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Grading the IRS
 Part 2: Tax Gap

O C T O B E R  3 0 ,  2 0 2 4

Key Summary

Two years after the Inflation Reduction Act (IRA) was signed into 
law, the Internal Revenue Service (IRS) wants you to know that it 
believes it is putting its funding boost to good use. The IRS has 
released its second “report card” for its IRA initiatives, giving 
itself a glowing review. However, absent from the IRS’s self-
evaluation are the elements found on most report cards across 
American schools—actual grades based upon performance. So, 
NTUF has provided that missing grade scale.

Comparing the successes from this report card to the goals and 
objectives laid out in the IRS’s 2023 IRA Strategic Operating 
Plan shows that the IRS deserves a poor grade for some of its 
most important work. 

Here are the supposed successes from the report card along 
with the facts behind its statements that justify NTUF’s grades. 

B Y :  D E B B I E  J E N N I N G S
Policy Manager

https://www.irs.gov/newsroom/inflation-reduction-act-2-year-report-card-irs-continues-to-improve-service-modernize-online-tools-pursue-complex-taxpayer-arrangements-used-to-evade-taxes
https://www.irs.gov/about-irs/irs-inflation-reduction-act-strategic-operating-plan
https://www.irs.gov/about-irs/irs-inflation-reduction-act-strategic-operating-plan
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Part 2: Tax Gap
Overall Grade: C-

A good measure of the effectiveness of our tax 
system could be based in part on how many 
people actually pay the taxes they owe. While 
a variety of factors can influence taxpayer 
behavior, from ignorance to willful malfeasance, 
it is important for the government to collect all 
legally due taxes.

The IRA included a significant amount of 
funding for tax enforcement to close the tax 
gap, which is the difference between the 
amount owed and the amount paid. With these 
additional resources, NTUF has recommended 
that the IRS refine its calculation of the tax gap, 
set accountable goals for closing the tax gap, and 
increase compliance through communication 
with taxpayers. 

Unfortunately, the efforts that the IRS has 
highlighted thus far fail to make meaningful 
improvements on assessing the tax gap and 
seemingly only chase the lowest-hanging fruit. 

“Disrupting scams”

Grade: C

The IRS claims that its Employee Retention Credit (ERC) processing moratorium and 
other efforts prevented $1 billion in taxpayer funds from being lost to ERC scams. It also 
recently announced the formation of the Coalition Against Scam and Scheme Threats 
that will expand outreach about emerging scams. The IRS also boasts that it sent warning 
letters to 32 tax preparers suspected of scamming taxpayers.

While the IRS has made earnest efforts to stop ERC scams in absence of congressional 
action to halt the program, The Strategic Operating Plan update notes some missed 2024 
objectives that would have gone further to help taxpayers in the face of scams. These 
include:

● • Improve victim assistance for those who fall victim to tax scams

● • Use advanced analytics to measure success and find areas of vulnerability
 
The Strategic Operating Plan update’s 2025 priorities to “disrupt scams” only include 
continuing to partner with the newly formed coalition and continuing to analyze IRS 
information to identify tax scams. The IRS deserves credit for deploying this coalition 
within the Strategic Operating Plan proposed timeline, and we hope to hear about the 
coalition’s progress throughout the next year.

https://www.ntu.org/foundation/detail/minding-the-gap-recommendations-for-assessing-addressing-and-ameliorating-the-tax-gap#:~:text=As%20a%20percentage%20of%20revenue,collected%20has%20stayed%20relatively%20constant.
https://www.irs.gov/newsroom/irs-states-tax-industry-announce-new-joint-effort-to-combat-growing-scams-and-schemes-ongoing-coordination-to-follow-in-footsteps-of-security-summits-identity-theft-efforts-to-help-taxpayers-and
https://www.ntu.org/foundation/detail/extending-expensing-and-the-child-tax-credit-is-a-win-win-for-taxpayers
https://www.ntu.org/foundation/detail/extending-expensing-and-the-child-tax-credit-is-a-win-win-for-taxpayers
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Still, it is disappointing that the IRS has failed to use analytical tools to identify and 
measure other vulnerabilities, since ERC fraud only accounts for a subset of the entire 
universe of tax scams that taxpayers or the tax collector may encounter. Unfortunately, 
victims of identity theft often must wait 18 months to get their case resolved by the IRS. 
This long wait time is unacceptable, and the IRS should immediately shift additional 
resources toward reducing it. 

