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September 30,199 1 

The Honorable J. J. Pickle 
Chairman, Subcommittee on Oversight 
Committee on Ways and Means 
House of Representatives 

Dear Mr. Chairman: 

This report, one of a series of documents responding to your March 28, 
1990, request, addresses Internal Revenue Service accounts receivable 
that are written off because the collection statute of limitations’ has 
expired. Specifically, this report provides information on (1) the amount 
of the accounts receivable that has been or possibly will be written off 
and (2) preliminary data on the potential impact of the November 1990 
extension of the collection period from 6 to 10 years. This report also 
discusses IRS’ procedures for managing accounts receivable that are 
nearing the end of their collection periods. 

Using disposition rates we calculated on the basis of unaudited disposi- 
tion information, by age of account, for the September 30, 1989, 
accounts receivable balance, we estimated the amounts of the September 
30, 1990, accounts receivable balance that would be disposed of through 
collection, abatement, or expiration of the collection statute of limita- 
tions. We did not assess the reliability of IRS’ disposition information for 
the September 30, 1989, balance. However, we reviewed the information 
for apparent reasonableness and consistency by comparing it with 
amounts IRS had reported as total collections, abatements, and expira- 
tion write-offs for past fiscal years. Currently, there is much uncer- 
tainty about the reported accounts receivable balances. As part of the 
financial audit of IRS that we are now doing,2 we will verify IRS’ accounts 
receivable balance and provide an audit opinion on the collectibility of 
the accounts receivable through detailed audit work. 

Part of our intent in this report is to provide a preliminary sense of 
what may be collected if IRS’ past experience is reported correctly and 
indicative of the future. Given the heightened congressional interest in 

‘The collection statute of limitations-Section 6602 of the Internal Revenue Code-provides a spe- 
cific period of time for IRS to collect delinquent taxes after assessment. Until November 1990, the 
collection period was 6 years. The Omnibus Budget Reconciliation Act of 1990 extended the collection 
period to 10 years. 

%rsuant to the Chief Financial Officers Act of 1990, IRS is part of a pilot project that requires it to 
prepare auditable financial statements for fiscal year 1992. We have elected, as authorized by the act, 
to audit IRS fiscal year 1992 financial statements. 
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the growing accounts receivable balance, our initial projection of collec- 
tions and write-offs could help Congress gain a better perspective on IRS’ 
collection effort. 

This report does not address the portion of your request that deals with 
an allowance for doubtful accounts. Our analysis of future dispositions 
represents a preliminary view of what would be expected to happen to 
the September 30, 1990, accounts receivable inventory on the basis of 
historical information provided by IRS. This analysis is based solely on 
the projection of IRS’ past reported collection experience to the future. 
Our projections do not consider such factors as taxpayers’ ability to pay 
their taxes, anticipated economic conditions, and changes in IRS’ collec- 
tion procedures, which would need to be considered in establishing a 
formal allowance of doubtful accounts. In addition, IRS’ past collection 
experience may not necessarily be representative of the collection expe- 
rience for the September 30,1990, balance because of possible changes 
in the mix of accounts receivable and errors in the reported historical 
data. We plan to do further work to help IRS determine an allowance for 
doubtful accounts for financial reporting purposes in our financial audit 
of IRS. 

Accounts receivable that are written off because the collection statute of 
limitations has expired should provide an accurate indication of lost 
revenue. However, as we testified before your Subcommittee in Feb- 
ruary 1990, the dollar value of the accounts receivable inventory con- 
tains significant amounts that are invalid because of errors or 
duplication and therefore would not become revenue regardless of the 
effect of the statute of limitations.3 While many of the invalid amounts 
will be removed from the accounts receivable inventory through abate- 
ments4 it is likely that an undeterminable amount will not be removed 
and thus will be written off with the valid amounts when the collection l 

period expires. Consequently, IRS’ statute expiration write-offs overstate 
the potential tax revenue lost. 

Results in Brief Although IRS establishes and resolves billions of dollars of accounts 
receivable each year, a substantial portion remains outstanding at the 
end of each year. The dollar amount of receivables that remains uncol- 
lected and is subsequently written off because the collection statute of 

31RS’ Accounts Receivable Inventory, Statement before the Subcommittee on Oversight, Committee on 
Ways and Means, House of Representatives (GAO/T-GGDSO-19, Feb. 20,199O) 

41RS can reduce or cancel any unpaid tax assessment that is excessive, erroneous, or illegal. 
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l imitations expired has grown steadily over the past 5 years. We esti- 
mate that annual write-offs of assessed taxes and assessed and/or 
accrued interest and penalties from IRS’ two major master files-indi- 
vidual and business-grew from $2.3 billion to $4.6 billion between 
fiscal years 1986 and 1990.6 

We expect future write-offs to be significant, reflecting the prior growth 
in the accounts receivable inventory. According to our projection of 
future dispositions based solely from IRS’ most recent track record in col- 
lecting accounts, about $46 billion, or 49 percent, of IRS’ $93 billion indi- 
vidual and business accounts receivable inventory at September 30, 
1990, could be uncollected and ultimately written off because of the 
expiration of the collection statute of limitations. Of the remaining 
$47 billion, projections show that IRS could collect about $23 billion and 
could abate or otherwise resolve about $24 billion. These projections do 
not reflect IRS’ overall collection effectiveness because they do not 
include the accounts receivable that IRS collects in the year they are 
established. 

These estimates are tentative and could change as more specific infor- 
mation becomes available from our financial audit and improvements in 
IRS’ management information systems. The estimates assume that IRS’ 
future collection success rates and practices will follow those of past 
years and that the historical information provided by IRS is accurate. 
Nevertheless, in testing the projections using the first full year of actual 
IRS data available, the disposition predicted by our approach came 
within 1 percent of the actual reported disposition. Further, IRS agreed 
that our approach was a reasonable way to project collections from 
prior experience to provide a preliminary sense of what may be 
collected. 

Because specific information is not currently available about the 
validity of accounts that are written off or the characteristics of the 
taxpayers whose accounts expire, we were not able to estimate how 
much of these write-offs would be potentially collectible if additional or 
revised collection measures were instituted. The collectibility, as 
opposed to the projected amount of collections, of the accounts in the 

“As of September 30, 1990, the individual and business master files included 592.6 billion, or 
96 percent, of the $96.3 billion total IRS accounts receivable inventory, which consists of all assessed 
or accrued taxes, penalties, and interest that IRS is responsible for collecting. The remaining $3.7 
billion of accounts receivable is included in the individual retirement account master file and the 
nonmaster file. IRS does not maintain complete disposition information on these accounts, and there- 
fore we have excluded them from our estimates and analysis of statute expiration writeoffs in this 
report. 
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receivables inventory will be addressed in the financial audit. However, 
extension of the collection period to 10 years now provides IRS with the 
opportunity to increase collections. Our projection of IRS information 
indicates that existing collection procedures could possibly result in IRS 
collecting an additional $1.7 billion from the September 30, 1990, inven- 
tory as a result of the extension. This projection is based on analysis of 
unaudited age and disposition information from IRS’ accounts receivable 
management information system. 

Although we did not evaluate the effectiveness of IRS’ collection policies 
and procedures, we noted two areas where IRS could improve its over- 
sight and possibly reduce the amounts written off because of statute 
expiration. First, while IRS requires local reviews of decisions to suspend 
collection activities, it does not centrally analyze the local results to 
identify systemic problems. Second, although reminder notices are sent 
to taxpayers whose accounts were suspended early in the collection pro- 
cess, all taxpayers whose accounts were suspended later in the collec- 
tion process are not sent these reminder notices. However, IRS has plans, 
which we believe should be implemented as scheduled, to send reminder 
notices to those taxpayers who do not currently receive them. 

