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September 27, 2017  

Highlights of Reference Number:  2017-10-079 
to the Internal Revenue Service Human Capital 
Officer. 

IMPACT ON TAXPAYERS 
According to debt lists provided by the IRS, 
7,654 current or former IRS employees owed 
nontax debts, e.g., salary overpayments, unpaid 
health insurance premiums, totaling 
approximately $7.5 million in December 2016.  
Effective collection of these debts is important to 
ensure that Federal tax dollars are appropriately 
used. 

WHY TIGTA DID THE AUDIT 
This audit was initiated to determine whether 
IRS processes reasonably ensure that recorded 
nontax debts owed by employees are 
appropriately administered.  
WHAT TIGTA FOUND 
IRS officials have taken actions to improve the 
administration and collection of outstanding 
employee debt.  For example, the IRS stated it 
had formed a working group to identify and 
address root causes of employee debt, and 
implemented strategies to accelerate debt 
collection, such as increasing the dollar amount 
of debts that are automatically garnished from 
employee wages.  While these actions appear 
reasonable, it is difficult for the IRS to easily 
determine the impact of these improvements 
because the IRS does not receive reliable 
reports to determine how nontax debts were 
resolved.   

The IRS contracts with the Department of 
Agriculture’s National Finance Center to 
establish, monitor, and collect receivables from 
current and former IRS employees.  While 
IRS officials are responsible for providing 

oversight of debt collection activities, they were 
unable to provide basic information on the 
results of the collection efforts.  IRS officials 
were unaware of how debts were being resolved 
because the IRS only receives debt lists from 
the National Finance Center of employees 
whose debts are currently outstanding. 

The IRS also could not provide evidence that it 
approved the cancellation of employee nontax 
debts as required.  TIGTA reviewed a random 
sample of employee nontax debts and found 
that the IRS did not retain any documentation 
showing debt cancellations or write-offs were 
approved.  Using the information from the 
random sample, TIGTA estimates that the IRS 
does not have documentation supporting debt 
cancellations or write-offs for more than 
1,000 nontax debts totaling more than 
$1.7 million between January 2015 and 
December 2016.   

Finally, IRS processes did not ensure that 
collection actions were taken timely.  For 
instance, TIGTA reviewed a random sample of 
nontax debts and found that 18 percent of 
employee accounts were not timely classified as 
delinquent.  As a result, more enhanced 
collection actions, e.g., reporting to credit 
reporting bureaus, were delayed.  Timely 
collection actions are important because 
collection studies show that the collectability of 
debt diminishes over time.  

WHAT TIGTA RECOMMENDED 
TIGTA recommended that the IRS Human 
Capital Officer:  1) obtain necessary information 
for overseeing the collection of employee debts 
and improve the timeliness of collection actions, 
2) retain evidence supporting debt cancellation 
authorizations, and 3) work with the Office of 
Chief Counsel to explore options to expedite the 
issuance of certain debt notification letters. 

In their response, IRS management agreed with 
the recommendations and is updating 
procedures associated with analyzing 
administrative debt management activities, 
processing debts, and retaining records.  In 
addition, the Human Capital Office will consult 
with the IRS Office of Chief Counsel on legal 
alternatives for expediting collection of health 
insurance receivables for seasonal employees.
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MEMORANDUM FOR INTERNAL REVENUE SERVICE HUMAN CAPITAL OFFICER 

 
FROM: Michael E. McKenney 
 Deputy Inspector General for Audit 
 
SUBJECT: Final Audit Report – Further Improvements Are Needed to Monitor 

and Collect Employee Nontax Debts (Audit # 201610024) 
 
This report presents the result of our review to determine whether Internal Revenue Service 
processes reasonably ensure that recorded nontax debts1 owed by employees are appropriately 
administered.  This review is included in our Fiscal Year 2017 Annual Audit Plan and addresses 
the major management challenge of Achieving Program Efficiencies and Cost Savings. 

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

Copies of this report are also being sent to the Internal Revenue Service managers affected by the 
report recommendations.  If you have any questions, please contact me or Gregory D. Kutz, 
Assistant Inspector General for Audit (Management Services and Exempt Organizations). 
 
 
 

                                                 
1 We did not review travel, relocation, and training debts, which are administered by the Chief Financial Officer and 
the Office of Chief Counsel.   
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Background 

 
Effective collection of Federal nontax debts is important to ensure that Federal tax dollars are 
appropriately used.  The Internal Revenue Service’s (IRS) Human Capital Office is responsible 
for overseeing the collection of the following nontax debts owed by IRS employees to the 
Federal Government: 

• Advanced leave debts are created when an employee is granted advance sick or annual 
leave in excess of his or her leave balance, which creates a balance due when the 
employee separates from the IRS.   

