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IMPACT ON TAXPAYERS

The General Business Credit exists as an
incentive for a business to engage in certain
kinds of activities considered beneficial to the
economy or public at large, such as improving
disability access at their business for

customers or providing childcare for employees.

In Tax Year 2011, the IRS received

455,618 Forms 1040, U.S. Individual Income
Tax Return, with General Business Credits
offsetting the taxes owed by more than

$2 billion. TIGTA found that ineffective
processes result in individuals receiving

potentially erroneous General Business Credits.

WHY TIGTA DID THE AUDIT

In Tax Year 2011, individual taxpayers claimed
nearly $7.9 billion in General Business Credits.
The General Business Credit reduces the tax
liability amount an individual owes. The
objective of this review was to assess the
effectiveness of IRS controls to detect and
prevent questionable claims for the General
Business Credit on individual income tax
returns.

WHAT TIGTA FOUND

Our review of Tax Year 2011 tax returns with
claims for General Business Credits found that
the IRS has not established effective processes
to identify individuals claiming potentially
erroneous General Business Credits at the time
tax returns are processed. TIGTA found

3,187 Tax Year 2011 electronically filed tax

returns with General Business Credit claims
totaling approximately $1.2 billion for which

***********************2***************************
*************************2************************

******************2*************************** In

addition, the IRS did not always ensure that
required source credit forms were attached to
paper-filed tax returns.

TIGTA also identified individuals claiming
potentially erroneous General Business Credits
R R e For

example, there were:

e 1,472 tax returns with $9.9 million in General
Business Credits claimed for which **2**

*************************2**********************
**************************2**********************

***************************2*********************
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e 3,998 tax returns with $41 million in General
Business Credits claimed for ***2********
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Finally, the IRS needlessly expended
approximately $76,000 to review 145,583 tax
returns for which a programming error
incorrectly identified an error in the computation
of the General Business Credit.

WHAT TIGTA RECOMMENDED

TIGTA recommended that the IRS develop
processes to identify individuals claiming a
General Business Credit on tax returns ***2***

* * * * 2 * *k* * * * * *

*k%k * * * n2n * * * *k%k * * *

*********************Z *k%k *% *k%k *% *k%k *%
**********************2******************************
***********************2*****************************

****************2******************

The IRS agreed with all of our recommendations
and plans to develop a compliance strategy that
considers the treatment and resources to
address questionable claims. In addition, the
IRS plans to use the strategy to determine the
need for procedural changes for returns
processing, revisions to forms or instructions,
and any underlying programming changes to its
systems.
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FROM: Michael E. McKenney
Acting Deputy Inspector General for Audit

SUBJECT: Final Audit Report — Unsupported and Potentially Erroneous Claims
for General Business Credits Are Not Always Identified When Tax
Returns Are Processed (Audit # 201240031)

This report presents the results of our review to assess the effectiveness of the Internal Revenue
Service (IRS) controls to detect and prevent questionable claims for the General Business Credit
on individual income tax returns. This audit is included in our Fiscal Year 2013 Annual Audit
Plan and addresses the major management challenge of Fraudulent Claims and Improper
Payments.

Management’s complete response to the draft report is included as Appendix VII.

Copies of this report are also being sent to the IRS managers affected by the report
recommendations. Please contact me if you have questions or Russell P. Martin, Acting
Assistant Inspector General for Audit (Returns Processing and Account Services).
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Background

The General Business Credit exists as an incentive for a business to engage in certain kinds of
activities considered beneficial to the economy or public at large, such as improving disability
access for customers at their business or providing childcare for employees. The General
Business Credit includes the total amount of current year business credits plus any carryforward'
amount of unused credits from prior years. The General Business Credit reduces a taxpayers tax
liability amount, i.e., the credit is subtracted directly from taxes the individual owes. The
General Business Credit is nonrefundable and is subject
to Alternative Minimum Tax limitations.”

As of October 25, 2012, the IRS

To claim the credit, taxpayers must prepare and attach a received 455,618 Tax Year 2011
Form 3800, General Business Credit,’ to their individual tax returns with
Form 1040, U.S. Individual Income Tax Return. The General Business Credit claims

Form 3800 is used to summarize all of the various totaling nearly $7.9 billion.

business credits claimed and to calculate the total
General Business Credit amount allowed in the current
tax year." Generally, taxpayers must complete and attach a required source credit form’ for each
of the business credits claimed on Form 3800, e.g., Form 8826, Disabled Access Credit. The
amount of the General Business Credit actually used for the current year by the taxpayer to offset
taxes owed is then reported on the Form 1040, line 53 (Other Credits). The amount used is
generally limited by the amount of taxes owed. However, taxpayers can carry any unused
General Business Credit amount from the current year back one year by filing an amended tax
return or carry it forward for up to 20 years on subsequently filed tax returns.

To be eligible to claim a General Business Credit, a taxpayer must be either the owner of a
business or the owner of a pass-through entity. IRS guidance indicates that an owner of a

" A carryforward is the amount of the General Business Credit that is unused because of the tax liability limit for
claiming the credit.

? The Alternative Minimum Tax attempts to ensure that individuals and corporations that benefit from certain
exclusions, deductions, or credits pay at least a minimum amount of tax. The limitation for General Business
Credits is calculated based on the taxpayer’s net income tax minus the greater of the tentative minimum tax or
25 percent of the net regular tax liability that is more than $25,000.

? See Appendix V for an example of the Form 3800.

* A 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.

3 For Tax Year 2011, there are a total of 32 source credit forms. See Appendix VI for a list of the source credit
forms. A source credit form is not required if the taxpayer’s only source for a credit listed is from pass-through
entities, i.e., partnership, S corporation, estate, trust, or cooperative, or if the amount is for a carryforward or
carryback credit amount.
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pass-through entity is a partner, shareholder, beneficiary, or investor. Pass-through entities
include partnerships, S corporations, estates, and trusts for which the income, loss, deductions,
and credits are passed on to the underlying owners. Illustrated below is an example of how
individuals who are owners of a pass-through entity claim General Business Credits
(hypothetically):

Taxpayer A and Taxpayer B are part owners (partners), with each taxpayer
having a 50 percent interest in Partnership XYZ. For Tax Year 2011,
Partnership XYZ reports a Low-Income Housing Credit of 31,000 on Form 1065,
U.S. Return of Partnership Income, and reports the credit on Form 1065,
Schedule K, Partners’ Distributive Share Items, for the year. Partnership XYZ
issues a Form 1065, Schedule K-1, Partner’s Share of Income, Deductions,
Credits, etc., to “pass through” the credit to its two partners (Taxpayer A and
Taxpayer B). Each partner receives a Schedule K-1 with a Low-Income Housing
Credit amount of 8500 because each had a 50 percent interest. Taxpayer A and
Taxpayer B then include their share of the Low-Income Housing Credit and
indicate the Employer Identification Number (EIN)® of Partnership XYZ on

Form 3800, which is attached to their Form 1040 tax return.

In Tax Year 2011, the Internal Revenue Service (IRS) significantly redesigned Form 3800,
including adding a Part III. Part III is used to report any General Business Credits being claimed
and identifies the type of credit being reported, i.e., nonpassive activity, passive activity,
carryforward, or carryback. Part III also requires taxpayers to include the EIN of the
pass-through entity for which they are claiming the credit. Figure 1 shows that in Tax

Year 2011, individual taxpayers reported nearly $7.9 billion on Form 3800 for General Business
Credits of which approximately $1.5 billion was a carryforward amount from a prior year.” The
amount of credits actually used, i.e., reported on Forms 1040, line 53, totaled more than

$2 billion, with more than $5.8 billion remaining for these taxpayers as General Business Credits
that can be carried back one tax year or carried forward 20 years.

® An EIN is a nine-digit number assigned by the Internal Revenue Service to identify a business entity.
" We calculated the carryforward amount based on the amounts reported on Part I of Form 3800.
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Figure 1: Tax Year 2011 Tax Returns Reporting
a General Business Credit on Form 3800

Tax Year 2011
E-Filed Paper Total
Number of Tax Returns Reporting the Credit 406,756 48,862 455,618
Credit Amount Reported $5,664,406,535 | $2,186,942,984 | $7,851,349,519

Source: Treasury Inspector General for Tax Administration (TIGTA) analysis of the Individual Return Transaction
File (IRTF),® as of October 25, 2012. E-filed = electronically filed.

This audit included an assessment of taxpayers who claim the General Business Credit on a
Form 1040. We have another review planned that will determine whether controls are adequate
to identify questionable claims for General Business Credits on business tax returns. This review
was performed at the Wage and Investment Division office in Atlanta, Georgia, and the IRS
Submission Processing Site in Austin, Texas, during the period December 2012 through

April 2013. 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.

