
·. ..-. TESTlMO!'."Y OF 

U.S. SENATOR DON "IICKLES 


SE:"iATE COMMITTEE ON GOVERNME"IT AFFAIRS 


The Earned Income Tax Credit 

April 5, 1995 


MR. CH;\f~\t1AN, J want to thank you and toe ranking membt!r for inviting me to address 
the Committee on Government Affairs about an out~of-corHrol federal spendin£....P.r2gmm 
whose faults ~ave been too long overlooked, 

Mr. Cha.irman. the earned incom~ tax credit, or EITC, was enacted in 1975 to offset payroll 
taxes for low·income families wito children and provide an incentive for work, The credit 
waS first expanded in 1990, and 'it was again expanded dramatically in 1993 a.s part of 
PresiU;n, Clinton's ~ax bill. Unfortunalely, what began as small work "bonus" has ballooned 
into a mas.sive weahh n,,.distribution program. 

I 
During his Slate of the union adoress in January, President Clinton called the 1993 ElTe 
expansion a "working family tn;'; cut", 

"We took the Ol:st step in 1993 with a working family tax cut for 15 rnillion families 
with incomes under $27,000. a tax cut that this year will average about $ 1,000 a 
familv." (Bill Clinlon, State of the Union. Januarv 24. 1995) • I • 

In fact. ~k Chairman, the EITe is ~ tax cut. It is the federal goycr:1mcnt':; fastest 
growing and most tbud~pronc welfare pr~(am, 

I 
As the ch.:m ( have broughl with me illustrates, the EITe will cost $17 billion this year, 
more than twice as much as it cost in J992, EITe growth rates for the las. four years art 
55%, 18%, 22%. and 55% respcc:ively, and the program's cost continues to grow out of . 
control into the near future, ft;':achin'g 526 bil!ion in fiscal year 2000, Amazingly enough, the ~\ 
EITC witl in fiscal year 1996 ~clipse the federal cos: of Aid {O Families with Dependent / .'" 
Children. 

With regard to the E1Te's original purpose of r'.;;ducing. the tax burden on working families. 
consider th'.! foilowing facts. Ninety~percent of the cost of the EITe is direct handout, ,)f 

federal outlays paid direclly to individu.:lls who have zero income tax liability, Only ten 
percent of the cost of the ElTe is a lax refund. Consider funber that, although the El1'C is 
supposed 10 encourage work, the Government Accounting Office found that the JVCT.ag~ Ene 
recipient worked only I JOO hours a year', compared with a normal work year of 2,000 hours, 
The maximum EITC is equally available to both a fty-cook who works 2.000 hours per year 
at $5.00 per hour and u parHime lawyer who works 100 hours per year at .s 100 per hour. 
Finally, the President's expansion of the EITe opened tne program up to taxpayers without 
children, a dram:ltic aCpaJ1me from Ine program's original purpose, 

The most unsettling part of the EITe stmy, Mr. Chairman, brings us to the purpose of your 
healing:; yesterday Jnd today" Numerous studies of the EITC by the lRS. GAO, and others 
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I 
~have revealed massive program losses due to fraud and error.. It is my understanding that 
you, Mr, Chalnnan, have estimated that between 30 percent and 40 percent of all EITC 
benefits are lost to fraud and error. which is an amazing statistic, 

I 

The primary sources of EiTC fdud are people who falsely claim they have children or 
understate the age of their -children, people who fabricate jobs. and married couples who 
claim to be divorced. Studies and hearings have· also revealed growing tax rerum preparation 
fraud, whereby tax pre parers recf'uit low-income people, set-up fictitious companies to pay the 
recruits" and then file ekctroniclretu:ns claiming refunds which are split with the recruits .. 

Why does the EITe attract such abuse? Because the EITC offers big checks, The max:imum 
credit for a multiple~child family is $3,114 in 1995, and although recipients -can elect to 
collect the credit in equal paycheck installments rather than in lump sum, less than one-half 
of one percenl choose to do 50 according to the GAO. 

Mr. Chairman, the IRS has come ur.der fire this year for Iheir initiative to reduce fraud bv 
cross·checking Social Securi;y ,numbers on all returns and by running returns seeking ~ 
refundable credits through computerized screening systems and holding refundable credits 
untH :ne return is verified. While the delays these activities m.ay cause law~abjding taxpayers 
are regxltable, 1 applaud th~ I~S fm this initiative. 

However in order to curb this brogram'.s massive growth. we must do more thun reduce fraud 
and error. We must o\'~rhaul the entire program a~d reduce its cost 

As a member of the Senate leAdership's working group on entit1c:ments. I was asked to 
examine options for reducing ~he cost .of the E1TC. What f discovered was that the ~':e 
exean~~of the I!!:Qg@l!L~ 1993 must he.le\'ersed., Congress took the first step w:rh the 
reeer'.! passage of the self-employed health deduction bill. which included a provision to deny 
ElTe benefits to taxpayers with significant sources of passive income, I think we eouid have 
done even more with that provision, Mr, Chairrr.a;}, to ensure that taxpayers with substantial 
assets do not qualify for the ElTe 

('"J believe tbe EITe credit lev~ls which Congress doubled in 1993 must be scaled back. and 

) the top income eligibiliiy h::v~ls of S24.394 to $26,691 m.H,st be n~d~ed to more dp.§!ly 


"'" retlectJjeed. Further, 'he expaJJsion of the Eire to taxpayers- withoJt children should be 
.._- ., 	 ~~-_.__ .- -~-----"--'''' '-",--"
rep_~~leg. FmallY, we shouiJ examine other options, inch.:ding proposals to fold thIS program 
into a welfare block grant 10 the states. 	 -~--- .. "... -... ~ .. - .~.. .~--- .. 

t ­\--. 	Mr. Chairman, r commend you for holding these hearings and I look forward to working with 
you as these issues- are addressed by both the Government Affairs and Finance Committees. 

\, 
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EARNED INCOME TAX CREDIT 

, 


, 
Credit Maximum, Min Income 

YEAR Percent Credit for Max Credit 
1976 10.0% $400 

1977 10.0% $4()Oi 

1978 10.0% $400 
1979 10.0% $500 

1980 10.0% $500 

198 I 10.0% 5500 , 
1982 10.0% $500 

1983 10.0% $500 
1 

1984 
1985 

10.0% 
11.0% 

$500: 
• 

5550 

1986 11.0% 5550 

1987 14.0% $85,1 , 

1988 14.0% $374 ! 
1989 14.0% $910 

1990 14.0% $953 

1991 17.3% $1,235, 
1992 18.4% $1,384, 

1993 19.5% SI,434, 
1994 30.0% $2,528 

1995 36.0% $3,114 

1996 40.0% $3,560 

1997 40.0% $3,668 

1998 400% $3,780 

1999 400% $3,900 

$4,000 
54,000 
$4,000 
$5,000 
$5,000 
$5,000 
$5,000 
$5,000 
$5,000 
55,000 
$5,000 
$6,080 
$6,240 
$6,500 
56,810 
$7,140 

. $7,520 

$7,750 
$8,425 
$8,650 
$8,900 
$9,170 
$9,450 
$9750 

Phaseout Federal Cost % 


Income (in billions) Gro.wth 

58,000 
$8,000 i , 
S8,000 

$10,000 
$10,000 
510,000 1 , 

SIO,OOO! 
SIO,OOO! 

SIO,OOO i 
511,00° 
511,000 : 1 

515,432 
S I 8,576 
$19;340 

. 	$20,264 

521,250 
$22,370 
S23,050 
$25,299 . 
$26,691 . 

$28,524 ' 
$29,387 
$30,289 
$31,249 

$0.8 

S09 12% 
$0.9 0% 
$0.8 ·11% 
$1.3 63% 
$1.3 0% 
$1.2 ·8% 
$1.2 0% 
$\2 0%, 

.8%1$1.1 
27%1$14 

$1.4 0°' I" 
52.7 93% 

$4.0 48% 
$4.4 10%1 
$4.9 11%1. 

$7.6· 55%: 
$9.0 18% 

SILO 22% 
$17.0 55% 

$20.0 18% 
$23.0 15~/o 

$240 4% 

$25.0 4% .....~~ 

Provided by the Office oi $e;1atcr Dun ('J.ck:cs. O~/04/9S')uta for F'Y91 through FY99 Cor multIple-child tx'11c/idndcs. 
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Lisa Schiffren 

America's Best-Kept 

Welfare Secret 


.. Wilat nrc Republicans doing supporting tile Earned Income Tax Credit, 

a 20-year-old,fraud-riddlcd giveaway that makes AFDC seen-i positively civilized? 


... " .... , 

,, 

I 
n July 199~, I:kaltn ':lnd tmtion oflicials themselves-
Human Sen'ices ~ec(etary including Bentsen and IRS 
Donna Shatala announced commissioner Margarel 

a major expansion of the Richardson-admitted that 
Earned rncome Tax Credit the fraud rate might be as 
(EITe) pmgntnl, whkh give,; high as 45 percent. The GAO 

. cash slIppkmeots to people (General Accounting Office. 
who make 100 much money I() Congress's main oversight 
qualify for Aid to P;ulIilie:i ann) issued- a-report this past 
with Dependent Chiklrcn-or October. citing the'-as-Ionish-
AFDC. the nulion' s primary 'ing fraud rule, In respoll5e. 
welfare .program. Shalaln the adminimation, perhaps 
billed it as thc keystone of Ihe fearful of scandal on the eye 
Clinton administration's pilm of the election. dispatched 
til reform welfarc. ~ Her lOp officials to ~mooth over 
announcemenl came despite and dc-emphasIze the repon. 
admJs.bions by (he !mernal even as they were making. 11 
Revenue' S~rviJ.:c, public_­which -----------!"'-------­
administers ElTC.lnutlhe ff<l(hJ. and t:rror rl\te in tht: program Even while a ootly contest!!d election was underway,' 
wns al Icust 30 pcr\:ent, and perhaps as high a\ 45 pcrcent, with government spending a key bsue, the mainstream 
adding up to $6 billion ycarly. media devoted almost zero coverage to these public reve-

When thai ridiculous number became the subje!:1 nf hear- !ulions. The only al!pect of this scandat thal uttracted atJ<'_I\­
tngs la>t year in front of the Uo»~e Ways and Menns !IRS] tion-and not much <;it that-w~s the revelallon thm megai 
Ovcrsighl Subcommillee, former secretary o-f the trcasury immigrnms were eligible for EITC benefits. and hundreds 
Lloyd Bentsen tldmittcd there had been linle or no at> of 1housands of 1hem were receiving [hese cash grallfH. a.", a 
countnblH1Y nf monitoring in the pmgnurt, Climon adminis· gift from American taxp.iyers, The media failed even to 

report that p;isoners were eligibJe for it. 
Lis.. Sdllffnm, (/ farmer spct'cilwrircr Iru Vice pre'sitiem One can only guess that thi:i extraordinary example of 
lxm Quay/t, is a writer !il'iltg in N~l\ York. government malfe~snnce and lack of accountability with 
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taxpayer nwne}' got no attention because the EITe is 5.0 per~ 
feell), camol,lt1aged. The name itself is so eye~glazingly 
techmclI[ that when it appears In prinl readers pasl'l over it 
without noticing. :l~suming that it is' tax. arcanll ilod nOt a 
welfare program. That's \\'hy, afler almost twenly years, 
only dedicnted polley wonks know the program exists. 

A
lthough the Ene will surpass AFDC in cost by 
1997. the low~profile program bas (he kind ofbipar-. 
lisHn supporl IIl.1t should always make taxpayers 

wary. It is regarded by bolh liberals and conservatives with 
the same \:Jlcnticu! t'e\crcnce,as Head Starf-and. like Head 
Start. liS bH.'al \ellillg poln! seems ,to be Ihul while no Doe 
can prove ElTC dOC';, any long-ICon good, it Oo(';sn't seem!o 
un grelll harm eltheL lA'J;lIJCf.:.ts see It as a wa)' to offer 
"income as~hi!"ncc" to wh;)t used to be caHed "thc de~crv­
tng. PQur"-thme earning just cnough not 10 qU:llify for wcl­
fa!e~withoUl baving Ii) c)'pand AFoe Ilselt Republicans 
likc it hecaUM: giving (lUI cash in the form of c.\oggetntoo 
luX '"refunds" f(l ?C"pJ;;: wll{l arc alrcndy working, ,if only 
pJfHimc..~ccms W IDttch ncalcr'"nd less lincral th;)l1 doing 
u through ihc '+1.10{Jard wdf:lrc ..,ysiem. 

Tht::.g~cat claim for ElTC 
is Ihal the program is J way 
of hdphijfthc' poor without 
undermining thclr wnrk 
elh.k; Ibc money 1:-;' a 
"bonus" for worK-Ina:;. unlike 
APDC. fur whkh peoph! 
only qualify by 110t working. 
Despite 'the fact 1hat if ha" been in existenl.."C. in one fonn or 
annlhcr, j{)r nine!",en year'>, Ihere have b,,"Cn' few stUUlt:fi of 
EITC'.~ u.:lua! effects. The most rigorous scudy. t.:(jndut::~ed 
last year at (he Institute for Research on Poveny at the 
University of WiscQmin, indicates that ElTe crealcs as 
much disincentive to work as incentive, Indeed. recipients 
who \Irc already working work less WMIl :bl.!Y receive this 
additional cash .~upplcnl\.'n1, 

Even without ils slllggering fraud rate. the plain _fact. us ' 
we sl!:\l! ,~cc, is rhal ElTe is not u refund of !'PH~~ paid, but 
mt'n:ly u InlIlSfcr progrmn for people who are toO successful 
10 qualify for welfare, Legiiimute recipients life oflen gen­
uinely poor-of that thcre i~ no question, And many do 
work hurd f(lf not rIlw.:h mouey. But when did the American 
tuxpayir.g public llgree it) lIlStitute a ~econd lier of wclfar~'l 
Wben did our leader:> conduct a national debate over' 
whcther we wished 10 f1;!rm.ancmly subsidize all workcrs <II 

Ihe low end of Ihc pay ~t.:.ale to make ~un.l Iheir incomes 
rcat'h a gllardtl!L't'd minimum level'.' 

_, .. , When we did h:lvc'~\Jch a dchllw--during the Nixon 
'ildmill!~Ir.ltion~l\t.:f what w~:; then called th'e "gUlJran1Ccd 
JfHiUal in"'tmle." or a similar plnn,)he '"negative income 
ttl;;," these mdical rooiblribu(ion programs were rejected, 
Studies at lhe lime ~howed that such progr.ams invariably 
dlminb.h !he amnunt of work people are willing to do 10 
",ul'pntt Ilu:m,><:!vc\. 

l'edHifTh we wish It' ~uh.,kh!e the working poor all the same. 

There is no asset test for EITC 

You could have a house, 'car, and 


boa~ and still qualify. 


Perhaps the nat100 enthusiastically agrees with Robert Shapiro, 
the "new DelI1ncrot" economic guru at 1he Progressive Policy 
Jnsti~u~e. who says: '>No American family with a fllU4ime 

. worker should have to live in poverty:" But at a time when the 
nation seems to be concluding thaI Great Society tmnsfer pm­
grnms have crelUed as many problems as they've solved, at 
tremendous and uns.ustainable cost, iI's impottant thm our lead~ 
ers put the dozens of means:tes[ed redistribution programs on 
the table for ~·evaluation. When advocates argue that welfare 
only costs $24 billion a year, they are merely referring to 
AFDC. Food stmnps cost another $40 billion annually, If you 
include all of the other programs-including Em:. VolunU!er 

, ,Grandpaiems. daycare, etc.-the stunning cost of welfare 
, reaches the neighborhood of $350 ,billion a year. And we're 

hack to the que~tjon of priorities, 

Where EITe Came From 
Th~ ;:amed Income T~ Credit began, innocently enough. 
in 1976. After a particularly large jump in the Social 

, ., < 

Security payroll t.ux, offidilh; worried that people with 
incomes near the poverty Hoe would be driven into poverty 
by federal t.aXes, The EITC was intended to refund the 

Social Security (PICA) tax. 
and to make sure that recip­
ients got credit ;J;S lr Ihey 
had paid into Sucial 
Security. In ,its orisioal 
fonn, the program prevcnt~ 
ed a fairly small number of 
Wl)fj.;en' and their ehildren 

from falling into poverty as a result of govemment tax poliw 
c>', What could be more laudable: 

That's ,why the program is administered by the IRS. 
and, why EITC payments take the form of a "refundable 
tax credit." even though, as with so many income redistri­

, blltion programs. the rationale and goals for the Enc­
and. more importantly, its size-have expanded severnl 
~jmes si~ce Ihe program's inception, In a puper published 
lasl ~ovember, 10ho Karl Scholz, an economIst at 
Wisconsin"s Institute for Research on Poverty, called 
EITC '>the cornerstone of the Cl!nton Administration's 
welfare reform agenda:' By 1998, the paper pointed OUl, 

EITC is e:tpected 10 cosl Ihe federal governmeol $245 bil­
lion per annum; AFOC. in COnlmsl. will co!>t $16 billion 
yearly. 