• Salary Overpayment debts are created as a result of erroneous payments, such as an 
administrative error from time and attendance transactions, payroll processing, or 
personnel actions. 

• Federal Employee Health Benefit (FEHB) debts are created as a result of unpaid health 
insurance premiums.  For instance, seasonal employees generally work at the IRS for 
only several months of the year, e.g., January through April, and are then placed in 
nonpay status.  When placed in nonpay status, the employee may elect to continue health 
insurance coverage with the IRS paying both the employer’s and employee’s portion of 
the premium.  When the employee returns to work, the employee is required to repay the 
debt and his or her salary is deducted to pay back one past premium, along with their 
current premium, per pay period until the debt is repaid in full to the Federal 
Government. 

• Emergency Salary Payment debts are issued only in emergency situations when an 
employee’s intended salary was not received in a timely manner and are considered loans 
from the IRS Accounting Office.  The payments must be repaid when the next regular 
salary payment is received.   

The IRS contracts with the Department of Agriculture’s National Finance Center (NFC) which is 
responsible for administrating the system that is used to collect employee nontax debt related to 
payroll and benefits.  This system is used to establish, collect, track, cancel, and write-off debts.  
In addition, the system will classify the debt as delinquent and prepare reports for the IRS on the 
status of outstanding debt.  The NFC and the IRS share responsibility1 for notifying current or 
former IRS employees of nontax debts that are owed to the Government.  Current and former 
employees are required to be notified of outstanding debts 30 calendar days before any collection 

                                                 
1 The IRS notifies current employees who owe salary overpayment debts.  The NFC notifies all separated employees 
of their debts, as well as current employees who owe FEHB debts.   
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action, e.g., salary garnishment, can take place.  The notification should include the amount of 
debt owed and provide a mechanism for the current or former employee to dispute the debt.   

For all non-FEHB employee debt, employees are required to either pay the debt in full or enter 
into a repayment agreement.  If a current or separated employee does not pay the balance in full 
or enter into a repayment agreement by the due date on the notice, the NFC classifies the debt as 
delinquent and, for current employees, garnishes 15 percent of the employee’s disposable 
income2 from each pay check until the debt is paid in full. 

Debts associated with FEHB premiums have different rules for collection.  When employees 
enter into a nonpay status, the IRS sends the employee a notice3 which provides them with the 
option to continue health coverage.  If the employee elects to continue coverage, health coverage 
will be provided for up to one year while the employee is in nonpay status.  During this time, the 
employee may elect to pay his or her portion of the premiums or incur a debt by allowing the 
IRS to pay the employee’s premium, as allowed under the Code of Federal Regulations.4  
Regardless of whether the employee or the IRS pays the employee’s share of the premium, the 
IRS will continue to pay the employer’s share of the premium.  If the IRS pays the employee’s 
portion of the premium while the employee is in nonpay status, the IRS will begin to collect the 
employee portion of premiums when the employee returns to work and his or her pay is 
sufficient to pay the debt.  Upon returning to work, the NFC sends the employee a notice5 which 
includes the nature and amount of the debt and a statement that the agency intends to begin 
collection by means of deduction from the employee’s salary.  If the employee’s pay becomes 
insufficient to repay the amount of one premium per pay period, e.g., the employee goes back 
into nonpay status, unpaid leave, or does not have enough salary to cover the premium, and the 
employee does not remit the required payment within 30 calendar days, the debt becomes 
delinquent.  

After becoming delinquent, the NFC refers those debts to the Bureau of the Fiscal Service for 
enhanced collection actions when warranted, e.g., reporting to credit reporting bureaus, sending 
to private agencies for collection actions, within 120 days.6  Upon referral to the Bureau of the 
Fiscal Service, the debts can be offset by Federal payments (including income tax refunds), 
reported to credit reporting bureaus, or sent to private agencies for collection. 

Nontax employee debt may be resolved through payment, waiver of the debt, write-off of the 
debt, or cancellation of the debt.  Figure 1 describes the different methods for resolving nontax 
debt.  

                                                 
2 Employee’s gross wages less tax withholdings.   
3 See Appendix V for a copy of the notice.   
4 5 Code of Federal Regulations § 890.502 (B)(2)(ii).   
5 See Appendix V for a copy of the notice.  
6 The source for this criteria does not specify calendar or business days.   
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Figure 1:  Description of Methods for Resolving Nontax Debt 

Method Description 

Payment 
The employee makes payments through check or money order, 
voluntary salary offset, garnishment, or electronically through 
www.pay.gov. 

Waiver 

Waivers are requested by the employee and are reviewed for approval 
or denial by the IRS or the Department of the Treasury.7  For a waiver 
to be approved, there can be no indication of fraud, misrepresentation, 
fault, or lack of good faith on the employee’s part.  In addition, a 
waiver should only be approved when enforcement of the debt would 
be against equity and good conscience, and would not be in the best 
interest of the United States. 