Background IRS is responsible for resolving tens of billions of dollars of new and 
existing accounts receivable each year through its three-stage collection 
process. First, a service center attempts to collect unpaid taxes by 
sending a series of computer-generated notices, or bills, to the taxpayer. 
If IRS does not resolve the account and the liability is under a predeter- 
mined dollar threshold, IRS suspends active collection efforts. These 
accounts are classified as “deferred,” and IRS takes no further collection 
action except for sending the taxpayer annual reminder notices and off- 
setting the delinquency against future refunds. 4 

Second, IRS classifies unresolved accounts over the dollar threshold as 
“Taxpayer Delinquent Accounts” (TDA), prioritizes them, and generally 
sends these accounts to the Automated Collection System (ACS). At this 
stage, IRS employees can begin taking collection enforcement actions to 
resolve delinquent accounts. These actions include seizing taxpayers’ 
liquid assets that are being held by third parties and/or telephoning the 
taxpayer to arrange payment. IRS sends unresolved, prioritized TDAS to a 
computerized workload management holding file called “the queue” to 
await assignment to revenue officers in its district offices. 
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Third, revenue officers attempt collection on assigned, generally higher 
priority, accounts through personal contact with the taxpayer and addi- 
tional collection enforcement actions. Lower priority cases can remain in 
the queue until the statutory collection period expires with no additional 
collection action; in essence, collection action has been suspended. 

At any time during the collection process, IRS can officially suspend 
active collection efforts by classifying accounts as currently not collect- 
ible (CNC) for a variety of reasons. The most common reasons are that 
(1) collection of the tax would cause the individual taxpayer undue 
financial hardship, (2) IRS is unable to locate the taxpayer or the tax- 
payer’s assets, or (3) a business taxpayer is defunct or bankrupt and has 
no assets. 

Accounts in suspended status-deferred, CNC, and queue accounts-are 
included in IRS’ accounts receivable inventory until they are resolved or 
the collection statute of limitations expires. Generally, no further active 
collection efforts occur unless the account is reactivated. Queue 
accounts are reactivated as the accounts are assigned to revenue 
officers. Reactivation of a deferred account occurs when a computer 
match finds that the taxpayer’s delinquency has increased and now rep- 
resents a higher collection priority. Reactivation of CNC accounts occurs 
when a manual follow-up or a computer match reveals that (1) the tax- 
payer’s income exceeds the threshold level selected by a revenue officer 
indicating that payment of the delinquent balance may no longer present 
an undue financial hardship, (2) the taxpayer now has assets that can 
be used to pay the tax delinquency, or (3) a new address can be used to 
locate the taxpayer. 

Until the statutory collection period expires, IRS can use a number of less 
resource-intensive collection tools to resolve suspended accounts. For 
example, under the Internal Revenue Code, IRS can offset taxpayers’ 
future tax refunds against unpaid account balances. In addition, federal 
tax liens are imposed after taxpayers fail to pay the delinquent amounts 
owed, and unsatisfied liens remain in effect until the statute of limita- 
tions expires. IRS files notices of tax liens to provide public notification 
of the tax debt and secure IRS’ claim to taxpayers’ property. According 
to IRS officials, offsets and payments to remove tax liens are most of the 
revenue IRS receives from taxpayers on older accounts. 

4 

The Revenue Act of 1026 established a 6-year period for the collection 
of assessed taxes through enforced collection action or initiation of a 
lawsuit. In November 1990, the bninibus Budget Reconciliation Act of 
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1990 lengthened the collection period to 10 years. The Internal Revenue 
Code also provides for various automatic extensions of the collection 
period. For example, the collection statute of limitations is extended 
when a taxpayer’s assets are in the control or custody of a court or 
when a taxpayer is outside the United States for at least 6 months. 

The taxpayer can also agree to extend the collection statute of limita- 
tions. This agreement normally occurs when the taxpayer (1) elects to 
pay estate taxes in installments, (2) enters into an installment agree- 
ment to pay delinquent taxes over a period that extends beyond the 
statutory period, or (3) formally attempts to negotiate a settlement for 
less than the full amount owed. 

In addition, IRS can obtain a federal court judgment against the taxpayer 
for the delinquent taxes. Such federal judgments-which are collected 
by U.S. attorneys -have no limitations on the collection period from 
personal property and are valid for up to 40 years against real property. 

Objectives, Scope, and The objectives of this assignment were to develop preliminary informa- 

Methodology tion on (1) the dollar amount of accounts receivable that has been or will 
be written off because of the expiration of the collection statute of limi- 
tations and (2) the potential impact of the November 1990 extension of 
the collection statute of limitations. We also reviewed IRS’ procedures for 
ensuring that appropriate resolution actions are taken on accounts 
receivable nearing the end of their collection periods. 

To estimate the amount written off in past years, we started with the 
amount of statute expiration write-offs of assessed accounts receivable, 
as developed by IRS’ Collection Division, and added an estimate of the 
interest that had accrued on these receivables over the prior B-year col- 6 
lection period. We used an IRS computer program to calculate the 
accrued interest. Some interest and penalties are usually assessed when 
the accounts receivable are established and, therefore, would be 
included in IRS’ statute expiration write-off amounts. However, the 
actual amount of interest and penalties,is unknown. To avoid the possi- 
bility of overstating total accrued interest and penalties, we did not esti- 
mate the additional penalties that could have accrued after the taxes 
were assessed. 

To project possible future write-offs, we used information from IRS’ 
accounts receivable management information system databases on the 
disposition of fiscal year 1988 and 1989 ending accounts receivable 
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inventories. Earlier data were not available. Using the resolution data 
for the fiscal year 1989 ending inventory and regression and other anal- 
yses, we projected future write-offs, because of the expiration of the 
collection statute of limitations, for the September 30, 1990, accounts 
receivable inventory. 

IRS Research Division reviewed our methodology and believed that our 
approach for projecting IRS’ information was reasonable. Our projections 
and methodology were not developed for determining an allowance for 
doubtful accounts for financial reporting purposes and should not be 
used as such. (See app. I for a detailed discussion of our methodology for 
estimating future write-offs.) 

To determine the potential impact of the 1990 law that extended the 
statute of limitations, we interviewed IRS officials and obtained relevant 
documents. We also used the same IRS databases used to project future 
statute expirations to project possible future collections. The additional 
collections resulting from extending the statute of limitations are the 
difference between the future collections that we projected for the 6- 
year and lo-year collection periods. (See app. I for a detailed discussion 
on our methodology for projecting future collections.) 

We interviewed IRS officials and reviewed IRS reports and documents to 
develop information on IRS’ procedures to ensure that appropriate reso- 
lution action is taken on accounts prior to expiration of the collection 
statute of limitations. 

We did our work from August 1990 to January 1991 in accordance with 
generally accepted government auditing standards. Our work was done 
at IRS’ headquarters in Washington, D.C., and the Midwest Regional and 
Chicago District offices in Chicago. IRS provided written comments on a 
draft of this report. These comments are incorporated where appro- 
priate and are included in appendix II. 

W rite-Offs Due to the We estimate that IRS wrote off over $4.6 billion in individual and busi- 

Expiration of the ness accounts receivable, including accrued interest and penalties, 
during fiscal year 1990 because the collection statute of limitations had 

Collection Statute of expired. IRS reported that its write-offs for the same time period, how- 

Lim itations Have &en ever, were $2.5 billion, IRS’ reported write-offs are lower than our esti- 

Significant 
mate because IRS includes assessed taxes, interest, and penalties but not 
accrued interest and penalties. Because additional interest and some 
penalties accrue after the taxes are assessed, IRS’ amount is significantly 
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understated. IRS is developing a report that will show the total 
amount-assessments plus interest and penalties accrued after assess- 
ment-written off in each fiscal year because the collection statute of 
limitations expired. 