“Ensuring individuals and businesses using complex 
arrangements pay taxes owed”

Grade: D

Part of the IRS’s efforts to improve tax collection with IRA funds involve closing the tax 
gap, which is an estimate of the difference between the tax revenues collected and the 
amount taxpayers actually owe. The IRS report card focuses on a push to collect taxes 
that were long overdue from high-income taxpayers, as well as some new initiatives to 
uncover tax evasion among targeted groups. 

Closing the tax gap is important enough for the IRS that it is the focus of the third 
objective outlined in the Strategic Operating Plan. However, the plan’s update released in 
April of this year lists several key FY 2024 milestones for this objective that had not yet 
been completed, including: 

● • Continue examinations of 76 of the largest partnerships in the U.S. that represent 
a cross section of industries including hedge funds, real estate investment 
partnerships, publicly-traded partnerships, large law firms, and other industries

● • Continue to explore alternative interventions including “soft” notices such as 
compliance alerts sent to large partnerships with balance sheet discrepancies

● • Establish a team and develop work plan to evaluate key enforcement programs 
for fairness

● • Develop data and research approach to inform and continuously refine compliance 
strategy needed to promote voluntary compliance

● • Establish at least one minimum viable product for advanced case selection of 
priority taxpayer segment such as high income—high wealth 

Since then, the IRS has announced a new team dedicated to uncovering what it deems 
are “basis shifting” transactions by partnerships. It has also said that it is continuing to 
audit 76 of the nation’s largest partnerships. While it is good that the IRS is investigating 
potentially unlawful activity, the IRS should not assume wrongdoing merely based on 
the size of a business. The report card also highlights efforts to target specific groups that 
may be evading taxes, such as individuals using corporate jets for personal purposes. It is 
unclear how widespread this practice is, how much tax revenue this project will generate, 
and how much this will cost in IRA resources that could otherwise be dedicated to more 
systematic efforts to close the tax gap.

The report card highlights over $1 billion that has been collected from high-wealth 
taxpayers who are known to owe taxes or have failed to file returns in recent years. Since 
the IRS was already aware of the potential tax due in these instances, this seems to be 

https://www.irs.gov/newsroom/irs-announces-new-steps-to-combat-abusive-use-of-partnerships-agencys-focus-intensifies-as-new-guidance-closes-loopholes-worth-tens-of-billions
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low-hanging fruit. Unlike the taxes collected from these known high-wealth nonfilers, 
much of the tax gap is unknown and merely estimated through analyzing data from 
the past. Comprehensively refining its methodology for developing these estimates, as 
recommended by NTUF, would be a better approach to transform how the IRS addresses 
the tax gap. 
 

Furthermore, $1 billion is well below what the IRS was projected to reclaim when the 
IRA was passed. The Congressional Budget Office (CBO) had estimated that the IRS would 
collect a total of $200 billion over ten years due to its increase in funding, with nearly 
$4 billion and $7 billion being collected in fiscal years 2023 and 2024 respectively. While 
some IRS enforcement funding was later rescinded, this change only took effect in late 
March of 2024, meaning that the IRS has no excuse for falling this far behind estimates. 
With a net tax gap estimate of $625 billion, the IRS should be much farther along in 
“closing the gap” after the completion of one-fifth of the ten-year IRA funding window. 

Truly transformative efforts to close the tax gap will require better methods to estimate 
and identify the unknown element of the tax gap. In light of this, we have recommended 
that the IRS make critical improvements to its data collection, analysis, and transparency. 

 2024 National Taxpayers Union Foundation
122 C Street NW, Suite 700, Washington, DC 20001
ntuf@ntu.org

https://www.cbo.gov/system/files/2022-08/hr5376_IR_Act_8-3-22.pdf
https://www.ntu.org/foundation/detail/minding-the-gap-recommendations-for-assessing-addressing-and-ameliorating-the-tax-gap#:~:text=As%20a%20percentage%20of%20revenue,collected%20has%20stayed%20relatively%20constant.
https://www.ntu.org/foundation/detail/minding-the-gap-recommendations-for-assessing-addressing-and-ameliorating-the-tax-gap
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