Write-Off 

By law,8 Federal agencies should write off nontax debt that has been 
classified as delinquent for two years.  When a debt is written off, the 
agency can classify the debt as currently not collectible or close out the 
debt completely. 

Cancellation 

Debts that are cancelled are considered to be invalid and no longer 
Federal agency receivables and will not be collected.  The IRS should 
notify the NFC of the amount of debt to cancel and the description of 
why the debt should be cancelled.9 

Source:  Internal Revenue Manual and Office of Management and Budget Circular A-129, Policies for Federal 
Credit Programs and Non-Tax Receivables. 

According to debt lists provided by the IRS, 7,654 current or former IRS employees owed  
nontax debts, e.g., salary overpayments, unpaid health insurance premiums, totaling 
approximately $7.5 million in December 2016.  This consisted of 7,960 FEHB debts totaling 
approximately $5.3 million and 1,168 non-FEHB debts totaling approximately $2.2 million.10 

This review was performed at the IRS Human Capital Office’s Payroll Center in Austin, Texas, 
during the period August 2016 through July 2017.  We conducted this performance audit in 
accordance with generally accepted government auditing standards.  Those standards require that 
                                                 
7 The IRS has authority to waive debts of less than $15,000, and the Department of the Treasury is responsible for 
approving waivers that are $15,000 or more.   
8 Office of Management and Budget Circular No. A-129, Policies for Federal Credit Programs and Non-Tax 
Receivables (Jan. 2013).  
9 According to IRS officials, the NFC also cancels debt and re-establishes the debt to correct errors.   
10 The total number of debts exceeds the total number of employees with nontax debts because some employees had 
multiple debts.   
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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 

 
Actions Have Been Taken to Improve Collection Practices Associated 
With Nontax Debts Owed by Employees; However, Further 
Improvements Could Be Made 

IRS officials have taken actions to improve the administration 
and collection of outstanding employee nontax debt.  For 
example, the IRS stated it formed a working group to identify 
and address root causes of employee debt and also worked 
with the NFC to make improvements to the employee nontax 
debt collection program.  As a result, the IRS changed the 
nontax debt collection program to 1) increase the dollar 
amount that the NFC can automatically garnish, without prior notice, from employee wages to 
repay debts; 2) require the NFC to collect multiple debts simultaneously; and 3) require the NFC 
to refer current IRS employees to the Bureau of the Fiscal Service for enhanced collection 
activities, instead of the previous practice of referring delinquent debts to the Bureau of the 
Fiscal Service for only separated employees.  While these actions appear reasonable, it is 
difficult for the IRS to easily determine the impact of these improvements because the IRS does 
not receive reliable reports from the NFC to determine how nontax debts were resolved.   

Adequate information is not obtained to efficiently oversee the collection of 
nontax employee debts by the NFC 
Despite being responsible for providing oversight of debt collection activities, IRS officials were 
unable to easily provide basic information on the results of collection efforts, such as how much 
employee debt was actually collected11 and how much debt was waived, cancelled, or written off 
as currently not collectible.  Measuring key activities and changes in results over time would 
enable the IRS to assess whether it is meeting a key objective of the program to ensure that the 
Federal Government receives payment for employee debts that are legally owed to it and to 
measure the impact of resources being devoted to the entire program.  In addition, information 
on collection activities could be used to more easily assess whether the number of employees 
owing nontax debt is increasing or decreasing; whether debts are actually being collected; or 
whether debts were waived, cancelled, or written off as uncollectible.  Monitoring and measuring 
                                                 
11 IRS officials stated that, subsequent to the time frame covered by our review, they took corrective actions based 
on a prior Treasury Inspector General for Tax Administration report and now receive information on collections.  
Treasury Inspector General for Tax Administration, Ref. No. 2017-10-023, Some Managerial Salaries Were 
Calculated Incorrectly Due to Complex Pay-Setting Rules (Mar. 2017).   

Since Calendar Year 2012,  
the IRS has increased its 
emphasis on collecting  

nontax debts owed  
by employees.  
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the results of collection activities could also assist debt management staff in identifying problems 
and making adjustments.   

While the IRS had access to the NFC’s system to research individual debts, it did not have 
reports that showed the percentage of debts that were paid off, waived, cancelled, or written off.  
Therefore, we manually reviewed nontax debt information maintained by the NFC for a random 
sample of 25412 outstanding nontax debts that were owed by current and former IRS employees 
as of January 2015, but were no longer recorded on a debt list in December 2016.  This would 
indicate that the employee debts had been resolved.  Figure 2 shows the results of our analysis. 