¥ The IRS database that contains information originally filed by the taxpayer and transcribed from Forms 1040,
1040A, and 1040EZ, Income Tax Return for Single and Joint Filers With No Dependents, and their accompanying
forms and schedules.
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Results of Review

Unsupported Claims for General Business Credits Are Not Always
Identified When Tax Returns Are Processed

Our review of Tax Year 2011 tax returns with claims for General Business Credits found that the
IRS has not established effective processes to identify individuals who claim General Business
Ckedhs*********************************2************************************
**************************2***************'9 Our reVieW OfTaX Year 201 1 e_ﬁled tax
returns identified 3,187 returns with General Business Credit claims totaling approximately

$1.2 billion that resulted in the individuals reducing their income tax by $4.8 million. The

returns filed by these individuals did not have a ##### skt sokokiokoskoskor
s s e e e s e s s e el s oo s el s ke ) ks e kel s sl sl sl s ks sk ko
b

e she sheshe e s s sk s st sk st stestesteste st st st s st sk sk sk sk sk s s s sk sk sk 7 sk s s sk sk sk ko sk ko sk skoskoskoskoskoskoskokokokokokokokokokololokokokokokokokokokekek
e st st s e she s st s e ke she st st s s ke sk stesie sk se sk shestes s ke sk stesteske 7 sheskesteste sk s st skesteste skt st stesteskostoske sk stttk skosteotokostkokoskokokokoskok stokokoskokokor
e sfesfeshe s s st st st stesteste st st sk sk sk sk st sk sk ) sk sk sk sk sk soskoskoskoskoskoskoskoskokokokokokokokokokokokokokokok

The criterion we used to identify the unsupported General Business Credit claims is similar to

the criterion the IRS uses to identify potentially erroneous claims for the General Business
Disabled Access Credit. The IRS identifies questionable claims for the Disabled Access Credit
as those tax returns ************************************2*************************
ek akcRsckckckkxek - For the tax returns identified, the portion of the refund associated with the
Disabled Access Credit is frozen, and the tax return is sent to the IRS’s Examination function for
review. This process was put in place in response to a prior TIGTA report'® which found that
taxpayers *************************************2*******************************
phxkskkR)Rkxk* - Figure 2 provides the examination results for Fiscal Year' 2012 for those tax
returns identified as having a questionable Disabled Access Credit claim.

9 **********************************************2*********************************************
************************************************2*******************************************
otk ks Rk Rk sk sk kR sk Rk Rk Rk sk kR D skt sk sk sk sk R sk sk ks sk Rk sk ok

' TIGTA, Ref. No. 2001-30-158, Some Individual Taxpayers Are Inappropriately Receiving Tax Credits Intended
for Businesses That Provide Access for Disabled Americans (Sept. 2001).

" A 12-consecutive-month period ending on the last day of any month. The Federal Government’s fiscal year

begins on October 1 and ends on September 30.
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Figure 2: Fiscal Year 2012 Disabled Access Credit Examination Results

Number of Percentage of Tax Average
Number of Examinations Returns Examined Amount of
Tax Returns Resulting in a With Additional Additional Additional
Examined Tax Assessment Tax Assessed Tax Assessed | Tax Assessed
41 34 83% $97,846 $2,386

Source: IRS examination results for the General Business Credit for Fiscal Year 2012.

These results show that individuals claiming General Business Credits on tax ##2##es sk asdskeick
**********************************2********************hsted on the Form 3800 iS a
reliable indicator of a potentially erroneous claim. However, despite the success of this criterion
for identifying potentially erroneous claims, the IRS does not use this criterion to identify other
questionable General Business Credit claims. IRS management acknowledges that ####2 %k
*******************************2************************************ However,
IRS management stated that without considerable gathering of facts and data analysis, they
cannot ensure that this criterion should be used to identify other potentially erroneous General
Business Credit claims.

The majority of unsupported claims relate to the Enerqy Efficient Home Credit

We found that 1,956 (61 percent) of the 3,187 Tax Year 2011 returns we identified involved
General Business Credit claims for the Energy Efficient Home Credit. These 1,956 Energy
Efficient Home Credit claims account for all but $1.1 million of the total $1.2 billion in
potentially erroneous General Business Credits claimed. It should be noted that if the IRS used
criterion similar to the one that it uses to identify questionable Disabled Access Credit claims,
each of these tax returns would have been identified as potentially erroneous at the time the tax
returns were processed.

The Energy Efficient Home Credit is available to eligible contractors® for each qualified energy
efficient home they sold or leased to another person during the tax year for use as a residence.
The credit is $1,000 or $2,000 per home based on the energy saving requirements of the home.
Figure 3 provides an example of the Form 8908, Energy Efficient Home Credit, used to report
and calculate the credit.

12 An eligible contractor is the person who constructed a qualified energy efficient home (or produced a qualified
energy efficient home that is a manufactured home). A person must own and have a basis in the qualified energy
efficient home during its construction to qualify as an eligible contractor with respect to the home.
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Figure 3: Form 8908, Energy Efficient Home Credit

= H OMB No. 1545-1979
- 8908 Energy Efficient Home Credit 5011
Department of the Treasury »- Attach to your tax return. Attachment
Internal Revenue Service Sequence No. 153
Name(s) shown on return | Identifying number

1a Enter the total number of qualified energy efficient homes including
qualified energy efficient manufactured homes meeting the 50%
standard that were sold or leased to another person for use as a
residence during the tax year (see instructions) . . . . . . . . | 1a

b Multiply line 1aby $2,000 . . . . A i 1+

2a Enter the total number of qualified energy efflc:lent manufactured
homes meeting the 30% standard that were sold or leased to another

person for use as a residence during the tax year (see instructions) . . | 25 l
b Multiply line 2a by $1,000 . . . . % o oE % W ow v @ ow oa | 2D
3  Energy efficient home credit from partnershwps and S corpora‘nons .. 3
4 Add lines 1b, 2b, and 3. Partnerships and S corporations, report this amount on Schedule K AII \
others, report this amount on Form 3800, linetp . . . . . . . . . . . . . . . . . g |

Source: Form 8908 for Tax Year 2011.

Our review of the 1,956 tax returns found that some individuals seem to be incorrectly claiming
the Energy Efficient Home Credit rather than the Residential Energy Credit. The Residential
Energy Credit is available to individuals who made energy saving improvements to their
residence, e.g., installing energy efficient exterior doors. However, unlike the Energy Efficient
Home Credit that has no limit to what can be claimed, the Residential Energy Credit for Tax
Year 2011 is limited to $500. It is likely that individuals were incorrectly claiming the Energy
Efficient Home Credit in place of the Residential Energy Credit because only contractors are
able to take the Energy Efficient Home Credit. For each of the 1,956 tax returns we identified,

the individuals filing the tax returns do not seem to be operating as a contractor. For example,
the indiVidualS ************************************2*************************

*******************************************Z*********************************
e e e s st st she ke s sk sk st st sheske sk sk s sk steske skeoskeosk sk sk ) sheskosk sk sk st skeskeoskok sk sk skoskoskokokok skoskokolokok

Furthermore, the calculations to determine the credit amount for many of the tax returns are
excessively overstated, which may be a result of taxpayer confusion in calculating the credit.

For example (hypothetically — based on characteristics of tax returns we identified as potentially
questionable):

e e s ot st sheshe ke s sk s st sheshe ke sk sk sk stesheskeskeoskeoske sk steskeskeskeosk ) 3k steskeste stk sk sk st stk stk kot soskoskokokokok sokokokokokek ok
*******************************2******************************

ke e s ot st sheshe ke sk sk s st sheshe ke sk sk sk st shesteske sk sk st skeske sk sk 7 3k st skesteske kot st stttk kot st skeskeokokok sokokolokoskok 3kokokok
******************************2*********************************
ke 3 3 ot st sheshe s s s s e she ke s sk s st sheshe ke sk sk st sheske sk sk sk ) shestesosk sk sk st stk koo soskeoskeskolkokok sokokokokokkoskokolokokok
********************************2********************************
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********************************2********************************
********************************2********************************
********************************2*******************************
*******************************Z*******************************
********************************2******************************
********************2********#

********************************Z****************************

ke e s ot st sheshe ke sk sk o s sheshe ke sk sk sk st shesheske sk sk st skeskeskeoskeoske sk sk ) sheskeosk sk sk st skeste stk kst stttk ki sokokolokoskok 3kokokok
*********************************2****************************

ke s 3 o st she ke s s st s s sheshe sk s st sheshe ke sk sk sk st skeske sk sk sk ke sk ) sk sk stesteskeoskoskosko kot skeskeokoskok skokokokokoskok sokokokok
*********************************2******************************
ke e s ot st sfeshe ke s sk o s sheshe ke sk sk sk st sheshe sk skeske sk steskeske sk sk sk ) sheskeoskosk sk st skeste kol sk sk st stttk ko sk skokoskokokokkoskokokok
**********************************2**************************

e e s ot st sheshe s s st st s sheshe sk sk sk stesheske sk st s steskeske sk sk e skeske sk ) skt st ske sk sk sk e skeskeskoskoskok sokoskokokok koskokokok

************2*******%

e s s ot st sheshe ke s sk s st shesheske sk sk sk st skesteske sk sk st stesteskeoskoskosk kesk ) stk ko sk seskosleoskokokok sokolokokoskor 3okololokokk
**********************************2****************************
ke s s st s sheshe s s st st sheshe ke sk sk s st sheshe sk sk st stesteskeoseoske sk st skeske stk 7 sk steske stk sk stttk sokolokokok skoskokokokok
***********************************2****************************
e s 3 2t st she ke s sk s s sfeshe ke shosie s st sheshe ke s sk st st sheske sk sk sk st skeskeskeosk ) 3k steskeskeoskosk sk kst stttk sokokokokoskok sokokokok
******2****************#

Figure 4 provides a breakdown of credit amounts claimed on the 1,956 e-filed returns.

Figure 4: Analysis of Energy Efficient Home Credits Claimed

Credit Amount Range Tax Returns Total Amount Claimed
$10 million and over 22 $391,672,119
$5 million to $9,999,999 38 $253,322,000
$1 million to $4,999,999 232 $549,309,000
$100,000 to $999,999 28 $12,893,000
$1 to $99,999 1,636 $3,803,215
Total 1,956 $1,210,999,334

Source: TIGTA analysis of the IRTF as of October 25, 2012.