During the past 5 years, we estimate that annual write-offs have 
steadily increased from $2.3 billion to $4.6 billion. This increase in 
statute expiration write-offs reflects earlier growth in IRS’ accounts 
receivable inventory. IRS’ assessed accounts receivable, excluding 
accrued interest and penalties, increased from $15.8 billion to $3 1 .Q bil- 
lion between the ends of fiscal years 1980 and 1984. (IRS did not begin 
reporting accrued interest and penalties until fiscal year 1989.) 

While the data cited above reflect the amount of assessed and accrued 
receivables expiring in a given year, figure 1 shows the portion of a 
given year’s assessed inventory that IRS reported as being written off 
over the following 6 years as the statutory collection period expired. 

Figure 1: Portion of Year-End Assessed 
Accounts Receivable Balance for Fiscal 
Years 1980-l 984 Written Oft During the 
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Source: GAO analysis. 
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For the fiscal year-end 1980 to 1984 assessed accounts receivable inven- 
tories, the percentage of each year’s inventory written off over the 
6-year period grew from 27 percent for 1980 to 30 percent for 1984. 

Because IRS did not calculate accrued interest and penalties on accounts 
receivable inventory balances at that time, and reliable information on 
the age of accounts in these inventories was not available, we were not 
able to estimate the amounts of accrued interest and penalties for those 
years. However, if accrued interest and penalties were included, the 
accounts receivable inventory and statute expiration write-offs would 
both be higher. The proportion of amounts written off would be greater 
because accruals represented a greater proportion of the total amount 
owed on older accounts subject to statute expiration write-off than on 
total accounts receivable. For example, while accruals represented 
about 26 percent of the amount of individual and business accounts 
receivable outstanding at the end of fiscal year 1990, they represented 
about 61 percent of the amount of the receivables that had been out- 
standing for 5 years or longer. 

Almost One Half of 
IRS’ Accounts 
Receivable Inventory 

- Will Probably Be 
Written Off Because 
the Collection Statute 
Expired 

On the basis of our projection of IRS information, about $46 billion, 
almost one-half of the fiscal year-end 1990 individual and business 
accounts receivable inventory of $93 billion, could be written off as the 
lo-year statutory collection period expires, assuming that IRS’ collection 
procedures do not change. As shown in figure 2, the projections indicate 
that about $24 billion could be abated or otherwise disposed of, and 
about $23 billion could ultimately be collected. 
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Figure 2: Projected Disposition of IRS’ 
September 30,1990, Accounts 
Receivable Abatements and Other Dispositions 

($24.1 billion) 

Statute Expiration Write-Offs ($45.7 
billion) 

Collections ($22.8 billion) 

Source: GAO analysis. 

Although these estimates reflect what could happen to the 1990 year- 
end inventory if the reported experience in 1989 is representative, they 
are not indicative of IRS’ overall collection effectiveness. IRS resolves bil- 
lions of dollars of accounts receivable in the year they are established, 
and these resolved accounts are not reflected in information that is 
based on IRS’ year-end accounts receivable inventory. IRS is developing 
information that will help analyze the overall effectiveness of its collec- 
tion efforts. 

1, 

Extension of the The recent statutory extension of the collection period from 6 to 10 

Statutory Collection years provides IRS with the opportunity to increase collections through 
continued application of existing collection practices and the develop- 

Period Provides ment and application of new practices. If collection procedures do not 

Additional Collection change, the projections show that IRS could collect an additional $1.7 bil- 

Potential 
lion from its September 30, 1990, accounts receivable inventory as a 
result of extending the collection period.6 Historically, IRS had already 
suspended active collection efforts on the vast majority of accounts that 

“In our analyses we estimated the ultimate disposition of IRS fiscal year-end 1990 accounts receiv- 
able under both the IO-year and B-year statute of limitations. We estimated that collections would 
increase from about $21.1 billion to about $22.8 billion-8 percent-as the statutory collection period 
inweascd. 
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were written off because the statute of limitations had expired. Prior to 
expiration, these accounts were subject to passive collection practices 
and possible reactivation. Additional collections should occur as these 
collection tools are continued throughout the extended collection period. 

We believe that additional amounts may also be collected if IRS improves 
the effectiveness of its collection efforts through the modification of 
existing, or the development and application of additional collection 
tools that can take advantage of the extended collection period. How- 
ever, because specific information on the validity of accounts written 
off, the characteristics of taxpayers whose accounts have expired, and 
the effectiveness of the collection actions applied to those accounts is 
not currently available,’ it is unclear how much additional revenue could 
be realized or what types of modified or additional procedures would be 
cost-effective. 

When we completed our review in January 1991, IRS had not fully evalu- 
ated the effects of extending the collection statute of limitations and 
therefore had not officially estimated additional collections that might 
occur. 

Other Effects of Extending the statutory collection period will affect IRS’ operations. For 

Extending the Statute example, IRS had to alter computer programs to recognize the IO-year 
period. To protect the government’s interest, IRS will also have to refile 
existing liens to allow for the extension. According to an IRS Collection 
Division official, IRS will pay about $36 mill ion to refile the 3.5 mill ion 
liens outstanding when the statutory collection period was extended. 

Increasing the statutory collection period will also increase the size and 
dollar amount of accounts receivable inventories over the next 4 years 
because fewer accounts will be written off, and accounts will have an 
additional 4 years for interest and penalties to accrue. As a result, the 
number of accounts that must be maintained in IRS’ computer files will 
increase. 

711LT only information on expired accounts is (1) the collection stage the account was in if it was 
active when it expired or the type of suspension (deferred or CNC, for example) if the account was 
suspended when it expired and (2) the IRS office responsible for the account when it expired. 
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IRS Procedures to IRS procedures for managing active accounts approaching statute expira- 

Manage Active and 
tion are designed to provide managerial oversight to ensure that the col- 
lection statute of limitations does not expire on accounts while collection 

Suspended Accounts is still being pursued by ACS or field collection employees. IRS’ procedures 

Receivable Prior to do not require special reviews for suspended accounts that have gone 
through at least part of IRS’ active collection process. 

Expiration of the 
St&ute of Lim itations 

Controls Over 
Accounts 

Active IRS’ procedures for ensuring that the statutory collection period does not 
expire on active accounts rely heavily on managerial reviews of 
accounts nearing the end of their collection period. According to IRS 
information, less than 2 percent of the accounts written off during fiscal 
year 1990 were in active status. 

IRS collection managers at ACS call sites receive weekly reports that iden- 
tify active accounts that will expire within 1 year. While these collection 
managers are responsible for ensuring that these accounts receive 
appropriate collection action before they expire, the Internal Revenue 
Manual states that accounts nearing the end of the collection period 
should not be worked ahead of higher priority accounts. Thus, under IRS’ 
priority system, some low priority active accounts may be lost because 
of the expiration of the statutory collection period. During fiscal year 
1990, according to IRS information, only $667,000 in active accounts 
receivable expired in the ACS stage. We did not determine the priority of 
these accounts. 

IRS collection managers in district offices receive monthly reports identi- 
fying all accounts assigned to revenue officers that will expire within 8 
14 months. According to the Internal Revenue Manual, collection man- 
agers are required to review the accounts and ensure that revenue 
officers collect, abate, or suspend collection on all accounts prior to the 
end of the collection period. Revenue officers and collection managers 
responsible for active accounts that expire may be subject to discipli- 
nary action. IRS procedures state that whenever the collection period for 
an active account expires there should be a district office investigation 
to determine whether the revenue officer or collection manager was neg- 
ligent or if there were systemic problems that allowed the collection 
period to expire. IRS does not maintain information on the number of 
revenue officers or collection managers who have been disciplined for 
allowing the collection statute of limitations to expire. 
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According to IRS information, during fiscal year 1990 $30.7 mill ion in 
active accounts assigned to revenue officers expired. We did not review 
these accounts to determine the appropriateness of IRS' collection efforts 
prior to expiration. 

