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Report Number 2026-35S0-023

Why TIGTA Did This Review

In 1993, the IRS established the
Federal Employee/Retiree
Delinquency Initiative (FERDI)
program to promote federal tax
compliance among current and
retired federal civilian and military
employees.

In March 2023, we reported that
the IRS attempted to work with
other federal agencies to improve
the federal delinquency rate. This
review is a follow-up to our prior
audit and evaluates the IRS's
efforts to address federal
employees who fail to file their tax
returns or fail to pay their balance
dues.

The Fiscal Year (FY) 2024 FERDI
Annual Report shows that there
were more than 571,000 current
federal and retired employees with
an outstanding tax obligation
owing approximately $6.3 billion.
This is an increase of $1.5 billion
(32 percent) from FY 2021 to

FY 2024.

Impact on Tax Administration

All taxpayers have a legal
obligation to file tax returns and
pay their taxes. However, federal
employees are held to a higher
standard since their compensation
is primarily from federal taxes. As
the agency responsible for
administering federal tax law, the
IRS must ensure that federal
employees comply with the tax law
to maintain the public’'s
confidence. If taxpayers are aware
that federal employees are not tax
compliant, it may impact their
willingness to comply with their
own tax matters.

What TIGTA Found

The current federal civilian employee delinquency rate has steadily
increased in recent years. This is partly because certain collection
programs were suspended during the pandemic.
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We also found that approximately 50,000 federal civilian employees
failed to file a tax return for multiple years. As part of this review, we
identified 122 taxpayers with 8 or more unfiled returns. We referred
these taxpayers to Criminal Investigation for review because the IRS's
Collection function had not.

Delinquency rates among employees are partially dependent on
whether agencies can hold employees accountable for their lack of
tax compliance. Due to privacy restrictions under Internal Revenue
Code Section 6103, the IRS cannot share specific employee related
tax information with the delinquent employee’s federal agency.
However, the Department of the Treasury is permitted to hold its
employees accountable, and accordingly, the delinquency rate is
2.4 percent.

In May 2025, the IRS collaborated with the Department of the
Treasury to create a notice informing current and retired federal
employees of noncompliance with their tax obligations. The IRS
mailed 427,000 of these notices. The IRS stated that this was a
one-time notice and does not anticipate using it again.

Between January 2025 and July 2025, the number of employees
working FERDI inventory decreased from 242 to 121, a 50 percent
reduction.

To help address the growing delinquencies, the IRS should revisit our
prior recommendation to coordinate with the Department of the
Treasury Office of Tax Policy to consider a legislative proposal to
amend Internal Revenue Code Section 6103 to allow the IRS to share
essential return information with other federal agencies upon the
IRS's identification of a current federal employee who is tax
delinquent.

This report provides information only, so we made no
recommendations.
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FROM: Diana M. Tengesdal
Deputy Inspector General for Audit

SUBJECT: Final Report — Federal Employee and Retiree Trends Show Increased Tax
Noncompliance (Review No.: 20253S0005)

This report presents the results of our review of federal and retired employees’ delinquency
trends for Fiscal Year (FY) 2021 through FY 2024. We performed this review during the period
May 2025 through October 2025. We are issuing this report to bring attention to federal
employee tax delinquencies. This review is part of our FY 2026 Annual Program Plan and
addresses the major management and performance challenge of Ensuring Tax Compliance.

We made no recommendations as a result of the work performed during this review.

Management's complete response to the draft report is included as Appendix I. If you have any
questions, please contact me or Matthew A. Weir, Assistant Inspector General for Audit
(Compliance and Enforcement Operations).
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Background

While all taxpayers have a responsibility to file appropriate tax returns and pay taxes as they
become due, federal employees have a higher responsibility to satisfy in good faith their
obligations as citizens, including all just financial obligations, especially those such as

federal, state, or local taxes that are imposed by law." As the agency responsible

for administering federal tax law, the Internal Revenue Service (IRS) must ensure that federal
employees comply with the tax law to maintain the public’s confidence in the federal tax system.
In 1993, the IRS established the Federal Employee/Retiree Delinquency Initiative (FERDI) to
promote federal tax compliance for current and retired federal civilian and military employees.
Within the Small Business/Self-Employed Division, the Collection Inventory Delivery and
Selection function is responsible for FERDI policies, procedures, priorities, and inventory delivery.