Figure 2:  Percentage of Employee Nontax Debts in a Random Sample  
That Were Paid, Partially Paid, Waived, or Cancelled 

 
Source:  Treasury Inspector General for Tax Administration analysis of nontax debts that were 
resolved between January 2015 and December 2016. 

                                                 
12 See Appendix I for details on our sampling methodology.  

Debt Fully 
Collected

76%

Fully Cancelled
12%

Fully Waived 
Less Than 1%

Partially 
Collected and 

Cancelled
11%
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As shown in Figure 2, approximately 24 percent13 of the sampled debts were not fully paid by 
IRS employees.  Without a baseline to compare against, we do not know if this is consistent with 
prior experience collecting nontax debt. 

The Standards for Internal Control in the Federal Government14 states that internal controls 
should generally be designed to assure that ongoing monitoring occurs in the course of normal 
operations.  This involves establishing a baseline of operations, performing evaluations,  
e.g., regular management and supervisory activities, comparisons, reconciliations, and making 
any necessary changes.  Similarly, performance measures are needed to effectively monitor 
whether programs are meeting their goals and objectives.  Management is responsible for 
monitoring assigned processes performed by service organizations.  

The IRS could not provide overall results of collection activities, such as the information we 
obtained from our sample, because it only receives lists from the NFC of employees whose debts 
remain outstanding and can only ascertain collection activity by manually determining which 
debts were removed from the list and manually checking NFC records to determine how the 
debts were resolved.  

As a result, the IRS is unable to periodically reconcile employee nontax debts or measure the 
effectiveness of key program activities.  In addition, the IRS is unaware of key performance 
measures for the nontax debt collection program.  For example, the IRS was unaware of how the 
population of 6,545 nontax debts totaling $8,904,765 were resolved from January 2015 to 
December 2016.15 

Documentation of debt cancellations or write-offs was not retained 
In addition to not having sufficient information on collections, write offs, cancellations, and 
waivers of nontax debt over time, the IRS could not always provide documentation that it 
approved the cancellation of certain employee nontax debts.  Our review of NFC records for 
254 outstanding nontax debts that were owed by current and former IRS employees as of 
January 2015, but were no longer recorded on a debt list in December 2016, showed that 58 of 
the debts were either fully or partially cancelled or written-off.  The IRS did not have 
documentation showing that it had approved any of these debt cancellations or 
write-offs.  According to IRS procedures, the IRS should notify the NFC of the amount of 
debt to cancel along with an explanation as to why the debt should be cancelled.16  In addition, 
the Standards for Internal Control in the Federal Government states that transactions and other 
significant events need to be clearly documented, and the documentation should be readily 

                                                 
13 This figure reflects the debts that were partially cancelled or written off and the debts that were fully cancelled or 
written off.  
14 Government Accountability Office, GAO-14-704G, Standards for Internal Control in the Federal Government 
(Sept. 2014).  
15 See Appendix IV.  
16 Form AD-3041, ADJP WAIVER/CANCELLATION REQUEST.   
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available for examination.  Retaining documentation authorizing debt cancellations is important 
because, unlike debts that are written off, debts that are cancelled are no longer Federal agency 
receivables and will not be collected.  Based on our sample results, we estimate that the IRS does 
not have documentation showing that it had approved debt cancellations or debts written off for 
1,027 nontax debts totaling more than $1.7 million.17 

Collection actions were not always taken or taken timely 
In addition to reviewing the sample of 254 outstanding nontax debts that were owed by 
current and former IRS employees as of January 2015, but were resolved by December 2016, 
we also reviewed a random sample of 263 employees who had at least one nontax debt as of 
March 201618 to determine what actions the IRS and the NFC were taking to address current 
nontax debts.  We determined that processes for collecting nontax debts did not have appropriate 
controls in place to ensure timely collection actions.  The Standards for Internal Control in the 
Federal Government states that transactions and events should be accurately and timely 
recorded.  However, our analysis of debt records showed that:   

• Collection actions were not always initiated timely or initiated at all.  

• Enhanced collection activities were delayed when accounts were not timely classified as 
delinquent. 

• Employees were not timely notified of debts owed when their employment with the IRS 
was discontinued.  

