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Background 

 
Tax refund offset is the process of offsetting tax overpayments (which would otherwise result in 
a refund) to outstanding Government debt.  The Internal Revenue Code1 requires a taxpayer’s 
refund to be offset to any outstanding tax debt, nontax child support, or nontax Federal agency 
obligations, i.e., Federal student loans, State income tax obligations, or Unemployment 
Compensation debts, prior to crediting a refund to a future tax or issuing the refund.  A refund 
must be offset to an outstanding Federal tax debt before it may be offset to non–Federal tax 
Government debts or applied as a credit to a future tax period.2  In Tax Year (TY)3 2013, more 
than $6.8 billion in individual tax refunds were offset to pay outstanding individual and business 
tax debts. 

Tax refunds are first offset by the Internal Revenue Service (IRS) to any current Federal tax 
debts.  For example, if a taxpayer has any outstanding tax debt on the IRS’s Individual Master 
File (IMF),4 Business Master File (BMF),5 or Automated Non–Master File (ANMF),6 a refund 
will offset to the Federal tax debt.  Generally, the overpayment will apply to the oldest 
outstanding tax liability first.  After the tax overpayments have been offset to existing individual 
tax debts, any amount remaining can then be offset to business tax account liabilities.   

If the taxpayer has no outstanding Federal tax debt, then verifications are performed to determine 
if the taxpayer has other types of government debts.  The verifications are performed by the  
U.S. Department of the Treasury’s Bureau of the Fiscal Service through the Treasury Offset 
Program.  If this verification identifies other types of government debt, the refund will be offset 
up to the lesser of the amount of the debt or the amount of the refund. 

Process to offset refunds to pay off individual tax debts  

The IRS maintains the Debtor Master File (DMF), which contains information about Federal tax 
debts owed by taxpayers.  The DMF contains different files that are used for many of the IRS’s 
processes.  When an individual taxpayer files a tax return resulting in a refund, the IRS performs 
a systemic verification to determine if the taxpayer has any outstanding individual tax liabilities.  
                                                 
1 I.R.C. §§ 6402(a), (c), (d), (e), and (f). 
2 Refers to each tax return filed by the taxpayer for a specific period (year or quarter) during a calendar year for each 
type of tax. 
3 The 12-month accounting period for keeping records on income and expenses used as the basis for calculating the 
annual taxes due.  For most individual taxpayers, the tax year is synonymous with the calendar year. 
4 IRS database that maintains transactions or records of individual tax accounts. 
5 IRS database of Federal tax-related transactions and accounts for businesses that includes employment taxes, 
income taxes on businesses, and excise taxes. 
6 IRS database of individual and business tax transactions and accounts that cannot be maintained on either the IMF 
or the BMF. 
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If the taxpayer has an amount owed, the refund will be offset to settle those liabilities.  If the 
individual taxpayer files a joint return, the systemic process identifies whether the taxpayer’s 
Social Security Number (SSN) or spouse’s SSN are on the DMF.  If the spouse’s SSN is on the 
DMF, the individual tax refund is automatically offset to pay the amount owed on the spouse’s 
other tax period.  A notice is systemically generated and sent to the taxpayer informing him or 
her of the refund offset, including to which tax period(s) the refund was offset.  Figure 1 
provides the volumes of refund offsets associated with an individual tax return filing to pay off 
individual tax debts for TYs 2011 through 2013. 

Figure 1:  Volume of Refund Offsets From Individual Tax Accounts  
to Pay Off Individual Tax Debt – TYs 2011 Through 2013 

Volume of  Amount of Refunds Offset  
TY Refund Offsets7 to Individual Tax Debt 

2011 6,760,783 $7,767,559,716 

2012 6,127,132 $7,303,280,914 

2013 5,661,140 $6,804,059,104 

Source:  Treasury Inspector General for Tax Administration (TIGTA) Data Center  
Warehouse IMF Transactions Table as of January 1, 2015.  

