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o TREASURY DEPARTMENT ACTIONS
TO REDUCE EARNED INCOME TAX CREDIT OVERPAYMENTS AND
FRAUDULENT CLAIMS | .

The Barned Income Tax Credit (EITC) provides appropriate incentives for people to
choose work over welfare and rewards these working families by helping to lift them out of
poverty. The Administration already is in the process of implementing and developing proposals
to stem erroneous and fraudulent claims for BITC refunds.

I. ADMINISTRATIVE ACTIONS
The following dcﬂo.n‘un being implemented:

* The 1994 EITC Schedule was simpﬁﬁed_té make it easier for low-income taxpayefs to
understand if they are eligible for the credit. o

. The supplemental credits for health insurance and for infants under the age of one have
been repealed. This has helped reduce the complexity of the EITC and improve
compliance and administration. It also ensures that the most needy families get the credit
amounts to which they are entitled. .

e . TheIRS isconducting studies of refund fraud and EITC compliance to better understand
- the magnitude and source of erroneous payments. :

o Working with the Justice Department, the IRS is prosecuting preparers and electronic
~ return ‘originators (EROs) who take advantage of the EITC provisions to defraud the
Federal government. - : .

] The IRS will continue a major overhaul of its information systems to help keep pace with
the demands of a growing number of taxpayers. '

The faﬂowiug actions will take ¢ffect in tax year 1995:

e ThelRS will delay refunds on any questionable return with an invalid or ﬁﬁssing taipayér
identification number. This will give greater time to verify the refund being claimed.

J The IRS will increase ihe number of staff devoted to detecting refund fraud by one-third.

. IRS field resources will be shifted to check compliance by electronic return originators -
(EROs) to ensure they are meeting requirements for participation in the program.
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NI. LEGISLATIVE FROPOSALS

During the pist year, the Treasury Department hes also made a number of legislative
 proposals to improve oversight of the EITC. The following proposals are contained in the GATT
legislation which will be considered by the Congress in the November/December session!

. The EITC would be denied to prisoners and non-resident aliens.

’ Taxpayers would be required to provide taxpayer identification numbers (gencrally, social
security numbers) for all children claimed for EITC purposes. With this information, the
IRS will be better able to verify a taxpayer's eligibility for the credit.

» - The Department of Defensc would be required to report certain types of non-taxable
camned income, such as housing and subsistence allowances, to both military pecsonnel -
and the IRS. Under current law, taxpayers are required to include non-taxable forms of
income for the EITC, but many may be unaware how much they have received from their
employers. - : ' :

~ The Adﬁﬁnisuaﬁon's welfare reform proposal also containg a provision related to
administration of the EITC:

. The Treasury Department would create 2 demonstration project, under which cligible

" claimants could recelve advance EITC payments through a state agency if the states verify

the eligibility of the EITC claimants. These demonstration projeots will allow the

Treasury Department to test whether EITC compliance would improve if eligibility were
verified up-front before advance payments were made.

. ADDITIONAL ACTIONS
The Treasury Depa.rtmeni is announcing two additional measures today to_ensure that
EITC refunds are paid only to eligible individuals: '

J The Department will develop measures to deny the EITC to undocumented workers.
Currently, the undocumented workers are entitled to receive the credit. This proposal
will change that. IRS estimates that over 150,000 undocumented workers claimed the
EITC for tax ycar 1993. Generally, they cannot obtain social security numbers for
themselves or their children. As a result, it is difficult to verify the existence of 2 child
without the social security number, ‘ '

J Beginning in the 1995 filing season, the IRS will no lenger provide direct deposit

: indicators (DDIs) to electronic return originators. The TRS currently provides EROs with

such information to detarmine if the taxpayer's refund will be offset by another liability

before payment. DDIs are often used by EROs to determine the riskiness of malking a

refund anticipation loan to a taxpayer. Refund anticipation loans are a source of fraud.
Eliminating the DDI will reduce this fraud. : -

October 26, 1994 .
- 2



SENT BY:Xerox Telecopicr 7020
10726704  14:23 -+ ]

db PICKLL TEXAS, CHAIRMAN
” OURSAMMITTIY Ok RVIRRIGNT

-mw I. nln.nmm
Mu.lﬂ & Jl"'&l’ll. Lﬂllull
GEAALD D, luun. wlltovuln
JOHN LEWiS, GCANGL