Collection actions were delayed or not taken for certain FEHB debts 

Our review of a random sample of 263 employees with nontax debts as of March 2016 found 
four current or former employees19 who had FEHB debts for which collection actions had not 
been taken.20  In addition, we identified another six current or former employees with 
FEHB debts for which the collection actions had been delayed by at least six months and as 
long as two years.  This generally occurred because the IRS has not established processes for 
collecting FEHB debts when employees in nonpay status are not enrolled in the FEHB program 
and have not returned to work for more than six months.  Based on our sample results, we 
estimate that the IRS did not take timely collection actions or any collection actions for 
141 employees with debts totaling $349,589 on the March 2016 debt list.21 

                                                 
17 The point estimate projections are based on a two-sided 95 percent confidence interval.  We are 95 percent 
confident that the point estimate is between $1,309,661 and $2,224,531.   
18 Some of the employees had more than one debt, and we reviewed all the debts.  
19 For one of the four employees, we found an unexplained payment on the employee’s account.  
20 As of March 2017. 
21 The point estimate projections are based on a two-sided 95 percent confidence interval.  We are 95 percent 
confident that the point estimate is between 56 and 240 employees with debts totaling between $137,463 and 
$601,545.  See Appendix IV.   
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In addition, our review of sampled debts found that it takes almost two months, or five pay 
periods, to begin collecting on FEHB debts owed to the Federal Government once a seasonal 
employee returns to pay status.  IRS officials stated this occurs because current law requires 
notifying the employee 30 calendar days prior to beginning debt collection, along with additional 
time needed for the NFC to generate the bill to be sent to the employee.  However, we noted that 
employees who elect to incur FEHB debt sign a document when moving into nonpay status 
agreeing that FEHB debts become due and payable once the employee returns to pay status and 
has sufficient pay.  We discussed this with an employee familiar with the matter within the 
Office of Chief Counsel who agreed that options on improving the timeliness of collection 
actions could be explored.  Timely notifying employees who are returning to pay status of 
collection actions is important because the IRS has a limited time frame when collecting from 
seasonal employees, as seasonal employees generally work at the IRS for only several months 
during the year (generally between January and April) before going back into nonpay status.  
Based on our review of a random sample of 263 employees with nontax debts as of March 2016, 
44 (21 percent) of 205 employees22 with FEHB debts had multiple FEHB debts totaling more 
than $127,000, indicating FEHB debts were not paid back while in pay status and additional 
FEHB debts were incurred.   

Enhanced collection activities were delayed when employee debt was not timely classified 
as delinquent 

Debts that are not paid by the date specified in the employee notification letter are considered 
delinquent and are subject to additional interest and penalties, as well as enhanced collection 
techniques.  Debts are also considered delinquent for receivables associated with FEHB debt 
when an employee’s pay is insufficient to pay one past premium or when employees do not remit 
regular, recurring payments upon return to pay status.23   

Our review of a random sample of employees with nontax debts as of March 2016 found that 
employee accounts were not timely being classified as delinquent for 48 (18 percent) of the 
263 employees with nontax debts sampled.  As a result, enhanced collection actions were 
delayed.  Figure 3 shows the results of our analyses.   

 

 

 

                                                 
22 For our sample, 205 of the 263 employees had FEHB debt, while the remaining employees had no FEHB debt.   
23 FEHB debts are classified as delinquent if no payment is remitted within 30 calendar days after the official pay 
date for the pay period in which the premium is due.   
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Figure 3:  The Period of Time in Calendar Days Between Debt  
Becoming Delinquent and Being Classified As Delinquent for  

Sampled Employee Nontax Debts 

Source:  Treasury Inspector General for Tax Administration analysis of employees who had a debt balance 
as of March 2016.   

IRS processes do not include provisions for monitoring when the NFC classifies accounts as 
delinquent.  The earlier collection methods are applied to delinquent accounts, the greater chance 
of collecting delinquent debts due to the Federal Government.  Based on our sample results, we 
estimate that collection actions were delayed due to employee debt not being timely classified as 
delinquent for 729 employees with debts totaling $1,925,744.24 

Employees were not timely notified of nontax debt after separating from the IRS 

Employees who separated from the IRS were not always timely notified of their nontax debts.  
Separated employees are required to be notified of their nontax debts in accordance with the Fair 
Debt Collection Practices Act;25 however, the IRS does not have procedures for notifying 
separated employees within set time frames and has not determined how long it should take for 
separated employees to be notified of their debts.  IRS management stated that their goal is for 
the NFC to send the notification within 45 calendar days after the employee separates.  However, 
this time frame could be longer in certain circumstances.26  We determined that 15 (16 percent) 
of 96 employees in our sample who had separated from the IRS were not notified of their debt 
within 45 calendar days of their separation date; with six of the 15 employees being notified at 
least 60 calendar days after the separation date and eight of the 15 employees being notified at 
least 90 calendar days after the separation date.  If notification letters are not sent timely, 
collection actions will be delayed because debts cannot be collected until the employee is 
appropriately notified.  Based on the results of our random sample, we estimate that 
284 employees with debts totaling more than $575,131 were not timely notified of their debts.27  

                                                 
24 The point estimate projections are based on a two-sided 95 percent confidence interval.  We are 95 percent 
confident that the point estimate is between 536 and 936 employees with debts totaling between $1,331,173 and 
$2,619,860.  See Appendix IV.  
25 15 U.S.C. 1692g.   
26 For example, IRS management stated that debts involving employees with overdrawn leave might take up to 
60 calendar days before a debt notification letter can be issued.  
27 The point estimate projections are based on a two-sided 95 percent confidence interval.  We are 95 percent 
confident that the point estimate is between 147 and 440 employees with debts totaling between $290,869 and 
$903,128.  See Appendix IV.  