Process to offset refunds to pay off business tax debts 

When offsetting to business tax accounts, the offset process allows for refunds associated with an 
individual tax account that belongs to a sole proprietor to be offset to the associated business tax 
account to pay off outstanding tax balances on the business tax account.  A sole proprietorship is 
an unincorporated business that is owned by one individual.  The business has no existence apart 
from the owner.  Its liabilities are all personal liabilities, and the owner undertakes the risks of 
the business for all assets owned, whether or not used in the business.  As such, the individual, 
i.e., sole proprietor, is responsible for any of the business’ tax liabilities. 

When an individual tax return is filed resulting in a refund that includes an Employer 
Identification Number (EIN)8 on a Form 1040, U.S. Individual Income Tax Return, Schedule C, 
Profit or Loss From Business (Sole Proprietorship),9 or Form 1040 Schedule F, Profit or Loss 
From Farming,10 the IRS uses the EIN to perform a systemic verification to determine if the 
business account, i.e., the sole proprietor, has liabilities on the DMF.  If the EIN is present on the 
DMF, the individual tax refund is automatically sent to offset the outstanding tax debt on the 

                                                 
7 Manual offsets were not considered but were determined to be minimal. 
8 A unique nine-digit number used to identify a taxpayer’s business account.  
9 See Appendix V. 
10 See Appendix VI. 
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business’ tax account.  Figure 2 provides the volumes of refund offsets associated with an 
individual tax return filing to pay off business tax debts for TYs 2011 through 2013. 

Figure 2:  Volume of Refund Offsets From Individual Tax Accounts  
to Pay Off Business Tax Debt – TYs 2011 Through 2013 

Volume of  Amount of Refunds Offset  
TY Refund Offsets  to Business Tax Debt 

2011 15,519 $16,788,364 

2012 11,498 $11,716,378 

2013 7,798 $7,787,488 

Source:  TIGTA Data Center Warehouse BMF Transactions Table as of January 1, 2015.  

Process to offset refunds to pay off Non–Master File (NMF) tax debts 

Due to system limitations, the IRS’s current Master File system cannot process certain tax 
accounts.  For example, the account balance is too large for the Master File or the account has 
too many transactions for the Master File to process.  Instead, it processes these accounts, known 
as NMF accounts, through the ANMF system.  Any NMF account with an existing balance is 
considered an open account.  As of January 2015, there were approximately 11,000 open NMF 
accounts.  As previously mentioned, the priority for offsetting to an NMF account with an 
outstanding tax debt occurs after verification and offset to individual and business Master File 
liabilities. 

For those individual accounts on the NMF with an outstanding tax debt, a systemic process 
places a refund freeze on the corresponding primary taxpayer’s individual tax accounts on the 
Master File.  This freeze prevents a refund from being issued.  If the NMF is a secondary 
taxpayer individual account or business account, the setting of this refund freeze is a manual 
process.  The process involves: 

 An employee in the IRS’s Submission Processing Center in Covington, Kentucky, 
prepares a Form 3177, Notice of Action for Entry on Master File, requesting that a freeze 
be input. 

 Once the request is received, an employee in the IRS’s Compliance Services Collection 
Operation in Atlanta, Georgia, or Philadelphia, Pennsylvania, places the freeze on the 
associated Master File account. 

 The employee in the Compliance Services Collection Operation then prepares a 
Form 2424, Account Adjustment Voucher, to request refunds from the Master File 
account be manually transferred to the NMF account to offset tax liabilities.   
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Refund freezes will be manually reversed by IRS employees in the Compliance Services 
Collection Operation in Memphis, Tennessee, when the NMF account no longer has any 
outstanding tax debt, i.e., the account reaches a zero balance. 