Analysis of Tax Year 2012 tax returns filed by these 1,956 individuals found that a majority of
these taxpayers either identified that their original calculation was an error or, for some other
reason, did not carry their unused credit forward. We only identified 65 individuals who carried
forward an amount of the unused General Business Credit from their Tax Year 2011 tax return to
their Tax Year 2012 tax return. As of June 9, 2013, 1,661 (85 percent) of the 1,956 taxpayers
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filed their Tax Year 2012 tax return, with 65 taxpayers reporting a General Business Credit
carryforward on Form 3800. These 65 taxpayers reported a carryforward amount of nearly
$195 million.

*******************************2**********************************************************

*****************************2*************************************

Our review of a statistically valid sample of 142 Tax Year 2011 paper-filed tax returns” with a
claim for the General Business Credit found that the required source credit form(s) were not
attached for four (18 percent) of 22 tax returns that required a source credit form. We estimate
that 1,376 of the 48,862 Tax Year 2011 paper-filed tax returns claiming a General Business
Credit on Form 1040, line 53, did not have the required source credit form attached to the tax
return.

The IRS systemically rejects e-filed tax returns when the required forms are not attached to the
Form 3800 in support of General Business Credits being claimed. For example, to claim the
Energy Efficient Home Credit on an e-filed tax return, the taxpayer must include with the

Form 3800 a Form 8908 or the tax return will be rejected. & dukakasitiotckr) sttt sk
*****************************2***********************Pi**********************

******************************2********************************************
e ke e s o st sheshe s sk sk s st sheshe sk sk sk sk st sheske sk sk sk ke skeske skeosk ) kst steske sk sk st st steske sk ks st stttk sk steskeolkokok sokokokokokok Sokololokokok
***********************************2****************************************
e ke e s o st she ke s sk sk s st sheshe sk sk st st sheske sk sk sk s st steske sk sk e stesteskeoskesko sk ) steste stk sk e skeste stk sk stttk sk stokoloskokoko kokokolokoikok ok
***************************************2***********************************
e ke s s ot st sheshe s sk sk s st sheshe s sk sk st st sheske sk sk st sk steske sk sk st stesteskeoskosk sk sk ) steskeostk sk sk skttt sk sk sk skeskolkoko sk seokoskokokoskok sokokokokok
****************************************2**********************************
**************************2******************************'

When we brought this to IRS management’s attention, #### stk dotsorsoskiokiotiosko
******************************************2*********************************

*********************************2*********************** 'TheIRSjnnﬂen“ﬂued

revised procedures in March 2013. The IRS now requires that source credit forms for all
General Business Credits claimed on a paper-filed tax return are attached to the tax return.
When a required source credit form is not attached, the IRS will correspond with the taxpayer to
obtain the required forms regardless of the amount claimed.

" We used attribute sampling to calculate the minimum sample size for paper-filed tax returns based on a
confidence level of 90 percent, an expected rate of occurrence of 5 percent, and a precision rate of + 3 percent.

' The IRS ensures that required source documents are attached to the tax return for the following six credits:
************************************2*******************************************************

*************************************************2*****************************************
**********2*************

Page 8



5:? \Z Unsupported and Potentially Erroneous Claims

2 = for General Business Credits Are Not Always

%ﬁ} 'S ldentified When Tax Returns Are Processed
TR

Recommendations

The Commissioner, Wage and Investment Division, should:

Recommendation 1: Develop a process to identify tax returns with claims for General
BUSineSS Credits that ******************>l<****>l<>l<****>l<>l<****2************************

sFe ke s s st st she ke s sk sk s st sheshe sk sk sk st st sheske sk sk sk s shesheske sk sk e skeske ke sk sk st skeske sk sk st skesleosk 7 skt steste stk skt otttk kot sokokokokokok sokokok
**************************************2************************************

Management’s Response: The IRS agreed with this recommendation. The IRS will
evaluate and enhance the compliance strategy to address questionable claims of General

Business Credits. The enhancements will address the identification and treatment of
returns ********************2******************

Recommendation 2: Determine the validity of the credits claimed for the 1,956 individuals

we identified who claimed the Energy Efficient Home Credit % s skttt skttt fook stk

Management’s Response: The IRS agreed with this recommendation. The IRS will
review the returns identified as claiming the Energy Efficient Home Credit ***2 %444
*******************2*************** The IRS WIH use a riSk-based approach to
determine the appropriate follow-up actions with the taxpayers (e.g., soft notices or
examinations).

Office of Audit Comment: IRS management agreed to review these returns;
however, they noted that most of the carryforward amount of $195 million from the

65 taxpayers will likely expire unused after 20 years. We agree that this is solely the
carryforward amount that could be used to offset taxes. Based on the taxpayers’ incomes,
the amount of taxes actually offset will likely be much lower. As such, we have reflected
a lower amount in our outcome measure. Assuming there is no significant change in
these individuals’ income tax reporting, the potential amount of tax avoidance over

20 years totals approximately $1.4 million.
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Individuals Claimed Potentially Erroneous General Business Credits

*********************************2 KA R R R R R R R R R R R R

*********************************2 kkkkkkkkkkkkkkkk

Our review of Tax Year 2011 tax returns with claims for General Business Credits found that the

IRS has not established effective processes during tax return processing *##### ke x
******************************************2*********************************

R ok We identified 1,472 Tax Year 2011 tax returns for which taxpayers **#2##*
************************************2******************************'15 These
individuals claimed approximately $9.9 million in General Business Credits. Although
individuals are required to provide the EIN of the pass-through entity on the Form 3800, **2%*#*
******************************2*********************************** Instructions
for Form 3800 require taxpayers to enter the valid EIN of the pass-through entity of which they
have an ownership interest in column “b” (which is next to the credit amount) when the taxpayer
reports the credit. Figure 5 shows where on the Form 3800 that the EIN is required to be listed.

Figure 5: Form 3800, Part Il
(General Business Credits or Eligible Small Business Credits)

Form 3800 (2011) Paga 3
General Business Credits or Eligible Small Business Credits (see instructions)
Complete a separate Part |Il for each box checked below. (see instructions)
A [ General Business Credit From a Non-Passive Activity E [ Eligible Small Business Credit From a Non-Passive Activity
B [] General Business Cradit From a Passive Activity F [ Eligible Small Business Credit From a Passive Activity
C [ General Business Credit Carryforwards G [ Eligible Small Business Credit Carryforwards
D [ General Business Credit Carrybacks H [ Eligible Small Business Cradit Carrybacks
I If you are filing more than one Part Ill with box A, B, E, or F checked, complete and attach first an additional Part Ill combining
amounts from all Parts Il with box A, B, E, or F checked. Check here if this is the consolidated Patiic . . . . . . .k []
(a) Description of credit ) _;lbi, ] (<)
Note: On any line where the credit is from more than one source, a separate Part Il Is ::;Lf';"&’;s_“ﬁfmrﬁgﬁ Enter the appropriate
needed for each pass-through entity. entity, enter tha EIN amount
1a Investment (Form 3468, Part |l only) (attach Form 3468) . . . . . . . 1a
b Reserved for future use . P ib
[+ Increasing research activities {Fcrm 6?65‘; e e e e e e e 1c
d  Low-income housing (Form 8586, Partlonly) . . . . . . . . . . 1d

Source: Form 3800 for Tax Year 2011.

The pass-through entity is required to provide the owners a Schedule K-1'° to report their share
of the income, loss, deductions, and credits. The pass-through entity also files the Schedule K-1

15 stttk st ok ok ke ol ol ol ok ok okl ol ol ok ok iR D sl ol ok ok ol stk okl ol ok ok stk ikl ol ok ok ok fokskokok ok ok
16 This includes Form 1041 (Schedule K-1), Beneficiary’s Share of Income, Deductions, Credits, etc.; Form 1065
(Schedule K-1), Partner’s Share of Income, Deductions, Credits, etc.; Form 1065-B (Schedule K-1), Partner’s
Share of Income (Loss) From an Electing Large Partnership; and Form 1120-S (Schedule K-1), Shareholder’s
Share of Income, Deductions, Credits, etc.
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with the IRS, which the IRS can then use to improve taxpayer compliance by matching what the
individual taxpayer reported with what the pass-through entity reported.

************************************************2 kkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkk

*********************************2 *kkkkkkkkkk

Our review identified 3,998 Tax Year 2011 tax returns on which the taxpayers either ***2***
****************************************2************************************

These individuals claimed potentially erroneous carryforward credits totaling $41 million. **2**
**************************************2************************************

e shesfeshe s s s s she st stesteste st st st st st sk sk sk sk s s s s s s s sk sk sk s sk s sk sk sk 7) st ke skeskeskestestestestesteste stttk stk skttt st sttt stk stk skok skokokok
***************************************2***********************************

When a taxpayer is unable to claim the entire General Business Credit amount in the current tax
year, the taxpayer can carry forward the unused credit amount until the full amount of the credit
is offset against income tax or up to 20 years. IRS instructions require a taxpayer who carries
forward an amount of unused credit to attach a statement to his or her tax return which provides
information regarding the year from which the credit originated, the amount of the original
credit, and the years and amounts of credits allowed on subsequent years’ tax returns. However,

our review of a statistically valid sample of 284" Tax Year 2011 tax returns with General
Business Credits 1dentlﬁed that *********>!<**********************2******************

*****************************2************************

Recommendations

The Commissioner, Wage and Investment Division, should:

***************************************2***********************************

ol Rskokokickk . This should include programming to reject e-filed tax returns with this
condition.

