Question expenses in 37 percent of the 5,116
installment agreement cases and in 21 percent
of the currently not collectible cases for
such items as campers, boats, travel trailers,
music and dancing lessons, coin clubs, and
maid service. (See pp. 21 to 23.)

~~Consider when other liabilities would be paid
off in 33 percent of the 5,116 installment
agreement cases and in 15 percent of the cur-
rently not collectible cases. GAO estimates
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that, had IRS used this information it could

have requested taxpayers to pay an additional
$2.2 million during the first 2 years of the

installment agreements and collected an addi-
tional $1 million during the first year after
classifying accounts as currently not collec-
tible. (See pp. 23 and 24.)

--Review financial statements for mathematical
accuracy in 11 percent of the 5,116 install-

ment agreement cases. GAC noted errors ranging

from overstating the taxpayer's ability to
pay by $200 to understating the taxpayer's
ability by $1,000 a month. (See pp. 24 and
25.)

GAO RECOMMENDATIONS AND IRS COMMENTS

The Commissioner of Internal Revenue should
establish more specific guidelines for em-
ployees to use in evaluating and analyzing
taxpayer financial statements, including
guidelines defining necessary expenses.

GAO made a number of other recommendations to
improve IRS' determination of the taxpayer's
ability to pay. (See pp. 26 and 27.)

IRS agreed with GAO's recommendation to esta-
blish more specific guidelines for evaluating
and analyzing taxpayer financial information.
Other IRS comments are shown on pages 27 and

28 of the report.

IRS NEEDS TO BETTER MANAGE THE
INSTALLMENT AGREEMENT PROGRAM

Although voluntary payroll deductions are con-
sidered one of the best means of making pay-
ments, IRS has made only limited use of this
procedure. GAO estimates that only 9 percent

of an estimated 7,388 wage earners with install-
ment agreements in four districts were using
payroll deductions. (See pp. 29 and 30.)

Also, IRS has not taken adequate enforcement
action when taxpayers miss payments. Thirty-
five percent of taxpayers with installment
agreements in the four districts missed at
least one payment and were reinstated. 1In
some cases taxpayers missed as many as five
payments and each time had their agreements
reinstated. (See p. 30.)



Even though many agreements are reinstated,
the default rate is high. IRS has not taken
adequate steps to determine the reasons for
the 54-percent default rate on closed agree-
ments. This high default rate raises serious
guestions about the effectiveness of IRS' use
of installment agreements, particularly since
many taxpayers could have fully paid their tax
delinquencies. (See pp. 30 and 31.)

GAC RECOMMENDATIONS AND IRS COMMENTS

The Commissioner of Internal Revenue should:

~-Place more emphasis on the use of payroll
deductions as a means tc collect monthly in-
stallment payments.

--Develop an evaluation system that would con-
sider dollars collected, case disposition,
and cost of collecting through installments
to determine the effectiveness of the program.

--Establish procedures to better enforce install-
ment agreements before reinstatement of de-
faulted agreements and give collection em-
ployees a guide on acceptable reasons for
missed payments.

IRS agreed with two of GAQO's recommendaticons

but felt that procedures already adequately en-
courage the use of payroll deductions. However,
GAO does not believe that sufficient emphasis is
given to payroll deduction use. For example,
one region visited by GAO encouraged payroll de-
ductions which were used for 24 percent of wage
earner installment agreements. The three other
districts visited by GAO did not encourage pay-
roll deductions and their use ranged from 1 to 6
percent. Therefore, GAO believes that, with
emphasis, the use of payroll deductions can in-
crease. (See pp. 32 and 33.)

BETTER DETERMINATON OF
FOLLOWUP CODES NEEDED

After IRS classifies an account as currently

not collectible, followup collection action can
take place if IRS receives information that re-
verses the reason the account was so classified.
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When an account is classified as currently not
collectible based on financial hardship, IRS
selects a closing code based on an income level
IRS believes will enable the taxpayer to make
some tax payments. Once the taxpayer files a
tax return showing that income level or higher,
the account will be reactivated. GAO found that
the closing codes were set too high in 39 percent
of the cases reviewed, thereby precluding prompt
followup action to collect the delinguencies.
(See pp. 36 to 39.)

GAC RECOMMENDATION AND IRS COMMENTS

The Commissioner of Internal Revenue should
establish more specific guidelines for setting
closing codes for accounts classified as cur-
rently not collectible due to financial hard-
ship so as to ensure that prompt and timely
followup is made to collect delinquent taxes.

IRS agreed and has revised procedures for setting
closing codes. (See p. 46.)

EXAMINATION DIVISION NEEDS
TO DO MORE TO ASSIST IN
COLLECTING DELINQUENCIES

When the Examination Division reaches agreement
with a taxpayer on the results of an audit, it
requests payment. However, if the taxpayer in-
dicates an inability to pay, there are no pro-
cedures for routinely referring the taxpayer to
the Collection Division or obtaining financial
information. If the Examination Division was
unable to contact the taxpayer neither this fact
nor information on the attempts made to contact
the taxpayer is passed on to the Collection Divi-
sion. (See pp. 39 to 42.)

IRS statistics show that 21 percent of the in-
dividual delinquent accounts sent to districts
nationwide originated from audits. GAO found
that 40 percent of the currently not collect=~
ible cases reviewed in the four districts were
audit cases, indicating that the audit cases
pose a bigger collection problem than other ac-
counts. Review of 272 audit cases showed that:
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—-In 113, or 42 percent, of the cases, the Exam-
ination Division contacted the taxpayer and
obtained agreement with the audit results.
However, in 13 percent of the 113 cases the
Collection Division was later unable to con-
tact or locate the taxpayer. In 77 percent of
the 113 cases, the accounts were classified
as currently not collectible due to financial
hardship. (See pp. 40 and 41.)

--In 55, or 20 percent, of the cases the Exam-
ination Division contacted the taxpayer but
was unable to obtain agreement with the audit
results. In 27 percent of the 55 cases the
Collection Division was later unable to con-
tact or locate the taxpayer. In 58 percent of
the 55 cases, the accounts were later classi-
fied as currently not collectible due to fi-
nancial hardship. (See p. 41.)

—-In 104, or 38 percent, of the cases the Exam-
ination Division was unable to contact the tax-
payer. In 50 percent of the 104 cases the Col-
lection Division was also unable to contact or
locate the taxpayer. In 37 percent of the 104
cases the accounts were later classified as
currently not collectible due to financial
hardship. (See p. 4l.)}

Neither the Examination Division nor the Collec-
tion Division knew the full extent to which audit
assessments are classified as currently not col-
lectible because of the lack of adequate statis-
tical data. (See pp. 41 and 42.)

GAO RECOMMENDATIONS AND IRS COMMENTS

The Commissioner of Internal Revenue should re-
quire the Examination and Collection Divisions
to make arrangements for referring taxpayers to
Collection or have Examination personnel obtain
financial statements from those taxpayers who
agree to but are unable to pay their tax delin-
guencies in full.

GAO made a number of additional recommendations

to improve IRS procedures for handling currently
not collectible accounts. (See pp. 45 and 46.)
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IRS generally agreed with GAO's recommendations.
However, IRS disagreed with the recommendation

to have Examination Division personnel obtain
financial statements from taxpayers, preferring
to refer the taxpayers to Collection. GAO agrees
with this preference but believes that if Col-
lection Division personnel are not available Ex-
amination Division personnel should collect some
taxpayer financial information. (See pp. 46

and 47.)

IMPROVEMENTS IN OFFICE BRANCH
COLLECTION ACTIVITIES COULD
REDUCE EXPENSE OF WORKING CASES

Delinquent accounts are first worked in the dis-
tricts' office branch and if the accounts are not
resolved there, they are sent to the field where
higher graded personnel work the case. GAC found
that 22 percent of the 335 cases c¢losed in the
field could have been closed by office branches.
The higher graded field personnel took no action
that could not have been taken by office branch
perscnnel, and the accounts were within the cri-
teria for office branches to close. {(See pp. 42
to 44.)

GAO RECOMMENDATION AND IRS COMMENT

The Commissioner of Internal Revenue should
establish more specific guidelines for office
branches to use in processing delinquent ac-
counts to ensure that they take all available
actions before transferring cases to the field
branches.

IRS agreed with this recommendation and is devel=-
oping appropriate guidelines. (See p. 46.)

IRS NEEDS A FIRM POLICY ON THE
USE OF OFFERS IN COMPROMISE

Although IRS' authority to compromise tax debts
dates from the 19th century, the Commissioner
has yet to establish uniform criteria to help
revenue officers decide when to consider using
and when to accept offers in compromise. The
use and acceptance of offers thus depends on
district office policy and has been limited and
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inconsistent. (See pp. 48 to 53.) Taxpayers \
initiate offers in compromise, usually on their
own volition and not based on any suggestion by
IRS. IRS has little input into who submits an
offer and does not know whether the most quali-
fied taxpayers are submitting offers.

Although IRS recognized the inconsistent use of
offers and placed added emphasis on the program
beginning in March 1979, little change has oc-
curred. Overall, the number of offers received
and the acceptance rate have decreased from fis-
cal year 1978 through the first half of 1980
when only 820 offers were received and 163 ac-
cepted. Use of offers varied considerably be- ;
tween districts. In fiscal year 1979, one large ;
IRS district received 25 offers and accepted 2,
while a similar-sized district received 217 of-
fers and accepted 75. (See pp. 50 to 53.) i

In addition, IRS' procedures for collecting lia-
bilities on offers not accepted have not been
very effective. Even after investigations re-
vealed an ability to pay, IRS did not automati-
cally reactivate 90 percent of the accounts that !
had been previocusly classified as currently not
collectible. Similarly, revenue officers are not
always provided financial information developed
during the offer investigation to assist in col-
lecting the liabilities. Although IRS determined
that 50 of the 103 offers rejected or withdrawn
in 1978 in the four districts reviewed were for
amounts less than what the taxpayer could pay,
IRS collected only 78 percent of the amount
offered. In fact, only 17 of 50 taxpayers did
pay more than was offeréd. (See pp. 53 to 56.)

GAO RECOMMENDATIONS AND IRS COMMENT

The Commissioner of Internal Revenue should es-
tablish procedures to ensure that financial in-
formation developed during the offer investiga- :

tion is used in followup collection action and
that accounts previously classified as currently

not collectible are reactivated when such informa-
tion indicates that collection is possible.
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GAO made a number of other recommendations to
improve IRS' use and acceptance of offers in com-
promise and to make better use of information
developed during the offer investigation. (See
pp. 58 and 59.)

IRS agreed with GAO's recommendations and has
taken several steps to improve the use of offers
in compromise. (See p. 59.)

OTHER FACTORS CONTRIBUTING TO THE
INADEQUATE HANDLING OF DELINQUENCIES

Although inadequate use of taxpayer financial
information is a major hindrance to IRS' col-
lection programs, three other factors also im-
pair them. (See p. 60.)

--Because of the many criticisms of the way IRS
handles delinquent taxpayers, it has taken a
more lenient approach to collecting delinquen-
cies. Some of the problems GAO identified can
be related in part to this collection philos-
ophy. (See pp. 60 and 61.)

--Because of limited management information,
IRS has relied heavily on a single quantita-
tive figure--case closures--to measure dis-
trict collection performance. The type of
disposition and dollars collected are not
considered in IRS evaluation programs. Rely-
ing on a single measure can result in more
emphasis being placed on meeting this goal
than on collecting taxes in the most effi-
cient and effective way. (See pp. 61 to 63.)

--Because resources have not kept pace with the
increasing number of delinquents, the quality
and type of IRS collection programs have been
governed by resource considerations. IRS has
taken actions to reduce the workload in dis-
trict offices but contends it still does not
have adequate resources to work cases. (See
pp. 63 and 64.)

It appears that more resources are needed to
adequately perform the collection function.
However, IRS does not know what resources are
needed because it does not have cost informa-
tion.
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IRS is taking actions to deal with these prob=~
lems but the actions are not enough. (See pp.
64 and 65.)

GAQ0 RECOMMENDATIONS AND IRS COMMENTS

The Commissioner of Internal Revenue should de-
termine what resources are needed to adequately
work a delinquent account and ensure accurate
and reliable financial information, request such
resources from the Congress, if necessary, and
inform the Congress of the cases IRS will not be
able to work under varying staffing levels.

Other recommendations are on page 66.

IRS agreed with these recommendations and noted
that new case processing and information sys-
tems will provide more reliable information for
better evaluating resource needs. (See pp. 66
and 67.)
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CHAPTER 1

INTRODUCTION

Taxes are the primary source of Federal revenues, account-
ing for 96 percent of the $465.9 billion collected in fiscal

year 1979. However, Federal revenues are not always large
enough or collected fast enough to cover expenditures. There-
fore, the Government must borrow money. In fiscal year 1980,

the Government paid $74.8 billion in interest on this borrowed
money.

The Internal Revenue Service {IRS) collects most taxes.
For this massive job IRS relies heavily on the voluntary compli-
ance of millions of taxpayers. The majority of taxpayers accu-
rately determine and pay their taxes on time. However, some
taxpayers attempt toc avoid paying their taxes or are not able to
pay their taxes when due. IRS' compliance programs--examining
tax returns, securing delinquent returns from nonfilers, inves-
tigating taxpayers who evade their tax responsibilities, and
collecting delinguent taxes-—are aimed at identifying these tax-
payers and collecting their tax liability.

In fiscal year 1979, taxpayers voluntarily paid IRS almost
$419 billion in taxes. Through its special collection efforts
IRS collected $4.9 billion in delinquent taxes. However, in fis-
cal year 1979, IRS classified $845.6 million as currently not col-
lectible and wrote off $465.6 million because the statutory peri-
od for collection expired. 1/ The total inventory of accounts
receivable at the end of fiscal year 1979 was §13.3 billion. Of
this amount $3.2 billion was classified as currently not collec-
tible, and taxpayers were making installment payments against
$272 million in delinguencies. By the end of fiscal year 1980,
the total inventory of accounts receivable increased to $15.8
billion.

IRS' Collection Division is responsible for collecting de-
lingquent taxes. The Division is decentralized among 7 regions,

58 districts, and 10 service centers. The actual collection of
delinquent taxes is carried out by 1RS personnel in the district
offices and service centers. In addition to collecting delin-

quent taxes, the Division is responsible for securing unfiled
returns and for identifying and preventing future delinquencies.

The number of delinguent accounts sent to IRS district
offices for collection is increasing faster than Collection
Division resources. In fiscal year 1979, 2.34 million delin-
quent accounts were sent to district offices for csllection, an
increase of 14 percent from 1978. IRS estimates that the number

1/Generally, IRS has 6 years from the date of assessment to
collect the taxes.



of delinquencies will continue to increase. In 1979, IRS' Col-
lection Division staff totaled 11,753, an increase of only 4 per-
cent from 1978. Although total staffing in fiscal year 1980 and
the budget request for 1981 show increases in total staff, the
figures include a transfer of 821 service center positions to

the Collection Division.

The following table shows actual and estimated staffing by
fiscal year for IRS' Collection Division.

1980 1981
1978 1979 Actual Estimate
Actual Actual {(note a) (note a)
Collection of
delinquent
accounts 8,780 8,932 9,416 10,018
Delinguent
return
investi-
gations 2,511 2,586 3,145 2,989
Return compli-
ance
programs (b) 235 241 266
Total 11,291 11,753 12,802 13,273

a/Total increase includes 821 positions transferred from the
Returns Processing and Accounting Division. Service center
personnel in these positions were previously performing col-
lection activities but not budgeted in the Collection Division.

b/IRS did not break out staff resources for returns compliance
programs until fiscal year 1979.

Although IRS district offices close most of the delinquent
accounts they receive each year, the inventory of delinguent ac-
counts being actively worked in IRS' district offices is increas-
ing. From July 1, 1976, to January 1, 1980, the inventory more
than doubled from 614,000 to 1.25 million accounts. The dollar
value of these accounts increased from §$1.7 billion to $3.2 bil-
lion. IRS estimates that the inventory may exceed 2 million ac-
counts totaling $6.3 billion by the end of fiscal year 1982. If
this trend continues without changes in staffing or productivity,
the inventory may reach 4 million accounts by 1984 and represent
more than $10 billion. These figures only represent delinquent
accounts being actively worked in IRS' district offices. They do
not include other accounts receivable, such as those classified as
currently not collectible, deferred because the dollar liabilities
are under a specific dollar level 1/, handled under installment

1/Specific dollar criteria used by IRS during its collection process
are not shown in this report., Disclosure of these dollar amounts
could have an adverse effect on IRS' collection activities.
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agreements or still receiving balance due notices from the ser-
vice centers. The inventory of delinquent accounts not being ac-
tively worked in the districts at the end of fiscal year 1979

was over four times that of those being actively worked.

COLLECTION PROCESS !

Taxpayers are delinguent if they (1) file returns but do
not pay the required taxes, (2) fail to file returns, or (3)
file incorrect returns which understate their tax liabilities. i
Once IRS determines through its processing, examination, or col-
lection functions that additional tax liabilities are due, the
process to collect the delinquencies begins. If the tax lia-
bility is determined through audit of a tax return, IRS' Exam-
ination Division personnel may solicit payment at the completion
of the audit. However, they cannot demand payment because IRS
has not legally assessed the additional taxes at that time.

After the delinquent taxes are legally assessed, IRS sends
the delinquent taxpayer a notice and demand. The Internal Reve-
nue Code states that if payment is not made within 10 days after
notice and demand, IRS can levy l/ the taxpayer's property. IRS
rarely takes such action immediately after the 10-day period. If
payment is not received in 5 weeks, a second notice is sent, which
includes a publication explaining the collection process (see app.
I1)., After an additional 3 weeks, a third notice is sent if the
account is still not satisfied. With the third notice individual
taxpayers with liabilities under a certain dollar amount receive
an application for an installment agreement (see app. III). A
delinquent taxpayer can pay the tax delinquency in 12 or fewer
egqual monthly payments. A fourth and final notice is sent 4
weeks later if the account is still unpaid or if arrangements
have not been made to pay in installments. (See app. IV for !
copies of the notices.) :

Three weeks after the last notice is sent all unresolved
delinquent accounts over a certain dollar amount are sent to the '
district offices for further collection action. Normally delin-
quent accounts are first handled by the districts' office branch
where IRS personnel attempt to contact taxpayers through letters,
telephone calls, or perscnal contacts. Office branch personnel
can accept installment agreements from taxpayers, classify ac-
counts as currently not collectible, serve levies, and file tax

1/IRS can legally levy (the power of distraint and seizure by i
any means) a taxpayer's property or rights to property if the
taxpayer refuses to pay the tax. IRS has two types of class-
ificationsg: (1) seizure of assets in the possession of third
parties generally banks and employers (levy) and (2) seizure
of property in the possession of the taxpayer (seizure).



liens. 1If office branch personnel cannot resclve the accounts,
the accounts are forwarded to higher graded revenue officers in
the field. Revenue officers attempt to contact the taxpayers,
preferably through perscnal visits, and demand full payment.

In addition to performing the same functions as office branch
personnel, revenue officers can seize and sell taxpayers' prop-
erty to satisfy the tax debt. Revenue officers may also advise
the taxpayers of their right to submit offers in compromise.
(Ssee app. V for flow chart of the normal processing of a delin-
quent account.)

This report deals with IRS' activities to collect delinguent
taxes from taxpayers who do not immediately pay their tax delin-
quencies in full. Three approaches for dealing with these delin-
quent taxpayers were reviewed: (1) allowing taxpayers to pay
delinquencies through installment agreements, (2) suspending
collection action by classifying accounts as currently not col-
lectible, and (3) accepting offers in compromise to settle delin-
quent accounts. We identified problems throughout the collection
process which are reported in the order they occur.

Installment agreements

No specific statutory authority exists for allowing taxpay-
ers to liquidate delinquent accounts by installment agreements.
Prior to April 1976, IRS would grant installment agreements only
if the taxpayer's financial statement showed an inability to
fully pay the delinquency. Use of this collection approach in-
creased after April 1976 when IRS instituted its first-time de-
linquent program in its districts. This program allowed taxpayers
to automatically enter installment agreements without providing
detailed financial information. The program was further lib-
eralized in July 1979 when all individual taxpayers with delin-
quencies under a certain dollar amount were offered by mail the
option to pay their liabilities through installments without pro-
viding financial information.

The inventory of delinquent taxes being paid through install-
ments at the end of fiscal year 1979 totaled $272 million. During
the first © months of fiscal year 1980, IRS granted installment
agreements for 211,996 accounts, totaling $184.4 million in delin-
quent taxes. By the end of fiscal year 1980, taxpayers were pay-—
ing off $363 million in delinquencies through installments,

Currently not collectibles

Delingquent accounts may be classified as currently not col-
lectible at any time after the first tax due notice is mailed.
This classification suspends active collection action on delin-
guent accounts. Accounts are considered currently not collect~
ible when taxpayers cannot be located, are unemployed, have no
assets, or for some other reason cannot pay the taxes. 1In 1978



IRS classified 503,822 accounts totaling $702 million as cur-
rently not collectible. In fiscal year 1979, IRS classified
537,966 delinguent accounts totaling $845.6 million as current-
ly not collectible. At the end of fiscal year 1979, the total
inventory of currently not collectible accounts was $3.3 bil-
lion.

IRS can reinitiate collection action or collect additional
monies on currently not collectible accounts. For example, if
IRS obtains information through subsequent tax returns indicating
that taxpayers can make payments on their delinquency, the ac-
counts may be automatically reactivated. Also, IRS will use any
refunds due the delinquent taxpayers to offset their liabilities
until the 6é-year statute of limitations on collections expires.
In 1978 IRS collected $51.3 million through refund offsets on
about 92,000 delinquent accounts classified as currently not
collectible.

Offers in compromise

Offers in compromise are proposals by taxpayers to settle
their tax liabilities for less than the amount assessed. Section
7122 of the Internal Revenue Code provides the statutory author-
ity for the Secretary of the Treasury to compromise liabilities
arising under the Internal Revenue laws. IRS' Collection Divi-
sion can compromise tax liabilities on the basis of doubt about
collectibility. The general objective of accepting offers is to
obtain the most money with the least possible loss or cost to
the Government. Generally, IRS will not ask taxpayers to submit

an offer in compromise, but it can advise taxpayers of their rights

to submit offers. During fiscal years 1978 and 1979 IRS received
2,335 and 1,766 offers in compromise and accepted 527 and 421,
respectively.

Use of taxpayer
financial information

The basis for determining the collection action is the tax-
payer's financial condition. Analysis of the taxpayer's assets,
liabilities, income, and expenses is used to determine whether
the taxpayer has the ability to immediately pay in full, borrow
on assets to pay within a short period of time, pay in install-
ments based on having excess income over necessary living ex-
penses, or not currently pay anything because necessary living
expenses exceed income. (See app. VI for the primary financial
statement used by IRS to obtain this information and more de-
tailed financial statement used for offers in compromise.)



OBJECTIVE, SCQPE, AND METHODOLOGY

The objective of this review was to determine IRS' effec-
tiveness in collecting delinquent taxes from taxpayers who claim
they cannot immediately pay their taxes in full. The review was
initiated because of the many concerns of the Congress and others

about improving the collection of revenues and decreasing Federal
borrowing in addition to concern about the large amount of taxes
being classified as currently not collectible.

We reviewed and evaluated IRS' policies, procedures, and
practices for collecting delinquent taxes and evaluating its
collection activities. We interviewed IRS national, regional,
service center, and district personnel in the Collection, Exam-
ination, and Data Processing Divisions. We also reviewed inter-

nal audit reports and discussed internal audit activities with
IRS personnel.

IRS locations selected for review

We selected for review IRS districts and their respective
regions and service centers based on obtaining a geographical
mix of districts considering size of the district, available GAO
resources, and the impact of conducting our review on the col-
lection activities of IRS.

The following locations were selected for review:
~-IRS headquarters, Washington, D.C.;

--IRS regional offices in Atlanta, Chicago, and
San Francisco;

--IRS service centers in Chamblee, Georgia; Kansas City,
Missouri; Memphis, Tennessee; and Ogden, Utah; and

--IRS district offices in Atlanta; Chicago; Greensboro,
North Carolina; and Seattle.

Sample case selection procedure

We reviewed samples of installment agreements and currently
not collectible cases. At the four district offices, we reviewed

all offers in compromise submitted during 1978 that were closed
at the time of ocur review.

Although 1978 was the year selected for review, IRS did not
have accurate information on installment agreements granted dur-

ing that year. Our sample cases, therefore, do not always cover
the same time periods for each program.



IRS does not identify on its master computer files those
accounts which have been granted installment agreements. We,
therefore, had to obtain from IRS a special listing of install-
ment agreements in effect as of July 1, 1979. Using this list-
ing we randomly selected individual and business installment
agreements at each of the four districts. The following table
shows the universe size, sample size, and the number of accounts
which were reviewed. We were unable to review all cases sampled
because IRS could not find all the cases we requested.

Individual agreements Business agreements
Total
universe Universe Sample Cases liniverse Sample Cases
District (note a) (note a) size reviewed (note a) size reviewed
Atlanta 3,866 3,693 150 123 173 30 19
Chicago 3,687 3,364 150 115 323 30 28
Greensboro 2,419 2,229 150 142 190 30 28
Seattle 1,129 1,022 150 128 107 30 26
Total 11,101 10,308 600 508 793 120 101
Total
nation-
wide 96,472 89,036 7,436

E/Universe figures used to project our findings do not always cor-
respond to the actual universe for the four districts because we
used conservative estimates based on available IRS information.
The statistical projections in the report are based on the sample
results using stratified random sampling methodology.

(See app. VII.)

We did not review sample cases from IRS' installment-agree-
ment-by-mail program because the program was Jjust beginning at
the time our review started. However, many of the sample agree-
ments reviewed in IRS districts were issued under the first-time
delinguent program, which was more restrictive than the mail pro-
gram. Therefore, we believe that the problems identified in the
first-time delinquent program would also apply and may be magni-
fied in the mail program.

In selecting currently not collectible accounts to review,
we used IRS' register of currently not collectible accounts dated
July 1979. Because our review was geared primarily to IRS' use
of financial statements and most of these hardship cases were
individuals, we limited our review of currently not collectibles
to individual accounts. Using the register and IRS statistics
on the number of accounts classified as currently not collectible
by district in 1978, we established sample sizes for review. The
following table shows the universe sizes, sample sizes, and cases



reviewed in each district. As with the installment agreement cases,
IRS was unable to locate all cases selected for_review.

Taxpayers
Taxpayer with Armount of

) ) Taxpayers Amount of sample accounts Accounts  accounts

Digtrict (ote a) Accounts delinquencies size reviewed reviewed reviewed

At.]_.anta 8,771 12,808 § 14,894,431 232 204 292 $ 244,680

Chicago 8,356 11,147 14,253,917 222 204 279 916,734

Greensboro 5,249 7,745 7,124,641 225 212 343 362,164

Seattle 2,590 3,603 4,034,463 214 167 249 409,210

- s 2Zeln

Total 24,966 35,303 § 40,307,452 293 787 1,163  §1,932,788

Total

nation-

wide 194,388 274,544 $346,176,976

a/Universe figures used tc project our fimdings do not always cor-
respond to the actual universe for the four districts because
we used conservative estimates based on available IRS informa-
tion. The statistical projections in the report are based on
the sample results using stratified randam sampling methodology.
{See app. VII.)

Because of the few offers in campraomise cases based on doubt
about collectibility received by IRS in 1978, we selected all cases
in the four districts for review. We did not review those cases
which were still open. The following table shows the number of
offers received in 1978 by district and the number we reviewed.

Offers Offers

District received reviewed
Atlanta 32 32
Chicago 35 29
Greensboro 33 30
Seattle . 28 26

Total 128 117

Total

nationwide 2,335

To evaluate IRS actions on the sample cases, we reviewed dis-
trict and service center case files, master file transcripts, tax
returns, and information fram the Integrated Data Retrieval System.
We also discussed questionable cases with cognizant IRS personnel.