This review was performed with information obtained from the Wage and Investment Division 
in Atlanta, Georgia; the Small Business/Self-Employed Division in Washington, D.C.; and the 
Chief Technology Officer in Washington, D.C., during the period April through December 2015.  
We conducted this performance audit in accordance with generally accepted government 
auditing standards.  Those standards require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions 
based on our audit objective.  We believe that the evidence obtained provides a reasonable basis 
for our findings and conclusions based on our audit objective.  Detailed information on our audit 
objective, scope, and methodology is presented in Appendix I.  Major contributors to the report 
are listed in Appendix II. 
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Results of Review 

 
Data Maintained by the IRS Could Be Used to Increase Its 
Identification of Individuals With Business Tax Debt 

The IRS’s current process does not effectively identify sole proprietors with business tax debt.  
Using information the IRS captures and maintains from Form SS-4, Application for Employer 
Identification Number, we identified 53,672 individual taxpayers who received approximately 
$74.5 million in tax refunds11 in TY 2013.  The IRS could have offset these refunds to 
outstanding tax debt on the taxpayer’s associated business tax account.  The Form SS-4 is the 
application used to obtain an EIN from the IRS and includes identifying information, i.e., name 
and SSN, relating to sole proprietors’ assigned EINs.  This information can be used to better 
identify individual taxpayers with business tax debts.  Currently, the identification process is 
limited to only offsetting a refund from an individual account to a business account when the 
*************************2****************************is present on these forms. 

When we brought this to IRS management’s attention, they stated that the process used to offset 
refunds from an individual’s account to a related business tax account was created more than 
three decades ago.  IRS management could not explain why the current verification process only 
uses**********************2**********************. 

Recommendation 

Recommendation 1:  The Deputy Commissioner for Services and Enforcement should revise 
identification processes to include sole proprietor information from Form SS-4 to identify 
individual tax refunds to offset to business tax debt. 

Management’s Response:  The IRS agreed with this recommendation.  Although the 
IRS agreed with this recommendation, it stated that the implementation of requisite 
programming changes to accomplish this objective are subject to budgetary constraints, 
limited resources, and competing priorities.  Consequently, and due solely to those 
constraints, the IRS cannot provide an implementation date at this time. 

                                                 
11 This includes overpayments credited to the taxpayer’s next year’s tax liability. 
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Due to Programming and Procedural Errors, Some Overpayments 
Were Not Applied to Non–Master File Tax Debt 

Our review identified 487 individual taxpayers and 29 business taxpayers who received more 
than $2.9 million in refunds or credit elects12 for TY 2013 that should have been applied to an 
associated outstanding tax debt on the IRS’s NMF.  These overpayments were not applied to 
outstanding tax debt for the following reasons: 

 350 cases (343 individual and seven business) with more than $2,303,157 in 
overpayments were not offset because a refund freeze was erroneously reversed from the 
tax account and never reestablished.  IRS guidelines state that a freeze should remain on 
the taxpayer’s account as long as there is an outstanding tax debt on the NMF account.  
IRS management stated that their review of a sample of 30 of these cases indicated that 
the reversal transactions were processed in error. 

 96 individual cases with $372,737 in overpayments were not offset because the spouse 
had an outstanding tax liability, but the primary taxpayer’s account was not frozen to 
prevent the refund from being issued.  IRS guidelines state that when there is an 
outstanding tax debt on the spouse’s account, a freeze is manually placed on the primary 
taxpayer’s account.  IRS management indicated that this resulted from employee 
processing errors. 

 69 cases (48 individual and 21 business) with $170,372 in overpayments that were not 
offset because either the required systemic refund freeze or manual refund freeze was 
never placed on these accounts. 

o 48 were individual taxpayer accounts.  IRS guidelines state that a systemic freeze is 
placed on an individual taxpayer’s account when an NMF account is established.  IRS 
management indicated that they are reviewing these tax accounts to identify if these 
errors occurred because of a programming issue or if the cases we identified were due 
to procedural errors (or a combination of both). 

o 21 were business taxpayer accounts.  IRS guidelines state that when there is an 
outstanding tax debt on a business tax NMF account, a freeze is manually placed on 
the account.  IRS management stated that the 21 business accounts did not have a 
freeze input because the Form 3177 was routed to the wrong IRS location for 
processing.  IRS internal guidelines were not clear on where Forms 3177 are to be 
routed for processing.  The IRS updated internal guidance on November 23, 2015, to 
provide the correct location for routing Forms 3177. 