AMO KOUSHTON. Niw YORR
WALLY NERGEAR, CALUDRNWA

MO, MARCOCR, MIBSOUN

RIEK BANTORUM, PERASYLYANIA

& O
ZAM M. OIBJONR, MHIM
BiLL ARCHEA, TEXAN

110-26-04 5 17:48 & TH;.Whitc House=

COMMITTEE ON WAYS AND MEANS

U.8. HOUSE OF REPRISENTATIVES
WASHINGTON. D¢ 20518
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SURCOMMITTEE ON OVERSIGHT
October 11, 1994

The Honorable Ronald K. Noble
Under Secretary for Enforcement
U.S. Department of the Treasury
1500 Pennsylvania Avenue, N.W,

Washington, D.C.

202320

Dear Under Becfetary Noble:

67431:813
gol
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I want to. tako this opportunity to pdrsonally shank you-£or
leading the effort to combat tax refund ‘fraud.
of the scope and magnitudm of the refund fraud problem, coupled
with your candid testimony before the Subcommittee on Oversight .
on Oetocbexr 6th, has helped ganerate the momentum necessary to
aasure that thia problem is effectively dealt with at the highest

levels of Government.

Your recoghltion

I appreciate your contribution and respect

the manner in which you ara conducting this important review and
presenting the facts.

The Tax Refund Fraud Tagk Force (TRF Task Foroce), under your
stewardship, should alse be commended for its thorough and .
independent investigation, ¥olid findings, and recommendations

for meaningful short-term reform.

The TRF Task Force is

performing a valuable public service and I'm hopeful its efforta

will bring about an end to widee-scale fraud abuses.

The progress made by the TRF TasX Force is a good start and

your interim report offers soms sncouraging news. -

But clearly,

‘mora must be done to addresa the long-term concerns, such as
implementation of strong fraud controls a8 part of IRS’s Tax

Bystems Modernization program.

It is my hope that you will help

engure that Treasury and IRS stay committed to addressing the tax

.refund fraud problem and preserving our voluntary tex system.
You are doing an excellent job, Ron, keep up the goed work.

' With warm personal regards, I am

JJP/ph

Bince

Wl

amm}ttee'on Oversight

cc: The Honorable Lloyd Bentsen, - Secretary '
U.S. Department of the Treasury
Mr. Stephen A. Saltzburg, Director, TRF Task Force

Ms. Joyce J. Walker, Manager, TRF Task Forece
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The Population Councli - Uae Dag Hommuiraivid Phos. New York. New York 10017 |

Sistement of Margarer Canty-Cartson, Prmiaat of the Populaon ol ~
Madla Briefing = Mifepristons Ciinjel Trisls® -
Qotober 27, 1994

The Populasion Conneil announces wdsy that sliuical Glals of mifspriswone - farmerly alldRU
436~urs under way io the Unlced Ststes. The wials will invelve 3100 womes s over s dazen
sitoe arcuod tho country. Baroilnisat of wemen valuateers has alresdy stared. ThS goal is 0
tat the eafety, effiency, aceopabikity, snd accesmbility of Aoasargical Tedical abortion, jeading
16 aa apphicatian f2r FDA approval for zackedng We ase making this announcemem—-which
i uhusoal for a clinicel wial and not somathing the Causall rewtinely doss-becyuse of the
«20MMons mmcdudhmmm.nup:aomhmnmuumnmmw
15 he deseribed in s belanced and acientific saamer. '

We will not idendfy te locetlons of the studics, o growst the sscuzity of the clinics and the
confidsatiallty of tho woman who will volunteet for thess trials. Indlvidual clinics =N wenso
sy chooss o ideatify themselves and talk about their expericnoes. 1o solecdag the elinics, the
Population. Counel] losked for insinions G sould provide scisniific investiguior with
) mmeum;cwwmuw:ynwmmumamum
wxperionced ia providing high quality obortion ssrviors. Each potential clinic wis inypected by
‘Counell moniars. Wa almo attempted 1o vary the type of ficiliry, geogmphic locazon, ad
clentsls. We mads our sslsedon from ¢ large group of oustanding clinies. -

At the recont popalation conference ia Cairo, the {nterariona] cormmunity 1wongly affiowd
unsafe abertion is s major public desith concern. and Lhat pawanwd prognancies shoald bo
prevenisd through expanded and impreved family planaing services, This is the Population
Counail’s pasition as well. Wp g & research organization, We 5 uot proroote the uee of
shortion: we promote the use of contaccpion. Wo do not lobby for specific legislation and we
are nat abortion advocates. Our program supponts: preventon of unwanicd proguaasy through
developmeat and promoties of new safe, effectve conuraceplives; wovention of uasake sbortion,
which is responsible for thousands of marsral deaths and {linesses, parrieulsrly in developing
‘ countrios; and, because sbortion exims and 1s legel, devalopment of altemdtive sefe mathode.

