
Treasury Inspector General $25 million.  The Internal Revenue Code does not 
authorize the IRS to revoke tax-exempt status based on 

for Tax Administration an organization’s failure to pay payroll taxes, and 

Office of Audit substantially all of the organizations that TIGTA reviewed 
 were still recognized by the IRS as tax-exempt as of 

May 2013.  The Exempt Organizations function had 
SOME TAX-EXEMPT ORGANIZATIONS HAVE completed several examinations but was generally not 
SUBSTANTIAL DELINQUENT PAYROLL TAXES aware of the behavior of the organizations because 

another IRS business unit is responsible for collecting 
Issued on July 3, 2014  the delinquent tax debt. 

Highlights 
WHAT TIGTA RECOMMENDED 

TIGTA recommended that the Director, Exempt 
Organizations:  1) coordinate with Small Business/ 

Highlights of Report Number:  2014-10-012 to the Self-Employed Division management to receive relevant 
Internal Revenue Service Commissioner for the collection information, 2) periodically complete analyses 
Tax Exempt and Government Entities Division. to identify tax-exempt organizations that potentially 

abuse their tax-exempt status for examination (if IMPACT ON TAXPAYERS 
necessary), and 3) work with the Department of the 

While tax-exempt organizations are generally not Treasury to evaluate whether a legislative proposal is 
required to pay income taxes, they are generally warranted to strengthen the IRS’s ability to enforce 
required to pay other taxes such as payroll taxes.  If  payroll tax noncompliance by tax-exempt organizations.  
tax-exempt organizations do not pay their taxes and 

In their response to the report, IRS management 
thereby abuse the Federal tax system, the Federal 

disagreed with the first two recommendations and 
Government could lose millions of dollars in revenue.   

agreed to apprise the Department of the Treasury of our 
WHY TIGTA DID THE AUDIT third recommendation.  TIGTA believes that the Exempt 

Organizations function should do more to oversee 
The overall objectives of this review were to determine if, tax-exempt organizations that repeatedly fail to remit 
and to what extent, tax-exempt organizations have payroll taxes, which include Medicare, Social Security, 
known Federal tax debt and to identify actions the and Federal income taxes withheld from employees.  
Exempt Organizations function has taken to address this This is particularly important because these 
noncompliance.  organizations have the benefit of charitable status, and 

the Government has paid them millions of dollars of WHAT TIGTA FOUND 
Medicare and Medicaid funds.  

IRS records indicate that the majority of 
READ THE FULL REPORT tax-exempt organizations pay their Federal taxes.  

However, a small percentage are not paying their taxes.  To view the report, including the scope, methodology, 
TIGTA determined that more than 64,200 (3.8 percent) and full IRS response, go to: 
tax-exempt organizations had nearly $875 million of 
Federal tax debt as of June 16, 2012.  While some http://www.treas.gov/tigta/auditreports/2014reports/201410012fr.pdf.   

organizations owed minor amounts, approximately 1,200 
tax exempt organizations owed more than $100,000 
each.  Unpaid taxes were often associated with multiple 
tax periods.  For example, nine organizations each had 
Federal tax debt spanning 10 or more years that 
collectively totaled more than $5.5 million. 

TIGTA reviewed 25 tax-exempt organizations – all 
Internal Revenue Code § 501(c)(3) – that appeared to be 
among the worst examples involving unpaid Federal tax 
but are not representative of the population of all 
tax-exempt organizations with unpaid tax.  TIGTA 
determined that these organizations generally received 
government payments over a three-year period of 
$148 million, including Medicare, Medicaid, and 
government grants; had annual revenue of almost 
$167 million; and owned assets of more than 
$97 million—but continued to not remit payroll and other 
taxes, including penalties and interest, totaling more than 
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