 *************************1**********************************************
********************1************************.  IRS guidelines state that a tax 

                                                 
12 The taxpayer electing to transfer all or part of an overpayment to the next year’s tax period. 
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overpayment must offset to an outstanding tax debt before being applied as a credit 
toward a future tax debt.  The IRS indicated that this occurred because the current 
computer programming only addresses overpayments due to a refund and does not 
identify cases for which the taxpayer elects to apply the credit to a future tax debt. 

There is also a significant potential for future improper refunds for other accounts.  We analyzed 
all NMF accounts13 with an outstanding tax debt and identified an additional 616 individual 
taxpayers and 697 business taxpayers for which required freezes were not on the associated 
Master File tax account.  These accounts14 have outstanding tax debts totaling more than 
$1.4 billion. 

Recommendations 

The Deputy Commissioner for Services and Enforcement should: 

Recommendation 2:  Develop a systemic process to ensure that freezes are not erroneously 
reversed if an outstanding tax debt remains on an NMF account. 

Management’s Response:  The IRS agreed with this recommendation.  In 
January 2016, the IRS developed a process to address this issue.  The IRS will reconcile 
ANMF accounts with the IMF and the BMF to identify accounts without the requisite 
refund freeze, and will take appropriate corrective action on any accounts not having an 
active freeze in place. 

Recommendation 3:  Ensure that a manual freeze is input on a primary taxpayer’s account 
when the secondary taxpayer’s account has an outstanding tax debt. 

Management’s Response:  The IRS agreed with this recommendation.  Internal 
Revenue Manual sections 5.1.12.21.3.2, Offset an IMF Refund, and 5.19.10.3.3, Input of 
TC 130 on IMF, will be updated to add the requirement to input a manual freeze on a 
primary taxpayer’s account when the secondary taxpayer’s account has an outstanding 
tax debt.  Internal Revenue Manual sections 5.16.1.2.1, Unable to Locate and Unable to 
Contact, 5.16.1.2.9, Hardship, and 5.19.1-15, BMF TC 130 Procedures, will be updated 
to refer to Internal Revenue Manual section 5.1.12.21.3.2 for guidance when a refund 
offset is required. 

                                                 
13 Our analysis of the NMF accounts for individual taxpayers was as of May 2015.  However, freeze data for the 
same time period were not readily available for the business tax accounts.  Therefore, those accounts were manually 
reviewed as of October 2015.   
14 These 1,313 accounts are at risk if a future refund is more than $25 and if the outstanding tax debt remains more 
than $50. 
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The Commissioner, Wage and Investment Division, should: 

Recommendation 4:  Develop a process to ensure that offset freezes are placed on all 
individual and business accounts when there is outstanding debt on the NMF tax account. 

Management’s Response:  The IRS agreed with this recommendation.  The 
corrective action described in response to Recommendation 2 will also address this 
recommendation. 

Recommendation 5:  Revise computer programming to ensure that credit elects are offset to 
any associated tax debt on the NMF. 

Management’s Response:  The IRS agreed with this recommendation.  Although the 
IRS agreed with this recommendation, it stated that the implementation of requisite 
programming changes to accomplish this objective are subject to budgetary constraints, 
limited resources, and competing priorities.  Consequently, and due solely to those 
constraints, the IRS cannot provide an implementation date at this time. 

Individual Tax Refunds Were Incorrectly Offset to the Tax Debt of 
Limited Liability Companies 

Our review identified 502 TY 2013 individual tax refunds totaling approximately $780,474 that 
were incorrectly applied to outstanding tax debts on their Limited Liability Company (LLC) 
business tax accounts.  This occurred because the systemic process used to identify sole 
proprietors does not consider whether there is an LLC indicator on the tax account. 

Treasury Regulation Section (§) 301.7701-2 (Business entities; definitions) states that  
single-member LLCs are to be treated as a corporation with regard to employment taxes paid on 
or after January 1, 2009, and excise taxes for liabilities imposed in tax periods beginning on or 
after January 1, 2008.  However, these single-member LLC EINs were incorrectly identified as a 
sole proprietor due to their filing scenario.  Single-member LLCs report their Federal business 
income/loss through Schedules C or F because they do not have filing requirements for 
Form 1065, U.S. Return of Partnership Income, or Form 1120S, U.S. Income Tax Return for an 
S Corporation, like multimember LLCs. 