CHAPTER 2

GRANTING INSTALLMENT AGREEMENTS THROUGH THE MAIL
WITHOUT DETERMINATION OF TAXPAYERS' ABILITY TO PAY
SHOULD BE DISCONTINUED

No statutory right exists for taxpayers to pay their delin-
quencies through installments. However, about 97 percent of in-
dividual delinquent taxpayers sent third notices are given the
option to pay in installments without IRS determining their ability
to pay. This "automatic" program is ineffective because it delays
payments from delinguent taxpayers who could immediately pay their
accounts in full and because it allows taxpayers who do not have
the ability to pay to enter into installment agreements and pos-
sibly default. In addition, granting installment agreements in
effect provides low interest loans. This was previously addressed
in our report "New Formula Needed To Calculate Interest Rate On
Unpaid Taxes" (GGD-81-20, Oct. 16, 1980). 1/

PAYING DELINQUENT TAXES THROUGH IN-
STALLMENT AGREEMENTS IS BECOMING EASIER

Until the mid-1970s IRS considered installment agreements
as a privilege to be used only when no other alternative was avail-
able. However, in 1975 a report by the Administrative Conference
of the United States criticized this limitation and recommended
that the program be liberalized. The report, however, stated
that installment agreements should be based on the financial
condition of the delinquent taxpayer.

In April 1976, IRS liberalized its use of installment
agreements when it initiated the first-time delinguent program
in the district offices. The program provided installment agree-
ments to first-time delinquent taxpayers with liabilities under
a certain dollar amount without requiring the taxpayers to pro-
vide financial information. In July 1977 IRS started a program
where service center employees phconed delinguent taxpayers be-
tween the third and fourth notices and attempted to secure full
payment. If the taxpayers could not pay, the employees were au-
thorized to grant installment agreements using the same criteria
as the district's first-time delinguent program. IRS further
liberalized the program in September 1978 by raising the delin-
quency decllar limit for automatically granting installment agree-
ments.

1/0n August 13, 1981, the President signed the "Economic Recovery
Tax Act of 1981" which revised the procedures for calculating
the interest rate on delinquent taxes. The procedures will
result in an interest rate which more closely approximates the
market rate and thereby negate some of the present problems
caused by the low interest rate.



The most significant change took effect in July 1979 when
TRS initiated the installment-agreement-by-mail program. This
program replaced the telephone contacts. Taxpayers no longer
needed to be first-time delinquents to be eligible for the pro-
gram and were given up to 12 months to pay off their delinguency.
With the mail program in operation, IRS dropped the first-time
delingquent program in the districts in July 1980.

Because of these changes the number of installment agree-
ments is increasing. At the end of fiscal year 1972, IRS had an
inventory of about 48,000 delinquent accounts being paid through
installment agreements. As of July 1, 1979, this inventory was
140,561 delingquent accounts and as of March 31, 1980, the inven-
tory of these accounts increased to 247,359. At the end of fis-
cal year 1979, total delinquent taxes being paid through install-
ments was $272 million and this figure increased to $363 million
by the end of fiscal year 1980.

At the time of our review the first-time delinquent program
was in effect. Our sample cases included taxpayers from this
program. We did not review specific agreements issued from the
installment-agreement-by-mail program because it was just begin-
ning at the time our review started. However, since the criteria
for the mail program are less stringent than for the first-time
delinquent program, the problems identified may also be found in
the mail program.

FINANCIAL INFORMATION
SHOULD BE MANDATORY

Granting installment agreements without obtaining taxpayer
financial information should be discontinued. Installment agree-
ments were offered to 531,000, or 97 percent, of the 549,000
individual delinquent taxpayers sent third notices during the
6-month period ending March 31, 1980. While the current congres-
sional emphasis is on speeding up the collection of revenues,
this program has the opposite effect. Delinquent taxpayers earn-
ing substantial incomes and others with the ability to fully pay
are paying their delinquent taxes in installments.

Under its policy of treating first-time delinquents more
lenlently than repeaters, IRS initiated this program as a cost
savings measure and as a means of reducing its districts' work-
load. However, IRS did not take adequate steps to ensure that
only first-time delinguents were given this option, nor has it
adequately analyzed the cost effectiveness of the program. Also,
it does not appear that the program is having any significant
impact in reducing the districts' workload.

Satisfying tax delinguencies with installment agreements is
a viable method for taxpayers who cannot immediately pay the
delinguency in full. However, allowing the use of installment
agreements without regard to the taxpayer's ability to pay is a
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significant change in tax collection procedures which gives de-
linguent taxpayers additional rights not given to the general
taxpaying public.

In effect, IRS is giving taxpayers an additional year or
more tc pay their taxes at a minimal cost. 1/ This is contrary
to the many cash management changes being made or proposed to
speed revenues to the Treasury.

This installment agreement program permits taxpayers to
defer payments of some or all of their taxes until the following
year and pay the liability as if it were any other charge liabil-
ity. Substantial increases in the number of taxpayers electing
to pay taxes in this manner could cause a significant drain on
the budget.

Without taxpayer financial information

IRS grants installments to those who could
fully pay and those who 4o not have the
ability to keep agreement commitments

Granting installment agreements without obtaining taxpayer
financial information allows taxpayers with substantial incomes
and others with the ability to pay in full to elect to pay off
their delinquencies in installments. IRS also grants install-
ment agreements to taxpayers who do not have the ability to pay,
and this practice may result in defaults.

Review of tax returns for 1978 showed that 104, or 58 per-
cent, of the 178 sampled taxpayers granted installment agreements
without providing financial information were earning over the in-
termediate income level as defined by the Department of Labor.
Over 20 percent of these 178 taxpayers were earning over the high
income level. The following table shows the results of our review
of tax returns in the four districts.

;/Currently, taxpayers electing to pay taxes through installments
are charged 12 percent per annum interest and a 0.5 percent per
month penalty. As a result of the "Economic Recovery Act of
1981, " the interest rate on delinquent taxes should more closely
approximate the market interest rate.
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Taxpayers Taxpayers

garning earning
Tax Intermedi- over inter- High over
returns ate income mediate income high
District reviewed level income Percent level income Percent

Atlanta 69 $16,897 41 59 $24,666 E) 13
Chicage 28 18,794 13 46 27,169 & 21
Greensboro 40 18,074 25 63 25,923 8 20
Seattle 41 18,671 25 61 26,567 13 32
Total 178 104 58 ;g 20

——

While income alone does not give a true financial indica-
tion of the taxpayer's ability to pay, it does provide strong
indications of this ability, particularly when income is large
and the liability small. Twenty taxpayers earning over $30,000
in 1978 had liabilities of $2,000 or less each. Also, 16 of the
36 taxpayers earning over the high income level in 1978 had liabil-
ities under §1,000. One taxpayer earning over $77,000 a year was
granted an installment agreement for a liability under $3,000.

On the basis of savings identified by interest income shown
on their tax returns, we project that in the four districts nearly
15 percent of the estimated 3,182 taxpayers granted installment
agreements without financial statements could have immediately
paid their tax liability in full. An estimated additional 9 per-
cent of the 3,182 taxpayers had savings but not enough to fully
pay their tax liabilities. 1In 21 percent of the sample cases
that could have fully paid, the interest income alone exceeded
the tax liability. For example, three taxpayers showed interest

income over $2,400 while the tax liabilities were less than
$2,000.

In a further attempt to determine taxpayers' ability to pay,
IRS obtained at our request financial statements from 65 indivi-
duals who would have been granted installment agreements with-
out providing financial statements during November 1979. IRS
thén took collection action based on the financial information.

The results of IRS' collection actions follow.

--In 16 cases IRS demanded full payment of the tax
liabilities.

--In 22 cases IRS classified the accounts as currently not
collectible.

--In 17 cases IRS granted installment agreements for less
than 2 months.

-—-In 10 cases IRS granted installment agreements for 9
months or more.
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According to an IRS official, under the program in operation
at that time, these 65 taxpayers would have been automatically
granted installment agreements for 9 months. By using the finan-
cial information IRS was able to collect taxes faster in 51 per-
cent of the cases. In the 34 percent of the cases classified as
currently not collectible, the taxpayers might have defaulted had
they been given installment agreements. IRS would then have re-
activated these accounts and further taxpayer contact would have
resulted.

IRS' lenient treatment was given
to repeat delinquent taxpayers

IRS started granting installment agreements without obtain-
ing financial information under its policy to be more lenient
with first-time delinquents than with repeaters. However, IRS
did not ensure only first-time delinquents were granted leni-
ent payment methods. Only limited checks were made under the
districts first-time delinquent program and no attempts are
made under the installment-agreement-by-mail program to iden-
tify repeaters.

Under the first-time delinquent program, IRS relied on the
taxpayer and limited checks of its computer system of current
delinquencies to determine if the taxpayer was a repeater.

About 38 percent of the estimated 3,488 taxpayers in the four
districts were repeaters and were granted installment agreements
without providing financial information. No check is made under
the mail program in which an estimated 97 percent of the indivi-
dual delinquent taxpayers sent third notices are given the option
to pay in installments. IRS estimates that less than 20 percent of
all individual delinquent taxpayers are repeaters.

IRS' current capabilities require a manual search to deter-

mine if a taxpayer is a repeater. IRS has not established proce-
dures to perform this search by computer because of time and cost
constraints.

Installment agreements by mail may
not be reducing district workload

One reason for using the installment-agreement-by-mail
program was to reduce the number of delinquent accounts sent to

the districts. However, there has been no significant reduction
in delinquent accounts.

To measure the effect of the mail program on reducing
delinquent accounts sent to the districts, statistics were com-
pared on first notices and delinquent accounts sent to the dis-
tricts during two 6-month periods, one prior to the mail program
and one after. We were unable to obtain specific information on
individual delinquencies, but the following statistics on all de-
linquencies do not show any significant reduction.
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Percent of

Delinquent delinquent
First accounts sent accounts to
Period notices to IRS districts first notices
7/1 - 12/31/78 4,185,447 1,110,327 26.5
7/1 - 12/31/79 5,354,446 1,386,788 25.9

These statistics show that the number of delinquent accounts as

a percentage of first notices decreased slightly after the mail
program started. However, the number of delinquent accounts sent
to the districts increased almost 25 percent.

Three reasons may account for the fact that the mail program
is not reducing the districts' workload of delinguent accounts.
First, IRS estimates that 70 percent of these installment agree-
ments are for liabilities below the dollar deferral level and
would not have been sent to the districts anyway. Second, the 50
percent default rate for cleosed installment agreements causes
cases to be sent to the districts to be worked after the default.
Finally, some delinguent taxpayers may have fully paid the lia-
bility before the account was sent to the'district if they were
not given the option to pay in installments.

CONCLUSIONS

Installment agreements are a legitimate means of collecting
delinguent taxes when taxpayers cannot cotherwise fully pay their
tax liability. However, the use of the installment agreements
to resolve delinquencies should be based on the taxpayers' abil-
ity to pay so as to ensure that IRS is collecting delinquent
taxes as quickly as possible and that only those taxpayers who
truly cannot pay their delingquencies immediately are granted in-
stallment agreements.

Establishing a program where almost all individual delin-
quent taxpayers are eligible to pay their delingquencies in
installments is ineffective because it (1) delays payments

from taxpayers who could pay in full and (2) may result in de-
faults by taxpayers who cannot make installment payments. Such

a major shift in tax collection philosophy is not practical when

the emphasis of the Government is to speed up revenue collections.

Providing such a lenient means to pay delinquencies could prompt
many taxpayers to shift from our current "pay-as-you-go" system

to "pay later."

We believe this automatic installment-agreement~by-mail pro-
gram has some benefits for low dollar accounts which would not
be sent to the districts for collection action. IRS could in-
crease its potential for collecting these delinquents by offering
this option after the normal notices have been sent. IRS should

give the taxpayers with delinguencies under the deferral level the
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option to pay in installments at the same time the other ac-
counts are sent to the districts for further collection action.

RECOMMENDATION

We recommend that the Commissioner of Internal Revenue
discontinue the current installment-agreement-by-mail program
except for those accounts which would ordinarily not be sent
to a district office for intensified collection action.

IRS COMMENTS AND OUR EVALUATION

IRS presently disagrees with our recommendation to discon-
tinue the current installment-agreement-by-mail program. IRS
stated that the program was instituted as one means to address
the problem of rising delinquent account inventories and dimin-
ishing resources. 1IRS says this problem still exists. IRS also
stated that it would reevaluate ocur recommendation after it com-
pletes a study of the mail program in March 1982.

We appreciate IRS' concerns over its increasing delingquency
problem and limited resources and discuss these concerns in chap-
ter 7 of this report. However, we do not believe that these con-
cerns should be dealt with through the installment-agreement-by-
mail program because

--the program is not significantly reducing the number of
accounts being sent to the district offices,

-~the program has a high default rate, and

-~the program allows many taxpayers with the ability to pay
their delinquencies in full to pay in installments.

Furthermore, by giving delingquent taxpayers who have the
ability to pay in full the option to pay in installments, IRS
may appear to be changing its pay-as-you-go tax collection sys-
tem to a deferred installment payment system. This change could
have a detrimental effect on voluntary compliance by prompting
more taxpayers to defer payment of their taxes. 1In addition,
such a change could increase the drain on the Treasury because
of increased Government borrowing costs resulting from deferred
tax payments. IRS did not consider these problems when it first
initiated the installment-agreement-by-mail program and is not
considering them in its current study.

For the reasons cited in this report.chapter and the addi-
tional above comments, we believe that IRS should reconsider our
recommendation to discontinue the program now and should not
wait until after its current study is completed.
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CHAPTER 3

BETTER DETERMINATION OF TAXPAYERS' ABILITY
TO PAY WILL INCREASE COLLECTIONS

IRS needs accurate and reliable financial information to
determine taxpayers' ability to pay. This information is needed
to determine whether (1) the taxpayers can make installment pay-
ments and, if so, how much or (2) the delinquencies should be
classified as currently not collectible because any payments by
the taxpayers would cause undue financial hardship on them. Although
IRS obtains such information, it has not used it effectively to
determine the taxpayers' ability to pay. Because IRS has over-
looked the available information and/or accepted erroneocus and
questionable financial information provided by taxpayers, the
collection of delinquent taxes has been delayed until taxpayers
deem it convenient to pay.

We estimate that in 85 percent of the 5,116 installment
agreements in the four districts where IRS obtained financial
information, it did not use the information to its fullest to
determine the taxpayers' ability to pay. Similarly, IRS classi-
fied delinguent taxes as currently not collectible without ade-
quately using financial information.

IRS does not adequately

--use equity information to reguire taxpayers to attempt to
secure private loans or sell an asset to satisfy the tax
liability,

~-use the amounts shown on the financial statement as a ba-
sis for determining whether an installment payment can be
made,

--verify income or expense items,

-—guestion expense items as to their necessity or reason-
ableness, and

--review financial statements for mathematical accuracy.

FINANCIAL STATEMENTS ARE THE BASIS
FOR DETERMINING COLLECTION ACTION

The Internal Revenue Manual states that the taxpayer's fi-
nancial condition should be the basis for determining the meth-
od of payment. The first step is to analyze assets for immediate
payment or for a means of borrowing or liquidating to fully pay
a delinquency. If analysis of assets does not provide an obvious
means for paying the liability, then income and expenses are to
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be analyzed. The take-home pay or net business income in excess
of necessary living expenses should be available for payment of
tax liabilities. The manual states that prudent Jjudgment should
be used in determining necessary living expenses. The manual
also states that dates when payments on loans and installment
purchases terminate should be used to determine when additional
funds will be available to pay off the tax liabilities.

The manual further states that before reporting an account
as currently not collectible, collection employees should verify
financial information to an extent commensurate with the type
and amount of tax due. If the total delinquency is less than
$2,000 and the amounts listed on the financial statement seem rea-
sonable, the taxpayer's financial condition need not be verified.
In August 1980, IRS expanded its verification requirements and now
includes the following categories:

-~The taxpayer is not a wage earner.

-=The amounts listed on the financial statement are un-
reasonable or out of the ordinary.

--The accounts are being reported currently not collectible
because of financial hardship without benefit of a finan-
cial statement.

Verification is required in all cases if the total assessed
balance is $2,000 or more. Verification requires (1) researching
local property records, such as real estate and motor vehicle,
to identify all assets and determine whether the tax can be col-
lected through seizure of assets and (2) reviewing the taxpayer's
latest income tax return., No such requirements exist if the tax-
payer agrees to pay in installments.

Pro forma financial
statement needs revision

IRS uses the same financial statement for individuals and
businesses. We identified weaknesses in the financial statement
that make determination of ability to pay difficult, if not im-
possible. The statement does not indicate the number of people
that the expenses relate to. Although the number of dependents
was shown in about 79 percent of the estimated 5,078 installment
agreements where revised financial statements were used in the
four districts, it was strictly up to the IRS employee to ob-
tain the information. 1In the cases where the information was not
shown, IRS officials may have obtained the information through
interviews, but this was not shown in the case files. Without in-
formation on the number of dependents neither the IRS employee
making the initial determination on ability to pay nor any future
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reviewing official can adequately determine the taxpayer's abil-
ity to pay. Also, because the form provides for both personal
and business expenses, some taxpayers furnish both, making de-
termination of ability to pay difficult, if not impossible.

The use of one statement makes actual determination of a
business' ability to pay difficult. IRS accepts other informa-
tion from businesses, such as balance sheets and profit and loss
statements, in lieu of its form. These do not, however, provide
uniform information to determine ability to pay. Profit and loss
statements and balance sheets do not always adequately reflect
the cash flow of a business. Depreciation, while a standard
business deduction, does not truly reflect a cash expense of the
business. Because of the small sample of business installment
agreements and the fact that 76 of the 97 cases reviewed were
based on individual financial information, we did not have enough
information to evaluate the handling of the pure business cases.
However, our observations showed a need for a separate financial
statement to adeguately reflect the financial abilities of a
business to pay.

At the time of our review IRS was revising the financial
statement used for determination of ability to pay and was in-
cluding a question on the number of people covered by expenses.
It was also working on a separate financial statement for
businesses. IRS subsequently completed this work and now has
two separate financial statements, one for individuals and one
for businesses.

IRS NEEDS TO MAKE BETTER USE
OF TAXPAYER EQUITY INFORMATION

IRS is not placing enough emphasis on requiring delinguent
taxpayers to attempt to secure loans in order tc pay off their tax
liabilities. We estimate that IRS considered loans in 12 percent of
the estimated 8,589 installment agreements in the four districts re-
viewed. However, in 58 percent of the sample cases where loans
were considered, the taxpayers' financial statement did not show
any assets on which to secure the loan. About 28 percent of the
estimated 5,116 taxpayers submitting financial statements in the
four districts reviewed had over $5,000 equity in real property,
enough to justify IRS' requesting them to attempt to secure loans.
However, only an estimated 30 percent of these taxpayers attempted
to secure loans.

The following table shows the results of our review of sam-
ples in four IRS districts.
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Taxpayers with equity owver $5,000

Tax
Installment liabilicey
agreements : Attempting to  smaller than !
with financial secure loans equity

District statements Number Percent Number Percent Number Percent P

Atlanta 49 14 29 7 50 14 10C ;
Chicago a5 25 29 1 4 22 88 3
Greensboro 100 25 25 14 56 21 84 !
Seattle 6 20 26 4 20 19 95
Total 310 84 a/27 26 a/f31 76 90
—_— === —-— = — —

5/Samp1e results do not exactly correspond with the projected §
figures because we used a stratified random sampling method-
ology. (See app. VII.)

The average equity for these taxpayers was $20,000, over $16,000
©of which was in homes, with a high of $85,000. As shown in the ;
table above, 90 percent of the taxpayers had equity exceeding '
their tax liabilities. The differences between districts in the
number of taxpayers attempting to secure loans could not be at-
tributed to any specific procedures but could be attributed to
lack of specific guidance from the IRS national office and to the
varying attitudes of district collection officials.

A review of the case files did not indicate if attempts
were made to secure loans or if the taxpayer was just questioned
about the possibility. However, gince the equity in assets ex-
ceeded the liability, it would appear that some of the taxpayers
who stated they were unable to obtein loans may have had the
financial capacity to do so. For example, one taxpayer had an
income of over $20,000 in 1978 and equity of $50,000 in a home and
his income exceeded expenses by over $200 a month. However, the
taxpayer claimed he was unsuccessful in securing a loan to pay his
$6,000 tax bill.

IRS officials stated that Collection Division employees §
should recuest the taxpayer to secure loans to pay off the tax
liabilities. However, it is easy for taxpayers to say they were
refused loans. IRS officials also said it is not difficult to
get written proof that a loan was denied. All the taxpayer has
to do is present a bleak financial future to the lending insti-
tution and the loan request will be rejected. This belief about
the ease with which taxpayers could obtain rejections may be one
of the reasons for limited emphasis on having taxpayers attempt
to secure loans.
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IRS SHOULD REQUIRE MINIMUM PAYMENTS
IF TAXPAYERS' INCOME EXCEEDS EXPENSES

During 1978 IRS determined financial hardship conditions for
an estimated 11,884 taxpayers at the four districts reviewed, 10
percent of whom could have made payments based on their finan-
cial statements at the time the account was classified as cur-
rently not collectible. These taxpayers showed a net income
exceeding expenses and IRS could have collected an estimated $1
million during the first year after the accounts were classified
as currently not collectible if IRS had required these taxpayers
to make installment payments. i/

Before August 1980 IRS sometimes allowed accounts to be
reported currently not collectible even though future payments
could be made. Generally such cases involved large tax liabili-
ties and relatively small or sporadic payments. In August 1980,
IRS revised its manual to provide that whenever regular future
monthly payments of at least $10 are to be made on an account,
the account should be processed as an installment agreement
rather than reported currently not collectible. However, if
only sporadic payments are anticipated, the account should still
be reported as currently not collectible if it meets hardship
criteria.

IRS NEEDS TO ACCURATELY
IDENTIFY TAXPAYERS' INCOMES

IRS does not adequately determine taxpayers' incomes. We

estimate that, in the four districts reviewed, IRS verified income
in

—--11 percent of the estimated 5,116 installment agreements
with financial statements, and

--21 percent of the estimated 11,884 taxpayers who had ac-
counts classified as currently not collectible because of
financial hardship.

Our verification of income disclosed that, in 38 percent of the
estimated 4,638 installment agreements and 28 percent of the
6,538 taxpayers with financial hardship currently not collec-
tible cases where tax returns could be associated with finan-
cial statements, taxpayers understated their annual income by
over $2,000 or more on their financial statements.

1/In calculating the potential additional collections we deducted
any payments or offsets made to the taxpayer's account.
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We compared net incomes on the financial statements with
comparable tax return incomes adjusted to reflect take-home pay.
We estimate that 1,762 of the 4,638 taxpayers with installment
agreements omitted $8.5 million and 1,856 of the 6,538 taxpayers
with accounts classified as currently not collectible omitted
$6 million in annual income from their financial statements.
Taxpayers who were not employed at the time they prepared their
-financial statement were not included in our comparisons. Of the
estimated 1,856 taxpayers with accounts classified as currently
not collectible who understated their income, 1,601 could have
made payments if their correct income had been known.

Under IRS' philosophy to be more lenient to first-time de-
linquents, less verifying of financial statements is done for
these taxpayers if installment payments are to be made. However,
as shown in the follcowing table there is little difference be-
tween the two groups of taxpayers in understating income.

Income under-

Type of Number of stated by Percent of
delinguency cases reviewed at least $2,.,000 cases reviewed
First-time a9 43 43
Repeater 156 61l 39

Total 255 104 41

—— ——r—

IRS NEEDS TO REESTABLISH PAYMENT OF DELIN-
QUENT TAXES AS A PRIORITY TAXPAYER EXPENSE

With few exceptions, IRS accepts all taxpayer-identified
expenses for payment priority over delinquent taxes. IRS' wish
to avoid taxpayer and congressional criticism has led it to shy
away from a confrontation that could result from questioning th
necessity or reasonableness of taxpayers' expenses.

Little guidance is given IRS employees to distinguish be-
tween taxpayer hardship and inconvenience in determining the
taxpayer's ability to pay. The manual does not define neces-
sary living expenses and merely states that prudent judgment
should be used in determining which expenses are necessary.

IRS officials said that the type and amount of verification
depends on the dollar liability. The main factor in determining
the extent of verification is the revenue officer's judgment on
what appears reasonable. Most revenue officers stated that lit-
tle, if any, verification is done on financial statements if in-
stallment agreements are obtained. The time involved in verify-
ing financial statements is a major concern of IRS because of its
workload and limited resources. IRS employees estimate that it
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takes anywhere from 20 minutes to 24 work hours to obtain, verify,
and evaluate a financial statement. They estimate that 5 min-
utes to 16 work hours of this time is devoted to verification.

The extent of verification varies considerably between dis-
tricts. Local district philosophy generally governs the verifi-
cation of financial statements. One district emphasized verify-
ing assets by searching courthouse records. Another district
verified divorce-related expenses, such as alimony and child sup-
port. A third district usually verified income.

Questioning items as to their reasonableness or necessity
was also based on local district philosophy. In one district
credit card expenses were not accepted unless the taxpayer showed
that they were for necessary living expenses. In the other three
districts credit card expenses were accepted without question.

Of the estimated 5,116 installment agreements with financial
statements in the four districts reviewed, IRS questioned the
reasonableness or necessity of expenses in only 8 percent. An
estimated additional 37 percent of the taxpayers had expenses

that could have been questioned. For example, taxpayers claim-
ing expenses for campers, boats, cable television, book clubs,
coin clubs, and maid service were not questioned. Other ques-

tionable items accepted by IRS included possible duplicate pay-
ments where the taxpayer was showing monthly credit card expenses
to an oil company and was also claiming a monthly expense for
gasoline. Some excessive amounts were also being claimed for
utilities and groceries. For example, cne taxpayer claimed a
heating expense of $156 a month for an apartment in Chicago.
While heating bills in 1978 could easily run that high in the
winter, the average monthly expense would probably be much lower.
In other cases IRS accepted an expense of $400 a month for "vari-
ous" things and $120 a month allowance for children.

Of the estimated 11,884 financial hardship cases, we estimate
that 21 percent contained questionable expense items. The case
files showed no indication that IRS took issue with these ques-
tionable expenses, which fell into three categories:

--Luxury or unnecessary items, such as expensive automobiles,
boats, travel trailer, cable T.V., and music and dancing
lessons.

--Excessive expenses, such as utility bills for heavy-use
months and high monthly telephone bills accepted as con-
stant expenses.

—-Duplicative expense items, such as itemized costs for

baircuts, beauty shop, cigarettes, laundry and cleaning,
in addition to a flat allowance for miscellaneous expenses,
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IRS officials said they cannot tell a taxpayer how to live
by questioning expense items when attempting to collect delin-
quent taxes. One regional official acknowledged that individuals
can avoid paying taxes if they live beyond their means.

In arriving at our estimates of taxpayers with items not
questioned by IRS, we did not consider all the possible duplicate
payments where taxpayers claimed expenses for all-purpose charge
cards. Because these cards can be used for all types of expenses,
including entertainment, food, liquor, luxury items, and cash
advances, the questionable expenses accepted by IRS may be much
larger.

IRS NEEDS TO CONSIDER WHEN TAX-
PAYERS WILL PAY OFF OTHER CREDITORS

The Internal Revenue Manual states that in the analysis of the
taxpayer's financial statement, consideration should be given to
the funds available to the taxpayer when other creditors are to be
paid off. However, IRS increased the amount of installment payments
in only 5 percent of the estimated 8,589 installment agreements
and in only 4 percent of the 14,624 currently not collectible
cases did IRS require followup prior to the procedural 65-week peri-
od for followup. IRS relies on the automatic followup system
of hardship closing codes associated with the taxpayer's adjusted
gross income to reactivate the account where the taxpayer will
pay off liabilities in the next 12 months. This system delays
collection action for at least 65 weeks and could allow the taxpayer
to incur additional liabilities before IRS can take any collection
action. Although IRS can designate the account for mandatory
followup at an earlier date if the taxpayer's ability to pay is
expected to improve, the Internal Revenue Manual states that this
option should be used only with bankrupt taxpayers.

