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RISK BASED COMPLIANCERISK BASED COMPLIANCE

A new Paradigm in Compliance 
Workload Selection and 
Management proposed by the IRS 
Phase II SBSE Modernization 
Team.



CORE CONCEPTS OF                  CORE CONCEPTS OF                  
RISK BASED COMPLIANCE RISK BASED COMPLIANCE 

– Develop risk scoring models for tax 
returns at the issue level

– Match compliance treatments to 
specific risk factors
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Internal Data
Phase IIA Conceptual  Descript ion of  a

Risk  Based Examinat ion Process

SB/SE Popu la t ion

Fi l ers

Non-f i lers

Risk Scoring Model

•Accuracy

•Collectibility

External Data

Internal Data Dec i s ion  Support  Sof tware

High Risk

Medium Risk

Low Risk

Field Exam
Return Prepared

Correspondence Exam
A U R
Return Prepared

Soft Compliance Letter
Education

Risk Category Treatment Options

Examinat ion  method based  on
taxpayer risk,  taxpayer needs and
effectiveness of treatment

Source:   SB/SE Phase  IIA Deck
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Internal DataC A N D I D A T E S  F O R  E X A M IN A T I O N  A R E  I D E N T I F I E D  B Y  A N A L Y Z I N G
D A T A  O N  T A X P A Y E R  B E H A V IO R ,  H I S T O R Y  A N D  N E E D S

E X A M P L E S  O F
V A R I A B L E S  T O  B E  C O N S I D E R E D

•F i l i n g  H i s t o r y

•Co l lec t ib i l i t y

•T y p e  o f  B u s i n e s s

•E m e r g i n g  I s s u e s
•T i m e  i n  B u s i n e s s

•R e t u r n  I n c o n s i s t e n c i e s

•F inanc ia l  Ra t ios

•M a r k e t  S e g m e n t
•P a y m e n t  P a t t e r n

•S t a t e  C o m p l i a n c e  R e c o r d

  A N A L Y S I S  O F  V A R I A B L E S  A N A L Y S I S  O F  V A R I A B L E S
•   A c c u r a c y

•  C o l le c t ib ility

•   A c c u r a c y

•  Col lect ib i l i ty

E X A M P L E S  O F  S C O R E S

Up  t o  200  va r i ab l es
in i t ia l l y  cons idered

Up  to  200  va r i ab les
in i t i a l l y  cons idered

3 0  -  5 0  K e y
Var iab les  Iden t i f i ed

3 0  -  5 0  K e y
Var iab les  Iden t i f i ed

10  -  15  Va r i ab les
A c t u a l l y  U s e d

10  -  15  Va r i ab les
Ac tua l l y  Used

2  -  5  S c o r e s
Ca lcu la ted

2  -  5  S c o r e s
C a l c u l a t e d

C l u s t e r  A n a l y s i s R e g r e s s i o n  A n a l y s i s

V a r  B V a r  B

V a r  A V a r  A

..

S o u r c e :   S B / S E  P h a s e  I I A  D e c k

P a g e  V - D - 2 3
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Internal Data
E N V I S I O N E D  E X A M  S E L E C T I O N

S o u r c e :   S B / S E  P h a s e  I I A  D e c k

P a g e  V - D - 2 8

A S F R
A U R

A S F R
A U R

F I E L D
A U D I T
F I E L D

A U D I T
C o r r .

E X A M
Corr .

E X A M
DO

N O T H I N G
DO

N O T H I N G

M a t c h i n g H i g h  R i s k L o w e s t  R i s kL o w e r  R i s k

F e e d b a c k  o n
p e r f o r m a n c e  &

effect iveness

• I n c l u d e s  a l l  k n o w n  S B / S E  c u s t o m e r s
• F i l e r s  a n d  n o n - f i l e r s

• A l l  t a x p a y e r s  r e c e i v e  r i s k  s c o r e s
• S c o r e s  a r e  d y n a m i c a l l y  u p d a t e d
b a s e d  o n  l a t e s t  a v a i l a b l e  i n f o r m a t i o n

•A u t o m a t e d / o b j e c t i v e  c a s e  s e l e c t i o n
•D e t e r m i n e s  t r e a t m e n t  a n d  t o n e  f o r  e a c h
t a x p a y e r  b a s e d  o n  i n p u t s

- f i l e r  &  m a t c h i n g  d a t a
- w o r k p l a n ,  r e s o u r c e  a v a i l a b i l i t y
- p r o j e c t e d  r i s k
- s a m p l i n g  r e q u i r e m e n t
- t a x p a y e r  n e e d s
- co l l ec t ib i l i t y
- i s s u e s

P O O L  O F  A L L
S B / S E

T A X P A Y E R S

R I S K
S C O R E S

A S S I G N E D

D E C I S I O N
S U P P O R T
S Y S T E M



CRITERIA FOR SUCCESSFUL CRITERIA FOR SUCCESSFUL 
RISK BASED MODELSRISK BASED MODELS

– Availability of relevant internal and 
external data 

– Ability to identify relevant issues for risk 
scoring

– Ability to apply appropriate treatments



PRIOR IRS PROJECTS IN    PRIOR IRS PROJECTS IN    
ISSUE IDENTIFICATIONISSUE IDENTIFICATION

– Automated Issue Identification System 
(AIIS, late 1980’s)

– Compliance Improvement Monitoring 
System (CIMS, mid-1990’s)

– EITC Dependent Database System

AIIS CIMS



CURRENT RISK BASED CURRENT RISK BASED 
COMPLIANCE PROJECTSCOMPLIANCE PROJECTS

n Examination Projects
–Form 1040 Alimony 

Payments (W&I , SBSE) 
–Small Corporation Issue 

Selection System (SBSE)
–Remote Exam Filing Analysis 

Module (W&I, SBSE)



FORM 1040 ALIMONY PAYMENT FORM 1040 ALIMONY PAYMENT 
COMPLIANCE PROJECTCOMPLIANCE PROJECT

Objectives:Objectives:
n Identify invalid SSN’s entered as alimony 

recipients
n Identify different amount reported as 

alimony payment and income
MethodologyMethodology:

n Apply rules based on tax law 
interpretations and data matching
Potential TreatmentsPotential Treatments:

n Math Error notice, taxpayer education, 
correspondence audits