When we brought this to IRS management’s attention, they agreed that the refund offsets were 
not appropriate.  Management explained that this occurred because the original computer 
programming for the systemic offset did not contain any exclusion criteria to prevent an offset 
between the LLCs and individual tax accounts from occurring on or after the effective dates 
within Treasury Regulation § 301.7701-2.  IRS management submitted a request to change 
programming to add the appropriate exclusion criteria on December 15, 2015.  The IRS stated 
that it does not expect this to be completed until January 2017 due to Information Technology 
organization resource limitations and the approval and prioritization process currently in effect; 
however, an earlier implementation is being explored. 
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Recommendations 

The Deputy Commissioner for Services and Enforcement should: 

Recommendation 6:  Revise computer programming to use the LLC indicator on the business 
tax account to ensure that individual tax refunds are not offset to the associated LLC’s business 
tax debt. 

Management’s Response:  The IRS agreed with this recommendation.  The requisite 
programming changes were requested on December 15, 2015, to add the appropriate 
exclusion criteria.  The implementation of such programming changes to accomplish this 
objective are subject to budgetary constraints, limited resources, and competing priorities.  
Consequently, and due solely to those constraints, the IRS cannot provide an 
implementation date at this time. 

The Commissioner, Wage and Investment Division, should: 

Recommendation 7:  Identify and transfer the incorrect offsets totaling $780,474 from the 
502 LLC accounts back to the individual taxpayer accounts.  In addition, identify other accounts 
with incorrect offsets subsequent to the time frame of our TY 2013 analysis until programming is 
corrected and transfer incorrectly offset refunds back to the individual taxpayer accounts. 

Management’s Response:  The IRS agreed with this recommendation.  The IRS will 
review current procedures and modify as needed to manually reverse the offsets from the 
LLC accounts.  The IRS will also identify other accounts with incorrect offsets for 
manual reversals until the current programming is corrected.  The IRS will send a letter to 
taxpayers explaining why they are now receiving a refund.
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Appendix I 
 

Detailed Objective, Scope, and Methodology 
 

Our overall objective was to determine whether the IRS’s processes and controls ensure that 
overpayments are properly and accurately applied to offset Federal tax liabilities.  In order to 
accomplish our objective, we: 

I. Determined the effectiveness of the IRS’s current process of offsetting individual tax 
refunds to business modules1 with outstanding tax debt by using*****2 *****2***** 
********************************2***********************************, 
filed by the individual taxpayer. 

A. Reviewed the Internal Revenue Manual, policy, and documentation, etc., to identify 
the IRS’s process for offsetting individual refunds to business modules with 
outstanding tax debt. 

B. Interviewed the staff of the IRS Wage and Investment Division and Information 
Technology organization to determine the IRS’s process for offsetting individual 
refunds to business modules with an outstanding tax debt. 

II. Evaluated the IRS’s processes to ensure that individual tax refunds are not incorrectly 
identified for offset to LLC business tax accounts. 

A. Reviewed the IRS’s current criteria for identifying sole proprietor EINs by filing 
requirement codes and returns filed. 

B. Determined if individual to business tax offsets that have been processed were 
identified correctly. 

1. Obtained an extract of 150,024 Transaction Codes 7963 from the BMF4 for tax 
periods beginning January 1, 2008, and later. 

                                                 
1 Refers to each tax return filed by the taxpayer for a specific period (year and quarter) during a calendar year for 
each type of tax.  
2 A unique nine-digit number used to identify a taxpayer’s business account.  
3 Offset of an individual tax refund to a business tax account. 
4 IRS database of Federal tax-related transactions and accounts for businesses that includes employment taxes, 
income taxes on businesses, and excise taxes. 
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2. Obtained the name of the entity by matching 70,372 EINs that received IMF5 

offsets to the BMF EIN Entity file.6  

3. Analyzed 70,372 entity names to identify potential LLC entities.  We obtained 
LLC indicator information for these 70,372 EINs. 