Controls Over Suspended 
Accounts 

Almost 99 percent of the $2.6 billion written off in fiscal year 1990 were 
in suspended accounts. About 92 percent of these amounts were classi- 
fied as CNC. Another 3 percent were low-priority accounts for which col- 
lection action had been suspended either after the service center notice 
stage (deferred accounts) or after ACS processing (queue accounts). 
Finally, 6 percent were accounts on which collection action had been 
suspended for a variety of other reasons, such as bankruptcy and litiga- 
tion IRS is studying some of the areas involved in the latter category, 
and thus we did not include them in our review. 

During fiscal year 1990, about $2.2 billion in CNC accounts receivable 
were written off because the collection period expired. At our request, 
IRS conducted a special analysis of a sample of individual and business 
accounts that were classified as CNC in 1983 and 1984 and for which the 
statute of limitations had expired. Most of the individual accounts had 
been classified as CNC either because IRS had determined that repayment 
would cause the taxpayer undue financial hardship, or IRS was unable to 
contact or locate the taxpayer. Most business accounts had been classi- 
fied as CNC because the business was bankrupt or defunct. In addition, 
66 percent of both the individual and business accounts had been classi- 
fied as CNC more than 4 years before the statute expired. 

IRS' primary controls to ensure that all possible collection steps have 
been followed on CNC accounts consist primarily of (1) requirements for 
managerial and quality reviews of the initial decisions to suspend the 4 
accounts and (2) computerized checks of subsequently obtained infor- 
mation to determine whether the circumstances that caused the suspen- 
sion have changed. IRS procedures require that collection managers 
review most employee decisions to classify an account as CNC. In addi- 
tion, regional teams are to review all CNC accounts over $100,000 and a 
random sample of smaller dollar accounts to determine the appropriate- 
ness of the initial decisions. According to IRS officials, collection man- 
agers sometimes reject the initial decision to classify an account as CNC 
and send the account back to the responsible employee for additional 
collection action or case documentation. However, no information is 
maintained on the results of the initial manager’s review, and the results 
of regional reviews are maintained only in the regional offices. IRS' 
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national office does not receive information on the results of either 
review. 

IRS’ Midwest Region conducted about 11 percent of the approximately 
25,600 regional CNC reviews done nationwide in fiscal year 1990. Avail- 
able summary information for this region’s reviews identified case 
processing or documentation deficiencies in at least 447 cases and 
showed that reviewers rejected 126 cases, 5 percent of the total 
reviewed, and sent them back for additional collection action. The 
reviews cited, among other things, continuing problems in (1) taking all 
necessary enforcement actions prior to classifying an account as cNc, 
(2) properly setting the income thresholds used to systematically mon- 
itor accounts for possible reactivation, and (3) using liens to protect the 
government’s interests, According to some IRS national office officials, 
nationwide information on regional review results would be useful for 
identifying and correcting systemic problems and developing or modi- 
fying training programs. 

After an account is classified as CNC, IRS generally makes no further 
active collection efforts unless previously scheduled manual or annual 
automated follow-ups reveal changes in the potential collectibility of the 
accounts. According to IRS information, in fiscal year 1990 CNC accounts 
worth $1.3 billion were reactivated on the basis of these monitoring 
activities. IRS does not routinely capture information on the total amount 
it collects from reactivated accounts. However, a 1990 IRS study, which 
was based on a sample of accounts classified as CNC in 1983, estimated 
that 36 percent of the individual taxpayer accounts were subsequently 
reactivated, and over 52 percent of the reactivated amounts were col- 
lected. For business cases, only an estimated 4 percent were reactivated, 
and 29 percent of these amounts were collected. In addition to the case 
monitoring discussed above, IRS sends periodic reminder notices to tax- 
payers whose accounts were classified as CNC because of financial hard- 
ship or IRS’ inability to contact the taxpayer. 

IHS has no procedures for looking at deferred accounts that are nearing 
the end of their statutory collection period. IRS procedures require reac- 
tivation of deferred accounts when additional taxpayer delinquencies 
increase the liability over the predetermined deferral dollar threshold. 
The procedures also require that while accounts are in deferred status, 
taxpayers should be sent annual reminder notices and subjected to 
future refund offsets. The statutory period expired on about $29 mill ion 
of deferred accounts in fiscal year 1990, according to IRS information. 

Page 14 GAO/GGD91-99 Opportunities to Increase Revenue 



B-240693.2 

During fiscal year 1990, the collection period expired on about $44.7 
mill ion of queue accounts, according to IRS information. Although tax- 
payers’ accounts in the queue are to be subjected to future refund off- 
sets, IRS, under its procedures, does not send taxpayers periodic 
reminder notices. IRS plans to start sending semiannual reminder notices 
on queue accounts in February 1992. 

Conclusions The amount of money written off of accounts receivable because of the 
expiration of the statutory collection period has been steadily 
increasing. W ith the caveats and limitations discussed earlier, we project 
that the statute could ultimately expire on about $46 billion of IRS’ 
$93 billion of accounts receivable reported as outstanding at 
September 30, 1990. 

The lack of currently available information on the validity of accounts 
written off or on the characteristics of the taxpayers whose accounts 
expire precludes us from estimating how much of these write-offs would 
be potentially collectible if additional or revised collection measures 
were instituted. However, projections also indicate that continuation of 
existing collection practices could result in IRS collecting about $23 bil- 
lion of the September 30, 1990, inventory-$1.7 billion, or 8 percent 
more than it would have collected if the statute had not been extended. 

Although IRS places significant emphasis on managerial monitoring of 
active accounts near the end of their collection period to ensure resolu- 
tion, it does not place similar emphasis on suspended accounts. Reviews 
of the initial decisions to suspend collection actions and automated mon- 
itoring of these accounts for changes are the primary controls IRS uses to 
ensure that appropriate collection action occurs before the statutory col- 
lection period expires. However, we did not do a detailed evaluation of 6 

these reviews, IRS’ monitoring activities, or the accounts IRS wrote off. 
As a result, we cannot determine whether IRS’ current efforts are ade- 
quate with respect to suspended accounts. We did note, however, that 
IRS’ national office does not receive information on the results of 
regional reviews and is therefore not using all available information, 
especially the evaluation of the initial decision to classify an account as 
CNC, for effective systemic oversight of the collection process. We also 
noted that IRS does not send reminder notices to taxpayers whose 
accounts are indefinitely suspended in the queue. 
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Recommendations to We recommend that the Commissioner of Internal Revenue 

the Commissioner of l develop more specific information on the validity and characteristics of 
Internal Revenue accounts written off to determine whether additional cost-effective col- 

lection measures can be developed and applied; 
l systematically collect and analyze local review results on the decisions 

to classify accounts as CNC to help identify potential systemic problems 
that may need correction; and 

. ensure timely completion of IRS’ plans to send reminder notices to tax- 
payers with accounts suspended in the queue to increase collections of 
these accounts receivable. 

IRS Comments and 
Our Evaluation 

IRS reviewed a draft of this report and provided written comments on 
August 7, 1991 (see app. III). IRS agreed with our recommendations to 
centrally analyze the results of regional currently not collectible reviews 
and to periodically send reminder notices to taxpayers with accounts 
suspended in the queue. However, IRS did not agree with our recommen- 
dation to develop more specific information on the validity and charac- 
teristics of accounts written off to determine whether additional cost 
effective measures can be developed and applied. 

IRS believed that it had sufficient information on the accounts likely to 
be written off and that the potential revenue from these accounts was 
minimal. IRS acknowledged that there are inaccurate assessments in the 
accounts receivable inventory that will eventually expire and that these 
invalid assessments should be removed so that IRS can accurately report 
the amounts due the government. However, IRS stated that it would be 
more effective to concentrate its efforts on (1) preventing new invalid 
receivables and (2) identifying and correcting invalid assessments b 
already in the active inventory. 