Management’s Response: The IRS agreed with this recommendation. The IRS will
evaluate and enhance the compliance strategy to address programming or procedural

changes needed to identify returns claiming General Business Credits purporting to
******************************************2***************************

*************************************2********************************

7 We used attribute sampling to calculate the minimum sample size of 142 (284 total) for both e-filed and
paper-filed tax returns based on a confidence level of 90 percent, an expected rate of occurrence of 5 percent, and a
precision rate of + 3 percent.
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************************************2**************************'hOW@Ver
9 )

evaluation of the compliance strategy will consider alternative options such as referral for
review by the Error Resolution System or by the Compliance function.

Recommendation 4- e s 3t st sheshe e sk sk st st sheshe sk sk st sk steske sk sk st skeskeskeoskosko sk sk sleskotosko sk stestesleokoskok sokokolokoskor Jokolokokok sk
**************************************2*************************************
ek sk st st skeskeok sk k) skeskeokokok sokok

Management’s Response: The IRS agreed with this recommendation. The IRS will
evaluate and enhance the compliance strategy to address programming or procedural

changes needed to identify and address returng *#### s acteickadosiotek g dokssdotoofioksokookor
**********************************2**************************

Recommendation 5: Verify whether the 1,787 individuals we identified as *%##*Q# ks k
******************2*********************************************

Management’s Response: The IRS agreed with this recommendation. The IRS will
rerﬂNthereanSidenﬁﬁedas***************************2******************
********************************2*********************************.'The

IRS will use a risk-based approach to determine the appropriate follow-up actions with
the taxpayers, e.g., soft notices or examinations.

Recommendation 6: Develop a process to ensure that taxpayers * &k g dowskoddoddodkok
******************************************2**********************************

******************************************2**********************************
*********************2************

Management’s Response: The IRS agreed with this recommendation. The
evaluation of improvements to the overall compliance strategy for General Business

Credits will consider and address the continued need for * %%k sk kwdddodosdkskskk 7 sdeodeodeskskskeke x
*********************************2************************************

e sheshe s she s s sk st st st stestestestestesteste st st st st st sk st sk sk sk sk st st s sk sk ) s s sk sk sk sk sk sk stk sk kot kol sk skoskoskokokokokokokokokokokokokokokokok
e st st s e she st st s e ke sk steste sk seskeskestesieskeoske ) steskesk stk sk stestok skokoskokokokoskok

Recommendation 7- e s s st sheshe ke s sk s st sheshe ke sk s st sheske ke sk sk kst ske sk 7) sk sk steskeskeoskoskosko sk sk skeskeoslkokokokoskokokokokok skokokokok
**********************************************2****************************

3Fe e e s o st sheshe s sk s s st sheshe s sk sk st sheste ke kst sk st sheste s sk st sk stesteske sk sk sk e steskeskeoskoske sk ) sheste sk sk sk st skeskeoskokosk ok skeoskolkoskok sokolokokok skokokok
**************************************2*********************

Management’s Response: The IRS agreed with this recommendation. The
evaluation of improvements to the overall compliance strategy for General Business

Credits will consider the continued need for *%% k¥ skkskskkkkosdodoksk sk kkodokok D kokkokokokok ok ok
*************************************2*******************************

**************************************2******************************
***********************2****************
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A Program Error Resulted in Needless Reviews of Tax Returns With
General Business Credit Claims

Our review identified 145,583 Tax Year 2011 tax returns that were incorrectly identified by an
IRS computer verification program as having a calculation error related to the amount claimed
for the General Business Credit. At the time a tax return is processed, IRS computer programs
verify the amount of the General Business Credit claimed by the taxpayer. Tax returns identified
as having an incorrect calculation are sent to the IRS’s Error Resolution function for review.

We estimate that the IRS wasted nearly 4,500 staff hours at a cost of approximately $76,000 for
the review of these incorrectly identified tax returns. There was no impact on these taxpayers
because Error Resolution function reviews are generally completed without delaying the
processing of tax returns. Figure 6 provides a breakdown of resources needlessly expended to
review these tax returns.

Figure 6: Staff Hour and Cost Calculation to Work Tax Returns
With Taxpayer Amount Accepted by the Tax Examiner

Tax Return Filing Method
Legacy | Modernized

Description e-File™ e-File™ Paper Total
Number of Tax Returns 64,202 67,960 13,421 145,583
Error Resolution and Support
Hours per Tax Return 0.028 0.0303 0.0448
Calculated Staff Hours 1,798 2,059 601 4,458
Error Resolution and Support
Cost per Tax Return $0.47 $0.52 $0.74
Calculated Cost™ $30,178 $35,645 $9,913 $75,736

Source: TIGTA analysis of the IRTF, as of October 25, 2012, and IRS Document 6746.

On December 14, 2012, we brought this concern to IRS management’s attention. Based on our
observations, IRS management determined that there was a programming error in the calculation
of the allowable General Business Credit amount. This error resulted in tax returns being sent to
the Error Resolution function. IRS management agreed to submit a work request by May 2013

' The Legacy e-File system was the IRS’s prior electronic filing system for accepting individual tax returns
electronically.

' The Modernized e-File system replaced the Legacy e-File system in Processing Year 2013 as the sole system for
accepting all e-filed individual tax returns. The processing year is the calendar year in which the tax return or
document is processed by the IRS.

2 Totals do not add due to rounding.
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to correct the programming. The IRS indicated that the corrected programming should be in
place by January 2014. Until that time, the IRS will continue to expend resources reviewing
General Business Credit claims for which taxpayers actually claimed the correct amount.
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Appendix |

Detailed Objective, Scope, and Methodology

Our overall objective was to assess the effectiveness of IRS controls to detect and prevent
questionable claims for the General Business Credit on individual income tax returns. To
accomplish this objective, we:

L. Determined if the IRS had effective processes and procedures to identify questionable
claims for the General Business Credit.

A. Reviewed Form 1040, U.S. Individual Tax Return, and Form 3800, General Business
Credit, instructions to identify taxpayer filing requirements to claim the General
Business Credit.

B. Reviewed the IRS’s Internal Revenue Manuals and Publication 1346, Electronic
Return File Specifications and Record Layouts for Individual Income Tax Returns, to
identify taxpayer requirements for attaching supporting schedules and forms to
substantiate entitlement to the credit and IRS procedures for processing individual tax
returns claiming the General Business Credit.

C. Compared the filing requirements between e-filed and paper-filed individual tax
returns to identify inconsistencies between the two filing methods.

D. Conducted a walkthrough at the Austin Submission Processing Site to observe efforts
taken to ensure the completeness of General Business Credit claims and to identify
questionable claims during processing.

E. Discussed with the Code and Edit and Error Resolution functions the steps taken to
ensure the accuracy of General Business Credit claims.

F. Interviewed IRS Submission Processing function personnel and reviewed
management information reports to identify the volume and cause of error conditions
associated with individual tax returns with General Business Credit claims.

G. Evaluated IRS post-processing compliance measures for questionable General
Business Credit claims.

1. Reviewed the examination process for individual tax returns with General
Business Credit claims.

2. Reviewed management information reports for examination results for General
Business Credit claims.
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3. Followed up on the implementation of corrective actions by the IRS in response
to a prior TIGTA report' to develop a compliance approach for taxpayers taking
the Disabled Access Credit without qualifying businesses.

II. Assessed the effectiveness of IRS processes to ensure that taxpayers claiming the General
BusﬁWSSCkedﬁ******************************2***************************
******2*******.

A. Identified 455,618 Tax Year* 2011 individual tax returns processed through

October 25, 2012, claiming $7,851,349,519 in General Business Credits on
Form 3800 from the IRTF.’

B skesteskosiosko ko steste ke skosie st e sheske sheoske sk s e sheske sk sk s stesheske sk sk e skeskeskeoskosk ) steste sttt kst sk skeoskokok sokokokokoskok skokolokokok
***************************************2****************************
*******************2*****

C. Determined if the General Business Credit claim is based on a pass-through entity
anangenmnt*****2*****4********************************************

***********************2**************************5

D. Identified 3,187 Tax Year 2011 e-filed returns claiming $1,212,115,082 in General
:Buﬁness(kedﬁs0nf%nnl3800***************************2*************
**************************2************.

III.  Evaluated the effectiveness of IRS controls to verify the accuracy of the carryforward

amount® portion of the General Business Credit claimed by taxpayers on their individual
tax return.

A. Reviewed Internal Revenue Manual procedures and met with IRS personnel to
identify processing controls to ensure the accuracy of the General Business Credit
carryforward amount claimed by the taxpayer.

B. Identified 51,484 Tax Year 2011 tax returns processed through October 25, 2012,
claiming a carryforward amount of $1,479,536,298 on Form 3800 from the IRTF.

"TIGTA, Ref. No. 2001-30-158, Some Individual Taxpayers Are Inappropriately Receiving Tax Credits Intended
for Businesses That Provide Access for Disabled Americans (Sept. 2001).

* A 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.