If IRS used information on when other creditors would be

paid off during the first 2 years of the installment agreements
to increase monthly payments, we estimate that the length of the
agreements could have been reduced by at least 3 months in 33
percent of the estimated 5,116 installment agreements with finan-
cial statements in the four districts. IRS could have speeded
up collection of an additional $2.2 million, or 20 percent more
than the estimated $11.1 million that was scheduled to have been
collected under installment agreements in the four districts.
We also estimate that if IRS used this information to require the
estimated 15 percent of the 11,884 taxpayers with accounts clas-
sified as currently not collectible to start making payments, an
estimated additional $1 million could have been crilected during
the first year after the account was classified as currently not
collectible.
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The following table shows our projections for taxpayers
with other liabilities being paid off within the first and sec~-
ond years of the installment agreements.

Additional collection if available
funds were considered when other

Estimated creditors were paid off
collections —-Liabilities paid off in--—- Percent ot
under current First year Second year estimated
agreement of agreements of agreements Total collection
Pirst year § 7,047,663 $ €36,650 -0- $§ 636,650 9
Second year 4,068,411 379,117 $1,160,846 1,539,963 38

Total $11,116,074 §1,015,767 $1,160,846 $2,176,613

b
[

[

IRS officials said that available funds may be considered
at the time the agreement is entered into and an amount larger
than the financial statement shows as income over expenses might
be agreed to as payments. In our calculations we deducted any
such amounts before determining tre additional revenues that
could be collected.

Generally, IRS officials did not want to adjust payment
amounts after the installment agreement was made because they
feared the taxpayer might default. The Chief of Collections in
one district stated that, once a taxpayer begins to pay, it was
best not to change anything since eventually the Government would
collect all the taxes due. IRS cfficials also stated that once
the cther liabilities were paid off the taxpayer would likely
incur additional liabilities. However, this is all the more
reason to increase the payments to assure that the Government
is paid as soon as possible and is not considered secondary to
the taxpayer's other creditors. Tn some situations a taxpayer
might incur additional liabilities which are justifiable, and in
these cases the taxpayer could contact the district office to
adjust the payments.

IRS NEEDS TO ENSURE
MATHEMATICAL ACCURACY
OF FINANCIAL STATEMENTS

IRS employees who prepare, evaluate, and review financial
statements have not adequately ensured that the statements are
mathematically correct. About 1l percent of the estimated 5,116
financial statements used to support installment agreements in
the four districts had mathematical errors affecting taxpayers'
monthly ability to pay by $10 or more. In an estimated 59 percent
of these cases the taxpayers' ability to pay was overstated and
in the other 41 percent the taxpayers' ability was understated.
The errors ranged from overstating a taxpayer's monthly ability
to pay by $200 to understating a taxpayer's ability by $1,000.
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The following table shows the errors by district reviewed.

Error understating Error overstating
Number of taxpayers' monthly taxpayers’ monthly
financial ability to pay ability to pay
District statements Number Amount Average Number Amount Average
Atlanta 49 2 $ 80 $ 40 6 $ 470 $78
Chicage 85 4 238 60 7 466 67
Greensboro 100 0 0 0 4 165 41
Seattle 76 8 1,225 153 3 65 22
Total - 310 14 $1,543 $110 20 $1,166 §58

PROBLEMS NOTED WITH INDIVIDUAL INSTALL~
MENT AGREEMENTS ALSO APPLY TO BUSINESSES

Generally, IRS' collection actions against business taxpay-
ers are stronger than for individuals. This is because most
business tax delinquencies involve trust fund taxes which were
withheld from employees' wages and not paid over to IRS. These
trust fund delinquencies pose the biggest collection problem for
IRS. For these reasons, fewer businesses have the option to pay
their liabilities through installments. Although IRS works more
business delingquencies than individual, only 8 percent of the
installment agreements in effect on July 1, 1979, were for busi-
ness liabilities.

Most of the business liabilities in our sample were from
sole proprietorships that had since closed. In an estimated
61 percent of the installment agreements with business liabili-
ties in the four districts reviewed, the taxpayers were treated’
as individuals in regard to their financial condition. The busi-
ness taxpayers treated as businesses usually submitted prepared
statements in lieu of or in addition to the IRS financial state-
ment. Generally, the statements submitted did not provide ade-
quate cash flow information to determine the monthly payment
the taxpayer was able to make.

The problems with financial statements were alsoc evident
with business taxpayers treated as individuals. The following
table shows projections of these problems for the estimated 483

business taxpayers treated as individuals in the four districts
reviewed.
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Percent

of cases
Taxpayers with guestionable expense
items on financial statements 34
Cases where monthly payment should have :
been increased based on liabilities §
belng pald during first year of agreement 19 !
" second year of agreement 24 ;
Taxpayers with over $5,000 equity in assets 42 5
Financial statements with mathematical errors 11 g
Agreements made for monthly payments greater ?
than ability shown on financial statement 48 '
Agreements made for monthly payments less
than ability shown on financial statement 19

CONCLUSIONS

If taxpayers claim they cannot immediately fully pay their ;
tax delingquencies, IRS needs accurate and reliable financial in- 1
formation to determine what collection action is needed. Without
this information IRS has allowed taxpayers to avoid paying their
taxes or to pay when they deem it convenient.

Millions of dollars are lost because IRS does not verify
income claimed by the taxpayer and millions more are not col-
lected because it does not use information shown on the finan-
cial statements, such as when other creditors will be paid off.

IRS has not provided sufficient guidelines on the use of
taxpayer financial information and what are necessary living
expenses. IRS employees must make their own judgments on what
are reasonable and necessary expenses and in many cases have
just accepted everything that the taxpayer provides. Therefore,
taxpayers are not being required to pay on the basis of their
ability.

This inadequate use of taxpayer financial information ham-
pers the effective collection of taxes through installment agree-
ments; but if the account is classified as currently not collec-
tible, the problem is worse because the delinguencies may never
be collected.

RECOMMENDATIONS

We recommend that the Commissioner of Internal Revenue:
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--Develop a guide based on equity in assets, gross income,
income over expenses, and amount of tax liability to iden-
tify cases with loan potential and require taxpayers meet-
ing this potential to seek locans and provide written docu-
mentation of rejections.

~--Establish more specific guidelines for employees to use
in evaluating and analyzing financial statements, includ-
ing guidelines defining the necessity and amount of ex-
penses.

--Require taxpayers to provide information on credit card
expenses to ensure that expenses are not duplicated and
are for nec iti

--Require taxpayers to provide proof of income and certain
expense items which may be questionable.

--Require employees to use dates when liabilities are paid
off in order to increase the amount of installment agree-
ment payments, obtain advanced dated installment agree~
ments, or reactivate currently not collectible accounts.

--Develop a more detailed quality review of financial state-
ments to ensure that (1) all information is considered in
arriving at the decision to grant an installment agreement
or classify the account as currently not collectible and
(2) the information is mathematically correct.

—~Establish installment payments based on taxpayers' ability
to pay regardless of whether the payments cover interest
charges and increase payments when possible.

IRS COMMENTS AND OUR EVALUATION

IRS agreed with our recommendations to improve the use of
taxpayer financial information in collecting delinguent taxes.
In addition to reemphasizing current procedures, IRS has taken
or planned the following actions which should improve IRS' use
of financial information: ' ‘

--IRS has developed two separate financial statements, one
for businesses and one for individuals.

-~IRS revised procedures and is requesting taxpayers
appearing for interviews to bring copies of their latest
income tax return as well as other information necessary
to establish their financial condition. IRS compares
information on the financial statements with the tax
returns and other documents provided by the taxpayers.
If items on the financial statements appear to be over-
stated or understated, or out of the ordinary, the tax-
payers are asked to explain and substantiate the items.
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--IRS has developed instructions on the gquality of financial
information to be considered by employees who secure and
review installment agreements and financial statements.

--IRS is developing better criteria for necessary living
expenses.

IRS said that although it agreed that additicnal guidance
regarding a taxpayer's ability to borrow is needed, a formal
guide is impractical. IRS said that local economic conditions,
rising interest rates, and fluctuations in the economy determine
loan availability and make loan potential unpredictable.

We agree that economic conditions govern the availability
of loan money and the potential for anyone to secure a loan, but
we still believe some additional guidance is needed. A formal
guide that would take into consideration economic conditions
would not only be impractical but useless, since it would prob-
ably be outdated before it was circulated to all employees,

However, a general guide to identify those cases where
loans should be sought is both practical and needed. Such a
guide could provide information on income levels as defined by
the Department of Labor, a ratio of eguity in assets to tax lia-
bilities, and an amount of monthly income exceeding necessary
living expenses which would indicate at what point revenue offi-
cers should request delinquent taxpayers to attempt to secure
loans in order to pay their delinquent taxes.
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CHAPTER 4

BETTER MANAGEMENT OF INSTALLMENT AGREEMENTS
COULD IMPROVE PROGRAM

Although IRS has greatly increased the use of installment
agreements over the past few years, it has not taken adequate
steps to ensure that they are used as an effective collection

tool. In addition to the problems noted in chapters 2 and 3,
IRS has not

-~placed enough emphasis on the use of payroll deductions
to collect monthly payments,

-~taken adeguate enforcement action when taxpayers miss pay-
ments, or

--determined the reasons for the 54-percent default rate on
installment agreements closed during the 6-month period
ending March 31, 1980, in order to take additional steps
to reduce it.

PAYROLL DEDUCTIONS
SHOULD BE EMPHASIZED

Voluntary payroll deductions are the best means to obtain
payments. However, IRS has made limited use of this procedure.
Of the estimated 7,388 individual delinquent wage earners with
installment agreements in the four districts reviewed, only 9
percent were using payroll deductions. The default rate for
these taxpayers was only 2 percent.

The use of payroll deduction by districts is shown in the
table below.

Wage Payroll Percent of

District earners deductions wage earners
Atlanta 110 7 6
Chicago 92 1 1
Greensboro 128 31 24
Seattle 105 5 5
Total 435 44 a/10

— —

a/Sample results do not exactly correspond with the projected fig-
ures because we used a stratified random sampling methodology.

IRS has not had much success in getting taxpayers or employ-
ers to agree to the use of voluntary payroll deductions. In many
cases, IRS claims that taxpayers are afraid they may lose their
jobs if their employers were asked to make payroll deductions.
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In other cases taxpayers just do not want their employers to
know they are delinquent in their taxes. These concerns are
valid and must be considered in making decisions on the use of
payroll deductions. However, these concerns could be used to
strengthen the installment agreement program if taxpayers were
adequately informed that missed payments would result in a levy
of their paycheck or a mandatory consideration of payroll deduc- :
tion before an installment agreement would be reinstated.

BETTER ENFORCEMENT OF INSTALL-
MENT AGREEMENTS IS NEEDED

If a taxpayer misses an installment payment, IRS tries to
reinstate the agreement rather than allow it to default in order
to prevent it from being sent to the district for collection ac-
tion. Prior to July 1979 IRS attempted to contact each taxpayer
who missed a payment to determine the reason and what action to
pursue. In most cases IRS would reinstate the agreement based
on the taxpayer's explanation, which may have been just a state-
ment that he or she did not have the money that month. After July
1979 IRS discontinued calls to taxpayers and allowed them an auto-
matic reinstatement upon the first missed payment. These taxpayers “
would be notified in writing that the account was being rein-
stated and that if such taxpayers missed another payment, levy ;
action would be taken unless the taxpayers contacted IRS and ex-
plained why they could not make the payment. However, all the
taxpayer had to do was contact the district and the agreement
would usually be reinstated.

Thirty-five percent of the taxpayers in our sample missed
at least one payment and were reinstated. In some cases taxpay-
ers missed as many as five payments and each time had their
agreements reinstated. The reinstatement of the agreement was
based solely on the taxpayer's explanation.

Under current procedures, on the second missed payment IRS
is to take levy action against the taxpayer. This change in pro- ;
cedures is a step in the right direction. However, -if the tax-
payer calls IRS and provides some explanation for the missed pay-
ment the agreement would be reinstated. While some taxpayers may
have justifiable reasons to have their agreements reinstated,
without adequate guidance on what is a reasonable justification :
for a missed payment IRS employees may continue to accept most :
reasons for reinstatement.

JRS NEEDS TO DETERMINE THE
REASONS FOR THE HIGH DEFAULT RATE
AND TAKE ACTION TO REDUCE 1T

IRS has not taken adequate steps to determine the reasons
for the combined 54-percent default rate for individuals and
businesses. The 54-percent default rate covers all installment
agreements nationwide closed in a 6-month period ending March 31,
1980. The high default rate raises serious questions about the

30



effectiveness of IRS' use of installment agreements, particularly
since many taxpayers could have fully paid their delinguencies.
The following table shows the breakdown of individual tax cases
by whether they were district or service center agreements.

Total Fully Individual default
IRS location closed paid Defaulted rate (note a)
-—{percent)--
District 61,875 24,234 37,641 61
Service Center 201,938 100,044 101,894 50
Total 263,813 124,278 139,535 53

a/The default rate was calculated by dividing the number of

T agreements that defaulted by the total number of agreements
closed. In July 1980, IRS revised its method of calculating
defaults to include active agreements with the closed cases.
Using this method, the default rate for the year ending March
31, 1981, was 27 percent for individuals and 42 percent for
businesses.

The default rate for businesses during the same period is much
higher as shown below.

Total Fully Business default
IRS location closed paid Defaulted rate (note a)
—-—(percent)~-
District 7,543 1,528 6,015 80
Service Center 490 131 359 73
Total 8,033 1,659 6,374 79

a/See note a above,

We believe that the high default rate is caused partly by
the inadequate use of taxpayer financial information and the
inadequate enforcement of agreements when payments are missed.
However, other factors may also be involved, and IRS needs to
fully analyze the defaulted agreements to determine the reasons
for defaults and what can be done to reduce them. As a start
IRS needs to improve its use of taxpayer financial information,
make better use of payroll deductions, and take stronger actions
on taxpayers who miss payments.

CONCLUSIONS

Until IRS improves the management of its installment agree-

ment program, its effectiveness as a collection tool will be ques-

tionable. Reinstating installment agreements when taxpayers miss
payments with little or no justification can give taxpayers the
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impression that they do not have to take their commitments seri-
ously. More emphasis on payroll deductions and better enforce-
ment on defaulted agreements would improve the program and show
taxpayers that their agreements must be met.

The high default rate demonstrates, in part, IRS' ineffec-
tive use of installment agreements. While we believe that better
use of taxpayer financial information, more emphasis on payroll
deductions, and tighter enforcement of the agreements should im-
prove the program, IRS needs to analyze the reasons for defaults
and take whatever additional corrective actions are needed to lower

the rate.

RECOMMENDATIONS

We recommend that the Commissioner cof Internal Revenue:

—--Place more emphasis on the use of payroll deductions as a
means to collect the monthly installment payments.

--Establish procedures to better enforce installment agree-
ments before defaulted agreements will be reinstated and
give collection employees a gulide on acceptable reasons
for missed payments.

--Develop an evaluation system that would consider dollars
collected, case disposition, and cost of collecting through
installments to determine the effectiveness of the program,
reasons for defaults, and possible corrective action.

IRS COMMENTS AND OUR EVALUATION

IRS agreed with our reccmmendations to better enforce install-
ment agreements and to develop an evaluation system. IRS has
already instituted the following procedural changes:

--A requirement for managerial approval to reinstate agree-
ments when the taxpayer has defaulted on a previous in-
stallment payment on the same account or has alerted IRS
of an inability to make a payment and has been allowed
to skip more than two consecutive payments in a l12-month
period.

--Guidelines for acceptable reasons for permitting a tax-
payer to miss an installment agreement payment.

Regarding the evaluation system IRS said 1t would consider
the programming changes to implement such a system after the ser-~
vice center computer replacement system is completed. The present
system cannot be modified to provide the cost information needed
to make the evaluation.
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IRS stated that its current procedures adequately encourage
the use of payroll deductions both at the time the agreement is
made and before reinstatement of a defaulted agreement. IRS
stated that while payroll deductions are effective under certain
circumstances, many employers will not cooperate. Because employer
participation is voluntary, use of payroll deductions cannot be
made a requirement.

We recognize that payroll deductions are voluntary on the
part of the employer and that their use could not be obtained
on all wage earner installment agreements and have revised our
recommendation accordingly. However, we found that when addi-
tional emphasis is placed on the use of payroll deductions, its
use increases substantially. The Greensboro district was the
only district we reviewed which placed additional emphasis on
the use of payroll deductions before a defaulted agreement was
reinstated. We found that 24 percent of the wage earners with
installment agreements in Greensboro were using payroll deduc-
tions compared to the 1 to 6 percent use of payroll deductions
in the other three districts reviewed. We believe that these
statistics show that with additional emphasis IRS could increase
its use o0f payroll deductions.

33



CHAPTER 5

CHANGES IN IRS OPERATIONS COULD RESULT IN
MORE EFFICIENT HANDLING OF CURRENTLY NOT COLLECTIBLES

As of September 30, 1979, 400,000 individual taxpayers owed
$1.2 billion or one-third of the total delinquencies which IRS
had classified as currently not collectible. At the end of 1979,
$134 million, of the $465.6 million IRS dropped from its accounts
receivable inventory because the statutory periocd for collection
expired, were for individual accounts. From 1974 to the end of
1979 the value of the currently not collectible inventory nearly
doubled. The yearly amounts classified as currently not collec-
tible and those lost when the statutory period expires are in-
creasing. (See chart on p. 35.) As discussed in chapter 3, we
believe that much of this growth resulted from IRS' inadequate
determination of taxpayers' ability to pay. However, we also be-
lieve that IRS could more efficiently process accounts determined
to be currently not collectible if it improved its procedures
for classifying such accounts, received more information on audit
cases, and expanded the work performed by its office branches.

HOW ACCOUNTS GET CLASSIFIED
AS CURRENTLY NOT COLLECTIBLE

In the course of investigating delinquent accounts, IRS
finds that some accounts cannot currently be collected. Clas-
sifying an account as currently not collectible removes it from
active collection status to a suspended status.

Accounts are termed "currently" not collectible because IRS
may still take collection action until the 6-year statutory col-
lection period expires. In general, collection action is resumed
when the condition prompting the classification is reversed, such
as when the taxpayer is located or is earning sufficient income.
IRS also checks all delinquent taxpayers' accocunts each year for
any refunds due and applies them to the delinguencies. However,
once the 6-year period expires, IRS has no means of collecting
the delinquency unless the taxpayer volunteers payment.

IRS district collection personnel in both the office and
field branches can classify accounts as currently not collec-
tible. Since it is not known at the time of receipt whether the
account will be classified as currently not collectible, all ac-
counts are initially processed in the same manner. Generally,
office branch personnel attempt to collect or otherwise close
the account. If they do not succeed, the account is sent to the
field branch where higher graded revenue officers attempt to col-
lect or otherwise close the acéount.
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INCREASING ACTIVITY ON INDIVIDUAL
CURRENTLY NOT COLLECTIBLE ACCOUNTS

Amount
$1,250,000
$1,200,000
$1,150,000
$1,100,000
$1,050,000
$1,000,000
$ 950,000
$ 900,000
$ 850,000
$ 800,000
$ 750,000
$ 700,000
$ 650,000
$ 600,000
$ 550,000
$ 500,000
$
$
$
$
$
$
$
$
$

$1,187,687,643
$1,244,150,916

$930,657,508
$1,084,441,606

$774,141,882

$627,952,395

$413,304,312

450,000
400,000
350,000
300,000
250,000
200,000
150,000
100,000

50,000

$319,875,213
$340,753,432
$372,570,961
$346,176,976

$256,256,255

$134,764,741

$65,686,593
$89,218,410
$85,070,150
$90,051,785

H
;

$51,726,830

;

Year 1974 1975 1976 1977 1978 1979

(] — Amount lost due to collection statute expiration

—~ Amount classified as currently not collectible during year

Il — Inventory of currently not collectible accounts at end of year
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Office branch personnel are to dispose of as many accounts
as possible at the earliest practical point in the processing
cycle. According to the Internal Revenue Manual, authorizing
these employees to report accounts as currently not collectible
stops unnecessary paperwork and should assure that they refer
only the more difficult cases to the revenue officers. However,
of fice branch persconnel may not work accounts above a certain
dollar amount or beyond a certain period.

Accounts are classified as currently not collectible if the
delinguent taxpayer demonstrates a financial hardship, cannot be
located or contacted, or owes less than a preselected dollar

amount—~-tolerance cases.

At the end of fiscal year 1979, financial hardship cases
accounted for 70 percent of the national inventory of individual
taxpayers' accounts classified as currently not collectible.

IRS reports delinquent taxpayers as "unable to locate" when
all appropriate efforts to locate the taxpayers and their avail-
able assets have failed. To report an account as "unable to con-
tact," IRS must have only a mail drop address where the taxpayer
cannot be contacted, rather than the taxpayer's permanent address.

"Tolerance cases" are smaller dollar accounts for which IRS
has determined that collection resources could otherwise be bet-
ter used because of its limited resources. Accounts under a cer-
tain dollar level may be reported currently not collectible.
Tolerance accounts are reactivated if at some later date the de-
linquencies, including penalties and interest, exceed the dollar

minimum.

IRS NEEDS TO PROQVIDE FOR
TIMELY FOLLOWUP ON CURRENTLY
NOT COLLECTIBLE ACCOUNTS

In an estimated 39 percent ¢of the financial hardship cases,
IRS set closing codes that did not assure prompt followup. 1In
most cases IRS relies on a computer check of reported income to
reactivate accounts. However, the procedure precludes any fol-
lowup for 65 weeks. Only 4 percent of the hardship cases were
scheduled for mandatory followup, assuring that these cases will
e examined again before the statutory collection period could
expire. For the other 96 percent of the cases, IRS' future col-
lection action depends on the taxpayers (1) filing tax returns
after the hardship determinations, (2) having adjusted gross in-
comes sufficient enough to reactivate the accounts, and (3) im-
proving their financial conditions to permit payment of the de-
linguent taxes. IRS also relies on taxpayer refund offsets and
voluntary taxpayer payments to collect these delinquencies.
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Proper selection of hardship closing codes
can improve followup collection actions

IRS set the hardship closing code (adjusted gross income)
too high for about 39 percent of the accounts reported currently
not collectible. Setting the hardship closing code too high de-
lays and may eliminate completely the possibility of followup
collection actions on currently not collectible accounts.

Accounts which meet hardship criteria are closed under one
of several hardship closing codes. Hardship closing codes are
dollar amounts that the IRS employee selects to represent a large
enough increase in the taxpayers' income to warrant additional
collection effort. For example, selecting code 32 means that
followup on the account will automatically begin when the tax-
payer files a return with an adjusted gross income of $20,000 or
more. The IRS computer programr is written so that no hardship
account will be reactivated unt.l 65 weeks have elapsed from the
date the account is reported currently not collectible. If an
earlier followup is needed, IRS personnel can request that manual-
ly generated mandatory followup be made.

Before 1980 the Internal Revenue Manual stated only that
the closing code should be set high enough so that subsequent
collection action will be warranted. 1In 1980 the manual was
made more specific by listing the following factors to be con-
sidered in selecting the closing code:

-~-Adjusted gross income necessary to meet basic taxpayer
living expenses.

—-Inflation's impact on the taxpayer's income and expenses.

--Anticipated changes in taxpayer's financial condition,
such as a reduction in financial obligations.

--Nontaxable sources of income, such as social security, that
increases spending money without affecting adjusted gross
income on the tax return.

—-Unusual factors, which should be documented in the case
file,

These changes still do not adequately define necessary living
expenses nor do they provide any instructions for developing a
payment plan to ensure that delinquent taxes are eventually
collected.

Our analysis of IRS' use of hardship closing codes showed

that even after allowing all taxpayer expenses shown on their fi-
nancial statements plus a 30 percent factor for withheld taxes
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and inflation, the codes and associated gross incomes were set
too high in about 39 percent of the cases. An improper closing
code may delay reactivation of the case beyond the earliest pos-
sible date, sometimes until the statutory period runs out.

The 65-week minimum inactive status for financial hardship
accounts does provide sufficient time for a taxpayer to file a
return after the initial currently not collectible determination.
However, IRS has no information to show that collection is im-
proved by waiting this particular time period rather than any

other. 1In fact, as accounts receivable grow older, the collec-
tion potential may decrease.

Our analysis of collection results on 554 financial hardship
cases with delinquencies of $1.1 million for approximately a year
following their currently not collectible determination disclosed

that in 286, or 52 percent, of these cases payments or offsets were
made totaling almost $140,000. The following table shows a break~

down of these payments and offsets.

Number of Percent of Percent
taxpayer cases Dollars of tax
cases reviewed collected liability
Taxpayer payments
made 136 25 $ 66,021 6
IRS collection by
refund offsets 194 35 73,608 7
Total payments
and/or offsets a/286 52 $139,629 13

E/Some taxpayers made voluntary payments and also had refunds
of fset against their liabilities.

We also reviewed the filing status of the 1978 tax return
for taxpayers who had accounts reported currently not collectible
in 1978 and found the following:

Number of tax- Percent of total
payer cases cases reviewed

Taxpayers fully paid

1978 taxes 234 42
Taxpayers with

delinquent 1978

tax balance a/ll5 21
Taxpayers did not N

file a return

or there was no

IRS tax transcript

record 205 3

~J

Total 554

[
Q
o

a/Delinquent tax balances totaled $83,749
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The preceding tables show not only that IRS has little
success in collecting financial hardship accounts once it sus-
pends collection actions but also that the collection of future
taxes from these taxpayers is in question. If the taxpayer does
not file subsequent tax returns or delays doing so, his account
may not be reactivated for collection.

THE EXAMINATION DIVISION COULD DO MORE TO
ASSIST IN THE COLLECTION OF DELINQUENCIES
RESULTING FROM AUDITS

Delinquent accounts originating from audits of tax returns
pose a significant collection problem. IRS' statistics show that
21 percent of the individual delinquent accounts sent to district
offices originated through audits. Our review of 852 currently
not collectible cases disclosed that 345, or 40 percent, were
audit cases. While the high proportion of delinquent accounts
resulting from audit is itself a matter of concern, the dispropor-
tionately high number of currently not collectible delinquencies
resulting from audit indicates that such delinquencies are harder
to collect than other delinquencies and that the Examination

Division should do more to assist in the collection of delinquen=-
cies resulting from audit.

Our review of 272 of 345 audit case files which were avail-
able disclosed that 42 percent of the taxpayers agreed with the
audit results. In these cases IRS' Examination Division had
some contact with the taxpayer and at that time could have pos=
sibly determined the taxpayer's ability to pay. If the additional
tax is not collected at the end of the examination, several
months can pass before district collection personnel take action.

Fifty-eight percent of the taxpayers did not agree with the
~audit results or could not be contacted. 1In 38 percent of the
audit cases, tax assessments were determined without Examination
Division contacting the taxpayers. When the Collection Divi-
sion receives these cases, they do not show that the Examination
Division was unable to contact the taxpayer. Therefore, the Col-
lection Division must make time-consuming and often futile attempts
to locate and contact the taxpayer. In 50 percent of the no-
contact audits, it was unable to locate or contact the taxpayer.

In 35 percent of the unagreed cases, the taxpayers were contacted by

the Examination Division but did not agree to the audit results.

The following table shows whether taxpayers agreed with the
audits, whether the Examination Division contacted the taxpayers,

and the reasons for classifying the accounts as currently not
collectible.
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Unagreed

Total Agreed Contact No Contact Total
Hardship 158 87 32 39 71
Unable to locate
or contact 82 15 15 52 67
Tolerance 24 9 7 8 15
Deceased 8 2 1l 5 6
Total accounts
originating
from audits 272 113 55 104 159

Total sample 852

Agreed audit cases

If the taxpayer agrees with the audit results, IRS can
request payment but not demand it because the additional taxes
have not been legally assessed. Taxpayers who do not pay at that
time and indicate an inability to pay when the first bill is sent
are told to contact the Collection Division to arrange a means
to pay the subsequent assessment. For taxpayers living in IRS-
designated high crime areas who do not pay the additional tax
determined through audit, Examination personnel are required to
contact the Collection Division. If Collection Division personnel
are not available, the Examination personnel will prepare or have
the taxpayer prepare a financial statement. These statements are
sent daily to the Collection Division.

Although the Examination Division had contact with the tax-
payers and obtained agreements to the audit results, the Collec-
tion Division was unable to locate or contact 15 taxpayers, or
13 percent of the 113 agreed cases.