We do not believe IRS has sufficient information on accounts that have 
been written off due to the expiration of the statutory collection period. 
As we stated earlier, IRS’ information on expired accounts is limited to 
(1) the collection stage the account was in if it was active when it 
expired or the type of suspension (deferred or CNC, for example) if the 
account was suspended when it expired and (2) the IRS office responsible 
for the account when it expired. This information does not address the 
source or validity of the expired accounts or the effectiveness of the 
collection actions IRS applied to the accounts. We believe such informa- 
tion is essential in determining whether modified or additional collection 
procedures would be cost effective. 

Page 16 GAO/GGD91-99 Opportunities to Increase Revenue 



B240593.2 

The information IRS has on accounts likely to be written off is primarily 
based upon its inventory of CNC accounts. IRS' information on this inven- 
tory is limited to the distribution of CNC accounts by type (hardship or 
bankrupt taxpayers, for example). IRS stated that it has used this infor- 
mation to develop new programs and procedures. Although IRS may 
have used this information on the distribution of CNC accounts to help it 
revise some of its procedures for handling CNC accounts, the information 
does not address the underlying reasons for noncollection. The under- 
lying reasons, such as lack of validity, characteristics of delinquent tax- 
payers, or inadequacies in IRS' collection actions must be understood to 
design cost-effective collection measures to develop. 

We agree that IRS should work toward preventing new invalid receiv- 
ables and identifying and correcting invalid assessments in the active 
inventory and are not proposing that IRS drop these efforts to develop 
information on the validity and collectibility of accounts that are lost 
due to the expiration of the statutory collection period. However, 
because almost one-half of the September 30, 1990, inventory-$45.7 
billion-is expected to be lost due to expiration of the statutory collec- 
tion period over the next 10 years, we do not think this segment of the 
inventory can be ignored. In fact, we believe that information developed 
on the validity of accounts written off would also be useful in IRS' 
efforts to eliminate the invalid accounts still in the accounts receivable 
inventory. For instance, IRS could use this information to identify pro- 
grams or conditions that lead to invalid accounts receivable. 

Further, we do not believe IRS has developed the information necessary 
to estimate potential revenue from CNC accounts. Although IRS believes 
this amount is small, it could not provide us with any data or analyses to 
substantiate that belief. 

Our specific responses to IRS' comments are contained in appendix II of 
this report. 
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As arranged with the Subcommittee, we are sending copies of this report 
to the Commissioner of Internal Revenue and other interested parties. 
We will make copies available to others upon request. 

Major contributors to this report are listed in appendix III. If you have 
any questions about this report, please call me on (202) 272-7904. 

Sincerely yours, 

Paul L. Posner 
Associate Director, Tax Policy and 

Administration Issues 
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Methodology for Estimating Accounts 
Receivable Dispositions, Statute Expirations, 
and the Impact of Extending the Statute 
of Limitations 

We developed a model to estimate the (1) future disposition of IRS’ Sep- 
tember 30, 1990, individual and business master file accounts receivable 
balances and (2) potential impact of extending the statutory collection 
period. We constructed the model using age-based account disposition 
information from IRS’ accounts receivable management information 
system. The individual and business master file accounts contained in 
this system totaled $92.6 billion and represented over 96 percent of the 
$96.3 billion accounts receivable balance at the end of fiscal year 1990. 
The system does not contain information on the $3.7 billion of accounts 
receivable that are not maintained on these master files, and therefore 
our methodology understates IRS’ estimated total future collections, 
abatements, and statute expiration write-offs. 

Accounts Receivable IRS’ accounts receivable management information system, which began 

Disposition 
Information 

operation in fiscal year 1989, reports the annual disposition of the year- 
end’s individual and business master file accounts receivable balances. 
The disposition information is reported in detail by age of the accounts 
at the beginning of the year. Using this information, we calculated the 
fiscal year 1990 accounts receivable disposition (collection, abatement, 
statute expiration, and other) rates 6y age of account for individual and 
business accounts that were outstanding at the end of fiscal year 1989. 
We calculated these rates for seven age groups of accounts-ranging 
from those that were less than 1 year old at the end of fiscal year 1989 
to those that were more than 6 years old at the end of the fiscal year. 

IRS’ accounts receivable management information system follows 
accounts over the statutory collection period that was in effect at the 
time the system was designed-6 years. Because the statute was only 
recently extended to 10 years, information was not available that would 
allow the direct calculation of detailed age-based disposition rates for I 
accounts more than 6 years old. To impute disposition rates for the addi- 
tional 4 years, we performed separate regression and other analyses for 
each of the individual disposition components-collections, statute expi- 
rations, and abatements and other dispositions. We used the age-based 
disposition component rates that we calculated from the accounts 
receivable management information system to develop the regression 
equations. In all cases where we used the regression analyses, the pro- 
portion of total variation explained by our regression equations ranged 
from 81 to 99 percent. In one case we used a weighted average constant 
value because we believe it provided a better estimate. We used a sum- 
mation of the actual and/or imputed component disposition rates to cal- 
culate the total disposition rate for each age category. Although these 

Page 22 GAO/GGD91-99 Opportunities to Increase Revenue 



Appendix I 
Methodology for Estimating Accounta 
Receivable Dispositions, Statute Expirations, 
and the Impact of Extending the Statute 
of Limitations 

analyses were based on the limited accounts receivable disposition data 
available in IRS’ management information system, the results provided a 
reasonable basis for our estimates of disposition results that would 
occur during the additional 4 years. 

Methodological 
Assumptions 

In developing and applying our estimation methodology, we made a 
number of assumptions. These assumptions relate to the use of the age 
of accounts receivable as an indicator of future disposition results, the 
stability of collection results over time, and the relationship between 
dispositions of assessed account balances and the interest and penalties 
that have accrued on these balances since assessment. 

Age of Accounts We assumed that the age of accounts receivable is the most significant 
Considered the Most indicator of how the accounts will be resolved. IRS’ accounts receivable 

Significant Indicator of management information system allows analysis of account dispositions 

How Accounts Are by age and/or collection status (i.e., notice, CNC, TDA) of accounts at the 
- . I beginning of the initial year. While the age of unresolved accounts is 
Kesolved readily determinable at the beginning of each subsequent year, the 

system did not contain information that would allow us to accurately 
estimate the subsequent collection status of accounts as they moved 
through the collection cycle. Thus, a combined age and collection status 
analysis, which we believe would provide more precise estimates, was 
not feasible at the time but might become feasible as IRS collects more 
information over time. 

Analysis of the detailed disposition rates shows that the age of accounts 
receivable is significantly related to the amount and type of annual dis- 
position activity that takes place. For example, collection rates on 
accounts owed by individuals decreased from 34.2 percent of the out- 

4 

standing balance for accounts less than 1 year old to an estimated 
1.6 percent of the remaining balance for accounts that would be over 
10 years old at the beginning of the year. Statute expiration rates-the 
percent of each age category’s balance that is written off because of the 
expiration of the statute of limitations-start out at an extremely low 
level and increase significantly as accounts reach the end of the statu- 
tory collection period. 

Collection Results 
Assumed to Be Stable 

The model assumes that there will be no significant changes in the level 
or success of IRS collection efforts in the future. For example, we assume 
that IRS will continue to collect 4.4 percent of individuals’ accounts 
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receivable balances when they are in their fifth year of existence. This 
assumption is necessary to provide a baseline for estimated future dis- 
position activity. Although changes in collection policies, procedures, 
practices, applicable legislation, or economic conditions may occur over 
the next 10 years, it was not possible to forecast the changes or their 
impacts on the disposition of accounts receivable at the time of our 
review. 

We tested this assumption for 1 year by comparing our total estimated 
fiscal year 1990 dispositions of fiscal year-end 1989 assessed accounts 
receivable with the actual fiscal year 1990 dispositions of these 
accounts. Our total estimated dispositions of these balances were within 
1 percent of the total IRS recorded dispositions for both individual and 
business accounts. 

