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TAX REFUND OFFSET PROGRAM FOR DELIN-
QUENT STUDENT LOANS AND CHILD SUPPORT
\

PAYMENTS . | »

FRIDAY, SEPTEMBER 16, 1983

, U.S. SENATE,
CoMMITTEE ON FINANCE,
SUBCOMMITTEE ON OVERSIGHT

oF THE INTERNAL REVENUE SERVICE,
) Washington, D.C.

' The subcommijttee met, pursuant to notice, at 9:38 a.m., in room
SD-215, Dirksen Senate Office Building, Hon. Charles E. Grassley
(chairman) presiding.

Present: Senator Grassley. . Q

[The press release announcing the hearing, background material
on the child support enforcement program and on S. 150, and Sena-
tor Grassley's prepared statement follow:]

{Press Release]

FINANCE SUBCOMMITTEE oN OVERSIGHT OF THE INTERNAL REVENUE SERVICE SETS |
HeariNG oN Tax Rerunp Orrser PROGRAM anD S. 150

Senator Charles E. Grassley (R., Iowa), Chairman of the Subcommittee on Over-
sight of the Internal Revenue Service of the Committee on Finance, announced
today that the Subcommittee will hold a hearing on Friday, September 16, 1983, on
the general effectiveness of the tax refund offset program for certain delinquent
child support payments and S. 150. . .

In announcing the hearing, Senatof Grassley noted that “the tax refund offset
program for delinquent child support payments has been part of the Internal Reve-
nue Code sinte the passage of the Omnib econciliation Act of 1980. The Subcom-
mittee intends to examine the effectiveness of the program, the possibility of ex-
tending the refund offset program to non-AFDC recipients’and the applicability of
this approach to other delinquent Federal accounts.” Semator Grassley stated that
the Subcommittee intends to examine the effect of this program on voluntary com-
pliance with the Federal révenue laws and the recent court decisions on the refund
offset program. L

The hearing will begin at 9:30 a.m. in Room SD-215 of the Dirksen Senate Office
Building. .. ) .

The following legislative proposal on a similar issue will also be considered at the
_hearing: , ,

S. 150.—Introduced by Senator Jepsen. S. 150 generally would provide for the col-
lection of delinquent student loans, guaranteed by the Federal Government, by off-

. setting any tax refund die delinquent debtors. ‘

. :‘v\ . -
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DESCRIPTION OF THE CHILD SUPPORT
* ENFORCEMENT PROGRAM AND OF
S. 150 (THE “COLLECTION OF STU-
11)9138]:1;%‘ LOANS IN DEFAULT ACT OF

ScHEDULED FOR A HEARING
-
BEFORE THE

,, ) & '
SUBCOMMITTEE ON OVERSIGHT OF THE
-INTERNAL REVENUE SERVICE

OF THE

-

-
\ ° “  SENATE COMMITTEE ON FINANCE
" ON SEPTEMBER 16, 1983

~

/
PREPARED BY THE STAFF

Ty . oF THE
JOINT COMMITTEE ON TAXATION  *

INTRODUCTION

The Subcommittee on Oversight of the Internal Revenue Service
of the Senate Committee on Finance has scheduled a, hearing on
September 16, 1983, to examine the effectiveness of the Federal tax
refund-offset provisions for collecting certain delinquent child sup-
port payments owed to regipients in an Aid to Families with De-
pendent Children (AFDC) program. The hearing also will examine
the possibility of expanding these, or similar provisions, to other
types of delinquent Federal accounts. Specifically, the Subcommit-
tee plans to examine the possible effectiveness of such refund-offset
provisions for collecting delinquent child support payments in the
case of non-AFDC recipients and to examine S. 150 (introduced by
Senator Jepsen) which generally would provide for tHe collection
by the Internal Revenue Service of certain delinquent studént loan
amounts guafanteed by the Federal Government. .

The first part of this pamphlet is a summary of the present child
support enfdrcement program and of S. 150. The second part con-
tains a morﬁ detailed description of the child support enforcement
program and an overview of some recent court decisions involving
the refund-offset provisions which.are a part of the program. The

- third part of the pamphlet contains a more detailed descri tion of
S. 150, including present law, explanation of provisions, an effec-
tive date. : .

<
-
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| I. SUMMARY . .
The Child Support Enforcement Program '

Present law provides for.Federal assistance in collecting delin-
quent child support payments from absent parents. This program
includes both tax and non-tax aspects. Theapplicable tax provi-
sions include authorization for the Inbermff Revenue Service to
assess and collect, in the bBame manner as a tax, amounts reported
to it by the Secretary of Health and Human Services as delinquent
~when’ State agencies have been unable to collect the sums by other
means. An- additional collection method is provided by Wwhich the

IRS can offset Federal income tax refunds otherwise due absent
parents of -children who receive AFDC payments owing delinquent °

" child and spousal support paymiénts against the delinquent pay-
- ments and remit the tax refunds to the appropriate State welfare
gencies. :

Because tax information generally cannot be disclosed except -in '

strictly limited circumstances, the disclosure provisions of the In-
ternal Revenue Code include a special exception permitting disclo-
sure of certain tax information by the Internal Revenue Service
solely for the purpose of establishing and collecting these delin-
quent child support payments and locating individuals owing child
support. . ’ .

S. 150 ,

S. 150, introduced by Senator Jepsen, would provideé‘new Feder-
al program administered through the tax system for csllecting stu-
dent loans in default which the Federal Government has made or
guaranteed. Under the bill, the Internal Revenue Service would
collect amounts in default on Federally guaranteed student loans
and apply those amounts (through the Department of Education)
against the un%aid loan balances. The program generally would be
structured in a manner similar to the present assessment and col-
lection provisions for delinquent child support obligations as op-
posed to the refund-offset provisions. .

The provisions of the bill would be effective on January' 1, 1984.

X
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* 1L DESCRIPTION OF THE CHILD SUPPORT ENFORCEMENT
Sy - /PROGRAM - -
) ~_"A.Present Law )
Overview of pregram

& -

Title IV:D of the Social Security Act, enacted in 1975, estab-
lished a Fedéral program for enforcing child support obligations of
“absentee parents. The program provides services both to families
receiving benefits under an Aid to Families arith Dependent Chil-
dren (AFDC) program and to non-AFDC families. The child support
enforcement program is designed’'to locate absentee parents, estab-
lish paternity, and assist in the establishment and collection of
child support payments, whether court-ordered, administratively,
determined, or voluntary.

As a_condition of eligibility for AFPC payments, each applicant
or recipient must assign to the State any rights to support which
he or she may have in%'is. or her own behalf or on behalf of chil-
dren in the family and must cooperate with the State in establish-
ing paternity and in, collecting support payments. States are also
required to provide child support enforcement services to families
that are not eligible for AFDC; however, one of the two Federal tax
enforcement provisions (the refund-offset provisions) does not apply
in the case of non-AFDC families.! ¢ '

Effective on July 1, 1975, the Internal Revenue Service was au-

\thorized to assess and collect, in the same manner as a tax,
amounts certified by the Secretary of Health and Human Services
‘(HHS) 2 as delinquent. child and spousal support payments (Code
sec. 6305(a)). The Internal Revenue Code further provides that no
court has jurisdiction to review, Federal assessment or collection ac-
tivities under this provision. This prohibition is similar in nature
to the anti-injunction provision that generally bars suits to restrain
assessment or collection of Federal taxes (sec. 7421).

s The Omnibus Budget Reconciliation Act of 1981 3 amended the

» child support enforcement program to provide for collection of past-
due child and spousal support by offsetting Federal tax refunds as
an additional method of insuring payment of the support in the
case of families receiving AFDC payments (sec. 6402(c)). That act
also expanded the authority of prior law. to enforce support obliga-
tions for support of the parent with whom the child is living, re-
quired States to have programs to collect child support obligations
which are being enforced by reducing’ unemployment benefits of'
absent garents, and made other non-tax changes-in the program.

\
‘18 1708, introduced by Senator Grassley, would extend the Federal tax refund-offset provi-
sions of the child enforcement program to non-AFDC familids. .
2 Formerly the Secretary of Health, Education, and Welfare. / ’
3 Public Law 97-35. :




The 1981 refund-offset provisions do not contain express anti-in-
junction provisions like those of the direct assessment provision.

Disclosure of tax .information .

In general, tax returns and return information are confidential
and may be disclosed by the IRS only in certain strictly regulated
circumstances (sec. 6103). Violation of these disclosyre provisions p
.may result in imposition of fines or prison terms as well as civil
damage liability. For this purpose, return information generally
means all information included on a person’s tax return as well as
other information obtained-by the:IRS that is related to the.return's .
or to the. determination’ ¢f tax liability. For .example, infofmation . « *
as to a taxpayer’s idéntification, the nature and source of his or
her income, and the amount of any refund due him or her, is

" return information. '

As part of the Federal child support enfdrcement program, an ex-
ception is made to the general disclosure rules permitting certain
disclosures to Federal, State, or local child support enforcement
agencies of information on the address, filing status, amounts and
nature of income, and number of dependents claimed on the return
of ‘a person owing delinquent child support payments. Additionally,
the payors of the person’s income may be disclosed if that informa-
tion is not reasonably available from any other source. These dis-
closures are permitted only for the purposes of, and to the extent
necessary in, establishing and collecting child support obligations
(fili%rg’l and locating individuals owing the support obligations’(sec.

(1%6), .

Administration of the refund-offset provisions

Beginning with -tax returns filed in 1982, income tax refunds R
were withheld by the Internal Revenue Service in certain cases
and used to pay delinquent child and spousal support (sec. 6402(c)). .
Under these ‘provisions, the names of persons owing more than
$150 in child or spousal support payments and who are at least
“three months in arrears are reported to the IRS by States through
the Office .of Child Support Enforcement of the Department of

.. Health and Human Services. HHS consolidates the lists from the
individual States and sends the IRS a single nationwide computer
tape. IRS then compares the tape with its records and offsets re-
funds in whole or in part against support payments shown due.
Offset refunds are reported to HHS monthly and HHS then ar-
ranges for payment to State welfare agencies for further disburse-
ment to local agencies, as necessary.

When all or part of a person’s refund is withheld, the IRS noti-
fies the person in wtiting of the offset. If the taxpayer wishes to
contest the action, however, appeal is to the State welfare agency
rather than the IRS. If a refund is erroneously offset, the State
welfare agency, not the IRS, must reimburse the person whose -
refund was withheld. - ] :

In some cases, the offset refund may be from a joint return filed
by a person who is delinquent in making support payments and a
spouse who is not obligated to pay the support. If such an offset
occurs, the spouse not obligated to pay support may file a claim
with the IRS for the portion of the withheld refund attributable to .

¢
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his or her income. To receive the refund, however, the spouse must
" provide information necessary 'to allocate the income and deduc,
—tions’on the joint return so that eash spouse’s Pax liability may be
calculated. If such information, is not provided, the TRS will allo-
cate the refund according to an established formula (Rev. Rul. 80-7,
1980-1 C.B. 296). ‘

The IRS is entitled to bill (through HHS) the States benefitting
from the refund-offset provisions in an amount sufficient to reim-
burse it for costs it incurs in offsetting refunds for payment of de-
linquent child and spOL@‘l_support.

Y

B. Recent Court Decisions Involving the Refund-Offset Provisions

. Implementation of the refund-offset provisions has resulted in
several court challenges to its constitutionality. Three recent

~ United States District Court cases illustrate the nature of these
challenges. Because the refund-offset provisions were only.enacted
in 1981, appellate courts generally have not addressed the issues
raised by the provisions; however, appeals are pending in the

. United States Circuit Courts in two of the cases-discussed below,
and in another case which was dismissed as moot.* :

Sorensen v. Secretary of the Treasury

On December 28, 1982, the United States District Court for the
Western' District of Washingtn addressed the nature and legality
of the refund-offset provisions in Sorensen v. Secretary of the Treas-
ury.s In Sorensen, the Court first addressed the issue of standing of
‘the taxpayers to-enjoin enforcement of the provisions. The Court
held that the refund-offset provisions do not involve assessment or
collection of a®tax since ‘the United States is merely a transfer
agent, and therefore, persons deprived of their refunds have stand-
ing to sue, notwithstanding’ the provisions of the tax law generally
prohibiting suits 0 enjoin the assessment or collection of tax.

The Court thed addressed the issue of whether the procedure by
which a refund is offset violated constitutional due process guaran-
tees. The Sorensen case involved a spouse signing a joint return
who did not owe an obligation of support and the nature, under

. State law, of the interest of the delinquent parent in the income of
that spouse. The Court held that the IRS notice procedures violated
constitutional due process guarantees, Stating that the absence of
specific notice by the IRS to the non-obligated spouse that the
entire refund would be offset-unless she filed an additional claim,
but that only one-half of the refund was subject to offset under the
applicable Washington State eommunity property law, frendered
the notice insufficient to apprise the spouse of her rights. '

o
. -

Nelson«. Regan : )
. On January 14, 1983, The United States District Court for Con-
necticut addresseg gifpilar Que. process challenges to the refund- .
offset provistons in on V. f?egan." The Nelson case also involved
'+ Rucker v Secretary of thesTreasury, 556 F. Supp. 1051 (D. Colo. 1983), appeal docketed (10th

ir.).
3557 F. Supp. 729 (W.D. Wash. 1982), appeal docketed (9th Cir.).
& 560 F. Supp. 1101 (D. Conn. 1983), appeal docketed (2nd Cir.). )

10
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_.1 spouse who did not owe an obligation of support; but who signed
.U joint retuyrn which led to her tax refund being-offset against her
wusband’s unpaid support obligation: In Nélson, the Court held that
1 clear “predeprivation notification, specifying the possible “de-
enses and the procedures for asserting those defenses” is constitu-

jonally required under the, due process clause. The Court further

reld that the State welfare agency.must provide the opportunity
or precertification administrative review of its determinations by

in official with authority to remove names from any list of delin-

juent debtors to be certified to the IRS. before any offsets can
ccur. - - o ’ '

Vidra v. Egger S . :
In Vidra v. Egger,” the United States District Court for the East-
ern District of Pennsylvania viewed the refund-offset provisions as
part of the “tax collection process. In Vidra, spouses of fathers
owing\delinquent child-support payments sued to enjoin enforce-
ment of the refund-offset provisions, alleging that they violated
copstitutional due process guarantees. Before the suit, the .IRS had
informed the spouses that their emedy was against the Pennsylva:
nia welfare agency, and the spowuses had not, therefore, filed claims
for refund of the offset amounts 'with the IRS. The Court dismissed
' the, case, citing the anti-injunction provisions of the Code and
stated that a refund suit wag the only Federal remedy available.

o ;

. £ ) . :"

»

7 83-1 USTC 19158 (Dec. 8, 1982).
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[11. DESCRIPTION OF 8. 150
(Tue COLLECTION OF STUDENT l«y\Ns IN [_)r:mlm' Act or 1983)

A. Present Law

Overview of Federal guaranteed student loan program ! :
s or in-

Under 'present law, the Federal Government guarante
sures all or a portion of certain types of:loans made to students by
State governments and other persons with whom the United States
has agreements under Federal aid to education programs. As a
result, if a student borrower under any of these programs defaults
on payment of interest or principal, the United States may be be
forced to repay the amount in default. In case of default, the
United States is authorized to sue in any State or Federal court

. having general jurisdiction to enforce payment or to coOmpromise
- any' claim arising under any such guarantee or insurance agree-’

- ment. However,_ present law includes no program for collecting,
through the tax system, student loan amounts in default.

Disc¢losure of tax information

In general, tax returns and return information are confidential :

and may be disclosed enly in certain ‘Strictly regulated circum-
stances (Code-.sec. 6103). Return information includes a taxpayer’s
identification and the nature and source of. his or her income. How-
ever, present law provides an exception to assist in evaluating ap-
plicants for Federally insured loans. Under this exception, the Sec-
retary of the Treasury may disclose to the head of any Federal
_agency administering :any program under which the United States
tor any Federal agency) .nakes, guarantees, or insures loans,

whether or not an applicant for a loan under any such program.
has a tax delinquent account. This disclosure may be made only for -

the purpose] and to the extent necessary, to determine the cre-
ditworthiness of the loan applicant (sec. 6103(1}3)). '
Another exception permits the Secretaxéy of the.Treasury, upon
written request.from the Secretary of Education, to disclose the
mailing address of any taxpayet who is in default on any Federally
insured student loan made with respect to higher education or
. made with respect to cértain student assistance ppbgrams. (See, sec.
6103(m)(4) and the Higher Education Act of 1965, Tigle IV, parts B
-and E, 20 U.S.C. sections 1001, et. seg.) In'addition; the Secretary of
Treasury’ may disclose the mailing address of anmy taxpayer who
has defaulted on certain loans made under the M;Eration and Refu-
gee Assistance Act of 1962 to a student at an institution of higher
learning (sec. 6103(m)4 o .
These disclosures may be made for use by officers, employees, or
gents of the Department of Education to assist in lecating the de-
aulting taxpayer and collecting the unpaid amounts. These disclo-

P
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sures may also be made to any lender, or any State or nonprofit
guaranteeing agency participating in loans under the Higher Edu-
cation Act of 1965, for use by such persons in collecting such loans.

B. Explanation of Provisions

Both the Internal Revenue Code and the Higher Education Act
of 1965 would be-amended by the bill to establish a new Federal
program administered through the tax system for collecting stu-
dent loans in default.

- Amendments to the Internal Revenue Code

Under the bill, a new section dealing with the collection of stu-
dent Joans in default would be added to the Internal Revenue Code
(new sec. 6306). Under this provision, in the case of calendar year
taxpayers, the Secretary of Treasury would be required to give
written notice, no later than January 15 of each calendar year, to
each individual with respect t6 whom that Secretary has received
notice under the provisions of the Higher Education Act of 1965 of
a default in payments. The notice would be required to.explain the
provisions of the new collection program, the dollar amount which
the individual must pay, and instructions for making payment. If
an individual had a taxable year other than a calendar year, notice
would be required to be sent no later than 15 days after the close
of that taxable year. The amount specified as due at that time
would be the amount owing as of the last day of that taxable year.

Amounts collected by the Secretary of the Treasury under this
provision would have to be paid in connection with the filing of the
taxpayer's incorhe tax return for the jtaxable year preceding the
year 1n which he or she receivés the notice. If an individual failed
to pay the full.amount required to be paid on or before the due
date of the income tax return for that taxable year, the Secretary.
of the Treasury would assess and. collect, the unpaid amount as if
such-amount were a tax, the collection of which would be jeopard-
ized by delay.

The bill would include specific anti-injunction provisions applica-
ble to the new program. No court of the United States would have
jurisdiction of any suit brought to restrain or review the assess- .
ment or collection made by the Secretary of these delinquent
amounts. In addition, no such assessment and collection would be
subject to review by the Secretary of Treasury in any proceeding.
However, the bill would not preclude any action against a State by
an individual to.determine his or her liability for any amount as-
sessed and collected, or to recover any such amount.

The Secretary of the Treasury would be required to report to the
Secretary of Education, at least monthly, the amount collected
under this program. Amounts collected under the program would
be transferred by the Secretary of Treasury to the Secretary of.
Education at the end of each calendar quarter for disposition as de-
scribed below.

Amendments to the }ligher Education Act of 1965

The Higher Education Act of 1965 would be amended to require
the Secretary of Education to provide the Secretary of the Treasury.

413
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with a list showing the ame and last known address of any person
who has defaulted on & loan made, guaranteed, or insured by the
United States. In addition, the notice would have to state the
amount of unpaid principal and accrued interest on each such loan
and the name of the holder of each loan. This, list would be pro-
vided at the end of each calendar quarter.

Loans would be subject to collection under this program if they
were in default for at least 6 months at the time the transmittal
was made, and either (1) the United States was an assignee of the
note (or other evidence of indebtedness) or (2) the note was held by
a State, a nonprofit institution, or other specified type of holder
and guaranteed by the United States and the amount of the unpaid
principal and accrued interest had been determined by a court or
by State administrative process.

Amounts collected by the Secretary of the Treasury under this
program would be transferred to the Secretary of Education for dis-
position in accordance.with the guarantee agreement between the
United States and the State or other organization involved in the
loan. Amounts due the Federal Government would be deposited in
the general fund of the Treasury. :

o C. Effective Date
The provisions of the bill would be effective on January 1, 1984.

! STATEMENT OF SENATOR CHARLES E. GRASSLEY

Today, the Subcommittee on the Oversight of the Internal Revenue Service is
holding a hearing to examine the present federal income tax offset program for
child support enforcement. Furthermore, we will be looking at the feasibility of in-
cluding non-AFDC families with delinquent child support in this program, as well as
expanding the réfund offset program to include other overdue Federal debts such as
delinquent student loans.

Child support enforcement is an issue resulting from many unfortunate changes
in the structure of American families in the past several years. Over one million
American marriages end in divorce ®ach year, resulting in a growing number of
children living in single-parent families. At the present time, approximately 87 per-

. cent of the families receiving Aid to Families with Dependent Children do so due to

a living parent’s absence from the home. Over 38 percent of the children in AFDC
households were born to unmarried parents. These fathers have an obligation to
support their children which has been assumed by the Federal agencies. These
changes -have increased the costs of welfare payments to many of these single-

_parent families.

In 197% 7.1 million women in America were mothers of one or more children
under the age of 21 whose fathers were not present in the home. Four, out of every
ten of these women were dependent for the support of their children on sources
other than the fathers of these children. Sixty percent of these 7.1 million women
had been awarded child support payments, but many had not received the full
amount of support they were due. Of the 3.4 million women due child support pay-
ments in 1978, only one-half received the full amount. Approximately 23 percent re-
ceived no payment at all. Failure for fathers to pay child support is not related to a
parent's income or the size of the support payment. High-income absent parents are
just as likely to avoid their obligations as low-income absent parents.

As | am sure you are aware, section 451 of the Social Security Act created the
child support enforcement program “for the purpose of enforcing the support obliga-
tions owed by absent parents to their children, locating absent parents, establishing
paternity, and:obtaining child support.” This program is designed to reduce welfare
spending by returning the responsibility of supporting children to the parents. One
gsue we must investigate today is the effectiveness of the child support enforcement

b
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 program in reducing government welfare 6sts. weighed against the additional
burden it creates for the Internal Revengle Service. We must also look at recent .

“trends which indicate. that collections of behalf of AFDC recipients have turned
downward, exclusive of the income tax refund offset program, and examine the rea-
sons for this trend.

The Federal income tax refund offset program was designed to expand child sup-

port obligations of ahsent parents whose children are receiving cash assistance'

through AFDC: Public Law 97-35 required the Internal Revenue Service to establish
a tax offset program for past due support obligations, and required the States to
aubrhit appropriate lists of delinquent individuals to the Office of Child Support En-
forcement.

Under the ‘offset program, all States are required to submit to the Office of Child

Support Enforcement a certified list of individuals who are delinquent on legal child
support obligations*for families.who receive AFDC payments. The States must have
made a reasonable effort to collect the amount owed in order to be eligible for the
offset. Other requirements must be met in order for the offset program to be imple-
mented. After certified lists are submitted by the State, OCSE, reconciles the lists
and forwards the lists-to the IRS. Cases which are matched are offset by any refund
.due and a notice is seht to.the delinquent individual. Lists of obligations and collect-
ed. funds are then Jreferred,back to OSCE for return to the State. The State then
 receives the collections whxch were made, as well as g-listing of home_addresses of
~ the absent parents whose refunds were, offset. These lists enable the State agencies
handling child stipport énforcement to locate absent parents for further enforce-
ment by the State or local agencies. The Office of Child Support Enforcement bills
the State for proeessing*costs for each.case in which an offset was made. We need to
discover the total federal costs of offsetting tax-refunds for AFDC recxplents and at-

tempt to analyze the effect of the offstt program on taxpayers’ willingness to,

comply with our tax laws.

T think it is important that we look at the cost effectiveness of the tax refund -

offset program as it affects collections made, as well as what it costs Federal agen~ .,

cies to implement the tax refund offset program. Has this program heen cost effec-
tive? Would it be cost effective to expand the Federal income tax refund offset pro-
gram to include non-AFDC families? Since non-AFDC families are not currently on
the Federal rolls, can we justify including these' families in the refund offset pro-
gram without a Federal debt obligation? Is new legislation needed,to include non-
AFDC families in this program? Or should this be an administrative change?
" In the past, Congress has been reticent about using the Internal Revenue Code as
a debt collection vehicle. However, due to the enormity of the delinquent child sup-
port problem, ¢an we Justlfy the use of the Tax Code to collect the overdue pay-
ments?,

Another .issue to be dxscussed today is whether or not refund offset programs
should be implemented for the collection of other overdue Federal debts. Senator

. Jepsen has introduced a bill, S. 150, which would ask the IRS to collect delinquent

government. guaranteed student loans. Again, questions similar to those stated
above need to be asked. Although this is a very meritorious bill, should the tax code
be used as a vehicle to collect unpaid student loans? Are any other means available

~for this purpose? These are issues we hope to successfully define and find answers to
, today.

Before we begm our hearing, I would like to thank a departing Joint Committee
staff ]awyer Ben Hartley, for all of his help on agricultural and estate tax issues.
His assistance on specml use valuatioh estate tax reform, PIK, soil conservation tax
- credits and other issues has been very helpful to me. He truly understands the con-
derns of my constituents’and his departure will be felt by all of us with agriculturgl
concerns.

Senator.GrassLEY. I would like to call to order the hearing of the

> IRS Oversight Subcommittee on the issue of the income tax offset

as might be used in child support assistance recovery, and also in

the -area of recapturing money owed to the Federal Government on
education assistance.

I'm calling this meeting to order, let my state that I have a state-
ment that I am goinj to insert in- the record as opposed to reading
it, with the purpose 9f saving time. We need to conclude by 1
o'clock so that a follow-on cgmmlttee hearing by the Finance “Com-
mittee can be held. -

. . * ': . ‘j ‘—< - 15 ’ )



12

We are following the work of other subcommittees on finance in :

explaining this topic, it is with'the hope that, we can move this’ leg-
islation.

We have found in the area of public supported families that the
income tax offset has worked tremendously well, and this legisla-
tion would broaden the offset to nonpublic-support families to see if
the practice can be broadened to accomplish the good of having
those people who have an- obligation, legal and otherwise, to sup-
port their families so do.

It is my pleasure to have at the witness table a person I have

_come to know well, Commissioner Roscoe Egger. He has testified

many times and is a plegsure. to werk with on_all subcommlttee'

1ssues

We also have at the table Ronald Pearlman, Deputy A5515tant ¢
Secretary of the Treasury, so that-he can testify, and we can have~

the panel answer questions at the same time.

I would ask you to proceed, Commissioner, and then Deputy As-
sistant Secretary Pearlman And then w¢ will ask questions of both
of you.

Commissioner EGGER Fine.

STATEMENT OF HON. ROSCOE L. EGGER, JR., COMMISSIONER,
INTERNAL REVENUE SERVICE, WASHINGTON, D.C.

Commissioner EcGer. Well, Mr. Chairman,-I am delighted to be
here today to talk about this program to collect past-due child and
spousal support debts by income tax refund offset.

In the full statement that I have prepared I will go into some
depth on certain of the legal issues, but for the purpose of the oral
.testimony I would like to simply outline the program and give you
some examples of some of the problems that we have encountered.

I have here with me Stanley Goldberg, who is the Assistant Com-
missioner for Returns and Informlation Processing. He is conver-
sant with all of the details, so I think among the three of us we
will be able to answer most of the questions that you or any other
member of the subcommittee might have.

Senator GrassLEY. Thank you.

Commissioner EGGER. The Government’s efforts to collect past-
due child and spousal support from Federal tax refunds were insti-
tuted as part of Public J.aw 97-35, the Omnibus Budget Reconcili-
ation Act of 1981. That -act, approved in August 1981 and effective
on October 1 of that year, that is, the start of fiscal year 1982, pro-
vided in general that individual income tax overpayments—that is,
refunds-—may be offset to The extent of certain deliquent child and
spousal support obligations.’

Data ‘on the individuals involved, the existence of these obliga-
tions, and the amounts to be offset are validated by the States and
then sent to the Office of Child Support Enforcement of the De-
partment of Health and Human Services. HHS then forward this
information to the Service. We started offsetting refunds under this
program in January 1982. ,

To better understand our rolé in the program, let me briefly de-
scribe how a sample case n(ight work. For ease-of discussion I have

16
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"i simplified case, but’ you should be aware that in many instances.
these cases can get quite complex.

An obligation for child or spousal support arises typically from a

. court or administrative order, as a result of divorce or separation.
. When'and if the ‘spouse’ with the obligation fails to meet it, the
* other spouse with the custody of any childreN may be forced to
seek assistance under the-aid to families with Hependent children
program, which is funded by HHS and administered by the States.
As a condition of receiving AFDC assistance, the spouse must
assign his or her rights to support payments to the welfare agency
of the State that is involved. The State has an, obligation under

. Federal law to verify that the information on those payments iis
- correct and to try to collect that support, and then as part of that

+ . .responsibility they refer uncollected cases to the Internal Revenue
Service through HHS. This is done on an-annual basis.

* The Service, of course, relies on the State certification as to the
_correctness of the data, and we do. not nor can we make any inde-
pendent attempt to verify the information.

Each fall, beforé the begipning of the income-tax filing season, -
HHS prov1des Internal Revenue with a consolidated nationwide
listing of the persons who owe delinquent support paymients, thé
amounts, and the States to which the payments are owed.: The In-
ternal Revenue then compares this information to the data in the .
individual master file accounts, and marks the accounts to be offset
when and if a tax return is filed. When a return is processed
against a marked file, any refund that is due is then offsét—that is,
reduced—by the amount of the delinquent support payment. At
that time a notice is sent to the taxpayer advising him or her of
the offset_ and the reason for it.

. Obviously, the offset cannot exceed the amount of the refund,
and the taxpayer receives any portion of the refund that remains
after the offset has been satisfied.

In 1982, the first year of the program, Internal Revenue made
some 279,000 offsets, with resulting revenues of about $174 million.
In 1983, through August, we had made some 323,000 offsets, with
resulting, revenues of about $170 million which is just slightly less
than last’ year. The average offset, therefore, has declined from
about $624 in 1982 to about $526 so far this year.s - _

In 1982 the Service was reimbursed by HHS at the rate of $17 *
per case, for about $4.7 million in totd4l. In 1983 we are being reim-
bursed at 311 a case, which through August has amounted to $3.6
million in fotal. We anticipate a further decline in our cost per
case next year. The Office of Management and Budget is aware of
the reimbursable nature of this program and its impact on our
budget.

We are still not certain what impact this program has or may
have on the overall tax administration system or Federal revenue
collections. Its relatively small size—fewer than 280,000 net bffsets
in 1982, compared to something over 71.6 million individual income
tax refunds issued in that year—makes it pretty difficult to assess
in relation to our total tax administration responsibilities.

We' have however, serious and continuing concerns about the
program'’s potentially adverse impact on the tax system. These in-
clude the program’s-effect on withholding patterns, on cash flow to

2R-099 0 - B4 - 2 Nl 1 7




14
. . s -
the Treasury, and on our-costs to collect tax revenues. In particu-
lar, we are concerned that taxpayers’ filing and paying habits may
be altered, once they have experienced the offset, leading to a
greater number of filigg delinquencies and unpaid balance-due ac-
counts. .

As you are aware, we are now engaged in a research effort to
determine the impact this program may have had on tax adminis-
tration, especially its effect on individual filing and withholding
patterns, and ultithately on Federal revenues collected. The results
of this study for this first year will be available sometimé around
the end of October. » )

Setting these potential problems aside, however, we have an
equally pressing concern for the adverse publicity that we have re-
ceived for our participation in the program. This has resulted from
situataigls such as the following; '

-

Incofrect data being received from the States, causing erroneous
debtor certification; )
Taxpayers not being notified by the States that an offset would
be made, raising due process issues; and then finally, ‘ o
Offsets ‘being made on combined refunds on joint returns, ad-

versely affecting spouses that are not obligated—we'ret}ar to them
. as nonobligated spouses. ' ,

While none of these problems are insurmountable in the long
run, they certainly do concern us because of their potential impact
on tax administration and our responsibilities. Voluntary compli-
ance depends to a large degree on taxpayer perceptions that the
system operates in a fair but firm manner. Any event that alters
those perceptions has the potential at least to adversely affect vol-
untary compliance. And I know, Mr. Chairman, that you are well
aware of the importance of voluntary compliance to the function-
ing of the system.

It is our belief that most taxpayers continue to proceed on the .,
assumption that information they put on their tax returns is invio-
late, and will not be pulled from the returns and used against them
for some nontax mattex\\ The fact that this program and others like
it are authorized by Congress and entirely legal is of little conse-
quence to those taxpayers; they still feel that somehow it violates
their trust in the tax administration system. So this attitude, right
or wrong, is a very real attitude. :

Now, while those of us at IRS have learned to live with the
knowledge that tax collection is probably the least popular function
in Government, we have also come to believe that it is perhaps the

* most vital function, since obviously without thé revenues that are
so collected all other functions of Government would eventually
come to a halt. We are always concerned when events beyond our
control endanger the I%alth of the tax system.

Mr. Chairman, I would like to cenclude the direct testimony at
this point by saying that we appreciate the opportunity to present
our comments and to discuss this important topic. We are very in-
terested in the statements that the other witnesses will be making
here today. We will continue to operate this program to the best of
our ability, consistent, of course, with sound tax administration.
And once our research into the effects of this program- on filing
and withholding patterns, at least for the second year, is complete,

13
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we will be in a much betber posntnon we think, to evaluate 1ts
effect, or at least to give a good indication of the trends.