4. Quantified the dollar amount of tax offsets that were processed but should not 
have been due to the EINs being identified incorrectly as sole proprietors.  There 
were $2.1 million in tax offsets that should not have been processed, and 
$780,474 of that amount was from TY 2013 refunds. 

III. Assessed the effectiveness of using the BMF EIN Entity file and other data to correctly 
identify sole proprietors’ business tax accounts. 

A. Reviewed the current reference information available for the EINs on the IRS’s BMF 
EIN Entity file. 

B. Analyzed selected TY 2013 BMF tax module data and TY 2013 individual tax return 
data to determine if there was an individual tax refund available to be offset to a 
business module with an outstanding tax debt that was not offset. 

1. Identified and obtained 1,404,999 TY 2013 BMF account modules with an 
outstanding tax debt. 

2. Determined the responsible party for the BMF modules with an outstanding tax 
debt by matching the EIN to the IRS BMF EIN Entity file to identify the sole 
proprietor’s SSN.  We identified 230,497 BMF account modules with an 
outstanding tax debt and with a sole proprietor SSN on the BMF EIN Entity file. 

3. Determined there were 75,869 sole proprietors who filed a TY 2013 individual 
tax return and received a tax refund with no tax offset transaction on the tax 
account. 

4. Quantified how many refund offsets should have occurred.  We identified 
53,672 individual taxpayers who received $74,480,952 in tax refunds that the IRS 
should have applied to outstanding tax debts on the taxpayers’ business accounts. 

5. For those missed refund offsets identified in Step III.B.4, determined the reason 
why the offset did not take place. 

                                                 
5 IRS database that maintains transactions or records of individual tax accounts. 
6 The EIN Entity file is a data extract containing information obtained from the Form SS-4, Application for 
Employer Identification Number, such as the applicant’s identifying information and assigned EIN. 
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IV. Evaluated the effectiveness of the IRS’s processes to ensure that NMF tax accounts with 

outstanding tax debts are receiving offsets. 

A. Evaluated the preliminary analysis by the Applied Research and Technology 
directorate to identify the analysis process. 

B. Reviewed the Internal Revenue Manual, policy, and documentation, etc., to identify 
the IRS’s process for offsetting refunds to NMF modules with an outstanding tax 
debt. 

C. Identified NMF tax accounts with an outstanding tax debt and determined whether 
they received offsets when they should have. 

1. Identified 5,129 NMF tax accounts with an outstanding tax debt. 

2. Identified the responsible party for those NMF tax accounts 

3. Determined that 516 tax accounts received tax refunds or credit elects7 that were 
not offset to the associated NMF tax accounts in TY 2013.  The total dollar 
amount available for offset associated with these 516 accounts was more than 
$2.9 million. 

4. Determined why offsets to the NMF tax accounts did not occur. 

D. Analyzed all NMF accounts with outstanding tax debts and identified 616 individual 
taxpayers and 697 business taxpayers for which required freezes were not on the 
account.  We determined that the debt owed by those taxpayers totaled 
$1,413,503,758. 

Data validation methodology 

During this review, we relied on extracts from the IRS’s BMF and IMF databases for 
Processing Years8 2014 and 2015 that were available on the TIGTA’s Data Center Warehouse.9  
We received additional extracts from the BMF from the TIGTA’s Office of Investigations’ 
Strategic Data Services.  Before relying on those data, we ensured that each file contained the 
specific data elements we requested.  In addition, we selected random samples of each extract 
and verified that the data in the extracts were the same as the data captured in the IRS’s 
Integrated Data Retrieval System.10  We also performed analysis to ensure the validity and 
reasonableness of our data, such as ranges of dollar values, transaction dates, and validity fields.  
Based on the results of our testing, we believe that the data used in our review were reliable.  We 
also relied on extracts from the IRS’s ANMF that identified the outstanding tax debts for entities 
                                                 