1 - 89 Days 90 - 180 Days 181 - 365 Days Greater Than 
One Year 

No Action 
Taken 

28 nontax debts 9 nontax debts 5 nontax debts 4 nontax debts 2 nontax debts 
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Issuing notices timely is important because collection studies show that the collectability of debt 
diminishes over time.  

Recommendations 

The IRS Human Capital Officer should: 

Recommendation 1:  Work with the NFC to a) obtain necessary information for overseeing the 
collection of employee debts and b) update procedures to improve the timeliness of collection 
actions. 

Management’s Response:  IRS management agreed with this recommendation.  The 
Human Capital Office began receiving an updated weekly report from the NFC on 
July 26, 2017, identifying debts with zero balances and showing when the debts were 
paid in full.  This report will be thoroughly analyzed and incorporated into existing 
operational performance management activities as part of a comprehensive approach to 
assess the health of the Administrative Debt Management Program and drive Human 
Capital Office business decisions.  

In addition, the Director, Payroll and Personal Systems, will: 

1. Review procedures for conducting leave audits for separated employees who have a 
negative leave balance, identify and address opportunities to enhance collection 
activities for these cases, and modify established time frames for initiating and 
monitoring manual bills for overdrawn leave. 

2. Review FEHB procedures and consult with IRS, Department of the Treasury, and the 
Office of Personnel Management Chief Counsel to determine if bill notices can be 
systemically issued to employees in nonpay status when their health coverage is 
terminated as a result of being in nonpay Status for 365 days.  If applicable, the 
Human Capital Office will work with the NFC to outline requirements to implement a 
systemic notification process. 

Recommendation 2:  Ensure that all debt cancellation authorizations are retained. 

Management’s Response:  IRS management agreed with this recommendation.  The 
Human Capital Office updated the Administrative Debt Management Desk Guide on 
August 16, 2017, to reflect that cancellation authorizations are to be retained in 
accordance with applicable document retention standards (six years).  All impacted staff 
was notified of the change and this expectation will continue to be articulated and upheld 
through Administrative Debt Management training and quality review processes in the 
future. 
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Recommendation 3:  Work with the Office of Chief Counsel to determine if there are viable 
alternatives for issuing FEHB debt notices as soon as possible after seasonal employees return to 
pay status and have sufficient income. 

Management’s Response:  IRS management agreed with this recommendation.  The 
Director, Payroll and Personnel Systems, will consult with the IRS Office of Chief 
Counsel to determine whether there are legal options to collect a Health Insurance 
Receivable before the employee receives the Notice of Intent from the NFC.  Potential 
program improvement efforts identified through these discussions will be assessed to 
determine the impact to program goals, impact to employees, and viability of 
administration based on Human Capital Office priorities and resources. 
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Appendix I 
 

Detailed Objective, Scope, and Methodology 
 

The overall objective of this review was to determine whether IRS processes reasonably ensure 
that recorded nontax debts1 owed by employees are appropriately administered.  To accomplish 
our objective, we: 

I. Determined whether IRS processes provide reasonable assurance that nontax debts 
recorded by the IRS are established and monitored.   

A. Obtained the March 20162 employee nontax debt list and determined whether the data 
were sufficiently reliable for our audit. 

1. Tested the validity of the list by examining reports received directly from the 
NFC and compared the data in those reports to the data received from the IRS. 

2. Obtained payroll and information from the Treasury Integrated Management 
Information System3 file as of March 2016 and compared to the IRS list to 
determine whether the employee’s current employment status was consistent.  
Lastly, to assess the reliability of the March 2016 debt list, we compared each of 
the 263 employees with nontax debts in Step I.B. to information on the 
NFC system.  The data were determined to be reliable for our purposes.     

B. Selected and reviewed a statistically valid sample of 263 IRS employees who were 
stratified based on the population of 6,427 employees who had one or more nontax 
debts from a March 20164 employee nontax debt list.5  The sample was selected 
using an estimated error rate of 20 percent, a confidence level of 95 percent, and a 
± 5 percent precision rate.6  Each IRS employee within our sample was evaluated to 
determine whether the IRS followed collection practices consistent with IRS policies 
and procedures.  A statistical sample was used to allow the results to be estimated 
across the entire population of employees meeting our criteria.  