? IRS database that contains information originally filed by the taxpayer and transcribed from Forms 1040, 1040A,

and 1040EZ, Income Tax Return for Single and Joint Filers With No Dependents, and their accompanying forms and
schedules.
4*****************2*******************************f

5****************************2**************************************************

® A carryforward is the amount of the General Business Credit that is unused because of the tax liability limit for
claiming the credit.
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C. Determined from the IRTF extract whether the taxpayers who claimed a carryforward

credit amount on their Tax Year 2011 tax return **®¥¥#kkskskkkrhokokoskskkkdododkokokkox x
***********2********************f

1 ***************************************2*******************************************

e ke e s st st she ke e sk sk s st sheske sk sk st steskeskeosk sk sk soskoskeoskokosiok skl ) skeokokstokolokokok skokokolokokok

2 ****************************2*********************************
e ke e s s st sheshe s sk sk st st sheshe sk sk sk st sk steske sk sk sk ke st sk 7) sk sk stesteste sk sk sk sk st stk sk sk steoskoslokokok skokokolokok
***2****

D. Identified 3,998 Tax Year 2011 tax returns claiming $40,956,599 ***Q sk

***********************************2*****************************
e ke e s s st sheshe s sk sk s st sheske s sk sk st st sheske s sk s st steske sk sk ke sk sk 7) sk sk e steske sk sk sk sk stk stk koskok sokoskokokok ko kokok

IV.  Determined whether taxpayers met eligibility requirements to claim the General Business
Credit when the tax return was processed.

A. Identified a population of 455,618 Tax Year 2011 tax returns processed through
October 25, 2012, claiming a General Business Credit on Form 3800 from the IRTF.

B. Reviewed statistically valid random samples of 142 e-filed and 142 paper-filed tax
returns from the IRTF extract.” For each sampled tax return, we:

1. Determined if the taxpayer complied with filing and documentation requirements.

2. Determined if the taxpayer was entitled to the s asx skt askoxskx
****2****%

3 Determined Whether a e e s s st s sheshe s sk s st sheshe sk sk sk sk steske ke sk sk e skeskeskoko sk ) steskeskeokoskok sokokokokokkokokok
***************************2*******************

4. Identified any adjustments to the General Business Credit claim and determined
the cause of the error condition and whether it was correctly resolved.

C. Identified 36 Tax Year 2011 tax returns claiming *##sddctaiciaciclck g stttk
********************************2**********************************

*********************************2*****************************
*******************2******************

" We used attribute sampling to calculate the minimum sample size based on a confidence level of 90 percent, an
expected rate of occurrence of 5 percent, and a precision rate of + 3 percent. We selected statistically valid random
samples to help quantify the extent of the problem over the entire population.
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Data validation methodology

During this review, we relied on data extracted from the IRTF for Processing Years® 2012 and
2013 and from the Business Master File’ through the end of Processing Year 2012 located on the
TIGTA Data Center Warehouse. We also relied on data extracts from the IRS’s Tax Return
Database'® for Tax Years 2010 and 2011 that were provided by the TIGTA Office of
Investigations’ Strategic Data Services. To assess the reliability of computer-processed data,
programmers within Strategic Data Services validated the data files on the Data Center
Warehouse and the data extract files, while we ensured that each data extract contained the
specific data elements we requested and that the data elements were accurate. For example, we
reviewed judgmental samples'' of the data extracts and verified that the data in the extracts were
the same as the data captured in the IRS’s Integrated Data Retrieval System."” In addition, we
compared data to the physical tax returns as appropriate to verify that the amounts were
supported. As a result of our testing, we determined the data used in our review were reliable.

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 the following
internal controls were relevant to our audit objective: processes and procedures to identify
questionable claims for the General Business Credit. We evaluated the controls by reviewing the
IRS’s Internal Revenue Manuals used by Submission Processing function personnel,
interviewing IRS management, and evaluating applicable documentation and management
information reports.

¥ The calendar year in which the tax return or document is processed by the IRS.

’ The IRS database that consists of Federal tax-related transactions and accounts for businesses. These include
employment taxes, income taxes on businesses, and excise taxes.

' The database containing tax return source information for e-filed tax returns and tax forms.

""" A judgmental sample is a nonstatistical sample, the results of which cannot be used to project to the population.
12 IRS computer system capable of retrieving or updating stored information. It works in conjunction with a
taxpayer’s account records.
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Major Contributors to This Report

Augusta R. Cook, Acting Assistant Inspector General for Audit (Returns Processing and Account
Services)

Russell P. Martin, Acting Assistant Inspector General for Audit (Returns Processing and
Account Services)

Darryl Roth, Audit Manager

Van Warmke, Senior Auditor

Stephen Elix, Auditor

Nathan Smith, Auditor

Brian Hattery, Information Technology Specialist
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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:

e Revenue Protection — Potential; $4,820,232 in erroneous General Business Credits received

by 3,187 taxpayers for Tax Year 2011. There was no evidence that these taxpayers ***2%*%*
*****************************2******************(Seepage4)

e Revenue Protection — Potential; $1,390,321 in erroneous General Business Credits received

by 65 taxpayers claiming the Energy Efficient Home Credit for up to 20 years. There was no
evddencethatﬂmsetaxpayers******************************2*******************

kxR FHEE (see page 4).

Methodology Used to Measure the Reported Benefit:

We identified 406,756 e-filed Tax Year 2011 returns that claimed the General Business Credit on
Form 1040, line 53, as of October 25, 2012. From this population, we identified 10,258 tax

reanS************************2*********************************************
********************************2*****************************************
sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk skeoskosk sk sk sk sk sk sk ) skeoskoskeoskeoske sk sk sk sk sk sk sk skeskoskesk

2 . From the 10,258 tax returns, we

excluded returns that reported an EIN, carryforward amounts,' or vehicle credits allowed to be

claimed as personal use on Form 3800, General Business Credit. After this analysis, we
idenﬁﬁed3 187taxreuwns****************************2*************************
b

***************************************2*************************************

FaAxkD**  These taxpayers reported $1,212,115,082 in General Business Credits on Form 3800
and offset their Tax Year 2011 income tax by $4,820,232 using the credits.

From this analysis, we determined that 1,956 (61 percent) of the 3,187 Tax Year 2011 returns
involved claims for the Energy Efficient Home Credit and accounted for all but $1,115,748 of
the $1,212,115,082 in General Business Credits reported on Form 3800. Our review determined
that as of June 9, 2013, 1,661 (85 percent) of the 1,956 taxpayers have filed their Tax Year 2012

!'We excluded tax returns with carryforward amounts reported on Form 3800, Part I, line 4, and tax returns with
credits on Form 3800, Part II1, line 3 and lines 4a through 4h. The credits on Part III, line 3 and lines 4a through 4h
can also be claimed as carryforward amounts and Part 11, lines 22 and 34 identifying the carryforward amount are
not transcribed.
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tax return, and 65 of the 1,661 taxpayers reported a General Business Credit carryforward
amount on Form 3800 totaling $194,894,318. These 65 taxpayers offset their Tax Year 2012
income tax by $108,856 and may continue to offset their income tax with the unused credit
amounts until the full amount of the credit is offset against income tax for up to 20 years
(including Tax Year 2012). We estimated the amount these taxpayers may offset against future
income tax based upon the amount the taxpayers offset against their income tax during Tax
Year 2012 and until the credit is fully offset against income tax or 20 years to be $1,390,321.

Type and Value of Outcome Measure:

e Revenue Protection — Potential; $9,916,363 in erroneous General Business Credits received
by 1472taXpayerS*********2********2***********************************
b

RAdckdckckk D dokek xR, 1n a pass-through entity (see page 10).

Methodology Used to Measure the Reported Benefit:

We identified 406,756 e-filed Tax Year 2011 returns that claimed the General Business Credit on
Form 1040, line 53, as of October 25, 2012. From this population, we identified 330,260 tax

returns that reported a General Business Credit sttt st aokor D dofsstofowsiol ootk
*****************************************2********************************

e e e s s s ke she sk sk sk st sheshe ke sk sk sk st sheshe s sk st st sheske ke sk s st skeske sk sk sk skeskeske sk 7) kst ske stk kst ko steste stk ik soskoskeoskokoskokostokolokokok skokok
***************************************2***********************************

s dckickkk® and can offset their income tax with the unused credit amounts until the full
amount of the credit is offset against income tax for up to 20 years.

Type and Value of Outcome Measure:

e Revenue Protection — Potential; $40,956,599 in erroneous General Business Credits received
by:%gggtaxpayers**************2*************(Seepage10)

Methodology Used to Measure the Reported Benefit:

We identified 455,618 Tax Year 2011 returns that claimed the General Business Credit on
Form 1040, line 53, as of October 25, 2012. From this population, we identified 51,484 tax
returns reporting $1,479,536,298 in carryforward General Business Credits on Form 3800, Part I,

line 4. From the population of taxpayers with *# kst skttt skt ok ook
stk ok sk ok sk ok sk sk ok skok ks k R Rk kR Rk R sk sk Rk kR sk ok ) sk sk sk kst sksk ok stk ksl sk sk sk sk ok kR sk kR skok Rk ok ok

2 ******************************2****************
3 ************************************************************2*****************************
*******************2************************

Page 22



5:? \Z Unsupported and Potentially Erroneous Claims

2 = for General Business Credits Are Not Always

%ﬁ} 'S ldentified When Tax Returns Are Processed
Ry

************************2************4 >k ok s sk sk sk sk s sk s sk sk s sk s sk sk sk sk sk sk sk sk sk sk sk skeosk ki sk
**************************************2*************************************
e e s s ot s sheshe s sk s e sheshe e sk sk st st sheshe sk sk st st sheske sk sk sk steske stk sk sk ) sheskeosk sk sk steste stk kst st stttk sk steskosteokokok skokokokokokok sokolokokok
**************************************2************************************

kxxD**%** General Business Credit by $40,956,599. These taxpayers can continue to offset
their income tax with the unused credit amounts until the full amount of the credit is offset
against income tax or for up to 20 years.