Examination Division's collection efforts at the four dis-
trict offices consist mainly of regquesting payment of additional
taxes on agreed cases. One district office, although not on a
regular basis, completes a collection information statement,
(taxpayer's name, address, employer, and bank account)} if the
taxpayer agrees with the audit results but does not pay the full
amount due. This information is generally available to the Col-
lection Division only if it requests the audited tax return.
Overall, the Examination Division determines the amount, if any,
of taxes due; the Collection Division attempts to collect any
amount not paid.

Although no uniform procedures have been set up, some IRS
Examination groups do refer taxpayers to Collection at the con-
clusion of the audit if the taxpayers indicate that they will
not be able to immediately pay the additional taxes in full.
However, this practice varied among districts and seemed to
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be more likely to occur in smaller areas where Examination and

Collection employees work near each other. IRS Examination officials

stated that in large districts it would be too time-consuming to
have Examination personnel take taxpayers to the Collection Di-
vision, unless a Collection employee was located nearby.

Unagreed audit cases

If the taxpayer does not agree with the audit results at the
time of contact or is not contacted by IRS, Examination personnel
cannot request payment. If Examination persconnel canhot contact
the taxpayer, then this information alone would be helpful to
Collecticn personnel. When there is contact with the taxpayer,
Examination personnel can obtain information such as current
address and sources for potential levy that would be helpful
to Collection personnel.

In 104, or 38 percent, of the 272 delingquencies resulting
from audits which we reviewed, Examination personnel were unable
to contact taxpayers. In 52, or 50 percent, of the 104 cases, Col-
lection personnel were also unable to locate or contact taxpayers.
Because Collection personnel do not know that taxpayers were not
contacted during the audit, they work these delinquencies as any
other cases. If Collection personnel knew whether taxpayers were
contacted during audit and what efforts were made to attempt to
- contact them, the collection efforts could be concentrated on
locating taxpayers through other sources and potentially save
valuable resources.

In 55, or 20 percent, of the 272 audit liabilities reviewed,
IRS Examination personnel had made contact with taxpayers but
did not obtain agreements with the audit results. Collection
personnel classified 32, or 58 percent, of these cases as cur-
rently not collectible based on hardship. In 15, or 27 percent,
of the 55 cases, Collection personnel were later unable to locate
or contact the taxpayers.

IRS does not know the extent to which
delinquencies resulting from audits
are collected

IRS has no statistics which show the collection results of
delinquencies resulting from audits that are sent to district
offices. 1In 1980 IRS developed some statistics on the number of
delinquent accounts that resulted from audits but did not know
the extent to which these accounts were classified as currently
not collectible, Without statistics showing the extent of the
problem, IRS Examination personnel may not feel that collection
efforts are needed. An IRS Examination official stated that
statistics on the audit cases classified as currently not collec-
tible would help in emphasizing the importance of having the Exam-
ination Division assist in collections and would also help justify
any added work.
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A joint Department of the Treasury and IRS Accounts Receiv-
able Study report issued in October 1980 recommends that new
emphasis be placed on the collection of taxes by the Examina-
tion Division. The recommendation was based on the high number .
of delinquencies resulting from audits and preliminary statis- 1
tics developed in our review on the extent of audit cases clas-
sified as currently not collectible. The study group chairman
stated that in the past the Examination Division did more to
assist the Collection Division, but emphasis had decreased in
recent years. We believe that the lack of information showing
the extent of the problem is one reason why the Examination Divi-
sion is not doing more.

IMPROVEMENTS IN OFFICE BRANCH
COLLECTION ACTIVITIES
COULD REDUCE EXPENSE

District collection activities are performed in the Collec-
tion Division's office and field branches. Office branches, in- ‘
cluding their revenue representatives, can perform much of the
same functions as the higher graded revenue officers in the field
but at a much lower cost. Improving office branches' collection
activities could improve the efficiency of working delinquent
accounts.

At three of the four IRS districts reviewed, the office
branches reported about half of the total individual accounts
during 1978 that were determined currently not collectible. In X
the other district 75 percent of the cases were reported by the '
office branch. In 1979 IRS expanded the office branch authority
for determining accounts currently not collectible in an attempt
to increase the number of cases closed by office branches. How-
ever, office branch delinquent account processing is still lim- !
ited by time constraints and lack of specific collection action
guidelines.

IRS' failure to use the office branches more is particularly

critical for currently not collectible accounts. Using the field
branch for these accounts means higher grade personnel are used
in nonproductive collection efforts. IRS estimated that the of-
fice branches close cases at one-fourth the cost of revenue of-
ficers (field branch).

IRS needs to ensure that office
branches perform consistently

During 1978 about 85 percent of the accounts reported cur-
rently not collectible for individuals were within the office
branch 1978 dollar criteria for closing cases. However, during
this same period the office branches reported only 57 percent of
the total accounts closed as currently not collectible. While
there are other considerations besides dollar amounts that de-—
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termine whether the office branch or the field branch closes a

case, the potential shown by these percentages indicate an op-

portunity for office branches to do more. In addition, analysis

of the currently not collectible cases disclosed inconsistencies

in the office branch attempts to locate taxpayers. The following :
table shows our sample results for the four districts reviewed. |

Currently not Cases closed Cases closed
collectible by office branch by field branch
District cases reviewed Number Percent Number Percent
Atlanta 204 153 75 51 25
Chicago 204 113 55 91 45
Greensboro 212 102 48 110 52
Seattle 167 84 50 83 50
Total 787 452 57 335 43

— —

Of the 335 cases closed by the field branch, 74, or 22 percent,
could have been closed by the office branch based on the crite-
ria in effect at that time. None of these cases met the crite-
ria requiring a field visit, and the field branch did nothing §
more than could have been done by the office branch.

Inconsistencies in locating taxpayers were noted at three
district offices. The cases closed by the office branch gen-
erally showed a greater number of sources checked when it closed
a case than when it transferred the case to the field branch.

The Internal Revenue Manual states that the specific sources !
to be checked to locate the taxpayer will depend on the circum—
stances of each case. Also, the manual states that before an ac~
count may be reported currently not collectible because the tax-
payer could not be located, the investigating employee must take
the following actions:

-~Check routine internal sources such as directories, active
file data, and closed files.

-~Confirm with the Post Office that the taxpayer has moved
and left nc forwarding address.

—--Review the most current income tax return to locate the
taxpayer or assets for account balances over $2,000.

—-—Conduct a field investigation to a taxpayer's last known
address and perform a neighbor check for cases meeting
established dollar levels.

These guidelines apply to the Collection Division in general,
gnd office branch employees have no firm guidelines to follow
in determining at which point they close the case, do more work,
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or transfer the case to the field branch. Accordingly, we esti-
mate that 22 percent of the cases transferred to the field branch
could have been closed by the office branch.

Office branch processing is restricted by the availability
and use of revenue representatives. Revenue representatives, if
available, handle the office branch taxpayer contacts. Revenue
representatives may be used either in the office or in the field.
However, regardless of where the revenue representatives are lo-
cated, the accountability for their case dispositions remains
with the office branch. The maximum aggregate balance for tax-
payer cases that can be assigned for revenue representative proc-
egsing is $5,000. Cases over this amount must be assigned to
revenue officers. Also, if for some reason, such as extensive
caseload, revenue representatives with an assigned caseload are
unlikely to dispose of cases within their time limit--4 months
with a possible 2-month extension 1/ --these cases are assigned
to higher grade revenue officers.

Since not all districts visited had a sufficient number of
revenue representatives available to make field visits, revenue
officers had to make them. Officials at two district offices
said constraints on the length of time revenue representatives
can hold cases precludes them in some instances from taking all
the collection actions they could.

At the four IRS district offices the field branch closed 47
percent of the unable-to-locate-or-contact currently not collect~
ible cases. Because these cases can involve time-consuming at-
tempts to locate and contact taxpayers, it is particularly costly
for IRS to use the higher graded revenue officers.

Officials at the IRS district offices reviewed were general-
ly in agreement that the office branches could take more collec~-
tion actions than they currently do. The accounts receivable
study stated that the office branch should take all collection

actions available to it prior to transferring the cases to the
field branch.

CONCLUSIONS

The steady growth since 1974 of the dollar inventory of ac-
counts currently not collectible and the dollars lost because the
collection statute period expired indicates a need for IRS to

1/The limit for a revenue representative's field activity without
an assigned caseload is 30 workdays with a possible 20-workday
district office extension and a 30-workday regional office ex-
tension.
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handle these delinquent accounts more efficiently. Better deter-~
minations of closing codes, better coordination with Examination
Division and improvements in office branch collection activities
could increase the efficiency and effectiveness of IRS' handling

of currently not collectible accounts.

Inaccurately setting closing codes can result in lost reve-
nues since the accounts will not be reactivated for collection
action when the taxpayer has the ability to pay. Ultimate col-
lection of the delinguency may be lost entirely if the statutory
period for collections expires before the taxpayer files a return
with the income level that IRS has designated for followup.

In not pursuing collection at the time additional taxes are
determined through audits IRS is increasing the chances for these
accounts to be reported currently not collectible. To arrange for
payment methods or to document important taxpayer collection
information at the conclusion of an audit can only improve the
potential for collection of taxes due and reduce the number of

collection actions subsequently needed.

Moreover, IRS, by not utilizing the office branch to its
full potential in the collection process, has made its cost to
report accounts as currently not collectible more expensive than
it need be. Underutilization of the office branch has resulted
in higher graded field branch staff working the cases. By giving
the office branch sufficient time and specific guidelines for
taking collection actions IRS can reduce the number of currently
not collectible cases reported by revenue officers.

RECOMMENDATIONS

We recommend that the Commissioner of Internal Revenue:

—--Establish more specific guidelines for setting closing
codes for accounts classified as currently not collec-
tible due to financial hardship to ensure that prompt and
timely followup is made to collect delinquent taxes.

—~Require the Examination and Collection Divisions to make
arrangements for referring taxpayers to Collection or hav-
ing Examination personnel obtain financial statements from
those taxpayers who agree to but are unable to pay their
tax delinquencies in full.

--Develop a system to code delinguent accounts resulting

from audits issued toc the field to show whe*her the
delinguency resulted from a no-contact audit.
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--Develop a statistical information system for audit-
originated cases to be used to determine potential prob-
lems and as feedback for the Examination Division to show
the collection outcome of audit cases.

~-Establish more specific guidelines for office branches to
use in processing delinquent accounts to ensure that they
take all available collection actions before transferring
the cases to the field branches.

IRS COMMENTS AND OUR EVALUATION

IRS agreed with most of our recommendations regarding the
handling of currently not collectibles and has taken or plans
to take the following actions.

--IRS revised its guidelines for setting the closing codes
for accounts classified as currently not collectible due
to financial hardship. According to IRS, these guidelines,
in conjunction with procedures for mandatory followup, will
provide for reactivation of cases most likely to produce
additional revenue.

~—-IRS is developing specific guidelines for office branches
to use in processing delingquent accounts to ensure that
they are taking all available collection actions before
transferring the cases to the field branches.

--IRS' Collection and Examination Divisions will jointly
determine the desirability of developing a system to code
delinquent accounts issued to the field to show whether
the delinquency resulted from a no-contact audit.

~-IRS is revising the Examination Division's procedures to
emphasize that examiners are to solicit advance payment
of delinquency in all completed agreed cases.

--IRS is considering procedures to require the Examination
Division to make immediate contact with Collection Division
personnel for cases meeting certain dollar criteria.

IRS does not agree that Examination Division personnel should
obtain financial statements from taxpayers. IRS prefers instead
to refer the taxpayers to the Collection Division. According to
IRS, the Examination Division does not have the resources to
gather this information and its personnel are not trained in the
specialized techniques and procedures required for collection pur-
poses.

We agree that it is preferable to have Collection Division

personnel deal with delinquent taxpayers. However, when Collec-
tion personnel are not available, it is not very efficient for
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IRS not to have Examination Division personnel obtain some finan-
cial information. To some extent the Examination Division is al-
ready obtaining financial information. If a taxpayer lives in a
high crime area, IRS procedures require that Examination person-
nel obtain a financial statement from the taxpayer 1f Collection
Division personnel are not available. Also, Examination Division
personnel in some districts had local procedures to obtain finan-
cial information from taxpayers who claimed they could not pay the
additional taxes in full.

IRS disagreed with our recommendation to develop a statis-
tical information system for audit-originated cases. IRS said
that, for the present, the cost of implementing a tracking system
to show collection outcome by income classes and other criteria
is prohibitive when measured against the resulting benefits.
Management information systems can be complex or simple depending
on the extent of the various information categories that are
being developed.

We had not envisioned a complex system but rather a simple
statistical system showing the results of ccllection action--
fully paid or currently not collectible--and whether the taxpayers
were contacted and agreed with the audit results. Without this
type of information IRS cannot determine whether its collection

~actions on audit-originated delinquencies are effective. We
therefore continue to believe that IRS should develop basic
statistical information concerning audit-originated cases.
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CHAPTER 6

A FIRM PQLICY AND IMPROVED PROCCEDURES WOULD MAKE
OFFERS IN COMPROMISE A MORE EFFECTIVE CCLLECTION TOOL

Although IRS has long had the power to accept something
less than the full amount of tax liabilities, it has not used
this tool effectively or uniformly. IRS has not established
firm and uniform criteria for suggesting and accepting offers in
compromise nor set up a system to measure or evaluate its effec-

tiveness. Also, IRS does not always take advantage of the infor-

mation it develops while investigating offers to help it collect
delinguent taxes.

Offers to compromise delinguent taxes have been decreasing
over the past few years: 2,335 taxpayers made offers in fiscal
year 1978, 1,766 in 1979, and only 820 during the first 6 months
of 1980. The four IRS districts we visited received 117 offers
in 1978 that were closed at’ the time of our review:

Offer Percent cof
Number amount liability
{Thousands)
Received 117 $1,261 27.3
Accepted 14 96 33.0
Rejected or
withdrawn 103 1,165 27.0

As of December 29, 1979, IRS had collected 53 percent of
the total amount offered, or 14.5 percent of the liabilities
owed by these taxpayers. Because IRS has 6 years from the date
of assessment to collect these taxes, it may ultimately collect
more,

A UNIFORM POLICY FOR SUGGESTING
AND ACCEPTING OFFERS IN COMPROMISE
COULD INCREASE COLLECTIONS

Although IRS' authority to compromise tax debts dates from
the 19th century, the Commissioner has yet to establish unifo
criteria to help revenue officers decide when to suggest and
when to accept offers in compromise. Suggestion and acceptance
of offers thus depend on district office policy and have been
both limited and inconsistent. The four districts we reviewed
rejected a number of offers because they determined the taxpay-

ers could pay more, yet they later classified the liabilities as
currently not collectible.
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IRS has long had the power
to compromise liabilities

An 1831 law first gave the Secretary of the Treasury the
authority to compromise a Federal debt. In 1864 the Congress
authorized the Commissioner of Internal Revenue to compromise
all suits involving taxes. This power was clarified and revised
between 1866 and 1878 to its current scope, stated in Section 7122
of the Internal Revenue Code:

"The Secretary may compromise any c¢ivil or criminal
case arising under the internal revenue laws prior
to reference to the Department of Justice for pros-
ecution or defense; and the Attorney General or his
delegate may compromise any such case after refer-
ence-to the Department of Justice for prosecution
or defense."

The Attorney General in 1933 and 1934 ruled that taxes can
be compromised for two reasons only: doubt about liability and
doubt about collectibility. 1In this report we are only concerned
with offers based on doubt about collectibility, that is when IRS
cannot be sure it will be able to collect the full amount of a
liability it has established.

How offers are processed

IRS has established detailed instructions for processing
offers received, although it has provided only limited guidance
on when and how district offices should use offers as a collec-
tion tool. Detailed processing instructions are necessitated by
the fact that offers are legally binding contracts.

IRS service centers establish initial control of offers and
send them to the districts for investigation. The district's
first steps are to review the offers for completeness and to re-
search district files for other information on the taxpayers.
Offers then go to senior revenue officers for investigation.

The investigating revenue officer reviews the offer package,
which includes a detailed financial statement. If the revenue
officer determines that the offer is frivolous or made simply to
delay collection action, the offer may be summarily rejected.
Otherwise, the taxpayer will be contacted and a meeting arranged
to verify the financial statement information.

The financial statement used for offers in compromise is a
detailed 8-page form requiring specific financial data. The in-
vestigating revenue officer verifies the information shown on
this financial statement and evaluates the taxpayer's future
earning ability to determine the minimum offer acceptable,
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According to IRS guidance, the minimum offer acceptable should
reflect the taxpayer's total equity in assets as well as future
earning capabilities to protect the Government's interest fully.

Although offers are usually made for a specific amount pay-
able in one lump sum or in installments, revenue cofficers gen-
erally require collateral agreements permitting IRS to later
collect funds beyond the amount of the offer and possibly the
full liability. The most common collateral agreement provides
for payments from future income.

Revenue officers can reject offers at any time during the
investigative process if they cannot work out an acceptable com-
promise with the taxpayer. Since Collection Division compromises
are based on the taxpayer's inability to pay the full amount,
the most common reason for rejection deals with financial infor-
mation. However, IRS can also reject offers for public policy
reasons. These public policy rejections should be rare, accord-
ing to IRS, and may be based on the taxpayer's notoriety or in-
volvement with criminal activity or on IRS' desire not to set a
precedent in areas where it is attempting to increase compliance

with the tax laws.

When only the taxpayer's financial condition is at issue,

IRS requires the investigating revenue officer to determine what
amount 1s acceptable and work with the taxpayer to obtain an of-
fer of at least that amount. If the officer determines that the
taxpayer can fully pay the liability or could pay more than the
amount offered, the offer is rejected. However, before reject-
ing an offer, the taxpayer is so advised and requested to with-
draw the offer. A withdrawn offer saves IRS time since little
justification is required; however, the taxpayer loses the right
to appeal.

Once an offer is rejected or withdrawn, the rejection or
withdrawal letter and the summary report are held in the district
to be associated with the reissued delinguent account. However,
if the account was previously classified as currently not col-
lectible, it will not automatically be reactivated when the offer
is rejected or withdrawn.

Uniform policy needed to promote
offers in compromise

Although IRS has detailed instructions for processing offers
in compromise, it has not established a uniform policy on when
revenue officers should suggest offers. Consequently, districts
have established their own varying policies, and offers have re-
mained infrequent, even though IRS' national office has tried to
promote use of offers in compromise.
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Policy varies among districts

Lacking specific guidance from headquarters, district of-
fices have followed disparate policies on when revenue officers
should suggest a compromise. In general, they have not empha-
sized this collection method, despite headquarters' encouragement.

The Internal Revenue Manual states that:

"When an account is not collectible in full and crim-
inal proceedings are not contemplated or pending, an
offer in compromise may be suggested. However, care
will be exercised to ensure that frivolous offers are
not encouraged and in no event will an offer be sug-
gested merely to stay collection or when the liabil-
ity is collectible in full.

"The compromise provision of the law shall be ad-
ministered with the general objective of effecting
maximum collection with the least possible loss or
cost to the Government."

The manual also states that in some cases more tax revenues can
be collected through compromise than through any other collec-
tion method.

However, IRS has not established specific c¢riteria to help
revenue officers decide when to suggest offers in compromise to
taxpayers. Instead, it has left regions and districts to set
their own policies, and these have varied widely. A regional
official said IRS' compromise program has the most disparity of
all its programs because national office guidance has not been
specific.

Whether to offer a compromise or not is and should be left
up to the taxpayer; however, IRS has not taken adequate steps to
ensure that in appropriate cases its revenue officers suggest
that compromise may be an acceptable means of satisfying the 1li-
ability. It is IRS' policy not to "solicit" offers, but its rev-
enue officers may suggest them to the taxpayers. IRS management
officials generally agreed that offers should be suggested, but
most revenue officers said they would not normally discuss the
possibility unless the taxpayer first raised the question. The
Chief of Collections in one district said a revenue officer
should rarely suggest an offer.

IRS has recognized this limited and inconsistent use of com-
promises and has taken some action to improve. In March 1979,
the Deputy Commissioner issued a memorandum to all regional com-
missioners stressing IRS' commitment to make compromise a viable
and uniformly applied collection tool. The Internal Revenue Manual
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was reorganized and rewritten to simplify instructions for han-
dling offers in compromise.

Offers remain infrequent

Nevertheless, the incidence of offers in compromise has re-
mained low and inconsistent among districts and has actually de-
creased overall since the March 1979 memorandum. The following
table shows offers received during fiscal years 1978 and 1979 and
the first half of 1980 in four similar-sized districts (two of
which we reviewed) and two smaller districts we reviewed.

Offers received

First half
1978 1979 of 1980
Larger districts
(note a)

Atlanta 28 29 16

Chicago 35 25 21

Newark 297 217 103

San Francisco 143 89 38
Smaller districts

Greensboro 28 29 9

Seattle 41 31 11
Nationwide 2,335 1,766 820

E/Size of districts for this comparison was based on the number
of accounts classified as currently not collectible in calendar
year 1978,

Nationwide, offers represented less than 0.5 percent of ac-
counts classified as currently not collectible. Among the four
larger districts, the proportion varied from 0.1 percent in At-
lanta to 1.5 percent in Newark. 1/

Uniform criteria are needed for
evaluating offers in compromise

Just as with the suggestion of offers in compromise, the
lack of adequate national office guidance has led to inconsist-
ent evaluation and infregquent acceptance of offers. Different
districts are using different criteria to determine the minimum

acceptable amount.

1/These figures were derived by comparing offers received during
fiscal year 1978 with currently not collectible accounts for

calendar year 1978.
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IRS officials disagreed on what assets revenue officers
should consider in arriving at the minimum amount and how they
should value them. In two districts we reviewed, revenue of=-
ficers considered only those assets which IRS could secure
through its levy and seizure actions and valued these assets at
their quick sale value. Another district's revenue officers
considered all assets available to the taxpayer, regardless of
whether IRS could secure them through its collection actions,
and valued the assets at their fair market value. Although the
Internal Revenue Manual states that assets should be valued at
their quick sale value, regional and district officials using
‘the fair market value justified their position by quoting the
portion of the manual which requires IRS to consider the taxpay-
er's equity and not what IRS could realize through seizure. One
headquarters official stated that while revenue officers should
consider all assets, the difference between what IRS could obtain
through its collection action and the total assets available to
the taxpayer could be the subject of negotiating an offer in com-
promise. Others contended that revenue officers should include
all assets in arriving at the minimum acceptable offer.

Inconsistent policies were reflected in low and varying ac-
ceptance of offers in compromise as shown in the following table.

Accepted Offers in Compromise

Fiscal year Fiscal year First half of
1978 1979 fiscal year 1980
Percent Percent Percent
District Number of offers Number of offers Number of offers
Larger districts
Atlanta 5 17.9 12 41.4 - -
Chicago 1 2.9 2 8.0 - -
Newark 67 22.6 75 34.6 10 9.7
San Francisco 56 39.2 24 27.0 11 28.9
Smaller districts
Greensboro 6 21.4 2 6.9 - -
Seattle 2 4.9 2 6.5 1 9.1
Nationwide 527 22.6 421 23.8 163 19.9

Nationwide, IRS accepted 421 offers in fiscal year 1979.
During the same period IRS classified 538,000 accounts as cur-
rently not collectible.

BETTER USE OF INFORMATION DEVELOPED
DURING OFFER INVESTIGATIONS COULD
INCREASE COLLECTIONS

IRS may have increased collections by making better use of
information developed in the offer investigation or accepting
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more offers. At the offices we reviewed, IRS collected a greater
share of the liability from taxpayers who compromised than it
collected from taxpayers whose offers it rejected or had with-
drawn because it believed they could pay more.

The following tables show collection results as of Decem-~
ber 29, 1979, for offers the four districts received in 1978.

Collected
. Number Amount Amcunt Percent Percent of
of offers owed offered Amount of offer liability
~~=-(Thousands)---—~-
Accepted 14 $ 290 $§ 96 S 96 100 33
Rejected
or with-
drawn 103 4,323 1,165 575 49 13

IRS collected less than half of the offered amount from tax-
payers whose offers it d4id not accept. However, some offers were
rejected or withdrawn for public policy reasons or because tax-
payers did not supply necessary information, sc these statistics
do not directly reflect the effectiveness of offer evaluations.
Therefore, we analyzed the 50 cases rejected or withdrawn because
IRS determined that the taxpayer could pay more. Collection sta-
tistics as of December 29, 1979, broken down by district are as

follows.

Cases where

Collected IRS collected
Number of Amount Amount Percent Percent of more than
District offers owed offered Amount of offer liability offered
_——— (Thousands)--~-~

Atlanta 10 5 226 $ 88 $114 130 50 5
Chicago 12 551 121 73 60 13 1
Greensboro 17 204 70 70 100 34 8
Seattle 11 332 99 _36 36 11 3
Total 50 81,313 §378 $293 78 22 17

Although IRS had determined that these 50 taxpayers could
pay more than the amount offered, only 17 did. Of the remaining
33, 16 paid nothing and IRS classified 10 of these cases as cur-
rently not collectible. The other 17 taxpayers paid some of

their liability, but not as much as they had offered: six of these

accounts were later classified as currently not collectible.
Thirteen accounts were still open at the time of our review, so
further collection is possible. Thus, 16 of these 50 cases were
classified as currently not collectible, even though IRS had de-
termined that the taxpayer was able to pay more than the offered
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amount. In these cases at least, it appears that IRS would have
collected more money had it made better use of the information
obtained or accepted the offers.

IRS' procedures for following up on withdrawn or rejected
offers to collect liabilities have not been very effective.
Even when the investigations reveal an ability to pay, IRS does
not have a procedure to reactivate accounts that have been previ-
ously classified as currently not collectible. Similarly, reve-
nue officers are not always provided financial information from
the offer investigation to ensure the most effective and effi-
cient collection of taxes on open delinquent accounts. Current
procedures only require that a copy of the rejection or with-
drawal letter sent to or received from the taxpayer and the sum-
mary report on rejection or withdrawal be filed with the delin-
quent account for followup collection action.

According to IRS officials, although there is no formal
procedure for using financial information obtained through the
offer investigation, the revenue officers would be informed of
any significant information developed. This would be done by
the group managers responsible for both the offer investigation
and the collection action or through contact between the revenue
officers themselves. Also, these officials said the revenue of-
ficer doing the followup can request the offer investigation
files. The files, however, are maintained at the service center,
and obtaining the information may take weeks.

At the completion of the offer investigation, accounts pre-
viously classified as currently not collectible are reactivated
only upon district officials' specific request. Of the 50 offers
rejected or withdrawn because IRS determined that an amount larg-
er than offered could be collected, 10 accounts had previocusly
been classified as currently not collectible. Only 1 of these
10 was reactivated. Although others may.-be reactivated at a
later date for some other reason, the information developed in
the offer investigations may not be useful at that time.

Even when accounts are open, IRS has not taken adequate
collection action based on financial information in the offer
case file. Although IRS determined that the 50 taxpayers could
pay an amount greater than they offered, as of December 1979 only
17 of these taxpayers did pay more than was offered. Also, in
some cases rejected or withdrawn for other reasons, financial in-
formation in the offer file could have helped in collection ac-
tions. For example:

A taxpayer offered $28,000 to compromise a $58,000
" liability. The offer was rejected because the tax-
payer was uncooperative in furnishing needed infor-
mation. The liability was classified as currently
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not collectible without any additional money being

collected. However, the taxpayer's financial state-
ment for the offer showed that the taxpayer had over
$40,000 equity in a home, over §5,000 cash surrender
value in life insurance policies, and $4,500 in cash.

A taxpayer offered $5,000 on a $13,000 liability.
IRS rejected the offer because the taxpayer had
not submitted sufficient information to evaluate
the offer. The account was later classified as
currently not collectible and no additional money
was collected. The financial statement showed
that the taxpayer owned $3,600 worth of property.

A taxpayer offered $20,000 on a $32,000 liability.
IRS rejected the offer because the taxpayer failed
to supply additional information. The liability
was classified as currently not collectible after
less than $100 was collected. The taxpayer's fi-
nancial statement showed that he had equity of
$22,000 in rental property and $21,000 in his
residence.

