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DEBT COLLECTION ACT OF 1981

MONDAY, JULY 20, 1981

U.S. SENATE,
SUBCOMMITTEE ON OVERSIGHT OF THE

INTERNAL REVENUE SERVICE,
COMMITTEE ON FINANCE,

Washington, D.C
The subcommittee met, pursuant to notice, at 9:30 a.m., in room

2221, Dirksen Senate Office Building, Hon. Charles E. Grassley
(chairman) presiding.

Present: Senators Grassley and Baucus.
[The committee press release, the bill S. 1249, and the Joint

Committee on Taxation description of S. 1249 follow:]

(1)
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Press Release Y'o. ?1-151

P R E S S R E L E A S E

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
July 8, 1981 UNITED SThrES SENATE

Subcommittee on Oversight of the
Internal Revenue Service

2227 Dirksen Senate Office Bldg.

FINANCE SUBCOMMITTEE ON OVERSIGHT OF THE INTERNAL REVENUE SERVICE
SETS HEARING ON DEBT COLLECTION ACT OF 1981

Senator Grassley, Chairman of the Subcommittee on
Oversight of the Internal Revenue Service of the Senate Committee
on Finance, announced today that the Subcommittee will hold a
hearing on July 20, 1981, on S. 1249, the Debt Collection Act of
1981.

The hearing will begin at 9:30 a.m. in Room 2221 of the
Dirksen Senate Office Building.

S. 1249 is intended to increase the efficiency of
Government-wide efforts to collect debts owed the United States,
require the Office of Management and Budget to establish
regulations for the reporting of debts owed the United States,
and provide additional procedures for the granting of credit by
the United States and for the collecting of debts owed the United
States. S. 1249 would: (1) require individuals to supply their
social security number when applying for credit or financial
assistance which would result in indebtedness to the Government;
(2) allow the Secretary of the Treasury to disclose to officers
and employees of a Federal agency whether a Federal loan -

applicant has any outstanding unpaid tax liabilities; (3) allow
the Secretary of the Treasury to disclose a delinquent Government
debtor's Internal Revenue Service mailing address to private
contractors frr debt collection purposes; and (4) allow an
increase in the interest rate charged on delinquent taxes to 100
percent cf the prime rate.

Requescs to Testify.--W!tnesses who desire to testify at
the hearing must submit a written request to Robert E.
Lighthizer, Chief Counsel, Committee on Finance, Room 2227
Dirksen Senate Office Building, Washington, D.C. 20510, to be
received no later than the close of 'busine-s Tuesday, July 14p
1981. Witnesses will be notified as soon as practicable
thereafter whether it has bcn poss:ole t'j schedule them to
present oral testimony. Ifi for some reason a witness is unable
to appear at the time scheduled, he may file a written statement
for the record in liet. of the personal appearance. In such a
case, a witness shovid notify the Committee of his inability to
appear as soon as possible.

Consolidated testimony.--Senator Grassley urges all
witnesses who have a common position or who have the same general
interest to consolidate their testimony and designate a single
spokesman to present their common viewpoint orally to the
Subcommittee. This procedure will enable the Subcommittee to
receive a wider expression of views than it might otherwise
obtain. Senator Grassley urges that all witnesses exert a
maximum effort to consolidate and coordinate their statements.
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Legislative Reorganization Act.--Senator Grassley stated
that the Legislative Reorganization Act of 1946, as amended,
requires all witnesses appearing before the Committees of
Congress "to file in advance written statements of their proposed
testimony, and to limit their oral presentations to brief
sunmaries of their argument."

Witnesses scheduled to testify should comply with the
f ollowing rules:

(1) All witnesses must submit written statements of
their testimony.

(2) The written statement must be typed on letter-size
aper (not legal size) and at least 100 copies must

be delivered not later than noon on Friday, July
17, 1981.

(3) All witnesses must include with their written
statement a summary of the principal points
included in the statement.

(4) Witnesses should not read their written statements
to the Subcommittee, but ought instead to confine
their oral presentations to a summary of the points
included in the statement.

(5) Not more than five minutes will be allowed for the
oral summary.