Wo belisve mifepristane ls an important scientific advance in women'd reproducdve baalth cov-

- Mifeprismne. has been shown Ia mamarous siudles to be safe and effective for easly medical
aboreion. Cover 1 S0.0X0 wamen havs used the drug safely ia Burope: over 52.000 Prench wumen
have used the same cormblaston of mifepristone snd prostaglandin that bs belng uscd ia the US.
W beticvs (s will provids an equally suls slimmatvs o surgical sberton the: women cin use
in the casilsst weoks of a prognancy. Wewen who have used this regimen repest it b vimilsr w
o natural miscmriage. ~ . - -

Medical aboculon eventually wAll increass women's access [0 abomion sarvices amd give them

iahmn TR Nen AR R 2 TSNS o
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privasy in ‘smking thelr reproductive healib dacisions. Women will be abls to obmin medical

sbortion a2 doctrs’ offioss, froe of and-cholce vislesee a0d haresmment. We believe mifeprinone

will not lesd 10 a5 increassd sumber of sbortons--it basn't in France, whete it has been availsble
_since 1989—-but It will expasd women’s options.

Ametican women urgently nsed better accasy to effective cootraceptive methads W pEveat
uniatended pregasncy. But when & woman does face & crisis pregnancy, she mwust bave accsss
o All meadically safs opeions, The Population Counsil belioves mifeprisions can significantly
expand women’s reproductive chaices. : -

*Mis. Casloy-Carlan 15 0us of Uw couany. Ths sEamm s read for hey by Sendm Asmeld, Vies Praidens fox
Coxporsts Aflains of the Population Cozmell.
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We also plan to monitor EROs more closely during the filing
season. This will ensure that EROs who fail to comply with
our requirements are denied access to the electronic filing
program. '

- The 1994 Earned Inéomé Credit form was simplified to make
it easier for low income workers to apply for the credit.

Durihg the 1995 filing season, in addition to the

~elimination of the DDI, we plan to take other steps- to protect

our filing system from those intent on filing fraudulent returns.

While we remain committed to issue refund checks timely on
returns filed with complete and accurate information, refunds on
returns with incorrect or missing social security number will be
delayed until we can verify that the taxpayer is due the refund.

I cannot emphasize enough that during the next filing
season, it will be essential that all taxpayers file their
returns with complete and accurate information. Any taxpayers,
unsure about the accuracy of their social security numbers should
contact the Social Security Administration as soon as possible to -
verify their numbers. '

As Secretary Bentsen stated, the IRS and Treasury are
committed to insuring that the Earned Income Credit is there for
the 20 million low income American workers who deserve it and
need it. : ' .
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CDEPARTMENT OF THE TRE ASURY

OFFICE OF PUBLIC AFFAIRS o 1500 PENNSYLVANIA AVENUE, N.W. ¢ WASHINGTON, D.C: » 20220 ¢ (202) 622:2960 < -
. _— —_ . .

FOR IMMEDIATE RELEASE
October 26, 1994

 STATEMENT OF TREASURY SECRETARY LLOYD BENTSEN
| EITC PRESS CONFERENCE

r .

I bave a few points to make about the Earned Income Tax Credit program today,
and some announcements. ‘I have another meeting I bave to go to in a couple of
minutes, but this is important to me so I wanted to stop in and say something. T've
asked Peggy Richardson, the IRS Commissioner, and our Under Secretary for
Enforcement, Ron Noble, to stay and go over the fine points with you.

" The Earned Income Tax Credit is an extraordinary program that belps American
families stay out of poverty and encourages them to work. It's been around since 1975,
and we improved it last year because helping American families is a priority for this
administration. It has the potential to help 20 million low income working Americans
and their families have a better life ~ by rewarding work. The EITC has a refundable
tax credit which can be taken as a lump sum at the end of the year, or a partial credit -
that comes in the form of lower withholding during the year, with a smaller refund at tax

. time. '

"Over the years there have been difficulties, and now there are problems in
particular with fraud and electronic filing. - We have an on-going effort to attack this
problem. I named a task force earlier this year to examine the issue, and it made an
interim report to Congress earlier this month. We've also worked with the GAO.