                                                 
1 We did not review travel, relocation, and training debts, which are administered by the Chief Financial Officer and 
Office of Chief Counsel.   
2 To be able to evaluate actions taken by the IRS to collect nontax debt, we selected an employee debt list from 
approximately six months prior to the planning phase of our audit to provide enough time for the IRS to take actions.   
3 This system contains payroll data for IRS employees per pay period, e.g., post of duty, active or separated status, 
salary, grade, address.  
4 Some of the employees had more than one debt, and we reviewed all the debts.   
5 We stratified the population of employees into four strata in which the balance of nontax employee debt as of 
March 2016 was as follows:  $150 or less, $150-$1,000, $1,001-$3,000, and more than $3,000.  
6 A contract statistician assisted with developing the sampling plans and projections.  
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C. Obtained various notifications sent to each employee selected in Step I.B. to 
determine if the IRS notified each employee timely of the debt.   

II. Determined whether processes for collecting nontax debt are effectively reducing the 
amount of debt owed by current and former employees. 

A. Obtained the employee nontax debt list from the IRS for January 2015 and  
December 2016 and determined whether the data were sufficiently reliable by 
obtaining payroll and other information from the Treasury Integrated Management 
Information System file for the periods of January 2015 and December 2016 and 
comparing it to the IRS lists to determine whether the employee’s current 
employment status was consistent.  

B. Selected and reviewed a statistically valid sample of 254 outstanding nontax debts 
that were stratified based on the population of 6,545 nontax debts from a list of debts 
from the IRS as of January 2015 that did not appear on a debt list for 
December 2016.7  The sample was selected using an estimated error rate of 
20 percent, a confidence level of 95 percent, and a ± 5 percent precision rate.8  Each 
debt within our sample was reviewed to determine whether the debt was collected, 
waived, cancelled, or written off.  A statistical sample was used to allow the results to 
be estimated across the entire population of debts meeting our criteria.  Lastly, to 
assess the reliability of the 254 outstanding nontax debts, we compared the debts to 
information on the NFC system.  The data were determined to be reliable for our 
purposes.     

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:  IRS payroll policies and 
procedures for the collection of nontax debts owed by current and former employees.  We 
evaluated these controls by interviewing management, reviewing a random sample of nontax 
employee debts from March 2016, and reviewing a random sample of outstanding nontax debts 
that were owed by employees in January 2015 but were no longer recorded on a debt list in 
December 2016. 

                                                 
7 Debts that were less than $300 in initial nontax debt were not sampled, and we stratified the population of debts 
into three strata for debts that were on the January 2015 nontax employee debt list, but were no longer on the 
December 2016 list:  $300-$1,000, $1,001-$3,000, and more than $3,000.   
8 A contract statistician assisted with developing the sampling plans and projections.  
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Appendix II 
 

Major Contributors to This Report 
 

Gregory D. Kutz, Assistant Inspector General for Audit (Management Services and Exempt 
Organizations) 
Troy D. Paterson, Director 
James V. Westcott, Audit Manager 
Jeffrey R. Stieritz, Lead Auditor 
David M. Bueter, Senior Auditor  
John M. Jarvis, Senior Auditor 
Richard J. Kemble, Auditor 
Nicole J. Blank, Audit Intern 
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Appendix III 
 

Report Distribution List 
 

Commissioner 
Office of the Commissioner – Attn:  Chief of Staff 
Deputy Commissioner for Operations Support 
Deputy Commissioner for Services and Enforcement  
Director, Office of Audit Coordination 
 



 

Further Improvements Are Needed to Monitor  
and Collect Employee Nontax Debts 

 

Page  17 

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: 

• Reliability of Information – Potential; 6,545 nontax debts totaling $8,904,765 for which the 
IRS did not receive reliable reports from the NFC to determine how the debts were resolved 
(see page 5). 

Methodology Used to Measure the Reported Benefit: 
We identified a population of 6,545 nontax debts with a balance of $8,904,765 from a list of 
nontax debts from the IRS as of January 2015 that did not appear on a debt list for 
December 2016.1  This would indicate that the employee debts had been resolved.  The IRS does 
not receive reliable information on how employee debts are resolved because it only receives 
lists from the NFC of employees whose debts remain outstanding, and it can only ascertain 
collection activity by manually determining which debts were removed from the list and 
manually checking NFC records to determine how the debts were resolved. 

Type and Value of Outcome Measure: 

• Inefficient Use of Resources – Potential; $349,5892 on the March 2016 debt list for which 
collection actions had not been taken as of March 2017 or collection actions were delayed by 
six months or more as of March 2017 (see page 5). 