7 The taxpayer electing to transfer all or part of an overpayment to the next year’s tax period. 
8 The calendar year in which the tax return or document is processed by the IRS. 
9 A TIGTA repository of IRS data. 
10 IRS computer system capable of retrieving or updating stored information.  It works in conjunction with a 
taxpayer’s account records.  
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on the ANMF and performed analysis to ensure the reasonableness of the data, such as the 
validity of the Taxpayer Identification Number.11   

Internal controls methodology 

Internal controls relate to management’s plans, methods, and procedures used to meet their 
mission, goals, and objectives.  Internal controls include the processes and procedures for 
planning, organizing, directing, and controlling program operations.  They include the systems 
for measuring, reporting, and monitoring program performance.  We determined that the 
following internal controls were relevant to our audit objective:  1) procedures that identify 
business tax accounts with an outstanding tax debt and ensure that they are receiving credits 
from their associated individual tax accounts and 2) procedures that ensure that NMF accounts 
with debt are receiving credits from their associated individual and business tax accounts.  We 
evaluated the controls by reviewing the IRS’s Internal Revenue Manuals, interviewing IRS 
management, and reviewing data files related to the offset of overpayments to Federal tax 
liabilities.

                                                 
11 A nine-digit number assigned to taxpayers for identification purposes.  Depending upon the nature of the taxpayer, 
the Taxpayer Identification Number is an EIN, an SSN, or an Individual Taxpayer Identification Number. 
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Russell P. Martin, Assistant Inspector General for Audit (Returns Processing and Account 
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David Robben, Senior Auditor 
Alberto Garza, Information Technology Specialist 

Page  14 



Revising Tax Debt Identification Programming and Correcting 
Procedural Errors Could Improve the Tax Refund Offset Program 

 

Appendix III 
 

Report Distribution List 
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Appendix IV 
 

Outcome Measures 
 

This appendix presents detailed information on the measurable impact that our recommended 
corrective actions will have on tax administration.  These benefits will be incorporated into our 
Semiannual Report to Congress. 

Type and Value of Outcome Measure: 

 Revenue Protection – Potential; approximately $74.5 million in tax refunds related to 53,672 
individual taxpayers that the IRS should have applied to outstanding tax debts on the 
taxpayers’ business tax accounts (see page 5).   

Methodology Used to Measure the Reported Benefit: 

We obtained an extract from the BMF that identified business tax accounts with outstanding tax 
debts.  We matched these data to business entity information the IRS maintains to identify the 
business tax accounts with an outstanding tax debt that also listed an individual’s SSN as a  
cross-reference number for the business tax account.  We accessed the IMF for these  
cross-reference SSNs and identified the individual tax accounts that either received a tax refund 
for the TY 2013 tax return or selected the option of having the refund applied to the following 
year tax period (credit elect).  We identified 53,672 tax refunds that the IRS should have applied 
to satisfy the outstanding tax debts of the businesses.   

We calculated the $74,480,952 measure by comparing the refund amounts to the related business 
tax account outstanding tax debts.  If the refund was greater than the outstanding tax debt, we 
computed the refund amount that should have been offset as the amount of the outstanding tax 
debt.  If the refund amount was less than the outstanding tax debt, we computed the refund 
amount that should have been offset as the amount of the refund.  We then compared any 
remaining outstanding tax debt to credit elect1 amounts.  If the remaining outstanding tax debt 
was greater than the credit elect amount, the credit elect amount was computed as the amount 
that should have been offset, otherwise the remaining balance was the amount of the credit elect.  
The outcome measure is the sum of the refunds and credit elections that could have offset the 
existing business tax debts.     

                                                 
1 This includes only systemic credit elects. 
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Type and Value of Outcome Measure: 

 Revenue Protection – Potential; more than $2.9 million in tax refunds for TY 2013 related to 
487 individual taxpayers and 29 business taxpayers who received a refund that instead should 
have been applied to outstanding tax debts on the IRS’s ANMF (see page 6). 

Methodology Used to Measure the Reported Benefit: 

We obtained an extract of the 5,129 NMF accounts with an outstanding tax debt and matched 
those accounts to the related individual or business accounts and identified 516 related accounts 
(487 individual and 29 businesses) that were issued a refund during Calendar Year 2014 even 
though the related NMF had an existing outstanding tax debt.   