Type and Value of Outcome Measure:

e Inefficient Use of Resources — Potential; $378,680 ($75,736 over five years) in resources that
could be applied to other Submission Processing function programs that was needlessly
expended for the review of tax returns with General Business Credit claims (see page 13).

Methodology Used to Measure the Reported Benefit:

As of October 12, 2012, 145,583 Tax Year 2011 tax returns were erroneously identified by IRS
computer processing programs as containing a mismatch between what the taxpayers computed
as their General Business Credit and the amount the IRS computed. A computer programming
error in the IRS calculation of the allowable General Business Credit amount resulted in these
tax returns being needlessly sent to the Error Resolution function during Processing Year’ 2012.
The Error Resolution function used 4,458 staff hours at a cost of $75,736 for the review of tax
returns containing the preventable error condition. We calculated this amount based on the
average Error Correction/Resolution and Support Cost as reported in IRS Document 6746, Cost
Estimate Reference, dated March 2012. If the IRS had not needlessly expended resources
reviewing General Business Credit claims for which the taxpayer claimed the correct amount for
the credit, $378,680 could have been used for other Submission Processing function programs
over five years ($75,736 X 5). Figure 1 presents the details of our estimate for inefficient use of
resources.

4 ************************************2*************************************************
*****************2************

> The calendar year in which the tax return or document is processed by the IRS.
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Figure 1: Staff Hour and Cost Calculation to Work Tax Returns
With Taxpayer Amount Accepted by the Tax Examiner

Tax Return Filing Method

Legacy | Modernized

Description e-File® e-File’ Paper Total
Number of Tax Returns 64,202 67,960 13,421 145,583
Error Resolution and Support 0.028 0.0303 0.0448
Hours per Tax Return ' ' '
Calculated Staff Hours 1,798 2,059 601 4,458
Error Resolution and Support
Cost per Tax Return $0.47 $0.52 $0.74
Calculated Cost® $30,178 $35,645 $9,913 | $75,736

Source: TIGTA analysis of the IRTF, as of October 25, 2012, and IRS Document 6746.

® The Legacy e-File system was the IRS’s prior electronic filing system for accepting individual tax returns

electronically.

" The Modernized e-File system replaced the Legacy e-File system in Processing Year 2013 as the sole system for

accepting all e-filed individual tax returns.
¥ Totals do not add due to rounding.
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Appendix V

Form 3800, General Business Credrt

3800 General Business Credit OMB No. 1545-0895
Form ) w

» See separate instructions. Anén(_/ .t' 1
Department of the Treasu achmen
Intornal Revenuo Service gg) > Attach to your tax return. Sequence No. 22

Name(s) shown on return Identifying number

Curr&_ent Yea_r Credit for Credits Not Allowed Against Tentative Minimum Tax (TMT)
(See instructions and complete Part(s) Il before Parts | and Il)
1 General business credit from line 2 of all Parts Il with box Achecked . . . . . . . . . 1
2 Passive activity credits from line 2 of all Parts Il with box B checked 2 | |
3 Enter the applicable passive activity credits allowed for 2011 (see instructions) . . 3
4 Carryforward of general business credit to 2011. Enter the amount from line 2 of Part III wwlh box
C checked. See instructions for schedule to attach . . . 4
5 Carryback of general business credit from 2012. Enter the amount from \lne 2 of Part III wwth box
D checked (see instructions). . . . . . . . . . . . . . . o . . . . . . . 5
Addlines1,3,4,and5 . . . . . . . . . . . L . ... ... 6

m Allowable Credit

Regular tax before credits:
* |[ndividuals. Enter the amount from Form 1040, line 44, or Form 1040NR, line 42
e Corporations. Enter the amount from Form 1120, Schedule J, Part |, line 2; or the
applicable line of your return . . . L. 7
s Estates and trusts. Enter the sum of the amounls from Form 1041 Schedule G,
lines 1a and 1b; or the amount from the applicable line of your return
8  Alternative minimum tax:
= Individuals. Enter the amount from Form 6251, line 35 S e e
* Corporations. Enter the amount from Form 4626, line 14 . . - L. 8
+ Estates and trusts. Enter the amount from Schedule | (Form 1 041) Ilne 56 .

9 Addlines7and8 . . . . . . . . . . . . ... .. 9
10a Foreigntax credit . . . . | 10a | |
b Personal credits from Form 1040 or 104ONR (see |nslrucl|ons) | 10b | |
¢ Addlines10aand10b . . . . . . . . . . . . . L. L. ... oo 10c
11 Net income tax. Subtract line 10c from line 9. If zero, skip lines 12 through 15 and enter -0- on line 16a 11
12 Net regular tax. Subtract line 10c from line 7. If zero or less, enter -0- 12

13 Enter 256% (.25) of the excess, if any, of line 12 over $25,000
(see instructions) . . - - - 13
14 Tentative minimum tax:
s Individuals. Enter the amount from Form 6251, line 33
* Corporations. Enter the amount from Form 4626, line 12 . . . 14
» Estates and trusts. Enter the amount from Schedule |
(Form 1041), line 54 . - e
15 Enter the greater of line 13 orline14 . . . . _ . . . . . _ . . . . . . 15

16a Subtract line 15 from line 11. If zero or less, enter - - 16a
b For a corporation electing to accelerate the research credlt enter the bonus deprecwatlon

amount attributable to the research credit (see instructions) . . . . . . . . . . . . 16b

¢ Add lines 16a and 16b S oo 16c

17a Enter the smaller of line 6 or line 16c . e 17a

C corporations: See the line 17a |nslruct|ons if there has been an ownership change,
acquisition, or reorganization.
b Enter the smaller of line 6 or line 16a. If you made an entry on line 16b, go to line 17c; otherwise,

skip line 17c¢ (see instructions) . . . 17b
¢ Subtract line 17b from line 17a. Thls is the refundab\e amount for a corpora‘uon e-lect\ng lo
accelerate the research credit. Include this amount on Form 1120, Schedule J, Part I, line 19¢c
(or the applicable line of yourreturn) . . . . . . . . . . . . . . . . . . . . 17¢c
For Paperwork Reduction Act Notice, see separate instructions. Cat. No. 12302F Form 3800 (2011)

Page 25



Unsupported and Potentially Erroneous Claims
for General Business Credits Are Not Always
ldentified When Tax Returns Are Processed

Form 3800 (2011)

I  Allowable Credit (Continued)

Note. If you are not required to report any amounts on lines 22 or 24 below, skip lines 18 through 25 and enter -0- on line 26.

Page 2

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

Multiply line 14 by 75% (.75) (see instructions) .

Enter the greater of line 13 or line 18 .

Subtract line 19 from line 11. If zero or less, enter -0-

Subtract line 17b from line 20. If zero or less, enter -0- .

Combine the amounts from line 3 of all Parts lll with box A, C, or D checked .

Passive activity credit from line 3 of all Parts Ill with box B checked | 23 ‘

18

19

20

21

22

Enter the applicable passive activity credit allowed for 2011 (see instructions)
Add lines 22 and 24

Empowerment zone and renewal community employment credit allowed. Enter the smaller of
line 21 or line 25 Ce e e

Subtract line 13 from line 11. If zero or less, enter -0-

Add lines 17b and 26 .

Subtract line 28 from line 27. If zero or less, enter -0-

Enter the general business credit from line 5 of all Parts Il with box A checked .

Enter the total eligible small business credit from line 6 of all Parts [ll with box E checked

Passive activity credits from line 5 of all Parts Il with box B checked
and line 6 of all Parts il with box F checked . . . . . . . |32]

24

25

26

27

28

29

30

31

Enter the applicable passive activity credits allowed for 2011 (see instructions) .

Carryforward of business credit to 2011. Enter the amount from line 5 of Part lll with box C
checked and line 6 of Part lll with box G checked. See instructions for schedule to attach

Carryback of business credit from 2012. Enter the amount from line 5 of Part Ill with box D
checked and line 6 of Part Ill with box H checked (see instructions) .

Add lines 30, 31, 33, 34, and 35
Enter the smaller of line 29 or line 36

Credit allowed for the current year. Add lines 28 and 37.