FURTHER STUDY NEEDED TO IMPROVE
THE USE OF OFFERS IN COMPROMISE

IRS' studies of offers in compromise have not addressed
their effectiveness as a collection tool or the appropriateness
of their use. To improve its use of compromise, IRS needs in-
formation on the cost of processing and investigating offers,
factors that influence collectibility, and the effects of com-
promises on voluntary compliance.

IRS evaluates the offer-in-compromise program by regional
office review of cases and national office review of regional
involvement. 1In addition, IRS analyzes statistical reports on
offers received and accepted and the length of time cases are
cpen. These evaluations are good, but more depth is needed.

While the case evaluations are needed to assess procedures
for handling individual cases and the appropriateness of dispo-
sitions, they do not address the overall effectiveness of the
program. The statistical reports compare districts' receipts
and acceptance rates and information on the length of time cases
are open. These statistics are not good indicators of effective-

ness, according to IRS officials, because of the small number of
offers received.

The IRS national office's last comprehensive study of of-

fers was in 1977. The purpose of the study was to standardize
the consideration of offers. The study identified the following
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factors as affecting the volume and distribution of offers re-
ceived and accepted.

--Many revenue officers found the offer procedures too

complex and seldom considered compromise a useful col-
lection alternative.

——The socioeconomic makeup of taxpavers differed from dis-
trict to district.

-~Regional and district management held varying attitudes

toward the use of offers in compromise as a collection
tool.

--Regional involvement in the compromise program was not
adequate.

IRS then took various steps to assure uniformity. The
Internal Revenue Manual section on offers was rewritten and
training material was revised. Authority to accept offers on
ocutstanding liabilities over $100,000 was delegated to regional
commissioners,
reviews of closed offer casegs. 1IRS is also stressing the use of
offers in compromise during collection staff meetings.

However, the study did not address the effectiveness of
offers or the appropriateness of their use. In evaluating these
aspects of the program, IRS must consider the cost of processing
and investigating offers, factors influencing the potential for
collecting liabilities, and the effects of the offer in compro-

mise program on voluntary compliance. 1IRS has little information
on these factors.

Investigating and prccessing an offer is costly. Estimates
developed during our review based on information provided by IRS
showed that the cost of revenue officer time was about $500 per
offer. Accepted offers required more work, therefore costing
more than the average, while withdrawn offers were less costly.
Therefore, IRS should determine a dollar level for offers above
which it would be economical to work. This dollar figure should

be used only to determine in which cases revenue officers would
suggest an offer, not to reject offers.

IRS currently determines the potential collectibility of
delinquencies by reviewing an 8-page financial statement; how-

ever, revenue officers must determine without detailed informa-
tion when to suggest an offer.

57

and the regions have been required to perform post



The last area needing study, the program's effects on volun-
tary compliance, will be the most difficult to measure and will
require constant monitoring of the type of cffers being made.
Substantial increases in offers from persons who can fully pay
would cost IRS' Collection Division heavily in resources to in-
vestigate these cases.

'CONCLUSIONS

) IRS has not used offers in compromise uniformly and effec-
tively to satisfy tax liabilities. While we are not advocating
widespread use of conmpromises, the program could be better used
to ensure the collection of taxes not otherwise available to the
Government. IRS needs to establish specific policies and proce-
dures for the use of offers.

Although IRS has taken some steps to improve the use of
cffers in compromise, these have not been enough. Lack of guid-
ance is still resulting in limited and inconsistent suggestion
and acceptance of offers. IRS needs to study the most efficient
and effective use of offers in compromise.: Three factors must
be considered to determine when offers should be encouraged:
processing and investigating costs, the potential to collect,
and the effect on voluntary compliance. Once these are deter-
mined, IRS needs to establish a means to evaluate delinquent
accounts to ensure that revenue officers are adequately consider-
ing the use of offers in compromise and are suggesting them in
appropriate cases.

By not fully using information developed in the offer inves-
tigation, IRS may be losing revenues and wasting its Collection
Division's most valuable resource--revenue officer time. Better
procedures for using this information would improve the use of
IRS' limited resources and possibly collect additional revenue.

RECOMMENDATIONS

We recommend that the Commissioner of Internal Revenue:

-~-Conduct a comprehensive study to determine the most ef-
fective use of offers in compromise and the type of case
where offers should be suggested.

--Establish specific policies and procedures showing when
and how compromises should be used as an effective col-
lection tool. These procedures should identify how as-
sets should be evaluated to arrive at a minimum accept-
able compromise amount.

-~Ensure that IRS' review of currently not collectible ac-~

counts includes a procedure to determine if revenue of-
ficers are suggesting offers in appropriate cases.

58



—--Periodically evaluate the effectiveness of the compromise
program as a collection tool.

--Set up procedures to ensure that financial information
developed during the offer investigation is used in
followup collection action and that accounts previously
classified as currently not collectible are reactivated
when financial information indicates that collection is

possible.

IRS COMMENTS AND OUR EVALUATION /

IRS agreed with our recommendations and plans to complete
a study during fiscal year 1982 to determine the most effective
use of offers in compromise and the type of cases where offers
should be accepted. After completion of the study IRS intends
to issue more specific guidelines on when and how offers in
compromise should be used and how assets should be evaluated to
arrive at a minimum acceptable compromise amcunt. This compre-
hensive study of offers will alsoc provide for followup reviews
of any procedural changes and for periodic evaluations of the
offer in compromise program.

IRS also intends to revise its procedures to require that
the Rejection and Withdrawal Memorandum include detailed finan-
cial information developed during the offer investigation and
that the detailed financial statement be attached to the delin-
quent accounts for followup collection action. In addition, IRS
will develop a procedure to require that currently not collec-
tible accounts are reactivated when the investigation of the
offer shows that further collection is possible.

IRS has already taken scme action by revising its pro-
cedures to provide that, before a liability is reported as
currently not collectible, compromise of the liability will be
considered and discussed with the taxpayer in appropriate cases.
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CHAPTER 7

OTHER FACTORS CONTRIBUTING TO IRS'’
INADEQUATE HANDLING OF DELINQUENT ACCOUNTS

Although inadequate use of taxpayer financial information
is a major hindrance to IRS' collection programs, three other
factors impair the way these programs operate.

--Because of the many criticisms of the way IRS handles de-
linquent taxpayers, it has taken a more lenient approach
to collecting delinquencies.

—~Because of IRS' limited management information, it has
relied heavily on a single quantitative figure--case
closures—--to measure district performance.

--Because resources have not kept pace with the increasing
number of delinquents, the quality and type of IRS col-
lection programs have been governed by resource considera-
tions.

These factors are all interrelated and caused in part by
the lack of an adequate management information system. IRS needs
to establish a comprehensive evaluaticn system to ensure that
accounts are closed fairly and appropriately, not Jjust quickly.

IRS IS TAKING A MORE LENIENT APPRCACH
TO THE COLLECTION OF DELINQUENT TAXES

Constant criticism of IRS' use of its strong collection
powers has caused it to change its approach to the collection of
delinquent taxes. While the intent of these changes is good, IRS
has gone too far in this direction without committing the neces-
sary resources to ensure efficient and effective collection ac-
tions. As shown in the preceding chapters, IRS is allowing tax-
payers who could pay their delingquencies fully to pay in install-
ments or possibly avoid paying. One of the underlying reasons
according to IRS is this lenient approach.

In 1974 under a project termed "Collection Initiatives," IRS
started shifting to a more lenient approach to collecting delin-
quent taxes. The use of installment agreements has expanded to
the point where an estimated 97 percent of all delinquent indivi-
dual taxpayers sent third notices are given this option, without
regard to their financial ability to pay. The number of seizures
decreased from 18,000 in 1975 to about 5,000 in 1978 and increased
to about 6,000 in 1979. According to IRS officials, this lenient
philosophy has spread throughout its collection activities and is
partly responsible for some of the problems we have identified.
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For several years, the Congress, the news media, and public
interest groups have charged that IRS has abused its collection
powers. One of the prime criticisms came from an Administrative
Conference of the United States report submitted in 1976 to the
Subcommittee on Oversight, House Ways and Means Committee. This
report proposed a more lenient collection approach in such areas
as installment agreements, levies, and seizures but stressed the
importance of basing collection action on the taxpayer's financial
ability to pay delinquent taxes.

Criticism of IRS' collection actions continues. Abuses of
IRS' collection powers were cited in hearings to Jjustify an
amendment to IRS' fiscal year 1980 appropriations, requiring IRS
to follow certain provisions of the Fair Debt Collection Prac-
tices Act. Taxpayer complaints of abuses were raised before the
Subcommittee on Oversight, House Ways and Means Committee in May
1980 hearings which dealt with taxpayer complaints against IRS.
In July 1980 IRS testified before the Subcommittee on Oversight
of Government Management, Senate Committee on Governmental Affairs
on allegations it was putting pressure on revenue officers to
increase the number of seizures. Also, a bill has been pro-
posed which requires IRS to obtain a court order before taking
any levy or seizure action. Although it is too early to say for
sure, this new wave of criticism may act to weaken collection
activities more.

Numerous IRS officials in regional and district offices
have expressed their concern that this lenient approach may be
one reason for the increasing number of delinquent taxpayers.
IRS officials informed us that they are not supposed to question
the taxpayers' lifestyle and that even though the taxpayers may
be earning a substantial salary they could avoid paying taxes by
living beyond their means. One regional official informed us
that taxpayers could basically select whatever method they wished
to pay their delinquency.

This concern about the effects of a lenient collection ap-
proach is also demonstrated in a recent IRS study. According to
an October 1980 report by IRS and the Department of the Treasury,
among internal causes division managers cited for the increase
in delinquent accounts, the most common were resource constraints
and IRS actions that field personnel interpreted as a softening
in delinquent tax collection policy.

IRS' MANAGEMENT INFORMATION SYSTEM
AND EVALUATIONS HAVE BEEN LIMITED

IRS has not developed a comprehensive means for evaluating
its collection activities. The only quantitative information
for measuring regional and district performance has been the
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number of case closures. IRS has not developed a centralized
management evaluation system relating to the type of disposi-
tion and the amount collected. According to IRS officials, re-
gional and district personnel consider collection results on a
case-by-case basis during their quality case review.

Relying on this single case closure measure can place
emphasis on meeting a goal of closing cases quickly rather than
collecting delingquent taxes in the most efficient and effective
way. One district chief of collections stated that case clo-
sures were very important and that employees were pressured to
close cases, but he said these employees would not forego the
collection of taxes just to close cases. Nothing in our review
leads us to believe that collection employees would intentionally
forego collecting taxes; however, this pressure to close cases,
we believe, is one of the reasons cases are not always worked to
the Government's best advantage.

Present criticism of IRS provides an example of how using
this single factor to evaluate performance can hamper collection
activities. Recognizing that its trend toward leniency may have
gone farther than just protecting taxpayer rights, IRS has re-
cently been stressing the importance of using a balanced collec-
tion effort which includes stronger use of its collection powers.
However, a number of revenue officers testified before the Sub-
committee on Oversight of Government Management, Senate Committee
on Governmental Affairs, that pressures and guotas were being
established to force them to take unjustified seizure actions on
businesses.

The easiest way to measure stronger collection action is by
counting seizures. Therefore, some IRS field personnel have picked
up the idea that taking stronger action means increasing seizures.
However, stronger collection action may also include strengthened
demands for payments, tightened control over installment agree-
ments, and requiring taxpayers to obtain loans. While increased
seizures may be one result of a shift to a more balanced approach,
the fact that it is the only available measurement of the shift can
cause IRS officials to emphasize it inappropriately. Similarly,
measuring performance by the speed of case closures can result
in guick settlement of an account taking precedence over the Gov-
ernment's best interest.

Several IRS officials agreed that a more comprehensive eval-
uation system is needed. Moreover, regional collection officials
stated that the lack of an adequate management information system
for collections is one of the biggest problems facing the Divi-
sion. IRS' Collection Division has had numerocus problems seeking
meaningful management information. In 1977 IRS attempted to de-
velop a consolidated data base and expand the data available for
management decision making. The comprehensive system proved too
massive for IRS' computers, and the system was abandoned in 1978.
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Because earlier reporting systems had been discontinued in antic-
ipation of the new system, IRS had little statistical information
until a new system was started on October 1, 1979.

The new reports provide information on dollars collected
and type of disposition, but noc measurable goals have been estab-
lished. The only report that shows any measure of accomplish-
ments deals with the number of delinquent accounts sent to the
districts and case closures. IRS has long range plans to develop
more performance measures, but meanwhile the single measure will
continue to influence collection actions.

IRS' COLLECTION RESOURCES AND THE
INCREASING DELINQUENCY PRCBLEM

IRS is faced with increasing numbers of delinquents and a
collection force that is not keeping pace. The inventory of de-
linquent accounts being actively worked in the districts more
than doubled in the past 4 years and is expected to increase
even further. Staffing has not kept pace with the increasing
number of delinquents; therefore, IRS has sought methods to deal
with increasing inventories within its staffing levels. However,
collections may have suffered.

IRS' primary efforts to deal with this problem are aimed at
reducing the number of delinquent accounts sent tc the district
offices for collection work. Scme of these attempts include
raising the dollar limit for cases that will be sent to the dis-
tricts for collection action, starting a control system which
also limits the type of cases sent to the districts to be worked,
and expanding the service center collection activities. The
first two methods do not resolve the delinquency:; they only de-
lay and possibly forego further collection action.

The dollar amount used to determine whether to send accounts
to the districts has increased 1,900 percent in the past 13 years.
The figure is set simply to reduce the number of delinguent ac-
counts sent to the districts and is not based on the cost of col-
lecting a delinquency. The accounts that are not forwarded are
held in suspense and any refunds due taxpayers are used to offset
their liabilities. If the liability increases through penalties
and interest or additional delinquencies beyond the established
dollar amount, the account will then be forwarded. A drawback to
this approach is that if the taxpayer does not have refunds to
of fset the delinquency and the total liability never exceeds the
forwarding level, the liability will eventually be lost when the
6-year statutory period for collections expires.

The control system withholds low priority delinquent accounts

from the field branch if there are not enough resources to work all
cases. The priority is based on type of tax and decllar amount.
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This system is fine for controlling workloads, but it only post-
pones the handling of accounts until a later date. While this
system allows districts to work with manageable inventories until
field branch resources are available, collecting the low priority
accounts at a later date may be harder because the accounts will
be older.

The expansion of service center collection activities started
in 1976 with the telephoning of delinquent taxpayers between the
third and fourth notices. In July 1979 the telephone contacts
were dropped in favor of installment-agreements-by-mail. As shown
in chapter 2, the installment-agreement-by-mail program may not be
in the Government's best interest and may not even have any sig-
nificant effect on reducing the district offices’' workload.

Limited resources also restrict work on individual cases.
IRS officials informed us that although they would like to have
accurate and reliable financial data on taxpayers, they do not
always have the resources to obtain and verify this information.

IRS NEEDS INFORMATION CON COST AND
TIME IT WILL TAKE TO ACCURATELY
DETERMINE TAXPAYERS' ABILITY TO PAY

IRS does not know how long it takes to obtain accurate and
reliable taxpayer financial information. Estimates of the time
spent for obtaining, verifying, and evaluating financial state-
ments ranged from 20 minutes to 24 work hours depending on the com-
plexity of the taxpayer's financial condition.

Several steps can be taken to minimize the time required to
obtain, verify, and evaluate financial information while keeping
it as accurate as possible. Guidelines on acceptable expenses
and expense ranges would minimize the number of items that would
be questioned or verified. Requiring taxpayers to provide proof
of income and questionable expense items would cut down on veri-
fication time. However, IRS would still have to expend additional
resources to obtain accurate and reliable collection information.

The investment in additional resocurces would be beneficial
in two ways. Not only would IRS collect more taxes in less time
but it would have a more reliable basis for using its collection
powers fairly, thus avoiding criticism of its use of strong col-
lection powers.

IRS ACTIONS

IRS is taking actions to deal with these problems. It is
trying to balance its collection approach by making better use of
its stronger collection powers. However, increased use of strong
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powers must be based on accurate and reliable financial informa-
tion to avoid the possibility of abuses. Additional management
information repcrts are being developed, and IRS' long range
plans include evaluations of each program's cost effectiveness.

At present, however, cost information is not detailed enough f
to determine the additional resources needed for specific activi- '
ties such as obtaining, verifying, and evaluating financial in-
formation. IRS is seeking additional resources but does not ‘
know if they will be enough. Even with the increase requested §
for fiscal year 1981, IRS intends to continue its measures for
.reducing delinquent accounts going to the district offices, in-
cluding installment-agreements-by-mail.

CONCLUSIONS

Toc ensure efficient and effective collection of delinquent
taxes from taxpayers who claim they cannot pay in full immedi-
ately, IRS needs accurate and reliable financial information. :
IRS must then use this information in a firm and fair collection
program, using its collection powers when appropriate. Also,
IR5 needs to establish a comprehensive evaluation system to en-
sure that accounts are settled fairly and appropriately, not
just quickly.

) A lenient approach to collecting delinquent taxes allows
taxpayers to unfairly avoid or delay payment of their delinquen-
cies. This approach may encourage delinquencies in the future,
since taxpayers may decide to pay off other creditors instead of
the Government.

Without adequate information and evaluation systems, IRS
employees may emphasize the closing of cases rather than the
most efficient collection of taxes. Accurate and reliable fi-
nancial information will often not be obtained, and the actions §
taken will be governed by what is the fastest way to close the '
case. Granting an installment agreement or classifying an ac-
count as currently not collectible based on information provided
by the taxpayer may be expedient, but verifying and questioning
the information may be in the Government's better interest.

Without adequate resources to meet the growing delinquency
problem, IRS ig faced with a decision to either work fewer cases
or do less with the delinquencies it works. It has tried to do a
little of both. It does not work all delinquent accounts and has
continually raised the dollar level of cases it does not work to
reduce its workload. It also has cut back on the work per tax-
payer by not adequately verifying or questioning taxpayer finan-
cial information. ’

IRS should continue to shift more of its collection work to
service centers and office branches to more efficiently use its
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resources. However, if taxpayers claim they cannot fully pay
their taxes, then accurate and reliable information is needed to
determine what collection action should follow. IRS needs to
determine and request from the Congress the resources it needs
to effectively collect delinquent taxes and specifically to en-
sure that accurate and reliable financial information is avail-
able for collection decisions. In requesting these resources,
IRS should alert the Congress to the dollar cutoff for sending
delinquent accounts to district offices at different resource
levels.

RECOMMENDATIONS

We recommend that the Commissioner of Internal Revenue:

--Take strong collection action when appropriate based on
more accurate and reliable financial information to re-
solve delinquencies in the best interest of the Govern-
ment. )

--Establish a more comprehensive means of setting goals
and measuring performance, including such criteria as .
decllars collected and type of disposition.

--Determine what resources are needed to adequately work a
delinguent account and ensure accurate and reliable fi-
nancial information, request the additional resources
from the Congress, and inform the Congress of the cases
IRS will not be able to work under various staffing levels.

IRS COMMENTS AND QUR EVALUATION

IRS agreed with our recommendations. IRS said that
resolving delinquencies in the best interest of the Govern-
ment is the premise on which the Collection Division operates
and it continually reviews, studies, tests, and revises oper-
ating procedures to ensure that this is accomplished. IRS
also said that at the same time it must provide for uniform
treatment of taxpayers and recognize and respond to true
hardship situations. However, IRS did say that the procedural
changes underway will ensure that more accurate and reliable fi-
nancial information is available to better resolve delinquencies.

In its response IRS also said it recognized the need for
a more comprehensive means of setting goals and measuring perfor-
mance and has several projects underway to assist in accomplishing
this. For example, a system designed to capture the time required
to perform certain tasks involved in processing cases in the Col~
lection Division will be tested in two districts beginning in
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fiscal year 1981. Also, a discriminant function scoring sys-
tem 1/ is being develcoped for case selection and eventual re-
source allocation. Results and recommendations from a recently
completed Accounts Receivable study are being used with present
and planned IRS systems to ensure clear criteria are created for
dollars collected and types of disposition. IRS plans to make
continual refinements to achieve a more comprehensive system for
establishing organizational goals and measuring achievements.
Through its planned automated case processing system and other
management information systems, IRS says it will have more reli-
able information to better evaluate resource needs for the vari-
ous collection programs.

1/This type of scoring system was first developed for use in se-
lecting tax returns for audit. The system will use formulas to
weigh various characteristics of the case to arrive at the poten-
tial collectibility of the delinquent account.
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COMMISSIONER OF INTERNAL REVENUE
Washington, DC 20224

Mr. William J. Anderson

Director, General Government Division
United States General Accounting Office
Washington, DC 20548

Dear Mr. Anderson:

Thank you for the opportunity to review your draft report
entitled "Better Use of Taxpayer Financial Information and
Improvements in Collection Programs Will Increase Collection
of Delinguent Taxes".

The Collection Division operates on the premise of
resolving outstanding delinguencies in the best interest of
the Government while providing for uniform treatment of
taxpayers and appropriately recognizing and responding to
true hardship situations.

As your draft report recognizes, the Collection Division
has been faced with rising inventories and diminishing
resources at the same time, To meet this challenge, much
time and effort were devoted to reviewing, studying, testing
and developing program guidelines that would close delinguent
accounts and produce the highest possible amount of revenue
using available resources. As a result, many of the recom-
mendations in the report were already in various stages of
implementation or consideration at the time of GAO's review.

The draft report offers many constructive suggestions
summarized in recommendations covering the installment
agreement, currently not collectible, and offer in
compromise programs.

You may be assured that we will continue to balance
available resources devoted to these programs against the

other serious needs of tax administration and improvements
in the efficiency of these programs.

Department of the Treasury Internal Revenue Service
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Mr. William J. Ander son

Our response to your specific recommendations is
enclosed.
With kind regards,

Sincerely,

Acting Commissioner

Enclosure
Responses to Recommendations
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Page 14
We recommend that the Commissioner of Internal Revenue:

-- Discontinue the current installment-agreement-by-mail
program except for those accounts which would ordinarily not be
sent to a district office for intensified collection action.

Response:

The installment-agreement-by-mail program was instituted as
one means to address the problem of rising delinquent account
inventories and diminishing resources. Since this problem still
exists, we must disagree with this recommendation. We are cur-
rently reviewing the installment-agreement-by-mail program and
have completed a study on those taxpayers whose liabilities are
below the dollar level used to determine whether the accounts
are sent to the districts for intensified collection efforts.

A study for those taxpayers whose liabilites are above the
dollar deferral level is in progress and scheduled to be
completed in March 1982, After we have analyzed the results of
the latter study, we will re-evaluate this recommendation.

Page 26

-- Develop a guide based on equity in assets, gross income,
income over expenses, and amount of tax liabilility to identify
cases with loan potential and require taxpayers meeting this
potential to seek loans and provide written documentation of
rejections.

Response:

Although we agree that additional guidance regarding a
taxpayer's ability to borrow is needed, a formal guide is
impractical. Local economic conditions, rising interest rates
and fluctuations in the economy dictate loan availability and
make loan potential unpredictable.

We are considering the recommendation to require written
documentation of loan rejections, while being aware that imple-
mentation could cause inconvenience to both the taxpayer and
lending institution and cause an additional drain on our
resources. Experience has shown that taxpayers who do not want

to borrow can easily secure a loan rejection statement from a
financial institution.
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Page 26

~—- Establish more specific guidelines for employees to use
in evaluating and analyzing financial statements, including
guidelines defining the necessity and amount of expenses.

Response:

We agree with the recommendation and have taken steps to
implement it.

We recently develcped improved financial statements and now
have one statement for individual taxpayers and another state-
ment for business taxpayers. In addition, we are developing
better criteria for necessary living expenses. Dollar criteria
are difficult to establish because of variables in geography,
family circumstances, economic fluctuations, etc. However, we

are investigating a number of approaches to revise procedural
guidelines.

Page 26

-- Require taxpayers to provide information on credit card
expenses to ensure that expenses are not duplicated and are for
necessities.

Response:

We agree with this recommendation and will take the
necessary actions to implement it.

Page 26

-- Require taxpayers to provide proof of income and certain
expense items which may be questionable.

Resgonse:

We agree with this recommendation and have recently insti-
tuted procedural changes within its framework. For example,
taxpayers when asked to appear for an interview, are requested
to bring a copy of their latest income tax return as well as
other information necessary to establish their financial condi-
tion. Interviewers compare information on the Collection
Information Statement (CIS) with the copy of the return and
other documents provided by the taxpayer. If items on the CIS
appear to be over or understated, or out of the ordinary, the
taxpayer will be asked to explain and substantiate them.
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Page 26

--Require employees to use dates when liabilities are paid
off in order to increase the amount of installment agreement
payments, obtain advanced dated installment agreements, or
reactivate currently not collectible accounts.

Response:

We agree with this recommendation. Existing procedures
provide for increasing the amount of installment agreement pay-
ments when other liabilities are paid. We will reemphasize
this provision to our field offices.

Currently not collectible procedures now provide for
follow-up action when satisfaction of other liabilities will
allow the taxpayer to begin payments on tax obligations.

Page 26

-— Develop a more detailed guality review of financial
statements to ensure that (1) all information is considered in
arriving at the decision to grant an installment agreement or
classify the account as currently not collectible, and (2) the
information is mathematically correct,

Response:

We agree with the recommendation and are currently taking
actions to implement it. We have initiated instructions on
quality elements to be considered by employees who secure and
review installment agreements and Collection Information
Statements,

Page 26

-- Establish installment payments based on taxpayers'

ability to pay regardless of whether the payments cover interest

charges and increase payments when possible.

Resgonse:

We agree with this recommendation. Current procedures
require that the agreement be reviewed periodically and that
the payment be increased if warranted.
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Page 30

-- Place more emphasis on the use of payroll deductions as
a means to collect the monthly installment payments.

Response:

Under certain circumstances, payroll deduction agreements
are effective tools, However, in many cases, we do not get the
cooper ation of the employer. Many employers do not want the
additional paperwork involved. To the extent that a payroll
deduction agreement is practicable, our procedures now
adequately encourage its use.

Page 30

-- Establish procedures to better enforce installment
agreements, such as, requirements for payroll deductions or
levy action before defaulted agreements will be reinstated, and
give collection employees a guide on acceptable reasons for
missed payments.

Resgonse:

We essentially agree with the recommendation and have
instituted the following procedural changes to implement it:
(1) A requirement to secure managerial approval on installment
agreements when the taxpayer has defaulted on a previous
installment payment on this account or the taxpayer alerts us
to inability to make payment and has been allowed to skip more
than two consecutive payments or three in a 12 month period;
(2) Guidelines for acceptable reasons for permitting a taxpayer
to miss an installment agreement payment,

In addition, our procedures already specify that a payroll
deduction agreement will be considered before a defaulted
agreement is reinstated. This cannot be made a requirement
since payroll deduction agreements must be acceptable to the
employer. Moreover, the requirement would not be appropriate
for non-wage-earner cases.

Page 30

-- Develop an evaluation system that would consider dollars
collected, case disposition, and cost of collecting through

installments to determine the effectiveness of the program and
reasons for defaults and possible corrective action,
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RESEODSQ:

We agree. The effectiveness of the installment agreement
program should be evaluated by an analysis which would include
dollars collected, case disposition and costs of collection,
However , our current computer program is not able to provide
dollar yield and we cannot modify the program until after the
Service Center Replacement System is completed. We will

consider programming changes to implement the recommendation at
that time.

Page 42

-~ Establish more specific guidelines for setting closing
codes for accounts classified as currently not collectible due
to financial hardship to ensure that prompt and timely followup
is made to collect delinguent taxes.

Response:

We agree with this recommendation and recently revised our
procedures accordingly. The revised guidelines for selecting
an appropriate closing code, used in conjunction with mandatory
follow-up procedures, provide reactivation of cases which ace
most likely to produce additional revenue,

Page 42

~~ Require the Examination and Collection Divisions to make
arrangements for referring taxpayers to Collection or having
Examination personnel obtain financial statements from those
taxpayers who agree to, but are unable to fully pay, their tax
delinquencies.

Response:

We concur that in cases where the taxpayer advises Examina-
tion that they are not able to pay the tax, additional action
by Examination is warranted. Examination procedures are being
revised to emphasize to examiners that they are to solicit
advance payment of deficiency in all completed agreed cases.