Let me quickly go over some numbers for you In the good news dcpartme'nt.' the
error rates for the EITC program appear fo be more than a third lower now than they
were in the 1980s. But they're still too high. , :

The data the IRS put together tell us that for the last two weeks in January, there -
were 1.3 million electronic returns that claimed the EITC. The work the IRS bas done
tells us that if we went through those returns line by line we'd find that 29 percent of
them, accounting for 24 percent of the total iex credit claimed, or about $358 million, .
averclaimed what was due. That doesn’t necessarily mean the taxpayer wasn't entitled t0
some tax credit, but that they claimed too much. L
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The figures also tell us that 13 percent of the filers, accounting for about 12
percent of the refund total claimed, may have intentionally overclaimed what was due.
~ The good side of that is that 87 percent of the filers are getting it right. Now as to that
13 percent, T'd like to use.some strong language about lying and fraud, but the lawyers
tell me I have to bite my tongue because of the issue of intent. . '

. We haven't been sitting on our hands. For nearly two years now we've been
going after problems and cracking down, and we're going to be doing more.

First, it may not sound like the place for an EITC provision, but we have 8
- pumber of proposals in the GATT legislation, such as requiring taxpayer identification
numbers for all children, regardless of age. It also bas an item to have the Defense
* Department report some of the non-taxable earned income both to military personnel
and to the IRS - such as housing and subsistence allowances. And, the legislation would
deny the EITC to prisoners and to non-resident aliens. '

. Our welfafe reform proposal also has a program to look at other administrativc;
~ ways to improve EITC compliance. | o

So far we've taken inore than a dozen separate actions in our ‘cbmprehensive
program to improve the EITC, such as deciding to add staff to help detect fraud, and

_ making forms more understandable. o

 Today we're announcing & number of additional steps to make as certain as we
- can that only those people who are truly entitled to the Earned Income Tax credit
" receive it.  Some of what we're doing can be done administratively, and some of it will .
take legislation. - | '

" By the time we release the 1996 budget — early next year -- we will develop
measures to deny the Earned Income Tax Credit to illegal aliens. ‘The IRS estimates
that over 150,000 illegal aliens claimed the EITC this year for last year's taxes. We
looked into this one. There was nothing on the books that made it possible to verify the

existence of children claimed by an illegal alien; which leaves an opportunity for fraud
that we’re closing off. _ ‘ S

_ Second, starting in the next tax season, we will no longer provide preparers who

~ file electronic returns what we call a direct deposit indicator. That indicator means that

we don't see anything that would require us to bold the tax credit to pay some other tax

bill It's often used as a signal to lenders who work with preparers. that a refund will be
on the way shortly.
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We've found that a very very high number of EITC fraud schemes involve refund
anticipation loans, and those loans are based on the direct deposit indicator we send out.
The crooks take the money and run, and the taxpayers and banks get burned. So we're
no longer going to tell the electronic filing operations whether a refund is likely to be
coming. The taxpayer will still get any refund they're due, but we won’t be sending out
that notification. | . |

' The Barned Income Tax Credit is for those who deserve it, who need that extra
encouragement to work full time, to lift their families out of poverty, to join the
mainstream In American life. It is not for cheats and frauds and slick operators, and .
we're going to do aur best to weed them out, and prosecute them when we find them.

-30-
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DEPARTMENT OF THE TREASU RY

" OFFICE OF PUBLIC AFFAIRS ¢ 1500 PENNSYLVANIA AVENUE, N W.e WASHINGTON, D. C o 20220 » (202) 622-2060

POR IMMEDIATE RELEASE
October 26, 1994 ' :

STATEMENT OF TREASURY UNDER SECRETARY FOR ENFORCEMENT |
- "~ RONALD K NOBLE
EITC PRESS CONFERENCE
Since I arrived here at Treasury, Secretary Bentsen has been committed to

addressing the pfoblem of tax refund fraud. Tax refund fraud undermines the integrity
of our voluntary tax system, and isa dn'ect assault on the federal Treasury Those who
commit fraud using the Earned Income Tax Credit are preying on a valuable program |
deugned to assist low-mcome workmg Americans.