EITC is not like uny other tall; credit you've ever heru'd of, 
Most of them reduce taxes dollar for donar.like a grocery-slOre 
coupon.lf your normal tax bilt I; len oo!lars. and you"re eligi­
ble for a two-dollar ~hil~-cnre credit. you simply pay eight dol­
I<lf\'.i.n ,tuxes rather man ten. The eatch is that you ;n;(ually have 
to pay taxes for such a credit to do you uny good, 

Unlike any othe'r tax credit-witn the arcane exception 
, of the ··off-road motor fuel lax credit" (which also has an 

enormous fraud mte}--the -ElTe is II "refundable credit" If 
you qualify for the EITe, and you owe $5 in taxes, 'you 
might, for instance, get;J $10 "refundable Ii, credit" With 
a nonnal credit you would simply not pay the 55 you ow~" 

http:coupon.lf
http:lA'J;lIJCf.:.ts


But with a refundahle credit you pay nQ taxes at all, and thing.~ easier for such people, (Of course, one reason work 
then Uncle Sam sends you five bUC~li in the mail. appears not !O pay is thai welfare is so generous.) 

Sioce people'with Incomes ulldcr the poveny line do fIOt Bm while some working famille.<; fir this picture, Ihey 
pay federal income taxes, you can qualify for EITC without aren't the majority of ElTe recipienis. For most of them, 1,'Co­
having much. or any. «IX liahility (0 begin with (besides, of nomic hardship is troceable to predictable reasOl1~, nm rnn­
course, the payrolt lax). According Iv studies by Marvin dum bad luck in the face of lenadty. Contrary 10 the claims 
K\l~ler<;. of (he American Enterprise 'n~litule. an expert on of ElTe's polilical advocates. for i":ltance, wI.rkers do 001 
BITe. almosl 90 pcn.~;;;nr of tho'\C who receive EITC c:1sh have to work full-time or year-round to qualify. They don't 
IWyment" pay no federal !~~es (0 begin WiltL For lhem, rhe even have to earn low wages. You can work p.lrt time. You 
prog~m simply amlmnts 10 J cash bonus. ,can won: seasonally. You can work part of the year. receive 

What does it take In qualify fOf this extra spending money! AFDC part of thc year.' and qualify, Now rha! tbe Clinton 
In 1994. j worker with one nr mmc qualifying (dependcnt administration has allowed single, able-bodied workers with 
!ninon childt:.en and an irn::ume up !o $25.296 wa-; eligible (or no dependents to claim the (:teait (or the first time, many stu· 
5Onl¢ cre..hL TIle m:lxi:nurtl cn..dit, Hx a worker with two chi]- dents who work part-time qualify' for some level of cash 
drcn and:! salary of 51 1,\XX), was more than S2.5OO, grant, Furthermore. unlike AFDe, there is no a.~set test for, 

Under the gencrou s Clinton ex p'ln~ion ,mnounccd by !SITe, You could have, a house, c:lf. Und boat, and slill quu.!ify_ 
Shulal:!. the r.lIe.~ of the credit ~'ilI be: im:rca~ed by one·third by A secoruJ (act that erodes the compelling picture of mom 
1996,.Thal me,IllS 11:1;11. ;I( the ma,\imum l~veL EITC will give and dud hauling ineKorahle ec.}nomic forccs is dmt roughly 
recipients roughly 4{) cents for cach dollar they earn. So. in half of (he families that receive Eire paymenis are beaded 
1996, OJ w(nkcr who 'earns _________~-------------' by Single mothers, This is 
S 11.000 will get a bnnu~ n( wonh nOling because, in the 
$3.370. Workers \vho'eum E1TC creates a disincentive to 'work; relentles::;: drive never to 

more ftel a smuller paVmCIlL 5 I / . . "P I l.r. offend women. it is forbid-
q , C10 Z mawtalns. eop es pre,ere11ces

up 1n eU: incnme of $27.000, den 10 mention that single 
al which the credit is phased nrc SHeil that as tlley have more income, mothers-especiully those 

\YJt [n;.,dJiuon.mo:,tofthesc tllCY buy morco/the things that never-wed mothers anu 
worker:. ure ul:.o eligible tl.)T evCl\ Ihose not on welfllre­
fO(l(\ ~ta!l1p~ and. in m'an)' they like, a11d they like leisure." have;1 very hard time sup. 

pluccs. subsidil.ed housing, 

As ~h\m!d be ohvious. the 

value of benefit.; far e.~ceeds reslltution of th~ 7,5 pcoccO! lax 

on wagt:\ thm work",r:-; nmtrihute ttl So.:htl security, 


Who Gets It? Who Should't 
The ElTe is widely undef5tood to be for the benefir of full­
tillie, YCl!r-mumL low~wage workers supporting families: 
the pa)ment) are :-.upposcd 10 make IIp Ole difference 
hetwecn l;;cir )'corly illcume J.l1:d the nalinnu[ poverty level. 
Jeff Hammond. an economiM at Ille Progressive: Policy In­
~tillHe, the think tank of the f)\~nl()era[k Leader"hip , 
C()undl, ani('ulalc." this wishful understanding with evident 
sin-:e:rity. "T,hc EtTC h dc~ign:~d to insurc·(nJt fmniEe,'" who 
work :car H!unu will at h;:.lsl reach thc poverty line:' say~ 
HammotHi- ·'I[ h designed to he {he amount of credit 
eqlll\'lIh:m '!nu( will pull your lnc:ome up to Ihe poverly 
h.-veL depending on the :-.tructure (if your [omily:' . 

Uummond d..:,;crihes the {arge! recipient lh "a pcr~on 
who worK:; very hard, make.; rhe minimum wage-which 

d,)<.'sn't get you 10 the poverty level 11' ),ou have kids. BUI 


. he's doing the right thing_ He's setting Jl good ":'<,:.mlplc,

" , - "­

~:nm IhOll!,;h he .:oulJ go·o:. wdLlfC. There i~ a tremendous 
socia! benefit 10 supporting workers. and. thereby, Ihc work 
elhit:," ' 

porting children Jdequardy. 
In reolity. thot cost is 

imposed on their fellow cllizcns_ Only 20 percent of mar­
ried, two·patent fumilies with chi.ldren eam less than 
$25.000 per year, whereas 75 percent of all familles headed 

'by single mnthcnolive on $25.000 or IC~Il. . 
, Without blmning "''Omen who find theltlselves in such cir· 

cumstances, most of woom are doing the nest they can, it is 
important to keep lr.lck of the economic costs of socml prob­
lems sllch liS divorce and illegitimacy. aoth of those conditio;1s 
arise from decisions mude by individual men and women; lk". . 
are not the result of forces of nature. While sudl. famllics nU)'r 

require as~iSlancc, it is uncle<U' why society should be perpetu­
ally required to compen....lfe for people's lack ofcomfort. 

The Ihird divergence between Ihe EITC proponent's 
'claims and the truth. a<;: a<;:tute readers: have already noticed, 
is that the program is not limited to workers whose incomes 
fall under the poverty line. Again. according to John Karl 
Scholz. who has wriUl:n extensively on EITC. half of the 
re<:ipients h:we incomes above the poverty \ifle. In most of 
the country, fot instance, $25.000 is understood to be u ,:olid 
lower-middle-class family income . 

'(AS a small political fOol;~i;;.; ;'New Demucrat" support, 
for EtTC originuted as u "progressive" alternative to mis-ing 
Ihe minimum wage, which, Robert Sh<!piro has: ar£oetl. b an 

It's difficlllI 10 argue with thc sentiment that ~ays Ihat I' inflationary action that hurts more poor families than il 
people who wmk very r.ard to :-,upf>l)11 Iheir kids hut don't I helps, In a 1989 report. Shapiro nOled that only 'one-fifth of 
make a lo( of mont"y ought to do benet thun people <A'ho minlmum~wage WQrk~Th are poor; the test are the second Of 

tak<.: weHan:. Surely \)UT wcallhy hUlillO 11I,lgltl 10 make ~ i third wage earner;.; in their families. Former DLe lead\!r BiH 

April ~4'j~ 
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" 

Clinton expanded EITC in 1993. but has sioce proposed a 
$L15 rili~e in the minimum wage, wbich seems to ind1ell1e 
ihut he: only lake:> sophisticated "centrl.,,t" urgum,ents scri~ 
ou\ly if limy <1dvocme redi~tnhution") 

It's important to note tlut mere I» a~rious problem among 
men wilh high-scfuml (or Ie"lo) t.>ducation, wh()~ incomes have 
remained lolugnam for tWi) dct:ades. It is ruU'ili!r and harder for 
Ihem IU :mpport t'amilie.. Ucl..'emly, even wilh working ·wh'ell. 
Clinton aUminislr.t(i{xl economic policy, including current tax-, 
CUI proposals, is focused around this Is"ue, Yet it remains 
que,,!iofluhlc whether a probh:rn of the re'llIg,mization of the 
ntllkm'~ I.'(;ouomy will be solved v,ilh pcr.;onul subsidies. As 
Donn;) Shalala maintained in "'Qngre;..~lonal tC~limony in 1994, 
'~fhe EITC i~ cs~eminl!}"u pay mbc for the w,)tking poor." She 
ftdct! hi ;;dJ thut i\ was a pa)trat:-;e taken (JUt of the PockCL\ of 
oll1er w\)rking Aml.'ri';;ln~ \.\-tm~ real iUI.-'OnlcS also have nol 
:.ecn rrn~HI" inCleo.o;es. ! 

For Onl:\.\ the l<:1i:perts A)!:rt'C 
Rcmemher. the reason pulitici:lOs love this prngmm is lh:!t it 
cl1cnlltagcs IX'upic to work. HOi loaf. But tloc;; it realiy! 

Th..... UniversilY ~)f Wis,;<msin's Schn!l .• who j~' an cmhu· 
sia\tlc :.upporter of EITC. "ays 1~C' program offers "an 
unamn-iguous incentivc for the non~working to start wo(k~ 
ing, hce!iu~c the E1TC in.;rca~s.thejr after-tax wage:;: su~b· , 
 stant:a!!y'" 8tH fot those alrcudy working, E(TC creates a 
dbifwcnllvc 10 work, Scholl maintlli:1~, ·'Be:':J.use the E!TC 
Olakl.',\ thdr inl'umc~ hi~her, Ihey arc likely !,I buy more 
leislJri;, Peo(lle's prcfen.:nces arc .weh thai :J~ they have 
more income, they buy more of the things that th~y like. llnd 
they tike leisure," Economists call thl;': uni\crsal trad¢-uff 
among jl~()ple gctting frce money til.:: -'incume effect." 

"Many familic\ nnl in the lahor force arc not OJi the margin 
(1{ \'.'()rkhlg," S-.:oo;/, nlllel> in ~ recent ~tutly, Thill means lh:lt 
in~'cnlh'~" don't overcome everyone's decisinn n!)t (0 \\-ark. 
111e lmplk'u!l(}n~tlt 1e:!S! a.'i I sce it. though I <loub1 he would 
:lgrec-is Ihat for some f'I."'1.1fik ~lids Mldj as ;I welfllJ'C I.:ut·off 
,n:ly work rn:Uer tru.~n \:lIm)I~. "Nio.::ty·n:ne F'l:m :lve percent 
ofEiTC :"I.'dpicnb;' lhc ~Iutly C(Jntill:Je'i, 'K,(:civc the ctcdil in a 
lulltf' ~Unt after lllin,\; u lUX rl,.'lulil. ~ the link;.. hclwcen earn­
ings :Inti hcw:.lts ... ~e likely to be less clear In recipients,'"I 

h b another one of the unique a'>pcch of EITe thall!xpertsI 
an hoth "iucs of the idcologicnl tlivide report (lredsely the 
sam:: finding;;, Marvin Koster;;, who fOf :l cc(,'ude r.a~ been 
ill..: only expert ory th:: ElTe to testify llg:.lllht it, agrees that 
ihe di'illlccnti\'cS arc as I>trong as the io.:I.':I11I\"\.':\. He explaln~ 
thaI "any level of income can be altain...."j by working less 
thaI! V,ll!lkJ ~ fl..'Xjuired in th~' ah.~ru..'e vf lin Eire payment." 

.. Furthermore, Kostcrs asks the one question m:rer heard 
in Wa~hillgwn: "Suppose it's a go»u itlea. Ones lhat mCl.ln 
(h..: h:gl;ier till! xltcr! [)n"" it ll11':,m that ~lft)" ,Ir,/elm:: i~;jl.':~: 
U~ gond',' [ thmk IlOL The income cutllff is·very h:gh relative 
In awmgc wages. It goclI well irHO the mitltlle das'i," He 
reci'tmnend~ simply e\ctuJing low-wuge workers from all 

, fcd::ral laXe~ Dr reswring EITC"; original plar. 10 simply 
rL,:'und p;lyrnll t;.tx.e~, 

fill! Koslcn..':-; objCL:llom, to tne pwgmm at..:: nol limitetl 

to its efficacy as Pf)licy_ He also believes that the EITC's , 
stratospheric fmud rate is due to inherent vulnerabilities in 
the program's current ~ize and form. '''The ,:-,-ystcm lends, 
it...elf to abuse when it gelS larger." he says, "The pos"ibiHty 
of complicated fm'ud e!1l:<:rging is greatly encouraged by the 
generosity and size of the thing, If it were small there would 
be much less fiddling around." 

The term "fiddling around" is qu.'lillt and delicate when it 
comes to a discussion of the huge rate of chicll.nery in the 
BITe, In a political culture wh:::re the cynlcal expectation is 
that all programs are permeated by some degree of Wasle, 
fraud ana abuse, the EITC, with its current 30-45 percent 
{$5-6 billion) fraud true, is in a league by IIself, 

Helping the Inner City Uelp Itself 
Jim Bruton, a Washington anomey with Wmlam~ and 

Co~nolly. served during the BUl.h administration as deputy 

assistant attorney general in lhe lax dh'isioo of the Ju~tice 


Depm'1ment-i.c" the office mat overs~ the prosecution of all 

. federdl tax-fmud diSCS. Bruwn thus became one of the natioo's 

leading e,Xperts on the types and extent of El:rC fmud. He sug~ 


ge~ts that the'program invites fmud in a way the normal tux-, 

return pl"'O«:SS does not, becatL'iC the program give; 001 money 

directly 10 f~leTS, instead of the more usual arrangement in 

which a refund is disbursed after miles are paid, The ElT<;, he 
says, has "created unew type of tax. crimiual., Usually tax crim­
inals are white"collar, or simply people wh.o underreport, or 
doff! pay their taxes, [EITC cheaters] are often street criminals 
wbo can file froudulently and take money fr,om the system." 

According 10 Bruto~-and to other senior Bush adminis­
tration officials <It· Justice nnd the IRS-thc problem began 
to 'e5Clllarc'in 1990, Br:uton and his boss, Shirley Peterson, 
then7J.ssistant attorney genera! for tax, noticed an increase 
In fr"<md reports coming In from around the COt,IIHry, resul!­
ing:, he speculates, from an expansion of ElTe thai look 
effec{ Ihat tax year,' , 

Peter':;()n. !\uy wlleagues; was particularly intcre,',.ted in 
dealing wilh the problem. As cases came in from IRS field 
\)ffic~, she matl.c ~ute thut the local U.S. altomc),s were .:Jp­
prised ollhem. But, as one official '~aid. "the maximum 
fraud III most of these cases was about $2,00(}, U,S. attor­
neys have long dOCKets. These cases got pu~bed iO the 
back." Bruton adds., ''It costs roughly $3,000 for the iRS to 
!>end a criminal investigator 10 check up on a filer." 

Over the years, small-time EITC fraud has involved {)bvi~ 
ou:; ser.emes such as a husband and wife, each wilh a quali­
fying .income, filing as if-they were divorced. and botb 
receiving thc credit; people with illegal ioc<llne filing lax 
returns and getting the credit; tWO single mothers who don't 
work: (and may receive AFDC) pretendmg that they are each 
paid 10 look. after the other's children:, people filing with 1,:-' 
wholly fictitious children: people under-reporting income to 
maximize Ihe amount of the credit they get. 

Slightly more creative chicanery involved people filing 
requcSls for employer ID numbers (which are utterly routine 
and never checked}, making up a company, filing phony W-2 
forms, and collecting' the cash refund;.;~ Some hustlers used 



phony addrcssc:., stolen or phony Sociul,Security numben; (the 
IRS sent the refunds even when they noted that the number 
was incorrect). One common trick was to steal Social Security 
numbers (rom the files of schoolchildren at punlk schools. 
(The .,ubc()mmittc:.I's records are full of such .colorful anec· 
dotes, hy lax-preparers currently residing in federal prisons.) 