We calculated $2,911,818 in offsets by comparing the refund amounts to the related NMF 
outstanding tax debts.  If the refund amount was greater than the outstanding tax debt, we 
computed the refund amount that should have been offset as the amount of the outstanding tax 
debt.  If the refund amount was less than the outstanding tax debt, we computed the refund 
amount that should have been offset as the amount of the refund.  We then compared any 
remaining outstanding tax debt to credit elect amounts.  If the remaining outstanding tax debt 
was greater than the credit elect amount, the credit elect amount was computed as the amount 
that should have been offset, otherwise the remaining balance was the amount of the credit elect.  
The outcome measure is the sum of the refunds and credit elections that could have offset the 
existing NMF debt. 

Type and Value of Outcome Measure: 

 Revenue Protection – Potential; more than $1.4 billion related to 1,313 taxpayers that have 
outstanding tax debts that could receive refunds because there is no freeze present on the 
accounts (see page 6). 

Methodology Used to Measure the Reported Benefit: 

We obtained a complete extract of the ANMF system.  There were 3,571 individual NMF 
accounts and 1,214 business NMF accounts.  From these accounts, we excluded those with an 
outstanding tax debt less than $50.  We arrived at 3,422 individual NMF accounts and 
1,080 business NMF accounts that met this criterion.  We excluded the NMF exception cases 
reported on in the previous outcome measure.   

We also obtained an extract from the IMF that indicated whether the individual accounts 
associated with NMF accounts currently have a freeze indicator.  For BMF accounts related to an 
NMF account, we manually researched the Integrated Data Retrieval System to determine their 
freeze status.  We were able to identify 616 individual NMF accounts with outstanding debts 
totaling $1,049,599,468 that currently do not have a freeze on the associated IMF accounts.  We 
also identified 697 business NMF accounts with outstanding debts totaling $363,904,290 that do 
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not have a freeze on the associated BMF accounts.  The total outstanding tax debt associated 
with these 1,313 accounts is $1,413,503,758. 

Type and Value of Outcome Measure: 

 Taxpayer Rights and Entitlements – Potential; $780,474 in individual tax refunds that were 
offset to outstanding tax debts of the business tax account of 502 LLCs (see page 8). 

Methodology Used to Measure the Reported Benefit: 

We identified 150,024 systemic offset transactions and 67 manual offset transactions received on 
the BMF for tax periods starting January 1, 2008.  We also identified 1,899 reversing 
transactions responsible for reversing the systemic and manual offset transactions identified 
previously.2 

We calculated the transaction amounts per Taxpayer Identification Number, tax module3 type, 
and tax period and arrived at 136,456 records.  Of these, there were 1,272 records with a net 
offset amount of zero, leaving 135,184 records with net offset amounts greater than zero 
belonging to 70,372 EINs.  We matched these EINs to the BMF to obtain the LLC indicator for 
these accounts.  We selected records for which there was an excise tax module for tax periods 
beginning on or after January 1, 2008, or an employment tax module for tax periods beginning 
on or after January 1, 2009.  We identified 106,257 records meeting this criterion.  We identified 
742 records with LLC indicators that had TY 2013 refunds offset from the individual tax account 
to the business tax account.  These 742 records belonged to 502 EINs.  The amount of tax 
refunds offset in error totaled $780,474.

                                                 
2 Manually applied overpayment credits transferred from the IMF to the BMF. 
3 Refers to each tax return filed by the taxpayer for a specific period (year and quarter) during a calendar year for 
each type of tax.  
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Appendix V 
 

Form 1040 Schedule C, Profit or Loss  
From Business, (Tax Year 2014) 

 

 
Source:  IRS Form 1040 Schedule C, Profit or Loss From Business, for Tax Year 2014. 
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Appendix VI 
 

Form 1040 Schedule F, Profit or Loss  
From Farming, (Tax Year 2014) 

 

 
Source:  I

 
14. RS Form 1040 Schedule F, Profit or Loss From Farming, for Tax Year 20
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Appendix VII 
 

Management’s Response to the Draft Report 
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