Report the amount from line 38 (if smaller than the sum of Part |, line 6, and Part Il, lines 25 and
36, see instructions) as indicated below or on the applicable line of your return:

¢ Individuals. Form 1040, line 53, or Form 1040NR, line 50

* Corporations. Form 1120, Schedule J, Part [, line 5¢c

» Estates and trusts. Form 1041, Schedule G, line 2b

33

34

35

36

37

38

Form 3800 (2011)
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Form 3800 {2011) Page 3
Bl  General Business Credits or Eligible Small Business Credits (see insiructions)
Complete a separate Part lll for each box checked below. (see instructions)
A [ General Business Credit From a Non-Passive Activity E [] Eligible Small Business Credit From a Non-Passive Activity
B [] General Business Credit From a Passive Activity F [ Eligible Small Business Credit From a Passive Activity
C [ General Business Credit Carryforwards G [] Eligible Small Business Credit Garryforwards
D [ General Business Credit Carrybacks H [ Eligible Small Business Credit Carrybacks
I If you are filing more than one Part lll with box A, B, E, or F checked, complete and attach first an additional Part Il combining
amounts from all Parts Il with box A, B, E, or F checked. Check here if this is the consolidated Part il . . . . . . . P []
(a) Description of credit - (b) ) (©)
Note: On any line where the credit is from more than one source, a separate Part Il is lf:;r'ﬁ'g‘g;?s;hﬁlgﬁgﬁ Enter the appropriate
needed for each pass-through entity. entity, enter the EIN amount
1a Investment (Form 3468, Part |l only) (attach Form 3468) . . . . . . . 1a
b Reserved for future use . . e e e e 1b
c Increasing research activities (Form 6765) e e ic
d Low-income housing (Form 8586, Part l only) . . . id
e Disabled access (Form 8826) (do not enter more than $5 ODU in column (c) of
Parts lll with box A, B, E, or F checked, combined) . . . . . . 1e
f Renewable electricity, refined coal, and Indian coal production (Form 8835) 11
g Indian employment (Form 8845) . . . . . _ . . . . . . . . . 1g
h Orphandrug (Form8820) . . . . . . . . . . . . . . . . . ih
i New markets (Form 8874) . . . . Ce e 1i
j Small employer pension plan startup costs (Form 8881) (do not enter more than
$500 in column (c) of Parts Ill with box A, B, E, or F checked, combined) . . 1j
Kk Employer-provided child care facilities and services (Form 8882) . . . . 1k
| Biodiesel and renewable diesel fuels (attach Form 8864) . . . . . . . 1l
m  Low sulfur diesel fuel production (Form8896) . . . . . . . . . . im
n Distilled spirits (Form 8906) . . . e e in
o Nonconventional source fuel (Form 8907) e e 1o
P Energy efficient home (Form8908) . . . . . . . . . . . . . . ip
q Energy efficient appliance (Form8909) . . . . . . . . . . . . 1q
r Alternative motor vehicle (Form 8910) . . . Ce e ir
s Alternative fuel vehicle refueling property (Form 891 1) Ce e is
t Reserved for futureuse. . . e e e oo 1t
u Mine rescue team training (Form 8923) oo 1u
v Agricultural chemicals security (Form 8931) (do not enter more than $2 m||||on in
column (c) of Parts Ill with box A, B, E, or F checked, combined) . . . . . v
w  Employer differential wage payments (Form8932) . . . . . . . . . 1w
X Carbon dioxide sequestration (Form 8933) . . . e 1x
y Qualified plug-in electric drive motor vehicle (Form 8936) e 1y
z Qualified plug-in electric vehicle (Form 8834, Partlonly) . . . . . . . 1z
aa New hire retention (Form 5884-B) . . . 1aa
bb  General credits from an electing large partnersh\p (Schedule K 1 (Form 1065 B)) 1bb
zz Other . . . e e - 1zz
2 Add lines 1a through tzz and ehter here e e e 2
3 Enter the amount from Form 8844 . . . . e 3
4a Investment (Form 3468, Part Ill) (attach Form 3468) e 4a
b Work opportunity (Form 5884) . . . C e e 4b
c Alcohol and cellulosic biofuel fuels (Form 6478) C e e 4c
d Low-income housing (Form 8586, Partll) . . . . 4d
e Renewable electricity, refined coal, and Indian coal produchon (Form 8835) de
f Employer social security and Medicare taxes pa|d on certain employee tips
(Form8gs46) . . . . C e e e e af
g Qualified railroad track maintenance (Form 8900) C e e e e 4g
h Small employer health insurance premiums (Form 8941) . . . . . . . 4h
i Reserved for futureuse . . . . . . . . . . . . . . . . . 4i
j Reserved for futureuse . . . . . . . . . . . . . . . . . 4j
z Other . . e e e e e 4z
5 Add lines 4a through 4z and enter here Lo 5
6 Addlines2,3,and5 . . . . . . . . . . . . . . . . . . 6
Form 3800 (2011)
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Appendix VI

Source Credit Forms for General Business Credits

1. Form 1065-B, Schedule K-1, Partner’s Share of Income (Loss) From an Electing Large
Partnership — Credit applies to those credits that are taken by the partnership but not
separately reported to partners.

2. Form 3468, Investment Credit — Credit consists of the total of the following credits:
rehabilitation credit, energy credit, qualifying advanced coal project credit, qualifying
gasification project credit, qualifying advanced energy project credit, and qualifying
therapeutic discovery project credit.

3. Form 5884, Work Opportunity Credit — Credit applies to businesses that hire individuals
from targeted groups that have a particularly high unemployment rate or other special
employment needs.

4. Form 5884-B, New Hire Retention Credit — Credit is available to a business that hires a
qualified employee and the employee works for the business at least 52 consecutive
weeks.

5. Form 6478, Alcohol and Cellulosic Biofuel Fuels Credit — Credit consists of the alcohol
mixture credit, alcohol credit, small ethanol producer credit, and cellulosic biofuel
producer credit.

6. Form 6765, Credit for Increasing Research Activities — Credit is designed to encourage
business to increase the amounts they spend on research and experimental activities,
including energy research.

7. Form 8586, Low-income Housing Credit — Credit generally applies to each new qualified
low-income building placed in service after 1986 and is used by owners of qualified
residential rental buildings in low-income housing projects.

8. Form 8820, Orphan Drug Credit — Credit applies to qualified clinical testing expenses
paid or incurred during the tax year.

9. Form 8826, Disabled Access Credit — Credit applies to amounts paid or incurred by the
eligible small business to comply with applicable requirements under the Americans With
Disabilities Act of 1990 (Public Law 101-336) as in effect on November 5, 1990.

10. Form 8834, Part I only, Qualified Plug-in Electric and Electric Vehicle Credit — Credit is
for certain qualified plug-in electric vehicles.
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11. Form 8835, Renewable Electricity, Refined Coal, and Indian Coal Production Credit —
Credit is allowed for the sale of electricity, refined coal, or Indian coal produced in the
United States or U.S. possessions from qualified energy resources at a qualified facility.

12. Form 8844, Empowerment Zone and Renewal Community Employment Credit — Credit is
available to employers for wages paid to qualified employees residing in an empowerment
zone for which the credit is available.

13. Form 8845, Indian Employment Credit — Credit applies to qualified wages and health
insurance costs paid or incurred for American Indians who are qualified employees.

14. Form 8846, Credit for Employer Social Security and Medicare Taxes Paid on Certain
Employee Tips — Credit is generally equal to the employer’s portion of Social Security and
Medicare taxes paid on tips received by employees of a food and beverage establishment
where tipping is customary.

15. Form 8864, Biodiesel and Renewable Diesel Fuels Credit — Credit applies to certain fuel
sold or used in business and consists of the following: biodiesel credit, renewable diesel
credit, biodiesel mixture credit, renewable diesel mixture credit, and small agri-biodiesel
producer credit.

16. Form 8874, New Markets Credit — Credit is for qualified equity investments made in
qualified community development entities.

17. Form 8881, Credit for Small Employer Pension Plan Startup Costs — Credit applies to
pension plan startup costs of a new qualified defined benefit or defined contribution plan.

18. Form 8882. Credit for Employer-Provided Childcare Facilities and Services — Credit
applies to the qualified expenses paid for employee childcare and qualified expenses paid
for childcare resource and referral services.

19. Form 8896, Low Sulfur Diesel Fuel Production Credit — Credit is for the production of
low sulfur diesel fuel by a qualified small business.

20. Form 8900, Qualified Railroad Track Maintenance Credit — Credit applies to qualified
railroad track maintenance expenditures paid or incurred during the tax year.

21. Form 8906, Distilled Spirits Credit — Credit is available to eligible wholesalers of distilled
spirits.

22. Form 8907, Nonconventional Source Fuel Credit — Credit is allowed for qualified coke or
coke gas produced and sold to an unrelated person during the tax year.

23. Form 8908, Energy Efficient Home Credit — Credit is available for eligible contractors for
each qualified energy efficient home sold or leased to another person during the tax year
for use as a residence.
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Form 8909, Energy Efficient Appliance Credit — Credit is available to manufacturers of
qualified energy efficient appliances, i.e., eligible dishwashers, clothes washers, and
refrigerators.

Form 8910, Alternative Motor Vehicle Credit — Credit is for the following vehicles placed
in service: qualified fuel cell motor vehicle, advanced lean burn technology motor
vehicle, qualified hybrid motor vehicle, qualified alternative fuel motor vehicle, and
qualified plug-in electric drive motor vehicle conversion.

Form 8911, Alternative Fuel Vehicle Refueling Property Credit — Credit applies to the cost
of any qualified alternative fuel vehicle refueling property placed in service.

Form 8923, Mine Rescue Team Training Credit — Credit applies to training program costs
paid or incurred for certain mine rescue team employees.

Form 8931, Agricultural Chemicals Security Credit — Credit applies to qualified
agricultural chemicals security costs paid or incurred by eligible agricultural businesses.

Form 8932, Credit for Emplover Differential Wage Payments — Credit provides certain
small businesses with an incentive to continue to pay wages to an employee performing
services on active duty in the uniformed services of the United States for more than

30 days.

Form 8933, Carbon Dioxide Sequestration Credit — Credit is allowed for qualified carbon
dioxide that is captured and disposed of or captured, used, and disposed of by the taxpayer
in secure geological storage.

Form 8936, Qualified Plug-in Electric Drive Motor Vehicle Credit — Credit is for new
qualified plug-in electric drive motor vehicles placed in service during the tax year.