We are considering procedures where Examination, on cases
meeting certain dollar criteria, will make immediate contact
with Collection Division personnel.
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-6—

We do not agree that Examination Division personnel should
obtain financial statements from taxpayers. Resources are not
available to gather this information. In addition, Examination
personnel are not versed in the specialized techniques and
procedures required for Collection purposes.

Page 42

~- Develop a system to code delinguent accounts resulting
from audits issued to the field to show whether the delinquency
resulted from a no-contact audit.

Response:

We agree. Collection and Examination will jointly
determine the desirability and feasibility of developing such a
code.

Page 43

-- Develop a statistical information system for audit
originated cases to be used to determine potential problems and
as feedback for the Examination Division to show the collection
outcome of audit cases.

RGSEOHSG:

We disagree with the recommendation since for the present,
the cost of implementing a tracking system to show collection
outcome of audit cases by income classes and other criteria is
prohibitive in view of the resulting benefits.

Page 43

-- Establish more specific guidelines for office branches
to use in processing delinguent accounts to ensure that they
take all available collection actions before tranferring the
cases to the field branches.

Response:

We agree with the recommendation and are presently
developing more specific guidelines to meet this objective.

Page 54

——.Conduct a comprehensive study to determine the most
effective use of offers in compromise and the type of case where
offers should be suggested.
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Response:

We agree with the recommendation. A study will be completed
during FY 1982.

Page 54

-~ Establish specific policies and procedures showing when
and how compromises should be used as an effective collection
tool. These procedures should identify how assets should be
evaluated to arrive at a minimum acceptable compromise amount.

Response:

We agree with the recommendation. Once the study mentioned
in the previous recommendation is completed, we will issue more
specific offer in compromise guidelines.

Paye 54

-~ Ensure that IRS' review of currently not collectible
accounts includes a procedure to determine if revenue officers
are suggesting offers in appropriate cases.

Response:

We agree and have revised our procedures to provide that
before a liability is reported as currently not collectible,
compromise of the liability will be considered and discussed
with the taxpayer in appropriate cases.

Page 55

-- Periodically evaluate the effectiveness of the compromise
program as a collection tool.

Response:

We agree. The comprehensive study of offers to be
completed in FY 1982 will provide for follow-up reviews of any
procedural changes made and for periodic evaluatiocns of the
offer in compromise program.

Page 55

~--Set up procedures to ensure that financial information
developed during the offer investigation is used in followup
collection action and that accounts previously classified as
currently not collectible are reactivated when financial
information indicates that collection is possible.
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Response;

We agree with the recommendation and will revise our proce-
dures to require that Porm 1271, Rejection and Withdrawal
Memor andum, include detailed financial informaticn developed
during the offer investigation. 1In addition, a copy of the
Form 433, Statement of Financial Condition and Other Informa-
tion, will be attached to the TDAs. These documents will be
used in follow-up collection actions.

We will also develop a procedure to require that currently
not collectible accounts be reactivated when the investigation
of the offer shows that further collection is possible.

Page b2

-= Take strong collection action when appropriate based on
more accurate and reliable financial information to resoclve
delinquencies in the best interest of the Government.

Response:

We agree with the recommendation. It is the premise by
which the Collection Division operates. We continually review,
study, test and revise operating procedures to ensure that
delinquencies are resolved in the best interest of the Govern-
ment. At the same time, however, we must also provide for
uniform treatment of taxpayers and recognize and respond to
true hardship situations. Procedural changes underway will
ensure that more accurate and reliable financial information is
available to better resolve delinquencies.

Page 62

~--Establish a more comprehensive means of setting goals and
measuring performance, including such criteria as dollars
collected and type of disposition.

Response:

We recognize the need for a more comprehensive means of
setting goals and measuring performance and have several proj-
ects underway to assist us in accomplishing this. For example,
a system designed to capture the time required to perform cer-
tain tasks involved in processing cases in the Collection Office
function will be tested in two districts beginning in FY 1981.
Also, a DIF (discriminant function) scoring system is being
developed for case selection and eventual resource allocation.
An Accounts Receivable study has been completed, and the results
of the recommendations are being melded with present and planned
systems to ensure that clear criteria are created for dollars
collected and types of dispositions, Continued refinements
will be made to achieve a more comprehensive system for
establishing organizational goals and measuring achievements,
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Page 62

—-Determine what resources are needed to adequately work a
delinquent account and ensure accurate and reliable financial
information, request the additional resources from the Congress,
and inform the Congress of the cases IRS will not be able to

work under various staffing levels.

Response:

We agree that further efforts are needed for cost analysis
of delinguent accounts to more accurately provide the Congress
with our resource needs and the impact of alternative staffing
levels. With the advent of case processing through an automated
system based on DIF (discriminant function), and our planned
Collection Resource Information System {(CRIS), we will have
more reliable information to better evaluate resource needs for
the various Collection programs.

GAQC Note: Page references refer to the draft report and do not
necessarily correspond to the final report.
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IRS PUBLICATION 586A “THE COLLECTION PROCESS (INCOME TAX ACCOUNTS)”

Publication 586A
(Revised January 1280)
The Collection
Process
(Income Tax
Accounts)

Existe una versién de asta publlicackn en
espafiol, ia Publicacion 5868, que puede

obtener en la oficina local del Servicio de
Impuestos Internoes.

Department of the Treasury
Internal Revenue Service

Table of Contents

|. Introduction ...

I, Liabifity for Unpaid Taxes...

A. Notice and Demand .....

B. Accelgrated Notice and

Demand ..........coooeen .

ll. Payment Procedure .. R
A. If You Believe Your Bl" is

WWPOMIG (eecrinremaecee oo e 1

B.

2. Immediate Full Payment..
3. Installmant Payments.. . .
4. Delayed Collection.....
C. Relund Offset.... .
D. .
V. Enforced Collection Policy ................
A. Federal Tax Lien .. e
a. Levy -
. Property Exempt from
LaVY o USRI~
2. Property Generally Not
Levied On ..
C. Seizures and Sales..
1. Seizures...

3. Proceeds of Sale S .
4. Redemption of Property ... ... 3

DATED JANUARY 1980

v, Claim Procedure ........c.ocoveviermemenreeains 3
A. How to Claim a Refund or
Cradit ... 3

B. Time for Filing a Claim for
Refund or Credit: General

BUIB...c.ooviieieeiiresascrsnrsrares s em e s samnns 3
C. Limit on Amount of Retund

or Credit .. e [
D. Procassing Clanms for

Refund or Credit ..o 3

E. Rejected Claims—Filing Suit
in Diatrict Court and Court

of Claims...... 3
Vi. Rights.... .3
A. Representation ... .3

B. Transfer of Your Tax Case
to Another Geegraphical

. Privacy Act Notice ...
. Gonfidentiality of Tax
Matters ... [RPR—.
G. Elimmallon o( Penalty—
Reasonable Cause
H. Otfers in Compromise
I. Supervisory Review of
Employee Decisions .
J. Entry Upon Private Property ... 4
K. Problem Resolution

I. Introduction

This booklet is designed to explain your
rights and duties as a taxpayer owing a bill
for taxes. It also explalns our statutory obliga-
tion to collect averdue taxes, and how we ful-
#ill this obligation. It is not intended to be a
precise and technical analysis of the law in
this area.

Il. Liability for
Unpaid Taxes

A. Notice and Demand

Each return filed with internai Revenue Ser-
vice is checked tor mathematical accuracy
and to see whether appropriate payment has
been made. If tax is owing, a notice of tax
due will be sent to you.

We are required to issue you this bill, which
is demand for payment. You are then required
by law to make payment within 10 days of the
date of this bill. If the tax remains unpaid after
the 10 day period has passed, a statutory lien
attaches to your property.

B. Accelerated Notice and Demand

While the routine billing procedure is fol-
lowed in the great majority of cases involving
unpaid taxes, situations arise when the nor-
mal 10 day notice and demand period must
be shortened. Accelerated bilings are made if
wa have reason to believe that delay will
cause the situation to worsen. These bills be-
come immediately due and payable atter de-

livery of the nolice and demand to you, and
collection action may begin if paymant is not
made at once.

ill. Payment Procedure

By law you are required to pay a bill within
10 days after receiving the notice and de-
mand. Most taxpayers respond to this first no-
tice and pay the full amount owed.

If your tax is not paid on time, the law pro-
vides for interest and penalty for late pay-
ment.

Interest—Baginning February 1, 1980, the
rate will be 12 percent a year on the unpaid
tax from the due data of the return. (By law,
the interest rate is subject to periodic adjust-
ment. For the two years prior to February 1,
1980, a 6 percent rate applied.)

Penalty tor Late Payment—is 4 of 1 per-
cent of the unpaid tax for aach maonth, or part
of a month the tax remains unpaid. The pern-
alty cannot exceed 25 percent of the unpaid
amount.

Penalty for Failure to File—If you fail to file
your return by the prescribed due date, you
will be penalized 5 percent per month, or any
traction of a month that the retum is late, up
to & maximum of 25 percent. (However, when
the liability for both the failure to file and fail-
ure to pay penalty exists in the same month,
the failure to file penalty will be reduced by 14
percent par month, so that the totai combined
penalty does not exceed 5 percent fof any
given month.)
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The penalties for late payment and filing
may bae eliminated if you show raasonable
cause for not making the payment or filing
timaly (sse Section ¥1 G).

Accounts should be paid promptly to keep
interest and penalty charges to a minimum.
Whanever you make tax payments, be sure to
encioss a copy of your biYl, and entar your so-
clal security number and tax period on your
check, money order or pastal note, to ensure
that your payment is correctly credited to
your account. If you helleve your bill is
wrong, or bellsve you can't pay, you shouid
immaediately write the office from which the
bill was sent, or telephone or visit your local
Internal Revenue Service Office. Ordinarily,
the local IRS office address and telephone
number are located under the headings of
“Unlted States Govermnment'' in the white
pages of your iocal telephone directary.

A. It You Belleve Your Bill Is
Wrong

If you believe that your bill contains an er-
rot, you should reply in writing to the office
from which the bill was sent, or telephone or
visit your local Internal Revenue Service of-
fice. It is important that you provide any rec-
ords {always retain a copy for your files) you
believe would help in correcting the mistake,
such as cancelled checks {photocopies of
both sides of the checks), or tax returns, If
you are correct, the necessary adjustment will
ba made to your account. You will be asked
to pay any tax, interest and penalty stil due
after the correction is made.
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8. i You Belleve You Can't Pay

I you believe that you cannot immediatety
pay your bill in full, contact your local Internal
Revenue Service office. If you come in, bring
your bill as well as records you have which
would be useful in establishing your financial
condition (such as loan payment bocks, infor-
mation concerning current living expenses, in-
come and assels, mortgage of rent books,
unpald bllis, etc.). Explain the problem to our
representative.

1. Submission of Collection Information
Statements

{a) Immediate Full Payment

We may ask you to complete a Collection
Information Statement. One of our employees
will be available to aid you in the preparation
of the statement. Once you have compieied
the statament, our employee will carefully re-
view your financial condition to determine
how you ¢an pay the amount dus.

2. Immaediate Full Payment

Qur employee may point out -assets which
could readily be sold, mortgaged or used to
secure funds to pay the tax; or discuss your
ability to secure a commercial loan for such
purposes. If your financial condition shows
that you have the ability to pay your tax in
full, we will request that you do so promptly.
If you neglect or refuse to pay in full, en-
forced collection action may be taken.

3. Instaliment Payments

The examination of your financial condition
may indicate that you cannot make immadiate
full payment, but you do have the ability to
pay through instaliments. In this case, we will
halp you prepare a form itemizing your
monthly income and expenses. After studying
this information, we may determine that an in-
stallment agresment is in order and, if so, it
will be based on our determination of your
maximum ability to pay. In certain cases we
can arrange, through & payroll agreement, for
your employer to withhold and regularly pay
to us amounts deducted from your pay. In
other cases you will be given the opportunity
to give us post-dated checks to be deposited
as your instaliment payments become due.
You may, deperdling on the amount owed and
other criteria, ba given an instaliment agree-
ment without submitting detailed financial in-
formation. We will not enter into instaliment
agreements unless you agree to remain cur-
rent in paying your future taxes. If an install-
ment agreement is made, you must make
sach payment on time. Collection action may
be promptly taken if you miss an installment
without contacting us and discussing the cir-
cumstances causing the failure to pay. Also,
during the time you are making payments, you
may be required to appear for a review of
your financial condition. The review will en-
able us to determine if you are able to in-
crease the amount of your instaliment
payments.

4. Delayed Collection

It your financlal condition indicates that you
cannot make any payment towards your liabil-
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ity at this time, we may decide to delay col-
laction temporarity. This does not mean your
debt is forgiven, or that penalty for late pay-
ment and interest stop accruing. Collection
action is merely suspended until your financial
condition has improved 1o the point where
you can pay.

C. Refund Offset

If you become entitied to a refund at the
time when you owe a tax liability, we will off-
set the refund due you against your unpaid li-
ability. Only the excess refund, it any, will be
paid to you. However, we will genarally not
withhald collection pending refunds you feel
you may be entitled to in the future on returns
not yet filed.

D. Summary

The most important step tor you in the col-
lection process is to contact the Internal Rev-
enue Service. Contact us by mail or
telephone or come into our local office. When
you come {0 our office, we will assist you in
determining the best way to pay your tax.

IV. Enforced Collection
Policy

It you do not follow the recommendations
just discussed, the law provides that we may
take enforced collection action against your
property or rights to property The following is
an sxplanation of our enforcement activity
and your rights in relation to it.

A. Federal Tax Lien

Once notice and demand for payment (that
is a bill for the tax due} is sent and you ne-
glect or refuse to pay the tax, a statutory lien
attaches to your property and rights to prop-
erty. This jien is not valid against claims which
certain of your craditors may have until a No-
tice of Federal Tax Lien has been filed. The
filing of the Notice of Federal Tax Lien consti-
tutes public notice to your creditors that a tax
lien exists against your properly, including
property acquired after the Notice of Federal
Tax Lien is filed.

Under normal circumstances, we don't
need to file a Notice of Federal Tax Lien, be-
causeé most taxpayers pay the tax due after
receiving a bill. But if you neglect to pay the
tax duse, we must determine whether filing the
Notice of Federal Tax Lien is necessary in or-
der to protect the interest of the Government
In your property. Once a Notice of Federal
Tax Lien is filed, it becomes a matter of pub-
lic record and may adversely affect your busi-
ness transactions or other financial interests.
{For example, it could impair yaur cradit rat-
ing.} Therefore, it is normally filed only after
we have tried to contact you and afford you
the opportunity to pay.

In situations where the account is being
paid through an instatiment agreement, a No-
tice of Federal Tax Lien may also be filed to
secure the government’s interest until the 1i-
nal payment Is made. In addition, a Notice of
Federal Tax Lien may be filed when coltection
action Is delayed temporarily.
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Generally, the Notice of Federal Tax Lien is
tiled with an ¢Hice designated by State law.

A Federal Tax Lien will be released when
the tax due (including interest and other addi-
tions 1o the tax) has been fuily satistied by
payment or adjustment. All fees charged by
the State for both filing and releasing a No-
tice of Federal Tax Lien will be added to the
balance you owe.

B. Levy

The Internal Revenue Code provides that it
you are Hable to pay tax and you neglect or
refuse to pay the tax within 10 days after the
date of notice and demand, the tax may be
collected by levy on any property, or rights to
property, belonging to you.

A levy is the taking of property to satisfy a
fax iiabiiity. Levy can be made on property ei-
ther in the hands of third parties (employers,
banks, o1¢.), or in your possassion (automo-
bile, boat, eic.). We take lavy action only af-
ter you have had an opportunity to respond
and make satisfactory disposition of the tax
and have falled to do so. This does not apply,
however, in situations where delay is likaly to
negatively affact collection of the tax.

A levy on salary or wages, ance served,
continues in effect until the tax bill(s) for
which it was served is satisfled or becomes
unenforceabla due to lapse of time. The Ser-
vice will notity your employer or other person
against whom the levy was served when the
tax is fully paid. The law provides a minimum
exemption from levy on wages, salary and
other income as explained in 1(j) below.

Generally court authorization is not re-
quired before levy action is taken unless col-
laction personnel must enter into private
premises 1o accomplish their levy action. (See
Section VI. J. bslow). The only legal require-
ments are that the tax is owed and that a no-
tice and demand for payment has been sent
to your last known address; it payment is not
made within the 10 day period stated on the
notice and demand, it is lawful to isvy imme-
diately. As noted earller, in situations when it
is likely to have a negative eftect on coliec-
tion of the tax, this 10 day notice and demand
period may be shortened.

If, at any point, during the levy process you
astablish reasonable doubt as to the correct-
ness of the tax bill, the levy may be releasad.
Further, the levy will be released in full or in
part if you pay your tax bill or agree to an ac-
ceptable installment agreement.

1. Property Exempt from Levy
Certaln types of property are exempt from
levy by Federal Law. They are:

{a) Wearlng apparel and school books. (How-
evar, expensive itams of wearing apparel,
such as furs, are luxuries and are not
exempt from levy )

{b) Fuel, provisions, fumiture and parsonal ef-
fects, not to excead $500 in value.”

{c) Books and tools used in your trade, busi-
ness or profession, not to exceed $250 in
value.”

{d) Unemploymant benefits.
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(&) Undelivered mail.

(1) Certain annuity and pension payments.

(g) Workmen's Compensation

{n) Salary, wages or other income subject to
a prior judgment for court-crdered child
support payments.

(i) Deposits to the special Treasury fund
made by members of the armed forces
and Public Health Service employees cn
parmanent duty assigned outside the
United States or its possessions.

() A minimum exemption for wages, salary
and other income of $50 per week, plus
an additiona! $15 for each legal depen-
dent.

* As a matter of policy, the Service generally
excludes $1500 in personal effects and $1000
in business property from levy, if it is con-
cluded that levy action on property below
these amounts would cause severe hardship.

The Internal Revenue Service employee
tevying on proparty of the type described
above will appraise and set aside to yOu,
when applicable, the amount of such property
declared to be exempt. If you object at the
time of the levy to the valuation fixed by the
employea making the levy, you can request a
valuation by three disinterested individuals.

2. Property Generally Not Levied On

As a matter of policy, some types of prop-
erty are generally not levied on, or are ieviad
on only in flagrant and aggravated cases of
refusal to pay. These Include, for example,
the following:

(8) Social Security benefits.

(b) Medicare payments.

(c) Welfare payments.

(d) Payments under the Manpower Develop-
ment and Training Act of 1962 or the
Area Redeveiopment Act.

(e) Cash loan value of insurance policies.

(f) Death benefits.

(9) Pension plan praceeds.

(h) Contributions to individual retirement ac-
counts (IRA) and KEOGH Accounts.

(i) Haousehold property, for a head of house-
hold, up to $1,500 and business property
up to §1,000, if it is conciuded that levy
action on property below these amounts
would cause severe hardship.

C. Selzures and Sales
1. Seizures

Any type of property (including residential
and business property) may be seized and
sold to satisfy your tax bill, However, before
seizing property, IRS considers factors such
as your equity in tha property and the sate
value of the property. Serious consideration is
given to all other alternatives before determin-
ing to seize a family home.

2. Sales
After property is seized for nonpayment of
taxes, we then take action to sell it. Except in

the case of perishable property which must
be sold immediately, sales are not made untii

at least 10 days after notice to you and to the
public about the proposed sale. Prior to sale,
we compute a minimum acceptable price and
advise you of the amount. it you are in dis-
agreement, you may request a Service valu-
ation engineer or a private appraiser to assist
the internal Revenue Service amployee in re-
evaluating the computation figures.

3. Proceeds of Sale

Sale proceeds are applied first to the ex-
benses of the levy and sale; the remaining
amount is then applied against the tax bill. If
the sale proceads are less than the tax bit
and expenses of levy and sale, the unpaid
portion will, of course, be subject to further
collection action. When sale procesds exceed
the tax bill and expenses of levy and sale, the
surplus money is held by IRS pending a re-
Quest for distribution. Uniess a person, such
as a mortgagee or other lienhoider, submits a
claim superior to yours, these excess funds
will be credited or refunded to yOu upon re-
quest.

4. Redemption of Property

You have the right to redeem your property
at any time prior to the sale. Redemption con-
sists of paying the tax due, including interest
and penalties, together with the expensas of
the seizure. Aiso, real estate may be re-
deemed at any time within 120 days after the
sale by paying the purchaser the amount he/
she paid for the property plus interest of 20
percent per annum.

V. Claim Procedure

A. How to Claim a Refund or
Credit

Once you have paid your tax bill, you have
the right to file a claim for retund or credit it
you feel the tax is srroneous or excessive.
You can obtaln the necessary forms and in-
formation about filing your claim by calling or
visiting any Intemal Revenue $ervice office.
You should fite your claim by malling it to the
Internal Revenue Service Centar where the
original return was filad. A separate form must
be filed for each tax year involved. You
should attach to such form a statement sup-
porting your claim, including an axplahation of
each item of income, deduction or cradit on
which you are basing your claim.

B. Time for Flling a Claim for
Refund or Credit: General Rule

A claim for refund or credit must be filed
within three years from the date the return
was filed (returns filed before the due date
are considered to have been filed on the due
date) o¢ within two years from the date the
tax was paid, whichever date s later.

C. Limit on Amount of Refund or
Credit

Limits an amounts of refund or credits are
govemed by the time period between the
date your tax return was filed and the date
your claim is filed. For claims filed within three
years of the date of a timely filed tax return,
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the credit or refund may not exceed the
amount of tax paid within that three year pe-
riod. This would include amounts paid prior to
the due date of the tax return (such as tax
withheld from your wages and estimated tax
payments) since these amounts are consid-
ered paid on the due date. If you do not file
your claim within three years of the dats of a
timely filad tax return, the credit or refund
may not exceed the amount of the tax paid
within the two years immediately preceding
the filing of your claim.

D. Processing Claims for Refund
or Credit

Ctaims are usually processed shortly after
they are filed. Your claim may be accepted as
filed, or may be subject to examination. If
your ciaim is examined, the procedures are
the same as in the examination of a tax re-
turn. (Publication 556, “‘Examination of Re-
turns, Appeal Rights and Claims for Refund”
is available at your local IRS office to explain
our procadures for examining returns and
claims.)

E. Rejected Claims—Fliing Suit In
District Court and Court of
Claims

If your claim is rejected, you will receive a
Statutory notice of disallowance of your claim.
After raceiving a notice of disallowancs, you
may file a suit for refund in a U.S. District
Court or in the U.S. Court of Claims. You
must file suit within 2 years from the date the
Notice of disaliowance is mailed to you. Also,
if we have not acted on your claim within six
months from the date you filed it, you can
then file suit for refund, i You seek prompt
court action, without availing yourselt of an
IRS determination, a request in writing, that
he claim be immediately rejected, must ac-
company your claim for refund. You can ob-
tain information about procedures for filing
suit in the District Court by contacting the
Clerk of your District Court. You can obtain
information about procadures for filing suit in
the Court of Claims trom the Clerk of the
Court of Claims, 717 Madison Place, NW.,
Washington, D.C. 20005.

V1. Rights

The following section contains an explana-
tion of taxpayer rights. Read this section
carefully to be sure that you are aware of the
rights which may pertain to your tax account,

A. Representation

You may represent yourseif or you may be
represented by an attorney, certifisd public
accountant, or an individual enrolled to prac-
tice before.the Interal Revenue Service. If
your representative attends a conference
without you o telephones on your behalf,
your representative must file a power of attor-
ney or a tax information authorization before
raceiving or inspecting confidential informa-
tion.

Form 2848, “Power of Attorney”, or 2848D,
“Authorization and Dectaration™, (or any
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other properly written power of attormey or
autharization} may be used for this purpose.
Coples of these forms may be obtained from
any Internal Revenua Service office.

B. Transfer of Your Tax Case to
Another Geographical Area

In any case whera your tax problem can be
handisd more quickly and conveniently in an-
other district, you may request that the case
be transferred to that district. If you give a
valid reason when making your request, the
case will be transferred. For exampla, this
would be done when your place of residence
changes either betore or during the discus-
sion of your 1ax case.

C. Interest on Refunds

You will receive interest at the rate of 6
percent a year up to January 31, 1980, and at
the rate of 12 percent a year after that, on
any refund delayed more than 45 days after
either the filing of your return or the due date
of the return, whichever is later. (By law, the
interest rate is subject to periodic adjust-
ments.)

D. Recelpts

You have the right to a receipt for any pay-
ment you make, inciuding a receipt for all
cash payments. You also have the right to re-
ceive coples of all contractual arrangements
{such as an installment agreement) made with
us.

E. Privacy Act Notice

The Privacy Act of 1974 says that sach
Federal agency that asks you for information
must tell you the foliowing:

(a) Its lega! right to ask for the information
and whether the law says you must give
it.

(b) What major purposes the agency has in
asking for it, and how it will be used.

(¢} What could happen if the agency does
not receive it.

For the internal Revenue Service, the law
covars:

Tax retumns and any papers filed with them.

Any questions we need to ask you so we

can—

Complete, correct, or process your return.
Figure your tax.
Coilect tax, interest, or penaities.

Our legal right to ask tor information is In-
ternal Revenue Code sections 6001 and 6011
and their regulations. They say that you must
file & return or statement with us for any tax
you are liable for. Code section 6109 and its
ragulations say that you must show your so-
cial sacurity number on what you file. This is
s0 we know who you are, and can process
your return and papers.

You must fill in all parts of the tax form that
apply to you. But you da not have to chaeck
the boxes for the Presidential Election Cam-
paign Fund.

We ask for tax return information to carry
out the Internal Reverue laws of the United
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States. We need it to figure and collect the
right amount of tax.

We may give the information to the Depart-
ment of Justice and to other Federal agen-
cies, as provided by law. We may aiso give it
to States, the District of Columbia, and U.S.
commonwsealths or possessions to carry out
their tax laws. And we may give it to foreign
governments because of tax treaties they
have with the U.S.

If a return is not filed, or if we don't receive
the infarmation we ask for, the law provides
that a penalty may be charged. And we may
have to disallow the exemptions, exclusions,
credits, deductions, or adjustments shown on
the tax retum. This could make the tax higher
or delay any refund. Interest may also be
charged.

Please keep this notice with your records. It
may help you if we ask you for other informa-
tion.

if you have questions about the rules for fll-
ing and giving information, please cail or visit
any Internal Revenue Service office.

This is the only notice we must give you to
explain the Privacy Act. However, we may
give you other notices it we have to examine
your return or collect any tax, interest, or
penalties.

F. Confidentlality of Tax Matlers

You have the right to have your tax case
kept confidential, The IRS has a duty under
faw to protect the confidentiality of your tax
return information. However, if a levy is
served or if a Notice of Lien or lawsuit is filed,
certain aspects of your tax case, such as the
amount of tax due and type of tax owed, may
become a matter of public record.

G. Elimination of Penalty—
Reasonable Cause

The Internal Revenue Code provides for
elimination of penaities when you show rea-
sonable cause rather than wiliful neglect for
either late filing of a return or late payment of
a tax.

Reasonable cause, broadiy defined, is a
cause which arises despite ordinary care and
prudence exercised by you. If you believe you
have reasonable cause for elimination of a
penalty, discuss your reason with our repre-
sentative. If he or she agrees, your penalty
will be eliminated upon your supplying us a
written statement setting forth the facts es-
tablishing reasonable cause. {Under the law,
interast cannot be eliminated due to reason-
able cause.} If our representative dees not
believe you have established reasonable
cause, you may appea! this determination to
the Regional Director of Appeals. You may
make known your desire to appeal, either in
writing or orally to our representative. You will
then be contacted and a conference will be
arranged at a time and place that is mutually
convenient.

H. Offers In Compromise

By law you have the right to submit an offer

in compromise on your tax bill. The Commis-
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sioner of the Internal Revenue Service has
the authority to compromise all taxes (includ-
ing any interesat, penalty, additional amount or
addition to tax) arising under the Internal
Revanue laws, except those relating to alco-
hol, tobacco, and firearms.