We all are determinsd not to allow ineligible people and fraud perpetrators to
take advantage of the EITC program. We are equally committed to making sﬁfe that
people who are ermtled to EITC get it. As Secretary Bentsen told you, the Treasu:y
Depanmcnt has been taldng cominulng steps to combat refund fraud in general, and
‘EITC fraud in particular.

l would like to review some of these steps. Almost as soon as she amved at
the IRS, Commissioner Richardson recoguzed that refund fraud and EITC fraud were
serious problems that had not been properly addressed in the past. She .comrmssioned ,
an ou;sidc expert to a;ssgss the IRS's vulnerability to fraud. She appointed a Refund |

Fraud Executive to focus on this probl.em and to report directly to her.. She also directed
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the TRS to conduct a study of ETTC compliance duriag the 1994 fiing scason. That
.s,tudy {s.the buls for the statistics that Secretary Benteen quoted.
In March of this year, Secretary' Bentsen appointed me to chair a Task Force
- that would make an independent, eompreﬁensive review of the probllcm.. The Tesk
Force hired expedeneed impartial experts to manage md direct its efforts. The IRS
fully supported the Tuk Force. The Task Force consulted with representaﬂves of the |
- IRS, OMB, Department of Jusuce. other components of the Treasuxy Depanmem, GAO
pnvate industry; and outside :xperu Some of the new proccduxes that the IRS is putting :
in placo for the ncxt ﬁhn; season are the result of coordmauou between the lRS and the
‘Task Force |
| On October 6, I testified before Rep Pickie’s. Ovemght Subeomrmttee and
presented an interim repon trom the Task Force. There was bipartisan suppon for the:
' Ta.sk Force 5 work. We plan to prwxde a final report to Secrcmy Bentsen and Congress
: by the end of December .
One’ a:ca that the Task Force examined closely was the problem of EITC pon- |
compliance. As obvtous quesuon is, "How ln:ge is the EITC fraud problem?" The
lRS’s 1994 study provides the best svailgble data on EITC compliance. The
encou.ragmg news from the study is that a.lmost 90% of the people who claim the EITC
- are _well-imentioned and trying to eomply with the law. As I explained more fully io my
tcs'tiuiony on October 6, -'the ElTC forms can be complicated. Complicated forms can
lead to mistaken clm.ms for too mueh EITC. In addition, taxpayers may have leg!mnate

chsagreements that lead to erroneous claims. For example two parents lmng and ﬂll.ng
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separately may both believe they can claim their child on the EITC form because they
both provide ﬁnancxa.l support for the child. The child can be claimed only on the EITC
form of t.he parent with whom the child hved for more than half the year. If the ch:ld
frequently spent nights at both parents houses, the parents may. legimnately dtspute who
qual:ﬁes to claim the child for EITC purposes. :
The IRS has been worldng for several years to slmpllfy the EI'I‘C form, and to
providc greater assistance to taxpayers {n understanding how properly to ﬁle for the
EITC. The IRS is nlso teking more aggresswe enforcement acuons. mcludmg maldng
expanded fraud checks before refunds are paid. Du.rlng the 1994 ﬁl.mg season, the IRS |
instituted improved fraud control systems, which resulted In the re]ecuon of over 600, 000
| , 'electronlca.lly filed EITC chums As a result of these efforts. we expect to see the
number of erroneous EITC claims drop in the upcommg years.
| Additional studxes are necessary before we can quanufy the amount of El'l‘C
B ﬁ-and but it would be mlsleadmg to presume that 29% of the $14-15 bxlhon paid every
year in EITC involves fraud. Let me explaln the best mformatton that we have |
‘Ihe Task Force publicly disclosed at the October 6 hennng that between one
and five hllhon dollars ln problematlc refunds are pa.ld every year Only a8 portlon of | "
the problematic refund claims involve fraud, and only & portion of those mvolve the
In closing, let me say that it ls critical for there to be continued
coopcration between Mal_n Treasury and the IRS, ansl that the IRS’s Tax Systern

Modernization program be fully and expeditiously funded. ‘Enhanced computer
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- capability will aﬂow the IRS to more vigorously guard agamst EITC fraud, and other

| forms of refund fraud
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. & DEPARTMENT OF THE TREASURY
T INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