+  Now, Mr. Chairman, after Mr. Pearlnian’s statement we will be
happy to answer whatever questions you may have
v - Senator GRASSLEY. All rlght Thank you.
- Mr. Pearlman? .
K [Commissioner Egger s prepared stabement follows:] -
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. STATEMENT OF \ ) <;‘
ROSCOE L. EGGER, JR. .
-~ COMMISSIONER OF INTERNAL REVENUE
“ BEFORE THE

SUBCQUMITTEE ON OVERSIGHT OF THE INTERNAL REVENUE SERVICE
' SENATE FINANCE CQMMITTEE 2

)
B

" SEPTEMBER 16, 1983
AR,
MR. CHAIRMAN kND MEMBERS OF THE SUBCOMMITTEERS

N

$

1 AM PLEASED Tb BE WITH YOU Tdbk; TO DISCUSS THE
) SERViCE'S PROGRAM TO COLLECT §A§f—DUE CHILD AdD SPOUSAL
. SUPPORT BY TNCOME TAX REFUND OFFSET. IN HY‘Q‘STIHONY. 1
NILL“BRIEFL? OUTLINE THIS PROGRAM, PROVIDE SOME EXAMPLES
OF THE PROBLEMS ENCOUNTERED IN Tgk PROGRAM, }ND REVIEW

COURT DECISIONS ON THE®PROGRAM AND THEIR IMPACT ON THE

T SERVICE.

WITH ME TODAY ARE SERVICE OFFICIALS FAMILIAR WITH
VARIOUS ASPECTS OF THE PROGRAM. THEY WILL BE AVAILABLE T0
ASSIST ME AS NEEDED IN RESPONDING TG.ANY QUESTIONS YOU OR

»

THE MEMBERS MAY HAVE.

ERIC
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-THE GOVFRNMEPT?S gFFORIS 10 COL5EC] PAS*—DUE CHILD AND
SPOUSAL SUPPORT FROM FEDERAL TAX REFUNDS WERE INSTITUTED
AS PART OF PUBLIC LA‘ 9f~35.VTHE OMNIBUS BUDGET
RECONCILIATION ACT OF 1981.- THE ACT., APPROVED iNVAUGUST
OF 1981 AND EFFECTIVE ON OCTOBER 1 OF THAT YEAR (THE START

OF FlSCAL YEAR 1982)?\PROVIDEU\1K GENE ' THAT INDIVIDUAL
i INCOME TAX «OVERPAYMENTS (1. E + REFUN 'MAY- BE OFFSET 10

v

THE EXTENT 0F CERTAIN DELINQUENT CHILD AND SPOUSAL SUPPORI
OBLIGATIONS K DaTA ON TRE INDIVIDUALS lNVOLVED.,THér
EXISTENCE OF THESE OBLIGATIONS- AND THE AMOUNTS TO BE
OFFSET ARE VALIDATED BY THE STATES AND SENT TO THE OFFICE
OF CHILD SUPPORT ENFORCEMENT (OCSE) OF THE DEﬁﬂkTMENT OF
HEALTH AND HUMAN SERVlCES (HHS). HHS THEN FORWARDS THIS
INFORMATION TO THE SERVICE. WE BEGAN OFFSETTXNG REFUNDS
UNDER THIS fROQRAM IN JANUARY 1982.

TO BETTER UNDERSTAND THE IRS' ROLE IN THIS PROGRAM.
LET ME BRIEFLY DESCRIBE HOW A SAMPLE CASE WOULD WORK. FOR
EASE OF DISCUSSION. I WILL USE A SIMPLE CASE. BUT YOU
SHOULD BE AWARE THAT ‘MANY OF THESE CASES ARE QUITE
COMPLEX. ' o '

AN OBLIGATION FOR CHILD OR SPOUSAL SUPPORT ARISES FROM
‘A COURT OR ADMINISTRATIVE ORDER, TYPICALLY AS A RESULT OF

ERIC
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A DIVORCE OR SEPARATION. WHEN AND IF THE SPOUSE WITH THE

" OBLIGATION FAILS 10 HEET IT. THE OTHER SPOUSE -- WITH - ‘

‘CUSTODY OF ANY.CHILDREN -- MAY BE FORCED To SEEK
ASSISTANCE UNDER THE AID TO FAMILIES WITH\DEPENDENT
"CHILDREN (AFDC) PROGRAM. WHICH IS Funpen‘sv HHS. AND
ADMINISTERED BY THE STATES. ¥ ‘ o

AS A CONDITION OF RECEIVINGIAFDC ASSISTANCE, THE

.

. < . r
'SPOUSE MUST ASSIG@ HIS/HER RIGHTS TO SUPPORT PAYMENTS TO \

THE WELFARE AGENCY OF THE STATE INVOLVED. THE STATE HAS

AN OBLIGATION UNDER FEDERAL  LAW T0 VERIFY THAY THE - - o
INFORMATION ON THOSE PAYMENTS IS CORRECT AND TO TRY T0 -

COLLECT THAT SUPPORT, AND AS PART OF THAT RESPONSTBILITY

MUST REFER CERTAIN UNCOLLECTED CASES TO IRS (THROUGH HHS)

- ANNUALLY. 'THE SERVICE. OF'COURSE. RELIES ON THE STATES'

CERTIFICATION AS TO THE CORRECTNESS OF THE DATA, AND MAKES

" 'NO INDEPENDENT ATTEMPT TO VERAFY THE INFORMATION.

-

A

EACH FALL, BEFORE -THE BEGINNING OF THE INCOME TAX.
'FILING SEASON, HHS PROVIDES IRS WITH A CONSOLIDATED & -
MATIONWIDE LYSTING OF THE PERSONS WHO OWE DELINQUENT '
.sueegax_PAyneuls,_Juﬁ_AHOUprs, AND THE STATES TO WHICH THE
PAYMENTS ARE OWED. IRS COMPARES THIS INFORMATION TO THE
DATA IN ITS INDIVIDUAL MASTER FILE ACCOUNTS. AND MARKS THE
ACCOUNTS TO BE OFFSET WHEN AND IF A TAX RETURN IS FILED.
WHEN A RETURN IS PROCESSED AGAINST A MARKED FILE, ANY
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REFUND DUE IS OFFSET (1.E., REDUCED) BY.THE AMOUNT OF THE'
DELINQUENT SUPPORT PAYMENT. AT RHAT TIME, A NOTICE IS
SEYT TO THE. TAXPAYER ADVISING HIM/HER OF THE OFFSET AND

THE REASON-FOR IT. -~

OBVIOUSLY. THE OFFSET CANNOT EXCEED THE AMOUNT OF THE

L] -
"REFUND, AND-THE TAXPAYER RECEIVES ANY PORTION OF THE

REFUND REMAINING AFTER THE OFFSET. ) o
vy -

1N 1982: THE ‘FIRST YEAR OF THE PROGRAM, IRS MADE SOME
279 000 OFFSETS, WITH RESULTING REVENUES OF ABOUT $174 ..
HlLLlON IN 1983: THROUGH AUGUST: WE HAD MADE SOME '
323 000 OFFSETS, WITH RESULTlNG REVENUES OF AROUNﬁ $170
HlLLION "if AVERAGE OFFSET HAS DECLINED FROH ABOUT $624

IN 1982 10 ABOUT 5526 SO FAR IN 1983

IN 1382, THE SERVICE WAS REIMBURSED BY HHS AT THE RATE
OF $17 PER CASE, OR SOME $4.7 MILLION IN TOTAL. FOR 1983..
WE ARE BEING REIMBURSED AT $11 PER'CASE)~NHICH THROJEH
AUGUST HAS AMOUNTED TO ABOUT sz.P MILLION IN TOTAL. - WE
ANTICIPATE A FURTHER DECLINE IN OUR COST.PER CASE HEXT'
YEAR. THE OFFICE OF MANAGEMENT AND BUDGET IS AWARE OF THE -
REIMBURSEABLE NATURE -OF THIS PROGRAM AND ITS IMPACT ON OUR
BUDGET. - .
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WE ARE STILL NOT CERTAIN WHAT IMPACT ‘THIS PROGRAM HAS
HAD ON THE OVERALL TAX ADMINISTRATION SYSTEM OR FEDERAL .
REVENUE COLLECTIONS. [TS RELATIVELY SMALL SIZE. FOR
. EXAMPLE--FEWER THAN 280,000 NET OFFSETS IN 1982, COMPARED
TO WELL OVER 71.6 MILLION INDIVIDUAL INCOME TAX REFUNDS
{ ISSUED THAT YEAR--MAKzs IT DIFFICULT TO ASSESS IN RELATION

“a TO‘OUR TOTAL TAX ADMI ISTRATION RESPONSIBILITIES

. L . N ‘ .

/ \ . WE HAVE: HOHEVER, SERIOUS AND CONTINUING CONCERNS
ABOUT THE PROGRAHs? POTENTIALLY ADVERSE IMPACT. ON THE TAX
SYSTEM. THESE IN LUDE THE PROGRAH S BFFECT ON HITHHOLDING

PATTERNS, ON CASH FLOW TO THE TREASURY, AND ON OUR COSTS
. TO COLLECT TAX REVENUESa IN PARfICULAR HE ARE CONCERNED
THAT TAXPAYERS' FILING. AND PAYLING HABITS WILL BE ALTERED
ONCE THEY'VE EXPERIENCED AN OFFSET, LEADING TO A GREATER
NUHBER 0E FILING DELINdUENCIES AND UNPAID BALANCE DUE

ACCOUNTS .- ‘)@ ' _ .
"As vou ARE 'MNQRE, HOWEVER, WE ARE NOW ENGAGED IN
4 RESBARCH 10 DETERMINE THE IHPACT THIS PROGRAM MAY HAVE HAD
ON TAX ADHINISTRATION, ESPECIALLY ITS EFFECT ON INDIVIDUAL

FIkING AND HITHHOLDING PATTERNS, AND ULTIMATELY ON FEDERAL
' REVENU{S‘COLLECTED. THE RESULTS -.OF THIS STUDY. SHOULD BE

¢

{ ' AVAILABLE SOMETIME AROUND THE END OF ORTOBER. ~ ]
: e . .\ Fd N
a

~
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SETTING THESE POTENTIAL PROBLEMS AS{PE NE HAVE AN
EOUALLY PRESSING, CONCERN FOR THE ADVERSE PUBLICITY
RECEIVED FROM OUR PARTICI'NTION IN THIS PROGRAH
RESULTED FROM SITUATIONS’SUCH AS THE FOLLONING

R

”

. - . L
0 INCORRECT DATA BEING RECEIVED FROM THE“STATES
CAUSANG ERRONEOUS DEBTOR CERTIFICATIQN ETC
0 “TAXPAYERS NOT, BEING NOTIFIED BY THE STATES THAT
AN OFFSET WOULD BE ‘ADE,'RAISING D&PROCESS

ISSUES; AND o~

0 OFFSETS BEING MADE O® COHBINED REFUNDS ON JOINT
. RETURNS, ADVERSELY AFFECTING NONOBLIGATED

SPOUSES.

7

LONG RUN, THEY CONCERN US BECAUSE OF THEIR EQTENTIAL

IMPACT ON OUR TAX ADHINISTRATION RESPONSIBILTTIES.

VOLUNTARY COHPLIANCE DEPENDS TO A LARGE DEGREE ON

"HAS THE POTENTIAL T0 ADVERSELY AFFECT VOLUNTARY.
COMPLIANCE, AND T KNOW YOU ARE WELL ANARE. HR CHAIRMAN,

" TAXPAYERS' PERCEPTIONS THAT THE S%STEH“OPERATES IN A FAIR
BUT FIRH HANNER ANY EVENT THAT ALTERS-THOSE PERCEPTIONS

OF.THE IMPORTANCE OF VOLUNTARY.COHPLIANCE T0 THE

FUNCTIONING OF THE TAX SYSTEM.

WHILE NONE OF THESE -PROBLEMS ARE INSURNQUNTABLE LN THE
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IT 4S OUR BELIEF THAT MOST TAXPAYERS PROCEED ON THE
ASSUMPTION THAT THE INFORMATION ON THEIR TAX RETURNS IS
INVIOLATE, AND HILL yOT at,euyLED FROM THEIR RETURNS AND
USED AGAINST.THEM IN A NON-TAX MAJTER. THE FACT THAT THIS
PRQGR@E,'ANDIOTHERS LIKE IT, ARE AUTHORIZED BY CONGRESS
'AND ENTIRELY LEGAL TS OF LITTLE CONSEQUENCE TO THESE
TAXPAYERS; THEY STILL FEEL TT SOMEHOW VIOLATES THEIR TRUST
IN THE TAX ADMINISTRATION SYSTEM. THIS ATTITUDE. RIGHT OR
WRONG, IS VERY REAL. - ' ; "

!

WHILE THOSE OF US AT IRS HAVE LEARNED TO LIVE WITH THE
KNOWLEDGE THAT TAX COLLECTION IS Psnﬁ“¥s THE LEAST POPULAR
FUNCTION OF GOVERNMENT, WE HAVE, ALSO COME TO BELIEVE THAT
IT IS PERHAPS THE MOST VITAL FUNCTION. SINCE WITHOUT, THE

REVENUES Sd»COLLECTED ALL OTHER FUNCTIONS OF GOVERNMENT*

““WOULD EVENTUALLY COME TO A HALT. WE ARE ALWAYS CONCERNED
¢ . " .
WHEN EVENTS.BEYOND OUR CONTROL ENDANGER THE HEALTH OF THE

TAX ADMINISTRATION SYSTEM. G /

THERE "HAVE BEEN SEVERAL COURT DECISIONS RENDERED ON
LEGAL CHALLENGES T0 THE OFFSET PROGRAM. ' THE MOST CQMMON
AREA OF CONCERN TO BE CHALLENGED IS DUE PROCESS.',

‘ * .
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THE DUE PROCESS CONCERN HAS CENTERED PRINCIPALLY ON
THE SITUATION OF THE SPOUSES OF TAKPAYERS WHO ARE INDEBTED
FOR CHILD AND/OR SPOUSAL SUPPORT BY REASON OF A PRIOR
MARRIAGE OR PATERNITY ORDER. THE CURRENT SPOUSES OF
DELINQUENT INDIVIDUALS ARE THEMSELVES NOT. LIABLE FOR
SUPPORT. NONETHELESS, A REFUND DUE T0 A’ DELINQUENT
INDIVIDUAL AND HIS OR HER CURRENT SPOUSE.TS SUBJECT T
OFFSEI

THE SERVICE ACKNOWLEDGES THAT THE CURRENT NONLIABLE OR: -

“NONOBL IGATED"” SPOUSE MAY HAVE A SEPARATE INTEREST IN A
REFUND APPEARING ON THE TAXPAYERS' JOINT RETURN BECAUSE OF
THE NONLIABLE SPOUSE'S SEPARATE EARNINGS OR SHARE OF AN
EARNED INCOME CRgbll OR OTHER TAX CREDIT. NEVERTHELESS,
THE LAW VERY SPECIFIfALLY REQUIRES THE OFFSET PROCESS 10
OPERATE AGAINST IAXPAYER§ OWING PAST-DUE SUPPORT

"REGARDLESS OF WHETHER SUCH INDIVIDUAL FILED A TAX RETURN °
“AS A MARRIED OR UNMARRIED INDIVIDUAL . . . . w2 L. ..

-

SEC. 664). THUS THE PORTION OF A REFUND DUE 10 THE
NONOBLIGATED' SPOUSE MAY BE SUBJECT TO OFFSET.

THE SERVICE HAS FROM THE BEGINNING OF THE CHILD
SUPPORT OFFSET PROGRAM RECOGNIZED THAT THE NONLIABLE
spouss MAY CLAIM HIS OR HER SHARE OF A REFUND OFFSET UNDER
THE PROGRAM, AND TJHE SERVICE WILL ALLOCATE THE NONLIABLE
SPOUSE'S CORRECT SHARE AND MAKE THE PROPER REFUND; BUT [T’



O
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1S NECESSAR* FOR NONLIABLE SPOUSES TO FIRST FILE CLAIMS TO
GET THEIR. SHARE OF THE OFFSET REFUND, SINCE WITHOUT A
CLATM THE éERVlCE.LACkS SUFFICIENT INFORMATION TO ALLOCATE
AN OVERPAYMENT ON A JOINT‘RETUR“.

/DESPITE_THE SERVICE'S RECOGNITION OF THE RIGHT OF
NONLIABLE SPOUSES TO ALLOCATION OF THE INTERCEPTED REFUND,
MANY OF THE LAWSUITS BROUGHT AGAINST THE PROGRAM HAVE
CONTENDED THAT THE INITIAL OFFSET AGAINST THE ENTIRE
OVERPAYMENT ON A JOINT RETURN VIOLATES THE NONLIABLE
SPOUSE'S FIFTH AMENDMENT RIGHT NOT T0_ BE DEPRIVED OF
PROPERTY WITHOUT DUE éROCESS OF LAW.

IN SORENSON V. SECRETARY OF THE TREASURY, 557 F. SuPP.

729 (1982), THE DISTRICT COURT FOR THE WESTERN DISTRICT aF
WASHINGTON ORDERED THE SERVICE TO ADD TO THE STATUTORY
NOTICE OF OFFSET ADDITIONAL INFORMATION TO INFORM
NONLIABLE .SPOUSES OF THE RIGHT TO CLAIM A SHARE OF -THE
OVERPAYMENT, (HERE, THIS WAS HELD TO BE’ONE-HAU# OF THE
OVERPAYMENT, SINCE WASHINGTON IS A COMMUNITY-PROPERTY
STATE. THE SERVICE'S PROBLEMS WITH NONLIAELE SPOUSES ARE
ONLY EXACERBATED BY THE COMMUNITY PROPERTY'LAHS.) THIS
CHANGE IN THE NOTICE WAS A STEP THE SERVICE ‘WAS ALREADY IN
THE PROCESS OF IMPLEMENTING. IN THE PAST YEAR'S PROGRAM .
(THE 1983 PROGRAM 'INVOLVING 1982 TAX RETURNS). ALL NOTICES
OF RETAINED REFUNDS HAVE CONTAINED INFORMATION INFORMING.

(

D
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THE NONLIABLE SPOUSE OF HIS OR HER RIGHT TO FILE A CLAIM.
THE COURT IN SORFNSON STATED: “BESIDES ADEQUATE NOTICE,
NO ADDITIONAL PROCEEDINGS ARE REQUIRED BY DUE PROCESS.”

IT IS SIGNIFICANT TO NOTE THAT IN THE SORENSON CASE,
THE DISTRICT COURT RULED THAT DUE‘PROCESS DOES NOT REQUIRE
THE FEDERAL GOVERNMENT TO HOLD A HEARING ON THE AMOUNT DUE
'—FOR CHILD SUPPORT OR ON THE TAXPAYER'S ABILITY To PAY,
SUCH RELIEF, AS INDICATED IN.THE COURT'S OPINION. IS
APPROPRIATELY LEFT TO STATE PROCEEDINGS AT NHICH FACTUAL
DEFENSES TO THE SUPPORT OBLIGATION MAY BE RAISED.

IN THE OTHER REPORTED C5_5f70 REACH THE MERITS OF THE
DUE PROCESS. ISSUE, NELSQN_MA_REEAH 560 F. Suep. 1101 (D.
CONN., 1983), A SOMEWHAT DIFFERENT--BUT CONSISTENT--RESULT
WAS REACHED. IN ITS JANUARY 14, 1983 RULING, THE DISIRICT
COURT RULED THAT THE STATE OF,CONNECIICUT WAS OBLIGATED.,
AS A REQUIREMENT OF DUE PROCESS, T0 ﬁROVIDE INDIVIDUALS
ALLEGED TO OWE PAST-DUE SUPPORTvWITH’A DETAILED NOTICE‘
SPELLING OUT POSSIBLE DéFENSES TO LIABILITY, TRHE
PROCEDURES FOR ASSERTING SUCH DEFENSES BEFORE THE DEBT
COULD BE REFERRED TO THE FEDERAL GOVERNMENT, AND A
PRE-OFFSET ADMINISTRATIVE HEARING ON’ THE DEFENSES RAISED.

- 29
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AS FAR AS THE FEDERAL GOVERNMENT 1S CONCERNED,
HOWEVER, THE NELSON COURT IN 1TS APRIL 22, 1983, "RULING
ON REMEDY AND FINAL ORDER" HELD THAT THE INTERNAL REVENUE
SERVICE WAS NOT RESPONSIBLE FOR PRE-OFFSET ALLOCATION OF
THE NONLI1ABLE SPOUSE'S SHARE OF'THE REFUND. AGAIN,
ADEQUATE NOTICE TO THE NONLIABLE SPOUSE OF THE RIGHT TO
CLAIM HIS OR HER APPROPRIATE SHARE OF THE REFUND 1S ALL
THAT DUE PROCESS REQUIRES OF THE FEDERAL GOVERNMENT.
DESP{TE THE COURT'S RULING THAT A SEPARATE NOTICE ai SENT
10 THé\NONLlABLE SPOUSE, THE COURT LATER ACCEPTED THE
PARTIES' STIPULATION THAT A JOINT NOTICE TO THE OBLIGATED
AND NONOBLIGATED SPOUSE 1S SUFFICIENT. AS I PREVIOUSLY
POINTED OUT, THIS IS THE TYPE OF NOTICE THAT THE1§ERVICE
NOW SENDS.

YOU SHOULD BE AWARE, HOWEVER, THAT BOTH SORENSON AND
MELSON ARE PRESENTLY BEING APPEALED TO THEIR RESPECTIVE
CIRCUITS.

7/
CONCLUSTON

MR. CHAIRMAN, WE APPRECIATE THE QPPORTUNITY TO PRESENT
OUR COMMENTS ON THIS IMPORTANT TOPIC, AND ARE VERY
INTERESTED IN THE STATEMENTS OF THE OTHER WITNESSES HERE
' TODAY. o )
/
WE WILL CONTINUE TO OPERATE THIS PROGRAM TO THE BEST .0
OF OUR ABILITY, CONSISTENT WITH SOUND TAX ADMINISTRATION.
ONCE OUR RESEARCH InTo THE EFFECTS dF THIS PROGRAM ON
FILING AND WITHHOLDING PATTERNS 1S COMPLETE, WE WILL BE IN
" A MUCH BETTER POSITION TO EVALUATE 175 EFFECT ON FEDERAL

REVENUES COLLECTED. -

MY ASSOCIATES AND I WILL BE PLEASED TO TRY AND ANSWER
@ ANT QUESTIONS YOU OR :THE MEMBERS MAY HAVE.

T30
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STATEMENT OF RONALD A. PEARLMAN, DEPUTY ASSISTANT SEC-
RETARY, TAX POLICY, DEPARTMENT OF THE TREASURY,
WASHINGTON, D.C.

Mr. PearLMAN. Thank you, Mr. Chairman. I am pleased to be
here this morning with Commissioner Egger. .

Our responsibility is to offer the Treasury’s views on S. 150,
which would establish a new collection procedure for studenttloans
in default.

For the reasons that I will discuss and that are contained in my _
v;lritten statement, the Treasury Department is opposed to S. 150 at
this time. '

Under current law there is no procedure for involving the tax
collection process in the collection of defaulted student loans. As
Mr. Egger has described by analogy, the Céde does provide a proce-
dure for offsetting past-due child support payments against over- .
payments of tax, the so-called tax refund offset procedure, and in
the case of student loans the Internal Revenue Code does currently
require the Internal Revenue Service to disclose to the Department
of Education the mailing address of any taxpayer who has de-
faulted on a loan made under several student loan programs.

But S. 150 would, for the first time, make the tax collection proc-
ess beyond simply refund offset available for the collection of
nontax items, specifically certainly defaulted student Toans. It
would require obligors in default to pay their defaulted obligation
at the time they file their tax returns, and it would require the In-
ternal Revenue Servige to use its affirmative collection procedures,
including jeopardy as$essment -authority, to collect unpaid amounts
as if they were taxes. ,

Under the bill, specifically, each .calendar quarter the Depart-
ment of Education would provide the Internal Revenue Service
with the name and last known-address and the amount due on a
defaulted obligation, which category of obligations are those stu-
dent loans‘made, insured, or guaranteed under part B of title IV of
the Higher Education Act of 1965. :

The Service would -then be required to promptly notify the obli- -
gor of the default and describe to the obligor the precedures for
payment. If there is a refund, the Service would be required to
offset the refund. If there is no refund, the Service would- be re-
quired to collect the amount due, and that would include the
normal assessment process—notice, demand for payment, and then, -
as I mentioned before, the various levy procedures that are availa-
ble(a1 to the Revenue Service, including the jeopardy assessment pro- g
cedure. o g

We recognize and are sympathetic to the need to improve collec-
tion of delinquent student loans, and indeed other Federal debts:;
but nevertheless, at this time we must oppose S. 150.

As Commissioner Egger indicated;in his statement this morning,
the Service is currently in the procéss of analyzing the cost and ef-
fectivenéss of the child support offset program, but we think it
" would be premature to conside extending the use of offsets, and
then to go beyond that and make applicable the general collection
procedures to nontax Qdel?xtil the results of that analysis are

known.
/ 7
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This analysis is currently in process, pursuant to a decision of

“the Cabinet Council on Economic ‘Affairs, and we think that the

ability to evaluate all of these collection’ processes will be much
better after that analysis is completed. '

We, as the Commissioner, are .very concerned about the direct
and indirect costs to the tax system of using both refund offset pro-
cedures and affirmative collection procedure as a collection mecha-
nism for Federal debts. : <

Our strongest concern involves the public reaction that the Com-
missioner referred to, in using the system for the collection of a
nontax debt. Taxpayers become indebted to the Federal Govern-
ment in a number of ways, and any broad scale use of the tax
system to collect debts owed in connection with these programs
may detract from the collection efforts that are the direct responsi-
bility and the immediate responsibility of the Service in connection
with taxes. And we certainly\ want to make sure that does not

ppen. _
There is no corlcrete evidence %o date that indicates that taxpay-
ers who are subject to refund off ill manipulate their withhold-

ing and estimated taxes, but we are concerned by that possibility,
and we hope that the analysis that I referred to a moment ago will
help us in evaluating that possibility. ,

But certainly we do not want to put taxpayers in a position
where they are encouraged to reduce their withhold and create bal-

-ance-dues that otherwise would not occur, or indeed a possibility

that certain taxpayers would not file their tax returns.

We would also point out that under S. 150 the full cost of proviéﬁ
ing this collection service, if you will, would be borne by the Inter- "
nal Revenue Service, and we think in general terms, as a general
rule, that is not wise, that does not permit a proper allocation of

| the costs of any Federal program to the proper Federal agency.

. And we think the more appropriate approach would be to identify

" the collection expenses that the Service would be incurring to the

particular program, as distinguished from having them hidden in

" the budget of the Service.

" Finally, we would hope ‘that the subcommittee would keep in

- mind the issues that can arise when a debt collector, if you will, is
" not the same, doesn’t have the same identity, as the creditor.

hen the Service is required to collect taxes for which it has full

. admninistrative responsibility, it also has the ability to make judg-

" ‘ments about the specific collection procedures it wishes to utilize

and the timing of the exercise of those procedures. Put simply and
most straightforwardly, the Service can ‘exercise  some of ,the
human judgment that we really want the Service to exercise in

) dealing with taxpayers.

When the creditor is someone other than the collection agent, as

" would be the case under S. 150, the Service might be placed in a

position where it has to enforce its collection remedies on a more
mechanical basis—that is, to collect an unpaid obligation at all
costs. This problem is not nearly so serious with a refund offset
procedure as it is when we talk about the extraordinary remedies

‘the Service has available, such as jeopardy assessment and levy.

We think that over the years the Service has exercised com-

" mendable judgment in using its various.statutory collection au-

SRRt



thorities, and we hope that we would alT agree that the Serv1ce
would be entitled to exercise that sanie- Judgment in connection
with any other collectlon responsnbrhtlé& given ‘to it by the Con--
gress. - P TR
~ For the above reasons. ‘we must oppose S. 150 at this time, but
we are certamly happy to continué to work ‘with the subcommittés -
and our sister agencies in trying to deal w1th what we acknowledge,
to be a serious collection problem.” =~ - L

Mr. Chairman, this concludes my prepared remarks I w1ll be
happy to join the Commlssmner in seekmg to answar yout qués-

tions. . R : _:- \
_Thank you. ' -
[The prepared statement of Hon Ronald A Pearlman folIows ] ‘
- ' § b3 * . N . I
N .-
]
1]
".
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,’ RONALD A. PEARLMAN
DEPUTY ASSISTANT SECRETARY (TAX PQLICY)
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Mr. Chairman and Members of the Subcommittee:

. r .

I am pleased to have the opportunity to present the
views of the Treasury Department .on S. 150, which would
establish a new collection procedure for student loans in
default. For the reasons I will discuss, the Treasury
Department is opposed to S. 150 at this time.

Background

Section 6402(a) of the Internal Revenue Code provides
that the Internal Revenue Service is to refund any
overpayment of tax to the person who made the overpayment
after applying the overpayment; to any other outstanding
liability for tax owed by that person or for interest on such
tax. Section 6402(c), enacted in 1981, provides an exception
to this general rule whereby the IRS, in certain cases, is
recquired to offset-amounts of past-due child and spousal

. support against theg amount of any tax overpayment that

"~otherwise would be refunded to the person gho owes this
support. Tax refunds that are offset unde¢ this procedure
are remitted by the Internal .Revenue Service to a special
account maintained by the Bureau of Government Financial
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Operations for distribution to the States, Section 6305(a)

requires the IRS to assess and collect an amount which fas

been certified by the Department of Health and HumAn Services

as the amount of a delidguent child and spousal suppQrt

payment determined ‘under a State court order or an order ‘® )

an administrativt process established under State law, as {f .

such amount were an employment tax the collection of which ‘\itd—’ ~
would be jeopardized by delay.. . )

No similar offset provision is provided: for the
collection of defaulted student loans or othér. nontax ,
liabilities. However, section 6103(m)(4) requires the IRS ‘to
disclose to the Department of Education the mailing address
of any taxpiYer who has defaulted on a loan made under

various Federal student loan programs, -

Description of S. 150
S. 150 generally would establish a procedure whereby.
taxpayers who are \in default on,certain student loans must
satisfy their obliyation for payment when they file their .
. Federal income tax returns, The bill also would give the L
Tnternal Revenue Service jeopardy assessment authority in
cases where payment is not made in accordance with this
procedure. Specifically, the bill wquld tequire the
‘" Department of Education, at the end of each calendar quarter,
to provide the Internal Revehue Service with the name of each ) //
borrower who has defaulted on a student loan made, insured or S
guaranteed under. part B of title IV of the Higher Education ’
Act of 1965. The transmittal is to include the name and last
- known address of the borrower, the amount of the unpaid -
. ‘principal and accrued interest with respect to each loan and
.the name of the holder of each loan. N

No later than 15 days after .the close of the taxable
year (January 15 in the case of all calendar year taxpayers),
the TRS is’ to notify each defaulting borrower of the ’ o
provisiong of the new law and to advise that he is to make - P

- payment of -the outstanding principal and accrued 1nterest'pn
each defaulted loan when he files his~tax return for the
prior taxable year. The Service is authorized to provide
rules for payment in cases where an extension of time for
filing a return is granted or where no return is required tp
be filed. The notice is to be mailed to the borrower's last
known address or left at his dwelling or usual place of
business, : ) :

e
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In addition, the bill would authorize the Internal

Revenue .Service to reduce any overpayment of tax to be
refundej to a taxpayer by the amount of the loan and interest
in defablt. 1In cases where there is no refund or the refund @
is ingufficient to cover the.amount owed and the borrower
fails to make a timely payment of the full amount owed, the
Service is required to colilect tHe amount in the same manner '
as if it were making a jeopardy assessment of an emplﬁyment
tax. ,Thus, the Service would be authorized to make a
immediate assessment and immediate notice and demand for
payment of the overdue amount. Further, upon the borrower's
failuge or refusal to pay that amount, the Secretary w d be
authofized to codllect the amount by levy, without rega to

" any otherwise app}icable waib.\g period.

Discussioﬁ

\ .
while we recognize the need to improve collection
methods for delinquent student loans and other Federal debts,
the Treasury Department opposes S. 150. BAs Commissioner:
’éﬂqet jndicated in his statement this morning, the Service is
urrently analyzing the costs and effectiveness of the
existing child support offset provision. We believe it would
be premature to consider expanding the use of offgets at
least until the results of that analysis are known. BAny
further use of the tax system for collection of nontax debts
should be undertaken only after. a most thorough analysis of
the considerations involved. This analysis is currently
in progress pursuant to a decision by the Cabinet Council on
Economic Affairs. - .

The Treasyry Department is concerned about the direct
and indirect costs to the tax system of using refund offsets
as a collection mechanism for Pederal debts. Our strongest
concern involves the public's reaction to using the tax
system for collection of a nontax debt, Taxpayers become

indebted to the Federal govermment 1n4‘$ny ways, ‘and any

broadscale use of the tax system to C llect debts owed in
) connection with these Federal programs gy detract from

regular collection efforts and could have troublesome

implications.

while there is no concrete evidence to date to suggest
that taxpayers who are subject to the offset procedure will
eventuatly adjust their withholding and estimated tax '
payments to avoid  any tax overpayments ot indeed chose not to

4 3
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. Y
file a tax return at all, we are concerned that individuals
may reduce their withholding. Should this occur, it would
increase the "balance due"” returns and delinquent accounts
thasﬁequire increased IRS collection efforts. We will Al
adress this question in connection with our assessment of t‘é
existing child support offset provision.