While federal employees have a heightened obligation to comply with tax laws, under Internal
Revenue Code (I.R.C.) Section 6103, the IRS is prohibited from disclosing a tax delinquent
employee’s return information to federal agencies outside of the Department of the Treasury
(hereafter referred to as the Treasury Department). This provision protects taxpayers’ rights to
privacy but also prevents federal agencies from becoming aware of and directly addressing
employee tax noncompliance.

Delinquency rates among employees are partially dependent on whether agencies can hold
employees accountable for their lack of tax compliance. The Treasury Department is permitted
to hold employees accountable for tax delinquencies. As a result, the Treasury Department’s
2.4 percent delinquency rate is relatively low compared to other federal agencies. If taxpayers
(i.e, non-federal employees) are aware that federal employees are not timely satisfying their tax
obligations, it may impact their willingness to comply with their own tax matters.

The IRS’s FERDI program identifies noncompliance for taxpayers who receive a salary or pension
from the federal government but fail to satisfy their tax obligations. The FERDI program annually
identifies delinquent federal taxpayers by matching the Social Security Numbers of tax
delinquent accounts or tax delinquency investigations in the IRS’s Individual Master File with
federal employment and retirement records.” The results from these matches are disclosed in
the public FERDI Annual Report.?

Each year the IRS sends federal agencies a letter summarizing the total tax delinquencies of
employees for the agency, including a comparison to the prior year. We previously reported that
the IRS has attempted to work with other federal agencies to improve the federal delinquency
rate.* However, due to statutory limitations on sharing returns or return information with other
federal agencies, no recommendations have been implemented to improve the delinquency
rate. Additionally, in March 2023, we recommended that the IRS share this report with the
Department of the Treasury's Office of Tax Policy to consider legislative proposals to amend

"5 CFR. §2635.809.
% See Appendix Il for a glossary of terms.
3 The IRS releases a redacted version of the report to its Media Relations function annually, and Media Relations
releases it upon public request.
4 TIGTA, Report No. 2023-30-011, The IRS Has Not Adequately Prioritized Federal Civilian Employee Nonfilers, p. 10
(March 2023).
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I.R.C. § 6103, thereby allowing the IRS to share essential return information with other federal
agencies. The IRS agreed and subsequently shared the report with that office. However, the
Treasury's Office of Tax Policy has not provided any feedback, guidance, or responses to the IRS
following the issuance of the report.

In April 2025, Senator Charles E. Grassley sent a letter to the Acting IRS Commissioner citing our
most recent FERDI report and expressed concern that, despite federal employees’ and retirees’
heightened responsibility, the number of delinquent FERDI taxpayers continues to increase. He
inquired whether the IRS continued its implementation of the recommendations from that
report. The IRS responded that it implemented all agreed recommendations from our report.
Additionally, the IRS enhanced FERDI procedures through updated guidance, improved fraud
training, prioritized inventory processing, and resumed levy enforcement actions.

Our review of the FERDI Annual Reports shows that the FERDI tax delinquent accounts have
steadily increased from Fiscal Years (FY) 2021 through FY 2024.° Figure 1 shows the increase in
delinquencies from FY 2021 through FY 2024.

Figure 1: Delinquent Federal Employees/Retirees Continued to
Increase for FY 2021 Through FY 2024
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10M }— Total Workforce

Less than a 1% decrease

572K
J

4Q9K//

Delinquent Federal Employees/Retirees
401k~
400K |- @
2021 2022 2023 2024

Source: Analysis of the IRS’s FY 2021 through FY 2024 FERDI Annual
Reports. M=millions; K=thousands.

The federal and retiree workforce decreased by less than one percent from FY 2021 through
FY 2024. However, there was a significant increase of 43 percent in the number of delinquent
federal employees and retirees during the same period. Figure 2 shows that the FERDI tax
delinquency rates have steadily increased from FY 2021 through FY 2024.