Resolution of Accrued 
Interest and Penalties 

IRS’ accounts receivable management information system does not report 
specific information on the dispositions of accrued interest and penalties 
information. Thus, the model assumes that reduction of accrued interest 
and penalties from accounts receivable balances when abatements or 
other write-offs take place is proportional to the reduction of the 
assessed balance. This assumption allowed us to estimate dispositions on 
the basis of the September 30, 1990, accounts receivable balances that 
include both assessed and accrued amounts. We made this assumption to 
recognize the difference in the way IRS records accrued interest and pen- 
alties resolved through payment versus those resolved through abate- 
ment and write-off. IRS records the collection of accrued interest and 
penalties, to the extent paid, at the time of payment. However, for 
accounts abated or written off IRS did not record the disposition of the 
related interest and penalty accruals. 4 

Estimated Activity of We applied the age-based fiscal year 1990 accounts receivable total dis- 

Accounts Receivable position rates to fiscal year-end 1990 accounts receivable balances by 
age group to estimate the total disposition of accounts receivable that 
would take place in each age category over both the lo-year and 6-year 
collection periods and the residual unresolved balance that would 
remain. This process was carried over the stated collection period plus 
an additional year. We added the extra year to our analysis period 
because IRS’ accounting system, the basis for the management informa- 
tion system, does not recognize expiration of the statute of limitations 
on some accounts until the subsequent fiscal year. The residual 
unresolved balance that remained after this process reflects accounts on 
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which the statute of limitations would have been extended. Our method- 
ology estimated the ultimate disposition of all such extended accounts so 
that total dispositions would equal total accounts receivable as of Sep- 
tember 30, 1990. 

Our estimates of specific disposition components were computed simi- 
larly. We applied specific component disposition rates to the total 
unresolved balance in each age category-beginning balance in an age 
category plus the residual balance from the preceding age category-to 
estimate the amount of each disposition component. Table I.1 shows 
how we used the actual and imputed age category collection rates to 
estimate total collections from individual and business accounts over the 
lo-year collection period. The percentage in the residual balance column 
represents the proportion of the final year collection rate to the final 
year total disposition rate. 
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Table 1.1: QAO’r Eatlmateo of Collectlonr 
From IRS’ September 30,1990, Accountr Individual Msrter File 
Receivable (Dollarr In Mllllonr) Lore than 

1 year l-2 year8 2-3 yean 3-4 years 
Balance in age category $14,022 $8,252 $6,428 $5,313 
Prior year residual balance 7,869 12,858 16,446 
Total in age category $14,022 $16,121 $19,285 $21,758 
Collection oercentaae 34.17% 12.93% 7.73% 5.49% 

I- 

Net collections $4,791 $2,084 $1.491 $1.194 
Buslnerr Master File 

Less than 
1 vear l-2 wars 2-3 vears 3-4 veers 

Balance in aae cateaory $15,153 $5,662 $5,589 $4,725 
Prior year residual balance 
Total in age category 
Collection oercentaae 

5,870 8,906 13,001 
$15,153 $11,532 $14,496 $17,726 

29.08% 9.69% 3.61% 2.86% 
Net collections $4,407 $1,118 $524 $508 

BThe beginning balance in the 6-7 year old age category includes all accounts over 6 years old. IRS’ 
information system did not provide more detailed information on the actual age of these accounts. 

bTotals may not add due to rounding. 
Source: GAO analysis. 
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4-5 year8 5-6 years ._._. .._ ____- -__ ~._~ 
$4,716 $3,840 ._- -._-._._ .-._-.. _.-.. ̂ 
19,465 21,616 

6-7 yearas 

$4,524 
23,530 

lndlvldual Master File 

7-8 years 8-9 years 

$26,002 $24,320 

9-10 years 

$22,837 

Over 
10 years Residual Totalb 

$47,094 
$11,976 $8,581 _.... .__.._.. -.-_-- 

$24,181 $25,457 $28,055 $26,002 $24,320 $22,837 $11,976 $8,581 
4.40% 2.94% 3.00% 2.24% 1.93% 1.68% 1.49% 5.26% 

$1,065 $748 $842 $581 $468 $385 $179 $451 $14,279 
Bualneaa Master File 

Over 
4-5 year8 5-6 years 6-7 yearag 7-8 yearr 8-9 years 9-l 0 years 10 years Residual TOW _ - __. . . -._ 

$4,255 $4,085 $6,087 $45,556 
--.i6,45111-.--------19,853 23,323-- $28,393 $27,786 $27,291 $23,301 $12,614 _- 
$20,706 $23,938 $29,410 $28,393 $27,786 $27,291 $23,301 $12,614 

2.20% 1.25% 1.23% 0.89% 0.73% 0.61% 0.52% 1.14% .I_ __-._-. __.-_.. - ._ -__- --- 
$455 $299 $363 $252 $203 $167 $122 $144 $8,560 
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Table I.2 shows how we estimated future individual and business 
statute expiration write-offs by applying the actual and imputed age- 
based statute expiration rates to the unresolved balance in each age cat- 
egory. The percentage in the residual balance column represents the pro- 
portion of the final year statute expiration rate to the final year total 
disposition rate. Statute expirations are shown in all age categories pri- 
marily because IRS’ accounts receivable management information system 
assigns age categories on the basis of the age of the most recent assess- 
ment in the account. Earlier assessments will generally expire 10 years 
from the date of their assessment and will be removed from the account 
at that time, thus showing up in age categories of less than 10 years. 

Table 1.2: GAO% Estimate8 of Statute 
Expiration Write-Offs From IRS’ 
September 30,1990, Accounts 
Receivable (Dollars in Millions) 

Balance in age category 

Individual Master File 
Less than 

1 year l-2 years 2-3 years 
$14,022 $8,252 $6,428 - 

Prior year residual balance 
Total in age category $14,022 

7,869 i 2,858 
$16,121 $19,285 

Statute expiration percentage 
Net statute expirations 

0.09% 0.11% 0.13% 
$13 $17 $25 
Business Maeter File 

Less than 
1 year l-2 years 2-3 years 

Balance in age category 
Prior year residual balance 
Total in age category 

$15,153 

$15,153 

$5,662 
5,870 

$11,532 

$5,589 
8,906 

$14,496 
Statute expiration percentage 
Net statute expirations 

0.03% 0.13% 0.13% 
$5 $15 $19 

aThe beginning balance in the 6-7 year old age category includes all accounts over 6 years old IRS’ 
information system did not provide more detailed information on the actual age of these accounts. 

bTotals may not add due to rounding 
Source: GAO analysis. 
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- 

4-5 years 5-6 years _ _ 
$4,716 $3,840 
19,465. ~' 21,616 

$24:ial 
_ ..~ ..-__ 

$25.457 

6-7 yearsa 
$4,524 
23,530 

$28,055 

Individual Master File 

7-6 years 6-9 years - 

$26,002 $24,320 
$26.002 $24,320 

9-10 years 

$22,837 
$22,837 

Over 
10 years Residual Totalb 

$47,094 
$11,976 $8,581 
$11.976 $8.581 

1.63% 0.30% 0.34% 0.38% 0.41% 42.18% 20.60% 72.66% 
$395 $76 $95 $9a- $100 $9,633 $2,467 $6,235 $19,190 ~___ ~.- 

Business Master File 
Over 

4-5 years 5-6 years 6-7 years’ 7-6 years 6-9 years 9-l 0 years 10 years Residual Totalb 
$41255 

-____------- 
$4,085 $6,087 $45,556 

16,451 
--. ----- 

19,853 23,323 $28,393 $27,786 $27,291 $23,301 $12,614 
$id,706 $23,938 $29,410 $28.393 $27,786 $27,291 $23,301 $12,614 

0.13% 0.13% 
$27 $31 

0.13% 
$39 

0.13% -- 
$37 

0.13% 
$36 

13.24% 44.68% 97.43% 
$3,612 $10,412 $12,290 - $26,546 
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Note: GAO comments 
supplementing those in the 
report text appear at the 
end of this appendix. DEPARTMENT OF THE TREASURY 

INTERNAL REVENUE SERVICE 
WASHINGTON, D.C. 20224 

t4C 3 i 1991 

Mr. Paul Poaner 
Associate Director, Tax Policy 

and Administration Issues 
United states General Accounting Office 
Washington, D.C. 20548 

Dear Mr. POSner: 

We have reviewed your draft report to Chairman Pickle, 
subcommittee on Oversight, House Ways and Means Committee on IRS 
accounts receivable written off because of expiration of the 
collection statute. 