A compromige may be made on one or both
of two grounds-—(1) doubt as to the validity
of the amount owed or (2) doubt as 1o your
ability to make full payment of the amount
owed. The doubt as 1o the validity of the
amount owed must be supported by evidence
and the amount acceptable will depend upon
the degree of doubt found in the particular
case. In the case of inability to pay, the
amount offered must exceed the total vatue of
your equity in all your assets. The amount
must also give sufficient consideration to your
present and future earning capacity which
may require a written agreement to pay a per-
centage of future earnings as part of the of-
fer. A written agreement may also be required
to relinquish certain present or potential tax
penefits. (Individual hardship of a temporary
néture alone is not a basis for our accepting
an offer.}

Submission of an otfar in compromise does
nat automatically suspend collection of an ac-
count. If there is any indication that the filing
of the offer is solely for the purpose of delay-
ing collection of the tax or that delay would
negatively affect collection of the tax, collec-
tion efforts will be continued.

All forms necessary for filing an offer in
compromise plus additional information re-
garding the procedure, can be obtained at
many local Internal Revenue Service offices.

I. Supervisory Review of Employee
Declslons

If at any step in the Colléction process you
do not agree with the recommendations of
our employee, you have the right to discuss
the matter with his/her supervisor. Our em-
ployees will tell you the name and location of
the immediate supervisor.

J. Entry upon Privale Property

You have the right to refuse to permit Col-
lection personnel to enter upon your private
property when the purpose of the visit is to
conduct a seizure of your assets. if you de-
cide to avail yourself of this right, the IRS
may then decide 1o seek court autherization
to enter upon the property to carry out the
seizure action.

K. Problem Resolution Program
(PRP)

The PRP is designed for taxpayers who
have been unable 1o achieve a resolution to
their tax problems through the other avenues
of review explained in this booklet. To use the
service you should contact the Problem
Resolution Officer, who is available in each of
our District offices. You may contact the
Problem Resoiution Officer on our toll free
telephone gystem or visit him/her In the Dis-
trict office

1980-311-369/1086

For sale by tha Superintendent af Documents, U.S. Governmant Printing Otfice
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APPENDIX IH

INSTALLMENT AGREEMENT FORM USED BY 1RS

Depariment of the Treasury-—Interna) Revenue Service
Form 433‘M

s e s | INStallment Agreement

Note » | Complete and mail this agreement form to IRS within 10 days from the date of the enclosed notice.

Please read the enclosed notice about the amount you owe on your Federal income tax. You may pay the
amount you owe in instaliments if (1) you cannot pay the total amount due at this time, (2) you agree to the
terms and conditions below, and (3} you give the information required. If you want to pay your tax in install-
ments, fill in Sections 1 and 2 below. Please do not use this form if you have already made other payment
arrangements with {RS.

Section 1 Terms and Conditions

Terms Terms of Payment

| understand that | can take up to 12 months to pay and each payment must be at Jeast $10. t agree to pay
the total amount | owe on my Federal income tax for the year in _______ equal monthly

paymentsof §___ . {will make my payments bythe ________ day of each month. | am enclosing
my first payment with this agreement.

Conditions Interest and Penalty Charges

| understand that | will be charged interest and a iate payment penalty at the rates shown in the Notice 394
that is enclosed with this form. Interest will continue to be charged (as well as the penalty up to the maximum
amount) to my account until my tax is paid in full. iRS will bill me for the total amount due, and | will pay all
remaining charges with my final instaliment.

Tax Refunds

IRS will credit against my unpaid tax for the above year any refunds due me from other taxes.

Agreement Withdrawn

t understand that this agreement will be withdrawn if-—

| don't pay an instaliment on time;

| file late any Federal tax returns;

| pay late any other Federal taxes; or

I IRS determines that the entire amount of my tax should be collected.

RS may then collect the balance due by filing a levy on my income (deducting money for tax owed from my

salary), by seizing my property, or by filing a tax lien against my property. | understand that IRS can do this
without giving me any further notice.

Approval
IRS will let me know whether this agreement is approved. If | have not heard from IRS before my next install-
ment is due, | will send my payment to IRS according to the above terms,

Section 2 Information Required (Please use the back of this sheet if you need more space.)
Names and Addresses (including 2IP codes) of Employers

Names, Addresses (including ZiP codes) and Account Numbers of
Banks—Checking and Savings Accounts

If you owe any other Federal tax, show the number of the tax return form, the amount of tax due IRS, and the social security or em-
ployer identification number shown on the return.

»

Below, please print your name, address (including ZIP cade), and social security number as they appear on the enclosed notice.

Name and Address (including ZiP cods) Business Phone Your Social Security Number
Home Phone Spouse’s Social Security Number

Your Signature

Date Spouse's Signature (if joint return)

Mailing Please return this sheet, fully completed, with your payment and the enclosed notice to the Internal Revenue
Instructions Service in the envelope provided.

Part 1-—IRS Copy Form 433=-M (Rev. 680
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Farm 433"M

{Rev. June 1980)

Department of the Treasury—Internal Ravenue Sarvica

Installment Agreement

Note p | Complete and mail this agreement form to IRS within 10 days from the date of the enclosed nctice.
Please read the enclosed notice about the amount you owe on your Federal income tax. You may pay the
amount you owe in installments if (1) you cannot pay the total amount due at this time, (2) you agree to the
terms and conditions below, and (3) you give the information required. if you want to pay your tax in install-
ments, fill in Sections 1 and 2 on Part 1 of this form. Please do not use this form if you have already made
other payment arrangements with IRS.

Section 1 Terms and Conditions

Terms Terms of Payment
| understand that | can take up to 12 months to pay and each payment must be at least $10. | agree to pay
the total amount | owe on my Federal income tax for the year in equal monthly
paymentsof $ . [ will make my payments bythe ______ day of each month. | am enclosing
my first payment with this agreement.

Conditions Interest and Penalty Charges

| understand that | will be charged interest and a late payment penalty at the rates shown in the Notice 394
that is enclosed with this form. Interest will continue to be charged (as well as the penaity up to the maximum
amount) to my actount until my tax is paid in full. IRS will bill me for the total amount due, and | will pay all
remaining charges with my final installment.

Tax Refunds
IRS will credit against my unpaid tax for the above year any refunds due me from other taxes.

Agreement Withdrawn

| understand that this agreement will be withdrawn if—

I don't pay an installment on time;

| file late any Federal tax returns;

| pay late any other Federal taxes; or

if IRS determines that the entire amount of my tax should be collected. )

IRS may then collect the balance due by filing a levy on my income (deducting money for tax cwed from my
salary), by seizing my property, or by filing a tax lien against my property. | understand that IRS can do this
without giving me any further notice.

Approval

IRS will let me know whether this agreement is approved. If | have not heard from |RS before my next install-
ment is due, | will send my payment to IRS according to the above terms.

Payment Instructions

When you make each installment payment, please be sure to—

1. Write your social security number on the check or money order.

2. Make the payment in an amount at least equal to that specified in the agreement. For example, if your
monthly payment is $50, you must pay at least $50 each month. If you pay $100 for one month's pay-
ment, you cannot skip the next month’s payment without notifying us.

w

. Mail your payment to the IRS office shown on the return envelope sent to you.

4. Contact the nearest IRS office immediately if you cannot meet the terms and conditions of this agreement.

Part 2—Taxpayer's Copy Form 433—M (Rev. 6-80)

& U 5. G.P.O. 1380-313-472.,5438
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TAX DUE NOTICES SENT BY IRS

FIRST NOTICE

Department of the Treasury
internal Revenue Service

It you have any questions, refer tc this information:

Date of this Notice:

Social Security Number:
Document Locator Number:

Form Tax Year Ending:

Call:
or

Write: Chief, Taxpayer Assistance Section
Interral Revenue Service Center

If you write, be sure to attach the battom part of this notice.

Request For Payment Balance Due By:

Qur records show a balance due of $ on your income tax. 1f you believe this amount is not cor-
rect, please see the other side of this notice. Make your check or money order payable 1o the Internal Revenue

rect, plea the other side of this notice. Make your check or money order
Service, Please write your social security number on your payment and mail it with the bottom part of this
notice. An envelope is enclosed for your convenience. If your name, address, or social security humber are in-
correctly shown on this notice, please make corrections on the bottom part, Thank you for your cooperation.

Allow for enough mailing lime to be sure thal we receive your payment by

Tax Statement
Total Tax enReturn . ... ... .. e e s $

TaAXWItRREIG ..o et oo e $
Estimated Tax Payments .
Other Gredits ..... ....

Cther Payments .. .. .
Tola! Payments and Credllu ....................... S

UnpaidTaxonReturn .. ..., . .. .. ... ... ....... . e e
P eIy L e e . e e
Interest” .. ... .. L

Balance Due{RS . .. ... .. ... ... ... ... ...

Subtract Payments We Haven't Included ............ e
Pay Adjusted Balance Due ........... ... ......... . . e $

* See codes on the back for an expiarat-on of penalty and interest charges

To make sure that IBS gives courteous and correct information to taxpayers, a second IRS employee sometimes
listens in on telephone calls
This part of the nolice is for your records. Form 3446 iRev 1 81]

Detach this part of the nofice and return i with
your payment or inguiry. Please correct any errors
In your name, address, or soclal security number.

Department of the Treasury

Interna! Revenue Service
Date of this Notice:
Social Security Number:
Document Locator Number:
Form Tax Year Ending:

BalanceDueiRS .. .. ... ... ... . ... .. $
Subtract Payments We Haven't

Incluged ...._............ ...
Pay Adjusted BalanceDue ........... $

Form 3446 (Rey 1-81)
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Explanation of Penaity
and Interest Charges

Code 01—Filing and Paying Late

A penally has been added because your return was fited
late with taxes due. The penalty is figured at 5 percent
ol the underpaid tax for each month or part of a moath
the return was late, and cannot be more than 25 percent
of the tax paid late. (See “Elimination o! Penalty—
Reasonable Cause.” on this page.)

' Code D2—Underpayment of Eslimated Tax

A penalty has been added because your esumated tax
was underpamid The penalty, as provided by law, is
figured on a daily basis for the period the estimated tax
remains unpaid. Generally, to avoid an underpayment, a
taxpayer must have paid 80 percent of the tax shown on
a return before it s filed. However, a penalty on an
underpayment can be excused il the taxpayer meets one
of the exceptions listed in the instructions on the enclos-
ed Form 2210 (Underpayment of Estimated Tax by In-
dividuals) The only exceptions to the penalty that can be
accepted are on Farm 2210.

Code 04—Dishonored Check

A penalty has been added because your check 10 us was
not honored by your bank. For checks of $5 or more, the
penally is $5 or 1 percent of the 1otal. whichever (s
greater; for checks af less than §5 it is the amount of
the cneck. {See "Elimination o! Penalty —Reasonable
Cause.” on this page )

APPENDIX IV

Code 06—Negligence

A penalty of 5 percent of the underpaid tax has been
added for negligence

Code §7—Payling Late

A penalty has been added because your fax was nol paid
when due. The penalty is % of 1 percent ol the tax not
paig on uime It is figured for each month or part of a
month the payment was late and cannot be more than 25
percent of the tax paid late. However, any period used in
figuring a penalty explained in Code 01 has not been in-
cluged 10 hgurnng the late payment penally. (See
"Ehmination of Penally—Reasonable Cause” on this

page )

Code 08—Missing Social Security Number

A penalty has been added because yaur return did not
include your social seGurity number, of your Spouse’s
number 1f marned and filing a yoint return or married and
filing separate returns. The penalty is §5 for each time a
required number was not ncluded. (See “Elimination of
Penalty - Reasgnable Cause,’ on this page.)

Code 09—Interes!

jmterest as provided by law is figured on unpaid tax from
the due date of the return to the date of full payment or
to the date ct this notice. Beginning February 1, 1380, the
interest rate ls 0328767 percinl per day on the unpsid
tax. This is an annual rate of 12 percent. If your taxes
were due before February 1, 1980, please see the enclos-
ed Notce 384 for the rates that applied

Elimination of Penalty—Reascnable Cause

With the exception of Underpayment of Estimated Tax
and Negligence penalties, the law provides that the
penalties explained above can be removed if you have an
acceptable reason. i you believe that you have a good
reason but haye not yet sent us an explanation, piease
send it to us. We will review it and let you know what our
decision is.

Note: You can avoid additional interest and penaities by
sending your payment along with your reason. All or part
o! the penalty porhion ot your payment will be refunded it
the reascn s acceplable

Information About Balance Due

For Payments Made Within The Last 4 Weeks

If we have not credited a paymen! made within the last
4 weeks, we will do 50 scon No further action 15 required
by you J you pad the entire amaunt due However, If
there sull s a balance subtract the payment no!
credited and send us the adiusted balance due. Be sure
to send the bottom part ot this notce with your payment

For Payments Made Mare Than 4 Weeks Ago

It the payment not credited was made more than 4
weeks ago. complele the form below and relurn it to us
with your payment for any balance due. If you are unable
to complete the form. please attach a legible copy of
your canceled check (both sides) moneéy order stub. or
cashier s recaipt. ang senad 1t with the bottom part ot this
notice. along with a caymen! for any patance dye

This part of the notice is for your records.

If You Paid by Check

Yhe :rformation we need 1o locate the missing payment
will appear on the back of your canceled check. This
aformation -

A Numper stamped on check by IRS,

® Date endorsed by IRS. and

T .ocation of IRS office that endorsed check -

.5 shown 11 the examples below. Please wrile this
ntisr~ation n the refated boxes @, @ . © .on the form
Dei0w
)
Pay Any F.RB. Branch or Gen. g EE;
Depositary for Cradit U §. Treas. §* ,5‘
Thveg 13 in Payment of U § Oblig 2350 Qo
Must bo paid at Par NP Do Not 3'§§§\
Wire Norm-Payment. 20~08-2800 533 @
Dw LAS. Gtr. Pniladelphia. Pa. - 955 ~
e —— Eg%si o~
@ &!_mzv o
m“éDBE 2
Zose o
237171 11-206-55-0 28 L@
2T s
\Iéﬁ_/ ;iifg <
5555 =
Example 1 Example 2

H You Amount Dale of Payment
Paid 8y
Check s

\f check has cleared your &) Number stamped on
bank, glease fill in blacks check by IRS

B B oend B |

6, Date endorsed @ Localion of 1RS clfice thal endorsed check

by IRS

1" You Amaur! Dale of Purchase {Check one)
;‘O‘:QBY s [.: U.5 Postal
Ordtry 0 0“\:1 {Explain}

Number on Maney Issuing Stalion (Name and Address)

Ordes Recelpl
g Vx;u Paid Amount Date on Cashier's Receipt | Number of Receipl

as|

s

Please el us  .now if you believe the bslance due is Incorrect for reasons other than uncredited payments. Just return this pert of the
naotice with the correct pay t and an l to it {or the ditference.
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SECOND NOTICE

Department of the Treasury
Internal Revenue Service

Dear Taxpayer:

APPENDIX IV

Date of This Letter

If you inquire about Taxpayer Identifying Number

your account, please Document Locator Number
refer to these numbers

or attach this letter

We have previously written to you about the Federal tax shown below. It is overdue and you should
pay the total amount due immediately to avoid additional interest and penalties.

If you cannot pay this amount in full, please write or call us immediately and let us know your inten-
tions concerning payment of the amount due. We have enclosed a copy of Publication 586A, The Collection
Process (Income Tax Accounts), which provides information about our collection procedures and your
rights in relation to them. Your attention is specifically directed to our Enforced Collection Policy on page 2.

Make your check or money order payable to the Internal Revenue Service and write the above tax-
payer identifying number on it. Include this letter with your payment so we can quickly identify and credit
your account. If you think the amount shown below is incorrect because of a recent payment or for any
other reason, please send the amount you believe is due and explain the difference on the back of this letter.
Use the enclosed envelope to mail us your payment. The copy of this letter is for your records.

Enclosures:

Envelope

Copy of this letter
Publication 586A
Telephone Number Notice

Reply to:

Sincerely yours,

Chief, Coliection Branch

87

Tax Form Number
Tax Period Ended

...........

Balance of Prior Assessments $
Late Payment Penalty
Interest

....................

Form 3967-(C) {Part 1} (Rev, 4-81)



APPENDIX IV

If you praviously pald any part of the amount shown on the front of this jetler, please send us a copy of both sides of your

APPENDIX IV

PAYMENT INFORMATION

check, or the information asked for below,

Amount of Payment

Date of Payment

IF CHECK HAS A. NUMBER STAMPED ON B. DATE ENDORSED BY IRS
CLEARED YOUR BANK, CHECK BY (RS
PLEASE ENTER ———-

If You Pald by
Check LOCATION OF INTERNAL REVENUE SERVIGE OFFIGE WHICH ENDORSED CHECK
(CHECK ONE)
[1US. POSTAL  [] OTHER (EXPLAIN)
1 You Pald by

Money Order

NUMBER ON MONEY |ISSUING STATION (NAME AND ADDRESS)
QORDER RECEIPT

If You Paid In
Cash

DATE ON CASHIE CEIPT NUMBER OF RECEIPT

Office Which Issued Recelpt

PLEASE CORRECT YOUR TAXPAYER IDENTIFYING NUMBER, NAME, OR ADDRESS, IF INCORRECTLY SHOWN ON THEFRONT.

ADJUSTMENT INFORMATION

If your account was adjusted by some means other than the payment referred to above, please explain.

Signature

Current Address Horme Telephone Number

GHice Telsphone Number

Form 3967-(C} (Rev. 4-81)
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THIRD NOTICE

Deperimen of the Treesury
Internal Revenue Service

Date ot This Letter

Taxpayer ldentifying Number
H vou inquire about 'S
youtr account, please
refer 1o these numbers
or attach this lerter B

Document Locator Number

Dear Taxpavyer:

We have previously written you asking for payment of the Federal tax identified below, but we
have no record of receiving it. The tax is overdue and the taw authorizes us to file a notice of Federal tax
lien and seize your property, wages, or other assets to satisfy your unpaid tax. The total amount due in-

cludes interest and penalty and should be paid within 10 days from the date of this letter to avoid additional
charges.

Make your check or money order payable to the Internal Revenue Service, show your
{axpayer idenufying number (social security or employer wdentfication number) on it, and send it to us
with this letter to assure prompt and accurate credit. An envelope is enclosed for your convenience. The
copy of ihis letter is for your records

If the total amount due as shown below is incorrect because of a recent payment or other adjust-
ment, please send us any balance due, and explain the difference on the back of this letter. If you cannot
send us full payment or if you want to apply for instaliment payments, contact any Internal Revenue
Service office within 10 days from the date of this letter The telephone number is on the enclosed notice.

Sincerely yours,

Enclosures

Envelope

Copy of this letter

Telephone Number Notice Chief, Collection Branch
Tax Form Number...............
Tax PeriodEnded ..................
Balance of Prior Assessment §
Late Payment Penalty .............
Interest...... ...l yeeeee
Total AmountDue ... ........... $

Reply to:

Form 4839 (Part 1) (Rev. 7-80)
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APPENDIX IV

APPENDIX IV

PAYMENT INFORMATION

if you previcusly paid any part of the amount shown on the front of this letter, please send us & copy
of both sides of your check, or the information asked for below.

AMOUNT OF PAYMENT

DATE OF PAYMENT

IF CHECK HAS

CLEARED YOUR BANK,
PLEASE ENTER g

A. NUMBER STAMPED ON |B. DATE ENDORSED BY IRS
CHECK BY IRS

If You Paid by
Check LOCATION OF INTERNAL REVENUE SERVICE OFFICE WHICH ENDORSED CHECK
{CHECK ONE)
OUusS. POSTAL  CIOTHER (EXPLAIN}
, NUMBER ON MONEY ATION (NAME AND ADDR
If You Paid by UMBER ON MONEY TISSUING STATION (NAME AND ESS)

Money Order

If You Paid in
Cash

DATE ON CASHIER'S RECEIPT |NUMBER OF RECEIPT

OFFICE WHICH ISSUED RECEIPT

ADJUSTMENT INFORMATION
If your account was adjusied by some means other than the payment referred to above, please explain.

Signature

Current Address, if different Home Telephone Number
from that shown on the front

Office Telephone Number

94G

Form 4839 (Rev. 7-80)



APPENDIX 1V APPENDIX IV
FOURTH NOTICE

Department of the Treasury
Internal Revenue Service

Date of this Letter
Past Due
Final Notice >Taxpayer Identitying Number
tf you inquire about
Read Catefully your account, please
refer 1o these numbers Document Locator Number

or attach this letter ’

Dear Taxpayer:

Although notices and demand have been made for payment of your Federal tax liability shown below, we have no
record of receiving the amount due. This is your final notice before we proceed with enforcement action.

To prevent such action, send us, within 10 days from the date of this letter, your check or money order for the total
amount due, payable to the Internal Reveniue Service. Show your taxpayer identifying number (social security or employ-

er identification number) on it and enclose this letter to assure prompt and accurate credit. An envelope is enclosed for
your convenience. The copy of this letter is for your records

If you have recently paid the amount due but your payment has not been credited to your accouﬁl, or if you cannot

pay this amount in full, contact the office shown below within 10 days from the date of this letter. The telephone number
is shown on the enclosed notice.

If we do not receive your payment or if you do not contact our office, enforcement action may be 1aken at any time
after 10 days from the date of this letter without any further notce to you. Salary or wages due you may be levied upon; as
provided by section B331 of the Internal Revenue Code. by serving a notice of levy on your employer. Bank accounts,
recejvables, commisstons, aor other kinds of iIncome you have are also subject to levy. Property or rights to praperly, such
as automobiles, may also be setzed and soid to satisfy your tax liability

Enclosures:

Envelope

Copy of this letter
Telephone Number Notice

Chief. Collection Branch

Reply within 10 days

to avoid enforcement action

and additional penalties.
Tax Form Number
Tax Period Ended

Balance of Prior Assessment$
Late Payment Penalty
Interest

Reply to:

Form 4840 {Rev 7 BO)
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APPENDIX V APPENDIX V

NORMAL PROCESSING OF A DELINQUENT
ACCOUNT

RS
identifies
Delinquency ( Yos Account Closed )
Fully Paid i

IRS Obtains
and Analyzes
Taxpayer
Financial
Information

Taxpayer

Can Pay

\\Somuthing
i

Meeis

Criterla for
Ottice Branch
Closure

Account Closed
Currently Not
Collectible

Third Notice | g, With the third notice most ’
Sent 1o individual taxpayers are No Taxpayer t
axpayer Agress to Pay in )

Taxpsyer | " .
iven the option to pay in <
° e \C'B.Fy""" Instaliments

Payment?

Yes/ Account Closed

Fully Paid

Taxpayer
Pays

T Delinquent

Account Sent
No 1o Field
Under Deterral i Branch

Level

Accouni Closed
Currently Not

C ibl

Misses & —

Payment IRS Obtains
and Analyres
Taxpayer
Financial

infarmation

Account Closed
Fully Paid

(RS Analyzes
Missad
Payment

-~ Taxpayer

Can Pay

~. Something
s

Account Closed
Currently Not
Collectible

IRS
Defaults
Taxpayer

~"Taxpayef

"_ Can Fully Agrees to Pay in
Pay

Installments

N0,

Fourth Notice

Sant t

T-x:tay:r & Taxpayer Yos/ account Clased

Demanding ~.._Pays Fully Paid

Payment .

Entorced

Collection
Action
segie_|

NOTE: The Taxpayer May Initiats an Otfer in
Gompromise Anytime During or After
The Collection Process.

Account Clased
Fully Paid

Taxpayer
Pays

Delinquant

Accouni Sent
To District

Office

Office
Branch
Processing

Taxpayer
Contacted

Mests
Criteria for
Office Branch

Account Closed
Currently Not
Collectible

92



APPENDIX VI APPENDIX VI

COPIES OF FINANCIAL STATEMENTS USED BY IRS

FINANCIAL STATEMENT USED FOR INSTALLMENT
AGREEMENTS AND CURRENTLY NOT COLLECTIBLE
ACCOUNTS

Form 433_AB Department of the Treasury - Internal Revenue Service
Collection Information Statement
(Rev. August 1980} {If you need additional space, please attach separate sheet.)

1. Taxpayers’ Names and Address 2. Home Phone Number| 3. Please check appropriate box:

Individual (]
Partnership 0
Corporation [

Section A — If you are an individual, please complate this section

4.{a) Taxpayer's Employer (Name and address) (b) Business {c] Social Security (d) Paydays
Phaone Number Number

5.{a} Spouse’'s Employer {Name and address} {b) Business {c) Social Security {d} Paydays
Phone Number Number

Section B — If you are a partnership or corporation, please complete this section

6. Employer Identification Number 7. Estimated Average Net Income for Next 6§ Months
$

8. Net Income for Past 2 Years
18 3 19 $

Pleass give the following information about officers or partners

9. Name and Title 10. Home Address 11. Number of Shares
ar interest

Section C — General Information (Piease compliete this section in all cases)

12, Bank Accounts [Names and addresses of banks) 13. Motor Vehicles fDescription and ticense number of each vehicle
you own)

14. Real Property (Brief descriptions and iocations)

16, Additional Information-Please include a statement about any court proceedings pending, recent transfers of assets at less than full value,
prospects for increase in income or assets, etc.

{Over) Form 433-AB (Rev. 8-80)
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APPENDIX VI

(Please Note: The interviewer will help you complete sections D and E.)

APPENDIX VI

Section D — Statement of Assets and Liabilities

Present | Liabilities| Equity in | Amount of Date Date of Final
ttem Value Bal. Due Asset Mo. Pay. Pledgee or Obligee Pledged Payment
fal li<J] ic) ) 1e; if} fq) thr
16. Cash
i7. Bank Accounts
18. Stocks and Bonds
19. Cash or Loan Value of Ins.
20. Accounts/Notes Receivable
21. Merchandise inventory
22. Machinery and Equipment
23. Household Furniture
24, Real Property
25. Vehicles
26. Other Assets (Describe)
27, Federal Taxes Qutstanding H
28.° Accounts/Notes Payable 1 )
~Other Liabilities
29. {Include judgments)
Judg
I
3 $
30. Total
Sectian E — Monthly income and E xpense Analysis
Income Personal DExoenses
et i)

31. Take-Home Pay fTaxpayer) % 37.¢ %
32. Take-Home Pay (Spouse) 38, Lrucenes
33, Contributions From Others 39, sastaliment Payments (From above/
34. Net Business Income (After taxes) 40. Uuhnes
35. Other Income (Specify) 41 Autceaobile

42, taher {Specify)

43 subtolal

44 Myscetaneous (10% of subtotal, $100 max.}
3. Totat > $ 45 Total ' > $

46. Net Difference fincome fess personal expenses)

>

Affidavit

Under penalties of perjury, | declare that to the best of my knowledge and belief this statement of assets, liabilities,
and other information is true, correct, and complets

47,

Signature

l 48. Signature

49. Date

DL,

TagaLr

94

Form 433-AB (Rev. 8-80)



APPENDIX Vi

FINANCIAL STATEMENT USED FOR OFFERS IN

COMPROMISE

APPENDIX VI

Form 433

{Rev. Nov. 1979]

Department of the Treasury  Internal Revenue Service

{Please file in gupnicate with offer in compromise)

Statement of Financial Condition and Other Information

Please furnish the information requested in this form with your offer in compromise,if the offer is based in whale or in part on inability
to pay the liability. 1f you need help in preparing this statement, call on any Internal Revenue office. It is important that you answer
all questions. !f a question does not apply, please enter N/A. This will speed up consideration of your offer.

Ta Namels) of Taxpayer(s)

b Sowal Security Number

¢ Emuloyer \dentification Number

d. Business Address

g2 Bus Te! hNo

[. Home Address

g Home Tel No

2. Name and Address 2f Representative, if any

3, Kind of tax invatved Taxable period Amount due Amoum offered
a -

b' —_—

c. B

d —

e.

4, Due and unpaid Federal taxes, lexcept those covered by this offer in compromise)

Kind of tax Taxable period Amount due

a ——

b.

c

5. Names of hanks and other financial institutions you have done business with at any time during past 3 years—

Name and address Name and address
a. b
L
c. td
i
e. Do you rent a safety deposit box in your name or in any other name?
ONo ) Ves f1f yos, give narme and address of bank}
6. I income withholding or employmaent tax is involved, please complete 6a through f
a. Were the employees’ income withholding or emplayment taxes, due from employees on wages they recewed {rom employment, deducted or withheld
from the wages paig during any penod shown above? [1vYes INe

b. If s0, was the tax paid or depositeg | . If deducted but not paid or depasired o |RS, how did you dispose of the deducied amounts?

to the Internal Revenue Service?