> An employee is considered delinquent if they have an unresolved federal income tax delinquency in the form of a
balance owed or an unfiled tax return. Accounts in currently not collectible, combat zone, and bankruptcy/litigation
status are included. Employees in an installment agreement or pending offer in compromise status are excluded from
the delinquency calculation.
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Figure 2: Federal Employees/Retirees Delinquency Rates Continued to
Increase for FY 2021 Through FY 2024
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Source: Analysis of the IRS's FY 2021 through FY 2024 FERDI Annual Reports. B=billions.

Additionally, the overall delinquent balance owed by federal employees and retirees increased
by more than $1.5 billion (32 percent) between FY 2021 and FY 2024. IRS Collection
management attributed the year-to-year increase to the temporary pauses of levy programs, the
Automated Substitute for Return program (an enforcement tool to address nonfilers), and
collection notice issuance during the pandemic and recovery years.® The IRS began a phased-in
resumption of the levy program in August 2024 and anticipates that the delinquency rates will
decrease in the coming years.

Objective
The overall objective of this review was to identify current trends in federal employee tax

delinquencies and evaluate the IRS's efforts in addressing federal employees who fail to file their
tax returns or fail to pay their balances due.

Results of Review

The Current Federal Civilian Employee Tax Delinquency Rate Continues to
Increase

According to the IRS’s FERDI Annual Reports, the federal civilian delinquency rate has steadily
increased from 4.9 percent in FY 2021 to 6.9 percent in FY 2024 as shown in Figure 3.

® The recovery years cover the period from January 2022 through August 2024.
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Figure 3: Current Federal Civilian Employee Tax Delinquency Rates for
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Source: Analysis of the IRS's FERDI Annual Reports for FY 2021 through FY 2024. B=billions;

M=millions; K=thousands.

Although the federal civilian workforce increased by approximately 4 percent from FY 2021
through FY 2024, there was an approximately 45 percent increase in the number of delinquent
federal civilian taxpayers during the same period. In total, the FERDI civilian employee
population grew by more than 66,000 delinquent employees, while the unresolved balances

grew by more than $664 million.

Based on the FY 2024 FERDI Annual Report, there are 5 agencies that account for approximately
64 percent of the total outstanding balance for federal civilian employees while comprising

59.3 percent of the total federal civilian workforce. Figure 4 shows the breakdown of balance
owed by agency and their percentage of the total delinquency amount for FY 2024.

Page 4



Federal Employee and Retiree Trends Show Increased Tax Noncompliance

Figure 4: Highest Balances by Agency
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Source: Analysis of the IRS's FY 2024 FERDI Annual Report. M=millions.
Figure 5 shows the top five executive departments with the highest balances owed for FY 2024.’
Figure 5: Top Five Executive Departments with Unresolved Balances
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Source: Analysis of the IRS's FY 2024 FERDI Annual Report. M=millions.

" These five executive departments comprise 62.2 percent of federal civilian employees across all executive
departments.
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Figure 6 shows the top five large independent agencies with the highest unresolved balances
owed for FY 2024.2

Figure 6: Top Five Large Independent Agencies
with Unresolved Balances®
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Source: Analysis of the IRS’s FY 2024 FERDI Annual Report.
M=millions.

Each of the top five executive departments and large independent agencies identified in
Figures 5 and 6 experienced increases in delinquency rates from FY 2021 through FY 2024,
averaging 1.9 percent. The U.S. Postal Service had the largest increase at 3.7 percent, while the
Environmental Protection Agency had the smallest at 0.5 percent. Over this period, the
combined unresolved balances for these 10 entities rose by $516.5 million.

Employees of the U.S. Postal Service remain the most noncompliant, owing 27 percent of the
total balance due while representing 20 percent of the civilian workforce. They also have the
highest delinquency rate among the agencies shown in Figures 5 and 6, with approximately
10 percent of employees delinquent on their tax obligations.