.

Additionally, under S. 150, the full cost.of providing
notice to borrowers in default, as well as the cost of
collecting the delinquent‘pmounts, is to be borne by the.
Internal Revenue Service. As a general rule, we believe;that -
each Federal agency should bear such costs. Otherwise,;tpe;e\?
will be no practical way to evaluate the budget of each&}i‘
program. The costs of a particular” program, including dbﬁt
collection, cannot be accurately determined if they are .
hidden in the budget of the Internal Revenue Service. = ! -, R

T

For these reasons, Treasury musFCoppose S. 150 at ghiéu

answer your questions. .
»

time. '
* This concludeg my prepared rema>rs. I would be happy to

Senator GRASSLEY. A general question for clarification as far as
your testimony, Mr. Pearlman: Were any of your statements appli-
cable also to the principle of extending the tax offset to nonwelfare

_families in the case of child support? Or is your testimony directed
totally toward S. 150? . . ) _

Mr. PEaRLMAN. Well, our testimony is directed—our written
statement, and indeed my oral comments .were intended toward S.
150, but I think there are analogous concerns that really the Com-
missioner expressed in connection with the refund offset proce-

“ dures. . .

Senator GRrassLEY. Corfimissioner, the Teport you said that would
be available, I think the last of October. :

Commissioner. EGGER. Yes; what we are doing is attempting to
analyze these-accounts as to their effect on tax collections. :
- Senator GrassLEY. To-see if thére is any adverse impact on tax
collection? o , g

Commissioner EcGER. To see .if we ¢tan detect trends with respect
to any adverse impact on collection, to see what is happening to
withholding patterns, and that kind of thing. # :

Senator GRAssLEY. To see if it is impacting on voluntary compli-
ance? ' B .

Commissioner EGGEr.,Right. oo

Senator GrassLEY, And that report will be ready the last of Octo-
ber?’ ; o . :

Commissioner EGGER. We expect to have the analysis finished by
about that time. o o i

Senator GRASSLEY. Would it be gvailable to us, then, about~that
same time? ’ C . ‘ Y

Commissioner EGGER. I feel certain we could make it available to
you.. . . ‘ Co
Senator*GRrassLEY. I think it wc{uld be good if we could have that’
just ‘as soon as you have it compiled. '

Commissioner EGGER. Sure. '
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Senator GRASSLEY. I suppose compiled\o'r Qrin’ted or whatever you
are going to do. .

Commissioner- EcGer. I don’t know if we are going to maké a -
public rélease of it, Mr. Chairman. ‘ Lo

Senator GRASSLEY. But we could have access tp the summaries:
and conclusions? - P s

Commissioner EGGER. Yes. . e < .

‘One of the problems that I have with ft/is that it will be inter-
preted as being sort of set in.concrete. My own personal view js
that, although we can probably detect some trends, we do have to -

‘keep in'mind thdt patterns of this type develop over much longer J

periods, and it would probably be risky to try to draw too magy:
final.tonclusions on the basis of only this 1 year of experience. *
Sepator GRASSLEY. OK. Well, we woul(?“ realize that we would
. oA

~ have'to treat it with caution. -

Mr: Egger, in 1975 Congress gave the IRS the authority to collect
delinquent child support-enfercement accounts as it collected delin-
quent taxes. Have you ever,réceived requests to collect delinquent
child support accounts? . . - ‘

Commiissioner EGGER:. We did—just a handful. And the explana-

- tion %of that, as near-as | understand it, and maybe Mr. Goldberg
“ can add a bit more {0'it, was that, first off,-the cost of actual field

collection was so significant thaf for the most part it was not cost .
effective for the ‘State agencies to incur that kind of cost. So we
only‘had about 20(Fcases referred to us in the.course of an average
year. . ! . .
- Another reason of course, was that HHS had to certify under -
this earlier law, and since the State agencies themselves really L
have ‘the facts and-the details on the cases, it became both costly
and difficult for HHS tq ce?tify. . ‘
. The former law really wasn’t doing much good anywhere as near
as I could:tell. So in 1981 when this issue came up, we sat down
wvith HHS and the OMB and reviewed the possibility of moving
into a strict refund offset approach. We expressed the concerns:.
then that I have outlined here today; but concluded that certainly
we were willing to.make a try, to see what impact it does have.
Now, from where I view the matter at this.time, the number of
cases involved in actual refund offsets-is'such a small part of the
whole refund universe that ‘it probably will not have a major -

.impact. Any attempt that we might make to analyze that in terms
..of a massive amount of cases of this sort, expanded into other
+i; . areas, and so on—it’s just extremely difficult to make that kind of

a prediction. - ,
Senator GrassLEY. Out of those 150 cases, do you know whether.

_any of thém were pursued and collected upon?

Commigsioner EGGER. I'm sure they were. Stan?

Mr. GoLpBERG. I believe they were, Senator. I don’t have the
numbers "here. They -were obviously very small numbers.as com-

< pared to-the offset. =~ . -

Commissioner, EGGER. But I.feel c¢rtain that we did in fact col-
lect some of them. . ' . : . L
Senator GrassLEY. OK. .

LK
i
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; Do you have the same similar concerns, with extending- the
! refund offset concept in S. 150 as you do with-the original child’,
support enforcement refund offset program? . 5

Commissioner EGGER. I do, until we-can get a better feel: for
what the overall impact is going to be and how that impact might
change or be altered as we expand the universe. '

As | said before, the relatively small numbers here—even thou%)l
we actually process some 800,000 cases this year—the#relatively
small number¢ are not going to have that kind of impact, in my
Judgment. : ‘

Senator GRAssLEY. Would you repeat. for me the statement in
your testimony as to how ‘much time and money is spent by the

" IRS to administer the current refund offsét program?

Commissioney EGGER. Yes; let me give you those statistics:

In 1982, the cases that were referred to us by HHS were 547,000
cages. So far in 1983, and this is‘through August of 1983, we have
had 821,000 referred to us. It is a significant increase there. :

Of the cases that were actually identified for offset—and these
are where we had an identity on the master file, 473,000 in 1982;
706,000 in 1983 But the cases that were actually offset were
279,000 in 1982, and 323,000 in 1983. So, as you can see, the num-
bers of actual offsets ir' comparison to the total cases referred to us
is gettimg smaller. : ; _

The cost that we refer to HHS and for which we are reimbursed: -
was $4.7 million last year on the cases that we handled. This year
it is.only $3.6 mfllion. : , .

Our staff year expenditure—this is the people power—158 staff

- years in 198%, and only 131 staff years in 1983. The reason for our
lower cost and lower staff year effort is because a good bit of the
processing in 1982 was manual, and we have since had time to pro-..
gram pur systems and do a lot of this through the use of technol-:
ogy. We think that next year we will come down even some more
on the cost of it. -~ I L o .

Senator GRASSLEY. So then I presume you have a yearly review
of the costs to the States. And are you somewhat sure that you'are
billing the States for the accurate amount of money, your costs?

Commissioner EGGER. The way we handle this is to give HHS a
report on the dollars collected by State, and our costs. We: set up
the costs on a per-case basis, and we give them the number of cases
by State as well as the dollars by State. So the State agencies are,
in effect, bearing the costs, and they get the net amount of the.
‘refund offsets. v -

Senator GRASSLEY. Do you bill to include lost staff time? .

. - Commissioner EgGeR. Well,yes; the $4.7 million which HHS paid
‘us last year, and:the $3.6 million this year, is to reimburse us for
our costs—that is, the staff time costs. Yes, sir. S

Senator BRASSLEY. This figure also includes staff time,? .

Commissioner EGGER. Well, right. That is part of the cost. .

Senatar GRASSLEY. OK. S

Commissioner EGGer. Now, we don’t have identified in our cur-
rent budget spécific staff year allocations for this effort. That is -
simply gleaned out of the total staff year allotments, and if it con-
tinues to grow ohviously we have to reconsider our budget from
that standpoint. " ' :
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Senator GrassLey. Can you estimate how much your agency
costs will increase, if at all, if you are required to offset refunds for
non-AFDC dealings with parents? '

" Commissioner EGGER. We could give you an estimate if wetknew —

what that universe is, but when we started out with this-program,
the HHS estimates were somewhere around 200~300,000 cases, and °
as you can see, this year'we had 821,000 cases. So we don’t know
what the universe is. Therefore it is impossible for us to make a
judgment as to what the cost will be. But it will be on a per-case
basis. My guess i§ that it will be something less than the $11 per
case that we have incurred this year. i
Senator GRASSLEY. Are there any changes that the Congress
qught to consider to simplify and expedite the current refund offset
.procedures? - : L '
Commissioner EGGER. At the moment we have pretty well re-
solved most of the problems that cropped up in the early’ stages
here, the principal one-being, of course, how do we deal with the
nonobligated spouse? This is a case where the debtor spouse has re-
married, and the nonobligated spouse has an interest in the'refund.
So what we are-doing is-inviting those people to apply for a refund
and give-us the information which will permit: us to allocate the
refund on some rational basis. . o
. The due process issues, and so on—we have ‘hag a couple of court - °
_ cases on those, and so they are pretty well resolved. ‘
7 Senator GrAssLeY. Will this procedure satisfy the Sorenson Case?’
Commissioner EGGeR. Oh, I think so:: Yes..- = ~ . : ’
Senator GRAssLEY. OK. o o\
Mr. GoLpBERG. I think so, too, Senator. . )
Senator GrAssLEY. Will you bill the State for the additional ex:
pense to satisfy.the due-process requirements? o .
Commissioner EGGeR. Yes; well, that’s included in our overall
cost. That is simply spread on a per-case cost basis. " :
I must say, Mr. Chairman, that we are béing reimbursed for our
scosts in the program. This is not costing us out-bf pocket from our.
other budget allocations. , o SRR .
Senator GRAssLRY. I think my last question will be answered by,
this report, that we can'share that information with you when that
comes out the last of October. ) L
\ "Commissioner EGGER. Yes; I think it would be useful to review
‘that with you. We aren’t sure just what we are going to learn from .
that, but we have said in discussions of this particular issue over

and over again with other agencies, OMB and so on, that we regard
as an absolute essential that there be a fully effective pilot pro-- - -

gram that goes on and goes,through an app, iate test period -
before this thing gets expanded; because if you expand it first and
then learn the conclusions later, we think that that is inviting dif-
ficulties. S T : S . _

Senator GRAssLEY. Would you be as dogmatic as Mr. Pearlman

-

was in his statement in whigh hé said there is no evidence, to this - -

point, that it does affect voluntary compliance, but that he does

have concern that any—— _ . - ._
Commissioner EGGER. I think what we are saying is that we are
~ neutral at this point. We really can’t say with any specificity what
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the impacts are. Now, some of these impacts are going to be very

diffichiit to measure, such as taxpayer perceptions. oo

~ Again, as I said, each time something of this sort comes up, the
adverse publicity has some kind of an impact; but we don’t know
how to measure that. : B -

Senator GrassLEY. Mr. Pearlman also said that there wasn't any
evidence that this affected the exemptions that peoplé claim. So, .
you just don’t know, the same way. v Con

Commissioner EGGER. I am hopeful that the studies that we will
conclude somewhere toward the end of October will give.us some
indication of that. . : T "o,

Senator GrassLey. Well, then I will ask my staff*and the Joint "
Committee staff to get with your people soon after October 31 on
that point. , . .

Commissioner EGGER. Surely. St .

Senator GRAsSLEY. Mr. Pearlman, I have a question about the le-
gality of the provisions that relate to the fact that child support
payments for non-AFDC families are not Federal debt problems,
you already referred to that issue in your testimony, in conjunction
with the educational loan program. :

Would that in any way affect the legality, I suppose our constitu-
tional ability to collect for non-AFDC families? ' :

Mr. PEARLMAN. Mr. Chairman, I wouldn’t want to answer that
definitively, but there is some precedent for Federal Government
collection of non-Federal Government debts, in the State income
tax collection procedure, which I don’t think is used by any State.

I would think that the Federal Government could, by legislation,
authorize collection of a non-Federal Government debt. I wouldn’t
want to be held to that response, but I think there is some prece-
dent for it; although, as. I said,’I don’t think it has ever been used
in the State income tax area. < - ' ‘

Senator GrRassLEY. From strictly a political standpoint, let me
clarify a point. You did state your opposition to S. 150, didn't involve-
the offset provisions. You are basically concerned about the exten-
sion of the income tax collection machinery of IRS to collect those
education debts? : : :

Mr. PEarRLMAN. Well, let me just make sure that S. 150 does in-
volve refund offsets in the case of student loans. '

Senator GRASSLEY. Yes. :

Mr. PEaRLMAN. So in our statement that we are opposing 150,
and specifically at this.time, we are saying we think we should not
go beyond child support refund offset until at least the Commis-
sioner’s study is completed.

Senator GRASSLEY. The reason I was curious is, there isssome dis-
agreement on our staff whether or not the income offset provisions
were in S. 150.

Mr. PearLMaN. Well, I think they are. We will stand corrected if
we're incorrect. o . ‘
Senator GrassLEy. Our staff is saying it's a direct assessment

and not an income offset. ‘ :

Mr. PEarLMAN. It is clearly a direct assessment provision in S.
150, but in addition to that, the Service is directed to offset re-
funds. I am reasonably confident of that.
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Senator GrAssLEY. Well, we can. settle that later on. It doesn't
have to be right now. C s '

Mr. PEARLMAN. I think I'm correct. - " .

' Senator GRAsSLEY. Let’s forget about S. 150 now. The administra-
tion’s bill .on child support recovery affects non-welfare families,
non-AFDC' families. You aren't stating an Administration opposi-
tion to that cobncept?” - . .. - T T

Mr. PEARLMAN. No. ,

Senator GrassLEY. No. OK. Cn v

Well, I guess along’ that very same line, I would like to ask you, .

- then, your view on whether or not the present refund offset should
be expanded to include non:AFDC families from the standpoint of
the position of the Treasury Department. :

Mr. PEARLMAN. I think we share the concern that the Commis- _
sioner expressed. I guess we would“say-the same thing, that we are
a bit neutral on extending refund offset programs at this time, but- )
we ate most interested in the results of the analysis that the Serv-

_ice is going through. We are really talking about behavioral evalu-
ation of these programs. We hope that we will all have some oppor-
tunity to do some careful reyiew of the current program before we

- commit one way or the other on the extension of the refund offset
program to the non-AFDC. .

But I think it would be premature to be categorical in support or
opposition, when.we are only talking 60 days or so from having a
bit more helpful information, if not more definitive information.

Senator GRassLEY. OK. I think that takes care of the questions
that I wanted to ask each one'qIyou. ' '

Did you, Mr. Goldberg, have anything you wanted to fill in here?

Mr. GoLDBERG. No, sir; the Commissioner covered it quite well.

Senator GRAsSLEY. | want to thank all of you for your testimony.
Thank you very much. :

Mr. GoLpBERG. Thank you.

Commissioner EGGER. Thank you, Mr. Chairman. o

Senator~GRASSLEY. I might suggest not only to you but to any
other witnesy that, because I'm the only one of the committee that
probably will(be able to be here today, that you may receive ques-
tions in writing from other members of the committee or from me,
even, as a followup, and we wolld appreciate any response from
not. only the administration but any of the other witnesses. It

would be helpful if those be respénded to as qui¢kly as possible. . . -~

And the record will be open for 15 days, as well, to receive, testimo-
ny from anybody who wasn't invited to testify, as well as dnybody
who has any additions or corrections to any of the testimony that
-might be given today. ‘ -

Our next witness is from the Department of Health and Humar®
Services, Mr. Fred Schutzman. He is Deputy Director of the Office’
of Child Support Enforcement. He has previously served as the As-
sociate Commissioner in several offices of the Social Security Ad-
ministration. He holds a baé¢helors degree from Cooper Union Col-
lege in Néw York City and a masters degree from Columbia Uni-
Wersity,.and I would appreciate it very much if you would introduce
. .your associate. L '

Mr. ScHuTzMAN. Thank you, Mr. Chairman.
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. Accompanying me today is Mary Goeddes, Deputy Assistant Sec-
retary for Legislation, of the Department.

STATEMENT OF FRED SCH‘UTZMAN, DEPUTY DIRECTOR, OFFICE
.. OF CHILD SUPPORT ENFORCEMENT, DEPARTMENT OF HEALTH
. AND HUMAN SERVICES, WASHINGTON, D.C.- - T

.. Mr. ScHuTzMAN. With your permission, Mr. Chairman, I-would
like to submit my full statement for the record and just very brief--
ly summarize some of the points. .

Senator GRASSLEY. Yes; your whole statement, and anybody else’s
statement, will be included in the record as submitted. We would
encourage you to summarize. We do have the light that goes on. It
is not an absolute prohibition to continue any further, but I would
.appreciate it, s soon as the light comes up, that you would wrap
up as quickly ks possible. .

- Mr. ScHutzgaN. I expect to beat the light. _

Senator GrassLEy. OK, Proceed. N ‘ {

- Mr. SciutzmAN. Thank you, Mr. Chairman. "=~ . o

/" ®Currently" we are in the'second year: of operation, and with prep-

r arations made for the commencement.of the third year of the tax.

refund ‘offsets. ' _ . :

We believe, by any standard, the tax offset program has proved
to be a major success. It is a joint effort by the Internal Revenue
Service, my. office, the Office of Child Support Enforcement, and ® \
State and local child support agencies. ‘ _

Each of the participants in this enterprise fulfills a vital func-
tion, and the success witnessed to date is evidence of the quality of
the work performed by all. » S .

I'(;vould like to briefly describe the process used to offset tax re-
funds: . Lo o oo : '

Once a year, before October 1, all States submit to my office for

. transmission to the IRS a list of individuals who are delinquent .in
fulfilling their court or administratively ordered support obliga-
tions to families who are AFDC recipients.

The submittal includes notification by the State’s child support
enforcement agency director that all cases meet the following re-
quirements: Support obligation must have been established by a
court or administrative hearing, the amount of obligation is delin-
guent for at least 3 months, and the amount owed is more than

150. . ‘

Beginning with the second year of operations, a pre-offset notice
was sent to all individuals submitted for offset telling them that.
such action has been taken. The notice is issued in October.

When we receive the information from the States, my office edits
that information, works with the States in correcting any errors,
and compiles orre master tape which we transmit to the IRS by De-
cember 15. Each time a match is made with the IRS file, the IRS
does flag their file. . . a

When an actual refund is offset, a notice is sent from the IRS to
the taxpayer stating the reason for the offset. A report from the
IRS is sent to us, and the collected funds are also sent to us, and
we disburse that on a monthly basis to the States. ‘

! 13
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The transfers of funds occur approximately from April through
December of each year.

Accompanying the collected funds is a listing of home addresses
of the absent parents whose refunds were offset. The address infor-
rsnatlon facilitates further colléction efforts on the part. of ti\!\

tates

At this time I would like to talk about the results, and to avoi

- ‘ahy confusion, the numbers that I'm going to recite are slightly dif-
ferent. than the IRS numbers. That doesn’t mean we are in dis-
agreement. For- example, the number of offsets mentioned by the
IRS was something like 279,000 for the first year. Actually, there
may be included in those offsets some duplicates. We may hit a
taxpayer two or three times, because he may submit amended re-
turns for prior years.

~—Let me give you my statistics. ‘As I said, we are not in dlsagree-
ment; we just count differently.

The first year results:' 561,000 cases submitted, 273 000 cases
offset by IRS, and ayprox1mately $169 million collected:

After the first year we made a number of improvements to the
program. First, working with the IRS and ourselves we added addi-
tional automation to the process in otder to speed it up.

We also made some regulatory changes which included the issu-
ing of a pre—offset notice, which affords individuals opportunities to
settle the debt .prior to the tax refund or to correct any error that
may be in the notice.

" And we also added a statement in our regulations to have the
States formally have a mechanism for making prompt refunds to
taxpayers that were erroneously offset.

In addition, we have audited through this year about 22 States to
see what results—how they were operating the program, and ask
them to improve.

Second year results: 872, 000 cases were submitted by 50 States,
323,000 cases have been offset through the end of August and we
have collected about $170 million.

Additional program changes we are making this year: Complete
automatlon of handling of amended joint returns, options for States
to submit test tapes to us ahead of time so that we won't have a
problem in processing them, and we have also expanded the time-
frame for the States to submit deletions and modifications on previ-
ously submitted cases. | :

This concludes my summary. I will be glad to answer any ques-
tions—and I notice I did beat the red light.

{Laughter.]

Senator GRassLEY: You will probably be the only one who does.’
. Let that be a challenge to others.

[The prepared statement of Hon. Fred Schutzman follows: ]
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Mr. Chafrman and members of the committee, I am here today to discuss the
Federal Income Tax Refund Offset Program on behalf of the Chlld‘Suppoq;
Enlorcement (CSE) program. The CSE program {s a Federal-State effort to
establish paternity of children who nave been deserted or abandoned, and
to fnsure that the absent parents of welfare recipients and other
dependent chtldren prov]de support payments to !heir children. Ihe main
goals of the program are to insure that children are supported
flnanclally by their parents, to enforce family responsibllity. and to
reduce the cost 5! welfare asslstance to the taxpayer,

1 appreclate this opportunlty to appear before you today, to talk about
the Federal Income Tax Relund Offset Prograh. Currently in fts second
year of operation, with preparations being made for the commencement of
its third year of tax refund offsets, the Tax Refund Oflset Program, by
any standard has proved to be a maJor success.

o L ‘
The basis for this' 1nnovat1ve and effective method for recovering child
support owed to the State and Federa) governments {s Public Law 91r35
whizh prnvldes for the collectlon of delﬁnquenf child and spousal
support. This 1s accomp)ished through an offset of the 1nd1v|dual E
Federal income tax refunds of obligated.absent-parents agalnst thelr
delinguent child support,arrears Cases to be offset are submitted to
the Office of Chi1d Support. Enforcement (OCSE) for routing. to ‘the
Department of Treasury by State thild Support Enforcement Agencles As
You know the law restricts State Agencies to submitting those cases
fnvolving families which have executed an assignment under the Aid to
Families with Dependent Children (AFDC) program.

The Tax Refund Offset Program {s a combined eflnrt'by the Internal
Revenue Service (IRS), ang State .and. 1ocal child support enforcement
agencies. FEach of the partlcfpant? 1n this enterprise fulfi11s a vital
function and tie syccess witnebsed today 1s evidence of the quality of
the work performed by al).
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TME FEDERAL TAX' REFUNO OFFSET PROCESS

Interim final regulations which specify the requirements for. case subrnittal

were published by OCSE February 19, 1982 in the Federal ﬂegi; ar {47 FR

7425) and final requlations were published January 20, 1983 in Lhe Federal ., -
Register (48 FR 2534). Once a year before Octoben 1, 11 State sub-it to ,-“,
the OCSE, for transmissfon to IRS, a list of individuals who are &ielimzuent~
in fulfilling their court or administratively ordered support obligations

to families who are AFOC recipients. ‘The sub-ithl #includes notif fcation -

to OCSE by the State's Child Suppart: Eniorcenent Agency Director that all
cases meet the follouing requirmnts The support odligation must have

been established by & court or administrative order ‘and the delinquent
amount - owed must be more .than $150 end at least three months old. The
submitting State llust have taken assignment under Section 402(:)(26) of the
Soc1al Security Ar,g.,.qnd mst have made reasonable efforts to collect the
delinguent jamount priop.to submittal .for offset. "

‘.

OCSE consolidates all State submfttals into one coupnter tape and forwards

© " 1t to the IRS. Beginning with the second year of operation the State or

OCSE at the States request, sends a “pre-offsgt notice® to each submitted
absent parent alerting him to:the fact ‘that his name has been submitted to

the IRS for tax refund. offset. IRS compares the 0CSE submitted taxpayer R,
information with fts tupayer mlster file, matching Social Security numbers

..

‘__'with surnames - OCSE is. then notified of any cases that! do, not lnatch and in
,tum notifies the States . . ‘,.. A

Each time a match is made, IRS flags its mster file to freeze any
potential refund that may ‘become avaflable. The le uill when possible,
withhold (offset) the refund and issue a notice to tm taxpayer. » Listings
of tax refunds that have been offset are sent 'to OCSE‘ueekly and collected
funds are deposited in a designated account for dishursement monthly to the

§

¢ :
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.- OCSE prépares the necessary detailed reports for the individual §tptes and
then arranges to transfer the tax refund coll%cf!dd;fto the State, These
transfers are received each month, from approximately early Aori] through
December, along with a 11sting of the home addresses of the absent parents®
whose refunds were offset. This address information is valuable in itself
in that it provides the local Child Support Agency location information
whereby further collection efforts can be made. OCSE will bi1l the State
for the processing of each collection. In fts first year of operation,
OCSE negotiated with IRS a cost pe} case of 317. The cost per offset for
tax year 1982 §s $11 due to improved procedures. We expect even further s
reduction in cost for the upcoming year.

'
IR

~ f

~ - FIRST YEAR RESULTS .

As 1 mentioned earlier, the offset program has beph extremely successful.
In its first year of operation, forty-seven (47) States and the District of
Columbia submitted over 561,000 cases for refund offset. The average arrearage
‘amount on these cases submitted was $3,800. - Ultimately offsets were made
on 273,090 cases for a total net collection pf $168,915,280. The average
collection per case offset was $620. Cost of the Program as billed to the
States was 34,542,247. (70% of which is retmbursed by the Federal
,gdvernmeﬁt). ' . -~

’

This $168 million amounted to 20X of the States' total AFDC coliections in
1981, Konetheless, even before the. first year's collection reports were
fully tabulated, IRS and OCSE set out to improve the procedures of the
gffset program in order to make a good program even better.

IMPROVEMENTS TO PROGRAMS OPERATIONS

oL
The:stiategy taken by IRS and OCSE in terms of improvements to the offset
_program consisted of a twofold approach: the first goal was full

‘automa f the process; the second was regulatory progéétiops to ensure
i the ef; ent operation of the tax refund offset pragram while protecting
4 : the rd s of the taxpayer obligors. i
¢ - . 3 .
’ ‘ \
¥ . . E N
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The automated systems component of the Program h@s been enhanced, “

increasing the efficiency. The full automation of ‘the Program's procedures
fncreases the efficiency of the offset process both in terms of quality of
the collection reporting and the swiftness with which the reporting is now
accomplished. ‘

B

With respect to regulatory changes, a number’of improvements have been made

“to the Program. The fssuance of the pre-offset fotice, either by the State

28-999 0 -. 84 - 4 E ‘ ‘ )

or OCSE has been adopted and serves to provlde the taxpayer -absent parent
the opportunity to consult with the submltting State Agency to resolve any
dispute concerning the’accuracy of the support arrearage. This addition to
the Program s constdered to be most valuable in the sense that eérly
awareness on the part of the taxpayer/absent parent o' the potentlal off/et
of his or her tax refund can prevent most erro| 13 o'fsetc and in, some
cases encourages settlement of the child sup ithout the need of o Py
tax refund offset at all. 1In short, affording parent the
opportunity to resolve the case prior to IRS offset roven beneffcial
not only to the Program 5 operation, but to also foster individual parental
responsibility. Other regulatory enhancements include: requirlng States
to pr dptly refund any amounts. erroneously offset and requ1rlng States to
verify accuracy of arrearages prior to certification for tax refund,offset.

It is hoped that the changes madé fn the final regulations will alleviate
most of. the concerns of ta{payer/obligers who have challenged the offset
process fn Federal Court. TheSe concerns have focused on two main fssues:
1) Whether the;taxpayer fs entitled to formal notice and hearing prior to

offset, and 2) whether joint returns may' be intercepted fn States where an n“

% absent parent‘s spouse fs not Viable for. the child support debt

\
Further, in an effort to assist the Stat!s 1nurecognizlng what problems
that may exist with respect to the accuracy ‘of submitted case €1les, OCSE.
conducted an audit. dur1ng January throdgh May of 1983. Twelve states were:

. . ! - » !

.
.
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séleq*‘e;for review. The audit produced a hefghtened awareness of some of *
the weaknesses found in case submittal and served to correct these

weaknesses.

SECOND YEAR RESWLTS
/j The procedurai modificatioNswod systems enhancements implemented for the
" second year of offset processing apbear to have fulfilled their intended
v purposes. For the 1983 processing year (tax year 1982) , fifty (50) States
and three (3) jurisdictions submitted 872,328 cases for potential offset.
This represents a 55%.increase in number of cases submitted for offset, and
an addition of three {3) states and three (3) Jurisdictions.to the Program.
The average arrearage amount on these case$ was $3500.
As of August 31, 1983 offsets were made on 323,129 cases for a total of
; $169,353,506. The average collection per.case offset was $524. Thus, with
additfonal processing still to ur, we find that we have already made
b ., offsets in 50,000 additfonal c’es over last year. The cost to date rests
at $3,%50,525. :

In response to concerns for Joint'taiﬁayers. changes have been made in the
notice IRS fssues to“fnform the non-obligated spouse concerning the right
to claim his or her share of the tax refund. This is done, for up to 3
years after the year the tax 1fability was Incurred by filing a 1040X

J ; _amended return. Upon receipt of this notification {f11ing of a 1040X) from
the non-obligated spouse, IRS will directly refund the non-obligated

«  spouse's share of the amount offset and wil) adjust the State collection by

: the amount refunded.)

*  During the first year, payments made by the IRS to the non-obligated spouse
caused some problems for State Agencies, especially when the State had
previously refunded the collection to the taxpayer because no past due
support was owed. 0C§E and ‘IRS developed new procedures that were

5.
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designed to prevent the taxpayer-absent parent from recelving two payments .
on these cases, and-the State from gubsequently ending up 1n a deficit

- e situation as ‘4 result of IRS making an adfustment, s

.

For next year OCSE and IRS will be automating tps current manyal process
. _w« for the verification of a State payment to taxpayers. The State will forward
‘. on a weekly basis, the amount of 211.refunds made to absent parents, so
that' these transattions can be marked on the IRS file and ®nsidered n the -
> : he

event that the tupiyer seeks 2 dupﬁcate{pamnt from lRS.;;i,""

’

: ) . A
2 CHANGES FOR 1984 PROGESSING YEAR
Fordhost amongst addttions for the upcom';ng year was the option on the'plr.t
of the States to submit \a test tape of su;':p‘grt cases for processing by
. OCSE. This test tape processing allowed .the States to verify their own
" .systems formats and case’data Before the final submittal deadline of -
" October 1. Thus, errors datected as a result ::f the test ~tlpe processing,’
can be corrected before the final tape subflluai-. resulting in a much more
7 accurate and hence fruitful case file. o
. Also of significance s the extensfon o( the time !fryne'ln w'hltchvd'eletlor_ls
of cases previously submitted can be made. In the upcoming year, deletions
can be made up to April 30. This extended time period allows for
modifications’ to be made as a result of either the State recognizing a
__) mistaken submittal pr the absent parent paying his support;:obllgation SO as -
. to avoid tax refund offset. 2 :

o

For your {information, nearly e‘véry State which has a State ‘j_ncome tax has

e legislation providing for, or hgs already implemented a comp:arp_ble
procedure to the Fed%rn Income Tax Refund Offfat Program, State income
" tax refund intercept and other debt setoff processes have gained widespread - *

-acceptance and been quitév successful 1n collecting deanuentfcth
support, student loans, and other obligations owed to State gowernments.,

Several States have even extended this process to families 2
not recefving AFOC under the CSE program. : :

In short, I would Vike to say that as we approach the beginning of the
third year of the tax refund offset program, we do so with 2 great deal of
' sgtlstfactlon and pride over our past accomp)ishments, yet fully ‘expect to
‘ surpass those leyvels for processing year 1984,

v

Thank you again for this opportunity,
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Senijitor GRASSLEY. I want to ask sbome*questions. et o,
Oh, Ho you have a statement, too? . - e
Ms. oeppES. No, Senator, I don’t.

or GrassLEY..Oh, I thought you were ‘getting ready to
speak, jnd I didn’t want to ignore you if you did have 2 statement.
I want to ask questions similar to what 1 asked of the first two
witnesst)s, not necessarily to find out if there is any difference or to
verify olje against the other but to.get your point of view. Again, I
would ré¥er to the 1975 act in which Congress gave the IRS the au-
thority t collect delinquent child support ‘enforcement accounts as
they would collect delinquent taxes, and they said they had about
150 cases \submitted to them. Would you agree to that? -
Mr. ScHuTzMAN. I think he was talking about last year. b
Senator\GrassLEY. Oh, last year. : :
 Mr. ScayrzmaN. Since 1975 through the end of fiscal year 1982,
1,364 cases\have been submitted to the IRS, amounting to $9.3 mil-
lion. Of that $9.3 million, $1.3 million has been collected. o
In fiscal yvear 1982, for example, to help the Commissioner in'his
}estimony, there were 160 cases submitted and about $564,000 col-
ected. A '

s

“In the first half of this year, only 73 cases have been certified.

There are a number of problems with that process, and we think .
also that the current IRS tax offset has -alse a simpler, cheaper °
‘method for collecting arrearages. We think that the States {are
going to use this process even less, even though it has ,bee&a :
meager use; although some States do use it extensively, but it is
only a handful—two or three, really.
. 'T'think the reluctance relates to cost, complexity, and the length

of the process. The complexity comes from the documentation re-

quired for the State to submit to the IRS for full collection. For ex-
ample, they need: identification of the case, they need a topy of the
court order, and any arrearages related to that court order: they
~ have to document-what attempts they have made to collect, why
the attempts have failed, and they have to try to identify the
assets. This is a complex process, and it has not been used exten-
sively. . ) .