Far Inure innovative fraud was encouraged by the IRS's 
ncw electronic filing procedures. Regular taxpayers are gtner­
ally reloctatll to file by computer. beeause there are no s.'lfe­
gnard,,' to cn!>tlre thaI the information Y91,;'file doesn't get 
changt'd once it reache~ IRS headquarters, nnd in all criminal 
tnx pn'<);ccutit>m; the hurden qf proof i" on 1m: !ftXpnyCC Bul the 
IRS. eager to "hift to cleclmnic filing, ereated a special )n­
du,:emcm HI use the !~W sy:.tem-lhc Direct Deposit lndiCltor 
. (1)1)1). Within mere h"lurs of filing ,I celOm elcctronically. the 

THE LATESTEITC MESS 


Pour days before the January I stnn of 111x~filing season. 
in a la$l-minule :mempf to avoid a repeat of the pa~t 
yeur's 45-percen! ElTe fraud·and·error rate. the IRS. 
under pressure from congressional investigators. 
announced that it would cmck down on ele<:tmnic 
refunds by halting use of lhe Direct Depostt Indicator 
(DOl), and instituting new venfkation procedures, 
including cioss-checking returns aguinst social security 
numbers, The veriftc-fttJon could delay BITe "refunds" . 
by up to two months, 

The new policy ha." crea1ed havoc and anger among 
recipients. lllOse outr..tged include many of Ihe poor who 
have come to depend ~:m the quick turnarOlmd, So far, 
more than ! million people hnve called Beneficial 
National Bank, a JTUljor "refund anticipation loan" (RAL) 
procC$.Wr'. It is just such·loan.') thor are the tatget {)f the 
refoon: last year. the IRS concluded trutt 92 percent of 
fraudulent electronic returns involved RAL".' 

An H&R Block hotllne has received more than 5 mil­
lion calls about RAb, Said H&R Block president Barry 
Bud:ley, "You JUS! can't have Ihis. many poor people 
depending on this. money und huye it not be there-it's 
like saying we>re not going !()pay welfare this. month," 
{This is not pure altntis.m: last year Block and a handful 
of banks processed roughly 95 million RALs, ofmugh· 
Iy $1.500 each, for an average fee tlf$31, gro.~"ing $300 
million.} 

b cancellation of the 001 justified1 Truly needy peo­
ple would not face harm from delayed returns if the 
mane;: \"cre paid out in monthly i.ncremcnt~ instead of 
lump SUlilS. The IRS offers the monthly check option, 
Ibrough employers, yet fully 99 percent of recipients 
prefer Ihe lump-sum payments, EITC recipiem~ would 
obviously benefit from the weekly approach, which 
would al$O more clearly "make work pay," 

-LS, 

filer woold be notified of the amoul1l of his refund with DOL 
(Under normal conditions it takes a couple of weeks,) 

Street entrepreneurs and members of the criminal under­
class mus! have fell like prospectors stumhling on gold 
nuggets glittering in a riverbed. DDt allowed banks and' 
some tax preparcrs to .offer loans, using the DOl as co113ter~ 
al. These "refund anticipation loons" fueled major econom­
ic activity in the inner cities, Bruton tells of refund anticipu­
tion loan centers springing up in used-car lots-so that peow 

pie could file their F.JTC claim and drive away in a Chevy. 
There were other fabulous schemes. In one Midwestern 

city. when business got slow for a ne(wlIrk Df ~I!egal drug 
dealers, the dealers helped clients file for the EITe. Your 
tax dollars flooded hack irito the gheuo within hours, send­
ing drug &lies booming, 

Word of Ihe scheme spread quickly, Soon slreet gangs ia 
'Los Angeles were preparing neigbborhOod fax returns-for 
il cut of the EITe refund loon, A group of immlgnmt cab­
drivers in Texas was caught doing the same thing, AI;,?sl' 
the country, people whom libernls believe cannot hold a job 
were impersonating tax preparers and helping Ihe. Clinton 
administration achieve its goal ~fhefping the working puor, 

NOl just criminals but even legitimate hllnk.~ and tax prc w 

parers. such as H&R Block. were doing a land-office busi­
~ with the refund-anticipation loans, They even lobbied 
to mmntain the DDT well after the fraud had surf~ced. The 
IRS was entirely aware that this fraud was going on. In 

.1991. when Shirley Peterson moved from the Justice 
Department LO head the IRS. she brought along a 5Ophis!i­
cated'undentanding of the problem, According to one fnr· 
mer IRS official, she was extremely frustrnted fo di.scover 
enm the IRS's antlql.lated ;.'Omputer system made h impossi­
ble to trace the eligibitily of EITe applicants efficiently, In, . 
curly 19.92 she ordered DDls to be stopped. beeause they 
were the d,irect ental),st for much of the program':i fraud, 

Among the first move!> made by the incoming Clinton 
admini~lration-and new IRS Commissioner M,lrgaret ' 
Richardson-was to reverse that decision and rc"IQre {he 
DD1. This ensured that the massive rraud would contin~ 
I.le, just as President Climon was expunding the prograril, 
In response to congressional pressure, Richardson sus­
pended tbe DDl last December 28, creating havoc in the 
current filing season. (See.sidebm at left.) And pmvisioflS 
in the , GAIT treaty pass'ed last December will SlQP EITe 
benefits from going to non-resident aliens as well as pri.s~ 
onees, , 

White the magnitude of the fraud was well knvwn 
enough tbat Richardson should have been aware of it, much 
of the blame mU5t go 1.0 lhe pernumenl bureaul;racy at the 
IRS. whicb nas been criticized for intransigence, intcfOol 
Inireaucralic leuding, and an institutional culiure thai does 
not allow for tbe admission of problem~, ~e. "systems peo­
ple" ;It the IRS, who were gung-ho about elt;~lronic filing 
and'whatever it would toke 10 expand it, were engUJ;oo in 
destructive internal squabbling with the Crimin::tl 
Investigative Division (CID), which naturnlly felt thot fraud 
;:hould be prosecuted. 
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Writing in T.d... Notes Trull(\' in October 1994; reporter 
Gnorge Gultman~who brokG the scandal in the tax COffl­
mUllily""":'revi;'lIlcd ihm, according to Joe Samuviccu, a re­
cently retired employee of the .Criminal InvestigathHi 
Division. '"The onus was on elD e'mplQyees to do [Iothing 
to:i! :>lov.-ed the dc;,;tmnlc filing process SuspIcion of fmud. 
in many in'ltances wali nut eoough. The mesliage from many 
senior managers at the "crvice cent~r" was that que~tion.ab[e 
claIms ~hould no! be held hack unless the reviewer;; were 
atv,u[utdy sure !bal the claims were frttudulem," 

The IRS, has traditionally been rc!uclant 10 dis..:uss tax 
fraud 1in,,"e i( has a large stake in (on~'eying a ~cllse of 
QfllllisClence, cnnsld1.Ttng 1hilt we slill have a largely VO!UIl­
wry compliM<.:e sYli!~m, The IRS generally only dbcusses 
frauu l!l,lt it,h:1S di~~'o\'crcd ill ,:onjunr:[ion with punishment 
it ha'> meted OUL For ()bvloUS rC:i~ons. the iRS cannot llnd . 
dlk,'s 0,'1 disC1L)\ fn:ud tnl:! is "ucce.,,,fu!. The intcm<l~ politi~ 
cal cultme of the IRS 'is no! coadudvc \0 :uilmissions' of 
m:lssive failure by QIlC or ano!ncr ClllIl{X'liag dcr;u1mcm. 

For all tbese n~a,\m:s., 

wl;en the H(lllJie Way~ and 
~1..:rUl~ Commlucc wisheJ !O 

ill\'I..\,ltgate the ft:lud: Ihey. 
bypas:s.ed top IRS officb!s 
aod went slr;;ight 10 

Ihc-n-Tn:;;",ury S..:aC!;lfY 

Bcnben. 

The Threat to Uherty •In his opening ~tatcmery! in 

february 1994 headng~ on refunu fraud, fonner oversight , 

(:\;mmiove \.'tmlrm:m U, Pickle of Tc.x<\s ~:ljd. "In my judg. '!I 

m..:nt. the IRS has almo~t perfCCll'd the art or using ilS- comput· 

ers 10 give out tax refuod~ quickly, withoot making II corre­
sponding effor! in lhc area of fraud COntrol." I' 


Tow,m.l the end of a l(lOg imen'icw, Jim Bruton, a mao 
whuse t."Ollv..;rsminn rcveals n pas~ioo for liberty imll an , 
illl,:raillt!u diqruSI of ~tmc: power f<lfC in u poiilicll officinl. 'I' 

~aid, "When we wke people's money under thre:n of 
pllnishment, :lren'l we obligated 10- be (arel'uJ lIrx)Ut where it . , 
C:' ,.,., , "'" '." . 

NOI e\'c(\'one'invoh'cd with thc ciTe shnrcd Broton's . ' 

l'ont:enJ~. Asked whdher the mTC,~ fraud rale makes " dif~ 
ferencl! in'the utililY of the program, Jeff HO:llnmond, the 
..>cnnu~is1 al Ihe P!Ogrt.:s~ive Policy Institute, answered, '"If 
90 [lL'rcent of eligible w()fker~ ate receiving it, Ihat' ~ u greut 
su(;'(;'es" rate. if th~re' s some fraud, W~ CliO't help IhaL" 
When ques!ioncd :thoU! Ihe vulnerahih!), to fr:md inherent 
in lite plOgr;Jm'~ ~ltuC!u're, Hammond replied teStilY. "We 

Some ilustlers IIsed phony addresses, 

stolen or phol1Y Social Security lIumbers, 


One cOIn man trick was to steal Social 

Security numbers from the files of 

SdlOOI cllildreil at public schools, 


to audit taxpayers suspected of hiding: sigoific:ntt amounts of 
Income. It would COSt the government more than the amount 
of the credlUo investigate whether or not the redpieill was 
eligible, As. Bruton put it, "A'i. soon as a pmgram distinguilihes 
between" people who get and people' woo don't, you have to 
have a policing mechanism." ThaI is ,why. It}!' es:umpt.:: state 
-depal1ments of health and human services have annles of 
caseworkers assigned to monitor each AFOC fl7Cipicnt. 

Just as a great many people In Washington think that it 
makes sense to use the military to deliver humanimriun aid, 

. because it is more: efficient than the average relief org:mJr.a­
tiO!}. so polhiciruis arc enamored of using the IRS to aclivcr 
sodu1 services. fo recent yeats the IRS has been given the 
task of colliXting student loans and child support paymenfs. 

,garnishing wages, and the like. IRS may well be m1.)fV effi~ 
dent than the Healch and Human Services Depanmenl (who 
wOLlld doubt it?j, but in a socicty based vn a high degree of 
liberty and privacy. there are very troubling implications 10 
broodening the ~ope and power of the instltut!on most ho~~ 

tile to pr,ivacy, one that 
already has thc'coerdvl! 
power of the state behind it, 

Do we want the already 
overly powerful tax ,,;()Ilcc­
tion ,agency to have nddi~ 
t~onal enforcement power~? 
Isn'llhis ultimately the mnst 1 

pcrnidous cost of the weI· 
fare state? Corwpiion 

, increases because the gov* 
emment is giving away money, $0 the government increas­
es its siz.c, power, and abili!y 10 intrude into dtizcns' private 
fiiumcial affairs in order [0 fighf fhe corruption, As fonner 
deputy 'assistant mtomey genernl 'Bruton put iI, "Every time 
we estabtish a new crime, we're creating a new mechanism 
for the government to check up on you," Adding mon.; audi­
tors imposes a non-monetllry cost !hllt citizens interested in 
liberty should lind unacceptable, 

TIre' Eamed Income Ta;('Crcdit makes an apt case ~tudy 
precisely hecause [he program is not extremely big, (1\'er­
reaching jn its goals, or fraughi with the emoril.lllul baggage 
of AFOC. It is a cautionary example of a great truism of Ihe 
welfare state: any program that stans out Ir(,)n,~ferring 
money from those who earn more to those. who eum less . 
even fur the b;st of reasom, will ultimately be co-opted and 
mmed into a general welfare progral'n. 11 demonstrates. too. 
jus.t how ~\any obstacles even mmor ;ocial engineerillg runs 
up against, even when Ute· goal is the simple distribution of 
cask'These arc no! new truths, but they don't seem to hu\:e 

, JUS! destg:; l11e iocus and the [X'llicy. It·.~ not uur fault if the been learoed yet, either. 
IRS cun'{ admini~ter it cffed\'ely. Look. tfie ii, ~b!em i~ .hat Fin;tlly. the fact that IRS administers a c-n.<;/i's.h'eawayI' 

11\;,; [RS ~()~"'l\'t hHVI:eoollgh auditun,_" program with a 30-45 percem fraud rate-;md Ihc shoekiilg 

'[lIe IRS is :.Ulfft.'<.l so th:u only one percent of allin., retums fae! thm Presidcnt Clinton would expand such. a progrnm­
an: :lUuilcd in any giv~n year, Other than conducting a COfn- I' gives'a fair indicaliorl- of just how much contemp[ lhe pow­
plct\" auJil. there h no wa,y ttl del~.nllinc whetner :.mrn:one ers tnat be have' for toose,who cootinue to pay lheir tJ.'(es, 
whn,daJlll~ the Ene :;;, ~ll lact, digibk f(lr It. ,Even if the IRS 'I either voluntarily or bel'UJ.l;sc of the coercive power of the 
held the re$OUrc-e~ III check more retums, it gcner.Jlly t:hooses _, Stlltc 10 send thuse whtl don't cooperate ttl jail. 0' 

----~----~----~--,-----
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COMMENTS: 	 Motgarel Milnor Rld!an:lson willS"" tho attaclled restlmony bero.. Ihe S8nalo Govornmonl 
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LRMNO:891REBPONSETO 
LEGISLATIVE REf~RRAI. MEMORANDUM FILl! NO: 705 

" )'Our response to thl$ request for VK!Ws 1$ Sfmpie (e.g.• concur/no comment). we prefer that you respond by e-mail or 
by faxing us this response sheet, ,.. 
Uthe «tSpOnsc Is Simple end you prefer to call. please call1he brandrwlde line shown below (NOT the anelly$t'$llne) 
to loave a messag.e with s_legislalive a~stBnt, 

You may also "'spcnd by:, 
(1) camng 1M analysVattorney's alrect line (you wJlI be conneded to voice mall if the analyst does not answer); or 
(2) .endlnQ us • memo 0( lett... 	 . , 

Pleah InchJde the LRM number shown abo",•• and the subject shown below. 

TO; 	 Chris MUSTAIN 395·3923 

OII1c& of Management ond Budgot 


. Fax Number. 395-el'8 

. erench-Wlde Uno ~o reach 10015l0livO "slstonQ: 395,73e2 

FROf"1: _______________ (OaIO) 

___""-_____ (Name) 

_______________ IAgenO)') 

________-'_______ (Talephone) 

SUBJECT: TREASURY Proposed: Testtmony on Refund Fraud Prevention, focus on the earned Income Tlb erMil 

, . 
The following 1$ the response or our ageney to your request for views on the above-captioned subject:, 

__ COnClt. 

___ No Objeeli"" 

___ No Comment 

___ See propo,ed edit. on pages ____ 

__ Oilier. _________ 

___ FAX RETURN of _ pages, attached to thi$ response sheet 
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STATEMENT OF MARGARET MILNER RICHARDSON 

COMMISSIONER OF INTERNAL REVENUE 


BEFORE THE 


SENATE COMMITTEE ON 

GOV£FlNMImTAI. AFFAIRS 


APRIL 4, 1S!I!I 

Mr. ChaIrman and Members ollhe Commllt98: 
I 

With , me loday are Mike polan, Deputy Commill8looer and Ted Brown, Refund 

Fraud ExIIeutive. 

We appreciate the opportun~y 10 be hers today te dlscUsslhe IRS'. efforts 10 

SlOP refund fraUd In general anc:I Earned Income Tax Cred~ (E1TC) fraud in particular. 

The 1"'8 ho.e addresacd tax relund frsud through ~ Questionable Refund Program 

SInce lev, Teams of trained personnalln each ollhe len SelVice Cente,. have UBed 

both manualtOChnlques ana computer critlllia 10 select suspicious returnllfOI fUither 

raYle..., Hcwav&r, lechnology has slgnrtlcanUy Improved thil capabilities of both 

govemml!nl agencies Ilnd flnllnclaltnal~utlonS to d&liver mnnsy fa8l8r. illceUSli the, 
j 

risk of f!a'ud Is or&818r with .ho~Br payment cycles, both Ilubll<: and private inst~ution$ 
,i 

must be more vigilant than tJWJf In guafdlng a91S1"~t fraud. 