Nonfiling by Federal Employees Continues to Increase

The IRS performs an annual match to identify the population of federal civilian and military
employees and retirees who have not filed their tax returns. Our analysis of the FY 2021 through
FY 2024 data, focusing on current federal civilian employees only, identified approximately
50,000 who failed to file a tax return for 2 or more tax years during this period." IRS Collection
management stated the number of FERDI nonfilers has fluctuated since FY 2019 due to pauses

8 These five large independent agencies comprise 90.3 percent of federal civilian employees across all large
independent agencies.

9 Agencies whose workforce consisted of 1,000 or more employees.

"% These data represent unique federal civilian employees who we identified as having failed to file a return for two or
more tax years and are not intended to represent the current status of the delinquent tax modules.
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in creating nonfiler cases and issuing return delinquency notices during this period. The largest
year-to-year increase occurred in 2024 when FERDI nonfilers more than doubled. This can be
directly attributed to the resumption of the nonfiler program in February 2024 for Tax Years
2020, 2021, and 2022. Figure 7 shows the total number of civilian employees we identified who
had multiple years of unfiled returns by number of delinquent years.

Figure 7: Federal Civilian Employees With
Multiple Unresolved Nonfiler Modules*
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Source: Analysis of FY 2021 through FY 2024 FERDI
data files.

IRS procedures instruct employees to consider indicators of fraud when evaluating cases for
referral to other IRS divisions. To help with this, the IRS’s Fraud Indicator Check Sheet includes a
pattern of failure to file returns for at least three years, even when substantial taxable income
was received, as a fraud indicator. These procedures also require employees to coordinate with
the Collection Functional Fraud Coordinator, who assists in reviewing potential fraud cases and
ensures that they are appropriately developed for potential referral to IRS Criminal Investigation.
To determine whether the IRS referred the most egregious cases to Criminal Investigation, we
focused on taxpayers who had eight or more years of unfiled returns (122 taxpayers from

Figure 7) within the FERDI population. We determined that none of these taxpayers had been
assigned to IRS Criminal Investigation as of October 2025.

FERDI nonfilers pose a significant risk to tax administration in terms of lost revenue, the integrity
of the tax system, and reputational harm to the federal government. By repeatedly failing to file,
these employees demonstrate important elements of willfulness under I.R.C. § 7203, which states
that nonfiling of a tax return is a crime. To help address this compliance risk, we referred the

122 FERDI taxpayers directly to IRS Criminal Investigation in December 2025 for review of
potential willful nonfiling.

" Includes modules prior to FY 2021.
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Figure 8 shows the top 10 agencies with the highest number of repeat civilian nonfilers.

Figure 8: Top 10 Agencies With the Highest

Number of Repeat Nonfilers
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Office of Personnel Management agency data.

Of the top 10 agencies, the U.S. Postal Service, the Department of Veterans Affairs, and the

Department of the Army had the highest rates of repeat nonfilers.

The IRS defines high-income nonfilers as those with total positive income of - or more,

which applies to roughly 3 percent of repeat FERDI civilian nonfilers. Figure 9 shows the
estimated income for the most recent unfiled tax year for each repeat nonfiler."

'2 For the 903 repeat nonfilers with no income available, the employee may have retired at some point from FY 2021

through FY 2024 and no longer had wage income reported.
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Figure 9: Estimated Income Levels of Repeat Nonfilers®
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Delinquency Notification Letters Sent to Current Federal Civilian Employees
and Retirees

In May 2025, IRS Collection created Notice LT36 in collaboration with Treasury and IRS Counsel
to support the FERDI program. The letter encourages a federal employee or retiree to voluntarily
resolve their outstanding tax obligations. The letter directed recipients to self-service tools,
including IRS Online Account access, electronic payment options, and electronic filing resources
to help resolve their accounts securely and efficiently.

The new letter was sent to federal employees and retirees whose accounts had an outstanding
balance or delinquent return and had not established a commitment to resolve their tax issues.
The IRS's initial analysis identified approximately 525,000 current or retired federal employees
who were noncompliant with their federal tax obligations as of April 30, 2025. Prior to sending
Notice LT36, the IRS removed federal employees who were under criminal investigation, in a
combat zone, going through bankruptcy proceedings, set up a payment plan, etc.