Senator GrassLEY. Would you generally say that the child sup-
port refund offset program has been. effective in reducing welfare
costg? Or are we still not doing the things to make it really effec-
tive? K e * ,

Mr. ScuutzmaN. No; we think it is an extremely effective pro-
gram. If one looks at the total collections for the 2 years, we are .
estimating in excess of $340 million, and those are direct ‘welfare
cots. So it has been extremely effective in reducing the welfare
costs. . o Co

Senator GRASSLEY. Are there, any pgﬁular problems with the
current offset program that need to be corrected? - oo
. Mr. ScHUTZMAN. As.I, indicated earlier, we have been working -
closely with the IRS and with the State and local folks, because ‘we
did come across some process kinds of problems. We havé made.a
number of imprevements in the process, and-we think the IRS will
fully automate, we wil}'be fully automated next year, and the proc- *

ess will go very smoothly we believe. g . BN
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Sendtor GrassLEY. What does it cost your, Department, HHS, to |

. reate a tape listing all of the ceitified delinquent payors which are
;- submitted toyou by the various States?

Mr. ScHUTZMAN. Creating a tape is very simple, but one has to

talk about just more than creating a_tape but.the process that we’

go through—~the edit, the correction, the ‘back and forth with the

‘States. I would say that we use about_seven or eight people in this
_process all during the year, both our computer-type people and the

. people that deal with'the States on problems. = - e
Senator GrassLEY. Do you. cla551fy that, then, as relat1vely inex- -

pensive?
*Mr. ScHUTZMAN. Relatlvely 1nexpensxve "t ,
Senator GRASSLEY. And very cost-effective? Coe
- Mr. ScHUTZMAN. Yes. '
Senator GrassLey. Has there ever been an attempt to find out

what the States put into all of this? I don’t suppose that is possible,. .
Mr. ScHutzmaN, We have been talking to the States. And you

know, as the Commissioner of the IRS indicated, the States would
charge $17. the first. year of operation, $11 this year, and probably

" less next year; but in addition to that, they have to put their list

together to make sure that the arrearages are correct. They will be

appearing before you today. I.suggest you do ask them that ques-

tion. We do not have that data
Senator GRASSLEY. OK.

@ Is the Departnient of HHS employlng any other methods to col-

lect delinquent child support payments?
Mr. ScHUTZMAN. As you know, the program is administered by

the State and local.folks and not by the Departmerit of HHS, but T

could talk about some other enforcement techniques that have
been used. :

We are allowed for exa ple, to offset unemployment compensa-
tion for past-due child support. This past year we are est1mat1ng
we will have collected apfxrommately $15 mllllon through that
process:

As you know lafo in our admlmstratlon s bill we have talked-~_
nforcement techniques such as mandatory wage.: .
assignment, State income tax offset. We feel those are the most:

about some othe

cost-effectlve, simple methods for 1ncreasmg child support enforce-
ment.

In addition, of course, in order to speed the process, we also have
in our bill the provisions for .a quasi-judicial or administrative
hearing to speed the process through the court system through the
legal process.

Senator GrassLEY..OK.

Mr. Schutzman, could I ask you Just stay there, but to halt an-
swering my questions. Senator Percy came in, and if you are ready,
Senator Percy, we would break in right. here, into my questioning

' of Mr. Schutzman, for your testiniony.

- Senator PErcy. Well, I very much appreclate that, Mr. Chair-

man.
Senator GRASSLEY. Mr. Schutzman is with the Department of

HHS. Would you proceed" _ e

.
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A Senator from Ilinois, who is chairman of the Foreign Rela-
tions Committee and on television every night, doesn’t pieed any
sort of introduction. R

STATEMENT OF HON. CHARLES PERCY,U.S. SENATOR FROM THE
o STATE OF ILLINOIS . °

Senator ;PERCY. I bring with me my credentials as Chairman of
the Foreign Relations Committee by having with me one of the
most distinguished diplomats in one of the most troubled parts of.
the world. We were in the midst of our conversation and had not
completed it, so I just asked him to come right along, the Prime
Minister of Cambodia, Prime Minister Son San, who is a man
much admired around the world, who is fighting a bitter fight for
the freedom of his own country. And' we, of course, along with
many of our allies, have been anxious to help him. So we warmly
welcome him to the Senate, but I know you would want to warmly -
welcome him, also, to the Senate Finance Committee.

Senator GRASSLEY. We welcome you, Mr. Prime Minister. .

Senator PErcY. Mr. Chajfman, the subject that you are dealing
with is a subject that has been close to my heart for a long time. I
have frequertly commented to the Government Affairs Committee

- that if we ran any private corporation the way we run the Federal
Government we would be totally bankrupt. There is no way any or-
ganization other than a government could operate the way we do,
and it’s about time we really chahged some of those methods.

~ When we consider that we are the largest lending agency in the
world—we have about 130-some” agencies of the Federal Govern-

‘ ment that loan money—we are not only efficient in loaning it out,
we are inefficient in collecting it. With $147 billion outstanding in
loans, almost $40 billion is in default. Now, that’s just a totally un-
acceptable record.’ e ,

As I analyzed and appraised why, 1 found that it was just as -
much the fault of the Government as anything else,.-in fact more -
so—very poor methods that are used. The very fact that, for in-
stance, I don’'t know of a bankein this country that would loan
money without :getting: a social security number. The Federal Gov-
ernment is prohibited from asking for that social security number.

We don’t hire outside collection agencies when we can’t get it
ourselves. We can’t report to a credit bureau a bad debt. We
weren’t even -notifying the other 129-130 :Government agencies
when there was a default with one agency,We found people who
.would go down a list of eight agencies or so and default one after
the other, the one agency not knowing the other had defaulted.
~ So we now are focusing on a particular aspégt of it that I think is
a proven and useful tool. And I do want tothank you very much

.7 "indeed for giving me this opportunity to testify. ]
<~ This hearing is the first time the Finance Committee has looked

“seriously at the proposal to offset tax refunds as a means of collect-
ing defaulted student loans since the idea was first proposed in
1979. ' N ) ’ ‘ 1_ )

I compliment you for your leadership in bringing this issue

before the committee today. "~ .. . *
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I will take just a few minutes to describe the Government’s debit-
collection problems, the legislation passed last Year to deal with it,
and why I feel strongly that a carefully implemented tax refund
offset program could be and should be undertaken.

Oveér the past 3% years I have held eight hearings on the debt
collection issue in the Government Affairs Committee. The Govern-

ment’s debt collection story is, as I have said, one of the most

- shocking examples of Government waste that I have seen—Govern-’

ment waste, fraud, and mismanagement. v
.Ever]\,.'l time I hold another hearing, another horror story of waste
gets—the whole story gets more unbelievable. For example, we

- found in testimony that was given, and I called various universities

up to see why they weren’t collecting student loans. I found a re-
luctance on the part of Harvard to call. I finally had to call up the
President of Harvard and say, ‘Look; we want your people up here,
and we’re going to see that they do ¢ome. And we would like them
voluntarily.* But the record was 80 bad. Here is one of the great
business schools in the country, and for a great university one of
the worst collection records: R L
We found that one out of four ‘Harvard doctors who received stu- -
dent loans were in default. Well, those doctors were earning over
$200,000 a year; they had an unblemished credit record.. They
belong to country clubs, they own good-sized foreign cars—a perfect
record, except they had never paid their student loan back. '
~And it is probably not the doctors’ fault. The word gets around
campus, You just don’t have to Pay: These are gifts, probably. Just
get lost. . .
Answers to the letters come back, Addressee unknown. Three of
them come back, and you are probably dropped off the computer.
So we had to strengthen- our business procedures, and we have
done that through the legislation sthat was enacted last year. We
have already seen absolutely dramatic results. _—
I went over to the Department.of Education, because I was horri-

-fied to find that, of the Fedex:a! Government, a total of 46,000 Fed-

eral employees who are re 1ving paychecks every twice a month
had defaulted on their stu ent loans. Five hundred of them had
Ph., Ds and masters degrees in the Department of Education;
making up to $50,000 a year. And I went over to officially notify
them, with Secretary Bell, that We were going to garnishee wages,
because: the Government has mever been allowed' to garnishee
wages before. . :

The legislation we passed last year that I had introduced, that
We overwhelmingly supported—and I believe-you were a cosponsor
of it, Senator Grassley—— _ .

Senator GRASSLEY. Yes. ,

- Senator PErcy [continuing.] Now gives us the’ power to do so.
And we were going to use that power in, the Department of Educa-
tion. -

I think for the most part we found we 'didn’t have to use it. As
soon as they knew we really meant business, that that was a loan
not a gift, they were expected to. pay it back and they were going to
bet a 25-percent garnishee from their wages, they started to pay.

So, it’s a matter of responsibility of the Government to bring its
procedures in line, procesures I think we find in the private sector.
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The.dramatic illustrations that we have had show that the $40 bil-
lion of money owed us that is in default now, which is equivalent
gob$400 for every taxpayer In the United States, is-a collectible

ebt. . ' :

For this year we have forecasted about a billion dollars collected
of brand new money through just the implementation of this law.
We have already collected $2 billion. Next year we estimated $3.5
‘million; now, the minimum estimate will be $4 billion for next

" year. So we. are making progress. But the step we are now suggest-
ing be taken will be even a more dramatic illustration of what can
be done. ’ ‘

Senator GRASSLEY. Is that $4 billion just education loans?

Senator PErcy. No; this is overall. Yes, because the student loans
totaled $6.5 billion, of which $3 billion is in default, about half of it,
which is a terrible record. : -

Mr. Chairman, no less than 17 States are now offsetting tax re-
funds as a means of collecting other debts, and they have had tre-
mendous success with this method. Here, the Federal system helps .
a great deal. You can test out and try it out on a number of States

" before you go national. , :

Oregon, for instance, is collecting $15 for every dollar it spends
on the program. There is absolutely no other way of collecting de-
faulted government loans that will return $15 for ever dollar spent
on collecting. ) - ' .

A preliminary study of potential savings in such a program €0 '
servatively estimated that $400 to $600 million could be collected in
2 years, money that otherwise would be written off.

1 have brought with me a draft bill I intend to introduce which
would establish a tax refund offset program for collecting defaulted
Government loans. Unlike Senator Jepsen’s bill, my proposal
would not treat unpaid student loans or other Government debts as !
taxes-due. Rather, it would simply allow income tax refunds to be

‘ - offset. The bill implements an offset program on a limited basis. I \

<L believe that my proposal addresses many of the IRS’s concerns.

‘ Here is how it would work: I e

. First, the tax refund offsét - program would® be “authorized as

a l-year test, to determine. the effectiveness of the program and .
test whether ‘the program had any adverse effects on the IRS or
tax system. At the end of 1 year, the program could be continued
or expanded if the Congress so desired. . .o )
.-~ Second, only those debts that had court judgments established in
- their validity would be subject to refund offsets during this pilot
project. There are at least 65,000 claims, worth $1 billion, at the
~ Justice Department which have not been collected. Many of these,

' claims have judgments. “Using:judgment cases gould assure that

! due process has been provided’ sb'e;debt’or. o ‘

Third, the offset could 'be used for collecting all types of de-

faulted Government loans, not only student loans. Student loans
represent only about 10 percent of the defaulted debt; thus, there is’
no reason to exclude the rest. . e

.. 1 would also propose that unpaid criminal fines be. subject to

_refund offset. That's one of the last phenomenons we have run’
into. With the jails crowded, jammed, more and more judges are
fining people. But here again, it proves crime does pay. ,}It’s-like

b - . .
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: gonng .down, take him down to the prison,cand say, “Oh the pris-

" on's filled. We can’t put you in there. -You are fined.” And then we
don’t make any effort to collect that fine. Even Gordon Liddy, after
all, was fined $40,000. And until the pressure was put on him and .
it was realized how much money he had made writing books and
maklng lectures, that he was forced to pay that $40 000: He _]ust
hadn’t paid it.

We are down now to the point where defaults are about two-
thirds of the total amount in recent years: It’s getting worse, stead-"
ily worse, not better. So ‘certainly an offset for criminal fines—

" there should be no question about it. Should the Government pay
~back an overpayment on a tax, for instance, to someone that is-

owing the Government money on some other account? What is the

. matter that we can’t, with computers, pull this. together and not

i ‘pay the petson who is Ong a crlmlnal fine to the U.S. Govern-
ment? g

In hearings I held in July it was dlscovered that criminal fine
collections have dropped off dramatically, and collecting them
drains precious resources from the U.S. attorney’s office. There are
over $100 million in uncollected criminal fines right today.

Over the past few years, opponents of tax refund offsets have
made several arguments against the program. Frankly, I don’t be-
lieve that many of these arguments hold up when examined care-
fully. Let’s look at a couple of them just head-on:

There is no“evidence that an income tax refund program would
threaten voluntary-compliance by taxpayers. In fact, the evidence

sseéms to show the opposite; 17 States have been using these pro-

grams that would threaten voluntary compliance by taxpayers, and
there has been no real evidence of that at all.

- Absolutely not a single State have we found where there is a
drop in the voluntary compliance. At the Federal level there is no
reason to believe that child support offsets have had adverse_ef-
fects; moreover, if the program were implemented as I proposed, a
1-year test, we could monitor any adverse effects. It seems to me
that a vast majority of taxpayers would be grateful to see the Gov-
ernment taking action to recover defaulted debts. . - - -

' {hose subject to offset would be assured their due process rights, ,

4

be¢ause only Judgment cases, as I've said, would:-be offset.
n offset program at IRS would not divert resources away from
their primary mission and make the IRS the Governments debt

_ collector. \

. .1 propose that the defaultedsloans not be cons1dered taxable
income; thereby, not requiring IRS to go through its lengthy proce-
dures for tax collection. Rather, IRS would simply match two lists

" of social security numbers by computer; send out one notice to each .
debtor to be offset, then reduce the refund amount accordingly.

T Again, in the test program only a small gample of cases would be

" ‘oftset. I would support, and I believe the 4dministration would sup-
port, based on discussions that I have had with; OMB gwm& the »
IRS the additional resources needed to do this task. . e N

Joint tax returns do represent a problem to an offset program

but not an insurmountable one. In Oregon, those who filed joint re-

turns but may have incurred their debts as individuals are notified

before the offset, to give them the opportunity to contest a portion
. " . . FS

Ve st
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of the offset. It may be necessary to offset only individual returns
in the pilot project. .

In summation, I feel it important, Mr. Chairman, to remember

. that irf general when Uncle Sam loans money to students, small

business people, and others, it is the lender of last resort. The Govq

ernment is often taking the risk that no bank would take. There is

often no collateral, the debtor has no established credit, and may

not even be employed. When one of these individuals defaults and

all of the routine collection measures have been taken, including a

judgment in Federal court, it seems to me that the Government

" has every right to offset a tax refund that would be given to the

person otherwise. I urge the committee to report legislation along

the lines that I have proposed. v

. I thank my colleagues here at the table for their very great
thoughtfulness in yielding to me.

Senator GrassLEY. I will simply thank you. I have no questions,
but I am glad that you alluded to the fine piece of legislation that
you steered through the Congress last time and your testimony

\  also included statements of how it has accomplished its objectives.
. I want to congratulate you on "your past success, and I am glad
¢ee you haven’t given up yet. .
- Senator PErcy. Thank you very much, indeed, Mr. Chairman.
[The prepared statement of Senator Charles H. Percy follows:]
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e STATZMENT (F SENATCR CHRRLES H. PEZRCY

Mr. Crairman, I would like to thank you for giving me this ooportunity to
testify this moming. This hearing is the first time the Finance Camittee has
locked seriously at the prmosal to offset tax refunds as a neans of collecting
defaulted government loans, smce the xdea was first propesed in 1979. I carpli-
ment you for your leadership in bringing this issue before the Cammittee today.

1 would like to take a few minutes to describe the government’s debt collection
problems, the legislation passed la.;t yeax" to deal with them, and why I feel strongly
that a carefully inplemented tax refund offset program could b¥, and should be,
undertaken. '

Over the past three and a half years I have held eight hearings cpetlle debt
collection issue in the Governmental Affairs Cammittee. The goverrment's Gebt -
collection story is, I believe, the most shocking example of goverrment waste,
fraud, and misranagement that I have encountered in my 17 vears in the U.S. Senate.
Each tire I hold another hearing, the horror stories of waste get more wnbelievable.
For exarple, we found out that cne out of four Harvard Goctors who received student
leans were in default, Ve discovered that the government’s own enplovees were de-
t'a_“.zlti.ng an their student locans -- 46,000 in all. These draratic illustraticns
are, unforturately, only the tip of the iceberg in terms of the scope of this
problem.  Government-wide, wnpaid delinquent cebts now exceed $40 billion -- or
rore than $400 for each taxpayer in this. country.

This disestrous situation’is now starting to turn around. With the oo ttment
of the Reacan Ach\mxsu—anon, and with new legislation enacted last year, over

54 billion more mn be oollected in fiscal year 1984. Four billicn dollars more.

But mich mare could be collected, especially from those who owe less than $1000, if
the goverment were able to use tax refund offset as a last resort.

Mr. Chairran, no less than 17 state governments are offsetting tax refunés as
2 reans of collecting other debts -- they have had tremendous success with this
method, Oregon, for instance, is collecting $15 for each dollarsit spends on the

-
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program.  There is absolutely no other way of collecting defaulted goverrment lcans

that will return $15 donus to every dollar spent on collecting.

“of potential savings fram such a program conservatively estirated

million could be collected in two years, roney that wau;ld be writcgn otherwise.

‘ Itave brought vith rme, a dra®t bill I intené to introduce, vhich A establish

a tax refund offset procram for onllecting Aefavlted c;;'lezjrrent loans. 'nlile Senator

Jerseh's biil, me prenesal vtould-not treat unpaic sguée:nt loans, -4r other government .
- dahte, as u-xes due. "’ather,—it.\-:ou.lc’ si{roly allos incame tax re‘uhds to “e ceiset.

The hill mhlermnt: an offest nrroram on A l\mth \—\n{q = T haljove f:.* v nro- -

posal addresses rany of the IPS's concerne. Hare i= bew it would work:
e The tax refund offset program would be a\;thcrized as a one-year test, to

determine the effectiveness of the program and test whether the program had
~ any adverse a‘fects on the IRS or tax system. At the end of one-year, the
- program could be continued or expanded, if the Ccngress so desired.
e 'Ohly those debts which had court jud ts eshablishing their validity would

be subject to refund offsets during this pilot project. re are at least

65, 000 claims, worth $1 billion, at the Justice Departrmeng vwhich have not been

collectec}. Many of these claims have judgrents.  Usi )udgnent ceses would

acsure that due process had been provided the debtor.

o The offset could be used for collecting all types of Gefpulted goverment loans,

not only student loans.  Student loans represent only 10 percent of the
defaulted Gebt, thus, there is no reason to exclude the . 1 would also
s propese that unpaid crmu.nal fines be sub)ect to're offset. In hea':ings

I held in July,’ it was discovered that cn.mmal Ine collections have dropped [

off d:a.—aucally and collecu.ng them drains prec:ous resources fram the U.S.

torney's offices — there are over,$100 million in uncollected criminal fines.

Over ‘past few years, opponents of tax refund offset have rade several argumnts
against the program. Frankly, I d'cn't believe that many of their arguments hold uwp

" whin exemined carefully. et me address them head on:

®
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A

There is ro evidence that an incame’ tax xetund Pprogram would thr.eu@ -
‘voluntary ccnpl.iance by taxp:ayers‘, ,I.nv fact, the evidence seems to show

the opposite. Sev;nteen staes h.aire'been offsetting state-incare tax
refm&‘and none have reported a d.mp in voluntary campliance or an’
increase in adjusting withholding to a\)oid refund confiscation as a

result of their offset procrams. None. At tﬁe federal level, there

is no reason to believe that child é’upport offsets have had these ad-
\-e.—sle\effects. Morqover, if the program ware inplemented as I propose -=

a one-vear test — we cf:vu.ld ronitor any adverse affects. It seems to me tha:i‘“

the vast majority of taxpayers would be grateful to see the government taki,ng

actipon to recover defaulted debts.

These subject to offset would be ?sgured their due prlocess rights because
only judzient cases would be offset, they hav;e .already had their cday in .-
couart. v o ’ » ‘
i offpet prosran at the IRS would not divert resources avay from their
prirary miesion and rake the IRS the ga.‘errr.‘ent‘g debt coilector. "1 pro—
pose that the defaulted loans not be considered taxable incame, thereby not
requiring IFS to go through its lengthy procedures fé;' tax collection.
‘;her, the IPS would s‘:n.moly ratch %wo lists of SOCJa.l secunty nuwers by

w
]

. scoputer, sand out one notxce to each debtor tc be offset, r_hdl reduce ﬂm

‘refund amount accord.\ngly. Again, in the test prog'ram, only a small satple *
of cases would be offset. I would support, and I believe the administration
“would gupport (based on discussions I've had with O'TB), giving the IRS f_;;e B
aaditional resources needed to Go this Fe’st.. » ' A

Joint tax retums do present a problem to ‘an offset- program,' but not an

insucmountable one.  In Ogegon, those who file joint returms, but may ‘i)
nave incurred their éabt’ as individuals, are notified before the offset
to give them an opporturity to contest a portion of the offset. It rmay ,
T
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. Ifeelxtlsinoortantwrenzrberthat inganml ».h:nUncleSmloansntney *"o-‘"'
tostudents smllbusmessnenandwman,andothers, itist}elende;oflat:xeson: -

The goverrrent is otte:n taki.ng a risk that no bank would take — there ls ofﬁan no
- s

! .col_lateml the debtor has no established cnedit and ray ot even’ be enployed
“Wen one of these md;v;duals defaults, and all othe.r ‘routine collection measums

havebee.nmken—mcludingaJudgrrantinfede.mlwurt—-xtsearstomthat_
\

] the aovern"ent has every nght to offset a tax xefund )
T B ¢ urge the camittee to report legislat.ion a.long the lines of what T have °

proesed, . . ‘ o
** Senator GRASSLE,Y I thmk the IRS referred to ‘this, but I dldn t
ask them for clarification, and I would like to know what the aver- . y
age amount of chlld “support -Tecovery is when we use - ‘the offset L
-method. . —'.':}"'

‘Mr. SCHUTZMAN: In the ﬁrst year the average offset that we ré- 2.

‘ .covered was $624. This' year it is runmng about a hundred dolla‘rs
-less, about $525. " _g.# .
" Senator GrassLEY. Can you explam that do ward trend? W

Mr. ‘ScuuTzmaN. I think it is probably rela ted to the. economy

Senator GrRAssLEY. Is there any way we could estimate the size of
debt owed back child support from non-AFDC families?

Mr. ScHuTzMAN. There has been some data from the 1981 census'

- report which was issued just this year, I w ld y that there were
6.4 million families, non-AFDC families, 3 f those were due child.
support, and 2.6 million receivedsfull cluld support; 1.2 million re-
ceived nothing, and we estimate from that report that there was - °
about $2 billion in 1981 owed in child support for non-AFDC faml-
lies, for those who have court orders.

Senator GRASSLEY. My next question, then would be: Of that $2
billion that is uncollected and owed, how much’do you think we <
could get from the income offset if it were extended to nQp»-AFDC
families?

Mr. ScHUTZMAN. Again, one would hgve to look ‘af the specifica-
tions. For example, there are some bills before the Congress today
that say all the people should be mvolved-wall children should be o
involved—in the child support collection enforcement efforts. Other
people say that it should be only those folks who apply- for the serv-
ices; why should we interfere with private problems and ‘debts
owed between two private persons?

So, depending on how one specifies the number of. people that °
would enter the system,:and it would probably be slow—we have
attempted to make some:estimates, but it depends on the spemﬁca- ‘
tions. As I said, there is approximately $2 billion owed from 1981.
Some portion of that would be collected, and it would have to be a
guess. We could make gome assumptions and make thdse guesses.

Senator GRASSLEY. So in other words you are saymg it is practi-
cally impossible to be very—— , Cp :
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. Mr. SCHUTZMAN._' Well; to.be precise. But one could make some
assumﬁtions and say that, compared to the current program, one

can collect x number of dollars.
* Senator GrassLeY; Well, then, leVs just assume that we iake the
program available to non-AFDC families, and let them' apply for it.

You would have to assume a certain percentage would ai)f) y; that*

would. bé.'a certain percentage of the $2 billion owed. Have you

done’it that way?
which’assumptigns you want to make. -

whateval assumptions you have made.

Mr. SchutzmMAN. We have not finalized our estimates because*we °

are waiting for.some specifications. - _
Senator GrAssLey. Well then, thé proper ‘thing for me to do

would be to ask you to submit that to ,u,s;.,v;v,ﬁgn you get that.

- Mr, ScubirzmaN. Sure.. 7 Tl AT , -

~ Senator GrassLEY. Héw much would, the extension of the pro-

ment? - S

Mr. ScHuTZMAN. Again, as you know,

gram to non-AFDC families increase t}j costs for your Depart-

occur. And, again, it depends on how one sets up the process. -

For example, it may be required, in ordef"ta: establish what the
arrearages are—there may be disagreement #&tween the two par-
ties—it may require a court hearing, and therefore that co_ul(f be

. 'very "expensive. You may have to reduce the amount of the judg-

ment or go to. court first, before you can actually subntit- the
amount. In othér words, determining the arrearages is extremely

' difficult,

" ments. It is very difficult to determine the nu

S0, again, it depends on how the’ process is specified and how
each State could work it out. And some States do have data—very

few—on what the arrearages ate in non-AFDC cases. Most States

do not. S
Senator GRAssLBY: QK.

I'm sorry we ¢agyt answer that question. Maybe I am eipecting ‘

too much. Mayhe!what I ought, to do is just ask+you to think about

. Mr. SchHuyTzMAN..Well, we ‘Hav'e been. And we have talked to
- somé of the State folks, and they will be up here testifying. It will

we do have the data available because it is rela

- be much more costly than the FDC, because, 'Fain, that’s where
be

r. It would be a

complex process. :
Senator GRASsLEY. I will go on, then, tetanother point.

Mr]{,r:SCHUTzMAN. As I have indicated, 'yoﬁ": know, it 'dep’ends on -

~ Senator GRASSLEY. I guess | am just asking you to report on

e fund 70 percent of the
State and local costs, and that’s where most of the costs would ,

d to welfare pay- -

I don’t know to what extent you can divide up delinquent par- = -

ents into low, middle, and high|income individuals, but my ques-

tion comes from the proposition; of "whether high income individ-
uals might be more sophisticated in avoiding the offset by claiming
additional exemptions to reduce their refunds. Is there any evi-
dence to that effect? - R

'Mr. ScHuTZMAN. Again, I think that would probably be produced

" in part by the study that the Commissioner of ‘IRS talked about

earlier today.
‘ =~
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. Senator GRassLEY. You have no evidence now? .
" Mr..ScuutzMaN. We have no evidence concerning that.

d, . " e e
*. Senator GRrassLEY. OK. Do your records include just-the division

“of péople in the income categories, so that we know. whether low

income or high income. people .have a better record of fulfilling
their responsibilities? T B i _
Mr. ScautzMaN. We do not have specific data on that..However,
there was a Stanford University study in 1962, and it is.related to
CalifoLniaf‘l’f?Eo:%i that there is little relationship betweén income
and“noncompliante. In other words, men with incomes- between
$30,000 and $50,000 a year were likely to fail to comply as those
with incomes under $10,000. So it is equally spread across the spec- .
trum. : 3 N : :
. Senator GRAssLEY. OK. v S ’
Do you have any idea™as to what percentage of AFDC child-sup-

S

. port accounts were collecked?by States before the Federal:Govern-

ment started to assist thro these two programs? Yoo
Mr. ScHutzMAN. The onlyeyidence we have is, in 1975 there was-
a study doné by the then Department of Health, Education, and
?Nelf,'are. It showed: that for AFDC families they collected $126 mil/
ion.” .’ = ' ’ Y ‘ R
. After the Federal legislation was apassed, in 1976 we collected
$200 million ,on behalf of AFDC families;and in 1982 we collected
almost $800 rhillion, which will give {aou some sort of order of mag-
nitude. . ; . ’
~ Senator GRassLey. What is the percentage for today? :
Mr. Scuyizman. I have somé .percentages.. We, collected; free

Sty

‘child support Federal involvement, the current 4-D program as we

call it, in 1975 we collected about,$126 million in child support on
})ehalf of AFDC families. Today wé .are collecting about $800, mil-
ion. g Do
The percentages of cases we collect from have varied( between 10,
and 11 percent over the short life of'this program. We collect abdut
10 or 11 percent of the cases. ' . ,
Senator GRASSLEY. That’s my last question. I want to conipliment

" you on your téstimony and your ‘answers to my questions; and I

will look forward to that additional information that I requested to
be submitted. .~ : iy ,
‘Mr. SchurzMAN. Thank you very, mucﬁ« S
Senator GRassLEY. Thank you vexy much. . y
[The information follows:] :

Ehen
» g : / . . S
Question. What .are your estimates for the co(lectxons,that could .be achiev

" under a non-AFDC Federal income tax offset process: What would it cost? 5

. tions until fiscal year 1985, As the

Answer. Based on the latest consus data regarding female headed households and
on IV-D experienicé, we believe 800,000 noa-AFDC’cases would be prépared and sub-
mitted for the 1984 tax year, inclirring administrative costs during fiscal year 1984. -
However, these expenditures would ngf produce an increase in child support collec<

ulation becomes aware of this service, the IVz
D caseload is expected to grow quiclfly, génerating 1.2'million non-AFDC caseg-for
sIRS offset in fiscal year 1986 and 1. million.thereafter. Each year, starting in fistal
year 1984, approximately 500,000 cases will require a hearing, either administratiye
or court. before the arrearage can be determined accurately. The range of costs pre-
sented below reflects the cost variations-asépciated with the type of hearing, as well

¢ as IV-D administrative costs. We have aséumed a 45 percent collection rate’ (fiscal

year 1982 actual), current law FFB( of 70 pércent, and a $525 average IRS offset (fisdal
year 1983 gctual)-using the latest available data relating to the offset for AFDC cases.

4
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The Federal arid State ‘governments do ngt retain any part of the non-AFDC col--
lections. Non-AFDC collectiong are paid to the family. These estimates do not in-
clude welfare cost avoidance savings which are the funds saved by the Federal and

State governments when a family isfremoved from or remains off the welfare rolls
because of the receipt of child support. o -

—

[Dolars in millons) -

fiscal years - - . [4

‘c‘;_ ” 1984 l?ﬁS 1986 1987-89

Collections....... kA 0 $190. - 3280 $350
Costs.......... ) ¥ $93-250 113270 , - 130-285 130285
FOORTR.....o o % 65175 80-190 T - B0MFEQ  gp-200
S8 . A7 S B-75 3580 . 40-85 4085 .

. v ‘ oY, S » : '

Senator GrassLEY. Our nékt witness is bestig}ying’for the Depart-
ment of Education, Dr. Edw#kd' Elmendorf, and he has been Assist-
ant Secretary for Postsecory
He happens to be the ad

istration’s principal spokesman for

Yy Education since Décember 1982.-

higher education policy. He'thas also served 'as Deputy Assistant

Secretary for Student Finantial Assistance, in charge of student . .

loan programs, and I' understandyou hdld 4 degree in hi
cation administration from the*Upijversity of Massachue
- Dr. ELMENDORF. Yes, sir. o -

Senator GRASSLr:\Eé:And would you'introduce your assbciates?

Dr. ELMENDORF. fhis is Mr. Ja#;Reynolds, Mr. Chairman, who

"is in the Departm®ht of Educatidni; working in the Off'ge of Stu-

derit Financial Aid as head of ourebt collections.task force.
Senator GrassLey. OK, . oo P IR
. Would you proceed as I have instrycted previous people to so do?

Dr. ERMENDORF. Yes, sir. I would hope that you could accept our

statement for the record, and I will tr"y'tq summarize it invaboyt 10

.
. : . . .. .
/ L L -~

minutes.
‘Senator GrassLEy. OK. « . - g L
[The prepared statement of Hon. Edward M. Elmendorf follows:]
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Aruitoxt provided by Eic:

I'appreciatg the opportehity to ‘be here tod’j to discuss the Departwent 'g

ipnn collection agtivities in,the ntudénf financial assistance loan programs

-

and to comment of S, 150, the "Collection of Student Loans in Default Act of

1983."

—

. . .- Y * - . i}
In the past two yenra}';ﬁn’Departnent'l atudent loan collection effort has been
L

aignific;ntly atrengthened through legislative initiatives 1ntroducéd in the 96th

+ and 97th Congresses. These new authorities have provided us with tools which are

necensary to successfully address luih an important reco;ery effort, -We are

proud of the’ progress we have made in 1nprov1ng our collection efforts on

defnulted student loanst Among the uajor initiatives that ve have successfully

implemented vithin the past year are: 3

.

!

== full 1Ep1ementation of private sector collection agency contracts;

d
— more timely use of Internal Revenue Address Locator Services; ﬁé
e

. . N L
- == a pllot project with the Internal Revenue Service to determine the

'~ feasibility of taxing as unearned income student loans which are
: .
- . 4

vritten off; ' -,

- 1mprovements in collection 8ys software which have ensbled us to

more effectively address the new authorities provided by the Debt

Collection Act of 1982;
- : : i K S
-~ development of the procedures to 1mp1ement the identification,
location, and salary offset measures to collect from Federal enployees

in default on student . loans ‘and, ) -] - .