ShORty after becoming CommiSSioner B litlle less than !'NO years ago, I 

recognized the need to step up ftaud detectlon effolls, and the IRS has 'taken many 

steps since then 10 ensure thaI fraUd CI81ectlon receives lhe highest priority, The IRS 
I , 

is and will ramain committed 10 detecting and preventing attempts \0 undermine our 
1 


tal< "ystom by those who ar. unwUllng 10 comply with tha lax laws, Our Imud 
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prevention efforts bfe and will continue to be balanced wilh the neeci to safeguAfd
I . 

taxpayers' rlghlS and priyagy, 

Fraud is 11 dynamlo, oonstanlly <>hanging and adapting phenomenon 1hat is not 

unique 10 the government, TIll/IRS, like otll&, flnsnelal businesses such as cradfi 
, 

CIlrd and Insuranoa oompanles, Is ohallenged on a dAily bDIa by Individuals who 
• 

attempt to ftllUdulenUy circumvent !tie ayttem for HOMeisl oaln. The IRS haa a 

eignHlcanl addfilonal ehalI8l1g&. however, because Ihe IRS cannot oare.n it. 

customers baSIC! on credit hl$lory or other ~tormatiOn •• we must take all comers. 

Mr Chairman, and dlSlinguished Member. of the Committe". A$$lslam 

Secretary Samuela will dIscuss wfih you tomorrow Ihe sffectiveness of Ihe EITe in 

achieving !Ill policy goals. Tbls momltlg, I would IlIIa to shara wIIh you what Ihe IRS 
I 

haa loarn.d tlbout refund fraud, alcrib. for you tn. IRS'. ae1lon~ during tho ourreN 

filihij """,oon to S\OP thIs fra~d, and dlticUS8 wHh yo~ our future fraud p",vention pians. 

FlUNG FRAUD STUDIES 

I 


Understanding the fraud schamel ccnftonlillg Ihe IRS is essential to planning 

the most effective method; to detect and prevent fis reoccurrence. ThiS Is a dlfflcutt . 
. 

task • .,.p~laUy when fraud perpetrators think creatively, reHeh devi.inli/ oornpls~ 

schCImllG, ,and aalp! continuously 10 new fraud controlG. 

Batorlllhi. Cemmlll•• last July. I raportad on threa filing fraud studies that 1he 

IRS planned to provide a more comprehensive analySis of the charaetBristlcaand . 
extant of rel~nd fraud. The flrsl study Involvod Q smell slatlstlcaUy valid sample of 


, ' 
, 

2 
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1000 retums fllod olootfonloally during January 1994 which claimed the EITO. The 

EITO claimed on the.a ret ....n. we. voriliod b)< pa,.onal contact with \axploye'., r.nll.n ., 
preparers: end employera. The ptBliminary results of this study, at (eported to this 

Committee I&at July. ehowed that roughly 35% to 45% of the 1.3 million ralurns wijh 
I 

ElTe filad ..kictronically througn January a. 191M, c;ontalned I>rrOre that required 

adjustmsnte, both UP and down, In the aIDQunt of EITe dalmed. Approximately 60% 

01 the EITe claim. willi a"or. _no ball.vad 10 r••u~ from unlnterttional error.; \he 

error. in the ",,,,aming 5O'Ii> of Ihe returns eppearad to t:>a thS raaun of Intentional 

mls,spfeserrtatlon& to Qualify lor ElTC. Taxpayer characteristics gleaned from tills 

study aided in the dewlopmant 01 addltfonal fraud control, for the 1995 IlIIng sea6on. 

The final balysis of 1h~ study st.ould bEl available In the naAt month, and we Will 

share the reSlJ~$ with tills Commlltee., 
. Thll"'oono Gtlldy, whloh was .""duoted in February 19Q4, in'tOlved 2,200 

taxp .. yer~ whose returns hed bile" filed electronICally by E18Ctr(>n10 Return Originators 
. 

(EROs). The PUrp09t of this study was to determine Whether refunds Irom tha 

elec;trQnle filing system (ELF) were bIIlng reCei'l8d by taxpayer. as IS9ued. Tills study. 

has also bean completed anti in only 8 handful of the cases did tItere appear 10 be 

tvidel'lOlllhat EROa WIIrll ke&plng a part of a fa.payar's refund. , . 

TJ>e 'thIrd "tu6y t. currently underway. II Involve. ;II 'Iaij~ieally valid. randOm ,. 
Sample of approximately 2,000 refund returns filea eleotronlOally and on papor claiming 

ElTe IIIe<l throughQut ilia 1995 IlIIng 6()a$on. R.,.ult$ from the third "tudy wtll be used 

3 
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, 
\0 expand Oil' undorotandlng of I••u•• Idontiflod during til. flr$' study. The li,.ld work 

and analysIs of results will be Qomplell11l in \hv tall. 

Malmaining eff.ctive fraud pre_lion demanOs conUnuous assessment 01 
I 

emerging trends and constant revision a' plliveniion mechanisms. StrateQles whlch 
i 

are perlectly sellsfaetory today. may be of no Ulle tomorrow. Thus. the study of refund 

returns ftillll during this filing season Ihat is currently underway will provide vaiuablll 

infOffllaticin that will be uMd to boIIor pl\ln our $Inltogy for neltt year'$ filing 3el1.3Qn 
I 

anll beyond.,, 

PliCAL YEAR 18111.INITlATlVI!9 AND RESULTS 

Aspa/\ 01 lie continuing eff01ts to prevent and deteGt fraud, the IRS has 

d&Y&loped, and Implemented numerous .ystemle verlllo.lloM anO enhancemenls for 

Ihe 19i51Hlng ....on. Add~ionally, .i9nif~.nl rOIOurla. ~'" b"iny oirectadto 

preventing anti detecting questionable and fraudulent refund claims before the rsluncls 

are paid. :The.. Inltiative8 InClude Increased verification of taxpayers' social security 

numbets, additional checks of returns claiming certain credits, ERO euttabll~y oheCks 

and in.r...,a.d ERO mon~orin9. and addltlOllal compliance resources d&voltd 10 traua 

. 
. delaying .11

, 
r.'und. thai, aa Q r...ult 01 oomputer analysis ana fraud Idenllflcatlon 

profiles. appear arrOMOU. or fraudulent This add~lonal time. in most cllses up to 

eight weoke. helps u6 a.taC! fraud seMmes, Including duplicate uses of Social 

Seourny Numbers. 
, 


. I 


I 
4 
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Through internal $lU(lle. and the repon ollilll outside expert, II,s IRS la."ned 

Ihat fraud WIll being perplllrated through thO u$O 01 incorrect ana Invalid social 

security numbers, AI. a reButt of thls knowllldge.durirlQ Ihia fllirlg lIeason. the IRS I. 

devoting ~ubstantiBt resouiC88 to ensuring \hat tlJcl)ayers claiming refund$ use the 
i 

proper taxpayer Identification number •• generally a l~.Ve~. SOcial Security Number 

(SSN). II e~ronloll.lly fllO<! ,etu"", have no SSN. have an ",,,,,Ud SBN. or more Ihlll'! 

one taxpayer uses 1M same SSN (duplICate SSNS). IPlil retums .r. flO! accepted Into 

the aystoom, A cornect. valid SSN must be pr1)lIided for thalaxpayllr. spous", and 

dapandents b9l0l'll a" electronically filed retum will be acceplsd, So flu this filing 
. 

808$on. OWl 3,7 millIOn oe.currences of missing, invalid. or duplicate SSNs have been 
i 

IdMtnled on elQelronically filed returns resu~ln9 in tile affem,," ratli1'tlll oelng '''jellied. 

The adclilional checM ot eeNs.are not limHed to I:LF I'$turn •• however, The 

IRS is also Rheo1<1ng paper rmurnslor missing. Invalid. or duplloata SSNs. Failure to 
, 


provide suoll II valid SSN rssuns in a delay ollila raluno undlthe matter is resolved, 

. 

In OIlS salVlee ean\or, wi have iclentilifld ove' 400 USR$ of thll lam. SSN for 

Clspend.. nts •• tills SBN. how .. v .... Is not a valld number. A single prepare, pt"pllred 

l'lIIurna u.iog til\{> 'lat.,,' SSN over 400 tim•• _. 64 tim•• •• n,. SSN lor the primary 
, 

taxpayer; 113 tirn9$"~ 11>8 SSN lor chlldren·belng clalme<l lor cITe; and 261 limes as 

l!liI SSN lor children being claimed ss dependents. In this crue alone. through the 

ua. of our duplicate SSN report, WQ have delayed owr $3!lO,000 In refunds pending 

further relilew. 

5 


", 
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, 
We have 3pent II 101 01 lime both before nnd durinG !hle liIiIIQ ..,8.on.urslng 

taxpayers to ue, carree! SOCIal securay nvmtler. (eSNs) on lax returns for themselves 

and thelrdependenl. We emphuized the Importance of accurate SSNs this flUng 

iGaOIl by Inelucllng It message 10 Ihal affeet en \hit cover 01 all lax paCkages and
.,' . 

i
Illrough many public 8Brvlce announcemenl8. In Oecember , 994, 0V8f 160,000 

la><payers who filed In 1994 wilh lneorrfX!l or invalid SSNs ",,,,,IYeei letter. from Ihe 

IRS alerting them 10 be mo ... "",refy! on their 1995 tax rlllum •• 11 Ih.taxpe.ye,. did 

not h!lve!l SSN lor themselvss or thai! dopendsnls, ths latter advised them 10 conlac! 

the Soelal Security AQmlnlstration belore filing their tax return. While the increased 

scrutiny of SSNs may oause dolays lor leghimate taxpayers, once tha SSN problama 

are corrected, th9Si taxpayers will no! e_IIenee delay. In future yean;.. . 

Our aMlin of fraud alao ,e_lad. 115 detailed above. that II larl/I> amount oj 

ffllUd.,IS 'elaled to re!tJndable Cf9a~S, SUch as the EITO. As II reSUI! of these findings, 

durlng this filing seaeon, we are perfo'mlng addHlonal checks on relurns that claim 

retuMa!)le crGd~s -- Inoluding EITe --10 ensur61hal only those taxpayers who are 

entHled to such oriCilla rec&lVe lham. Aefune. art being (jela\'!ld on some f9MnS 10 

allow u. addRlonul limelc ""ray alai",. prier 10 Issuing lhe r.fundB, Beoau"" oIlhe 
, . 

addItiOnal lime needeo 10 oomplOle this review. in 80me oases laxpayeflO who claim 
, 

ralundable oredns may inilially reoaiva their refunds of wlthnekllnoome taxes 10110_0 

by II separate refuncl eheok for refundable credlis. II a laxpayer'$ relund Is delayed. a 

6 
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notloe will be sent elCplalnlng the reason lor the delay. Generally, tho refund will be 

sant w~hin /light weeks from \he date of the naiie&. . . 

Whllll our fraud screens are dasioned to Gelett only suspicious retums. sarno 

taxpayers who have filea oomplelO and accurate rlllume will have their refunds , 
delayed. We I'$gret any InoonvenlenOll this may cause and taxpayers who sre in a 

hardllhip $~uQtion aa a rQcultcl \II, ..fund delay can apply to 1he Problem Resolution 

program lor BS$lstane&. 

Altl19 beginning of illig filing season, the IRS eslim8tBd thai 82 million 

Individual refund rewms would be filed In 1985 lind up 10 eight percent 01 these , 


refunda could be delayed wilh tha new !;OreGn5 and filters put Into place. ihrougn 

I 

MarCh 17. 1~ 35.1 mUllan refunds have been 155uea- 32.6 mimon were issued for 
, 

the full amOllnl of Ihe refund; 2.6 mlliion we'" partial refund., Only 2,2 million ....funds 

have been delayed In lhelr entireI)'. Thaalt numbers ar. conlilolen! w;lh our eStimates,. 
• 

and we conllnw to prgjecllhlt approximat&ly tight parcell! 01 total refunds claimed 

tills flllng season wlll be delayed. 

S,?me examples of potentially fraudulent refund schemes we have detllCled this 
, 

filing sgaso" are: ,, 
• 	 a)' Aboul 73 peper return, prepared by e prepare< In Vlrglni. were being 

filed at our Philadelphia and AU611n 8ervIOG Centers, These returns all 

involved larga SchQdula A deduotlOne. By querying onG of our new 

automated detoetlon systeme (AUTo-WIFJ. an additional aoo ELF 

7 
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returna were Identified •• bglng liIod by \he Gamo prepare•• a9ain with 

large Sohedule AdeOuction9. 
, 

b) i Numerous ratum! with SChedule C IseH....mpluyed) net Income I~ !he 

$8,000 \0 $10,000 IIIIlge clalmlng head of household filing status were 

Idontilled by 0118 service center. These returns also claimed the full 

EITe. Mo.t 01 the la"Payero ha." slmMa, or Identical surnsmes and live 

at 01 ....,um:llhe .am. add..... To <lete, 112 returne h.". been 

Identified wHh OVlIr $200,000 in refUnds oIalm&d. 

e) AnoIller aeMca center ldantlUed 23 suspicious retuInllhal were 

prllllared by Ihe SlamQ prepare,. These rtlums claimed EITe and ell 

lisIed a ohild under the age of "n&; thUi no eeN was ,squired for the 

,, child. To\al "'funda cI.lm.d were in lI.oeS$ Of $4a.OOO. , . 
Working with IhIt Department 01 Ju.ll~o and U.S. Altom.y., the lAS contlnu!I$ 

to actively pUf&Ue ploseoutlcn 01 orlmlnal violations where appropriate. For example, 

in FY 94, 51 return preparors, cOIIvlcted of lrIudulent refund scnemes, were 

sentenced 10 an average prison term 01 20 months. 

Th~ IRS has ,_iIIed many pOsitive r9SPO/ls&& to our f,aud prsv&ntlon efloll& 

this flUny u .. at1)n, I bGlievo thai mott tQXP4Y'''' uodorCland that the IRS ,,,,eds the 

addllional IImIlIO verity Ihe accuracy of refunds "lalmed to m.lnl .. l:t th. Int"9,lly 01 the 

8 
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SRf••Oi!lQ BOO Ml/oitorllig of E/g(!lrool!l Bilytll gOgjMlOf! rEBO!» 

We have ~180 learned Inal some EROs nave been r_on.'b!e for iI'Iklallng o. 
I 

aiding a IQrge amount of refund f,aud, 111U$. as pan of our fraud prevention efforts 
I 

thl$ltllng season. new pollcl88 eod procedures war& implamen!ed for screening eROs 
. I 

I:)efof& permlltlng them to eCCII$S the lAS aleotronlc Dllng ayatem (ELF). Fingerprint 

and oredtt Ohet*a were conducted on new 101'10 appllcinla 10 better ensure that OOly 

approprlat .. and I'Ocponclble InCllVldual1 partielpme In eleatronlc filing, 1118 IRS 

FeoelvEKl appro)dmalaly ~e,ooo eppli...lion$ for admlsOlon to RF in 10116. Of tho 

33,000 appDeallons that had to undargo suitability Checks•. 1.~OO applicants were 
• 

reJectadbll1:lu$& 01 failure to, meet our enhanced BamlGliIQn requlre,",,",a, 

Ailother effort we have undertaken throughout this filing season In our district 

• 


offices Is 
I 

enhanced mDn~oring 0,1 EROs, So far, these monitoring visil1l have bien 


e><treme'YeU1>08••fu!. For ••ample, while on a monkorlng vlsK '0 an ERO bQn..v .. d 10 

III In non-compliance w.m program tsCivlrem."t•• !he ERO told us: 'II YQU Ihink I am 

bad. you should look Into WI'IQt another ERO Is doing'. That contact led \0 another 

ERO who was not complying with the program requiremenll! and Identification of a 

potentiallt abusive $CIleme involving discounting of m!unds. 111rough Maroh 4. 1995. 

we have eonduoted over 3,600 monitortng visits. resulting in the suspenslo~ of 103 
I . ~ 


ERO. from Ihe program and the l~suanC6 of worning" 10 an addltiooal 303 EROs, 


Another fraud prevention slep taKen this filing season was Iha elimination of tI'" 

Direct OepoaK Indicator (001). In me paat. Ihls Indicator signaled an ERO tnal a 


taxpayer's refund wauld not b~ fGdueed to satisfy another government debt, Although 
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the 001 !'ta8 _~ unci by londer. t, determine whether to Issue rolund anticipation· 

loana, the IF\S hiUI no Involvement In !heee 10""". Our o>Cp<lrienot over Ih. luI f_ 

years w~h elElot'OI'lc filing and !he 001 showed that refund fraud echemes Wli>r" 

asslilted by thl avaliallilRy of refund antlelpatlon loans, Thus, the IRS Is no lOnger 

providing the indicator. Lander. atil stili frae to make refund anliclpelion loan. baaed 
I 

on 1helr usuBllanding orlterla. 

F<!r the 11196 HIln; "'aton, 232 IRS oIilees and 1.000 volunteer sites ~rouncl 

lIIe country are oflerlng·lrae elaclronlc filing. As of March 1'1, 1eeS, o.G, 117,000 

incllvidualtax rlllyms Viera electronically t1l9~ from these aRe:.. The!!! tl!l<payers will 

have !hs advanlages of free electronic filing, including its accuracy (almost 99.5%). the 
: . 

acknowledgement of receipt of the retum. faster noIiflcatign 10 wcpayers In 1119 evant 

IRS (!Ueationa arise. 