Written statements.--Witnesses who are not scheduled to:
make an oral presentation, and others who desire to present their
views to the Subcommittee, are urged to prepare a written
statement for submission and inclusion in the printed record of
the hearing. These written statements should be typewritten, not
more than 25 double-spaced pages in length, and mailed with five
(5) copies to Robert E. Lighthizer, Chief Counsel, Committee on
Finance, Room 2227, Dirksen Senate Office Building, Washington,
D.C. 20510, not later than Monday, August 3, 1981. On the first
page of your written statement please indicate the date and
subject of the hearing.

P.R.#81-151
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97TH CONGRESS
1ST SESSION S.1249

To increase the efficiency of Government-wide efforts to collect debts owed the
United States, to require the Office of Management and Budget to establish
regulations for reporting on debts owed the United States, and to provide
additional procedures for the collection of debts owed th United States.

IN THE SENATE OF THE UNITED STATES

MAY 21 (legislative day, APRIL 27), 1981

Mr. PERCY (by request) (for himself, Mr. ANDREWS, Mr. ARMSTRONG, Mr.
BOREN, Mr. CHAFEE, Mr. COHEN, Mr. DANFORTH, Mr. DECONCINI, Mr.
DENTON, Mr. DoMEmIci, Mr. GORTON, Mr. HAYAKAWA, Mr. LUGAR, Mr.
PACKWOOD, Mr. PRYOR, Mr. PROxMIRE, Mr. ROTH, Mr. RUDMAN, Mr.
SASSER, Mr. THURMOND, Mr. TOWER, Mr. WALLOP, Mr. WARNER, Mr.
NICKLES, Mr. MELCHER, Mr. GOLDWATER, Mr. CHILES, Mr. KASTEN, Mr.
GRASSLEY, Mr. HEFLIN, Mr. LEvIN, Mr. HEINZ, Mr. SIMPSON, and Mr.
MATTINGLY) introduced the following bill; which was read twice and referred
to the Committee on Governmental Affairs

JULY 10 (legislative day, JULY 8), 1981
Ordered that if and when reported from the Committee on Governmental Affairs,

the bill be referred to the Committee on Finance for consideration of those
provisions under its jurisdiction

JULY 17 (legislative day, JULY 8), 1981
Reported by Mr. ROTH (for Mr. PERCY), with amendments

[Omit the part struck through and insert the part printed in italic)

JubY 17 (legislative day, JULY 8), 1981

Referred, pursuant to the order of July 10, 1981, to the Committee on Finance
for consideration of those provisions under its jurisdiction

A BILL
To increase the efficiency of Government-wide efforts to collect

debts owed the United States, to require the Office of
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Management and Budget to establish regulations for report-
ing on debts owed the United States, and to provide addi-
tional procedures for the collection of debts owed the United
States.

1 Be it enacted by the Senate and House of Representa-

2 ties of the United States of America in Congress assembled,

3 That this Act may be cited as the "Debt Collection Act of

4 1981".

5 SEC. 2. (a) Section 552a of title 5 of the United States

6 Code is amended in subsection (a) thereof-

7 (1) by striking out "and" at the end of paragraph

8 (6), by striking out the period 't the end of paragraph

9 (7) and inserting in lieu thereof "; and", and by insert-

10 ing after paragraph (7) the following new paragraph:

11 "(8) the term 'consumer reporting agency'

12 means-

13 "(i) a consumer reporting agency as such

14 term is defined in subsection (f) of section 603 of

15 the Fair Credit Reporting Act (15 U.S.C.

16 1681a(f)), or

17 "(ii) any person who, for monetary fees,

18 dues, or on a cooperative nonprofit basis, regular-

19 ly engages in whole or in part in the practice of

20 (1) obtaining credit or other information on con-

21 sumers for the purposes of furnishing such infor-

22 mation to consumer reporting agencies (as defined
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1 in clause (i) of this paragraph), or (I1) serving as a

2 marketing agent under arrangements enabling

3 third parties to obtain such information from such

4 reporting agencies.".