IRS Collection management stated that they began mailing Notice LT36 on June 13, 2025, and
approximately 427,000 letters were sent by July 14, 2025. Additionally, they stated this was
intended to be a one-time reminder letter and that they do not anticipate using this letter again.

The IRS performed an analysis on Notice LT36, as of August 2025. Figure 10 shows the results of
the actions taken by federal employees/retirees to resolve their tax obligations.

3 Dollar ranges shown in the figure are rounded for presentation purposes. The underlying data queries used precise,
non-overlapping ranges (e.g., $50,000.01 to $100,000.00, and $100,000.01 to $150,000.00). Therefore, no records were
included in more than one category, and any apparent overlap is due solely to rounding in the graphic labels.
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Figure 10: IRS Analysis of Actions Taken After LT36 Issuance
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However, the IRS cannot attribute federal employees’ responses solely to the Notice LT36." IRS
management also advised that they did not plan to update these results again since the
Notice LT36 was a one-time occurrence.

A Reduction in Staffing Impacted the Group Specializing in Working FERDI
Inventory

In January 2025, there were 242 employees who specialized in working FERDI inventory.
However, as of July 2025, the staff was reduced by 50 percent (to 121 employees) as part of
efforts to reduce the federal government’s workforce. As noted in our March 2023 report, IRS
Collection employees previously worked standalone FERDI nonfiler cases one day per quarter."
Beginning in July 2025, as part of a larger FERDI work stream, IRS Collection management stated
that these cases are now included in overall FERDI inventory two days per week. It is unclear at
this time whether this change will result in more standalone FERDI nonfiler cases being worked.
We may initiate future audits to evaluate the impact of these more frequent reviews on federal
employee compliance.

Conclusion

The IRS established the FERDI program to promote federal tax compliance among current and
retired federal civilian and military employees. Federal employees are obligated to satisfy in
good faith their obligations as citizens, including all just financial obligations, especially those
such as federal, state, or local taxes that are imposed by law. Our review of the FERDI Annual
Reports for FY 2021 through FY 2024 found that delinquency rates have continuously increased.
IRS Collection management attributed the year-to-year increase to the temporary pause of levy
programs, the Automated Substitute for Return program, and collection notice issuance during

" The federal employee/retiree may have received an alternate collection treatment prompting their actions.
P TIGTA, Report No. 2023-30-011, The IRS Has Not Adequately Prioritized Federal Civilian Employee Nonfilers
(March 2023).
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the pandemic and recovery years. The IRS began a phased-in resumption of the levy program in
August 2024 and anticipates that the delinquency rates will decrease in the coming years.

Federal employees are held to a higher standard to file and pay their taxes since their
compensation is primarily from federal taxes. As the agency responsible for administering
federal tax law, the IRS must ensure that federal employees comply with the tax law to maintain
the public’s confidence. If taxpayers are aware that federal employees are not tax compliant, it
may impact their willingness to comply with their own tax matters. To help address the growing
delinquencies identified during this review, the IRS should revisit our prior recommendation to
coordinate with the Treasury Department Office of Tax Policy to consider a legislative proposal
to amend I.R.C. § 6103 to allow the IRS to share essential return information with other federal
agencies whose employees were identified as tax delinquent.

Finally, we referred 122 FERDI taxpayers who had 8 or more years of unfiled tax returns to IRS
Criminal Investigation for possible investigation. Referring these taxpayers allows Criminal
Investigation to assess persistent noncompliance and determine whether further action is
appropriate. Such referrals support efforts to promote overall tax compliance and reinforce the
integrity of the federal workforce.

Performance of This Review

We conducted this review in accordance with the Council of the Inspectors General on Integrity
and Efficiency Quality Standards for Federal Offices of Inspector General. Those standards
require that the work adheres to the professional standards of independence, due professional
care, and quality assurance and follows procedures to ensure accuracy of the information
presented. We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions based on the objective of our review.
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Appendix |

Management’s Response to the Draft Report

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

COMMISSIONER
SMALL BUSINESS/SELF-EMPLOYED DIVISION

April 14, 2026

MEMORANDUM FOR DIANA M. TENGESDAL
DEPUTY INSPECTOR GENERAL FOR AUDIT

Digitally signed by Amalia C. Colbert

FROM: Lia Colbert Amalia C Colbert Date: 2026.04.14 13:24:01 -04'00'
Commissioner, Small Business/Self-Employed Division

SUBJECT: Draft Report — Federal Employee and Retiree Trends Show
Increased Tax Noncompliance (Review No.: 20253S0005)

Thank you for the opportunity to respond to your draft report. Safeguarding the public’s
trust depends on a federal workforce that meets its tax responsibilities. The Federal
Employee/Retiree Delinquency Initiative (FERDI) is essential to ensuring that
accountability.

