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Assistant Secretary for Management  
 
This report presents the results of our audit of the Department of 
the Treasury’s (Treasury) compliance with improper payment 
reporting requirements for fiscal year (FY) 2014. The objective of 
our audit was to assess and report on Treasury’s overall 
compliance with requirements contained in the Improper Payments 
Elimination and Recovery Act of 2010 (IPERA),1 enacted to help 
Federal agencies strengthen the framework for reducing and 
reporting improper payments. As part of our audit, we also 
assessed Treasury’s compliance with additional improper payment 
reporting requirements set forth in Executive Order (E.O.) 13520, 
Reducing Improper Payments and Eliminating Waste in Federal 
Programs, and the Improper Payments Elimination and Recovery 
Improvement Act of 2012 (IPERIA).2 Appendix 1 provides more 
detail of the objective, scope, and methodology of our audit. 
 
This report also incorporates the results of the Treasury Inspector 
General for Tax Administration’s (TIGTA) assessment of the 
Internal Revenue Service’s (IRS) compliance with improper payment 
reporting requirements in FY 2014. TIGTA issued its report on  
April 27, 2015, which is included as appendix 2 of this report. The 
results of our audit, insofar as they relate to IRS, are based solely 
on TIGTA’s report. 

 
Results in Brief 
 

We determined that Treasury was not in compliance with IPERA for 
FY 2014 due to IRS not reporting an overall improper payment rate 
of less than 10 percent for the Earned Income Tax Credit (EITC) 
program. IRS estimated that 27 percent or $17.7 billion in EITC 

                                                 
1 Pub. L. No. 111-204, 124  Stat. (July 22, 2010) 
2 Pub. L. No. 112-248, 126  Stat. (Jan.10, 2013) 
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payments were issued improperly in FY 2014. This is the fourth 
consecutive year that we have determined that Treasury is 
noncompliant with IPERA due to IRS’s EITC reporting deficiencies. 
We determined that Treasury was in compliance with all other 
IPERA, E.O. 13520, and IPERIA improper payment reporting 
requirements. However, we are reaffirming our prior years’ 
recommendation that the Assistant Secretary for Management  
ensure that Treasury submits a complete comprehensive plan to 
Congress that includes a description of the corrective actions 
Treasury will take to remediate non-compliance with IPERA.  
 
We also found that Treasury’s payment recapture audit reporting 
needs improvement. That is, Treasury did not fully comply with the 
Office of Management and Budget’s (OMB) reporting requirements 
for payment recapture audits. We are recommending that the 
Assistant Secretary for Management ensure that (1) recaptured 
improper payments are addressed in accordance with OMB Circular 
No. A-123, Appendix C, Requirements for Effective Estimation and 
Remediation of Improper Payments (OMB Circular No. A-123, 
Appendix C) requirements; (2) outstanding overpayments are 
correctly classified based on age and reported in the Agency 
Financial Report’s (AFR) Aging of Outstanding Overpayments table 
in accordance with OMB Circular No. A-136 Revised, Financial 
Reporting Requirements (OMB Circular No. A-136); and (3) 
Treasury formally notify OMB of programs and activities that 
expend more than $1 million where a cost-effective payment 
recapture audit program could not be conducted including the 
analysis used to make this decision and maintain documentation of 
this notification. 
 
In addition, we included as a finding in our report, TIGTA’s 
determination that Treasury’s annual risk assessments continue to 
underestimate the risk of improper payments in IRS tax refund 
programs. We are recommending that the Assistant Secretary for 
Management ensure that Treasury’s Risk and Control Group (RCG), 
under the Deputy Chief Financial Officer, continue to work with IRS 
to modify Treasury’s “Improper Payments Elimination and Recovery 
Risk Assessment Questionnaire for Fiscal Year 2014” 
(Questionnaire) to ensure it includes questions to address whether 
the IRS has the information it needs to validate taxpayer claims at 
the time the tax return is filed and the refund is paid. 
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In a written response, management generally agreed with our 
recommendations to address the improper payment reporting 
deficiencies identified in our report. That is, while management 
expressed partial agreement to our reaffirmation of the prior year 
recommendation to submit a complete comprehensive plan to 
Congress, its response meets the intent of our recommendation. 
Furthermore, management noted that achieving EITC compliance 
with IPERA will likely require legislative changes. Management also 
agreed with our three recommendations for improving payment 
recapture audit reporting and our recommendation for improving 
Treasury’s annual risk assessment process.  
 