5 (b) section 522a of title 5 of the United States Code is

6 further amended in subsection (b) thereof-

7 (1) in subsection (b)(10), by striking Out "or";

8 (2) in subsection (b)(11), by striking out the period

9 at the end thereof and inserting in lieu thereof "; or";

10 (3) by ading at the end thereof the following:

11 "(12) to a consumer reporting agency, consistent

12 with the provisions of section 3 of this Debt Collection

13 Act of 1981.".

14 (c) Section 522a of title 5 of the United States Code is

15 further amended in subsection (m) thereof-

16 (1) by striking out "When an agency provides"

17 and inserting in lieu thereof "(1) Except as provided in

18 paragraph (2)-, when an agency provides"; and

19 (2) by adding at the end thereof the following:

20 "(2) A consumer reporting agency to which a

21 record is disclosed under subsection (b)(12) of this sec-

22 tion shall not be considered a contractor for the pur-

23 poses of this section.".
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1 DISCLOSURE TO A CONSUMER REPORTING AGENCY

2 SEC. 3. (a) Whenever the head of an agency or his des-

3 ignee attempts to collect a claim of the United States under

4 section 3(a) of the Federal Claims Collection Act of 1966 (31

5 U.S.C. 952(a)), or other statutory e hef4t authority except

6 any claim under the Internal Revenue Code of 1954, the

7 head of the agency or his designee-

8 (1) after reviewing the claim and determining that

9 such claim is valid and overdue, may notify a consum-

10 er reporting agency that a person is responsible for a

11 the claim if-

12 (A) (i) the head of the agency or his desig-

13 nee has sent a Written notice to the most recently

14 available address for such person informing such

15 person that the agency intends to notify a con-

16 sumer reporting agency, in not less than sixty

17 days after sending such notice, that the person is

18 responsible for such claim; or

19 (ii) in the event that an agency does not have

20 an address for such person, the agency has taken

21 reasonable action to locate such person;

22 (B) such notice includes the specific informa-

23 tion intended to be released, and a statement of

24 such person's right to a full explanation of the
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1 claim and to dispute any information concerning

2 the claim in the records of the agency; and

3 (C) such person-

4 (i) has not repaid or agreed to repay

5 such claim under a repayment plan which is

6 agreeable to the head of the agency or his

7 designee and is in a written form signed by

8 such person, or

9 (ii) has not filed for review of such

10 claim under paragraph (2) of this section;

11 and

12 (2) shall provide, upon request of any person al-

13 leged by the agency to be responsible for such claim,

14 for the review of the obligation of such person, with an

15 opportunity for reconsideration of the initial decision

16 upon review, and under such regulations and proce-

17 dures as the head of. the agency may provide, prior to

18 the notification of any consumer reporting agency

19 under paragraph (1) of this section and at such other

20 times as may be permitted by law;

21 (3) shall, prior to the notification under paragraph

22 (1), obtain satisfactory assurances from such consumer

23 reporting agency concerning the compliance of the con-

24 sumer reporting agency with the Fair Credit Reporting
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1 Act and any other Federal law governing the provision

2 of consumer credit information; end,

3 (4) shall promptly notify the consuiter reporting

4 agency of any substantial change in the status or

5 amount of such indebtedness and, upon the request of

6 any such consumer reporting agency for verification of

7 any or all information so released, promptly verify or

8 correct, as appropriate, such information.

9 (b) The head of the agency may not release to consumer

10 reporting agencies under subsection (a) information other

11 than-

12 (1) the name, address, social security number,

13 and other information necessary to establish the iden-

14 tity of the person;

15 (2) the amount, status, and history of the claim;

16 and

17 (3) the name of the agency under which the claim

18 arose.

19 USE OF SOCIAL SECURITY NUMBERS

20 SEC. 4. (a) Departments and agencies shall require ifdi

21 Ni, ,als each individual applying for credit, financial assist-

22 ance, or payment which may result in an indebtedness to the

23 United States or any agency thereof to furnish 4wif his

24 social security number pursuant to the requirements outlined

25 in ....... subsection (b) of this section.
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(b) Sei ee numbers Any social security number

obtained under subsection (a) of this section wiH

may be used for verification of the applicant's identity in con-

nection with credit management and debt collection purposes

undertaken pursuant to the Federal Claims Collection Act of

1966 or other statutory authority.