Methodology Used to Measure the Reported Benefit: 
We identified a population of 6,427 employees who had at least one nontax debt with a total debt 
balance of $7,424,082 from the IRS as of March 20163 and reviewed a random sample of  

                                                 
1 Debts that were less than $300 in initial nontax debt were not sampled and we stratified the population of debts 
into three strata for the debts that were on the January 2015 nontax employee debt listing, but were no longer on the 
December 2016 listing:  $300-$1,000, $1,001-$3,000, and more than $3,000.  
2 The point estimate projections are based on a two-sided 95 percent confidence interval.  We are 95 percent 
confident that the point estimate is between $137,463 and $601,545.   
3 We stratified the population of employees into four strata in which the balance of nontax employee debt as of 
March 2016 was as follows:  $150 or less, $150-$1,000, $1,001-$3,000, and more than $3,000.  
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263 employees with nontax debts.  We found four current or former employees4 who had 
FEHB debts for which collection actions had not been taken.  In addition, we identified another 
six current or former employees with FEHB debts for which collection actions had been delayed 
by at least six months and as long as two years.  In consultation with a contract statistician, 
untimely collection actions in each sampled stratum were applied to the universe of nontax debts 
in each stratum on the March 2016 list.  Based on our sample results, we estimate that the IRS 
did not take timely, or any, collection actions for nontax debts totaling $349,589 on the 
March 2016 debt list.   

Type and Value of Outcome Measure: 

• Inefficient Use of Resources – Potential; $1,925,7445 on the March 2016 nontax debt list for 
which the debts were not timely classified as delinquent (see page 5). 

Methodology Used to Measure the Reported Benefit: 
Our review of a random sample of nontax debts found that employee accounts were not timely 
being classified as delinquent for 48 (18 percent) of the 263 employees with nontax debts as of 
March 2016.  As a result, enhanced collection actions were delayed.  In consultation with a 
contract statistician, debts that were not timely classified as delinquent in each sampled stratum 
were applied to the universe of nontax debts in each stratum on the March 2016 list.  Based on 
our sample results, we estimate that collection actions were delayed due to employee debt not 
being timely classified as delinquent for nontax debts totaling $1,925,744 on the March 2016 
debt list.   

Type and Value of Outcome Measure: 

• Inefficient Use of Resources – Potential; $575,1316 on the March 2016 nontax debt list 
associated with employees who were not timely notified of their debt (see page 5). 

Methodology Used to Measure the Reported Benefit: 
Separated employees are required to be notified of their nontax debts in accordance with the Fair 
Debt Collection Practices Act;7 however, the IRS does not have procedures for notifying 
separated employees within set time frames and has not determined how long it should take for 
separated employees to be notified of their debts.  IRS management stated that their goal is for 
the NFC to send the notification within 45 calendar days after the employee separates.  However, 

                                                 
4 For one of the four employees, we found an unexplained payment on the employee’s account.  
5 The point estimate projections are based on a two-sided 95 percent confidence interval.  We are 95 percent 
confident that the point estimate is between $1,331,173 and $2,619,860.  See Appendix IV.  
6 The point estimate projections are based on a two-sided 95 percent confidence interval.  We are 95 percent 
confident that the point estimate is between $290,869 and $903,128.  See Appendix IV.  
7 15 U.S.C. 1692g.  
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this time frame could be longer in certain circumstances.8  We reviewed a random sample of 
263 employees with nontax debts as of March 2016 and determined 15 (16 percent) of 
96 employees who had separated from the IRS were not notified of the debt within 45 calendar 
days.  In consultation with a contract statistician, debt notifications that were not issued within 
45 calendar days of an employee’s separation in each sampled stratum were applied to the 
universe of nontax debts in each stratum on the March 2016 list.  We estimate that the IRS did 
not timely notify employees of nontax debts totaling $575,131 on the March 2016 debt list.   

 

                                                 
8 For example, IRS management stated that debts involving employees with overdrawn leave might take up to 
60 calendar days before a debt notification letter can be issued.  
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Appendix V 
 

Examples of Notices 
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Appendix VI 
 

Management’s Response to the Draft Report 
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	For all non-FEHB employee debt, employees are required to either pay the debt in full or enter into a repayment agreement.  If a current or separated employee does not pay the balance in full or enter into a repayment agreement by the due date on the ...
	Debts associated with FEHB premiums have different rules for collection.  When employees enter into a nonpay status, the IRS sends the employee a notice3F  which provides them with the option to continue health coverage.  If the employee elects to con...
	After becoming delinquent, the NFC refers those debts to the Bureau of the Fiscal Service for enhanced collection actions when warranted, e.g., reporting to credit reporting bureaus, sending to private agencies for collection actions, within 120 days....
	Actions Have Been Taken to Improve Collection Practices Associated With Nontax Debts Owed by Employees; However, Further Improvements Could Be Made

	Debts that are not paid by the date specified in the employee notification letter are considered delinquent and are subject to additional interest and penalties, as well as enhanced collection techniques.  Debts are also considered delinquent for rece...