We oonlinuo to build on Out I)allnerlhlp wIIh ptaet~Ion"r. and EROs. The vast 

mlljorlt1.of practitioners and eROs ale Interested in maintoiflinglne Integrlty of out IQx 

system; they recognize their rospo/lslbUfiy to prepare, file, or Ifllnsmn correct 

Inlormatlon to thalRS. HoWever, whe~ we Identify thOlS~ few who II.bijsO the authQrlty 

of lIlalr ~\'I$i!ion by commll!lng fraud or who fail to adhere to our program guldellne&• 
. 

we wliliake lIeUon to afthar remove them from tM program or PUl$ue criminal 

• 


enforcement to the IvII lI"'bIl!. Slopping Ir,.,,11 ,.uu''''' tho comblnod ellorte of all our 

Illutne", In tax admlnl&trallon - tax retum preparers, EROo, tax preCUtl"".r., one! 

congress. 

10 
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AI I IIItoO aarller, thle mlna _son, 1"_ IRS hal 'n pluDO new ay'lOmle 

screens to detect que$tionabl& and fraudulenl relund claim.. In addilion 10 this .. Itort, 

(lor Crlminallnvesllgal'.:m Division (el) tilrough its Questionable RQfund Detection 

Teams (QRDT) is using new teCMOlogy to aid In Ine detection Qf refund freud 

&eIlemes: For exampl9. the Eledronlc Fraud Detection System (EFDB), an Elutomated 

fraud doteotlon ayalQm, was inlllallod In 1111 flv.. ,,'9clronle 1111ng ""ntatS Ihii tiling 

season. alter a $ucc~.sful pliO! of the progralll 18&1 filing ••uon In Clnolnnati. aek>'" 

EFDS. the IOGutts of Iraud acruning wire prtnted on pepar forma to De reviewed, 

EFOS oonverts Ihis paper system so Ihal H I. an on~ioe researoh fOOl Which can b .. 

used to Validate clams end Identlly mvltl·retum Iraud Bch.".', 

While EFDS Is uied in the Q1emronlo filing cent9rs, another IIl110maled detection 

system, called AUTO·WtF has been insloll..a in all 10 ••/Vl"" center., Ita primary 

Qurpose is to provide lAS $ervloe Cenlefll pr"""••lng paper return. with some 01 the 

same capability of EFDS lor SCheme id9nlillcatlon and quicker IIceen to electroniCally 
, 

filed data. " 

Th.. mosl sophisticated fral.ld soMmes are devised by thoee akIl1"Ci in computet 

program. and teChnlqu... Thoy aaeume Ihe existence 0I8yllt$mlc ft~ers and design 

their fraud &:heme. 10 circumvent theM flher. snc! p.... through tho ~y"'.m 
i 

unchaJiehged. The sophislicatea :raudetert test tne aystem from 11m.. II) lime \0 moks, 

sure they roughly undGlSland the parametenr. being v.ed. With this lntormelion, they 

II 
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Ino,....ln91y \lenerat" mu~iple tran.actlons entl A~empl to Incorporate sufllclent 

ranaQ1l1n_ or variation 10 mlniml~. the risk 01 detKllon. 

To identify thess sophlsUcated fraud ,enemas, we are USing the lOS Alamos 

National Laboratory \0 design software to dslect anomalies ano match patterns in 

large dais aets, FI~e new anomaly detection/pattern recogn~lon tools were developed 

are btlng ISllled al the Clnclnnall Service Canter this fillng so.eon, RiY.ums wah 
, 

IhllSe pattems oan be Idantlfied and removed from normal procaulng for further 

s.rulIoy.. As We continue to Idenlify the Itoml on ",turn. thai are predictive of fraud. 

we w~1 add tham 10 our eys!amlo fll!ers. 

In:aCldhlon 10 enhanoing our ,~mlc fl~.r& to date<:t more Questionable refund 

claims this filing season. we have subslantially Increased lila enlorcement resoure.. , . 

dlldleatact, to identifying fraudulam schemes. as well as examining questionable claims. 

Criminal'lnvaatigoUon resources in OUf aue6tionabl~ R.fund Oetoction TGatns w.,. 
IncreufO by 11 perOOnt end Examination rssourCll$ were increased by 777 percent •• 

over 1.700 enforcement Bta!fy9am ars being dellOled 10 curbing the abuses and fraud 

As of March 10, 19811. we ha~" identified 504 ELF echemee .. 8,938 relull'lS Wl1re,, 
detecte<!; 5.906 retu,", (66%) ware held for further action. The schemes claimed 

refunds of 518.4 million 01 which $12.5 million (ee"kl was denied. We have also 

rd""I~Iec! 468 paper retv"' ""helMS Invohllng 2.869 rolur .... of which 2.673 (09%) 

were neld (or luMer aotlon.· These paper telurns Claimed refunds of $5.0 minion 01 

which $4.9 million (99%) WIllS denied. 

12 
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In pall filing <auonl, refunds wa'e no! delayed untlllllltr a POtentially 

fraudulent soh.me hud bean wentlfied, Aa a ,..u~, tne rofund. on many return. 

In'lOlm In a 8Cheme would be Issued befol9 the scheme wall dOleolod. The dola, 01 
I 

quesllonable refunds thla Wing ae'ton has prOVIded additional time to Identify 

fraudulent otalm& ana 10 Beitel questionable claims for Ell(QI11inalion,, 

Savoral returns mull 1)811180 ae!ore our StIf1II08 Centor Criminal Inv8sligatioll 

ope....lione oan identify a pattorn of a polentlaYy fraudulent sohM\9. Secauae w~ 

dQlayed reltJooe \1118 year whll. returna life being ,,"vi_wed, on Ihe oellemo. ld~nliflod 

Ihls filing seaton 80 fer, over $0.5 m:lllcn that previously would !'lava I)een relundedla 

811111" the T ..... sury. 

I!ARNED INCOME TAX CRlDIT 

Allfundalll& tax credit', such as EITC, pres&nIunlque cpportunkles for thOU 

who want \0 commn fraUd lor linanclal 9aln, AhhOll\lh detectIon end pro.eelJllon of 
, 

refund ,!aucl art important, n Is COSIly and inefficlant 10 prOSOO\lle BV9ry lnslan¢II of 

fraud. RQCOgnlzing this, thG IRS mUBI conlinu810 build barriers. to fraud. The IRS's 

goal is to plGvont fraudulent raruma from entering the system. a.nd one of the biggest 

chall .. ngas In mMllnQ thle 0(1111 Ie to Inala!1 thG 'up-fronr lraud controls thai will 

afteetlvely detect and ~"VII!\I frauduleot refund cla',ms IrO!1\ entering the system. 

A number ollhe Inttlativas and sy&temic enhanoements In'!alled 11'1 the 1\lII4 . 

fmng saason and the current filing Hasen were dllSlgned to 1I0P fraud InvolVIng the , 

EITC..Thl$ flllng aeaeon, WO nUmatGd Ihal acout 20 million taxpayers would olaim 

13 
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I 

lhoir EITC. an Increaea of about 5 mllnon over 19Q~. "..18 Increue r&sunS Irom 
I 

Ill!pflndlng the ElTe l? single taxpayers. W. havo )U$\ received our fire! report of 

EITe claimed for II1ls flllng sea&on. At, of Feb'Yary 1995, 4.692.000 returns have 

been laed claiming thll EITe. ThiS is down from 5.845.000 ietums lIIed claiming Ene 

althe ume time last year - a decease 0116.3 peroent. or 953,000 ",lurn8. Thll lolal 

ElTe olalmed so far is $6.8 billion which is a 4.2 percent increa.. over the $e.5 billion 
. ,• 

oia,'mod 411hl.. time la.t )'Hr. 

These resulls may be an earty indlcatioo 1l1at Ihe fraud control Inltl.llvoo pulln, 
placa this filing S88$On ere raducing the number of frswulem Olllims InyolYI~" EITe, 

thut making th. EITC unaltraClivo 10 the fraudetera and preserving tho credit for those 

who have Gamed it. Howwer. when we complete the filing season study thai I 

m"nuonOd earlier. we Will be able 10 measure EITC compliance mote ~reelsely. 
,,

Thraugh theee tam. oy.tomlc !lHer. and dotectlen .Hcrt. thol are addre.slng 
, 

EiTe fru~d, the iRS Is mllklng atrlde$ In slopping fraud In other ....as, .~~h 0& motor 
, 

futl II)(cis.. tax crodfi.. For Ilxampl&, on one return flied this S88Son. a satt-employad 

beaullcian olalmed the tax-Iree use 01 over 42.000 gallons of gasoline, generating a 

refund of $6,000. We oaught thla retum and many like ~, IIfld IhQ refunds were 

delayed before being paid oul 

It ,hu bee" _.tlmated thll\ betw.en 75% and ei% 01 all eligible lamm... actually , 
Claimed the EITG In 1990. Tnrougn our education and publicity ellorts, the IRS 1$ , 
making a, coneerted effort \0 reach an even larger percenlage of eligible faml~les, For 

' 

example. last year we sent 14.7 mlillor EITe re¢lplentalnformatlon about the 

, 
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advanced eerne\f Inooma taK orodit (AEITe), ThO Tr.....ury Department c,,"lactQQ 

corporate ceOa 10 gain thelr $Upport and GQ!lcIt otller CEOa "nd nallonal . 
organizations 10 prQVlde information s!)';ut AEITC. In addaion, we are using our 

laxpsy(if education prognuns to promote the EITe 10 those Who are eligible by 

encouraging employQ\'t and community or soolal SG/Vlce o19anizations 10 conduct 

cemlnars lor GrIIpJoY9IUIlll'ld clients. The IRS and the Small Business Administration 

are allo ,_lponlOrlng employe' I13m;nars In ctrateglc 1oeaIlon. IhroughoU1lhs IIl1ng 
, 

seaSOn to lrain ernployGtIi hOW to compule the AEITC to( Ih$Jr employeeo_ 
I 

Worksrs whQ qualify for me AEITC can get up to $105 per montll In their 

payehllCks •• whether !!'Iey get paid weekly or b~weekly •• by filling 001 Q very $lmpl9 
,, 

Form W·5, Eal/led l/lcome Tax Cr.dl Advllf\09 paymarn Carli.cat. and providing ft to 

their employerili_ By clalm!ng the earned Income eredft on an advanced basis, 
, 

tAXpa,..rs Wl'Io are ""glblet lor EITe CQIl avoid potential rofund d",laya end vse Ih_ 

lunas during the year to pay lor exPenses. They don'l rav. to w,,~ until they fife tIleir 

return to get the credit. So lar thiS fIIfr.g season, preliminary resuij. show Ihat more 

talCPayer. ol*/d for AEITC than In au of 199::t 

FUTURE FRAUD I'REVENTION PLANS 


MI Cnilltmon, I a..UI& you thot tho IRS Ie oommitt.d to Slopping all fraud, 


including eire fraud. and thllt we Will continue our olfon. 10 ensure that only th.....
, 
hard woT1<ing Americans who .r$ eligible for th.. EITe r&CollIS ~_ Al!hough we are otill 

in Ihe midi! of our current IIIIng seuer>, at the direction 01 Mr, Brown. ihe Rling Fraud 
, , 

15 
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Ei"eou\lvo, we have already bogun planning the f,aud prevention lIl,atllgy for next flUng 

'''tllon. 

we are gaining valulble information Ihis filing .eoson !hrough studies. ERO 

monitoring. and enforoement actlvKles, on which to bua lhe modification and 

refinemanl of our Current 61raI991&8. Over Ihe next few month...... will be reviewing 

this informa\lon. Based on lhe reeufts of our review. we wiD revise the standards used 

, 10 lICI'eGn ERO•• anll adapt the ;yll.mic screena usod to detect fraud du~no this filing 

season•.and, II nec....ary. pUlln pl__ 1II1"n;. 

While we wUI continue 10 enhSIIC)f our delaction ano prevention effons. lhe key 

10 improving our ability 10 detect fraudulent refundable credit schemes III our Tax 

Syeleml Modernization progrem. Without modern ilQ~",nttnt 8I\d so1tware. applying 
I 

OlIxpert systems analysis to large. date. bl!lles Is virtuaUy Imp0i3i1>l~. Tax Systems 

Modern'tzatlon will not only provldsthe computing power and eapacHy need<>d to apply 
• 

SOp!\tSfioateG fraud Ueteetlon systems. DUl h willalsc p!Ovld~ \JO with more Iimely , 

access'lo information. 

Mr. Chairman, now mora than ever. I !eel strongly about the need lor a steady 

funding vohlclt for Tax Systems Modaml:zatlon. Flsoal Year HillS 1& a pivotal year for 

the IRS as WG eonllnU9 our plans 10 aequlre and impliment majOr new systems. 

What happons to out F'V 19ge budgel will ImpQcI the 18_ adminiGtratlon cylll,m of the 

luIure. shaping our ability to effectIVely admlnillter Ina !a~ law and ooileOl IIi 'he 

revenue Ihat is due. 

IS 
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, 
CONCLUSION 

..... 1 Slated "tllller, Iravel 1& Q dynarnlQ, oOnc\Qn\ly dlanglnll phenomQnon. 

Prellenlion and deterrence ar$ olearly the keys 10 conrrolliny U. We will conlinue our 
, 

program, to 'datact, Inwstlgate, end prosecUlo lIIllypel of r.fund fraud. Mr. 

Chairman, \Well ~ 1119 IRS I. sucC6ssfulln our ourrent effon. to eliminate all EITC 

fraud, our lob will not be done. In our I/xpe~'net, when ono avenue of fraud is &hUI 

~. f,aUd$lor. merG>ly mlgralotc n.her mora accessible .""nyes. As I hll\l9 slated 

before. U\ eornQ lnltlnce, it may be necessary to dolay QUiJatlortab1. c,'Atma for 

refunds whOa they are C1Ifefully iQrutlnl%ed 8I'ld pay Inter•••, rEl1her than ,10k allowing 

fraudulent o!lIlma. 1he IRS will remain vigilant in it. fiSh! against Irallc:! 10 enaur. that 

those who choose not to comply with the law are caught. 
, 

Mr, Chairman. 111" concludes my prepared mmatkJ. My COlleagues and I 


would ~ nappy \0 ancwat any quaa1ion you or Olher Committee members may have. 
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November 14, 1994 

MEMORANDUM FOR THE CHIEF OF STAFF 
THE SECRETARY OF THE TREASURY 
THE SECRETARY OF HEALTH AND HUMAN SERVICES 
THE ATTORNEY GENERAL 
THE DIRECTOR OF OFFICE OF MANAGEMENT AND BUDGET 
THE CHAIRMAN OF THE COUNCIL OF ECONOMIC ADVISERS 

FROM: CAROL RASCO 
BOB RUBIN 

SUBJECT: Working Group On the Earned Income Tax Credit (EITe) 

Over the pa.~t year, the Treasury Department has taken several important steps to 
preserve the intcgr~t)' of the Earned Income Tax Credit (EITC). These measures have been 
taken in response to studies by the Treasury Department, the Internal Revenue Service, and 
the General Accounting Office thaI have found continuing evidence of overpayments and 
fraudulent claims. 

Because the EITC is such a crucial clement of the Administrationls domestic and 
economic policy, we would like to convene a series of meetings to review its long-term 
Integrity, The meetings will give the Treasury Department an opponunity to outline its 
ongoing efforts to strengthen the EITC program. and. prompt a discussion of what other loog­
tenn measures might be necessary, 

PJeas:c designate one or mOre high-level members of your department to take part in 
this effort. We will contact you with a time for the first meeting. 

A brief sum'mary of the Treasury Department's efforts is attached. 



E X E CUT I V E OFFICE o F THE PRE SID E N T , 

04-Nov-1994 12:12pm 

TO: 
,

Bruce N., Reed 

FROM: Carol H. Rasco 
Economic and Domestic Policy 

CC: Jeremy D. Benami 

SUBJIlCT: 
I 

EITC 

Please draft,a memo from Bob and me to the Cabinet folks necessary 
(any reaSon to throw eRA into this?) and when it is here I will 
talk to him.~.I assume Gene is A-OK on this? 

Thanks! 
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PIIlIUC APFAlIUI -l500I'!NNSY!.VANl.\.\V!.NI1I. N,W,' W"'IIINGTON. n,(:, - 10210 ­ (101) m.ifjlO 

FOR IMMEDIATE RELBASE 
October 26, 1994 

STA'l'E..\{£NT OF TIlBASURY SBCRETARY LLoYD BENTSEN 

BITC PRESS CONFERENCE 


, I bave a few poims to mab about the Earned Ineame Tax Credit program today. 
and ,ollle BIlIlou.ru:e",_n!l. ,I have another meeting 1 bav_ to go to in acoupl_ of 
minutes, but tbls is importut to "'c so 1 wanted to stop in aodslY something. I've 
asked Pe&ll)' RIChll.f!kon; the IRS Comlllls.!loocr. and out Under Se<:ret8.l)' for 
Bnforeemel!t, Ron Noble, 10 stay ud go over the fine points with you. 