‘-—7 inplementation of adninistratiye procedures which enable us to report
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e

defaulted FISL and NDSL assigned borrowers to consumer credit bﬁi&;us.
< . P . ."'- .
These iuprovenenta,,hiw)e-'contributed to an increase in collections from a level of

846 nillion in FY'BI $55.5 nillion in FY'82, and cuu'ent col.lections at a rate

'vhich 18 expectédao result in c‘xce‘a of 370 aillion for FY'83.

These allrtime high collect¥on figuus have been a diuct ulult of the conbined

' Fedeulv-private agency collection activfty. O‘f privute collec:i\on contuctora

received their first auigned loans for collcction 1n January of 1982. This ™

cooperative collection nctlvity produced $7 4 nill.ion in collectiona in the month

' of“Hjuch. 1983 alone, which exceeded by $L.5 uumn the higheat previoua monthly

total. - s o - ', EE o .

.o

. .

Even in.1ight of’ Ehcae Acc;:nplis(huents, we bel:ieve that more can be dons-by the
DepArtment to buud on then. in the near future we wu-l be tr'anonitting a
legislative propoul The Student Loan Collection Improvement Amendments of 1983
to further 1up;ove debt collection activitin and default recoveries in the
stludent loan programs, .Inclqded in thatylegulatipn are _pro;;oé:ais which
would: - . ’ ; \ o » R _

‘ — modify the procedur,e Yor disbuuing funds under the GSL program,
Under our propoul loan checks payable to thé student and the
institution as co-payeea, vould be unt to the 1nst1tution the
student attends. We believe such a poliqy _wou;d provide better
aséurance that loans are ‘uled for educ.uion;ll‘ purposes, and would
reduce the potential for aid duplication, an.d'the risk of "no show™
defaults. . l ‘

-~ expand and modify our current réquireuntq for exchanghig-'li'ﬁfgrtpa_ti»?x'\i;

on student defaulters with credit bureaus to provide that State

(2)

%
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& .

guarantee egencies, as well as the Secretary, be required to
exchsnge ‘#uch infomtion. This would reduce ney defaulta while

D . improving collections on existing defeults.

N -_ broaden the student eligibility requirementl to provide that a student

“ v

may not receive finenciel aid 1f the student owes a refund on a grent .
t or»is “in defeult on a loan made under title IV at any. institution.
Currently, thé lew provides only that a student in defeult or oving
a refund may, not receive further aid at the same { titution.

— provide thit the alx-year Federal atatute of limit  1ons for filing” - o

il e

¥ auit for collection of a loan would ‘apply to guarantee agencies filing
auch_suit. If the spplicable Stetg'limit 18 longer, the Ste'te Taw would
atill epm. Since th ) loang are Federelly reinsured and subsidized

S ' . * the FPederal statute of’s mitstions on recovery uctions ahould be the
R 5 ' : . . .o
minimum. -

. . . .
‘In addition to these Depsrtmeqtal pr’opossls, ‘the Depsrtment of Justice recently’
submitted legislsﬁion to the Congress ‘zthori“zing the Attorney General to contrsct
\q )
with privste attorneys for the litigstion invblving Pedersl debts including student

- - "

.
loan sccounts. He believe that® the threst of prompt litigetion in those instsnces

;e

where such scti’on is vsrranted will have pbsitive effects. “In ‘the short term,
? -L.
the United Ststea vill be able to secure and enforce judgements in those cages

where people hsve the sbility to pay but have liéply refused to honor their

obligstions. In the long term, the deterrent value of prompt litig:ﬁn will . -

o . N

. stand as a remind

'to acse vho are tempted'!o igno're their debts.

kYour letter of in.f
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.The goal of the bill ofsproviding the Federal Government with important credit

- management tools ;hich wi}l help_go increase effort; to collegt on student loans
in default is laudnble; We believe, however, tth the actions we are undertaking
UIE'UPPfapfilte agd sufficient at this time. Hi&h respect to.5§. 150’8 impact on

. 'tbe Internal qugq;e Service and the Aduinia?%aiion'a.position on this bill, ;e
¢

defer to the Treasury Department. . g

. A . . . s a B
Mr. Chairman, I hope this testimony has_beep responsive to the concerns of your
_Subcommirfee. I will be pleased to respond'éb any questions tHe Subcommittee

members may have. ¢

STATEMENT BY HON. EDWARD ELMENDORF, PH.D., ASSISTANT.
SECRETARY FOR POSTSECONDARY EDUCATION, DEPARTMENT
OF EDUCATION, WASHINGTON, D.C. K : '

- . - Dr. ELMENDORF. I appreciate the opportunity to be here, and
thank.you for bringing to our attention your bill, S. 150, on which. .
we will provide testimony, and also a chance to provide: the sub-
committee with an overview of ‘the activitiés: within the Depart-
ment of Education that I think, unlike the’subcommittee on Post-
secondary Education, we have not had a chance to review with you.

* So if you don’t mind us tooting our own horn, we wauld like to give
you alittle background on the seriousness of the problem, the mag-
‘nitude of it, and some of the efforts underway to try to improve

-~ debt collection in the Department of Education. -

‘« Senator Percy was very-accurate in stating that the amount of
the total burden or debt to the Government as a reslt of defaulted
student loans répresents about 10 percent. To be more specific, it’s
about'$3 billion that’s owed the Department in the way of de-
fauited student lgans. It breaks down into about $2 billion for the
guaranteed student loan program, which is administered prifharily
by the States or the State agencies, and another billion, dollars that

. is.administered under the national direct student loan program by

“’the institutions themselves. _ ! :

« . Senator Percy mentioned Harvard. He was not talking about pro-
grams that are administered by the Department of Education; he
was_talking about a program administered by the Department of
Health and Human Services. -

We have about 2.4 millioh defaulted bdrroweré. About ,1',_300,000 R

of those borrowed State agency guaranteed:loans, under the guar-
anteed student loan program, and about 1,100,000 borrowed direct-
. ly from an: institution under what we call the -national direct stu--
dent loan program. e T
< What has caused the problem of defaulting on student loans? I
think, first, years of inattention. Second, the lack of any appropri-
ate debt collection tools .which are available to the private sector
but not to us, on which we might rely for collection; and kind of a
pervasive attitude that it’'s OK for the Government to be generous
in lending money but lenient in collecting its debts.

jRY
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" The President, in 1981; directed all Federal agencies to improve"
their information management, financial management, debt man-

agement, and funds disbursement systems. OMB issued gbulletin -
. 83-11, which required the agencies to set up credit ‘managemerit
. " and debt collection task force efforts. The Department of Education
has done that. A major part of our effort, in addition to collection,
has been trying to set up a system that would avoid defaults in the
first place. And that would be accomplished under what we call the

Financial Aid Delivery System. . - . “ p

. The Department’s efforts have been significantly strengthened,
as the Senator mentioned, through efforts by the 96th and.the 97th
Congress. . oo G

In the past year, we have implemented a number of major initia- .

tives that were centained in the Debt’Collection Act of 1982 As I~

' just mentioned, under the Debt Collection’Act we, for,the first time
as a Federal Government, gat -¢olléction tools whic‘h the private

s Sy

.

L%

; - sector had been using for a nufnber of y€ars. " - s
.. There are three major initigtives I would, like to talk about just -
briefly, the first of which ts-one .of those 'tools we didn’t have until
the Debt Collection Act of 198Z%<and we ¥o.gppreciate the effort by
you and the rest of Congress forigiving us ##at action. o
We had not been able foun{il noy, gefer delinquerit student-bor- -
rowers to credit bureausi/"Toigfe, thal’y one of the most popular *
ways of getting the atten?om\o‘ i (&f‘e}pl d €tudent borrower, whengZ
their credit has been rest IC% > imited in other areas, areas that
they now consider to be ‘@ highe¥f priority than paying_b}g,kfjthéir .
student loan. , o e A M R
We do have that authority’ %We have already-negotiated-‘with oge. "
agency; and we are negotiating with five other credit bureays.-We. .
" expect, within 6 montks~bf final agréement, to have feferred ap'
proximately 500,000 accounts to eredif bureaus. - vr”‘.{f;:}? N
. ~ Second, as the Senator- mentioned, 'we now _have the "abilf?{';’to
offset against Federal employees the #mount that they .are ifP-de-
fault on their student loans. Cte e
As you probably have heard, we .have identified 46,800 Federal
employees who are in default on some: $67 million in student loans.
We have collgcted :about $3.4 mi]lion of that as of August 14 on ap-
.. proximately 5,600 accounts. CLee
The” Senator did have somewhat of an inflated idea of the*
Lo number of:defaulters in the Department of Education. I think he
D put an additional zero on there. We identitied, of.the 46,860 Feder-

+ al employees, 68 in the Department of Education. I am- happy to
report to you that every one of those 68 peoplé have either paid or
are-in repayment on their student loans. We hope that* the other.
agencies will be as aggressive. . .

. . I-would like to also state that we have just issued regulations

.- ‘which allow other agencies to use the salary offset provision nren- =
.« tioned by the Senator. We:can now offset 15 percent of the pay: of
+»  any Federal employee who is recognized as in default on their stu:
.o dent loan. . o o
“ Third, unlike many other agencies, the Departinent of Education

+  has gone forward*with a major collection contract with the private
sector. We have implemented, as of 1981, two major private sector
contracts. Those two contractors started receiving their first loans

1 3
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in. Januarﬂ__of. 1982. Since {gab time“we have transferred over
_400,000 accounts to the two o rs, with the value of those ac-
counts in the ‘neighborhood of $64) million.

- The actual improvements’in cgllections have been very siéniﬁ-

cant in the Department of Educfition. In 1981, we collected about
$46 million. That jumped dramatically to $55.5 million in 1982. We
expect this year to _cpllect over $70 million on defaulted student

loans. » .
But there is more to do, and-we believe that we can effect even

_ greater debt. collection through several legislative efforts that we

i v

plan to propese in the very near future. ,

I kndy that it's a technical program, but the loan pregram is the

. one that ] -think has the greatest potential for waste, fraud, and

abuse in«tHfe future, and the one I think S. 150 is attempting to
"direct its activities. . T
* ‘Right now, urider the current program, loan checks when issued
are made available directly to the student. We find that that has
resulted in duplicate payments, with students leaving one institu-
tion and attending another institution while.is the same year being
.able to borrow the same amount of money. However the law re-
quires that only ‘$2,500 may be borrowed in 1 year. In additional,
there exists the potential for a student to receive k at home
and never showing up at the institution. When - occurs, the
loan goes immediately into default, and we have the burden of
trying to collect it. We will propose legislation that will make the
loan check payable both to the student and to the institution. In
that way, the check would be sent to the institution, a copayee situ-
ation wouNybe set up, and the student would have to show up for
,class in orde collect the loan.
A second major problem we have is that-our guarantee agencies
in all 50 States, 8 trust territories, and other entities that have
‘agencies do not have the, ability to share information with credit
bureaus. We would ask for legisiation for them to do that. "
Currently, under the law, a student is able to hav% their loan
refund checked against only activities or receivables at'one institu-
tion. If they were to go into a different program or go to a different
institution, they would in fact not be able to have us offset that.
With the legislation we would ask for to broaden student eligibility,

we would ask that the student may not, under any condition, re-

ceive Federal financial aid .if 4 student owes a refund on a grant or
is in default on a-loan made under title IV at any institution and
riot just the institution where they happen to be enrolled.

And finally, we would®ask that the 6-year Federal statute of limi-
tations, which now exists for guarantee agencies on filing suit for
collections be extended, so that the recovery potential would be

greater. - ‘ o e
In addition to this, I don’t know-if you are familiar with S.1688

" which has just been introduced and supported by the Department

of Justice. It provides authority for Justice to contract with private
attorneys to litigate cases. We. now don’t have that authority. All
litigation is handled directly by the Department: of Justice.

In terms of your letter of ihvitation to comment on S. 150, given®

what we have heard from the witnesses from IRS and Treasury
this morning, I think it is appropriate that we should defer to

'y .

-
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them. I would, however, say that the concept of what you are
trying to do is very acceptable to the Department of Education and
very laudable. ' _ :

We will be responsive'to .any questions you might want to.ask
about the bill or about the Department of Educat;;@"s collections

efforts.{( >
Thank you. e
. Senator GRASSLEY. You have already responded to one or two of <\

the questions’ I was going to ask, through~your testimony, but I will
.continue with”other questions unanswered. _ )

In your view, would providing the IRS with the authority to col-
lect defaulted student loans be effective in collecting your cutrent
debts? ' s L s

Dr. ELMENDORF. We believe that the concept of having any other
.mechanism would be supportable; however, we do find, in terms of
J#éhat we have heard and what we know, that there are several
-~ $technical problems withthe bill as constructed. And understanding
'Ythat there is a study.go come in October which more or less pilots
g what we would do, I would advise waiting until we hayve the results
“%“% of that study to see what the effectiveness might be of an offset.
»&ﬁ; Senator GrassLEY. Then at this point it would be difficult fortyou
¢y, to say whether or not this approach would be more cost effective
‘ i than your current approach? . - . /

Dr. ELMENDORF. Yes, sir. : o , :
- The Government Debt Collection Act, which passed last session
permits Federal agencies to'obtain the names and addresses of
linquent debtors:fronr-the IRS files. Have you used this new tool 1n
. - ‘collecting delfni@ibhstudent loans? e :
¢ Dr. ELvenbbes: és¥wé haye! and I would peghaps let Mr. Reyn-

8lds give you'some more detail on that. Lo ‘
' Senator*GRAssLE?;‘?-'OK.'And while you are resporiding to that,
.- then, has it been effective, and has it been cost effective?
Mr. REYyNoLDS. Mr. Chairman, we were doing income tax address
. checks under an intéragency agreement since 1976. The Debt Col-
lection Act gave that authority to all government agéncies. In the
“w=- years that we Rqve been using it, we have found it to be extremely
-+ effective.in upda\ng old addresses of borrowers.
, a hit rate where, when we.give IRS the social ;.
security number o the borrower, they are coming back to us in
- * > ubout. 65 percent of the cases, witha good address. That, then, en-
e ables us to contact‘the debtor and in about 34 percent. of those
‘cases convert tglos'e‘ cases to repayment status. So we think it has
been very cost effective. .
Senator GRASSLEY. Is this a better collection technique tkan re-
ferring the case to the IRS to:do the collection? - o
Dr. ELMENDORF. We haven’t had the experience of referring. the
case to the Department of Treasury or any other agency. We have .
been responsible for collections within our own agency. I must,
however, tell you that there fs,such a progression in the collection
effort that starts with' the: J6an-going immediately into default,
- being first collécted on eithér by. the institution, if it’s a National
Direct Student Loan, or the State agency. We pay the State agen-
cies 30 cents on the dollar to collect defaulted student loans for the

[
’
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L Governiment. We then have those cases that can’t be Lcollected re- -
ferred back to the Department
We make an attempt in our threé major regions—San Francisco,
Chicago, and Atlanta—to collect using Federal collectors. We have
about 408 Federal collectors. We use the proceeds from’collections
to pay the "cost for those collectors so that we can continue the
effort. It costs'us about $10.5 million a year to do that.
We then refer the paper that can’t bicollegted by Federal collec-
tors to the private collectors. We pay anywhere from 28 cents to 40
cents on.the dollar to get that paper collected. N
So we have the very worst paper in our portfoho gonng ‘to the pr1-
vate collectors, as a. lastiresort. So we have a number of mecha-
nisms right now that are in effect, and we feel, with the additional
tools that Congress has given us, we can be even more effective.
Senator GrassLEy. These two contracts you referred 'to that. you
just made-agreement with, then it’s just at this last stage, what
" you refer to as the last resort. That s what they've contracted to
! collect? .
Dr. EL!\?ENDORF Yes, sir. We make every attempt, e1ther directly
. from the' institution where the loan originated, from the State
! agency where the loan originated, from the Government as a last
) collector, and then. the private collector as the one that gets the re-
sidual paper.
Senator GrRAasSLEY. And that cost to the Government is directl
related to the dollats they collect, g0 they.get 26 cents?
Dr. ELMENDORF. Out: of the dollars that they' colléct.
Setiator GrRassLEy! OK. And if they don’t collect dollars, they get
nothing? There‘ig not even any overhead costs or anything?
_ . Dr.‘ELMENDORF. That’s absolutely correct.
" .5y Senator, GRASSLEY How does that percentage compare to what
'.é the.’same pnvate séotor agenc1es might get for collecting a pr1vate
',g séctor debt? © -+ R,
.Dr. ELMENDORF - We! understand altfough we'don’t have any spe-
. Clﬁc study ‘on this,: thatf ween one-third and 50 percent is the
i1 raté<charged by private sect EQ}lectors for other types of debts. So
LF Uwé feel that we are in’ the rarge, in- fact. below the range, in terms
“of wha -we pay on stgldent loans.
' aLEY What 48 the percentage of that debt that can

be col ecte“a ’then, %hfs last-resort classification?
.Dr.” ELMENDORF. collect in the neighborhood of $70 mil-
lion this year. We e)ipect about a third of that will come from -

the private colection source, and they will take about ‘a third of -
that in average commissions from that which they collect., "Bt we
still anticipate $70 million this year, which i$ an-ihcrease of $15 .
million over last year, Sy

Senator GRassLEY. How many dollars’ worth of’ outstanding debt’
is in thgt last-resort category? : a

Dr. ELMENDORF. We have referred $640 million, total valug of the -
portfolio, to them. Now, they are in the _proces of breakl ,g that
down and working the paper, as we call it.

Senator GrassLEy. OK.

And I don’t suppose you've got-any way of estimating h
of that $640 mllllon you might get over a period of whateve years?

. T : /\-
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Dr. ELMENDORF. We did a pllot study in San Francisco before we .
contracted out the business of last resort paper, and I believe the -

record on that was that we got back 10 percent of everythmg we-
sent out theYre, keeping in_mind that that- ig - the .paper that is the~
most difficult type of paper to collect.

P

Senator GRASSLEY. Then, what perceqtaggo j:he total amounﬁ,.

' due is in that category of last-resort"

* Dr. ELMENDORF. We will probably put out 846,000 accounts over
3 years, worth about $1.2 billion.- .

Senator GrassLEY. OK.-Well then, I guess my questlon is, what'’s
that $1.2 billion compared to?

Dr. ELMENDORF. It's $1.2 billion of about $3 billion totally, keep-
ing in mind that the States are collectmg, that the institutions are

callecting, and that the Government is still collectmg the balance :

of the paper.

- Senator GRAeSLEY Those. are all of the questlons I Have I thank~_, .

you very much for your participation. - @ o
. Dr. ELMENDORF. Thank you, Mr.-Chairman. NS

" Senator GRAssLEY. We Would invite you to continue to. be in

touch.with us if-'you have any further ideas-on this legislation. 1
Dr. ELMENDORF. Thank you.
Senator GRASSLEY. Our next w1tness, who is testifying for the
General Accounting Office, 15 John Simonette.'He is an Associate

\ Director of Accounting andsFinancial Management. He is in charge

of operation and auditing of the Government’s accounting systems:
.He has worked for the General Accounting Office for 20 years and
,has served in his present capacity for 4 years. .
Would you introduce your associate?. .
Mr. SIMONE’I‘TE Yes, snr, Mr. Chanrman

STATEMENT OF JOHN SIMONET’I‘E ASSOCIA’I’E D REC’I‘OR, AC-
COUNTING AND FINANCIAL MANAGEMENT DIVISION, GENERAL
"~ ACCOUNTING OFFICE WASHINGTON, DC ‘

Mr. SiMONETTE. We are pleased to be here to discuss wit you

. "the IRS offset concept. With me this morning is Mr. Darby ith,

senior accountant, Accountmg and Financial Manag@]e Djvi-
sion.
My prepared statement containg background mformatwn on the
_magnitude of the Federal debt, as well as recent actions taken by
* the Congress and the admlmstratlon totstem the growth of debts

‘owed the Government. In the "\terest of tlme, I will move dxrectly )

to the IRS offset issue.
- Senator GRAsSLEY. Please. ,
Mr. SIMONETTE. Although Significant accomplishments have been
made in the collection area, continued efnphasis is needed to
reduce the increase in delinquent debts owed the Federal Govern-
ment. One means available is_the use of offset of delquent debts
against Federal tax refunds dué to debtors.
In March 1979 ‘we reported to the Congress that, of a sample of
"613 terminated debts tqtaling $431 000, up to $153 000, or 36 per-
cent, could have been collected over a 2"ear -period by reducmg the
debtors tax refunds. We recommended that on a test basis delin-

quent nontax receivables be collected by reducmg future mcome~
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‘tax refunds due the debtors. Such offsets would be ‘made only afte i
procedures to prptect th‘e debtors’ rights to due process had been
- instituted. The prQOpesal in the fiscal 1980 IRS appropriation bill to
‘fund 30 positions for such a test was not adopted; however 3several
Members of Congress were interested in pursmng leglslatlon on..
this point. '
 In response to a request from the chairmhan of the Legislative
" Appropriations Subcommittee, Senate Cgmmittee on ‘Appropri-
’ ations, we reported in July'1980 that in 1979 alone the State of
Oregon was able to collect by offset from tax refunds over $2.4 mil- =
- lion in delinquent debts at a cost of about $200,000. While at the
same time establishing strict cont®ls to insure the debtors’ rights
to due process #e protected and that tax refunds are not arbitrar” = ¢
ily offset. ' _ o . ,
In t ony before the Senate Governmentak Affairs Committee
on April 23, 1981, the Director of Oregon’s Department of Taxation
reported that collections for 1980 were $3.7 million, at a cost of less
- than $300,000. »
We believe effective arrangements for using IRS. offset to collect
nqptax debts could be worked out on the basis of interagency
.agreements -between IRS and the Federal agencies wishing to refer
debts for offset, with the Attorney General having a consultation
role.in the development of such’agreements. .
Our support of the IRS offset should not be 1nterpreted as a rec-
ommendation that IRS become a debt collection “clearinghouse.”
Debt collection is the primary responsibility of each Federal -
agency, and it is incumbent on top management to establish debt .
collection as a, priority and insure that the initiatives underway
and planned are successfully implemeénted. .
This concludes my brief remarks, -Mr. Chairman. We would be -
happy to respond to any questions that.you have.
[The prepared statement of John F. Simonette follows:] e
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) C OFFSET OF FBDERAL TAX RETURNS
Mr. Chairman and members of the Subcommittee, thank y or

the -opportunity t¢ appear before you to. discuss offseg of
delnquent debts’ against Federal tax refunds due to debtors.

Before discu551ng ‘the. offset issu.. I would like to: Qxesent the

Subcommittee with some background information on the magnitude

“"of debts oued the Federal Government and the efforts ~underway -to,
. .

:""‘-‘-:f _stem thls growth. N S ‘ .
Debts owed the Government an! enormous and growing each
‘years; wﬂth billions of‘dollars delinquent. Eedéral agencies

‘reported that, at the start of fiscal f982,‘receivab1es due from

billion of which wa delipquent. By the end of 'f
these amounts had érther increased to approximately $200 -

v billion and $38 billion, respectively,@with qontax delinquencies
: totalfily about §14 billion.ﬁj 7 3, R ;
T ‘To stem the continuedogrowth in these numbers, the Congress-
. and GAO have long called for strengthened debt collectio24 We

v ...‘ . . i -
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’ .
-have reported that the Government was not doing an g;fective .

. job.of accounting for and collecting its debts. Rec%gnizing the

need gor 1mproved financial management, the Adm&ﬁ&k&ration made
L] .
debt collection a management priority.

ADHINISTRATION s EFFORTS TO .
TMPROVE DEBT COLLECTION . ..

- v
In response to ‘br work and to congressional interest in

-

improved Government debt dollectxon, the ‘Debt Collection Project

was estab11shed in August 1979 w1thin the Office of Management -~

and Budget (OMB) for the purpose of identifying and recommendﬁng
olutions to Government-wide problems which impede agency
collection efforts. The Debt Collectiop Project, which was made

up of private and pub11c sector representatives, reviewed

Federal agencies' debt coIlection poﬁicies and procdﬂures."The

programs reviewed in these agencies accounted for 95‘percent of

the debt oved the Governmént. 1In January 1981, the Project:
issued itslfReport on Strengthening .Federal Credit Management'zﬂ

whxch included a ser1es of recommendations for strengtheing

n,,,
cred1t map)gement and debt collection..v:

’ Recogni?ing the need ‘for improved financial management, the

admxnistratiom made debt coflection a. management priority. In

-an April 23, 1981, memorandum, the -President directed the heads

of - execut1ve branch agencies and departments to develop and

implement an aggressive debt colletion program_by.

--Designating an official with responsibility and authority

s
for debt collection. Twenty-four ma~Lr departments and

agencies have designated such- an official.
——Reviewing current debt collection issues and preparing ‘-

.-action plans for :mprgng’debt collection, to be approved
a ., s g . - . . \ . »

by OMB.
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. T —-qumitfing-periodic orogress repQrts to OMB on the status =~

oo of pkanned actions. s ¥ X $
’OMB is responsible for monitdring adency‘etforts to comply

with ‘the President s d1rective and for providing a focal point

o

* . in the debt colleckion area. MRS ) ;

Iy

PASgﬁGE ‘OF THE DEBT COLLECTION ACT OF 1982

“/ﬂn addxtxon to e;tablxshiﬂé the policies governxng the debt
collectxon xnxtxatxve and overseeing agency corrective actions,
‘ ation s focaﬁ)polnt fqr the Debt.

N

]
pn April 23, 1981, ‘the Director of OMB,

- .OMB served as _the ad
el
Collection Act Rf 19827

in testimony before the Senate_Committee on,Governmental ,“4 Py
- " " R

Affairs, proposed comprehensive legislatién to eliminate certain

dxsincegﬁ;ves in the Government's debt collec\}on process- to

make available essential collection tools and techgfques

oo commonly used in the private sectoré and to provide for?
l‘ 3

iy

increased effxcxency and effectivnness in, the wayﬂthe Government .

N, w

_grants credlt and servides and colldcts xts receivd%les. OMB
‘- ' B
worked closely with the Congress and "o October 25, 1982, the

'President-signed 1nto law the Debt Collection Actgof 1982.

. Among other ‘things, the act N

s <,

; \
--allows agencies to disclose-information about an

individoal's debt to credit bdreaus except.when a debt
. b.l A

arises’ under IRS or SSA regulations-

——authorizes agencies to collect overdue payments from

> v

. - Federal employees througN‘d‘Puctxons from their

paychecks- R -

. )

-—permits agencies to disclose to debt collection - AT

contractors current addresses of individu&ﬁs owing " y

L4
tq_tne Government;

ERIC
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X k2
-—authorizes the IRS to disglose to & requesting agency

whether an appliifnt for a Yederal lodp—h;s ‘a delinquent

-

". ltax-account;

. s [
e --provides a 10—ye period'for agencies'to colLeé{<i
by administrdtive offset; ' o
--requires agencies to tharge a minimum rate of interest,
as well as penalties and administrative ‘tharges on,.

Y
deliquent nomtax debts unless otherwise provideﬂbfor*in

serVicés.

in the private sector.

. OFFSET OF FEDE&AL ;mx REFUNDS

.8

Altho}gh significant accomplishments have)been made iﬁ the

debt collection arew, continued emphaSis is

4 increase in delingquent debts pwed the Federal’
means available is the use of offset of delinquent debts against
Federal tax refunds due to debtors. .

. }3 Federal tax refunds are routinely made to many individuals

- who- have not paid debts owed the‘bovernmentn In March 1979, we

vrepd’ted to the Congress that of a sample of 613 terminated

debts totaling $431 000, gpugo $153, 000, or 36 pbrcent, could

delinquent nontax qeceiVables ‘be collected by reducing future e

income tax refunds due the debtors, -

. ®
debtors' tax refunds.
: K I
g
Lo
L}
,.
v =
;
A " >
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[ contra%tr statute, or agency regulations, and

N -—authorizes agencies to contract for debt collection

~ ImplementaEion of the act, ‘will undoubtedly increasev

collections by giVing Federal,agencies tools alreaby widelY used. L

eeded to reduce ‘the

.Goxyernment.

have bgen collected over A 2-year period by reducing the

We recommended that, on a test basis,

suéh’ offﬂet would be made

.5\.
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Bnly after procedures to protect the debtor s rights to due

O process had Seen 1nstituted. To prgtect the debtpr s rights to e
1 . due process the agency referrinq a debt for offset would be .
- : . . L N

! requred to ) ' -‘ s <

.--establish the ‘debts validity by givxng the debtor ample .

. —vnotify the debtor that the receiyablelwas being
?
transferred to.IRS-for collectxon, : . N
--nge the debtor an opportunitzzio reqqpst a hearing on

AR ‘the offset,sand R . .

o d - PR

4 L
“enotify the debtor wheh the debt was collected by offset. °

IRS expressed reservatfjéaabout the desirabxlity and

practicality of such a'programfwhen ba1anced against the,value *
: of concentrating IRS reso»rcds ‘and expertxse on "the -

administration of tax laws -as well as the potent1a1 negatuve
; -~ effect .on the’' taxpayer thhholding(system. A proposal in !he
fiscal 1980 IRs approprxatlpns'bxll to fund 30 positxonsvfor A !
.such a te was not adopted. . - ‘pA : : _— '
‘n{. © Several members of Congress, however, were 1nterested in-
) _<tﬂ pursdxng 1egxslation on this point. In response to a request
) . from the Chairman of the Legislatxve Appropriations e ‘ $\\5

$qpéomm1ttee, Senate Committee on Approprxations, we reporged in f -

Wy W
4 '1?80, thaq ih 1979 qlone, the State of Oregon was able to
v 1
. »
del'nguen de ts at a}cost of about $200,000, thle at the same
tdme, establxshxng strict controls to ensure that debtor s

T . rights to ‘due %rocess are prdg%ftqe and that tax refunds are hot

1 . \ . 4 . ) -f’_ -'"hu,, .,

-, N ' . . . . i
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§r5i£ratllﬁ’offset; A}a?g?étiqoﬁyfﬁéQQré the Senate -Governmental
Affa-irs"‘Committte o'ri'::P._:p;!_.'l":SIB., v1.981,’r§ Director of Qregq‘g's
Depar;mént of T;xation re%orted th?ﬁ co{iections for 1980 were ‘,
$3;7 million at aAco%t of less than 5300;060. In suépprtiﬁg '
this type of 6ff§et we wish to emphasize that t;e necessary§\“//
safeéuardsrté‘proteét“debtors aééinst arbitary offset actions
can gﬁd must be inst{tuted, and the offset procedures shoulq:be
tﬁoﬂbughly tested prior to full implementation. :

CS We beliexe effective arrangements for using IRS offset éo
.« Collect nontax debtsfcould be worked out.on the basis of.-
';iﬁtéragency agréehenta bqrween IRS and the Federal agencées
Qishinq’iﬁlrefer-debt?}f&r offsety ?Eth ﬁﬁe Attdrney G?neral’%
having a_consultationfrpig in the d{ﬁelopmen; of such
agreeéénts. 3Tﬁié wouia élearly'm?néSQE Iﬁé'éo.gollow through,
with an’ offset program to the extent'aépropriaté brocédures

.

could be worked out; The interagency agreement would grévide.a

. : ", ,e -~
mechanism for ‘resolving du# process and other .procedural

issues. We anticipate“that the;Aqtpiney General could - Tt
: o : L : A S
é contribute to resolwving diffe{énceg should the referring agbhgyg”‘
and IRS "be unabie to agree on procedures. o .o
i %" - . ’

¢ We are aware that the AFDC program provides for the’
K N . . . . .
collection of delinquent child .support:payments through use of
IRS offset. As with any new program,jcéﬁtafn'problémé are going
1 A rob voare s

" N “ .
to occur and*must be resolved in orderf?Or it to opera% an u

efﬁective;'efficient,.ihd economical manner. Although
program is for the collec¢tion of non—gove;nmgpﬁ debeg, we

believe the lessons learned .and problems'encounﬁered'éhquld be
’ s . .

LY i ) . .
. ‘
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© , collection of debts owed i‘.he Pederal Government

Our support of the IRS gffset ahould nqot : be interpreted as’
a recommendation that IRS’“become a debt collection
"clearinghouse®. Debt collection is the primary responsibility
of each Federal agency. It is incumbent upon top management to
establish debt collection as- a priority and ensure that the
‘itiatives underway and planned are successfuuﬁ implemented

This concludes my Qtatement I will be happy tb® answer any

» -

questigps you or other members may have, . : o

_ Senator GRASSLEY I knéw that your. office: has ‘traditionally been
concerned with the erosion of taxpayers’ comphance with our reve-
nue lgws. Do you have any concern that the' refund offsets and debt

referral to the IRS will undermine compliance? I know you are-

aware of the testimony from the Tres&ury Department on this
point. »
Mr. SIMONETTE. Yes, sir. We cert inly appreciate the potential
for such an adverse effect. This pd%
IRS when we asked them to comment on our report to the Con-
gress. :
What we are advocating and what IRS offset would do is to offset
tax refunds for a select group of people who haye not paid their
debts owed the Federal Government affect. We do not envision the
IRS offset would affect the general taxpayer. In other words, there
are people who for one reason or another have chosen not tp pay
undlsputed debts owed to the Government, and the use of IRS

-~ offset is a viable way to collect at least some of that money.
* - We are not talking about affecting the general taxpayer. We

0?98

t was also raised in 1979 by

have not seen-any ‘evidence, and the IRS appropriately pomted to -
this today, there is no evidence to indicate the - 1mpact—1f any— .

that IRS offset would have upon the voluntary.tax cempliance pro-
gram. We understand that IRS is preparing a study g‘hat; may have
some infortation to that effect.