We agree with the two recommendations in the draft report 
dealing with a centralized review of Currently-Not-Collectible 
(CNC) decisions and sending reminder notices on cases assigned to 
the collection Queue. New procedures to send reminder notices 
will be operational in February, 1992. 

Current management information and recent special studies 
provide us with significant and useful information about accounts 
that are likely to be written off. We are using this information 
to develop new programs and procedures. For example, we already 
have detailed information about accounts in CNC status which 
comprise over 90 percent of the accounts on which the statute 
expires. Using that information, we have revised our procedures 
for following up on suspended accounts to ensure that we 
reactivate those accounts with the greatest collection potential. 
We do not agree with the recommendation to develop more 
information about the validity of these accounts at this time. 

We agree with GAO that there are inaccurate assessments in 
the inventory which will eventually expire and that those invalid 
assessments should be removed so that we can accurately report on 
the amount of taxes owed the government. At this time, however, 
we are concentrating our efforts on preventing invalid 
assessments as well as identifying them in the current inventory. 
Efforts to clean up the current inventory by identifying and 
correcting invalid assessments will result in a more accurate 
description of the amounts owed in all categories, including 
suspended accounts. 

Based on our management information, we believe that 
potential revenue from uncollectible accounts is small. For the 
most part, only those accounts that were classified as 
uncollectible because we were unable to locate or contact the 
taxpayer have any potential revenue. Our efforts to reduce the 
number of these cases are detailed in the enclosure. 
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Mr. Paul Po8ner 

Our Collection procedures are designed to ensure that every 
coat-effective action is taken before we suspend active 
collection. But we do not completely write the case off at this 
point. Passive collection efforts on suspended aacounts result 
in additional collections. In addition, we reactivate over 30 
percent of individual accounts as taxpayers' income changes or we 
identify available assets. Our priorities, however, are to 
remove invalid aaseesments from the inventory increasing 
collectfonm from current accounts, before they get too old and 
di.fZioult to oollect. Our studies indicate that timely 
collection a&ion is a critical factor in collecting amounts 
owed. 

Detailed conunents about the recommendations and general 
commonta about the report text are enclosed. 

Beat regards. 

r. 

Enclosure 
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See comment 1, 

TR:: C.OrlPIENTC, ON l?ECOI”~I~l~illiiti;ION; 
COI~!Tc,l~!EI) IN DRCIF; GM LETTEF! 01~’ 

COi’ATKOLS OVEF ACCOUN Tc,‘ F E!,EIVFiCLE 
( STGTclTE EXPIRATION CCISEF,’ 

We recommend that the Commissioner of Internal Revenue: 

-- Develop more specific information on the validity and 
characteristics of accounts written off to determine 
whether additional cost effective collection measures 
can be developed and applied; 

Programs to perfect the validity ot our accounts. receiva:,le 
inventory as well as research aimed at. evaluating ta:cpavrt.s .ind 
Drograms are ongoing. As a result we are making major striaet. irj 
Perfecting the validity of the accounts receivable Inventa,-y. 6: 
rn.3 jor undert.aking has been factoring out the effect of m~lt~plt 
assessments resulting f ram use of the 100 percent perlalty. fi130. 
UJE. ate changing our criteria for- determining ability to riay r,aseo 
on total positive income rather than Adjusted gross Income. 

We currently have a substantial amount of management 
informa,tion about Currently-Not-Collectible accounts. which 
comprise 90% 01 the accounts for wnich tne statute expires 
without coliection. Current management information is also u,jed 
in our Resource Workload Management. System (RWMS) to prioritize 
cases based on ability to pay. While R W M S  has been successful In 
focusing our resources on the most. productive cases, we are 
reviewing it to determine if improvements can be made. Specidl 
studies are also conaucted to gather in-depth information about 
segments of the accounts receivable inventory. 

-- systemically collect and analyze local review results 
on the decisions to classify accounts as currently not 
collectible to help identify potential systemic 
problems that may need correction; 

We agree to analyze Currently-Not-Collectible post. review 
findings at the national level. The Collection Quality 
heasuremsnt S,st.em (CCIMS) will review specific “vital feel” 
critical actions prior to placing a case in suspense status 3: 
C:urrently-Not-Collectible. Data gathering for this measurement 
system began in June, 1991. Results will be available a:. the 
d1st.r ict, region and national levels. 

This analysis will supplement other actions we have taken to 
identify systemic problsms. For example, local post review 
results are analyzed in each region. National Office ensures the 
success of this program via regional reviews. In addition, 
regiol7al offices can use Form 5391, Systems Change Request! to 
surface probiem areas to National Office. A  yearly analysis of 

Page 32 GAO/GGD91-89 OpportunitiestoIncreaseRevenue 



Appendix II 
Comments From the Internal Revenue Service 

t.he NO-5000-149 rebort, Recap of FizcrJui>ts Cut rently not 
I,ollect,lble. furLher assures. crot~lem ared:, wiil be Identified. 

-- ensure timely completion of IRS’ plans to send reminder 
notices to taxpayers with accounts suspended in the 
queue to increase collections of these accounts 
receivable. 

We appreciate your SupDort of ttlic initiative which is on 
schedule. Commencing February 1991.. semiannual reminder not.ices 
will be sent on dccourlts asslgnec! to the queue. 
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GENERFIL COMMENTS 

Pages 4 and 18 - “Because little is known about the validity 
of accounts written off or the characteristics of the taxpayers 
whose accounts expire, neither we nor IRS is in a position to 
estimate how much of these write-offs would be potentially 
collectible if additional or revised collection measures were 
instituted.” 

Comment : IRS is making major strides in improving the 
validity of its accounts receivable inventory. For instance, a 
major component of duplicate accounts is 100 percent penalty 
assessments. We recentl) modified our crediting system to allow 
for cross credits when dual 100 percent penalty assessment,3 have 
been made. By February 1792, we will be abie to partialiy abat,c 
t,he underlying corporate assessment tG reflect trust fund amounts 
paid by any of trte responsible oersons. 

A  great deal is known about th e characteristics of taxpayers 
placeo in Currently-Not-Collectible statuz and this information 
is used to continually refine our programs. For instance, the 
income cr:terion on which we base the decision to reactivate CNC 
accounts was changed from ad.justed gross income to taxpayer 
positive income. This new formula recognizes certain losses to 
better define ability to Pay. Our Resource Workload Management 
System (RWMS ), which pr@filee. each taxpayer account; and assigns 
.X score based on projected ability to pay, is currently the 
subject of extensive review as we attempt to validate and refine 
the system. We also conduct special studies such as the 1990 
Collection Research File Analysis Report and the nationally 
supported Currently Not Collectible (CNC) Task Force which 
provide us with more information about suspended accounts. 

The lacst part of the sentence states “. . .neither we nor IRS 
is in a position to estimate how much of these write-offs would 
be potentially collectible if additional or revised collection 
measures were instituted.” We disagree. While a precise 
estimate may be uifficult to determine, available information 
indicates that the amount is not likely to be significant. 