Th_ Earned IncOme Tax Credit is an extraordinary program that helps American ' 
families stay out of povCl'!'j and 'encourages them to work.. It's been around since 1975. 
and we llnproved It last year because helping Amtrlcan families is 8. priority for this 
administration. It baa the potential 10 help 20 milllon low ineome wcrkin& Americans 
and tbeir families have a better life - by rewarding work. The EITe has a' refundable 
taX credit wbiCh can be taken a.\ a lump rum al the cnd of the year, or a partial credit 
that comes in Ibe 'form of lower withholding during tbe year, with • smaller refund at tax 
time. 
J 

Over tb. yca!l there bave been difflculties, and now there are problems in 
particular wilh fraud and electronieliling. We have an on..going effonto attack tbls 
problem. I named .. task foree earlier tbls year to examine tbe Issue, and it IllJIde an 
inlerlln report ~ Congress earUer tbis month. We've also worked with tbe GAO. ' 

" LeI me quickly 80 over some numben for' you. . In the goocl news deparimeDI, the 
error rate! for the BITe program appear 10 h. more tban a third lower now than they 
wer~ in the 198011. BUI they're still too higb, . 

The data lIIe IRS putlOgetberteU us that for the last two weeks in JIi1IU8.l)',tborc 
were D milllOIl electronic reNl'l'lll that clalmi!d the EITC. The work the IRS bas dOlle 
tells us that if we went (brouch those'returns line by line we'd find that 29 percent of 
them, aeeouoting for 24 percent of the I!lta! till credit claimed, or abull! 5358 Illillioll, 
overelalroed what \IIlIS due. That doesn't neeel$mly mean Ibe taxpayer wasn't entitled 10 
some taX credit, but that they dalroed too much, 



•
SENT 6Y:X,rox Telecopj,r7020 ;10-2.-94 ; 17:5, The White HOU$e~ 

.' " 10/26/94 14: 10 tJ 

2 

The ligures auo'ieu us that 13 percent oC the lilm, aCoOWlting for about 12 
percent of the refund lotal c:Ialmed, may have intenrionally overclalmcd what was due. 
The 100d side Orthat is thaI 87 percent of the liIen are gelling It riib!. Now as to that 
13 perceDl, Pd like to use some strong laJlIUlIgC'about lying and fraud, but the laWYCH 
ten me I have to bite my !Oll8Ue because of the Issue of intent. . 

, , 
W. haveD'! beOll Jit!ln& 011 oUr hllJlds. For nearly two yean now we've been 

soing after problenu and mddng down. and wo're going to b. doing more. 

, First, it may DOt sound like the place for an BITe prO\'ls!on, but wi. have a 
number of proposals in the GAlT lesWatlon, IUch as requiring wqlayer Identification 
numbm for all children, regardless of ag.. It also bas an item to have Ibe Odeuse 
Department report some of the non-taxable earned income both to militazy persoDllel 
and to the IRS - such as housing and subslslence allowances. And, the legislation would 
deaylbe' ElTC to prisOllClll and to, nOll-resldellt allelll. ' ' 

Ourwelfarc reform proposal also bas apr~ 10 look at other $dmlnlstratlvc 
ways to improve ElTC compliance. ' , 

So far we've laken more tbaD a dODI! separate actiolll III our comprehensive 
program to inlprove thi: EITC, such as deciding to add staff to ,help detect fraud, and 
maid", fOlDlli more undenta!ldable. . 

. Today we're announcing a oumber of additionalltepa to make as certain as we 
ean thai ollly those people who' are trUly entided to Ibe Earned Income :rax credit . 
reCeive it. Some of wbal, we're doing can be done administratively. and some of it will 
lake legislation.. 

By the time we release the 1996 bud,el - early Dext year - ",e will deVelop 
measures to denytbe Earned Inc:omc Tax Credit to ill.lal alielll. The IRS estimates 
Ibat over 150.000 illegal allons claimed the me'this ye4t for last year's taxe.. We 
looked into this OIle. There was nolhlng OD the books,that made il possible to verify tbe 
existence of ehlldreo claimed bY an megal allen, whkh loaves an opportunity for fraud ' 
Ibat we're closing off. " , ' • , 

. Secood, starting ill tbe Dext lax season, we will no longer provide preparer! wbo 
fiI. electronic retuma what we call • direct deposit indicator: That indicator means that 
we doo" see 8I1Ytb!ns tbal would require us to hold tb. tax credit 10 pay some other tax 
bilL It'l often used as a sigoa! 10 lenders ,who work with 'preparers that a refund will b. 
'on the way .hanly. " , . " 

i 
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, We've found that a very very bi&h nlllllber of BITe fmId schemes Involve refwld 
anticipation loans, and those lOw arc bued on the direct depoait Indicator we send OUI. 
ne. croola ~ the money and run. and !he taxpayers and baJlIcs get burIIed. So we're 
no longer soIng to tell the el4cttonic filing operatiollS whether a refwld is likely to be 
coming. The taxpayer wruldll &CI any refllnd they're due, bul we won'l be lending out 
that notIIicalioll. ' , 

n. l'!arDed Income T"" Cn:d!1 ia for thole who deaetVe i~ wbo need thai extra 
ClU:OlIl'll!Icment to worli, full lime, to uti Ibelt tamnl.s out of povony, to Join the 
DlIIinstream In 'American ute. It is not for .beau and muds and slick operators, and 
wo're going to do 0'!t best to weed them ou~ and prosecute them when we find tbcm. 

, .' 

, . 

i 
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FOR IMMEDIATE RBLEASE 
OCloiler 26, 1994 

,STATEMENT OF TREASURY UNDER SECRETARY FOR ENFORCEMENT 

, RONALD K. NOBLE , 


me PRESS CONFERENCE 

, '. 

Since I arrived bere at TrwU/y. Seer.tIIly Belltse" bas beell committed 10 

addrC$lmg !he'problem of tax rcfwid fraud. Tax refund fraud undermine. tb. integrity 
. . 

of our voluillary laX S)l$lem, aad Is a dirett wault 011 tho federal Treulll}'. Tb~.e who 
, , 

commit fraud u.si!lg the Earned Income Tax Credlt arc preyin& 011 a valuable program 

dcaigncd 10 u5ist low·income working Americam. 

W. all are determined Ilot 10 alloW ineligibl. people and fraud pctpeuaton 10 ' 

take adVIll1t&i" of the EITCprosrAal. We are equally committed to making sure tbat 
, ' 

people who are entitled to BITC gel it. As Seaetlily BenlSell told you, the TrelUury 

Depanmellt bas b""" taking contlnulng steps to combat refund fraud in general, and 

BITC fraud in partlcular. , 
, '. 

I would like to review lOme of these 1tol"l. Almost u '00" lit she arrived at 


the. IRS. Commissioner Ricbardson recognized thaI refund fraud and BITe fraud were 

, , 

.•eriou. problems that had DOt bean properly addressed in 
, 

the past. SII. commissioned 
, 

an outside expert to AOSUS the IRS', vulnerability to freud. Sbe appointed a Refund 
/ " 

Fraud Executive to focus on lhi. problem and 10 report direttly to ber. She also diretted 
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the IRS 10 eondu<I • study of ErrC oompu...:" during the 1994 5Iing so"!.'.. Tb4t 

JNdy Is tho basil tot the ,t&tbtb that So.:roWy S",ucn quotGd. 

a March of tbi& YW. So....Wy.Jlcntm> appoilllc4 me to cha!r a'I'ouk For.. 

that WOllld mIk. an indepeodeot, oomprehe.wv. revIew o£ the probl_ The 'I'Isk . 
, 

Foree hired ~ Impartial eq>e!U to .manage and dl!:"" ita effolU. The IRS . . , . . . 

fully IUpponed tbe Tuk foree. The Task For.. ",osulwl with .repr....tatlvu of the 

IRS. OMS. Departmllnt o£ JU6ti~. athOl' <IImpOD.1IIS o£ tho Tr.uUtY DoparlIDcDl, GAO: 

, ", , 


privN industry. and ouwde upcru, Some of the .ew pl'Oudlll" thaI the IRS is Pl'tting . 
, . 
. " 

in pl••• for the DCXI fiIm& ICUO" are the fC$\l1t o£ ooordination botw•.., tho IRS and 'the 

Tuk Force, 
.. . 

On O<lOber 6. 1 testified before Rep, PIekle', o.eni8ht Subcommittee, and . . 

p...emed IIJI !lller!m repon frOm the' 'I'm '1'0l'0!>. Ther. was blpan:!18Il support fur llIe. 
Task 1'oru', ....ork. W. pllUl to provide a Iiml rcpon toSom:I4ir BentSen and CoD,il'CII 

by the cnd of December, 

One or.. Iliat theTouk Foroc uamil>cd c:loscly wu the Problem o£ ErrC oon· . , . . . 

IRS', 1994 iNdy provides tho bett available data ." ErrC CtlmplllllOe. lb. 

e~ lit... from the ltudy II tIIlt IIImoIt 90% of tile people Who dill... the !!lITe 
, 

are weU·jnte/lttoned and trying 10 Ctlmply with the law, AS I exp!alIled more. tully III my 
, " 

tC6timooy un OClObcr 6. the ErrC forms .... be oompU..tc:d, Complh,.tcd forms .." 

lead to mistakon daims for 100 much BlTC. IIIl1ddlti.ft, wopayon may have leflltimate 

disaer.e.,."u 1II,t l.ad to .....".;"". claims. For ewnple, twO 'parents tlviD& and !!IID& 

, 
. . 


http:IIIl1ddlti.ft
http:oomprehe.wv
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separately IlllIY both beHeve they Call claim their child on the EITC fonn because they 

.both provide Iinan!:lil support for the Child. '!be child Call be clidmed only '011 the me 
£onn of the parent with whom the child uW:d for more thatI half tbf, year. If the cbild ' 

, , , 

freq~ spent Illghts at both parents hOllSe&, the par.nts may les!timately diSpute who, 

qualifies to dalm the ebiJd for E1TC purposeJ. 

The IRSbu been worldnsfor severe! yean ,I() simplify the BITe form, and to 

proVIde greater aulslatlce I() tllspllyers In uudel'ltandiJJg how properly 10 me for the 

me. 'The IRS is also tal:ing more Iggresslve enforcemelll ac:tiOllS, inclUding malclng' 
, ' 

expanded iralld checks beforeretunds are PaId. OWing the 1994 ,Iillng ,Cason. the IRS, 
, 

, ' .. ; ­

lnstituted lmprov~d fraud control syste!ll.l, Which resulted In the rejecti0Il of over 600,000 

e1ectr~cally m.d EITC c!:aims. As a result of these efforts, we expect I() se" the 

number of crrOIlCOll$ E1TC c:lai!m drop In the upcoming years. 

AdditioIllllstudies are necessary before we' Call quantify tbe amount of EITC 
. . " ) . " 

fraud, but It wo)Jld be tnisleadlng to presume. that 29% of the S14-15 bUliol1 paid every, 

year In BITe Involves fraud. Let me explain the licst lnformation that we bave. ,. . " 

8lld live bUlion collan In problematic r~ 
" 

are paid every year. ' Ollly a ponlon of 

the problematic ~cfund daims 1n1iolve fraud, and Dilly a portion of those Involve tho 

In closin& leI me say thaI It Is c:ritical for there 10 b. continued 
. 

cooperation between Main Treasury and the IRS, and thaI the IRS's Tax System 
, . 

Modemlmtion program be fully and expeditlously funded. ElIhanced computer 
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capability WIl1 Bllow the IRS to more vlgoroUlly JUatd .&gairal ElTC fraud, and other. 

, fonDS of refund fraud 
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DEPARTMENT OF THE TREASURY 

INTERNAl. A_VENUE SERVleE 
WASHINGTON, D.C. lOll' 

For immediate release 
October 26, 1994 

S'l'ATEMEN'I' OF MARG1II<ET MILNER RICHA!U)SON ' 
COMMISSIONER OF INTERNAL REWNUl> 

Sinee beeomin~ COmmissioner over a year and a half ago, I 
,have rn4QS the elimination of filing ,fraud s' tOP priority, at the 
IRS. 

We appreciate the support of Secretary Be.~t.en and in 
partieular hi" est~blishment of the Treasur.!( Refund Fraud '::a'sk 
Foree. In'addition, we appreciate the fins'work thee 
undersecretary Noble and the task force have, done and ,the 
assistance, they hev,. "iVan us 'in our efforts to eliminate filing 

,fraud from OUr tax syatem. 

We stthe IRS have taken a number of steps to protect the 
inta"rity of our tax system and, as Secretary Bentsen stated, we 
plan to take more during the upcoming Up.nll sea.on. " ' , 

, 

While these, step. a ... import.;nt and" I believe,' wiil be , 
effective, the solution to protecting our system from fraud ,il! ' 
the u,,,,.idiate full funding and implementation of our Tax SYstem 
Mo<!erniz'aeion eUorts. only wit;h the enhSnced computer
capabilities thatTSM will provide us will we he able to respond, 
to both eophisticate<! fraud attempts and' the various problematic 
refund returns.: that we receive 'each year:. " .. 

Let me 'take a moment and list just some of the steps we h .. ve 
tAken so fAr, 

- tA.ring the last fi linll , season, we hellan pre-refund, 
e~inations of questionable refund 'claims, including some 
returns claiming the Earned Income Credit.' During the, 
upcoming filing season we will siqnificantly incraasQ the 
nW'tlber of ,these pre-refu"", examinations. , ' 

~ Also.Quring·the next filing. season, ~e are ~ncreasing the­
staff we have in pltu:e in our $ervice ce'nters who work _to 
d.etect fraudulent' returns. ­

; . , 
.. Earlier, this mOnth. we issued new rules ·for elect.ronic 
return originator, or ERO!.· These new rules ,require some 
new EROs to submit to credit checks end fingerprin~ing, We 
feel these ne'" rules will ens'ute' that only appropriate ano. 

. responsible people are allowed .to particip"te in our 
electronic filing system.,­

http:Be.~t.en
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We a140 plan to ~nitcr £ROs more closely during the filina' 
season. This Will ensure that BlOs who fail to comply with 
our requirements are denied aCcess to the elactronic filing 
program. 	 '. 

- Tho 1994 Earned IncQIDG Cf'cdi't form w"a ,limplified to make 
it easier for low income workers ~O, applY tor the credit. 

o Ou.ring thC!'lS9S filing ~ea8on .. in 'addition to the, . 
elimination o~ tHe nor, wa plan to cake other steps La protect­
our filing 8¥6~em from those intent on filing fraudulent roturns: 

\tth11a WQ ret:M.in committed to issue refu.."ld -cheok~ time'ly on 
, . return, filed with'complete ~nd aoo~rat6 infor.mation. refunds on 

retur~9 with incorrect or miB8inQ SOCiAl se~urity number will be 
del.yed uneil we can verity that ohe taxpayer i. due the refund. 

, 	 ., 

I cannot Q..'1Iphasize enough that <1'IJ.rinq the next filing 
s~a80n, it will be eisenti~l that ~ll,taxp&ycro file their 
roturns ~ith eomplet. and aeeurate information., Any taxpayers 
unsure ~bout the accuracy ot their social- e6curiey'numbero ~hQuld 
contact' the So'c~l!ll Security Adminher.1tion ae' Goon &8 pOliieibli: t.o­
vlilrif~ ,their numb.rl. .,' 

~ See~.t~ry Bentsen eeated, tho IRS and Trea9ury are 
committed to,insurinq thAt the Earned Income Credit 1e t;he"e for 
the 20'million low income American workers who doserve ie .nd 
no.do it.. 

"" 

1 
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tREAsURY DEPARTMENT ACTIONS 

TO lUroUCE EARNED INCOME TAX CREDIT OVERPAYMENTS AND 


FRAUDULENT CLAIMS . 


The Earned Income Tax Credit (llITC) provides,appropriate Incentives for pcop~ 10' 
. ehOOJ8 worll: over wclf'ate and .reward. ~ working famili.. by helping to lift them out of 
. poverty. The Admlnlilnllion already iii!! the proccas ofimplementing and'developing proP01211 . 

10 stem ertO!Ieou' and fraudUleill clalms for me mundt. '. 

I. ADMlNISTRAnvE ACTIONS 

771, /oll.owiltg "ctWlI, ///'1 bdllil fmplmttltl.d: 

• 	 The 1994 EJTC Se~edulc: Will aimpUtied to make it wier for low-ineome taxpayerllO . 

undmWtd if they arc eUgible for the eredit. 


