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"Research indicates that in 1998, 6644  ppeerrcceenntt  ooff  tthhee  iinnccoommee  ttaaxx
ggaapp  aanndd  4400  ppeerrcceenntt  ooff  tthhee  eemmppllooyymmeenntt  ttaaxx  ggaapp  wwaass  aattttrriibbuuttaabbllee  ttoo
sseellff--eemmppllooyyeedd  iinnddiivviidduuaallss. Later analyses indicate that these per-
centages have been growing. Because noncompliance in the self-
employed population remains a significant component of the tax
gap, [the Treasury Inspector General for Tax Administration] main-
tains that implementing a provision in this area could reduce the
tax gap by billions of dollars…

"[T]here is significant taxpayer noncompliance with estimated tax
requirements. For each tax year from 1995 through 2000,
bbeettwweeeenn  55..77  mmiilllliioonn  aanndd  66..88  mmiilllliioonn  iinnddiivviidduuaall  ttaaxxppaayyeerrss  wweerree
aasssseesssseedd  ppeennaallttiieess  ffoorr  mmaakkiinngg  iinnssuuffffiicciieenntt  oorr  llaattee  eessttiimmaatteedd  ttaaxx
ppaayymmeennttss. Many of these taxpayers also filed tax returns reporting
unpaid taxes that resulted in the IRS having to take costly collec-
tion actions."

Pamela J. Gardiner, Acting Inspector General, Treasury Inspector General for
Tax Administration

Hearing Before the U.S. Senate Committee on Finance, July 21, 2004

"The common law rules for classifying workers are unclear and
subject to conflicting interpretations. Employers cannot be certain
that their classification decisions will withstand challenges by IRS. If
not upheld, they risk large retroactive tax assessments.

"Being responsible for enforcing these rules and concerned about
misclassification, IRS has maintained an audit presence…."

"IIRRSS  hhaass  ffoouunndd  tthhaatt  iinnddeeppeennddeenntt  ccoonnttrraaccttoorrss  ccoommppaarreedd  ttoo  eemmppllooyy--
eeeess  hhaavvee  mmuucchh  lloowweerr  iinnccoommee  ttaaxx  ccoommpplliiaannccee  aanndd  aaccccoouunntt  ffoorr  aa
mmuucchh  hhiigghheerr  ppoorrttiioonn  ooff  tthhee  iinnccoommee  ttaaxx  ggaapp.."

Natwar M. Gandhi, Associate Director, Tax Policy and Administration Issues,
General Government Division, U.S. General Accounting Office*

Testimony Before the Subcommittee on Oversight, Committee on Ways and
Means, June 20, 1996:

"Tax Administration: Issues in Classifying Workers as Employees or
Independent Contractors"

"Even the IRS cannot seem to agree on the interpretation of the
rules. AA  FFeebbrruuaarryy  11999900  IIRRSS  ssttuuddyy  ffoouunndd  mmiissccllaassssiiffiieedd  wwoorrkkeerrss  iinn
tthhee  IIRRSS  and recommended guidance and education as corrective
actions."

General Government Division, U.S. General Accounting Office* 
Report to Congressional Requesters

"Tax Administration: Approaches for Improving Independent Contractor
Compliance" July 1992

"We reported in 1999 that, as of September 1997, mmoorree  tthhaann  11..99
mmiilllliioonn  sseellff--eemmppllooyyeedd  ttaaxxppaayyeerrss  wweerree  ddeelliinnqquueenntt  iinn  ppaayyiinngg  $$66..99  bbiill--
lliioonn  iinn  sseellff--eemmppllooyymmeenntt  ttaaxxeess. Also, more than 144,000 taxpayers
with delinquent self-employment taxes of $487 million were receiv-
ing about $105 million annually in monthly Social Security benefits.

"While IRS's ability to collect self-employment taxes before taxpay-
ers become delinquent is hampered because there is no withhold-
ing on self-employment income, most self-employed taxpayers are
required to make estimated tax payments. However, as of
September 1997, aabboouutt  9900  ppeerrcceenntt  ooff  tthhee  ddeelliinnqquueenntt  sseellff--
eemmppllooyyeedd  ttaaxxppaayyeerrss  rreeqquuiirreedd  ttoo  mmaakkee  eessttiimmaatteedd  ttaaxx  ppaayymmeennttss  ddiidd
nnoott."

James R. White, General Accountability Office
"Increase Collection of Self-employment Taxes," from

"Opportunities for Oversight and Improved Use of Taxpayer Funds:
Examples from Selected GAO Work" August 1, 2003.

"Common law rules for classifying workers as employees or inde-
pendent contractors are unclear and subject to conflicting inter-
pretations. While recognizing this ambiguity, the Internal Revenue
Service (IRS) enforces tax laws and rules through its Employment
Tax Examinations program. For fiscal year 2002, 9900  ppeerrcceenntt  ooff  tthhee
eexxaammiinnaattiioonnss  ffoouunndd  mmiissccllaassssiiffiieedd  wwoorrkkeerrss  aanndd  aassssoocciiaatteedd  uunnppaaiidd
ttaaxxeess."

James R. White, General Accountability Office
"Improve Independent Contractor Tax Compliance," from

"Opportunities for Oversight and Improved Use of Taxpayer Funds:
Examples from Selected GAO Work"  August 1, 2003.

"…[F]ederal and state officials have identified as a significant part
of the tax gap the lack of compliance with Form 1099 filing
requirements for independent contractors. AA  ssiiggnniiffiiccaanntt  aammoouunntt  ooff
rreevveennuuee  iiss  lloosstt  bbeeccaauussee  iinnccoommee  ttaaxxeess  aarree  ffrreeqquueennttllyy  nnoott  rreemmiitttteedd
oonn  ssuucchh  ssuubbccoonnttrraaccttoorr  ppaayymmeennttss—either because the Form 1099
is not filed or the information provided on the form is not accu-
rate."

California Legislative Analyst's Office (LAO):
"California's Tax Gap," February 2005

* Now called Government Accountability Office
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