An analysis of the Collection Activity Report NC-5000-149, 
titled “Recap of Accounts Currently not Collectible Report”, for, 
CNC accounts posted during FY 1990 reveals that only two 
categories of cases (Unable to Locate and Unable to Contact) hold 
any promise of increases in revenues. These two categories 
comprise only 17.5% of the amount reported as uncollectible. 
(All categories shown below) 

See comment 2. 
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See comment 3. 

See comment 4. 
Now on p. 4 

--1- 

C.at,egpr,y 

IJnable to Locate 
Statute or Suit 
Bankrupt 
Decedent 
Tolerance 
Defunct Cot-E, 
Unable to Cont.sct 
In business 
Hardship 

The largest category of dollars. reported CNC is hardship. 
Al 1 avenues of payment are explored befo1.e we make a 
determination of hardship. Generally ) taxpayers in this category 
have insufficient income or assets to meet their tax obligations. 

The next largest category is defunct corporation. In these 
cases. investigation has determined that there are no assets or 
there is insufficient equity in remaining assets to justify 
taking enforcement action. 

In the Unable to Locate and Unable to Contact cases, we are 
directing our efforts to improving acces.s to all sources of 
information that could help us locate the taxpayer. We are 
developing the use of universal computerized locator services 
early in the collection process. For instance, Corporate Files 
On Line is a major Tax Systems Modernization project tnat will 
make Master File and information return data available to field 
personnel instantly. Coupled with expansion of ACS hours to 
contact taxpayers, these initiatives> shouid result in earlie,- 
taxpayer contact and fewer cases being suspended. 

Page 4 - GAO estimates that IRS will collect an additional 
$1.7 billiorl from the September 30. 1990 inventory as a result of 
statute extension. 

Comment : This figure is misleading since the computation 
does not factor costs of collectiorl such as the costs of lien 
refiling noted on page 16. 

Page 5 - “While IRS requires local reviews of decisions to 
suspend collection activities. it does not centrally analyze the 
local results to identify systemic problems.” 

Comment: It’s important to note that cases returned for 
additional investigation as a result of post-reviews are a small 
fraction of those processed, less than 5 percent. Current and 
planned efforts to use post-review information are detailed 
above. 
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See comment 6 
Now on p. 6 

See comment 7 
Now on p, 8 and 9 

See comment 8 
Nowonp. 11 

See comment 5 Pages 7 and 24-25 While discussing accounts in suspended 
Now on p. 5 status, the report comments, “Generally, no further active 
and 14 collection efforts occur unless the account is reactivated.” 

Comment: The report fails to note the scope of our 
monitoring and follow-up procedures. Thirty-two percent of IMF 
accounts reported uncollectible are reactivated as the result of 
monitoring actions that indicate a possible improvement 0.f 
collection potential. These activities include screening 
incoming tax ret.urns for changes of address or increases in 
Taxpayer Positive Income. In addition, information returns 
(Forms W-2, 1099) are reviewed for new information. Most states 
participate with IRS in a state refund offset program which 
affects suspended and active accounts. Reminder notices are sent 
to taxpayers in currently not collectible status that were closed 
due to hardship or inability to contact as well as all deferred 
accounts. 

Page 9 The description of the period to collect a judgment 
is inaccurate. Administrative action to collect on the judgment 
can be taken during the life of the judgment. Judgments last 
twenty years against real property and can be renewed for twenty 
years; there is no limit against personal property. 

Pages 13 and 14 - The graph and written explanation of 
Figure 1 need clarification. It appears accrued interest has 
been added to the statute expired amounts, but not to the total 
accounts receivable inventory to which the write offs were 
compared. 

Page 15 - “We believe that additional amounts may also be 
collected if IRS improves the effectiveness of its collection 
efforts through the development and application of additional 
collection tools that take advantage of the extended collection 
period. ” 

Comment: As we noted, the amount of revenue available from 
suspended accounts is quite low. We would agree, however, that 
collections should increase, and fewer cases would expire if we 
continue our ongoing efforts to improve the quality of our 
collection operation. We would be happy to explore any specific 
suggestions. 

Page 20 - “Under IRS’ priority system, some low priority 
active accounts [in ACS1 may be lost due to the expiration of the 
statutory collection period.” 

Comment: This is correct. However , an analysis of statute 
expirations in ACS confirms the accuracy of our prioritizing 
system. Although the number of ACS modules that expired in 
FY 1990 remained unchanged, dollars lost dropped 21%. During the 
year, the average dollar value per module expired fell 20%. 

-. j- 
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The following are GAO’S comments on the Internal Revenue Service’s 
letter dated August 7, 1991. 

GAO Comments 1. IRS agreed to analyze currently not collectible post review findings at 
the national level and stated that such an analysis will supplement other 
actions it has taken to identify systemic problems. We are currently con- 
ducting a detailed review of IRS’ internal controls over determinations to 
place accounts in suspended status. In this review, we are evaluating the 
adequacy and effectiveness of IRS’ actions discussed in its response and 
its oversight of accounts placed in currently not collectible status. 

2. IRS stated that (1) available information indicates that the amount of 
write-offs due to statute expiration that would be potentially collectible 
if additional or revised collection measures were instituted is not likely 
to be significant and (2) only two categories of CNC cases (Unable to 
Locate and Unable to Contact) hold any promise of increases in revenue. 
We do not believe that IRS has developed sufficient information to make 
such a conclusion. In fact, IRS’ Currently Not Collectible Study Group 
Report issued in February 1991 discusses in detail IRS’ lack of informa- 
tion on the validity and collectibility of all types of CNC accounts. 

3. IRS stated that our $1.7 billion estimate of additional collections due to 
extension of the statute of limitations is misleading because it does not 
take into account additional costs of collection. At the time we did our 
review, IRS had only identified the additional $35 mill ion cost due to lien 
refiling, about 2 percent of the estimated additional revenue. While both 
we and IRS have recognized that additional costs would probably be 
incurred as a result of the statute extension, IRS has provided no addi- 
tional cost estimates. 

4. IRS pointed out that less than 5 percent of currently not collectible 
cases subject to post review were returned for additional investigation. 
While we agree that only about 5 percent of the cases reviewed in one 
region were returned for additional investigation, as stated in the report, 
we found that the region’s reviewers identified problems in about 
15 percent of the cases reviewed. Although only cases for which 
reviewers feel additional action may lead to subsequent revenue collec- 
tion are sent back to revenue officers, reviewers identify all errors 
found in the work conducted to collect the delinquent tax. In addition, it 
is important to note that most of the cases that were returned for addi- 
tional investigation or that had errors identified were larger dollar 
cases- those over IRS’ mandatory review threshold of $100,000. 

Page 37 GAO/GGD91-89 Opportunities to Increase I&venue 



Appendix II 
Cwnmentu bm the Internal Revenue Service 

6. IRS pointed out that we fail to note the full scope of IRS’ follow-up and 
monitoring of suspended cases. Our discussion of IRS’ follow-up and 
monitoring activities was not intended to be an exhaustive description 
of IRS’ efforts. Rather, it was intended to identify what we felt were the 
primary controls and monitoring activities. We are currently conducting 
a detailed review of the adequacy and effectiveness of these activities. 
In addition, we have modified the report to recognize IRS’ periodic 
reminder notices to certain taxpayers whose delinquent accounts are 
placed in currently not collectible status. 

6. IRS pointed out the specific limits applicable to collection of federal 
court judgments. We have modified the report to explicitly state these 
limitations. 

7. IRS stated that both figure 1 and its explanation were unclear. We 
have clarified the figure and its explanation. 

8. IRS agreed that collections would increase and fewer accounts would 
expire if it continued its efforts to improve the quality of its collection 
operation and indicated it would be happy to explore specific sugges- 
tions. We expect that our ongoing reviews of the Resource and Workload 
Management System, IRS’ management of its suspended accounts inven- 
tory, and other planned reviews will result in additional recommenda- 
tions to improve the effectiveness of IRS’ collection operation. 
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