• 	 The 1UPP~1aI alldit.l for hca.lth inlUl'8IlCc and for infants under the age of one haYe 
been repealed. ThIs 'has helped reduce !lie comPlexity of the, me and improVe 

.. comp~ce,8!ld administWion. It abo COIIl1'e3 !hat tho most needy t'amiIles get the alldit ' 
amounts to wblch theyBre eiitillilcl;- , '.' ... '... ,_. .' ,-, • 

• 	 The IRS I. conducting 5lUdiCll ofrefund fraud end me compliance to b_ underlWld 

the magnlrede and .ouree Of erroneous payments. , 


• 	 Workinc with the Iustice Oeparlmont, the IRS I, prosecuting prejiam.and cIccttonic 

return ol'ii!nalOrs (ERO.) who talco advantage of tlte'me provislons to defraud the 

Pede:ral &oyernmont. ' . " 


• 	 The IRS will continue a major overhsul of iu information system. to help.lieeP pac~ with . 

the dcrnends of a "owing number of ~yers.. 


771./0&101118 actWlI' wiU ,"'" ,gict 111'/41: yW' 199$: , 

• . 	 The IRS will delay refunds on W questionable rct\l1'n with an InVaHd or mis,ing qayer 

IdentifICation number. Thil will give "eater time to verify the refund bein!: claimed. 


• 	 The IRS will In"""",,'the number ohtaffdevoted 10 detecting refund fraud by one-third.. 	 . 
• 	 IRS field resoUrces will b,e lhifte,!IO·eheck compliance by electronic return oriaW.iors 


(EROs) 10 ensuro they are meeting requiremimfi for participation In the program. 


October 26, 1994 
, 1 



I 
Il. LEGlSLA TIVE PROl'OSALS 

, Durln, the pas! ycu. Ihe Trwill)' Departm..,! has all. m'" , number of leil.lllive 
propoJal. to llllj1fOvO o'.nigh! of the me. The followine proposal• .,.e contained tn t~e CIAIT 
loriJlaUon which wm be _~deted by the Congm' in the November/December ses!l.on: 

, 	 " 

• 	 The Ill'l'C w.\IId b. doiued to pri!oner. aM non-reaident lliens. 

• 	 Taxpayon would be ''''Iulted to provide taxpayer Idenunoation numben (gc:neral!y••ocIal 
teC\ltity number.) lOr all children etaimcd ror EITC pUrpo.lel: With !hiI infotlMlion, tho 

'IRS'Wi.II be bellA, able ., vertry a ~y.t'. OU,aiblllty for the crod!~ , , 

• 	 The Department or Defense would be requited to report oertain typo. of noM••ttlle 
camed income••ilCb al housinl and ",b,t"""co lIlIowancel. to both mil!!ary personnel 
and the IRS. Urulc:r current It..., ""payer, .... i'equitcd to include non·tanI>le form. 01 
lru:om. for !he me, but m&ny may be U!lAWVO how much !hey hava received from their 
cmpIoyetJ. 

The Adllllnlltr.tion'. wo1fate morm p.oposal also, eontaJns a provision related to 
odminiMUion of the me, . . , 

• 	 The Tuuul')' Depailmen. would orcaIA • demo"'lnItionpr<>j.... ""ocr whioh eJlilble 
clalmantJ Cl3uld receiveadV&n'" me paymen.. thro",ha alate oiIonojdf tho"ta!lIJ verity 
!lie ellg!bWty or !he me, ¢la!mants. Thcoc dlImonatralion proj..tt Wi.II allow the 
1'rWury Depanment to "'" whclher IllTC ..",pH....wo\lld improve if eUgibility, 11"" 
verined uj>"front bero", advance payment> were made. 

m. ADDmoNAL ACI10NS 

The Trcuury Department II announel", two additlOfllll mca.ures todty 10 .".ure that' 
me mund. Ire paid IIIlIx 10 eIlJibl. individual" ' " 

• 	 Tho Department will deVelop mwur •• to amy the EITC to undo<umontod worlom. 
Curt'1lntly. tit. undocumented WOrCrl ere entiUed to ,ecc:ivc the credit, Thia proposal 
will chanee thaL IRS ea~matel that OVOl 150.000 undocumented ",.rker. claimed the ' 
EITC for t.U year 1993.' Ocnerally, they <4I\IIot obtain aocial .eCu.;ty numben for 
lhenue1vCI Qr their duldren. AI aroJlJh, it is diffio\llt to verify the e.tittenee of lit child 
without the s<:.:iaI t«urlty number, ' 

• 	 lleginnin, in tho 1995 filial "'100. the IRS will no Ioniet provide diu:ct depo.lit 
;ndiJ:atota (DDb) to o1tetronle retUrn originator>, The IRS cunen\ly p,ovi<k' EROs willi 
,Iueh information to determitle if til, taxPIl)iU" refund wU1 be: offJCt by Il1tlthct liability 
before payment DDh are o~..en used by eROt to determine the dsldnou of making a 
refund anticipalion loan to a taxpayer. Rctund antiCipation. Joans are .. 'OUfU tlf mud. 
EIlmlttating the DDt will redu.. WI f...d. ,,'. , . 

OOto.... 26. I ~4 
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tUlIrtl OJlIOltJ.Il.lm:lA,.t.1OI'N ~ji.Wo 
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.COMMITTEE 011 WAYS AND MeANS 
, ­

,~.,tlOdIb',....-wQIVlIt~ ,U,s., "GUiE 0' Jlt'ltfISIHr,t,TM. 
~"."W'...iIo10~~(MII,w"I"l'IGTON. De tolll ' -

tl.Il¢OMMfrT'lI ON CWffUJQwt 

Ootoba.r, 1l,_ lJSl4 

~ho,aonorablQ Ronald K. NOhle 

'Under secrotary tor Entorccment 

U.S.' llopa"tlMnt' of tho Tie..,,>,\, 

-1500 Penn.ylvanl'e., Avenue, 'N.W. 

wash1nllton, D.C. 20320 , 


bear under Secretary Nobli1 
• l ' " ' 

. Iw""...,,_.t.k•. liM. "!'P<>rtUn1ty to J:)er'Q",,~l>Y.;~luIl1k·1'W"'~""

laadi"i tbe _tfo:t to combat tax <efun4·fr.u~ .. 1our'~aco~1t1on 

ot' eho. acopa ud tIUlgn$.tudo 'of e.b.o "fund :fraud problem, coupl15d 

wi~h your a.nd1~ t~.t1mony before the Subcomm1t~ec on 'OVersight 

on Oetobar 6tht: h4i helped ganerate-the ~eneum'n.ces8arY te, 

-&BSUre thAt th18 pro~le~ is effectively ~aal~ with ~t tho b1gheat

level. of aovernment. I appreciate you • .contribution tmQ'. ASp.ot 


-the." "marin"a:-r in :whicb~yo'U.<;AI'e· conductini -thi. ,11"1'.porta1\t ' r6vi..ew_And 
pro.en<1nii 

< 

the .,fa"to. " 
Tha TAX Retund F;aud,Taax Fo+ce tTRF Task Foree) I under your


steward_hip,' .hould alao b. cOmm9nded for'its, ehQroUgh ~~d 

~nd4pacd.nt inve.tigation, Bolid'fln01nqal And tee¢mmenda~ions 

for meu1ngrUl 'ahcn:t..terrn retorm. 'rhe 1U Taliifk Force i8 . 

'p8rfo~ng • valuable public ••rviee an4'I'm hopaful,ita'etfo~tB
will bring about an ana to.wlde~.cale tr.u~ ~8GD. , 

The prog~~.'., mad.. hy the TlF Talk FOrce 1a .. good .t~rt and. 

your interim report otfers BQme encouraging new.. Jut clearly, . 

'Q\Ore: mUSt.tHt done. to addr•• iJ the loni-t.rm conearna:, iJuc:h am" 

impl.tl\er.tation,ot.t~""g frau,,!, control. IS part "t tRIP. Tax 

Sy4..... ModUlI1u.t1on program. n i. my hop. that.you '",ill help, 

,enB~~e eh_t' Tr.oaB~ .na l~S Itey committed to 'a4dre.11ng·the tax 

refund fraud probl*m and preserv;lnSl'_our voluntary tax aygtem. , 

Y,?u are 4oing, ~n exoellenc j ob, 'Rem; keep ,up, ehe, S'oo~: work.,' 