OnNe Oves

d. Has business in which you incurred such taxes been discontinued?

[INo L] Yes

e. |f s0, on what date was i1
discontinued?

f. How did you dispose of assets of discontinued business?

7.

Offer filed by individual

a. Name of Spouse

b. Age of Spouse

c. Age of Taxpayer

d. Names of dependent children or relatives

Re ationship

Age

{1}

(2

43

t4)

{5}

(8}

(7

3
|
|
|
|




APPENDIX VI

APPENDIX Vi

Please furnish your most recent tinancial intormation. In the columns below, show the cost and fair market value of each asset you
own directly or indirecily. Also show all your interests in estates, trusts, and other property rights, including contingent interests

and remainders.

Statermnent of sssits and lishilities as of

8. fdate)
a. Asvats Cont* Fair market value
(1] Cash $
{2) Cash surrender value of insurance (See jtam 9)
(3)  Accounts receivable (See itam i1} _
(4) Notesreceivable (See item 11}
{5} Merchandise inventory {Sea item 12}
{6) _Feal estate (See item 13} .
{7)  Furniture and fixtures (See item 14} S
(B) __Machinery and equipment (See itorn 14} e
{9) Trucks and delivery squipment /Seg item 15)
110] _Automabiles (See itam 15) T
{11} Securities (See item 16}
(12
33 B
14) T
115) S
18l -
(5]} B
(18}
19 o
120/ B
21) T
i22) S
1231 -
(24) T
(25) N
126) o I
1271 Totsl assets | IR $
b. Liabilities o Amount
{1} Loans on insurance (See iterns 9 and 10/ $
{2)  Accounts payable T - l
{3} Notes payable
{4) Mortgages (See item 13/ T
{8) Accrued real estate taxes (See item 1.3/ B T
(6) Judgments (See item 17) ]
{7) Reserves fitomizel T
i8) T o
(9} T
(10} T o
1) - T - o o
(12} o ] )
s 0 A
(14) - '4“
{15} - T ,_,Ar__,\
(16} T
117) B
(18) T
119} -
120} T
21) o
(22} Total liabilities > |s
{ *Less depreciation, if any) Page 2 Farm 433 (Rev. 11-79)

26
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APPENDIX VI

9. Life insurance policies now in force with right to change beneficiary reserved
Present
Cash Sur-
Amount . Automatic
- render Policy Date Date
Number ot Policy Name of Company of Value Plus Loan Made Ppre""ur?, Made
Policy Accurnulated ayments
Dividends
a $ $ 3 $
- . —
b S - — ammnmmn
€ _ 4
d. . e o
8. 4
i,
9
h.
1.
1-
*Show oniy thase made before date notice of ievy was served 0n the insurance company.
10. Life insurance policies assigned or pledged on indebtedness

If any of the policies listed in item 3 are assigned or pledged on indebtedness, except with insurance companies, give the following
information about each policy:

Number af Policy
Assigned or Pledged

Name and Address of Pledgee or Assignee

Amaunt of
tndebtedness

Date Pledged
or Assigned

ajn|o|w

-~

1its and notas r

Book Liguidation

Name Value Value

a. Accounts Recervable

Amaunt of indebtedness
it Pledged

Date
Pledged

1)

i2)

{3

14)

{5}

16)

{7

(8}

19)

110)

{11)

12)  Totat

b. Notes Recevable

(1)

12)

(3)

4

(5)

{6

(7}

(8)

9

{10

(11} Touwl

Page 3

97

Form 433 {Rev. 11-79}
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APPENDIX VI

12, Merchandiss inventory
Fair Market Liquidatio Amount ot
Description Cost a':',alue 'q:aluel " {ndebtedness Date Fiedyed
- 1€ Pledged
a. Raw material $ $ 3 $
b, Work in progress
¢. Finished goods
d._Supplies
a. Other {Specify)
s 1
f. Total » $ $
13. Rest ostata
o " Cost* Fair Market Balance Due Date Mortgage Unpaid
escription ost Value on Mortgage Recorded '""I'e’t and
a. $ 3 $
b.
C.
d. —t
e —
f —
q. PR
h.
$ $ $
i, Taotal »
14, Furniture and fixtures — Machinery and equipmaent
Amcunt of
Description Cost” - 'q:,'d‘a“c" Indebtedness Date Pledged
1 alue 1f Pledged
a. Furmiture and fixtures (Businessh $ $ $
b. Furniture (Household-residence)
S R
c. Machinery {Specify kind}
—+
d.
" -
.t
f.
g. Equipment (Except trucks and automobiles) {Specify)
h. N [~
1.
1.
$ $ $
k. Total [ ]
15. Trucks and automehiles
a. Trucks $ $ S
b i | S
C.
d
e
- -
o
g :
h. T r—
1
| S
k.
¥
m. Totel » * > $

{ *Less depreciation, if any)

98
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APPENDIX V1

16. Securities (Bonds, stocks, etc.)
Amount of
Number Fair Market
. Ih T
Name of company of Units Cost ) Value Is'e:lrag;g;ss Date Pledged
a. $ o $ 3
b.
C.
d.
e, -1
; -
9 —
h,
$ $ $
i. Toat »
17. Judgments
Name of Creditor Amount of Judgment Date Hecorded Where Recorded
& $
b. -
< ———————
d.
$
e. Total »
18. Statement of income — Corporatian

IMPORTANT: If the offer in compromise is from a corporation, please furnish the information requested below (from income tax
returns, as adjusted, for past 2 years and from records for current year from January 1 to date).

a. Gross income 19 .19 Jan 110 19
1 ross sales or receipts tracy roturns and allowan, 1$ s $
{2) Cost of goods sold T B
13} Gross profit - trad ing or manufacturing | 1
{4) Gross profit - from other sources - ]
(5} Interest income
{6} Rents and royalties -
(7} Gains and losses {From Schedule D} o T
(8} Divdends
(9) Other (Specify) T T
$ - $
(10}  Total income »
b. Deductions . |
{1} Compensation of officers $ ) $ - $
{2) Salaries and wages (Not deducted eisewhere)
{3} Rents T
{4) Repairs T
{6) Bad Debts T
(8) Interest I
(7}  Taxes O
(8) Losses -
S S
(9)  Dividends
(10}  Depreciation and depletion j ;
(11} Contributions i
(12} Advertising : N
{13) Other (Specify)
(14)
{15)  Tatat deductions P s $ $
c. Nat income (loss/ » i3 $ $
d. Nontaxable incoms > s $ $
6. Unallowabie deductions s It L1
Page 6 Form 433 {Rev. 11-79)
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APPENDiIX VI

19.

Saiaries paid to principal officers and dividends distributed — Corporation

IMPORTANT: If the offer in compromise is from a corporation, please show salaries paid to principal officers for past 3 years and
amounts distributed in dividends, if any, during and since the taxable years covered by this offer.

a. Salaries paid to (Name and Title)

19

19

(1

, President $

$

(2)

, Vice President

3)

. Treasurer

4)

. Secretary

(5}

(6]

(7} Total

>

b. Year Dividends Paid Year

Dividends Paid

Year Dividends Paid

(1) $ 8

{15}

2] e

18

(3} {10)

(17)

(4) 1)

(18)

(5) (12}

(19)

6) (13)

{7 $ 14}

$

(20

Yotal $

20. Statement of income - tndividual

IMPORTANT: If the offer in compromise is from an individual or an estate, please furnish information requasted below {from

income tax returns as adjusted for past 2 years).

a. Grossincome ' 19 l 19
{11 Salaries, wages, commissions T 3 Is
{2)  Dividends B
3) Inté;est ’ T
{4)  Income from business or profession
(5)  Partnership income T o
{6) Gains or losses (Fram Schedule D, Form 1040)

{7)  Annuities and pens:ons -
(8} Rents and royalties - T
9] Income from estates and trusts

{10

o

2 T

{13)

14 T B

{15} Total income » $ $

b. Deductions -

{1} Cantributions T 3 S
(2} Interest paid o T T T

31 Taxespad -

(4} Casualty losses (hy tire, stonmn, en:.T' o

{5} Medical e‘xpens;5 o B o o T i

“{6r Baddebts i B ) o T B
(7} T o o i i

R o R
1)) - T T i T

o h

o YA N Y

t12)  Total deductions > |5 $

¢.  Net incoma {)oss) » $ s

d.  Nontaxable income > N $

¢.  Unallowable deductions » 5 s

Page 6
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From To
21. Ruceipts and disbursements — Individual

If the otfer in compromise is from an individual or on behalf of an estate, please furnish below a complete analysis of receipts and
disbursements for the past 12 months.

a. Receipts
Description Source From Which Recerved Amount
{1)  Salary 4 T R B
{2) Commissions 7_\
{3} Business ar prafession T
141 Dividends T
{5) Interest T
(8)  Annuities or pensians T
(7] Rents and royalties T T o
(B)  Sale of assets (Net amount recewved) T R
{9)  Amounts borrowed
10} Gitts T - T )
(11) B o T
{12} o ) - 7;
3l T
(4} T -
15) - T B
1 S e
7
(18} - o
Total recaipts » ®
b. Disbursaments
Description Amount
(1) Debt reduction T $
W Interest o - S
(3)  Federal taxes T
(4} Other taxes o o -
(S} Insurance premiums T T
6] Medical expenses -
{7} Automabile expenses T
(8] Servant’s wages -
18} Gifts T
(10} Living expenses {{temize) o
$
Total disbursemaents »
Page 7 Form 433 {Rev. 11-79)
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22. Disposal of asssts—From the beginning of the taxable period covered by this offer in compromise to the present date, have you disposed of any
assets or property with a cost or fair market value of more than $500, except for full value at the time of sale, transter, exchange, gift or other dispo-

sition?
ONo ClYes (If yes, pleasa furnish the following information)
L Date of Fair Market Value Consideration Retationship of Transferee
Description of Asset Transfer When Transferred Received 10 Taxpayer i
$ $

23. Intarest in or beneficiary of astate or trust — Have you any life interest or remainder interest, either vested or contingent in any trust or estate, or
are you a benefciary of any trust?

ONa [ ¥es fIf yes, please furnish # copy Of the instrument creating the trust or estate — Afso give the toilowing information}
Present Value Value of Your Annual Income Received
Name of Trust or Estate of Assets interest From This Source
3 $ $

24. Grantor, donor, trustee or fiduciary — Are you the grantor or donor of any trus:, or the trustee or Tiduciary for any trust? |
[INo C) Yes (/f yes, please furnish a copy of the instrument creating the trust. Also give present value of corpus of trust, and '
any other pertinent information.}

25. Any other assets or interests in assets — Have you any other assets or an interest i assets either actual or contingent, other than those listed here
{i.e., Profit-sharing plan or pension plan)?

OiNe 1 ¥es (1f ves, please describe the assets)
26a. Arr foreclosure proceedings pending b. If yes, please give location of reat estate c. Was the government made a party
on any raal estate which you own or have to the suit?

an nterest in?

[INo [Tves EINe Oves
27a. Are bankruptcy or receivership proceedings pending? b. I a corparation, is it in process of liquidation?
CINo [Tves [INo Oves
28. Is the sum offered in compromise borrowed monaey? (/7 yes, please give name and address of lender and fist collateral, if any, pledged to secure
the loan.}
ONo Tves

29. What 15 the prospect of an increase in value ot assets or in present income? {Piease grve general statement)

30. Affidavit

Under penalties of perjury, | declare that | have examined the information given in this statement and, to the best of my knowl-
edge and belief, it is true, correct, and complete, and | further declare that | have no assets, owned either directly or indirectly, or
income of any nature other than as shown in this statement.
a. Date of this statement b. Signature

Page 8 Form 433 {Rev. 11-79)
wU.5. GOVERNMENT PRINTING OFFICE: 1980-620-561
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APPENDIX VII APPENDIX VII

DATA ANALYSIS METHODOLOGY

Statistical sampling enables one to draw conclusions about
a universe of subjects on the basis of information contained in
a sample of that universe. The results of a random selection of
any sample are always subject to some uncertainty ("sampling er-
ror"} because only a portion of the universe has been selected
for analysis. The sampling error consists of two parts: "con=-
fidence level" and "range." The confidence level indicates the
degree of reliability that can be placed in the estimates of a
characteristic derived from the sample. The range is the upper
and lower limits between which the actual value of the character-
istic will, at the confidence level of certainty, be found.

For example, suppose a sample of 150 taxpayers having in-
stallment agreements was randomly selected from a universe of
3,693 and that 123 of the 150 had the characteristic of interest.
On the basis of the sample and the sampling error, a confidence
level of 95 percent could be set, meaning that we could be 95
percent confident that the number of taxpayers having this char-
acteristic would be 3,028 + 235. Thus if all 3,693 taxpayers were
checked, the chances are 95 in 100 that the actual number having !
this characteristic would be between 2,793 and 3,263. '

In statistical surveys, the implementation of a sampling {
design does not always proceed exactly as planned because one
does not have complete control of the sample. 1In this review,
IRS did not or could not provide all the selected tax returns; !
thus, we adjusted our universe to reflect only the tax returns |
which GAO received. By this procedure, we are projecting to
an adjusted universe while knowing nothing about the proper-
tion which we have not received from IRS. This is a common
statistical procedure and provides conservative estimates since

no statement is made about the characteristics of the unknown
segment of the universe,

Since we had data from four IRS districts, we used a strati-
fied random sample design for our analysis. Consequently, the
percentages and dollars shown in this report are combined for

the four districts in our sample and are shown at a 95 percent
confidence level.
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Sample category

Individual installment
agreement cases re-
ceived

Taxpayers with indivi-
dual installment agree—
ments who are wage
earners

Individual installment
agreements with fi-
nancial statements

INDIVIDUAL INSTALIMENT AGREFMENTS

Adjusted Sample Design For

Individual Installment Agreements

IRS Initial
district universe
Atlanta 3,693
Chicago 3,364
Greensboro 2,229
Seattle 1,022

Total 10,308
Atlanta 3,693
Chicago 3,364
Greensboro 2,229
Seattle 1,022

Total 10, 308
Atlanta 3,693
Chicago 3,364
Greensboro 2,229
Seattle 1,022

Total 10,308

Initial
sample

150
150
150
150

600
150
150
150
150

600
150
150
150
150

600

Cases not Adjusted

in sample
category

27
35

8
22

92
40
58
22
45

165
101
65
50
74

290

sample Ad justed
size universe
123 3,028
115 2,579
142 2,110
128 872
508 8,589
110 2,708
92 2,063
128 1,902
105 715
435 7,388
49 1,206
85 1,906
100 1,486
76 518
310 5,116
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Adjusted
IRS Initial Initial Cases not in sanple Adjusted
district universe sample sample category size universe

Individual installment Atlanta 3,693 150 102 48 1,182
agreements with re- Chicago 3,364 150 65 85 1,906
vised financial statements Greensboro 2,229 150 50 100 1,486
that do not show nurber of  Seattle 1,022 150 _76e 74 504
dependents relating to
financial information Total 10,308 600 293 307 5,078
Individual installment Atlanta 3,693 150 105 45 1,108
agreements with finan- Chicago 3,364 150 66 84 1,883
cial statements and re- Greensboro 2,229 150 52 28 1,456
lated tax returns Seattle 1,022 150 122 28 191

Total 10,308 600 345 255 4,638
Individual taxpayers Atlanta 3,693 150 76 74 1,822
granted installment Chicago 3,364 150 120 30 673
agreements under Greensboro 2,229 150 107 43 639
first—time delinquent Seattle 1,022 150 _98 52 354
program without
financial statement Total 10,308 600 401 199 3,488
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Adjusted

IRS Initial Initial Cases not in sample Adjusted

district universe sample sample category —size universe

Tax returns received Atlanta 3,693 150 81 69 1,699

for individual taxpayers Chicago 3,364 150 125 25 561

granted installment Greensboro 2,229 150 109 41 609

agreements under first- Seattle 1,022 150 104 46 313
time delinquent program

without financial Total 10,308 600 419 181 3,182

Individual installment Atlanta 3,693 150 136 14 345

agreements with financial Chicago 3,364 150 125 25 561

statements showing $5,000 Greensboro 2,229 150 125 25 372

or more equity in assets Seattle 1,022 150 130 20 136

Total 10,308 600 516 84 1,414
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Table of Sample Results For Individual
Installment Agreements

Nurber of cases found in district

Sanple Estimated samples . Estimate Sampling
characteristic universe Atlanta Chicago Greensboro Seattle (percentage) error(i) Low
I1 8,589 10 4 46 2 12.0 5.0 7.0
I2 8,589 4 4 14 4 4.9 3.9 1.0
I3 7,388 7 1 31 5 9.3 4.9 4.4
14 5,116 40 81 75 63 84.9 8.0 76.9
IS5 5,116 14 25 25 20 27.6 10.5 17.1
Io6 5,116 16 6 23 11 18.5 8.8 9.7
7 5,116 15 39 27 25 35.5 11.0 24.5
I8 5,116 7 9 7 13 11.1 7.6 3.5
I9 5,116 3 20 7 © 13.0 7.5 5.5
I10 5,116 3 6 7 12 7.7 6.4 1.3
11 5,116 15 48 24 13 37.0 10.7 26.3
Il12 5,116 14 28 34 33 33.3 11.0 22.3
I13 5,116 8 11 4 11 11.3 7.5 3.8
I14 5,078 36 68 80 61 79.1 7.9 71.2
I15 4,638 17 32 32 23 38.1 11.6 26.5
Il6 3,488 37 9 7 16 38.0 13.2 24.8
117 3,182 9 3 6 15 15.1 2.4 5.7
118 3,182 4 3 5 7 2.0 7.6 1.4
119 1,414 7 1 14 4 3C.4 18.5 11.9
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APPENDIX VII APPENDIX VII

I10

I11

I12

I13

Il4

Description of Sample Characteristics
Individual Installment Agreements

Indications in the case file that a loan was considered
to pay tax delinquency.

Installment agreements where monthly payment was
increased during term of agreement.

Taxpayers with installment agreements who were wage
earners and were using payroll deductions to pay tax
delinquencies.

Installment agreements with financial statements that were
not used to the fullest extent by IRS.

Installment agreements with financial statements showing
over $5,000 equity in assets.

Monthly payment amounts less than ability to pay as shown
on the financial statement by $10 or more.

Monthly payment amounts greater than ability to pay as
shown on the financial statement by $10 or more.

Indications in case file that IRS verified income shown
on financial statement.

Indications in case file that IRS verified some expense
item on the financial statement.

Indications in case file that IRS questioned the necessity
of some expense item on the financial statement.

Financial statements with questionable expenses that were
not gquestioned by IRS. ‘

Installment agreements that could have been reduced by at
least 3 months had IRS used information on the financial

statement showing when other creditors would be paid off

to increase the monthly payment amounts.

Financial statements with mathematical errors which
affected taxpayer's monthly ability to pay by $10 or more.

Case files which showed number of people expenses were

for even though the revised financial statements used did
not provide for that information.
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I15 Cases where income tax returns show that taxpayer under-

stated annual income on financial statement by $2,000 or
more.

I16 Taxpayers granted installment agreements under the first-

time delinguent program (financial statements not obtained)
who were repeat delinquents.

I17 Taxpayers granted installment agreements under the first-
time delinguent program (financial statement not obtained)
where interest income claimed on tax returns indicated suf-
ficient savings to immediately pay tax delinquency in full.

118 Taxpayers granted installment agreements under the first-
time delinquent program (financial statements not obtained)
where interest income claimed on tax returns indicated
some savings but not enough to immediately pay tax delin-
guency in full.

I19 Taxpayers with over $5,000 equity in assets shown on their
financial statements and case file showed indications that
a loan was considered.

We reviewed the available tax returns related to the time
period of the financial statements for the individual installment
agreement sample in the four IRS districts to determine whether
taxpayers understated their income on their financial statements.
From this analysis, we estimated the total income understated on
the financial statements for the universe of 4,638 taxpayers.

The following results were obtained:

Estimate of Sampling Range
understated income error (+) Low High
58,513,480 $1,652,212 $6,861, 268 $10,165,692

We also analyzed the financial statements to determine the
amount of additional revenue IRS could have collected if monthly
installment agreement payments had been increased when other credi-
tors were paid off. This analysis was done for the first 2 years
of the installment agreements:
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Under the current terms of the installment agreements, we
estimate that IRS should collect the following:

Estimate of Sampling Range

collections error (+) Low High
First year $§7.,047,663 $836,359 $6,211,304 $7,884,021
Second year 4,068,411 598,734 3,469,677 4,667,145

If IRS increased payments based on liabilities being paid
off during the first year of the agreement, we estimate the fol-
lowing additional collections could have been made in the first
years:

Estimate of Sampling Range
additional collections error (i) Low High
$636,650 $211,592 $425,058 $848, 242

Similarly, in the second year of the agreement, the
following additional collections could have been made if IRS in-
creased monthly payments based on liabilities being paid off in
both the first and second years of the agreement:

Estimate of

Liabilities additional Sampling Range

paid off in collections error () Low High
First year $ 379,117 $16l,481 $217,636 $§ 540,598
Second year 1,160,846 246,666 914,180 1,407,512
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Sample category

Taxpayers with business
installment agreements
whose financial state-
ments were prepared
using personal income
and expenses

Wage earner taxpayer
with business install-
ment agreements whose
financial statements
were prepared using
personal income and
expenses

BUSINESS INSTALLMENT AGREEMENTS

Adjusted Sample Design For

Business Installment Agreements

IRS
district

Atlanta
Chicago
Greensboro
Seattle

Total

Atlanta
Chicago
Greensboro
Seattle

Total

Cases not Adjusted

Initial Initial in sample sample Adjusted
universe sample category size universe
173 30 20 10 58
323 30 14 16 172
190 30 3 27 171
107 30 7 23 82
793 120 44 76 483
173 30 28 2 12
323 30 25 5 54
190 30 19 11 70
107 30 20 10 36
793 120 92 28 172

ITA XIANIdAY

ITA XIANAdAVY



Z11

Table of Sample Results For Business
Installment Agreements

Number of cases found in
Sanple Estimated district samples Estimate Sampling Range
characteristic universe Atlanta Chicago Greensboro Seattle (percentage) error (i) Low High

B1 793 10 16 27 23 60.9 16.3 4.6 77.2
B2 483 3 6 9 7 33.9 24.7 9.2 58.6
B 3 483 2 3 6 3 19.2 20.9 - 40.1
B 4 483 1 3 9 6 24.1 21.5 2.6 45.6
B 5 483 5 6 12 9 41.7 25.5 16.2 ©67.2
B o6 483 1 - 4 6 10.9 12.7 - 23.6
B 7 483 6 10 10 11 47.7 25.3 22.4 73.0
B 8 483 3 1 8 3 18.5 19.2 - 37.7
B9 483 2 5 11 10 35.3 24.3 11.0 59.6
B10O 172 - - 2 - 7.4 17.9 - 25.3
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B10O

Description of Sample Characteristics
Business Installment Agreements

Business installment agreements where financial analysis
was based on the individuals' perscnal income and
expenses.

B 1 cases with questionable expense items that were not
questiocned by IRS.

B 1 cases where taxpayer had other liabilities that would
have been paid off during first year of the installment
agreement and IRS did not use this information to increase
monthly payments. ’

B 1 cases where taxpayer had other liabilities that would
have been paid off during second year of the installment
agreement and IRS did not use this information to increase
monthly payments.

B 1 cases with financial statements showing over $5,000
equity in assets.

B 1 cases with mathematical errors on financial statements
that affected taxpayer's monthly ability to pay by $10 or
more.

B 1 cases where monthly payment amounts were greater than
ability to pay as shown on the financial statements by
$10 or more.

B 1 cases where monthly payment amounts were less than
ability to pay as shown on the financial statements by
$10 or more.

B 1 cases where individual was a wage earner.

Wage earner taxpayers with business installment agreements
using payroll deductions to pay tax delinquency.
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INDIVIDUAL CURRENTLY NOT COLLECTIBLES

Adjusted Sample Design For Currently

Not Collectible Financial Hardship Cases

Sample category

Cases classified as currently
not collectible based on
financial hardship

Cases classified as currently
not collectible based on
financial hardship with
financial statements

Cases classified as currently
not collectible based on
financial hardship with
financial statement and
related tax return

Cases not Adjusted

IRS Initial Initial in-sample
district universe sample category
Atlanta 8,771 232 65
Chicago 8,356 222 142
Greensboro 5,249 225 56
Seattle 2,590 214 102

Total 24,966 893 365
Atlanta 8,771 232 121
Chicago 8, 356 222 146
Greensboro 5,249 225 71
Seattle 2,590 214 112

Total 24,966 893 450
Atlanta 8,771 232 164
Chicago 8,356 222 192
Greensboro 5,249 225 135
Seattle 2,590 214 153

Total 24,966 893 644

sample Adjusted

size universe
167 6,314
80 3,011
169 3,943
112 1,356
528 14,624
111 4,196
76 2,861
154 3,593
102 1,234
443 11,884
68 2,571
30 1,129
90 2,100
61 738
249 6,538
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Table of Sample Results For Individual

Nunber of cases found in

Currently Not Collectible Financial

Hardship Cases

Sample Estimated district samples Estimate Sampling Range

characteristic universe Atlanta Chlcago Greensboro Seattle (percentage) error () Low High
aNC 1 14,624 56 4 15 10 18.7 6.0 12.7 24.7
QNC 2 14,624 1 - 9 29 4.1 2.5 1.6 6.6
CNC 3 11,884 22 33 10 14 20.8 7.6 13.2 28.4
CNC 4 11,884 17 13 19 13 14.6 7.0 7.6 21.6
CNC 5 11,884 27 14 36 12 21.3 8.0 13.3 29.3
QNC 6 11,884 14 4 13 14 9.7 5.8 3.9 15.5
NC 7 11,884 49 17 59 63 39, 9.2 29.8 48.2
NC 8 6,538 20 8 28 12 28.4 11.9 16.5 40.3
1,856 (tax- 780 1,076 2,636

payers)
NC 9 6,538 17 8 23 10 24.5 11.5 13.0 36.0
1,601 {tax- 75 851 2,351

payers)
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CNC

CNC

CNC

CNC

CNC

CNC

CNC

CNC

CNC

Description of Sample Characteristics
Individual Currently Not Collectible
Financial Hardship Cases

Cases without financial statements.
Cases where mandatory followup was used.

Cases with gquestionable expense items on
financial statements which were not
questioned by IRS.

Cases with financial statements showing
other creditors being paid off within

U T

as currently not collectible.

Indications in case file that IRS verified
income shown on financial statements.

Cases where financial statements showed an
ability to make monthly payments of §$10 or
more.

Cases with financial statements where closing
code (income level for reactivation) was set
too high.

Case where income tax return showed that the
taxpayer understated annual income on financial
statement by $2,000 or more.

Taxpayers in CNC 8 who had the ability to start

making payments on their liabilities based on
the amount of understated income.
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We reviewed the available tax returns corresponding to the
time period of the financial statements for our sample of indi-
vidual currently not collectible hardship cases in the four IRS
districts to determine the amount of income understated on the
financial statement less any excess expense shown on the finan-
cial statement. Using this information we estimated the total
understated income on the financial statements for the universe
of 6,538 taxpayers. The following results were obtained:

Estimate of Sampling Range
understated income error (+) Low High
$5,945,622 $1,868,526 $4,077,096 $7,814,148

We also analyzed the financial statements for hardship
cases in our sample to determine the amount of income exceeding
expenses that was available to pay off the tax liability. Sim-
ilarly, we determined the amount of money that would be available
to pay the tax delinquency when taxpayers paid off other liabil-
ities during a l-year period after the account was classifed
as currently not collectible. Using this information we pro-
jected for the universe of 11,884 taxpayers the total money
available to pay off the tax liabilities after considering any
excess expenses over income shown on the financial statement.

We obtained the following results:

Sampling Range
Estimate error(+) Low High
Income exceeding
expenses $974,846 $452,471 $522,375 §$1,427,317

Money available
when other lia-
bilities paid $1,039,420 353,084 685, 736 1,393,104

*U.5. GOVERMMENT P RINTING CFFICE : 1981 0-361-843/812

(268084)
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