Management’s complete response is provided in appendix 3. 
 

Background 
 
Improper Payments Compliance and Reporting Requirements 
 
Under the Improper Payments Information Act of 2002 (IPIA),3 
Federal agencies were required to review and identify programs and 
activities  susceptible to improper payments on an annual basis and 
report estimates of improper payments to Congress along with 
actions to reduce estimated improper payments that exceeded 
$10 million.  
 
In 2009, E.O. 13520 required Federal agencies to intensify their 
efforts to eliminate payment error, waste, fraud, and abuse in 
major Federal programs while continuing to ensure that these 
programs serve and provide access to their intended beneficiaries. 
It increased Federal agencies’ accountability and required that 
Federal agencies provide their agency Inspector General with 
detailed information on efforts to identify and reduce the number of 
improper payments in Federal programs with the highest dollar 
value of improper payments. 
 
Following E.O. 13520, IPERA amended IPIA, strengthening 
agencies’ program reviews and reporting requirements. IPERA 

                                                 
3 Pub. L. No. 107-300, 116 Stat. (Nov. 26, 2002) 
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expanded the types of payments to be reviewed and established 
the requirement for agencies to conduct recovery audits if cost-
effective. IPERA also required Inspectors General to report on 
respective agencies’ compliance with IPERA each fiscal year. 
 
IPERIA further expanded agency improper payment requirements to 
foster greater agency accountability. Like E.O. 13520, IPERIA 
requires the OMB Director to identify a list of high-priority Federal 
programs for greater levels of oversight and review. For those high-
priority programs, IPERIA requires OMB to coordinate with agencies 
to establish annual targets and semi-annual or quarterly actions for 
reducing improper payments. Agencies are required to submit an 
annual report to the Inspector General on actions (1) taken or 
planned to take to recover improper payments and (2) intended to 
take to prevent future improper payments. The report is also 
required to be available to the public on a central website. 

 
For FY 2014, EITC was Treasury’s only OMB-designated high-
priority program. 
 
Also, in accordance with IPERIA and E.O. 13520, Offices of 
Inspector General (OIG) are required to review and report on 
Treasury’s OMB designated high priority programs. Specifically, 
OIGs are required to review management’s assessment of the level 
of risk and the quality of the improper payment estimates and 
methodology and the oversight and financial controls in place to 
identify and prevent improper payments. Recommendations, if any, 
are to be provided for modifying Treasury’s plans related to its high 
priority programs to include improvements for determining and 
estimating improper payments. 
 
In Memorandum 15-02 dated October 20, 2014, OMB issued 
revisions to OMB Circular No. A-123, Appendix C to provide 
agencies guidance on implementing all improper payment 
compliance and reporting requirements.  

 
Treasury’s Improper Payment Risk Assessment 
 
RCG issued Treasury-Wide Guidance for the FY 2014 
Implementation of Circular A-123, Appendix C, Requirements for 
the Effective Measurement and Remediation of Improper Payments 
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(Treasury’s IPERA Guidance) to all Treasury bureaus and 
Departmental Offices’ (DO) subcomponents (hereafter we refer to 
bureaus and DO subcomponents collectively as “components”). 
RCG provided the Treasury components the Questionnaire to 
assess the level of risk for each payment type, such as Federal 
employee payments, grants, and travel cards within each fund 
group. After Treasury components complete and review the risk 
assessment, the results are provided to RCG. For any program 
identified as having a high risk for improper payment, the 
responsible component was also required to provide the following 
information for inclusion in the AFR: 
 

• The rate and amount of improper payment; 
• The root causes of improper payments; 
• Actions taken to address the root causes; 
• Annual improper payment reduction targets; and  
• A discussion of any limitations to the component’s ability to 

reduce improper payments. 
 
For FY 2014, Treasury identified EITC as its only high risk program.  
 
Payment Recapture Audits 
 
IPERA requires agencies to conduct recovery audits (also referred 
to as payment recapture audits) for each program and activity that 
expends $1 million or more annually to prevent, detect, and 
recover overpayments, if conducting such audits would be cost-
effective. A payment recapture audit is a review and analysis of an 
agency’s or program’s accounting and financial records, and other 
pertinent information supporting its payments that is specifically 
designed to identify overpayments.  
 