COMMISBIONER

- For immediate release
. October 26, 199¢

STATEMENT OF MARGARET MILNER RICHARDSON
COMMISSIONER OF INTERNAL REVENUE

Since becoming Commissioner over a year and a half ago, I
have made the elimination of filing fraud a top priority at the
IRS. ’ o '

We appreciate the support of Secretary Bentsen and in
particular his establishment of the Treasury.Refund'Fraud:Task -
Force. In addition, we appreciate the €ine work that - o
Undersecretary Noble and the task force have done and the . )
agsistance they have given us in our efforte to eliminate filing
fraud from our tax system. SR ' ' o

We at the IRS have taken a number of steps to protect the
integrity of our tax system and, as Secretary Bentsen stated, we
plan toc take more during the upcoming filing season. -

While these steps are important and, I believe, will be
effective, the solution to protecting our system from fraud is. . |
the immediate full funding and implementation of our Tax System ‘
Modernization efforts. Only with the enhanced computer . , . - - =
capabilities that TSM will provide us will we be able to respond
to both sophisticated fraud attempts and the various problematic
refund returns that we receive each year. ' : .

~ Lét me take & moment and list just some of the steps we have
taken so far: ' : _ ' ' o
. - During the last filing season, we began pre-refund .
examinations of questionable refund claims, including some
returns claiming the Earned Income Credit. During the
upcoming filing season we will significantly increase the
number of these pre-refund examinations. C

- Also during the next filing season, we are increasing. the. ‘
staff we have in place in our service centers who work to - L
detect fraudulent returns. -

- Barlier this month, we issued new rules for electronic
return originators or EROs. These new rules require some
new EROs to submit to credit checks and fingerprinting. .We.
feel these new rules will ensure that only appropriate and
responsible people are allowed to participate in our
electronic filing system. - :
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‘We also plan to monitor EROs more clesely during the. filing
geason. This will ensure that EROs who fail to comply with
our requirements are denied access to the electronic filing
program. :

- The 1954 Earned'Incoma\Credit form was simplified to make
it ‘easier for low income workers to apply for the credit.

Duzring the 1995 £filing seasen, in addition to the
elimination of the DDI, we plan to take other Steps Lo protect
our filing system from those intent on filing fraudulent returns.

While we remain committed to issue refund checks timely on
returns filed with complete and accurate information, refunds on

returns with incorrect or missing social security number will be
delayed until we can verify that the taxpayer is due the refund. -

I cannot emphasize enough that during the next £iling
season, it will be essential that all taxpayers file their
- returng. with complete and accurate information. Any taxpayers
unsure about the accuracy of their social security numbers should
contact the Social Security Administration ae soon as possible to-
verify their numbers. B ' a

A8 Gecretary Bentsen stated, tho IRS and Treasury are :
committed to inguring that the Earned Income Credit is there for
thedZO‘million low income American workers ‘who deserve it and
need it. : o
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TREASURY DEPARTMENT ACTIONS
TO REDUCE EARNED INCOME TAX CREDIT OVERPAYMENTS AND"
- - FRAUDULENT CLAIMS

The Earned Income Tax Credit (EITC) provides appropriate incentives for people to

choose work over welfare and rewards these working families by helping to lift them out of

8
@

poverty, The Administration already is in the process of implementing and developing proposals

to stem erroneous and fraudulent claims for EITC refunds.
I ADMINISTRATIVE ACTIONS

The followinig actions are being implemented:

. The 1994 EITC Schedule was simph'ﬁed to make it easier for low-income taxpayers to

understand if they are eligible for the credit. - | -

| ° The-supple'menta.l credits for health insurance and for infants under the age of one have

1
v

been repealed. This has helped reduce the complexity of the EITC and imiprove

amounts to which they are entitled.

. The IRS is cohducting studies of refund fraud and EITC compliance to better understand
the magnitude and source of erToneous payments. . - L

* Working with the Justice Department, the IRS is prosécuﬁng preparers and electronic |
' return originators (EROs) who take advantage of the EITC provisions to defraud the -

Federal government.

. 'Ihé IRS will continue & major overhaul of its information syétems to help keep pace with
- the demands of a growing number of taxpayers. . -

The following actions will take qﬂ'm in tax year 1995:

. “The IRS mu delay refunds on any questionable return with an invalid or missing uikpayer
" identification number. This will give greater time to verify the refund being claimed.

e TheIRS will increase the number of staff devoted to detecting refund fraud by one-third,

J IRS field resources will be shifted to check cdmp'liande by electronic return originat_ors
(BROs) to ensure they are meeting requirements for participation in the program.