Senator GRASSLEYwWell, considering that potentlal .Study, I guess
I would still ask—w question comes‘out.of-the frustrgtion

" that I feel because we car™ quantify the potential danger to volun-

tary compllance—whether or not your orgamzatlon ‘might be work-

ing. for ways to mieasure whethet or not-these initia¥ives would

affect voluntary compliance.
I know the IRS, that would be their ‘main concern; but as yeg

' _~have worked on these theorles is- there any way - that they can be
_ quantifi

SIMONE’I‘I‘E To my knowledge, Mr. Chairman, there would be

way that the possible impact could be quantified at this point,
’Sl ce there has not been extensive use of the offset program to«a).l
leét Federal debts
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What needs toﬁbe dope’ 1a to 1mplemen’Wthé pro Pam as we rec-

o °ommended in’ oux; 1979t rt.as"l}he program should be implement

o8

on a test basis—to ‘determine how.it could hpat.be worked out on- a
gt)vernmentwlde basis.  Also a test prograff  would help identify
major problems and hopefully any quantlﬁcatlon tf:those, includ-
ing the effect it might have on the withholding gygtem. ‘

The program for child support payments i8; only large effort
that has been done so far-using IRS offset,,’ We'ate in a situation

. Senator GrassLex. OK.
Mr.- SIMONETTE. We _have been advnsed at" least in the case of

~ Oregon, -that they have not experienced any significant effect on.

the withholding system. They have been using the offset program,
since the early 1970's.

Mr. SmitH. As Senator Percy pointed out 17 other States aré
now offsetting tax refunds and have not experlenced any effect on
the withholdingsystem. :

Senator*GRASSLEY.. In the case of Oregon, do you know whether

» - that statement is based on a perception that some tax administra-
gtor might have? Or is it based on some.scientific ‘analysis?

P Mr. SIMONETTE. | am not’'sure; do yowknow; Darby? A

‘Mr. SMrtH. As Mr. Slmonette pointed out, in the hearing: that
was 'held by Senatbr Perc in April 1981, the - representatives of the
State. of Oregon, stated Jat' there was ng adverse effect. I do not

_knoW:the basis for his'Statement. - v
“Senator GrRAssLFy. You know, I am aware that in the past sever- -

al years the Ger: sl Accountmg .Office has been ctitical of how

v

where we lack the ev1denée needed to: make such a determmatnonl

g

e

IRS might divide up their’ res0nrces to acc&mpllsh .some if its re- .

spon51b111t1es .
ince the provisions of the leg151atnon before us: requ1re the IRS

to’use scarce resources for fupftions other, than their main purpose

which is tax collection, from your standp®int and fro¥ your analy-
sis of the IRSs past- allocatlon of résources, do you feel that they
would be using their resources in a cost-efficient way if they were
compelled to pursue these responsibilities in yet more comprehen-'
_sive ways than required u%r existing law has?

Mr. SiMmoNETTE. We beli&¥e: that this would be an effective use of

“IRS resources. However, there may be a need for additional funds

for additional positions, for computer programing and other proce-
dures that may have to be 1mplemented d& not have a precise-
figure -at this'time, but as was pointed out earller, tghe 1980 appro-
priations bill did provide for 30 positions, iy

We .continue to believe that even if 1RS would requnre addiltnonal

. positions and additibnal funds to carry an offset program out, that -
we think, given propef implementation, that, this would be-a cost-

-+

effective approach and that a substantlal amount of money could
be collected.
Senator -GrassLEy. OK.”T appreci that very much and I'm
sure the IRS will even appregiate it 12
We appreciate your testi y, and
ing to work with you as we.decide what to do in this area: i
Mr. SiMONETTE. Tha *Chairman. L e
' oth very much. e

forward to our contmu- :

.
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Our next’ witness 1l's a panel of three: Dan Copeland,%onnie
Becker,:and John Abbott. I would ask t,hosg:')’fhree to come at this
time, and I would like to introduce Johﬂ;}%b ott g a person testify,
ing for .the Nationa} Reciprocal Family Sypport Enforcement Asso-
ciation, currently director 'd%%hp*ﬂfﬁt;e ‘of Recovery Services for the
“University of.Utah. - %0, %= -y e w
And of cotirsé I would like to say that th h program is na-
tionally recognized for their high rate of y in" ADC coliec-

- tions. i .. T T
Dan Copeland is testifying for the National Council of Child Sup-
port_Enforcement ‘Admjnistrators, of which he is currently the
president. He is a rxielxrr‘xﬁ)er of the executive board of this associ- '
ation, and he has served with the Department of Revenue for the -
State of:Alaska. . . oo , . L
Bonnie Becker is testifying as the director of the.Officesof Chilgf 3
Support Enforcement -for -the .State 6f' Minnesota. She has ‘beeri -
with that enforcéizent agency since its creation in 1976, %ad prior - _ &

to that she spent5years with the Hennepin County Child Support .
Enforcement Office. ’ ) . P e e
. Lwould ask you.to proceed in the way I introdticed Yous 7 *4
' i > ) Lo ‘¥ l"l"r_‘l!j-/'.
STATEMENT OF-JOHN P. ABBOTT, PRESIDENT—ELE(#; NATIONAL
-""l:l;ECIPROCA'L FAMILY SUPPORT ENF(%RCEMENT ASSOEGIATI‘ON,'.
.~ ‘DES'MOINES, IOWA g L
Mr>Agsort. Thank you, Mr. Chairman. It is indeed an hoAor ptle;
appear before this subcommittee today to address some of the g
issues surrounding the Federal tax refund offset program. o
As you mentioned, I am John Abbott. I am the director of the
office of recovery services for the State of Utah, and also president- "o
_ elect of the National Reciprocal Family Support Enforceinent Asso- . =
ciation. . ° . -
- As you may know, the NRFSEA organizatic:: is thg,la’:‘gest na-*"
tional_ forum for child-support practitioners, and we haye just con-
cluded our annual meeﬁing in St. Louis, Mo. During tife céursé of
our deliberagiorgiahe RS intercept program yas.extensivekg dis-
be reporting ‘to yau,on some of the rgsults of .
kwell as the paosition of the State of Utah red -
Yicept program. L s L
Slleie like to briefly address Jhe scope of theww 4
ore ¢<han 15 millign children are
er'is absent. Close,to qne-tifed of’
ore.than half of tHé.families who
ild".support do not. receive full pay-~5 -
n of billions of dollafs in support

#

‘garding the taf
First, howe g\
¢probiem. As 'y®U maWsnow,.
living in families where the
-those are:living in poverty.;
should reteiv_e“’épurt_:-orderfz :
ment; thus, depriving childre
money ow®d €ach year. . - - R e
In many of these casés the unfortu’naﬂe—chﬁdﬁn ‘Are left without -
the necessities of life. It is a shocking fact that over half of all
women: who receive child support.receive less than they are enti-
tied td. In’ fact, 38 percent of thesg¢-women gndgdfeir children.re- w. '
. Ccélve no payments whatsoever. »° =~ :
- » {The children in this country are, in fact ow.
n&buy from delinquent parents. This situatj
. _able. The 1RS'refund<6_ff_'set progrdm, howeytr, has made significant f

' -.> ‘ . é ".‘., ) . " _ 5 | " . ._ l; ‘\\.
X /‘*"(ﬁ\/ 85 7 N et

E :_,5.‘-40\' ’ T - a

.

oyer ¥4 billion an-
is clearly unaccept- -
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inroads Gw;i the last 2, years to at ledst
lem. o 00 ' 23 Co N
.. " .You have already heard testimony fron Mmissioner Egger and - |
" “EMF. Schutzman akout the success of the"phogrhm over the first 2 4
\ ~“ydars, so [.won’t elaborate ofi that. However, ¢learly, with almost ..""
v $34¢ million. brought’into State and Federal toffers as the result of{‘av~ 1
the intercept. progeiim, we believe the success speaks for itself. »
~ Obviously, fhereMave been problems, but in our view they are to .t
‘be expected With a program of this magnitude, which at this point ...
in time has affected over 600,000 taxpayers: who-have hasicallyy:
. ‘failed to live up to their chifd-support obligations. BN Ry
The impact on the Intérnal Revenue Service system has aIS(;Lﬁo ¥
+ doubt been significant. As' Comimissioner\Egger has pointed out."
© . However, the IRS has #een reimbursed at ifhe‘ rate of-$17.per offset
during the first ‘yeég and $11 per offset during the second ygar..
These sums of .money pbtained hopefu]ly have reimbursed th S
. for the costs.of providinggthis service., L v DA
We do appreciate the IRS’s cooperation and their willingness to
" werk with the States and’the Office of Child Support Enforcement
" gt the Federal level to malg thie program the success it has beende, -
Iate_ ':I“a.':‘.. .'t c . o v_ ‘v.“ .
From an individual State: point of view, ] would like to point-out
‘that Utah has been able to collect, thrbpgh-the IRS intercept pro-
.~ *'gram, almost $6.millid% in the past 2.years—Aand that’s a relatjvely
%, small State. Without the IRS, prggram, most of this money would .
haye sgone uncollected, and, th€ State: apd Federal Govetnment - .
‘would have beenleft withdut the reimburément for that portiongof
~_the AFDGunoney that was paid out. T : .
=, I would further point outhat-87 percent of the feasén for AFDC
eligibility in.the first Qlace'.’"ls the lack- of or the ingdequate pay-
ment ‘of ghild support: ~ ¢; © L .7 .
We appreciate the sugcess of the.program and the increased col-. -
.. lections thghave been. made; however, we- believe that.the pro---*
"~ %'+ gram should be conisdered for future éxpansion-in several dreas: '
»’*%.= " First, there are currently 1.5 ;ﬁon non-AFDC cases serviced. by

.. the-title IV-D: prograni. The pajority of' these individuals a¥e.,
mothers with ‘thildren living ba above the APDC grantylevel.
Many States;have made it a priority te service this easeload, to pré- -
vent these #idividuals from falling depeéndent wporizAFBRC aglist--
ance. Due to-the resounding success of the AFDC offsegﬂptogram,?“ .

- wegwould urge this commif:’tee to fully consider exptiading ‘this

* service to include the non-AFDC caseload. This could be done quite
easily on non-AFDC cases where the arrearage has been reduced to

ajudgment or a central registry record is available to document

the lack of payent. . o N M i

; _ We certainly do not want to get into a situation here we are
% . . iAtergepting tax refunds when the child-support debt is turrent.

Therbfore, we recommend that only cases meeting the above crite-
ria Ye accepted for the offset. o . .

~ We do have some procedural concerns with the 1040-X refund .

¥ ess where -the obligeg's present wife can amen the tax return -

% " using the 1040-X process for up to 3 years and go bac d obtain .

' her shace of the tax refund. If the tax refund has dlready been for-
- 7 .warded Y the obligee, any adjustment definitely will create some

, \,7‘

— - M o .
2 - . “
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) -prob{gms However, in spite of thﬁ dlfficulty, we urge the commit-
tee to recogMize that the receipt of child support through this
system is ofteft' the difference, for non-AFDC familigs, of AFDC de-
pe‘rklgence or financial independence. .

» e would further encourage the committee to inclyde in 'their

" offéet pravisions moneys ‘'owed to. the.State 4and Federal Govern-
ment frorh’ individuals*found guiltysof welfdre fraud. We believe
this should include AFDC, medicaid ‘and-fogd stamp related fraud,

e Again, the amounts owed should be’ reduc“ed to a Judgment by the

: courts before the offset couldocour. ..~ ¥

. T-would lxke to, pomt out that%ip Utah we have had a State tax
,mtercept program ?for 6" year‘ﬁ, ‘We fourid this -program to be ex-
tremely successful "Wee. hgve, irr fact, used 11',‘mcollect child support

’ for non- AFDC,&ses as well as welfare fratfd cases, We wou -
- courage the.commijttee to expan& the" IRS offsety to include these
kinds of activities. . ! Rt

Additionally, expanded enforcement through the 6305 process
should "be seridusly considered by~ e conmmittee; and we wo l? 2%
urge you to look-into expanding the access and streamlmmg t -

.. ‘procedures for this program. . g%

. We should also, I believe, eliminate this as a lasf resort measure.

We believe that the regionalyoffices of the office of child support

enforcement, could be responsible for central, momtormg to ellmn-

nate duplncatldns of effort. I
We believe that the use of this p’focess, ‘in combinations w1th én-

« -~ going State enforcement remedles should be-permissive. $

' " In summary, Mr. rman, we,believe thit the IRS tax offset

program hts beén a tremerdous succeés and should be further ex-
panded to help address the needs of hon-AFDC families and other .
areds where a public debt is_o wed. The bottom lme, as Senator- .. .
Percy has so eloquently. pomted out this morning, is the molding of .
an ethic which makes individuals responsible for their actions and
g‘:‘obllgatlons ‘be it welfare .fragud child support or other governmen&
debts that are owed. . - &
I thank you for this opslortumty to testlfg X 7
[The prepared statemept of John P Abbott follows ] o 4‘3
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Mr Chairman, 1t is an honor to appear before this Subcamnittee té’day to
< ;“- addre?“ some of the 1ssues surrounding the federal income tax refund
offset .program. I am John P. Abbott Director of t\vffice of Recovevy
. 1
. Services for the State of Utah and also President-e'le tsiof , the Natjonal
rcememt\Association. NRFSEA is the Targ
praqti¥i eé d-we hive just concluded .\,
&;"49" 8’{ {4
1s m

Reciprocal Family Support -

. ,|y
national forum for ¢hild suppo
L

- our annual meeting in St sour{. During (her course of QUE -
bdeHberations, the IRS 1ntercept program; was extens‘lVe]y discussed and ’I .
will}e reportmg to you -on the results of those discussions' as weﬂ as S

the pésition o? ‘the State of Utah regarding the ta% 1ntefcept program .

v

- . ) . - . - . . R o ,.'\.‘
o ) .' e ‘,/,,‘\J_ . RS Ty . X e :
: First \ev?, 1 wou'ld 'er to br!ef‘ly address t’h‘z sco'pe ‘of the = .
- ‘ prOI em. ou may know npre thavk{ miTHon chi'ld are"‘HV‘lng in _' o
SRR *
famiNes' where the father 1s absent

1dse to one-th'lrd of those aqe?
vag in poverty More than ha!f of ‘the fami'lie; wlio shou];d receive
; . : 1‘4 support do mot receive fu'I'I pa,ygnéru, ;thus deg';,ving 5‘

. . on% of do]lars in suppor% In many of these \

the unfortunate cﬁﬂdren are 1eft uithout"the necessitfes of

O
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chﬂd suppOrt receive less than theyegare entitled to. In fact @8% of ° -

3

these women and the1r chﬂdren receive no- payments what/soever. ‘th

‘children 1n this country ure, in fact, current]y owed over $4 billion

from de quent parents. - This situatjon 1s clearly unacceptable. * The

IRS refund off%et program, howeverg has made significant inroads over the

“last 'two years-to at heast mak(gga dent in the arrearages owed on the AFDC

73,000

’ ’ . = \
tases throughout the coultry n the f1rst year of the progam,

casesﬂwere processed whic yielded SIQQ mﬂHon in collections, 'Doring

4

' the second year of the P gm which 1s the year we are nomgin, $170 -

mﬂhon has begf’ﬂgollec
A 3y

t’hus far& C]earTy, mth almost $340 mi1Tion
,/ v brought mto the state

’u w
nd federal coffers as a result of the 1ntencept

<

program, its suc' s spé'aks for {tself. Obviously# there have been

prob]ems, bu&jn qur view, they mTe to be expected with a program of .
' this magn1tude affect1ng at thi's polnt'in t1me some @0 000 t%rs who

have fa11ed "to fgive up' to the1r child support ob 1g}!ﬁfon L

e S zﬁ%

* The 1mﬁact Fn”“the InternaT Re venue Se’nvige system has no ‘doubt” b

hﬁs1gn1f1cant Howevern it should . h po1nted out that

'_co§ts ‘of prov1d1 is- servﬂ:e " We. d

the states and the

§erv1ce M‘boperatm . and willingness to work with’
\ . n g q
0ff1ce of Ch11d Supporx Enforcement 1n maklng thls program the successf’it\

w ha.g’been)eretofore . , v-‘,"" e ? /
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Utah has been a to coHect,

2 '
N :."E. ) ‘ “.v‘ ten - . "
; 3 & Mion in the past two °
. g ".{— & 4 ARy W . "
e ,”,.
X Qf' & Y d have gone S
M T e AL

:.?5;;3'

P
-

N

g Yfentere -
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»

'f'lhﬂ: ‘was paid !
for AFDC

wi thdut reimbursement fqr
out. I wo iikexfO' a
'} .\ el'lg'lblhty is \the 1ac . fort payments
While . we appneciate the sk(js of the pro\g¢>am ,and the . increased
.coHections that have Jbeen made"pie beheve that the prqgram should be

»

cons1dered for future expansion in ?everai areas.
ey -7
First, There.are curreht]y 1.5 million ‘N~on§-hFDC' cases serviced by the.
e . Title 1V-D program. The majorjty of “th.e:se individuals are mothers with
| children ii\'r-i.ng barely above the AFDC‘ '“grant level. Many states have made
it aupri'ority to seruice,thigs case. load to preveth these individuals from
fa]]i‘ng‘depe'ndent upgn AFi)t assistance Due to the res’@ing success of
the AFDC . offset program, we would urge this | Cormittee to consider
e.xep the serv1ce to hfciudjth! Non-AFDC case load Jhds couid be \
3 donme easiiy, on those Non-AFDC cases where the arrearage has been )
reduted to a Judgment ora; central registry record was avambie to

._\/? »

document the lack of payment . We, ttainiy do not .want to get - 1nto a
pos1tio& where we are 1ntercepting

4%
x refunds when the chi]d support

debt 1s current Therefoge, we: reconmend that on‘rYY1 cases nfeetingr the -
above cri;eria be. accepted for offset. We do have pPocedufral conterns .
P L

: with the 1040x process Thé@‘bligee s qresent wife can amend t.he tax- .

returp using the 1040X process for up to three years to qbtai‘rrlher share‘%

! ) i - &
. Yo s ’ 3 ’
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o{ the ‘tax return. If the tax refu‘nd has already be ' forwarded to the

o

"’#\ N .
. { 0ngee, any adjustment woul% definitely Ccreate a prob1em In spite of

xpt

‘ﬂ&*mis difficulty, we urge the Committee to recognize that thp receipt of
child support through this system, is often the differ‘eﬁte for Non-AFOC .

ﬂ.ﬁ‘famﬂies of AFDC dependence or financial independence. ‘

. . . : .
We would further encourage the Committee. to include in their offiset

3

e state end‘federal government from

°

o provisions monies owed ‘to
individuals found gquilty Af weifare'fraud. W believe "this should

! : .
nd Food Stamp related fraud. .Again, the amounts

include AFDC, Medicaid,
L

Judgment-before the offset could occur. «

D
-

I would 1ike to point out that in Utah, we have .had a state tax intercept

- “owed should be reduced t

program . for six years. We have found this program 1) be extremely

successful. ﬂ,?el__hgve, in fact,. used it to co’Hectv chﬂd-subpo:rt for

* = Non-AFIC cdses as well as welfare fraud cases, We would encaurage the

) Committee, to expand' the IRS off‘set.tg 1n'c1ude these activitLes
Addition(l\ly, expanded enforcement through the 6305 process shod]d be
seriously cons1dered by this Comﬁittee We would ur?e the Conmz:‘tee to: .
'1."“ Expand a%cess and stredm‘!ine procecin'es for IRSw6305 procéss
Eliminage: lastqresort restricﬁon i o V-".li' T
’(XZ'SE ragionag y
momt(m%;‘ A reporg%

' duph;:‘atwr“'of effg’rt ’f E : .:,W':' % o S
h 3 : v. o : l- fon }’ h ongoing\
o E3 T Y - .

; é
""xremendous—success and—shoﬂd bgﬂfu%hari exgenfed—eo—help—addms_the____

" “needs of Non- AFDC fam111\es and other areas ‘Wer;e a , public debt is owed.
[ (s
The bottom hne is the molding ‘of an ethic which akes 1individuals

ofhces wkll be *-reSpéjubg for central -

to avoid

Penmt

\-:_ re’sponsi e for their actiong and obhgatfons be 1t _{fare fraud or

" P . . . .
L e Q upg"n‘@wed e = s : "* S
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Senator Grassi.ry. Before we go on, I would likc%p'h'avé you clar-
ify a point for me. I missed It; but later on you said you referred to.
‘above criterja’ in which-this procedure would be'instituted. What

are those criteria? - . :
i Mg. Assotr. OK. o . ! L
Those criteria were th@#fact that the non-AFDC $rogram should "*
be included in the offset process.'But in order to 3afeguard that
‘ process, the amounts owed should be reduced to a Jjudgment, either
A through a court order or an' administratiye order. - 388, &
Second, as another option, they should be a al
istry file where that infgrmation on the amourijtdl
could be documented, so thak'we would-‘have ‘a, g in h
were certifying togandetbit there would be no-§ - about the
fact that.the child support hield not been paid. = = . e
. Senator GRASSKEY. In the: legislation that I have spddsored, we
, would put resoursafiignto that central registry, greater resources.
. Mr. AsBoT¥H . And we are certain y-a'nxi%s_' to see that
legislation proog Y . . s B A
’ . Senator GRA§ B Copeland? ’ : «l

STATEMENT OFQSSI ORELAND, PRESIDENT) NATIONAL COUN. ©
CIL OF STATE'CHILD SUPPORT ENJORCEMENT ADMINISTRA- _
v "TORS, ANCHORAGE; ALASKA o : .

‘ * ;. Mr. COPELAND. Thia you. Good morning. . G - = -

@'I am Dan Copeland, “gesident of the National CBuncil .of the *

i
1 -

- *otate Child Support Enforcement Administrators. I also serve as -
. .. the director of .the‘%lagka State Child Sypport Enforcement
-, . Agency. Our national council includes the opeghtional headsof-each
. & State'child support agency.’ - B
” The council is committed to the principle that all enforcement

oy tools should be; available equally to%agll child \support cases. This,
. * should include AFDC and non-AFDC orlinstate \and interstate case-

' * - .work. It-is imperative that all absent parents recognize that all col-

“lection méthods will apply to-their own individual obligation to pay*

';:4 “- without regard to the egonomic status or locatidn of the custodial
v - parent with their child. R . o R
4 \ -, Many of the hills now fadthg Congress ‘include a p!{rpodg_ state-

*° ) Snengghat woul mply- this type of universal’approach. THe .offsét.
y of IRY refunds. for all’ cases rather than just the AFDC situations
would\be one 9f the most tangible statephents madetin this regard.
\ ‘In opening theiﬁiriefqh&“;offset processTto thé non-AFDC caseldad, *
it must be ré ogniged that ‘this has thgotential ‘for greatly ex- =
. Panding the number of cuistodial paren #lhat will want to'use the <,
o € il'ctsupp t system. Many cu?odial' parents thah havesgiven up
any though¥_of ever receiving dny child support -\ﬁ.,il,ffnowsee this .-
{ process as owlast hope. It is.important that we make sure that-
h tlogt: . - - - _ S AR
: jubgtantial barriers stand in“®he ﬁay of allowing )
ork to its fullest extent.-The first and most sig>.
JWificant faCtoy. is'the profranm intent. While chjld sapport an
~the nomAF “caselogd i currenxt?jr receix%g a2 lot of gttéhtion i

) 3

‘Congress a#d in_the States) many of the .State a pglitic'
-jurisdictions need assurances~that child s ppo ‘»serv'i‘_cé\s and.not .

- : i v b - . .~i
S L A . . e X
. 7 Y T : N S
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@ down through each county<and local child stpport op& A\

" The success of the AFDC RS offset refund process is one-SIANE
lude -the %‘

.-+ and the first attempt is made to work out aaflayr

o

governmental' AFDC' reimbursement I the| prograxn objective.
very basic message, that child support.is tb. be viewed ag a servige
“to the public, will take time to be accepted, Acceptdnce of this wi
have a substantial impact.on how the State and logal jurisdictions\(
implement the process of-offsetting IRS refund§ for non-AFDG ~
cases: Once the basic pregram intengis established nationwide,.

»offset process will become. one of the miost effective tools g )

driving factors in the pésh to éxpand the program. to inc|
non-AFDC caseload. During fiscal year 1982, better than &547,000
AFDC arrearage casés were submitted to IRSZ.gnd 260,000, or 48
percent, of these cases produced an -actuaﬁ‘ﬁﬁg‘gesponse. In this -
first year of bperafion, over $160 million wgs collected and distrib-
uted to the State and Fedéral Government; T#e figures are indica-
tors of success,‘fut.a\&gore important fact is'that many cases that_
had proved-towbe. totally uncollectable in thg pz‘gt now produced
_amazing results. - ‘ L P

" In many instances the process of pffse ing the refunds is de;.
clared to be la simple -aid Mexpensive pr . When compagred -to
some of the routine child support problems, this may be ttfle, but
in actual fact there is:a considérable effort invdlved. The States,
cOur;ées nd Federal governments all go’shrgygh a rotice process,
. which instires.due process prior to attachment. Once the notice is

_sent out - )e cakes,-a great number ¢f the absent parents
~#then contagf® appropriate agancy -at the State and local lgvel;..
¢ : § int arrangemeéht,
> +The phone~calls and office contacts coritifine -ty create extensive-
" workload requirements at the local 1éVels. Ndtydrally, this process
will find some cases where the arrearages-weré incorrect, and ad-
justments are required. These adjustments afe¢made timely and
withHout serigus gfblems in most cases. o : .

_ During June 982 the Federal Office of Chill Support Enforce-
ment conducted a review of selected Staté 1981 IRS submissiona-
-These reviews wefe instrumental-in refining.the process with qual+
ity asesurance mechgnisms, additig 31 . pre-offset notices, /and -
quicker deletions ot release processés. All indicatiens are tha %
operations for the next,years Wwill be even more effectivé’~ - -&&>
One of the first questfions that often develops when the IRS proc-
- ess for)non-AFDC casek is dbveloped is whether or not the process
will %gork in the ﬁfst place." This-question ;is dpacause there
. : ' @hs| associated ,with .thegnon-AFD: '

yare numerous prob, _ n-AFIX
that are not commomtojtheJ/AFDC caseload. Doing the

...~ process on th® non-AFDE caseload forces-peoisle to recognie thes
s «difficult situations on a large ny mber\af @§g¢s. However, ip 1s imit. ¢
" . portant to recognize that each -of these)problems is.a pt of every

’

'lya routine part of every agd

. enforcement action.on eac individual se in that non-AFDC
F?r exargpleyin every instance there  is lways the? possi
t

v

™

the ahglnt pargnt has sent the dhey directly to the custogial /

parent, and the arrearages as stated’are ihcorredt, if thQ's" is thef sit-
uation, the»due"grocess regiirements fof } seTzur
t0% i &spond.

." the dhsentsparen® wigh-

AFDC casés. It is used .in
D “as : - RN




e "91 e | .-
A State income tax refunds, seizing bank accounts, and will be a re-
quirement in any IRS offset process. While using the IRS offset
process for the non-AFDC cases will certainly cause some problems,
- all of these problems are resolvable and the process certainly
should become law. . ? .
~  The real question to be asked is not whether or not a State can
operate an IRS nod-AFDC intercept process; in actual practice the
bottom line question is whether or not the States and local oper-
.ationsshave the ability to accept the ‘additional non-AFDC service
. '/_‘/ré‘qui’reménts in all areas that this IRS offset process is going to at-

: tract. S o | ) .

. .. Thank you. o o

[Th?r following was provided for the record:]
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‘Nitional Council of State Child * |~ .
. Support Enforcement A‘dmiﬂi_s!rators '

tee on Finance Testimony Provided by: T
mittee on Oversight of Dan R Copeland
ternal Revenue Service " President

efund Of fset Program and 5-150 P

Septernber 16, 1983 .

Good Murning,-1 &m Doan R Copeland, President of the National Council of State Child
Support Enforceinent Adrhinistrators. I-also serve as the Director of the Alaska Child
Support Agency. Our National Councll includes the aperational head of each state child
. support agency. v ‘ .

.

A

: R : e .
The Courcil is committed to the principle that all enforcement tools should be available
vqually to all child support cases. This shbuld include AFDC and non-AFfDC or instate and
interstate casework. It és imperative that all ghsent parents recognize ‘that all collection

methods will-apply to theif own inu\ividu flo pay withoyt regard to the étonomic
status or location of the custodial er(jf > ’ .

b LN v
2N 1 . N
rposé statemnént that would imply this
s for all.cases rather than Jyst the ,
ements- made in this regard. In
| seload it must bg recognized that
this has the pnygmial for greatly qding the nuinber,of custodial parents that will want to
use ‘the child suppogt systern, y custodial pargnts. that have given up any thought of
* receiving child sypport will see this process as one last hope. It is inost important that we-
inake sure their hopes are not lost. | . [
. I o .

-y / \

L

Many of the bills now fa
® type of universal approgc
AFDC situations .wnuld i
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Senator Grasstey. Would you procesd?
Ms. BECKER. Yes. :
STATEMENT OF MS. BOSNIE L. BECKER, DIRECTOR. OFFICE OF

CHILD SUPPORT ENFORCEMENT. STATE OF MINNESOTA, ST.

PAUL.MINN. . -
Ms. Bicken Mr. Chairman, my name is Bonnie Becker, and I'm

the director of the Minnesota Office of Child Support Enforcement.
1 am testifving here today on behalf of that office and of the de-
partment_ of public welfare of the State of Minnesota. .

"~ My testimony today. will be directed to Minnesota's experiences
with State tax refund interception of debts owed to the State; State
tax refund interception procedures on nonwelfare families, and

Federal t:-x refund program for delinquent childsupport accounts:
Minnesota has had a State tax refund interception program in
operation for 3 years. The program is not specific to child-support
debts, but rather has included any debt meeting certain require-
ments which is owed to State or county government since the tax
offset program began. S ) o
Our -tatute in Mirnesota details the priority in which ~laims are
satisfied. If ihe interception program is expanded to debts other
than child support; we believe that the priority in which claims are
1o be satisfied should be addressed either in the !aw or clearly in
the regulations. This should help to avoid confusic:. among the var-
ious claimant agencies. . S o :
" If the tax refund interception process is expanded to debts other
than child support, the definition of what sp xcifically comprises 3
debt and the procedures developed for contested claims become of
prime importance. : - : S —
" If the debts of the various claimant agencies have not been re-
duced to court order or judgment, a contested claims_procedure
must be in effect to meet due process consideratiors. Regulatisns
must clearly delineate how contested claims will be dealt with; or

we believe due procece challerges to the program will prevail.
We believe that befrre .iaimant agencies are allowed to submit
claims, that their contested claims procedures be reviewed to
insure fairness so that the entire process is not jeopardized by one
weak link. e ; o
We strongly beiieve thut the language addressing interest paid

on any wringfully or incorrec.ly-applied set-off and data privacy

requiremeists be strictly enforced in any expansion procedures
under thie act to mnintain progran integrity. S

During the 1982 legislative sess’on in Minnesota, our legislature
authorized the withholding of tax vefunds to satisfy child support
arrearages on nonwelfars cases. This amendment was done in.-a

separate g:<tiun of our tax statutes, ~part froin the procedures in
place for irtercepting refunds on public assistance cases. This p-o-
cedure was treated separately because retunds on nonwelfare cases
are not a debt owed to the State. The order for withholding is
granted upon showing to the court that payments were not inude
whendue. o :

Before a refund is intercepted in our State on a nonwelfare case,

there must be a finding of an arrearage by a court in our State.

(Jol
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 The isste of accurdcy of arrearage amounts certified is the key to

deration of expansion of the program to nonwellire cases: It is
exsential that the child support agency know that the arrearages it
is subm'ttuxg Jre troe and correct.

It is our rec-mmendation, therefore, that the e expansxon of this to
nonwelfare cases be made only under the following onditions:

First; that the arrearages have been certifi~d as accurate by the
court; or

Second, only thos: arresrages which accrued during the period
thaz the child suppon a5 ency is servicing the case be si:bmitted.