Treasury’s IPERA Guidance requires each component to complete a 
worksheet providing a consistent reporting format that includes 
information on the component’s payment recapture audits. The 
worksheets are submitted to RCG for review and the results are 
consolidated and reported in the AFR.   
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Audit Results 
 

Finding 1 Treasury Was Not in Compliance with IPERA for FY 2014 
 

We determined that Treasury was not in compliance with IPERA for 
FY 2014 due to IRS not reporting an overall improper payment rate 
of less than 10 percent for the EITC program. IRS estimated that 
27 percent or $17.7 billion in EITC payments were issued 
improperly in FY 2014. This is the fourth consecutive year we have 
determined that Treasury is not in compliance with IPERA due to 
IRS’s EITC improper payments reporting deficiencies. 
 
As a result of our determination of Treasury’s noncompliance with 
IPERA since FY 2011, Treasury has been required to submit a 
comprehensive plan to Congress describing the actions that it 
intends to take to come into compliance. Although Treasury 
submitted a plan in FY 2012, it only addressed deficiencies 
associated with its reporting on payment recapture audits (which 
were identified in the FY 2011 IPERA report4), and did not address 
non-compliance with IPERA due to EITC deficiencies.  
 
Furthermore, Treasury submitted a letter to Congress in August 
2014 that brought attention to proposed statutory changes 
included in the administration’s FY 2015 budget to address EITC 
compliance as well as other steps being taken to reduce the 
improper payment rate of EITC. However, the letter did not include 
(1) measurable milestones to be accomplished in order to achieve 
compliance; (2) the designation of a senior Treasury official who 
would be accountable for the progress of Treasury in coming into 
compliance for EITC; and (3) the establishment of an accountability 
mechanism with appropriate incentives and consequences tied to 
the success of the designated senior official in leading Treasury to 
come into compliance for EITC, as required by IPERA. Therefore, 
we found that Treasury’s plan did not satisfy the IPERA reporting 
requirements. 
 

                                                 
4 The Department of the Treasury Was Not in Compliance With the Improper Payments Elimination and 
Recovery Act for Fiscal Year 2011 (OIG-12-044; issued March 15, 2012) 
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Recommendation 
 
We reaffirm our prior years’ recommendation that the Assistant 
Secretary for Management ensure that Treasury submits a 
complete comprehensive plan to Congress that includes a 
description of the corrective actions Treasury will take to remediate 
non-compliance with IPERA due to IRS’s EITC deficiency. The plan 
should include (1) measurable milestones to be accomplished in 
order to achieve compliance; (2) the designation of a senior 
Treasury official who shall be accountable for the progress of 
Treasury in coming into compliance for EITC; and (3) the 
establishment of an accountability mechanism with appropriate 
incentives and consequences tied to the success of the designated 
senior official in leading Treasury to come into compliance for EITC. 
 
Management Response  
 
Management expressed partial agreement with our 
recommendation and stated that while Treasury and the IRS 
continue to work to develop a more comprehensive plan for 
submission to Congress, achieving EITC compliance with IPERA 
will likely require legislative changes.   

 
OIG Comment  
 
While we acknowledge management’s position that legislative 
changes may be required to achieve EITC compliance with IPERA, a 
complete comprehensive plan that meets all IPERA requirements is 
required to be submitted to Congress. However, the actions that 
management provided in its response for addressing IPERA 
noncompliance meet the intent of our recommendation.  
 

 
Finding 2  Payment Recapture Audit Reporting Needs Improvement 

 
Treasury did not fully comply with OMB’s reporting requirements for 
payment recapture audits. Specifically, we identified the following 
reporting deficiencies during our review of Treasury’s FY 2014 AFR: 
 

• Treasury did not properly treat a $1.4 million recaptured 
improper payment related to a financial assistance grant in 
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accordance with OMB Circular A-123, Appendix C. That is, 100 
hundred percent of the recaptured improper payment was used 
for its original purpose, which exceeded OMB’s 25 percent limit 
for original use.   
 
According to OMB Circular No. A-123, Appendix C, recaptured 
overpayments from expired discretionary fund accounts that 
were appropriated after enactment of IPERA and are not used to 
reimburse expenses of the agency or pay payment recapture 
audit contractors may be used for a financial management 
improvement program, the original purpose of the funds, 
Inspector General activities, or returned to the Treasury as 
miscellaneous receipts or returned to trust or special fund 
accounts. Each agency shall determine the actual percentage of 
recovered overpayments used for the purposes outlined (up to 
the maximum amount allowed in the law and this guidance). 
Specifically, up to 25 percent of the recaptured funds may be 
used for the original purpose. 
 

• Treasury incorrectly reported a $1,300 contract overpayment 
that was outstanding over 1 year as an “Amount Outstanding 
0-6 Months” in the Aging of Outstanding Overpayments table.  
 