October 26, 1994

1 .

1
i

_ compliance and administration. It also ensures that the most needy families get the credit

1.
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' 1I. LEGISLATIVE PROPOSALS

During the past year, the Treasury Department has also made a number of legislative .
proposals to improve oversight of the EITC. The following proposals are contained in the GATT
legislation which will be considered by the Congress in the November/December session:

. The EITC would be denied to prisoners and non-resident aliens.

° -'i‘a;payeri would be required to provide taxpayer identification numbers (generally, soclal
security numbers) for all children claimed for EITC purposes. With this information, the
IRS will be better able to verify a taxpayer's eligibility for the credit.

L The Department of Defense would be required to report certain types of non-taxable
earned income, such as housing and subsistence allowances, to both military personnel
and the IRS. Under current law, taxpayers are required to include non-taxable forms of
income for the EITC, but many may be unaware how much they have received from thelr -
employers. ' ' : : '

. The Administration's welfare reform proposal alsb contains a provision related to
administration of the EITC: '

s . The Treasury Department would create @ demonstraiion project, under which eligible .

claimants could receive advance EITC payments throigh a state agency if the states verify -

the eligibility of the EITC claimants. These demonstration projects will allow the
Treasury Department to test whether EITC compliance would improve if eligibility were
verified up-front before advance payments were made.

. ADDITIONAL ACTIONS

The Treasury Department is ﬁnnouncing two additional measurcs today to ensure that
‘EITC refunds are paid gnly to eligible individuals: ' .

.. The Department will develop measures to deny the EITC to undocumented workers.
_— Currently, the undocumented workers arc catitled to receive the eredit. - This proposal
will change that. TRS esdmates that over 150,000 undocumented workers claimed the
EITC for tax year 1993. QGenerally, they cannot obtain social security numbers for
themselves or their children. As a result, it is diffioult to verify the existence of 2 child.

without the social security number. :

o Beginning in the 1995 filing season, the IRS will no longer provide direct deposit -
indicators (DDIs) to electronic return originators. The IRS currently provides EROs with
such information to determine if the taxpayer's refund will be offsct by another ligbility
before payment. DDIs are often used by EROs to determine the riskiness of making a
refund anticipation loan (o a taxpayer, Refund anticipation loans are a sourcs of fraud.
Eliminating the DDI will reduce this fraud.

Ootober 26, 1994
2
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L " 1 want to.take this opportunity to pexsonally. thank you-£or

‘ledding the affort to combat tax refund ‘fraud.

on Octaber &€th, has

: Your raecoghition
of the scope and magnitudo of the refund fraud problem,
with your candid testimeny before the Subcommittee

coupled
on Oversight

helped generate the momentum necessary te

agsure that this p:oblem'is-cffaetivaly dealt with at tlis highest

. levels of Government.

presenting the facts. _

o " Tha Tax Refund Fraud'Taak'Forcé

(TRF

svals of Gove T appreciate your contribution
“the manner in which you are conducting this important

and raspect
review and.

Task Force), under your

stewardship, should also be commended for its thorough and -

indapendent investigatien, 80lid Iindings,
 for meaningful short-term. reform.
‘performing a valuable
will bring about

and recommendations
. The TRF Task Force is
public service &nd I'm hopaful
an and to wide-gcale fraud abuses.

its efforts-

The progress made by the TRF Task Force 18 a good start and

your interim raport offers some sncouraging news.

But clearly.,’

“more must be done to addreas the long-term concarns, such as
- implementation of strong fraud controls as part of IRS's Tax

gyetams Modernization program.. . 1t is my

hope that you will help

ensure that Treasury and IRS stay committed to-agdre:sing_thu tax-
,_refund‘f:aud-problom'and'preserving our voluntary tax system.

" 'You are doing an excellent job,

With warm personal fggards. I am

1

. JJ8/ph L o
ce: The Honorable Lloyd Bentsen, Secretary
. U.S. Department of the Treasury
Mr. Stephen A. Sal¥zburg, Director,
Ms. Joyce J. Walker, Manager, TRF Task Force

Ron, Keep up the-good work. -

TRF Task Force