Wieh warm;PQrso~al regards. I am 
'" 

~~~.' 
Ovora.ight 

. 'JJI'/pn 
¢c: Tbe Uonorab:e Lloyd Bet-teen! Secret.~ 

U. S. DepartMent of the 1'reasury , 

Mr. Stephen A. S.lt%hur~, OirectOr, TR',Ta8~ Foree 

Ms. aoyee J. wal~erf Manager, TRP TasK ~or~& 
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LEGISLATIVE AND ADMINISTRATIVE OPTIONS TO 
MAKE EITe WORK BETTER 

I 
Legislative and Administrative Proposals Taken in 1993 and 1994 

Simplicity and verification prior to payment of the EITe are key to the successful operation 
of the program. The most cost-effective way of lowering the EITC errOr rates is to ensure that 
the refund checks are not paid to the wrong people. The IRS can not expend thousands of 
dollars to recapture overpayments of $2,CKX> or $3,000 from low~income persons . 

• 

Simplicity 

Simplicity for EITe Eligible Individuals -- Preventing costly taXpayer mistakes is a first 
step toward ensuring that EITC refunds are paid to Ihe right taXpayers. This year, the Schedule 
EIC was redesigned 10 be easier to read. The repeal of the two supplemental credits for health 
insurance and young children in OBRA '93 will also reduce the Schedule EIC by a half-page and 
eliminate complicated provisions which were difficult for taxpayers to understand for the IRS 
to administer. . \. " ,,,",, ,):;I..;.\-. t:""-" .-:r.:'j,.,~(I, "f-, 

• ¥.~ \,\ll, ,),s<-".c.. ~".d, --t~,~ 
Verification ,v\'" r ~)c.,...~ ""' v<~ P''P'"'"'''' 

4-) 5h~ l"-ihL, (v 5:,,"~' 
Delay Paymenl of EITe Unlil Verification Is Complete 5) d<-! !J~(A. i\\~ .]"... 


. '-) f\aA-Ft~ ,Lt- ..tu-s 

(I) Allow state ~g~O!,ies th~ option of providing the advanceil EITe .. At the time that 

advance payments are made to workers under the current system. neither the IRS nor employers 
have reliable information about workers' eligibility for the EITC. Workers may receive the 
EITC in advance, only to learn at the end of the year that they must repay the IRS some or all 
of the advance payments because they erroneoUSly claimed advance payments. Other workers 
may make fraudulent advance payment claims. If the advance payments were based on more 
complete information about the worker's eligibility, such erroneous and fraudulent claims could 
be reduoed. 

Under the Administration's welfare reform bill j States could have the option to propose to 
the Secretary of the Treasury a demonstration project pursuant to which advance payments of 
the EITe would be made to eligible residenls through a Stale agency. Approval by the Secretary 
of the Treasury of a State's proposal would be required in all cases, 

Allowing Stales the oplion to provide advance payments of the EITC may resolve many of 
the problems whh the current system. Individuals could receive assistance in determining the 
appropriate amount of the BITe to claim in advance. States would also have the resources to 
verify eligibility for the credit better than employers, reducing the risk of erroneous payments 
being made to ineligible persons, A penalty could be imposed on States for lax verification. 

(2) 1J.\l1!!)' EITe n:f.jJnd, QD QuestioDable n:tums -- During the 1993 tiling season, the IRS 
began to delay payment of refunds on suspicious returns by one week, to allow for verification 
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of the return information. During the 1995 filing season, the IRS will slow the process further 
on returns with missing, invalid, and duplicate social security numbers for BITe claimants. 

One Cbild. One Credit -- EITe claimants are required to provide taxpayer identification 
numbers (TINs) fur each EITC qualifying child over the age of one. Generally, social security 
numbers (SSNs) are used as TINs. 

Beginning with 1993 tax returns, the IRS is validating the social security number and the 
age of each qualifying child reported on a return filed electronically. (About 40 percent of tax 
returns claiming the EITC are filed electrcnically.) The returns are matched to a master tape 
con!:<tining SSNs and birth date. from the Social Security Administration (SSA). The IRS rejects 
returns with invalid SSNs and requires the taxpayer to correct and resubmit the return 
electronically 01 to submit the return on paper. The IRS also reject. electronically filed returns 
with "applied for" entered in lieu of an SSN fur children over the age of one. The IRS also has,
begin to look for duplicate usage of the same SSN for qualifying children on electronically filed 
returns. 

(I) Transcribe the SSN ofEITC QUlIlii'ying children on paper returns .. While all items on 
electronically filed returns are immediately available to the IRS for automatic testing, 
information on paper returns must first be transcribed to electronic tape. Because of 
transcription costs, some information from paper returns, including the SSNs of EITC qualifying 
children, is not transcribed (or is transcribed from only a sample of returns). Beginning with 
the 1995 filing season, IRS will transcribe the SSNs of all qualifying children from paper 
returns. This will allow the IRS to verify each child's SSN and date of birth and to check for 
duplicate uses of SSNs across lllI returns filed. 

(2) Reljuire SSNs fQr all QuaHf)!ing children -- As part of the GATT financing provisions, 
the Administration has proposed that taxpayers provide the social security numbers. of all 
children, regardless of age, claimed as dependents or for EITC purposes. 

! 
NOD*!axable earned income -- Under current law. taxpayers are required to report noo­

taxable forms of earned income for the EITe. Examples of non~taxable earned income include 
military allowances, 401 (k) contributions, and meals provided by employers. As part of GATT 
financing, we have recommended a proposaJ 10 be included in the welfare reform plan to require 
the Defense Department to report housing and subsistence allowances on Forms W-2, 

Increase Knowledge Base 

The IRS is conducting three smail studies of EITC compliance during the 1994 filing season. 
The first study examines returns fi1ed electronically during the first twO weeks of the filing 
season (January 14 to 28). The second examines the behavior of electronic returns originators. 
The third examines paper and electronic returns filed throughout the filing season. 
The IRS has used the information obtained in these studies to design a larger study of both 
electronic and paper returns filed throughout the 1995 filing season. 



DEPARTMENT OF THE TREASURY 
WASHINGTON 

October 25, 1994 

MEMORANDUM FOR SECRETARY BENTSEN 
DEPUTY SECRETARY NEWMAN 

FROM: 	 ERIC TODER C<-»d~ 
DEPUTY ASSISTANT SECRETARY (TAX ANALYSIS) 

SUBJECT: GAO's Study or ElTe Compliance 

Within the next week, Senator Roth is expected to announce the results of an interim GAO 
study of EITC compliance. GAO ba,ed its study on data collected by the IRS earlier this year. 
[0 February. 1994, IRS Criminal Investigations agents interviewed nearly 1,100 electronic titers 
who claim.cd the EITC during a two-week period in January. The study also describes IRS's 
efforts toprcvent erroneous payments of rhe EITC during the 1994 filing season. GAO expects 
(0 release·a final report in February; they are releasing the interim report in October at the 
urging of Senator Roth. 

The report contains both good news and bad news for the Administration, On the one hand, 
the error rates. contained in the report, will be lower than the 40 percent rates found in studies 
of EITe compliance during the eighties, Nonetheless, the error rates. contained in the report. 
are still unaeceptably high. The repon will state that: 

• 	 29 percent of the 1.3 million returns filed electronically duting the last two weeks 
of January claimed too much EITC.' 

• 	 Of the $1.5 billion claimed in EITC during the first two weeks of the filing 
season. $)58 million, or 24 percent Qf total EITC claimed, would have been 
overc1aimed. 

• 	 Abom 13 percent of the ElTC filers may have intentionally overclaimed the 
EITC. About SI83 million, or 12 percent of the EITC refunds claimed, would 
have been the resuit of Intentional er:ors by taxpayers. 

j Earlier this year, the IRS briefed you on the principal tindings of the report. At that time, 
they indicated about 40 percent of the returns had an adjustment to the refund. This estimate 
is higher than the error rates reported in the GAO study for two reasons. First. the IRS estimate 
includes returns with adjustments to the total refund, includIng those tilers who c.0rrect1y claimed 
the ElTe but made errors elsewhere on their tax return, Second, the 40 percent estimate also 
includes returns with adjustments which were in the ta'Xpayer's favor, 

http:claim.cd


The GAO report indicates that the IRS is con:inuing to study EITe compliance. As more 
information becomes available. [he IRS will be revising the estimates of non~compliance by the 
taxpayers ~ncluded 3n the January study. For example. information reports (such as W-2's) are 
now being matched to the tax returns of the EITC claimants in the January study. GAO will 
state that IRS investigators believe that the error rates will increase as a consequence of further 
study. (Because the error rates may increase when the study is completed, it may be premature 
to state that non~compliance has declined since the eighties,) 

The report also discusses IRS's processing of EITC returns, and the number of refunds 
which were delayed or rejected during 1994. According to the reporr, the IRS delayed $500 
million in potentially erronecus EITC refunds claimed by 400 thousand taxpayers who filed 
paper returns but who did not include a social security number for the quaJifying child. 
(Roughly 8 million taxpayers filed for the EITC on paper returns.) IRS rejected 610 thousand 
electronic returns, out of 6.3 mimon electronically filed EITC returns, because the qualifying 
child's social security number did not match social security records. The interim report does 
not criticize I~S's processing techniques. 

At the request of Senator Roth, the report also contains a short discussion regarding illegal 
aliens and their eligibility for the EITC. Under current IRS procedures, undocumented workers 
may obtain the EITC even though they cannot obtain a social security number for their 
qualifying ~child from the Social Security Administration. Although taxpayers must report a 
taxpayer identification number . for each child claimed for EITC purposes, there is some . 
ambiguity in the law regarding whether the Social Security Administration is required to provide 
undocumented workers, with children, with social security numbers. According to the GAO. 
at least 160,000 EiTC claimants were undocumented workers. 

Press inquiries about the report are likely. Talking points. which can be used in response 
to press inquiries. are attached. 

RECOMMENDATION -- The Administration could respond to the GAO report in several 
different ways. The Treasury Department could publicize the results of the IRS study before 
Senator Roth has an opporrunity to release the GAO study. However, this approach may result 
in bigger ~eadlines than Senator Roth's study. Instead, I would recommend a more low-key 
approach .. Under this approach, press inquiries, following the release of the study, would be 
directed ei!her to Assistant Secretary Samuels or Commissioner Richardson, [0 response to 
inquiries, they would stress the Administration's commitment to the EITe and its efforts to 
improve cqmpliance. 

Agree. Disagree. Let's Discuss, 



Talking Points on GAO Study of EITC Compliance 

• 	 The Administration has made the expansion of the EITe one of its highest 
priorities. The EITe makes work pay and serves as a incentive to low*income 
families to reduce their dependency on welfare . 

• 	 ' From past experience. we know that there have been problems with taxpayers 
claiming the EITC when they were not eligible for the credit. To reduce EITC 
errors, OBRA '90 contained a number of compliance and slmplification 
provisions. However. until this year. we did not have any information regarding 
the effectiveness of the OBRA '90 measures. 

• 	 In OBRA '93, the Administration proposed a phase-in of the expansion of the 
EITC in order to use the time to develop better syStems to administer the credit. 

• 	 As part of that effort, the IRS has been conducting a study of EITC compliance 
during tax year 1993. The recent GAO report is based on the data collected by 
the IRS. 

• 	 The study confirms that taxpayers are still having difficulty complying with EITC 
requirements. But the study's findings are only applicable to taxpayers who med 
e1ectronic returns during the last two weeks of January, 

Early mers may not be typical of EITC recipients in general. For 
example, many early filers may not have received aU of their Form W~2IS 
at the lime that they claimed the EITC. As a result, early me" may have 
a tendency to underreport wage earnings, resulting in erroneous EITe 
claims, 

.' 	 (0 many cases, taxpayers' errQrs are the result of unintentional errors. Taxpayers 
may not understand the ElTC eligibility criteria and thus can easily make 
mistakes when completing their tax returns. 

• 	 Even though the study of early filers may not be applicable to all EirC claimants, 
we take the results of this study very seriously, During the past year. we have 
made several legislative proposals to improve EITC compliance as part of GATT 
financing provisions, 

We have proposed that taxpayers be required to include the social security 
number of all children, regardless of age, who are claimed as dependents 
or EITC qualifying children. With this information, the IRS will be better 
able to verify a taxpayer's eligibility for the EITC 

We have also proposed ,hat the Department of Defense would be required 
to repOrt to taxpayers and the IRS its payments of housing and subsistence 



aJiowances. Nontaxable earned income. such as military allowances, are 
inciudable in income for EITC purposes. 

• 	 As part of the Administration's welfare reform initiative. we have proposed a 
demonstration project which will test whether compliance wi1l improve if the 
EITC :s paid out through state offices, 

• 	 In OBRA '93, the Administration proposed the elimination of the supplemental 
credits for health insurance and for infants under the age of one, These 
supplemental credits have been.source of non~ompliance. 

• 	 During the past year, the IRS has also reexamined its processing of EITC claims, 
During the next filing season, the IRS will delay ElTC refunds if the taxpayers' 
social security number, or the number of. the taxpayer's child, appears 
questionable. 
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EITC/WELFARE REFORM PROPOSALS 
TO COORDINATE BETTER TAX AND TRANSFER POLlCY , 

, ' 

nm NEW L"IFORMATION SYSTEM 

To achieve our vision under welfare refonn, we are proposing ~n the one hand, enhanc~ State and 
local information processing systems to improve management and delivery of services .and for other 
purposC$ and, on the other. a national data ·clearinghow:e"' to coordinate data exchange. With these 
systems in place. it will also be posl'ible to make signjficant improvements in preventing and detecting 
fraud and abuse. TheSe changes are described below, .. ' 

Enhanced State Systems. At the State and local Jevel, the new systems infrastructure would in,elude 
automated subsystems for; , 

• Intake. eligibility determination, assessment, and referral;, 

• Case manage~ent and service del ivery; and 

Benefit. payment, and reporting. .• . . . 

The infrastructure would consist of new systems co'mpoocots integrated with existing or modified 

State and coonty-level system.;;., The ~ide variations. in existing automated systems make it· . 

unreasonable to try to standardize these systems. hucead, we need linkages that allow for the 

accurate exch,ange of data between systems. 


, , 

By I inking the various programs and systems. States could provide integrated services and/or benefits 
to families and indIviduals "at"ris\o:~ of neediog financial assistance, those receiving assistance, and 
those transitioning fco~ public assistance to self-sufficiency. As part of this automation effon. 
enhancOO fundIng will be offered as an incentive for States to de-velop and carry out statewide, 
automated systems for JOBSIWORK management and monitoring, and ·to enable seamless services for 
child care. . 

Such,an automated system infrastructure would enable States to provide greater support to families 

who might otherwise dissolve and to parents who may. hecause of unmet needs, be forced to 

terminate employment or training opportunities, In other words, this structure will .allow the 

integration and interfacing of mUltiple systems~ for example> AFDC, food stamps, work programs, 


. child care, Child Support Enforcement (eSE), and others. 

In addition, as Electronic Benefit Transfer (EB1) and Electronic Funds Transfer (EFf) become more 
widespread. they would be used for other programs, such as reporting of JOBS participati()n and child' 
care reporting and payments. As an example, a lOBS partic.ipant could be required to' self-report 
either with a touch~tone phone that connects to a Voice Recognition Unit (VRU) or with plastic card 
technology. 

. I ­
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To facilitate development of these systems. the Federal Government, in partnership with the States. or 
groups of StateS in paitnership with the Federal Government. will develop model s.yst~ms that 
perform these functions or subsets of these functions. 

National Clearinghow;e~ The NatiorW Clearinghouse will be 'a collection of abbreviated ease and 
other data that provides the minimum information for carrying out key program features under 
welfare reform, In additi<ln. itwiU "pojnt" to where detailed data resides, The Clearinghouse will 
not be a Fooerat,data system that does individual case activities, Instead. States will retain general 
processing responsibility. but information wilJ go to and fro~ the Clearinghouse, 

The Clearinghouse will maintain at least the following data registries: 
, 	 , 

,
• 	 ' The Mational New Hire Registry -will maintain employment data on all new employees in the 

U.S, as they are hIred. Information in the database win be matched -regularly against the 
NadonaJ Child Support Registry. 

• 	 The National Locate Registry will enhance and subsume the current Federal Pareot Locator 
Service (1-~L.S) functions and aliow States to tocate persons 'who owe child support or who 
ate owoo child support. \ 

. 	 , 
• 	 The National Child SUPPQrt Reiioo' will contain data on all noncustodial parents who have 

~upport orders and can match these cases against other databases for enforcement purpo-$es. 
, 

• 	 'The N?tiQoaJ ·'Welfare ReceiPt R~isU'y will contain data to operate a time-limited assistance 
program. such as Social'Security numbers. beginning and ending dales of we~fare receipt, 
participation in various work programs, and the name of the State providing benefits. 

National Welfa..., Receipt Registry 

In general, the Registries will operate similarly. For example. the Natio~ Welfare Receipt Registry 
will be maintained ,by obtaining clectron{cally from each AFDC agency information on individuals 
receiving benefits. Upon,request. the Clearinghouse will send electronically information to the Stale 
agency. 

The.information to be exchanged is as follows: 

• 	 WQrmatiQn to be !lent to the Clearinghouse includes identification information. such as the 
names and-Social Security Numbers of members of the family; the dates an individual went 
on and off assistance; participation information" for AFDC. JOBS and WORK programs; 
information on extensions of time-limits and sanctions for noncompliance for these and other 
programs; and other information as specified by the Secreuiry. 

, , 

• 	 lrifurmation to be rec:eived from the Clea-dnghouse includes whether the applicant has been 
reported to have received assistance and, if so. when and in which State(s); wbether the Socia! 
Security Numbers suppUed are valid; whether the applicant is.contained in the New Hire 
Registry as ,recendy employed; and other information as specified. by the Secretary, 

' 

,, 
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Information Discrepancies. tf an inf6rmation dj~repancy exits between the information the client 
presents to the State agency and the itiformation in the Clearinghouse~ the Secretary will assist in the 
resolution by verifying that q.e data co~tained in 'the Regjstry reflects the information contained in the 
State agency records where the individual had previous assistance. correcting the Clearinghouse 
infor~~ion if necessary. and reporting the updated infoffnatlon to the requesting State. ­,. 	 . 

The States involved must take appropriate actions to resolve the discrepancy according to'normal due 
process requirements apd must submit corrected information to the Clearinghouse when the 
discrepancy is resolved.· 

, 
ENHANCED STATE SYSTEMS 

As indicated above, state systems will be enhanced to provide addltionaJ capabiHties ~d to' exch<i;Mge 
data with the National Clearinghouse. The three main enhancements to State welfare information 
systems are described beIQw.; ,j 

Transitional A.~sistance Support,lnforn:-atiGR System 

The' State agency. to assist in the administration of time-limited welfare, will establish and .operate a 
statewide, automated. Transitional A~sistance Support information System, This system will serve to 
significantly improve the effectiveness and.effipiency of State systems information infrastructures for 
the management, monitoring, and reporting on clients as they work toward independence and self 
sufficiency, The State may receive enhanced funding for these changes under specific approaches 
approved by DHHS and described below. 

Minimum System. "The minimum capabilities of the SC.l.te system include: 

• 	 Exchanging information as described above in a standard, electronic format with the. National 
Clearingbou~; , 

• 	 Querying electronkaHythe National Welfare Receipt Registry In,the National Clearinghouse 
~fore granting a.o;sistaflce; . ,. 

• 	 Using the information received from the Clearinghouse in the determmation of eligibility and 
period for which assistance may be granted;' ' 

• 	 Reporting corrected or updated information to the Regis~; and 

• 	 Meeting cutrent Statutory requirements for security arid privacy, 

Augmented System. [n a collaborative effort with other Stales in which an augmented system 1s 0 

developed. a State may adopt the'augmented system and receive enhanced match 'for development 
costs. Under this augmented system. clients will receive considerably enhanced service' 
responsiveness through prescreening to match available services to individuals and determine the 
required qualifying and verification information needed for each service. lbe additional automated 

" functions m~st include at least: determining eligibility; improving government assistance standards; 

• 3 . 
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, . 


performing case maintenance and management functions; calculating. managing. and reconciling 

paym~n(.5 to eligible recipients; providing fQr processes and procedures to detect and prevent fraud 

and abuse~ and produein~ repot:ts, 


Child Care Case Management Infonnation Sys~em 

Again in CCtHaborative efforts. States will be giyen enhanced match to develop a comprehensive Child 
Care Case Management Infonnation System. This system win provide statewide, automated, 
procedures and processes to achieve seamless cbild care delivery, including aU chUd care programs of . , . 
the State. ' 

JOBS~ORK Ca,~ Management llirormatio8 System 
. 
Finally. States will be given eDbance<! match to develop. IOBS/wORK Cas. Management 

Information System. again if the development is done as a collaborative effort. This system wiIJ 

provide statewide. automated~ procedures and proceSses to OOtltrot. account for. and monitor all 


, ,factors of the JOBS ~ WORK programs and support botli management and adminiStrative activities 
of the pr'ograms. 

ENHANCED DETECTION OF FRAUD AND AllUSE 

The proposed welfare system will lead t9 substantial improvements' in detecting and cofitroUing fraud 
and abuse compared to the current system, In many State..~. ex:istip& systems cannot handle the 
growing number of appHcations for aid and the transient nature of these clients. Compared to 
existing information systems, new local, State, and" Federal Sjlstems will dramatically increase the 
ability to detect fraud and abuse. As knowledge of these efforts grows, pre~ention and detetrence of 
fraud and abuse will increase as well. . , 

The following exampleS illustrate what States co'uld do with the newly~available information. First. 
the National Clearinghouse wiJ) provide States with information on employment so they can detect 
unreported income of noncustodial parents, leading to increased child support paymcnt~. It will also 
allow States to detect unreported income of welfare clients, leading to lower case1oads.. . 

Improved parent focator capabilities,will mean States can find absent parent'i more quickiy and easily. 
Coupled with improved infonnadon on employment, this means increased cllitd support collections 
and reduced welfare spe~ding. . 

States can use the location and receipt of AFDC and the ruun~ ,and Social S~urity Number~ -of 
,members of AFDC families to detect and prevent other forms of fraud and abuse, Such information, 
either alone or by matching it with other data sources, will ailow Stateno prevent. for example, 
clients from receiving bcnet'its in multiple iocations. from claiming non-existent children. and from 
claiming children by more ,than one family, 
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Pi!f1.ly because of increasing the detec1ion of fraud and abuse and partly because of changing the 

culture Of the welfare system. much fraud and abuse will be prevented or deterred before it occurs. 

FOT instance, people who currently have unreported jobs, but -are fraudulently getting cash assistance, 
 j. 

will be "smoked-Qut" because the JOBS pl,us WORK requirements will prevent them from working at 

their UnfeJXlrtOO employment. In the face of increased likelihood of d~~ion of fr~ud and abuse. 

others may ~ecide not to come onto the roUs at all. or; once on, to actively pursue self~sufficiency. 


PROPOsALs To COORDINATE IlETI"ER TAX AND TRANSFER POLICY 

J The following proposals fur improving the coordination of tax and transfer policy could make use of 
the new data systems proposed under welfare reform, They ate meant to be llIusttaljve of what could 

_be done with the new information that will be available when the new systems are in place. 

L 	 For c'male head o/lwusehold to claim the EITe. pcuerniry. oJcplion, Legal guardianship,' or 

foster cart as determLned by legal proceeding must l>e established. 


For checking paternity claims. the National Clearinghouse eQuId verify those claims entered in lhe 

National Child Support Registry against IRS records. Checking foster care relationships w.()uld ' 

depend on how automated the particular Slate system was. 


; 

2. 	 For 'a jolm or head ojhousehold relUrn, all child support must be paid be/ore processing [he 

ElTC. '!he EIre would be reduced (or elimilUlted completely) by the amount 0/ the unpaid 

child support and the amount owed wcwd be sent 10 the custodifll parenl. . 


, . , 	 . 
Since the State child support records keep track of how much is owed for each Child. they c~uld 
supply the amount of unpaid cbild support by SSN. This data would be pro-vided to IRS. 

i 
,~. 	 An adult claiming a ,h.ildjor EITC and Other 1m purposes, must be, the same adult claiming 


the child/or MDe and/aod stamp purpom. 


. The National Clearinghouse will contain all the SSNs f<;lr AFDC cases. This data would be matched , 

annuaUy with the. tax oata. 


. 4. ·Ench child daimed/or EITC "'u" hey. a valid Social Securiry Number. Under this proposal, 

the IRS mUSt cross-check EITC claims wilh SSA records. 


The Sod.aJ Security Admi~istrdtion has validated SSNs for llJany years. 

,. 
'. 
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, 

"5. 	 The'iRs mUSI check thallhe chiJd is not claimed more than once. 
r 

This check can be done internaHy at IRS, however. it would be more effeCtive if done in conjl,.loctio'n 
.. with validating the SSNs.as: proposed in 4. 

, ' " 
" "' 

6. 	 71u! lRS and MRS must ensute that reporting oj wages is'similor between tax and transfer 
systems.. 

Currently. the lRS does Some <:heci::ing of the reporting of wages by employees with the records 
provided by employers to S5,A, The checking could be extendoo to comparing the amount of wages 1 

for tax and transfer purPoses. Specifically, States could produce annual reported wage totals by SSN 
to be matched with tax. ~ecord5. ' 

\ 

7: 	 Ensur!! lhat welfare overpayments 0JU1 dtild suppol1 paymt.nJs can be subtracted from BITe 
payments, ' 

Currently, w~lfare overpayments are collected from on-going benefits. but if the client is no longer 
receiving welfare the collmiQn is harder. Collecting ule overpayment by reducing the ,EITC would 
be a single collection rather than a lengthy incrementaJ process as is the case with AFDC currently, 
State data systems would conrain the required data for processing these actions, but the ease with 
which this can be done depends on the degree of automation of the State systems. 

" , 

I 
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