OMB Circular No. A-136 requires that an agency’s reporting 
include “an aging schedule of the amount of overpayments 
identified through the payment recapture audit program that are 
outstanding.” 

 
• Treasury did not formally notify OMB of the six programs that it 

determined it would be unable to conduct a cost effective 
payment recapture audit program and submit the analysis 
supporting these decisions.  
 
OMB Circular No. A-123 Appendix C, requires that “If an 
agency determines that it would be unable to conduct a cost-
effective payment recapture audit program for certain programs 
and activities that expend more than $1 million, then it must 
notify OMB and the agency's Inspector General of this decision 
and include any analysis used by the agency to reach this 
decision.” 
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Recommendations 
 

We recommend the Assistant Secretary for Management ensure that: 
 

1. Recaptured improper payments are disposed of in accordance with 
OMB Circular No. A-123, Appendix C requirements. 
 
Management Response  
 
Management agreed with our recommendation and noted that none 
of the $1.4 million of recaptured funds against an expired 
appropriation in our finding were used for the original purpose of 
the appropriation. Management also stated that it will continue to 
ensure that recaptured improper payments are disposed of in 
accordance with OMB Circular No. A-123, Appendix C 
requirements. Further, Treasury intends to reinforce and enhance 
the current Department-wide guidance concerning disposition of 
recaptured improper payments. 

 
OIG Comment  
 
While management has provided clarification of the disposition of 
recaptured funds, the documentation provided to us during our 
fieldwork did not support the disposition of those funds as 
described above. Therefore, we will determine the appropriate 
disposition of the recaptured improper payment as part of our audit 
follow up to this report. Nonetheless, management’s overall 
response meets the intent of our recommendation.  
 

2. Outstanding overpayments are correctly classified based on age 
and reported in the AFR’s Aging of Outstanding Overpayments 
table in accordance with OMB Circular No. A-136. 
 
Management Response  
 
Management agreed with our recommendation and stated that it 
will enhance its AFR Improper Payment reporting review process.   
 
OIG Comment  
 
Management’s response meets the intent of our recommendation. 
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3. Treasury formally notify OMB of programs and activities that 

expend more than $1 million where a cost-effective payment 
recapture audit program could not be conducted including the 
analysis used to make this decision and maintain documentation of 
this notification. 
 
Management Response  
 
Management agreed with our recommendation noting that Treasury 
formally submitted a draft AFR to OMB which included the 
payment programs that did not conduct a payment recapture audit 
due to a cost-benefit analysis. However, for FY 2015 and beyond, 
Treasury will submit a formal notification of the excluded programs 
directly to the OMB. 
 
OIG Comment  
 
Management’s response meets the intent of our recommendation. 
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Finding 3 Annual Risk Assessments Continue to Underestimate the 
Risk of Improper Payments in IRS Tax Refund Programs  

 
 TIGTA reported that Treasury’s annual risk assessment process did 

not provide valid assessment of improper tax refund payments. 
Although IRS performed its annual risk assessment in accordance 
with Treasury’s IPERA guidance, TIGTA found that IRS had been 
consistently assessing the risk of improper payments associated 
with Additional Child Tax Credit (ACTC) as low. TIGTA’s review of 
IRS’s enforcement data indicated that the ACTC improper payment 
rate is similar to that of the EITC. Additionally, TIGTA 
recommended in a previous report that an IRS official “should 
ensure that the results of the ACTC Improper Payment Risk 
Assessment accurately reflect the high risk associated with ACTC 
payments and provide a reliable estimate of improper payments. 
Completion of the ACTC Improper Payment Risk Assessment 
should include an evaluation of available National Research 
Program and enforcement data when determining the overall risk of 
improper payments.”5 

 
TIGTA also reported that Treasury’s Questionnaire did not include 
questions to adequately address specific risks commonly 
associated with verifying refundable credit claims. TIGTA 
previously recommended that an IRS official “work with the 
Department of the Treasury, Office of the Deputy Chief Financial 
Officer, Risk and Control Group, to better identify the IRS programs 
to be assessed for improper payment risk and refine the 
Questionnaires to ensure that all questions are applicable to tax 
administration and more accurately reflect the risks associated with 
tax refund payments.”6 As a result RCG modified the Questionnaire 
but it still did not address whether IRS had the information it 
needed to validate taxpayer claims at the time the tax return is filed 
and the refund is paid. 
 