Although these procedures will not completely absoive the child
suppor? agency of all liahility for inaccurate submissions, they cer-
tinly sdow intent by the agency that caps was undertaken to
assgre accuracy in the program:

Language within the statute ﬂetaxlmg hou jomt refund ,éit’uéi
'%mm will be proratig adds an elemem of fairness to the program,
and we recommend that this be given consideration.

ifficult to justify why a preser:t spouse should be held liable
iuntable finarcially to a former spouse.
@ of the major problem areas in the expanswn of the tax
intercept -program to nonwelfaie cases is the iscue of
‘smeﬂé«d réturns. Amended Federal taxes on form 1030-X may be
filed B a taxpayer up 'o 3 years from the date of initial filing. A

sifu wuch s follows could not be unusual:
_In o sionwelliire case, Minnesota intercepts the $500 tax refund
of Mz on and pays it to the ex-Mrs: Johinson for child support

Arrearage iighteen months later ‘Mr. Johnson files an amended
Telura, 1046-X, which increases by; tax lability and reduces the
; }"i. of thi refund that was already paid to the State of Minne-
iz, e RS debits the State 1o get their money back. The State
Jhelee ﬂm E*m-Mrﬂ Johnson who has_already spent the 3500 _on

5 +lothes for the children. Thie State has a $500

aTol, Ao End
Iim»s ¥ "eal dtm,\ars

I ds thas t’,' = of scenario that we wish to avmd There were tech:
v d nmcunms vt the Federal intercept program-in its first_year

ration. The FRS; the Federal Office of Child Support Enforce-
ment, and the Btates have been workimg diligentiy to overcome

them: This setond year of operation should be significant in deter-
mining whetthér the technical difficulties are solvable.
l hiave worked in the child support enforcement field in a profes-
mal capacity for the past 13 years and firmly believe that the Fe-
al tax refund interception program is the most elfective means
awpilable to collect large delinquencies of child support in a cost-
eff&tive manner.
If we arc traly serious about enforcing the payment of child sup-

port in_nonwelfare cases, it is imperative that the same remedies
be available to nonwelfare cases thut are available on cases where
public assistance is being furnished.

We support the expansion of the Federal income tax refund in-

terception _program to nonwelifare cases and offer our assistance
and experdise fo its development.
Thunk you for the opportunity to appear before you today:
Seninor GRASSUE 8&0 1 have a few questions; and 1 would ask
any or iull of you who have something to contribute ;5 each ques.
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tion to join in on the response. There aiight be some areas where
one of you would be more qualified to answer than the others. I
would appreciate it if you would take the lead if it is in an area
where you have more sdquaintance withthesubjeet. =~ ===
 There is no doubt ir avy «f yoar testimony that you all support
the extension of the refund offset program to non-AFDC cases—
each of you supported that, with certain criteria and preconditions.

Now; 1s there any opposition to extension from any administra-
tors in your field, because of the fact that the current program pro-
i @ administrative grant of 70 percent of" the cost of collecting
i nts from the Federal Government? Is there any problem

wpoTT: Well, as long as the 70 percent Federal funding
Pffect. Of course, there are several bills, including the ad-
mingstration’s, which would lower that to 60 percent. But as long
as we have that in place; I titink we can build the kind of a pro-
gram that will obviously result if you expand the service of the IRS
sntercept to non-A¥DC. You know, as Mr. Copeland indicated, that
is going 10 _cause un onslaught of applications, because many of
those individeals out there hawve exhausted basically all of their
remedies, and they are going to come in and say, “Gee, there is a
chance now to try to get some of that money back.” And it is going
to cause a tremendous onslaught of applications for that service.
_ We believe that it would require a continued commitment by the
Senate Finance Committee to the funding level that is now in
place, that 70 percent.
" Senator Grassiey. OK. But you arert't asking for anything addi-
tional for this? None of you are. or your associations aren’t request-
ing added funds” : S

“Mr: Coprianu. At this point; sir; I think what needs to be recog-
nized is that over the past 4 or 5 years the program has been-—
there has been s major_attempt to steer the program into the
AFDC casélnad. The AFDC caseload operates on a profit muotive,
and so forth, and if that's the intent the profit motive will take and
drive the program in and of itself. o o
~ In the recent past here, we have had a situation where there has
been u chunge, and there has been; all of a sudden; an entry to
where we are going to take the program into the total area of child
support—AFDC and non-AFDC. The question out there is; is this
intent going to remain? Is the program intent to go into the non-
AFDC caseload in a full and extensive way? — = - -
_The people who huve been here to Washington; D.C.. have been
through a number of heéarings, and we see that there is a great in-
terest in going in that direction: S .
_Now. we are going to have to go back out to the local levels, to
the tounty people, to try to convince them that there has been a
change; non-AI'DC is important. There may be some reluctance to
get into the non-AFDC intercept process simply because they are
not fully nccepting that there has n a change, that the program
should be addressing the entire area of child support, that the mes-
sagze will be received strongest via the 70 percent. If that is held in
place: and it's established at that 70 percent, it's established for all
child support cases, | think that message will be accepted: If there
is a reguction in that FFP; I think the inessage will be sent out
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loud and clear that there is a question as te what the program
intent is. _ } , ] -

Senator GrASsLEY. Bonnie referred to efforts in her State to col-
tect from non-AFDC. In either one of the other twt States, did you
testify to that effort? ) S
_ Mr. Apsorr. Yes, sir. We have been doing that for about 6 years
now and found it verysaccessful. .~~~ "

Mr. CoreLanp. We do it in the State of Alaska: Probably 75 per-
cent of the collection wor’ that Alaska does ends up being non-
AFDC casework. And we .wercept all types of State cash distribu-
tion program:. = ] o o

Senator GrassLEY. And ali three of you would labe! your individ-
ual efforts as successful? _

Mr. CoreLaND. Absolutely. . o

Semator GGrassiev. | am walking about nion-AFDC.

Mr. Corrtawp. For non-AFPC. . ,

_ It is important to recognize, though; that intercepting anything—
a State income tax refund or an IRS income tax refund—is a basic
seizure of property. A basic seizure requires due process. You've got
to tell an individual, “We think you are delinquent; are you?" and

to give him kind of that basic opportunity to say yes or no. And

then if he is in fact delinquent; maybe he lost a job, broke his legs,
and, you knpw, et cetera. The judicial process requires that we
afford the indjvidual certain opportunity for a hearing. =~
__Senator GuassLeEy. Have there been challenges in any of your
State courts on this point, as Yor instance in the Screnson case at
the Federal level? = L L B
_Ms. Brerer. ‘We had a challenge in Minnesota in the first year of
operation of the State tax intercept program, a legal aid challenge,

and they went girectly to Federal district court, and we did prevail:
_We worked—our office, the department of revenue, and the at-

isrney general’s office worked directly with the authors in drafting

sur State fegislation; and so due process was a prime consideration.
We had notices that were sent, an opportunity to ask for a hearing;
#trd that was the finding that the Federal district court made, that
dute process co.sidetitions were taken. . L
Mr. Assorr. We have had a similar experience, Senator. But I
guess the bottom line coricern we have—and we haven't had this
tested in terms of a tion-AFDC intercept with our State program,
but the scenario that Mrs. Becker described in terms of somebody
coming along 1% years later, filing a 1040-X, reducing the obliga-
tion, and getting a wubsequent refund, and then the State kind of
left out there holding the bag for $500; is a concern to all of us
when we talk about going into the non-AFDC program,; and we're
really not sure how to handle that sr how widespread these amend-
od returns will be, ) S B
_Sonator GrRassLEY. My last question: Mr. Copeland, I sense from
your testimony that you have a feeling that the tax offset ought to
‘be_used in a_wide variety of debts owed. | don't know to what
pxtent your State is invilved in widespread affects, but do you two

tend to agree or disagree with that sweeping approach; the use of
the tax offset? | am talking about beyond welfare and nonwelfare

family support issues.
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 Am I right? You were a little bit all encompassing in your testi-
mony- _ .
Mr. CoreLaRD. Yes, | Wag. ] o o .
Senator GRASSLEY. Do you have any feelings on thut from the

standpoint of expansions within your States or at the Federal
level? _ S - L
‘Ms. Becken. Senator Grassley, our program is 3 years old, and

when we went in with the initial legislation we started out general,

aix}v debi owed to the State, because it was a beliel of the z2uthors
that—— . N .
Senator Grasstey. Other than just family support?

Ms. BEckeR. Oh, yes.

Senator GrassLey. OK. - N L
_ Ms. Beckem: Any debt owed 10 the State or to county govern-
ment—delingent property taxes are being submitted, student
Joans, a varie.y of ather situations where there is damage to State
property; this type of thing. L

_The first year about 85 percent ‘of the claims submitted were
¢hild support claims. Other types of claims have increased since
ther. It hasn't posed any problems. T

Senator GRassLEY. Well, then, your States are considerably
ahead of what we are talking about doing here at the Federal
level—! mean, as far as the different subjec: matters that would
make use of the income tax refund offset? o
" Ms. Bicker. We have expanded into other types of debi in our
State programs. - S o

Mr. Coreranp: The State of Alaska’s program is a little bat dif-
ferent; primarily because the Alaska Child Support Agency is locat-
ed within the department of revenue; and all we collect is child
support. We are completely limited to that, and we really have no
entry into any other pregram at all. We are what they really call
»single and separate” by the CFR's.. . . o
~ Senator Grasscey: 1 want to thank all of you for your zestimony.
I have no further guestioning. 1 would suggest to you_tha! 1 have
benefited very much personally from your experience in this drea,
and I think it ought to encourage us at the Federal level not to pro-
ceed with a lot of fear as we look at other efforts to get at other
debt owed. -

Thank you very much.

Mr. Anport. Thank you. .~
Mr. CortLAND. | would like to thank yow.... . . .. .
Senator GRASSLEY. Our next witness is Mike Barber. He is testi-

fying for the Ealifornia District Attorney's Family Support Council,
and he is a legal representative there. It is my understanding the

funictioning of the council within the DA’s association is the en-
forcement of support obligations and the determination of proof of
parentage. o . ) o
" Mr. Barber has served the district attorney's office in Sacramen-
to for 16 years. ]

Mr. Baragi. That i& correet. . o

Senator Grasstev. OK. 1 would ask that you proceed as other
witnesses have.
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STATEMENT OF MICHAEL £ BARBER, LEGISLATIVE REPRE-
SENTATIVE, CALIFORNIA DISTRICT ATTORNEY'S FAMILY SUP-

PORT COUNCIL: SACRAMENTO, CALIF.
Mr. BarBer. Thank you; Mr. Chzirman. ,
_I want to thank the chairman and the subcommittee for the op-

portunity to_tstify. not only on behalf of this subdivision, the DA’s
association, bu : the DA's asscciation as 2 whole. . }
I want to al:o perhaps expand a list'e personal observation, after

having listened to the gentlemen from IRS, and their expressed
concern about the taxpayer being somehow turned off by tnis con-

cept. I wonder if they realize that there are taxpayers out there

who are deprived of support. taxpayers whose child support is paid
up in full, taxpayers who are single taxpayers who really don't

want to support somebody else’s children or have the risk of that;

marnied taxpayers with intact families like myself whose children

seem to need 100 percent of their paycheck, and we live off of plas-

tic. and retired individuals who have supported their families and
raised “hesi, who are taxpayers, too, and who do not_want to see
the threat of we

il of welfare dependents created because sogmeone is ab-
sconding wn their obligation to support their children. )

~ While 1 have no formal authority to speak for all of those people,
I would hope this committee also keeps those taxpayers in mind
when it weighs the testimony of the mgsaﬁm&tcopcgmgd taxpayers
somehow absconding on their taxes as well as their child support.
_. Senator GrassLey. 1 would support that and say that the percep-
tion of fairness of gur tax system is the necessary prerequisite of
voluntary compliance. I think the perception of unfairness will en-
courage pevple not tocomply.

Mr. Barger. Thank you; Senator; I heartily agree. =
__The refund offset program went into effect at the Federal level
in 1482 As you heard, it has been in effect in a number of States,
includimg California; for several years prior to that: ) )

It hiis been described to you in detail, and I will not go through
that detail again, except to say that the results from California
have proven_to be éeffective not only in terms_of collections but also
in reducing the cumalative debt. As | pointed out in my testimony.
that cumulative debt has gone down by $45 million in the second
year, wnich would suggest to me that we are cleaning up these
cases by the use of this set-off program: . -

. We also know, federally, how much money is now owed; at least
we have a ball park figure, $2.5 billion. And while | think thore are

still some cases out there not being submitted in same of the East-
ern States, [ think you are getting a much better handle on what is

not being paid. It has resulted in obligated parents paying volun-

tarily the support they ignored. By bringing to their attention the
sum due; scores of cases pay off delinguent support. Neither they

nor we readly wish to be entangied with the Internal Revenue:
Notice that they are provides a favorable resuit. .~
We have located delinquent parents. We were minazed at the
number of parents who have been found to have good jobs yielding
wubstintinl incomes. even though parent-locator services had not

tound them over the years. We have corrected accounting data;
finding in some cases where we had made errors and some cases
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where money had been paid directly, innocently, but others where
the public had in fuct been cheated: But we have had problems.

Wo have seen some dimunition in collections, some on a per case

basis as has been testified to here, but 1 think that the key for that

is the cleanup of cases, and also the malaise of the economy. I don't

think thot we are seeing people reduce their withholding to any
significant degree; I just think we are hitting harder cases in the
second year. . o i e :
" The agministration of the program I think could be improved,
dealing with complaints and errors. F rankly, as a local government
employee 1 have some problems with IRS’ notices and with the in-
formation passed on by IRS in that it's created expectations of in-
stant refund and instant sction at the local level, where in fact a
transfer of funds takes about 8 weeks from the time IRS sends out
d notice. o ]

I might add that local officials are able to get funds to the coun-
ties within 4 weeks after a notice is sent out, and thus errors can

be corrected much more quickly at the State level through State

tax officials than they can through the Federal. .
"1 have listed some of the other problems in my testimony with
the Federal notice process, and.1 will not go through them here,
because | know your time is limited. You have beer: here ull morn-
ing. and you have been very patient, Senator, and I certainly ap-
preciate it of someone belisves that this is a vital and important
problem: e s as

Incorré.t términology, though; has been a problem; and the lack
of understanding of family law is a deep problem at the Federal

1

RS personnel were referring_at one time to
these cases in terms that would lead one to ey

wronged or injured. As we discussed, presentiy this is an imcorrect
perception of the role of this individual in the process, but one that
resulted 1n significant nega program

cant negative public perception of the program,
and problems for the organization. . ____
We have lad to work too closely, I felt, with Federal attorneys
and educate them in family law; and created problems for our-
selves at the Federal court level that have been resolved relatively
simply at the State court level or never even came up because
there waz estublished case law covering these particular situations
at the localfevet. L .
_ Characterization of the refund is one. Surpisingly enough, there
are Federal cases that distinguish the refund from the source from
which those funds came from, distinguished them_in particular
from wages. And yet this had tio be, in effect, restated to Federal
officials in this area. ] have got the cases cited that clearly make
that distinction, and there are State cases that parallel them.
The second issue is the need for a hearing prior to seizure of the
refunds. Now, | have to differ from Ms. Becker in this case. We
have case law in California that makes it clear that once an indi-
vidual is before a court, and has the support order entered, that is
his day in court. There is that procedural pwotection built into the
program, and indeed we hp‘?grmn#y,emmmd in California a gar-
nishment law that permits on an affidavit any cumulative support
installments to result in a garrishinent order if those supaort in-
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stallments have come through in the last 10 years, based just on an
affidavit. = , T
Of course, a timely hearing immediately after seizure must be

provided. and we certainly concede that point. @~

Senator Gadssicy. You are saying that; under California law?

Mr. Bagser. Under California law, ves, sir. = .
_But that has been tested in our appellate courts; and an ex parte
issuance without a prior hearing of a writ has been conceived to
meet 2!l constitutiona] challenges: -
- Senator GrassLev. And you are saying we've got to do that in the
Federa) cases? )

Mr. Bageer. Well, what 1 am suggesting is that you do not need

a second and subsequent hearing before we submit the cass. And
frankly, if you want to run up the cost of the program that would
be the way to do it- I would suggest you avoid that.

__ These intercepts are claimed to be unfair because in some cases
there has been an agreement to reduce the delinquency through &
deduction from wages. It should be briefly pointed pmt many of
these arringements are simply temporary arrangements t5 avoii
the irdividual being held in contempt. = o
__Fourth, we have the problem of second wives: This was called to

HHS's attention early on in the program, and they were advised to
review State laws in terrs of marital property. However, confusion

on this issue has reigned, and State suthorities had to do their
homework independently. =~ =~ ]
__In California it was found that comsmunity property law made

such funds totally available for support obligations. As a conse-
quence, . was a2 nonissue iy California, and presumably in other
mmggi@ffﬁ@@?,&@ which makes the Sorenson decision, to
me, inexplicable; because under community property law, at least
as practiced_in California; Mrs. Sorenson's share of that refund
should have been available to pay this marital debt. ,
__Practically speaking; the issue ought not exist. Where second
spoures file a joint return they take full advantage of all the tax
benefits of the_marriage; yet, he or she has been a partner to the
one who defaulted in an important obligation of the yer, re-
imbursing welfare for the support of that person's child. Thus, it is
our contention the second spouse brings to the counsel table un:
clean hands to try 106 argue for part of that refund. -
__If in fact that second spouse is an independent wage >arner, all
they have t5 do is reduce their withkolding; and they avoid any
direct impact of the setofl. Instend they ijrjej}g?iiiigg&jijiiiﬁiéi
plan whilke tha family lives off the fuads that uid have been
used to pay for the family suppurt. They have enjoyed the extra
income Fesulting from the failure to meet this obligation. .

If the second spouse does not wish to participate, then that
second spouse should not file a joint return. o

There has been litigation claiming lack of timely procedure to
review setoffs; yet, State law in courts of equity, or an equitable
procedures, have traditionally provided for an accounti - = Failure
to recognize this or be cognizant of it at the Federal level I submit
has been a prublem that should not have existed: = =~
._Thus, the program_has had its problems ir its_implementation:

but these mountains are, 1n may cases; molehills; if problems at all.
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However, here is how, if | can zun through them quickly for you,
how 1 think we might improve the program: _ o o

“The problem of daclining proceeds in the future is being aggra-
sated by the obligated parent being permitted to_roll over. his or
“or refund 1o meet the following vear's taxes. Setoffs of funds owed
the government ought to be given priority. - )
" Rokoska and Enfinger, the two cases I cited, declaring that re-
funds are not tied to the underlying basis for tise payment in in the

first place; but that refund are dobts that accrue only at the time a

return is filed, could be reduced to statute. s
" The California community property law concept as to refu
sught to be adopted ss Federal lzw, thus eliminating the problem
of the joint_tax return tha; has been referred to ‘here previously.

Regional IRS centers ought to forward 'mtzercelgtea funds lirectly
to State agencies in their region where both the debtor zind the
State agency are in the same region. ‘That would cut out_tiivee or
four separate pairs of hands on that tmoney and reduce tkis Jelay
so that errors could be corrected that much more quickly, at least
whete evervbody resides in the same region: ) o
Where the setoff is being expanded to covér unliquidated debts

such as student loans, make it clear that such obligations are dis-
tinguishable from support obligations established by court or ad-

minigrative order. Make clear the imposit.on of a support order sat-
isfies any meed for a preseizure or presetoif hearing. Be careful to
avoid burdening the system with a plethors of preseizure hearings

where the obligated parent already has had his or her day in court.
Make clear the Federal Government does not consider itself bound
by repayment agreements Jesigned for the convenience of obligors
and structiired in the quasi-criminal context of cotempt.

Sanction by statute acceleration of payment. .- .. i

Should the setoff program be extended to other public debts, give
priority to the support. Recognize aiat,rmng support is one of the
basic civil obligations of not just a citizen btt any human being;
and it ought to take priority over student loans or even taxes.
_ In bankruptcy cases; clear up. the gray area that has occurred
where the bankriptcy court declares that the setoff ought to be
used to satisly other. debts, rather than to require the bankruptcy
court to recognize this is a legitimate governmental setoff.

And finally, extend the program to seize refunds to pay support
in nonwelfare cases. Use the concept of garnishment in such cases.

and this avoid any confusion with the governmental prior right of
setoff, and also; almost by that simple use of language, enter into
your Federal law all of the processes that are used to protect gar-
nishees and provide for simple, iquick, aftertheseizure hearings
that are provided in most State courts. - S S

IRS, in relation to the practical problem they have raised about

costs; should recognize thai they are, by keeping people off of aid,
saving an enormous amount of money. . [
I have testified previously 1o this %zt before the committee, but 1

will state it again: It coets four times as much o open an AFDC
cagr in Califorpia zx it doos a child support case. Half of 1hat

money that it tgats W Fun an AFDC case—cven if you pever spend

a nickel; Lhivs ig just adminisrative costs; eveq if you never pass out

- grant-=half of that cret is Federal muhey. IRS will be saving the

) s
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taxpayer an enormous sum if it can prevent or reduce the possibil-
ity of welfure dependence:.
The tax refund intercept program has proven 0 be an effective
revenue procedure for the Government. Problems have occurred;

they are being ironed out. Legal issues have been raised—they are

not insurmountahle. Many can be resolved by legislation right
The public has awakened o the fact that it has been refunding

large sums of money to individuals who have been absconding on
the most basic of cbligations to their family and society. At best;
such a course of conduct makes the Federal Government appear
foolish. The system has now been set in place tc in part remedy
this. Commonsense in terms of the cost of welfare as well as the
sense of justice and fair play say this syStem ought to be exterded

to those who have sutfered personally from family abandonment.

The statute. 6305; is already, in a sense, in place to do this: All that
is necessary 15 to simplify that statute. To not do so at this time; in

the face of the census data stztistics, in face of the collsction statis-

tics that we have, 1o deny single-parent families the simple effec-
tive way to remedy the wrong done to them in the fac: of the evi-
dence, is no longer to simply appear foolish, but it is to appear in-
different, unfair; or worse: . - S

I thank the chairman and the subcommittee for permittirng me to
present these views.

[The prepared statement of Michael E. Barber follows:]
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Principal Parts of Testimony

I. The tg{wsetorf program has been effective and should be

continued. It has produced significant results in reducing

the amount of child support owed the public.

1. Purported problema uith the program may ea IIy 5e re Ivea.

A. Reductions in withholding limiting rescovery do_ noE
appear _to have occurred. Such reductions as have
occurred may be explained by other factors.

B. Admi-istrative problems as have occurred could be
remedied by adJustments inVIRS procedu—es. * appears

they already have to some degree this year.

c. ISSEGS raIsed 1n llﬁtgation are-not novel. They have
been_resolved _at the state leével in the context of -
family law._ _Thus, probleéms witk characterizations. ot

refunds; repayment agreements, second spouses and tha
like have been resolved.

I1I. Recommendations
A. Legislation be enacted to clarify:

1. The_gdebt character of the refuna distinguishinx

. it from wages. . _____ _ __

2. The_obligation_entered_ into_ by second spouses

in filing 3 Jjoint tax return. ____ .

3. The inability of local authorities or courts te waive
the right to accelerate repayment of support,

B. Should setoff be extended to other obligations, the
law should state:

1. Ihe prIorIty or -support over these obligations.
2. The_ procedural rinality of a hearing establishing a
support order.
C. Non-welfare support should be enforced by seizure Of
refunds.

1. In any case where similar "choses-in-action® could

be garnished;
- 1V-D agency; and iz _
Adequate procedures eiISi r6P,§6§t-§iIiure revIew or
the claimed derault on the order.

w
.

This will both_save tax dollars and reinforce our
respect for the law.

28-099 O - 84 - 8

.
S
Y ©)

ERIC

Aruitoxt provided by Eic:



O

ERIC

Aruitoxt provided by Eic:

106

of the California District Attorney's Association. I am Michael E.
Barber, Legislative Advocate of the Family Support Council. I am here
on behalf of Edwina reters, President of the Family Support Council,
the Executive Committee of that ~ganization, Donald Stahl, erecident
of the Callfornia District Attorne;'s Association, and the "alfferais
District Attorney's Association, to reéview with thfs Subcomaittes the
sresent tax refund offset progras as it applies to past-due child
sipport, and to recommend that the prograw be extended to collection
SF ail child support without regard to the welfare status of the

case.

level for the first time in 1982. It had pirevicusly beem in effect
at the state level 1A rifteen states for thwee or more years and
had been 3 Success at that level. It was a suscess at the state
Jevel and has been Successful at the federal level, notwithstanding
the criticisa it has endured. 1 will attempt to respond to that
criticiss in this testimony and as stated above enceurage that the

prograz be expanded.

liv
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Sriefly stated, the program involves set off against tax
refund sums due the state and federal governsent as past-due child
support (or child and spousal support) that should hgve buen paid
instead of K1d for Families with Dependent Childrem funda under Title
IV-A of the Social Security Act. In the last two years under this

Program; the public has gotten back over $300,000,000 of the funda it
has spent supporting defsulting psrents’ chiidren. In Califorsia,

%he *3turn has been in excess of $70,000,000. Tho prograe »az; at
ieast In California, resultsd 15 & substantisl reductios of the
asounts past dué 1n these cases. In the first year, California
ldentified $549,000,000 as unpaid and past due. In the second year
the cusulative total was 3504,000;000. Thia waa rue even though
there was greater participation by counties thax duriag the firat
year.

There have been secondary bensfita as weli. Firat; we have
been ableé naticnwide €6 gét an accurate accounting on aums due in

In the second year, more jurisdictions participated and, as was

the experience in California, participating jurisdictiona aubmitted

support.

1111
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It Has also resulted in obligated parents paying voluniarily
support they hat tgnored. By bringing to their attention this
53 due; we have all had scores of cases pay Sff tréir delinquent
support. Neither they nor we wish to be entangled with the Internal
Revenue Service. Notice that they are produces favorable results.

it has resulted in th& Iocation of delinquent parents.

We are ABazed at the number of parents who have been found to have
G052 jobs yielding substantial income, even though parent Locator

seryices have not found them aver the years. How they Nave been

found; much to their irritation.

sipport officés: By trying to

@anner; cases na'e come to the

this conduct was through lnnocent error. But in others, it was
the result of a deliberate eéffort to cheat the public out of the
tunds due the public:

Bat nothning effective ever seems to come without problems
ahd the IRS intercept progras falls within that precept: The
problems fall within three categories.

First is a concern about continuing effectiveness. Second
are program ad@inistration problems, and third are problems with

litigation.

11241
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diminished in the second year; at least as to Calirornia. If
the trend continues, then in the long range it is conceivabdble
the ipa¢diate cash return will diainsh greatly, 1T this trend
is because of the change fn witkholding by the obligated parsnt.

However; there are substantial reasons why this may not be the

case. Firet, state experiente with the concept does not Bupport the
proposition that pecsle reduce heir withholding because of a setofr,
&t least fn the aggregate:. During the seversl years EHIS program Was

solely a state drogram in California collections sctuslly increased:
Thus, at least at the state level, wilhholding was not raduced
because of a setoff.

At the federal level, this prior state experience is being
duplicated. Notwithstandaing the large (mount collected last year
($168;000;000); collections this yesr are running snesd of last year
($169,000,000) .

The California experience can be explained as a temporary
phenomena resulting from the tax reduction, a slower econoamy,
and the fact the rirst year cleaned up wany vulnerable cases.

Az a consequence; it can fairly be said that the shole concept

has proven its viability as a revenue raiser and justifiable relief
for the taxpayer. Two years federal experience plus state experience
justifies continuing and expanding the progras.

But adwinistration of the program could be laproved. There

have been problems in dealing with compléints and errors. Much
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of the problem appears to }is at the federal level. Firat, there

{s the problem of Inaccurate inforsation being given the taxpayer by
regional IRS offices and by federal notices. The tederal notice

the states. in fact, tney ars transferred to Washington from the
reglonal ofrices by the Treasury, * -ansferred from the Treasury to
H.H.S., transferred from H.H.S. to the state governments, and finally
S i3k to tne local agencies that correct the records. However, both

ti. federal notice and the original inforeation canters are leading
people Lo bellave that COrrection? Say be made at the local level as
Soon @s the IndIvidusls are notified by regional IRS of the setoff.
THiS Both frritstes people and delays paying refunds where the funds
have been set off in error.

1RS, according to atate sources, ia less than fully
instructive to state government akiout the fnformation they are giving
governments; @uch confusion wight be cured.

Delay in transfer of funds crestes its own problems. Wnile
state tax authorities forward funds Within four weeks, federal
tax authcrities have taken €IgNt to ten weeks. Whether the funds
are due the public and necessary tc balance the books on @ case, or

3ré aue tne individual because of a correction the obligor nas

@ade 2+ the public has made, this ia too long a delay In transrerring

these funds. It would be & simple matter to transfer the funds

| j—
e,
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b
directly 1o states fro@ reglonal canters. at least where the stste
designating the setorf and zne obligor both reside in the same
region. This could be done by 2ip Cnde.

Setgff listy are reguired four months before the end of the
jeAr of s€toff: Where errors have been made or delinguant wums paid
off and deletions could be mace froa thé Satoff IIsts barcre aetors
duing so. Yet, at least in Californis; deletions may be wade on our
state t x liasts right up to the date the chack is forwarded to the
cBunty from the state. This inefficisncy has caused considerable
needless frpitation:

The federal notice of setoff given the obligated parent has
proven to be less accurate than sieilar stite notices. Amounts sre
different from sums 3ctually forwarded, states that have no interest

If thé Casé are BEIng cited a8 Tué ohed calling ror tns setofr; and
setoff letters are being sent out withn the refund check deing sent o
the taxpeyer nonetheless. States and counties have set up revclving
funds to pay refunds in advance of receipt of these funda froa tax
authorities where the names should have been deleted from the lists.
Wnen the aatier is one involving state taxes, the state counterpart
of the notice of setol? can be reiied on and peysent forwarded
without a problem. But where the federal governmery is involved,

actusl transfer of fun@s to the state or local level must occur

[ Y
ot |
il



O

ERIC

Aruitoxt provided by Eic:

112
7

Where there is an error at the federal level and funds
nave been in fa.t loat in the system, there seeams to be no cleay
way to get funds forwarded to the individual. While tnis is a rare
case, it would seem a complaint desk snd a federal revolving fund
sught to be set up to protect tre obligated parent anc to let the
federal governbment correct its own errors.

Incorrect terminology and a lawvk of understanding of family
law is the final probles:. THEs IRS personmel were referring to

Balieve they were "wronged™ or “injured”. As »ill be discisses
presently, this is #n incorrect perception of the role of this
individial in the process, but one that could result in aignificaat
public perception problems for tnis Program. Terms such as "reonged:

5r "1ijUréd® Havé How béen dropped from the vernacular, but nc®

without public relations injury to the projram.

In preparing for litigation, we have found federal attorneys,
“ive and except those from the Office of Child Support Enforcement;
the state level in ramily law context. Since federal judges often
are alsc inexperienced in family law, issues have been Eiven a
degree of importance at the federal level that théy 35 ot warrant.

susmarily.

The Tirst of these issues is the charucterization of tha

ot @ |

)
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refund. Certain forms of financial resources, specifically earnings;
are given greater protection in law over others, sucr as stocks,
bonds, savings accounta and the like, particularly where the funds

Lovalvm support. The cases of Kokoska v. B .lord (197#) &17 US 642,

and Enfinger v. Enfinger (MD Ga 1978) 452 F Sipp 553, have bGth

conclusively established that the refunds are not treated in law as
wages. They are analogous te a savings account and are a result of 2
complex mix of deductions and exemptions resulting from tncowe from
property; sale of property, and the Iike: SEI1] and nonethelsas,
this issue continues to come up and ®&7 . Pesulted Im at least one

of the refunds. The uniaformed on Eﬁiiiiiiii overlook procedural
protections already in the aystea for the obligated parent. First,
since the set-off regulations require that it be bised on an order

of a court or adainistrative tribunal; there alrzady has been a
hearing. It has been held in California that no second hearing is
necessary, the obligor has had his day in court when th¢ order was
entered, even if the suns seized are wages. Of course, a hearing
ifter selzure must be available, and such a procedure is avallable Im

the forw of an accounting. A second point often lost sigit of 13 the

¢eds of the family. As is

importance of the funds vis-a-vis the

pointed out by the Suprese Court in Kokosks above, these refunds are

L1z
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i savings plan; within the control of the taxpayer. They are not b,
sefinition funds Felied on for day-to-day sustenance. Thus tne

practical foundatioa for the pricr hearing casea do€s not exist

nere.
Third, these ntercepts are claimed 'o be unfair because
in some cases there nas been 3n agreement to reduce the dalinquency

through sn ordarly deduction froa wagas. It is claimed tiat thers i3
s ~ontractual waiver of the right to sccelerate payment. Wnat is

Jost 3-.ght of i# that the considaration for & contract in such cases
i3, &5 to the vublic, tIlusory aince the payoff rste often does not
equal even the statutory interest that ought to have been paid on
such sums. The public enters into such agreements Por the couvanienc:
o ihe woligor and to Geet minisidum standsrds & the courts in

avoiding a contewpt charge. The public loses om such

because €He rapayBant s Interest-free and psid in inflated dol'ars.
To allow the obligated parant who has alraady ripped off the pudblic
and violated the law by failing to pay support io s timely manner
to further deiay payment and pocketing a tax refund s uafsi, bat

to the taxpsyer. Yet we find redersl orficisls and the Treasury

10 particular unaware of fﬁi basis of such repaysent prograss and
Gfinécesaarily troubled by thea.

Fourth; we have the problem ¢f second xives. Inacfar s
this is & problem, it shouid be noted this was repestedly calt-d to

+h7 attention of H.H.S. By SCEt@ ofrici{ils before the first yssr

[y
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Sf the progras. They ~» advised to review state law and deteraine

how other joint accounts weré treated for garnishament procedures.

Yet when tne progras went into effect, confusion on thia {3su

reigned and state authorities had to do tReir homework independently.
In Calirornia {t waa Found that community property liav made such
funds totally avatlable for support obligaticna: &8 a cCONSedence,

it became a Aon-issue here (absent s premaritsl agreesent).
Presumably this is the law in other comsunity property atates; yet i

the Washington case referred to above, Treaaury attorneys eanceded

repalt 18 inexpliwadla under Califorsis cosaunity property law.