Your analysis of trends underscores why we are committed to sustaining focus on this
population. We have taken a number of actions to strengthen compliance and program
performance, including:

e Implemented prior audit recommendations. Completed all prior FERDI audit
recommendations by March 2025, strengthening internal controls and laying the
groundwork for the improvements that followed.

e launched targeted compliance outreach. Issued 427,000 new, targeted reminder
letters between June and July 2025, reinforcing federal employees’ and retirees’
heightened tax compliance responsibilities. Early indicators—such as $58 million
collected, nearly 59,000 taxpayers making a payment, and more than 1,100
delinquent returns filed—show meaningful engagement and highlight the value of
targeted outreach to this population. While these outcomes cannot be attributed
solely to the notice, the results suggest targeted outreach can be effective and
will inform future compliance strategies.

e Expanded dedicated casework. Increased FERDI-specialized Automated
Collection System site casework from one day per quarter to two days per week.
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This substantial increase in focus helps specialized employees reduce aging
inventory and secure timely filings and payments.

The actions outlined above, together with additional measures we will continue to
evaluate as updated data becomes available, demonstrate our commitment to
improving compliance, enhancing efficiency, and ensuring fairness across the federal
workforce. \We appreciate your review and the opportunity to collaborate to strengthen
program performance and maintain the public’s confidence.

If you have any questions, please contact me, or Frederick W. Schindler, Director,
Collection, Small Business/Self-Employed Division.
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Term

Automated Substitute for
Return System

Collection Inventory
Delivery and Selection

Federal Employee/Retiree
Delinquency Initiative

Fiscal Year

Individual Master File

Tax Module

Tax Year

Taxpayer Delinquent
Account

Taxpayer Delinquency
Investigation

Glossary of Terms

Definition

Appendix Il

A system designed to assess taxes on wage earners who fail to file tax
returns. It analyzes information submitted to the IRS and historical tax
return information.

Uses technology and strategies to select and route collection cases for
efficient and effective resolution; oversees programs, policy, and systems
for various aspects of Collection; and provides end user tools to help
manage and process cases, all to improve productivity, increase revenue,
and improve voluntary compliance.

The FERDI program was developed in 1993 to promote federal tax
compliance among current and retired federal employees.

Any yearly accounting period, regardless of its relationship to a calendar
year. The federal government'’s fiscal year begins on October 1 and ends on
September 30.

The IRS database that maintains transactions or records of individual tax

accounts.

Part of a taxpayer's account that reflects tax data for one tax class (Master
File Transaction) and one tax period.

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.

A Compliance Services Collection Operations collection program that
generates notices to taxpayers that have an outstanding tax liability.

A Compliance Services Collection Operations collection program that
generates notices and issues return delinquency notices to taxpayers that
have been identified as liable to file but have not filed a return.

Page 14



Federal Employee and Retiree Trends Show Increased Tax Noncompliance

FERDI
FY
l.R.C.
IRS
TIGTA

Abbreviations

Federal Employee/Retiree Delinquency Initiative
Fiscal Year

Internal Revenue Code

Internal Revenue Service

Treasury Inspector General for Tax Administration

Appendix I
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To report fraud, waste, or abuse,
contact our hotline on the web at
https://www.tigta.gov/reportcrime-misconduct.

To make suggestions to improve IRS policies, processes, or systems
affecting taxpayers, contact us at
TIGTACommunications@tigta.treas.gov.

Information you provide is confidential, and you may remain anonymous.


https://www.tigta.gov/reportcrime-misconduct
mailto:TIGTACommunications@tigta.treas.gov
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