                                                 
5 TIGTA, Ref. No. 2014-40-093, Existing Compliance Processes Will Not Reduce the Billions of Dollars 
in Improper Earned Income Tax Credit and Additional Child Tax Credit Payments (September 29, 2014) 
6 TIGTA, Ref. No. 2013-40-015, Improper Payments Elimination and Recovery Act Risk Assessments of 
Revenue Programs Are Unreliable (January 31, 2013) 
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Recommendation 
 
We recommend the Assistant Secretary for Management ensure 
that RCG continue to work with IRS to modify the Questionnaire to 
ensure it includes questions to address whether the IRS has the 
information it needs to validate taxpayer claims at the time the tax 
return is filed and the refund is paid.  
 
Management Response  
 
Management agreed with our recommendation and stated that it 
will work with the IRS to modify the Questionnaire to appropriately 
address each refundable tax credit program.   

OIG Comment  
 
Management’s response meets the intent of our recommendation. 

 
* * * * * * 

 
We appreciate the courtesy and cooperation extended to our staff 
during this audit. Should you have any questions, you may contact 
me at (202) 927-5789, or Catherine Yi, Audit Manager, at  
(202) 927-5591. Major contributors to this report are listed in 
appendix 4.  
 
/s/ 
 
Michael Fitzgerald 
Director, Financial Audit 
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The overall objective of our audit was to determine whether the 
Department of the Treasury (Treasury) complied with improper 
payment reporting requirements for fiscal year (FY) 2014. We 
assessed Treasury’s compliance with the reporting requirements 
contained in the Improper Payments Elimination and Recovery Act 
of 2010 (IPERA); Executive Order 13520, Reducing Improper 
Payments and Eliminating Waste in Federal Programs; and the 
Improper Payments Elimination and Recovery Improvement Act of 
2012. Our audit scope did not include the review of programs and 
activities administered by the Internal Revenue Service (IRS). The 
Treasury Inspector General for Tax Administration (TIGTA) is 
responsible for the audit of IRS’s compliance with improper 
payment reporting requirements. TIGTA’s scope included an 
assessment of the Earned Income Tax Credit information that IRS 
provided for inclusion in Treasury’s Agency Financial Report (AFR) 
and a review of IRS’s progress on previous recommendations.  
 
To accomplish our objective, we reviewed applicable laws, 
guidance issued by the Office of Management and Budget (OMB), 
and Treasury-wide Guidance for the FY 2014 Implementation of 
OMB Circular No. A-123, Appendix C, Requirements for the 
Effective Measurement and Remediation of Improper Payments; 
reviewed the FY 2014 AFR; interviewed key Departmental Offices 
and component entities’ personnel; and performed testing of 
Treasury’s risk assessment and payment recapture audit program.  

 
To determine compliance with IPERA and OMB guidance, we 
reviewed the AFR and any accompanying information to assess 
whether Treasury had: 
 

• published an AFR for the most recent fiscal year and posted 
that report and any accompanying materials required by 
OMB on Treasury’s website; 

• conducted a program specific risk assessment for each 
program or activity that conforms with 31 U.S.C. §3321,3 if 
required; 

• published improper payment estimates for all programs and 
activities identified as susceptible to significant improper 
payments under its risk assessment, if required; 

• published programmatic corrective action plans in the AFR, if 
required; 
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• published, and is meeting, annual reduction targets for each 
program assessed to be at risk and estimated for improper 
payments, if required and applicable; and  

• reported a gross improper payment rate of less than 
10 percent for each program and activity for which an 
improper payment estimate was obtained and published in 
the AFR.   

 
To assess Treasury’s risk assessment process, we randomly 
selected a sample of 10 of 61 non-IRS programs identified by 
Treasury for risk assessment. To determine the reasonableness and 
accuracy of the information reported and compliance with the 
applicable guidance for the sample, we reviewed the program risk 
assessments and conducted interviews of personnel involved in 
their preparation and review.  
 
To assess Treasury’s payment recapture audit program, we 
randomly selected a sample of 7 of 17 non-IRS components. To 
determine the reasonableness and accuracy of the information 
reported, and compliance with the applicable guidance for the 
sample, we reviewed the components’ submissions and conducted 
interviews with component personnel, as well as reviewed 
supporting documentation.  
 
We conducted our fieldwork in Washington, DC, from February 
2015 to May 2015. 
 
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 objectives. We believe that the 
evidence obtained provides a reasonable basis for our findings and 
conclusions based on our audit objectives.  
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