Form 8941, Credit for Small Employer Health Insurance Premiums — Credit applies to the
cost of certain health insurance coverage provided to certain employees.
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Appendix Vi

Management’s Response to the Draft Report

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
ATLANTA, GA 30308

COMMISSIONER
WAGE AND INVESTMENT DIVISION

JuL 292013

MEMORANDUM FOR MICHAEL E. MCKENNEY

ACTING DEP INSPELTOR GENERAL FOR AUDIT

FROM: Peggy Bogadi
Commissioner, Wage %%t investrhent Division

SUBJECT: Draft Audit Report — Unsupported and Potentially Erroneous
Claims for General Business Credits Are Not Always Identified
When Tax Returns Are Processed (Audit # 201240031)

Thank you for the opportunity to review the subject draft report. We agree that
procedures should be reviewed to identify improvements in the detection of
questionable General Business Credit claims. An evaluation of our compliance strategy
will be completed to identify systemic and operational changes to improve detection
processes. Treatment streams will be evaluated to determine how we can effectively
use available resources to address the risk presented.

The maost substantial finding in the report js atiributable to claims for the Energy Efficient
Home Credit (EEHC). The Treasury Inspector General for Tax Administration (TIGTA)
suggests that some of the questionable claims may have been attributable to taxpayers
mistakenly claiming the EEHC when they intended to claim the Residential Energy
Credit. We agree with that assumption and believe it is supported, as noted in the
report, by the finding that of the 1,956 taxpayers whose claims for Tax Year 2011
appear to be erroneous, only 65 of those taxpayers claimed a carryover credit on their
2012 return. We will review those claims, as well as any similar first-time claims made
on 2012 returns by taxpayers not included in the 2011 analysis.

We agree with all of the recommendations made in the report; however, we believe it is
critical to the success of our corrective actions that the compliance strategy be
developed prior to taking specific actions. That strategy will need to consider treatment
streams and resources to address the questionable claims, and will determine the
procedural changes that should be implemented for return processing, revisions to
forms or instructions, and any underlying programming changes to be made to our
systems. Since actions identified by the strategy may be dependent on funding and
resource prioritization that is beyond the control of the IRS or the Wage and Investment
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Division, we will identify any stop-gap measures that can be implemented immediately,
but will consider completion of the compliance strategy evaluation as the milestone for
closing the corrective actions.

We disagree with the outcome measure of $195 million attributable to the gross EEHC
claimed by the 65 taxpayers who initially claimed the credit on their 2011 returns, and
continued to claim a carryforward of the credit on their 2012 return. The outcome
measure is based on the gross amount the taxpayers calculated on Form 8908, Energy
Efficient Home Credit. Although the gross credit appears to be substantially inflated, the
benefit the taxpayers receive over the 20-year carryforward period is limited to actual
tax liability, and may be further reduced by any alternative minimum tax liabilities. We
acknowledge that, left unchallenged, the taxpayers could avoid any net tax liability over
20 years; however, the projected harm to the government is not realistic. Using the
TIGTA's example', the taxpayer, averaging an actual tax liability of $2,000 per year,
would realize a benefit of only $40,000 over the duration of the 20-year carryforward
period. The remaining credit of $49,960,000 would expire, unused. Assuming a flat 35
percent tax rate, the taxpayer would need 10 have taxable income in excess of $7.1
millionzdoilars in each of the 20 years in order to use the full amount of the erroneous
credit.

We do agree with the $4.8 million outcome measure, which reflects the actual benefit
received by the 1,956 taxpayers who were allowed the EEHC on their 2011 retums. The
remaining outcome measures are not disputed. It should be noted, however, that
programming changes to correct the erroneous referrals of some returns claiming
General Business Credits to the Error Resolution System are scheduled to be
implemented for the 2014 Filing Season, thus reducing the $378,680 outcome measure
by $227,208°.

Attached are our comments to your recommendations. If you have any questions,
please contact me, or a member of your staff may contact Steve Klingel, Director,
Reporting Compliance, Wage and Investment Division, at (404) 338-9085.

Attachment

! Pages 6 and 7 of the subject report,
2 ($50 million divided by 35 percent) divided by 20 years.
3$75,736 X 3 years.
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Attachment
Recommendations
The Commissioner, Wage and Investment Division, should:

Recommendation 1
Develop a process to identify tax returns with claims for General Business Credits that ****2**#**x**x

-k*****-k*****-k*****-k**************************2**-k-k****-k-k****-k-k****-k-k*****-k****************

-k*****-k*****-k*****-k****2******-k*****-k*****-k*****-k-k****-k-k****-k-k****-k-k*****-k****-k***********

-k-k*********-k*****-k*******2**************

Corrective Action
The compliance strategy will be evaluated and enhanced to address questionable claims of General Business

Credits (GBC). The enhancements will address the identification and treatment of returng*********xx*kpxkxxk
*khkkkk ************************2****************************.

Implementation Date
April 15, 2015

Responsible Official
Director, Reporting Compliance, Wage and Investment Division

Corrective Action Monitoring Plan
We will monitor this corrective action as part of our internal management control system.

Recommendation 2
Determine the validity of the credits claimed for the 1,956 individuals we identified who claimed the Energy
Efficient Home Credit****#*** ieisisikiiaiaiaiaiaie ek Fkkkkdkkokkkkkkok ok Fekkkkkkekek

**47(7( *k*k *k* *k* *kk * * *

Corrective Action

We will review the returns identified as claiming the Energy Efficient Home Credit ***2*******
FhkkkkkkQRFIIIIK Fkdkkdkrddrk QR AI I AT R FIRFI* A risk-based approach will be used to determine the
appropriate follow-up actions with the taxpayers (e.g. soft notices or examinations).

Page 33



Unsupported and Potentially Erroneous Claims
for General Business Credits Are Not Always
ldentified When Tax Returns Are Processed

Implementation Date
April 15, 2014

Responsible Official
Director, Reporting Compliance, Wage and Investment Division

Corrective Action Monitoring Plan
We will monitor this corrective action as part of our internal management control system.

Recommendations
The Commissioner, Wage and Investment Division, should:

Recommendation 3
****************************************2*************************************************

alsiaieiaialeiaie *x ihalie kel FrdkFdRx kR kR Rk R kkxx***, This should include programming to
reject e-filed tax returns with this condition.

Corrective Action
The compliance strategy will be evaluated and enhanced to address programming or procedural changes needed

1 H H 1 1 Khkhkkkhkhkhkhkhkkhhkhkkhkhkhkhkhkkhhkhkkhkhkhhkhkhhkhk)hkhhkhkhhkhhhhhhihkkx
to identify returns claiming GBCs purporting to 2
**************************************2***************************************************

******************************************2******************************************* .
’

however, evaluation of the compliance strategy will consider alternative options such as referral for review by
the Error Resolution System or by the Compliance function.

Implementation Date
April 15, 2015

Responsible Official
Director, Reporting Compliance, Wage and Investment Division

Corrective Action Monitoring Plan
We will monitor this corrective action as part of our internal management control system.

Recommendation 4
*****************************************************2************************************

*************************2************************

Corrective Action
The compliance strategy will be evaluated and enhanced to address programming or procedural changes needed

to identlfy and address returns ****-k-k****-k*****-k*****-k****2******-k*****-k*****-k*****-k*****-k*****

Implementation Date
April 15, 2015
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Responsible Official
Director, Reporting Compliance, Wage and Investment Division

Corrective Action Monitoring Plan
We will monitor this corrective action as part of our internal management control system.

Recommendation 5

Verify whether the 1,787 individuals we identified as ****** koo ko dk ko kkokeok
-k*****-k-k****-k********************2***-k****************-k******-k***l

Corrective Action

We Wl” I'EVIeW the returns |dent|f|ed as*****************-k***********2***********
*****************************************2************************************. A I’ISk-baSEd
approach will be used to determine the appropriate follow-up actions with the taxpayers (e.g. soft notices or
examinations).

Implementation Date
April 15, 2014

Responsible Official
Director, Reporting Compliance, Wage and Investment Division
Director, Campus Reporting Compliance, Small Business/Self-Employed Division

Corrective Action Monitoring Plan
We will monitor this corrective action as part of our internal management control system.

Recommendation 6
Develop a process to ensure taxpayers********************************2*************

*********************************************2********************************************

* %%k * %% * %%k * %%k * %% * %% * %%k Kkkh)Rhhk * %%k * %%k * %%k * %% * %%k * %%k

* %%k * %%k * %%k * %% * %%k *kkh)Rhkk * %%k * %%k * %%k * %%k

Corrective Action

The evaluation of improvements to the overall compliance strategy for GBCs will consider and address the
Contlnued need for *******************************2******************************************

*********************************************************************************2********
************************************************************************************2*****

*hkkkkkhhkkhkhhkkhhkhrhkkhkhhihkhkhhkihkhirhkkihhihkikhhikkx

Implementation Date
April 15, 2015
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Responsible Official
Director, Reporting Compliance, Wage and Investment Division

Corrective Action Monitoring Plan
We will monitor this corrective action as part of our internal management control system.

Recommendation 7

***************************************2**************************************************

*******************************************2**********************************************
************-k*****-k*****-k*****-k*****-k*****-k****2******-k-k****-k-k****-k-k****-k-k****-k*****-k*****

************************2***************************

Corrective Action

The evaluation of improvements to the overall compliance strategy for GBCs will consider the continued need
for***************************************2************************************************

* %k %k * %%k * %% * %k %k * k% * %% * %k %k ke * %% * %%k * %k %k * %% * %%k * %% * k%

Implementation Date
April 15, 2015

Responsible Official
Director, Reporting Compliance, Wage and Investment Division

Corrective Action Monitoring Plan
We will monitor this corrective action as part of our internal management control system.
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