Washington is also a cossunity property atate. Legally then; the
issue say not even exiat.
Practically apeaking, the iasue ought not exist. Where

advantage of all the tax benefita of the sarriage. TYet #he (or

he) has been a partner to one who has defaulted in an imper
obligation tc the axpayer =« reimburaing welfare for the suaport of
ihat peraon‘a children. Thua the ascond apouse bringa to tha
counsel table unclean handa. A8 a member Of the fasily, the

second spouse has eajoyed the exXtra income reaulting fros failure to

west tnis obligstion. Wny should that apouse not also be called

i
ol |
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of Lenelits of a Jjoint return. If the gecond apouse does not wish
ts participate, then that spousd should not fiie a joint return.
Finally, xhere the second spouse i3 &x wage earner, that
spoiuse fould control the amount withheld. Thus, a3 & précti &l
feit'ser; suRd Ire GELAF Wept Trom the second fawily that could have
resulted in more 1iqaid assets being available to meet current

support, ard caved with the Trcasury, while the pudblic i« picking up
the cost of raising the chiidren. Now the ®econd apouse is asking

for the right tc pocket these funda. Shouwid this logic carey fﬁiﬁﬁiﬁ;
§omwons ha3 lndeed been weongEs. It 1s tha taxpayer. Yet a5 pointed
sit; at the rederal level the second: spcuse was initially describes

in terms reserved for iLnnacent victims.

Fifth, tazere has deen litigation claiming lack of tisely
Procedure to reviay SWch Sefoffa. 1 can only spesk for Califerwis,
Bat under our procedure whEre disputes about delinquensles sanmot be
#636Ived by H3gotiation; the fiiing of a molion Tor an sccownting (a
SGabriel® motion! can Quiskly be put Sefore & court and resolved. 1

concepts. But because federal ofricials have not tiken %he tisze

iﬁé Bis;rtci Eéﬁri ievei.
$hus the pro ras has had iis problems im its izplementation.

. “any of theze scuntains are in fact ®ole

As 13 shown by he a

129
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has heen laimed repeatedly, Aho resources are there to meet ouppo:t
obligations: Secondly, obligated parests and their second families
Jon't want to pay SUPDGrL; even when the resalt IS to aake the

wronged taxpayer pick up the bili. They would rather pay attorneys

progras has worked and 3o should be both reinforced and extended.
1n tHIS rogard I wish €o ¢lose with several recompendations.
First; the probleg of declining proceeds In the ruture

Setoffs of funds owed the government ought Lo be given priority over
such rollovers. The taxpayer othérwise is stuck with a bill for the
child that ought to be paid naw.

Second; the Kokeaka and Enfinger cases ought to be reduced

quarterly, they become federal property and beccms a debt to the

perssn rio@ whoG withheld ofly when 3 refurn L riled and approved
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or litigated.

Third, the California cogmunity property consept as to
refinds ought to be adopted as federal law; at least where Joint
+8€dris ars filed. The onobligated spouse under California law
1s given & right of recovery from the assets of the obligated
spouse for the community property used for support, should the
second family ever dissolve. This too could be made a part of this

runds directly to the state agencies in their region where both

debtor and state agency are in the same region. Alao require IRS to
clarify the procedure in it notices and statements and advise state
agencies of its procedures.

Firth; where the ccncept of setoff is being expanded to cover
unliquidated debts; such as student loans, sake it clear that such
obligations are distinguishable from cupport obligations established
by court or administrative orcer. Make it clear that the fmposition
of such & support order satisfies any need for a pre-seizure or

§v6-58657F Heiring: Be cEreful to avold burdening the system with a
Plethors 6f pre-seizure hearings where the obligated parent already
has had his or her day in court at the time £ho order was entered.

consider itself bound by repayment agreements designed for the



O

ERIC

Aruitoxt provided by Eic:

that family support I3 ohé of the basic civil obligations of not
just a citizen but any human being and ought to take pricrity aver

Eighth, in bankruptcy cases, require that, where a setoff has

occurred; the bankruptey court recognize the 3etoff and permit the
government to recoup its sopport debt therelros:

Finally;, extend the prograa to seize refunds to pay support

obligations in non-welfare It is already the law that auch

may be done {1.R.C. 6305}, but the procedures are obtuse and

cusbersome. The thecry should not be setoff (ailnCe there are ao
@atual debts), but garnishsent, but the nesd 1s as great. The
statistics that desonstrate the direct correlation betwesn AFDC

and @akes the federal government an aide and abeior in CORLe®pt of
court and criminal ncn-support by the delinguent parent, the concept

would be cost-effective as well. It coata four times ss much to

savings in administration in not having to 0pen a welfare caae,
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iside from grant Saviigh, “Guld pdy for the activity. Since aay

juse as certasnly as if it collected thes ita<lf from the absent
sirent to repay welfsrs costs. It would alao restere faitn in the
S7STem 3r the seprived parent.

There are concerns expressed about Such an expansion. 1l hcpe
t> 2eil with theam briefly. A3 13 shown ty the above, the predent
srugram has not significantly impacted iiiﬁa&iaiﬁi; €Xpansish snoals

a5t either. PrsSlems of resdjustaent of tax 1Iacflity at a later
iite seea illusory when It Is realized tnat such adjustments, tf
{n¥6Iving a claim against the obligatead parent; would mean nc aore
tran trat the government had advanced support to his (or her) former
spouse. It ia not as if a person wrongfully entitled tc fthe modey
rai made off with 1t.

16 firther ensure tnat the sbligated parent 13 not unfairly
bardened, tne claims snould come only from the child support agency,

be based on a 3upport orcer of a court or adainiutrative tribunal,
and trat there be provision under %A 1aw Of the atate that enterea
tha oFdsr F3p review of the eoAPEting CLAIAS Gf thé pirents before
+he Tunds are disbursed. Where the order i3 found in a state other
€HER EH3C WHIGH S4bMits the claia; then the state subasitting the
<13ia 3HGGId be rejuired to provide for litigation of the matter in

a convenient forum; 1f necessary in the forum where the order wae
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eatered. In ctner words, a case caanct Ce SuDmItted Lrless the

sitmitting agedcy IS prépared €5 Have tne clalm properly reviewed.

viztimized Ty thid Crimintal conduct just a3 3crely as is tane tazpayer

when tre family goea on welfare. To sisplify presert Iaw t5 permit

thode fadilies’ Pights to be Protécted IS o more than sisple Justice.

refunss Will be enacted speedily to permit im;.lementatica By January

1, 1§34,

revenie procelure for the governaent. Probleas have occurred at
the feceral level because of sdministrative Shortcomings thAt are
now being ironed out. While there Is some suggestion that the

program @ay Aot produce as BUCH Pevende in the future as it Ras in

CHe [ast, this probles still appears to be & mere shadow and say be

efslained by our economic malaise. More issediately it is reaching
the group at which it is aimed and is inducing voluntary compliance
Vith the law, even in cases wnere even coercion kas railed In tne

pas’.
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it Lest, sucn a course of concuct made the fedieral government appear

f3clisn. A system nas now Deen set in place £3 reaedy tmis. Common

sense in Tepms ST tre £ost Of welfare, as well asx a sense of Justice

FiIr Dlay; Says tris systes Ought to te extended to those whd

arc

tnat statate for tris purpoSe. To net &3 30 at this time, to deny
single-parent familiea this simple, effective way to reamedy the
srong ddrie them, ir K& r33& Sf the évidence; 13 no longer to simply

iffesr rS51iam BGt I8 to appear indifferent or unfair, of worse.
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Senator GrassLEY. One of the things I was going to ask, and you
went into consicerable detail on it, is what sort of suggestions you

have for improving our current system based upon California’s

experience, and you had a long list of those things. So I assume that
you included all you felt ought to be in there. : o

Mr. Barbser. Yes; sir. | wasn't able to touch on them all, but I
understand the time limit. - - S

Senator Grasstey. Well, if you want to add to any of that in
written testimony, we could have that.

Mr. Bagser: Senator, I certainly will. ] )
_ Senator GrassLEY. OK. Because our staffs ought to go down your
list to see how we can benedit from that, as far as our legislation 1s
concerned. o o

I think you have covered the point about how constitutional due
process can be maintained. Is there any suggestion in your testimo-
ny that in our proposied luislation we have gone beyond what we
needed to, to meet the congtitutional due process? ]

Mr: Bareer. | haven't Feviewed it to see whether or not you have
required any sibseqiient hearings after the initial court order that

establishes support. But it would be our position; given the fact
that in fact we are giving people notice as soon as the notification

is sent to IRS, that they may be intercepted, and they had better
clean up the record. To me, that is more than ample notice, and in
fact may defeat part of the program. They can then come into the
office that sends them the notice and then clear up the problem; if
in fact the problem can be created, it can be cleared up. -

. I.think that; as a practicc  «atter; if we could get the money
back from IRS a whole lot {aster, we would provide a better pructi-
cal protection to people who have been wrongfully intercepted than
any procedural nghts that might be written into a statute. The big-
#est single practical problem is just gettirng the dough out.

We have established a revolving fund in our office, so if we found
we had errors—and we have had errors in 5 to 10 percent of our
cases in any given year. | will withdraw the word “error.” Let's say
we have had ‘“discrepancies;”” because people have come in and
paid off, or we have found that there were direct payments and fra-
dulently received direct payments; and situations like that. But we
found we hxd to make corrections in 5 to 10 percent of the cases.

With a revolving fund of a relatively small sum, established at
the county. 1&;-51:?;;0;000 to cover our State tax refund program-—
we were able to make payoffs quickly, because the State in turn
got_that money out to us quickly. L o

_But the Federal situation has been 8, 10, and 12 weeks before we
saw_the money, after the notice went out; it has beet disastrous.
__Also, the Federal notices are disastrous in terms of PR. Also the
Federal notices about what is being intercepted and being forward-
ed have proven to be inaccurate in all to many cases. In State cases
we can make State refunds based on State notices. Federal notices
we can't rely on. We have to see the lists that actually come down
from the Federal Government before we can make the refund.
They_have even sent money to the individual immediately after
they have told him that his taxes were going to be intercepted and

he wasn't going to get it: We have had those situations at the Fed-
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~ Senator Grassiey: | guess what we need further explanation on
is from your testimony, where you say “a hearing after seizure
must be made available.”

Mr. Bagser: That's correct. = A ) _

‘Senator GrassLey. We don’t—I don't uniderstand why a hearing
after seizure as opposed to before: . : S

Mr. Bagser. If in fact; for one reason ar another, they don't have
to take advantage of that hesring, and ir:deed they may have to
kick in the cost; but that is a standard. So long as you don’t have a
hearing before, you are required in effiect by law, by case law, to
give them a hearing, a timely hearing, ufter seizare. =~ .
~ Senator Grassiey. OK: But if you have an opportunity for that
beforehand— S
~ Mr. BAreer. Then you would not niced one afterward. I would
prefer the after-the-fact hearing than the one before, based on the
way our courts work and tiie fact that, for the most part, individ-
uals are more likely before the hearing, even if they owe the
money; to ask for it than they are after; and after he receives it,
that only people who truly feel they can’t work it out in the office
are going to ask forit. _ S )

I might add; 1 worked on a State statute to handle a similar
problem. We have required those people in the State statute to con-
tact our office first; and if they don’t contact our office within 15
days after the notice; they are foreclosed from getting that after-
the-fact hearing. You might consider that in your statute, to cut
down the number of spurious after-the-fact hearings. L
Senator GrassLey. In your off-the<uff remarks before you siart-

ed your prepared statement, you requested that we not be overly
concerned about the adverse impact on tax compliance out of re-
spect for the honest taxpayers whe do pay.
Mr. Bareek. Yes, sir. . o S
Senator GrassLEy Do you have any feeling, though, whether or

not it would have, just in and of itself, the tax offset principle; have

any adverse effects on tax compliance? . - .
Mr. Bagrner. My gut feeling is that it would have just the oppo-
site. There is a feeling out there right now that too many people

are_taking advantage of the system, and the individual who is
People come up to me that I never saw before telling me what a
great job we are doing and how we ought to go and get these indi-
viduals even more. . . o

Senatnor GrassLEY. My last question is narrower in scope aid |

raised it with other withesses, is any evidence; in your case specifi-
cally, California; that high-income taxpayers might underwithhold
for the purpose of avoiding tax offsets?

Mr. Barser. No; there is nothing in terms of ﬁﬁaéﬁiiﬁﬁﬁiaiﬁg

in that regard. 1 think second spouses who are wage earners ma
well underwithhold to avoid being involved in it. I think there is
going to be that aspect to it; but 1 think that's a relatively small
group of people. That is their right within the tax system, if they

wish to redice the obligation. But I think the point that we could

make; then; as prosecutors in these cases, is that then there is that
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much more cashflow into the home, and the itdividual ought to

Senator Grassiey. Thank you very much.

Mr. Barser. Thank you, Senator.

Senator GrassLEy: We appreviate your expertise in this area.
_ Our last witness is Willic Wolff, who is exccutive director of the
lowa College Aid Commission, and that's our State agency in my
State for student assistance through scholarships, grants, and
loens.
~ She began working for the commission in 1965 and has been its
executive director for the past 7 years. L -
_ I have known Willis since | was a member of the legislature, and
know her to be a person who is devoted to doing a good job.

Would you proceed?
STATEMENT OF WILLIS A. WOLFF, EXECUTIVE DIRECTOR, I0WA

COLLEGE AID COMMISSION, DES MOINES, 10WA

Ms. Wowrr: Thank you, Chairman Grassley: . = o

I really appreciate being invited to come and talk with you today
and tell you a little bit about our lowa program, and give you our
reaction to the bill that is under consideration this morning. = _
_As lowa's State agency for student aid, we administer scholar-
ships and grants as well as the student lozns and the parent loans,
the PLUS loans. However; the guaranteed student loans and PLUS
loans are generating five times the private capital as the amount of

State funds_ that we have in State scholarships and grants. We

have $20 million; approximately, in the grants, and we are generat-
ing about $100 million in private capital for the loans every year.
Together, these programs are helping better than one out of
every two fowa students. . -
~ Just a little background on our program: From the inception of
the program 4 years ago, our commission was determined to keep it
a community-based program. It was our goal to get just as much
participation in that program as we possibly could. =
" As you know, lown hss a great many lending institutions. We
have virtually every bank, savimg- and loan, and credit union in
the State; a total of about 670 lending institutions, involved in
making loans to lowa students right now. . - .. - -
~ Over the paat 4 years.they have invested $400 million in loans to
siudents; and $3.5 million over the past year in loans to parents
under the new lowa PLUS program that just started a year ago
last May: ,, o o
_ Now, these are all positive comments that I've made 5o far; but I

don’'t have w tell anybody that the guaranteed student loan pro-
gram has lots and lots of problems. And very high on the list of
those problems are defaults. Actually, in lowa we don’t have too
much to complain about yet, because our default record is quite
good comparad to the national averages and tiie averages you find
in other E;qns of the country. But since the ifeption of the pro-
gram we have paid out $4.5 million in default claims. That does not
iii’clﬁdé,d@@th@ﬁd,disgbilitzénd,!?%inkruptrg; .

Based on the $102 million in loans that have entered into repay-
ment so far, that's a 4.5-percent default rate. It's not too high com-
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paratively speaking. The national comparable default rate would
be about 15 percent, I believe, if you include the federally insured
paper as well as the guarantice agency paper. o o
"Our collections? I'm sorry to say I'm not proud of our collections
at this point. They amount to ¥123,000 on the defaults that we

have had. This is just about; not quite but almost, 3 percent of the

defaults. That's not good enough in the view of our Commision; and

we're taking steps to improve that. ] - o
Now, you understand we are just reaching the point of maturity
in our program and peginning to realize a full quota of defaults. So
we are doing a mumber of things, and one of the things that our
State has done in the last year is i establish the State tax refund
offset for guaranteed loans. It lias been in effect for child support
payments for about 3 years in Iowa And the legislature, upon the
recommendation of our_agency and with. the Governor's support,
has extended this provision to student loams.
 The recoveries so far have not been very impressive, because we
just began claiming tax refunds this past year. We have collected

$10,000. We have had 23 matches between the default and tax
refund records. Sorme of those matches were for students who were
already into repayment, 50 we did not preempt their refunds since
we have them on a steady repayment mode we saw no reason to go
in and take their refunds. .
_ I think that the peyciiological impact of this tax refund offset has
been important in cunvincing possible potential defauiters that
163& reallv means business in collecting student loans. And we do,
in . - - .- - - _ R

We are adding a coilection unit o our staff; we also are working
currently with four collection agencies. And, J'm:identallg;5 you
mirht he_interested in our rates. We are paying from 20 to 25 per-
cent to these agencies. We want to do as much collection inhouse
as we can because we get better results that way. L
_ Now; Senator Jepsen's bill, Senate 150, is proposing that the IRS
be empowered to give the State agencies and the Department of
Education assistance in collecting student loans. We are all for
;h;the can certainly use all the help we can get ia collecting de-
aults. - - - o

‘Going after student loans in the same way that the IRS goes
after ¢elinquent taxes, I_think; might be a _very effective measure
in convincing willful defaulters that they just "better not do it,”
that they are going to bfgﬁcéufht with sooner or later. =
_ 1 believe that there are a lot of technical details, as Mr. Elmen-
dorf pointed out, that would need to be resolved in that program.
There would have to_be a high degree of coordination among the
collection efforts of the State agencies, the Department of Educa-
tion, and the Internal Revenue rtment: I do believe those tech-
nicalities could be ironed out and that it would be an effective de-
terrent and collectiontool . .~ - . - S

Of course; Ed Eimendorf also pointed out that pravention is just
as important as cure, perhaps more 80, in keeping defaults down.
This is certainly true. And we think in lowa that the one-on-one
relationship beiween the lender and the student borrower is very
valuable. We encourage our lenders to ask for cosigners if they
want to: raany of them do; particularly the small banks and sav-
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ternw. the stu&em and wnvmce that Student thal thns is nat a
p;xltq n‘?&‘n ﬁ s m o naw: 1u t‘i’ i?ﬁiim, Lhﬁt hf "nzﬁ' Eﬁ Juuginn?rﬁ

10 tux-exempt ‘bondi= =g in order to fund student loans. We have
refied on the great number of lending institutions in our State and
have utilized them, and they have cooperated with us wonderfully.
Now, we don't impose any unnecessary restrictions, but we do

expect these lenders to treat student loans just as they would any
oth:er oblu,auon any other consumer loar.; and practice due dili-

\‘m belxe‘e that ‘every student is emltled to loan accesa if that

under our ngenm 5 gmimmee So they do have full access.

We also think every student is entitled to 2ccess to good counsel-
ing, counseling against borrowing when it is not necessary, counsel-
ing against the pitfalls and the dangers of extending their irdebt-
edness 100 _much more than they can repay. And we do believe;
ialso. that these entitlernents can best be carried out under the aus-
pices of a single Statecontrolled, State- appointed agency, which is
answerable to the State legislature and the State comptroller. We
think that was the intent of the higher education amendments, and
we hope that Congress will keep it that way.

We do thani}i}ou very much for letting us give testimony:

Senator Grasstey. Thank vou.
IMs Weiff S prepared siiitement fotlows)
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o
OVERSIGHT 6F T INTERWAL REVEMUE SERVICE

September 16, 1983

BY: Wrtiis Ann Wolff
Executive Director
lowa College Aid Comission
201 Jewett Building
Des Moines, lows 309
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Summary of Testimoay
S -1 JN
Willis Amn wWolff, Executive Directer

lowa College Aig Commissicn

Guérinteed Student Loams &nd PLUS Loans are possible trrouh o S—way

partnersats denefiting studeats, lenders, schools, local commmities,
end the Maticon,

Grassroots tavolvement is the ny to success of Iow g:uruv.ud loan p'bg-ns

* More tran 670 lenting institutions participite

* $400 million 1 Iows Goaraatesd Loa.s over past & yeirs
* $3:5 million s lowa PLUS loans Since zwograd began 18 June 1982

* 50 of Iowa college StudeAts Mave lowa Guarahtedd Studeat Logws
Default recoveries are a major problem for guarantee ageacies

. iui G -ults 1ow compared to natiomal averages - $4.5 million or
§.57 of metured paper
* Caliactions to date - $123.000 o 2% of Jefaults

tax setoff,
col

* Steps being taken to improve collections incivde w

added collection staff for Comission, use of four

lection

state
1 181 tside
agencies, skip tral ing with help of Intermal Revenue Service

r ot

Senste Bill_150; spomsored by Semator Roger Jepsen, would give Internal
Revenve Service 8 partmership role in cOllection of defayited 10ins

* State sgencies welcome tAis assistance

* Close coordimation um,tuu,gwrlnﬁﬁ;,ﬁlﬁiiﬁi of Education
and Internal Revenue Service will be essentis)

will bepsmlnuul detervant 5 willeG] Mi«lm. a5 well as
collection tool for the $300 mi11 oW In claims DEing patd ammually

Default prevention equilly as WMPOrtant as cure

* Students are entit]ed to full 15an iaformation and access ts necetsary
borrowing, with adequate counteling agatnit over imdedtedness

* Best insurance agatast misuse and abuse of edcalion 1oam ==
- One-on-57e relationship between lender and borvower, whensver
possible
ration on a state-by-stalie basis throwgh

- Decentralized administ

2 single state guarantee agency authorized by sppropriste state

entitiss and the Departrent of fducation
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Chairmen Gn;i;gley; Memters of thv Committee:

1 appreciate the oppoTtumity 0 sppedr before you today as 2
rEgresestative of the loma College Aid Commtssion. the agemcy respomsitle
for amMIRISTration of STITE SINClarsnips; graats and loams for college
stadents ii Iowa. Specifically; | %ave been imvite: fo Srima you information
ibout the lows Guirantied Studewt Loim Program and the Lisa PLLS Loan Program,
Which correAtly are prowiding #18 to ORE Out Of every two lows postsecomddry
students

O Commission views the Guaranteed Loan and PLLS Programs as & four-wly
ertnershis which benefits everybody involved. The students i thelr parents
bemer it directly from the 10ins, which make it posiible for mady to redlize
treir educaticaal goals or help their children to get college degrees.

The State and Federal Govermuents benefit through the lomg-rimge
product of brosd educations] opportumity -- a  well-prepared Citilenry
capable of Becoming owr busineis; professiomal. technological asd pelitical
1eqsers of tOwOrrom:

The 1ending IASTItatIons Genefit through @3ing trcir private capital
15 Waie Guardnteed 16RS at & PrOFITASIE (ALErESt rate and; at the same
time, serving Che citizens of thelr COMIGNILIES 1A a tangidle way:
that depend OA students for a healthy ~Conomy -- BGT a1l Commmities I
need of well educated citizens for their future survival.

This philosophy of 2 grassroots parthersh'p with many Contributors
and beneficiaries Ras been the touchstone of the success of lowa's 16an
programs. Practicaily every bank, savings and lodr association and credit

GRion A Gur State =- more tRAA 670 VA @11 - (T WAKing loans to lows
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Tollece STS3EATS and CNEIr SareAts. Very few 1&nders aere pErticipating i

the eariier federa] studeat 1Gan program, and students found it difficult

€5 Get 15ans. lowa STUOGAts have A0 15dA §CCess probleds mow. Over the

SISt four yedrs, 10wa 16mding institutions have iavestad more than $300,000,000

i i'c'ih's' ts iaTd students. ihi PLUS Program nes been in operation oaly a

little over a year in Our State. but Quring that yedr more tham $3,500,000

hes beea icaned t0 arents to help them budget the cost of educatirg their

chileren, to gradudte students and to self-Supporting wundergraduates.
Everytning I nave said 50 far ras Deen on tne positive side. But the

Quaranteed loan programs present plenty of prodlems; as I kmow it's

of problems are defaults: It has become fairly easy for &hy qualifisd

SCAENt 15 GEt & 10aA, ChaNkS T0 TNE C1o5e-10-the-Source promotion aAd

i§ aften far move aifficalt.

Our defavlts in lowa really are Aot alarsing yet, compured to natiomeide
dverages. Since May 1975, when the lowa Program went into operalionm, our
Commission nas paid default claims totalimg $4,581,437, death and disability
clawms totaling $458,309, and $348,213 in bankruptcies. wWith $102,000,000
1n 10ans trat have reached repayment, our default rate comes to 4.5 percent.

We nave collected $123,000, sligntly less than 3 percent of those
defaults. This 1S not nedriy good enough; in our opinion; and we are
taking & mumber Of steps to improve our collection record.

Upon our Commission’s recommendation and with the support of ocur
Governor; the State Legislature Kas authorized the Revenue Department

$0 withhold any tan refunds for people who are In default on their Iowa

2.
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Gudranteed Student Loans. These refunds are Uned over to the lowa Toliege
Aia Commission to be applied toward repayment of the loans. Of course,

70 percent of this money goes back to the Depirtwent of Education, a5 do
any other recoveries that we realize on defaulted loams: The new tax
refand offiet has been in effect for less than a year, and we feel it is
coing very well. e Pave collected about $10,000 in tax refunds, and
there have been a nomber that we did not preempt because the loan already
the recoveries from tax refunds is the impact of this measure i convincing
the public that the State of {5wa really means business on loan collections.

We are adding a collections unit €9 our Guaranteed Loan Division, and
we expect to handle an increasing amount of this work ourselves in the
future. At present, we are using four different collection dgencies to
sssist our staff in tracking down defaulters and getting them into repayment.
1t's a chalienging job, and e need all the help we can get.

The guarantee dgencies already are receliing assistance fros the
Internal Revenge Service in skip-tracing defaulters. Updated address
information is being provided on a regular basis at the request of the
quarantee agencies. ue welcome Senator Roger:Jepsen's proposal that the
Itérra] Revenue Department cooperate with the Department of Education
and the state agencies in collecting defaulted student Toans. Going after
Student 10ans 1 the Same wiy that the IRS goes after delinquent taxes --
and applying the same penalties -- might go a long wdy towsrd dramatizing
the obligation to repay these loans. With close coordination among the
state and federal agencies concerned, I believe that Senator Jepsen's

Senate Bill 150 would bring so11a results in reducing the more than

-
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$300,000,000 in reinsurance claims that the Federal gov~rnment has been
paying annuslly.

Of course; prevention is equally &s important as cure in keeping
defaglts at a minimam. The lowa program was bufilt on a foundation of
honetown lending tnstftutions; and we are dofng our best to keep the
loans close to the community. [he |.in least likely to default, in our
who iay have done business together in the past and who plan to continue
doing business in the future. Approximately 50 percent of the ib;i student
loans have been made by lenders with student loan portfolios of less than
$1,000,000. The default rate on these loans is negligible.

0f course, not every student who needs to borrow is fortunate enough

to have a friendly lender to turn to for student loans. Iowa is blessed
with a rich variety of financial institutions; and there are any number of
lenders who are willing to make loans to such Students under our Commission’s
guarantee.

The lowa program imposes no unnecessary restrictions on student loans;
but we do ask the lenders to handle these loans in the same businesslike
way that they would apply to any other consumer loan. We encourage, but
do not mandate, co-signers and preliminary interviews with the borrower.
We do require that the loan check be sent to the Borrower’'s college for
delivery after the school term begins.

We believe that every eligibie student is entitied to full information
and access to all forms of college aid, including guaranteed lcans. We
also believe that every student is entitled to adequate counseling against

unnecessary borrowing and the pitfalls of over-indebtedness.

[ Y
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Our Commission believes that these student entitiements can best be
served by a single officially designated Guarantee agency 1n each state
working in partnership with the lenders, the schools and the Federal
in the Education Ainendments of 1976 which persuaded lowa and many other
states to enter the guaranteed loan prog-am.

If Coagress and the Department of €ducatfon wish to build upon the
success achieved by the state guarantee programs, all possible measures
sHould be tiken to protect the decentralization of the loan programs on
3 state-by-state basis. The best insurance against misuse of these
excellent and much needed programs 15 to preserve the original concept
of one desighated guarantee agency per stite, Operating under the
official survelllance appropriate for tax-supported programs.

Thank you for permitting me to testify before this Committee.

Ms. Woirr. Can 1 answer any questions for you?

Senator GRASSLEY. Yes, I think so. Some of them you have an-
swered. You have stated what your current default rates are.

Ms. Wourr, Yes. It’s 4:5 percent; based on loans and repayment.

_ Senator Grassiey. And 1 assume that your support of S. 150
would indicate a feeling on your paii that that was significantly
correct, that default rate? . - o S
~Ms. Wourr. I think it would certainly prevent it from going any
higher. You know, with & program of unsecured loans you are
going to Liave & default rate. If we can keep that default rate under
5 percent, 1 think we would be doing weil.
Senator Grassizy. Do you have a perception that IRS would 2g-
gressively collect delinquent accounts if referred to them? And I
guess 1 would ask you to think in terms of that IRS, like maybe
any other Government agency, feels like they don’t get adequete
appropriations to dc the job that they have mandated to them.
"Ms. Worrr. That is probably true. It would have to be a partner-
ship effort, I think, between the Department of Educa:‘on; IRS,; and
State ngencies. - .- . . . .
Senator GrassiEy. I think that’s all ths questions I have. Thank
youverymuch. - -
Ms. Wourr. Thank ysa, Senator Grassley. =~
Senntor GEASSLEY. (i see you next week before another comumit-
tee.

Ms. WourF. Fine.

Genator Grassury, The hearing is adjourned. . -
{Whereupon, at, 12:35 p.m., the hearing was concluded.]

-

_ {By direction of the Chairman the following communication was
made a part of the heering record:]
o
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_ L _NOATH CaROLINA _ . __ _

STATE EDUCATION ASSISTANCE AUTHONITY

VENEHAL AUMINGSTRA Tiy Tl UNIVERSITY (8 MOR T CARGL iheA
N MESEANT s TRIANG, E RAGR_BUI DN ALERANDER DMIvE
RESEARL 4 TRANGLE PARR L
Mat Adaress

RO TR AR L T YN
CRaces bomerge o Ave #1191 Seu a8t Bos 2088

Chaoel it NC 2781¢

Septeber 26; 1983

Senator.Charles Grassley - .
135_Hart Senate Office Lutlding
Washington, 0.C, 23510

Dear Senator Grassley:
As an agency of State government charged with the responsibility for waking
student educational 10an credit available and for collecting student loans,

1 write to support the principle set forth in Senate Bill 150. This bill, |
understond; will require the Federsl Government. to_demand the repayment of
uncollected student loans through an cfZset against dny Feacra: tax refund
wnich tdy be due the de .__From our experience_in_the_State_of North _
Larolina, thms is an important piece of legislation that should be enacted by

ihe Congress as 5003 &s possible.

Sevéral_states,. including Norin Carclina, have enacted siwilar measures at the
level of_State taxation to recover aefau’ted student loans. The North Carolima
General Assembly passed legislation Séveral years ago whiCh requires State .
encres_tu_sudmit to the North_Carolina_Department of Revenue & 1ist of all ___
persons with outstanding debts owed the agency. Checking this 1ist of defaulters
a381nst tne roster of persons scheduled to receive State tax refunds is_accom-
piished througn a corputer match. Since 1980, we have identified more than

1,745 borrowers who owed this_agenicy more-than $257,000 throujh this debt off
set proceii. Initially, the Department. of Revenue was not enthusiastic about
tne prospect of becoming_tnvolved in_debt collection.. However, by exercising
on among_the asencies and by streamiining the process_throagh_

coiputerization, tie program has_not proven to be a burden on the Departsent

of Revenue. [ndeed, it has worked to strengthen the collection effort of the

agency.wnich has paid out taxpayer funds to pay off the defaulter's rightful
apligation,

The prindry advantages of a detc offset act_are: 1} an_effective means of
locating tne borrower at little additional cost to_the agency. _2) a_stroag en-
forrement am. beyond the mere voluntary ¢ffort of a_person who made pledges to

repay & student loan but who often break such promises, 3) a particularly

strong psycrological signal to defauiters and potentiel defaulters that the
government is_indeed serious about collecting the just debts owed to it, and
4} an especially cost-effactive technique for debt recovery.
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Seriator Charles Grassley -2- géﬁféﬁ&r 26, 1983

W believe that the enactment of the debt setoff act in Nor'a Carolina along
wilh a corpanion. act which reduires State employees owing on defaulted stu-
Sent loans to rake satisfectory recayuent arrangerents as a condition of con-
tinging.enployrent _or_obtaining employment initially with tne State are the
most effective steps that the General Assembly has taken recently to assure re-

covery of funds owed ta tne State.

OfF course, such efforts are of little value when our defaylter does not reside

in the State of Norfn Carolina_nor_ pay State income taxes. However, most-

would be 11ving within tne United States and paying United States income taxes.

The efforts ot the States to collect through a deut setoff act.ave liuited and _

not_completely effective unless the Urited States Congress emacts similar legis-
laticn with respect to Federal taxes. -In owr Opinion, the objections which
have been raised by the Dep. tment of dacation, the U.S. T

internal Revenue Service are.without merit, _There is _amp

the States that a deSt_setoff act can work_effectively to
Treasury whiCh aré justly owed to the Governnent.

Rather_than_compleining about the rising level of student
l1eve the Federal government snould be.enacting measures_which strengthen the
hand of tnose chdarged with the responsibility_for_collecting overdue debts.

Je urge prompt Congressional action on this measure.

_Very truly yours,

‘/yi;;;;z" ‘f/: ":253‘3"3'!‘2:"’

%ia[m C. Broadway
SC3:ng
cii sesator Jasse Melms

Sepator Joha Bast
Represvitative [ke Andrews



