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11.0in. x 8.5in. x 0.1in.Recent and projected large federal budget deficits and the need for revenue oDsets under the Pay-As-You-Go Act (PAYGO) have
generated congressional interest in the feasibility of increasing revenue by reducing the tax gap. The Internal Revenue Service (IRS) defines the gross
tax gap as the diDerence between the tax liability imposed by law for a given tax year and the amount of tax that taxpayers pay voluntarily and on
time for that year. It defines the net tax gap as the amount of the gross tax gap that remains unpaid aEer all enforced and other late payments are
made for the tax year. For tax (calendar) year 2006 (the most recent year for which data are available), the IRS estimated a gross tax gap of 450
billion, equal to a noncompliance rate of 16. 9. For the same tax year, IRS enforcement activities, coupled with other late payments, recovered about
65 billion of the gross tax gap, resulting in an estimated net tax gap of 385 billion. The estimated gross tax gap of 450 billion consisted of
underreporting of tax liability (376 billion), nonfiling of tax returns (28 billion), and underpayment of taxes (46 billion). (Taxes on illegal activities are
excluded from these estimates. ) Most of the underreporting of tax liability concerned underreporting of individual income liability (235 billion). The
percentage of individual income that was underreported varied significantly depending on the degree of information reporting and whether or not
withholding was required. For the 2006 tax gap estimate, the IRS primarily utilized data from the National Research Program (NRP), which seeks to
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