SALARY OFFSET

SEC. 5. .(a) The title and first sentence of section

5514(a) of title 5, United States Code, is amended to read as

follows:

§5514. Installment deduction for indebtedness to the

United States

"(a)(1) When the head of an agency or his designee, or

the head of the Postal Service or his designee, determines

that an employee, member of the Armed Forces or Reserve

of the Armed Forces, is indebted to the United Saes, States

for debts to which the United States is entitled to be repaid at

the time of the determination by the head of an agency or his

designee, or is so notified by the head of another agency or

his designee, or the head of the Postal Service or his desig-

nee, the amount of indebtedness may be collected in monthly

installments, or at officially established pay intervals, by de-

duction from the current pay account of the individual. The

deductions may be made from basic pay, special pay, incen-

tive pay, retired pay, retainer pay, or, in the case of an indi-
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1 vidual not entitled to basic pay, other authorized pay. The

2 amount deducted for any period may not exceed 25 percent

3 of disposable pay, unless the deduction of a greater amount is

4 necessary to make the collection within the period of antici-

5 pated active duty or employment. If the individual retires or

6 resigns, or if his employment or period of active duty other-

7 wise ends, before collection of the amount of the indebtedness

8 is completed, deduction shall be made from payments of any

9 nature due the individual from the agency for their retirement

10 or retired pay.".

11 6) sueh^ "ee by 4 the ePi t

12 theta^ '- new ....... L

13 ()he eelleetie of aiy am..t "de'" . s eetie shal

14 be i* ..... at ... the st.ada...... emog Pur ,uat te

15 the Fedei'eA Claims Gelleefiet A4t of 4-966 or' in eersa

16 withM mty ethet ate utefy -AutheiV fei' the eelleetiei* of ee

17 of the Unite4 States or' m~y ageniey thereeof.".

18 (b) Such section is amended by adding at the end there-

19 of the following new paragraphs:

20 "(2) Except as provided in paragraph (3) of this subsec-

21 tion, prior to collecting any indebtedness of an individual

22 under paragraph (1) of this subsection, the head of the

23 agency collecting the debt or his designee, shall provide the

24 individual-
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1 "(A) written notification of the nature and

2 amount of the indebtedness, the agency's intention to

3 collect the debt through salary offsets, and an explana-

4 tion of his rights under this subsection;

5 "(B) an opportunity to inspect and copy the agen-

6 cy's records with respect to the debt;

7 "(C) an opportunity for the review of the determi-

8 nation of the agency with respect to the indebtedness of

9 the individual; and

10 "(D) an opportunity to enter into a written agree-

11 ment with the agency, under terms agreeable to the

12 head of the agency or his designee, for the repayment

13 of the debt.

14 "(3) If any employee from whom deductions were

15 made under paragraph (1) of this subsection retires or

16 resigns or if his employment or period of active duty

17 otherwise ends before collection of the amount of the in-

18 debtedness is completed, deductions shall be made from

19 payments of any nature due the individual from the

20 agency for his retirement or retired pay.

21 "(4) The collection of any amount under this sec-

22 tion shall be in accordance with the standards promul-

23 gated pursuant to the Federal Claims Collection Act of

24 1966 or in accordance with any other statutory author-
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1 ity for the collection of claims of the United States or

_ 2 any agency thereof ".

3 PROTECTION OF FEDERAL DEBT COLLECTORS

4 SEC. 6. Section 1114 of title 18 of the United States

5Code is amended by adding at the end thereof the following:

6 "any officer or employee of the United States designated to

7 collect or compromise a Federal claim in accordance with the

8 Federal Claims Collection Act of 1966 or other statutory

9 authority.".

10 SCREENING POTENTIAL DEBTORS

11 SEC. 7. (a) Section 6103(l)(3) of the Internal Revenue

12 Code of 1954 (relating to disclosure of returns and return

13 information to the Privacy Protection Study Commission) is

14 amended to read as follows:

15 "(3) DISCLOSURE OF CERTAIN RETURN INFOR-

16 MATION TO FEDERAL LENDING AGENCIES-

17 "(A) IN GENERL.-Upon written request,

18 the Secretary may disclose to officers and employ-

19 ees of a Federal agency return i4emati relat

20 ig t te am-tmt, if ay- o w 4

21 b of e Federa.l lem ,,.l,.... whether a Fed-

22 eral loan applicant has an outstanding liability

23 for any tax, penalty, interest, fine, forfeiture, or

24 other imposition under this title.

84-775 0-81-2
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1 "(B) RESTRICTION ON DISCLOSURE.-The

2 Secretary shall disclose vietwq information under

3 subparagraph (A) only for purposes of, and to the

4 extent necessary in, determining the -'-awn"

5 liilitie of a* &pfiei f eit Federael losift

6 whether an applicant for a Federal loan has out-

7 standing liabilities. Information regarding out-

8 standing liabilities which are in dispute shall not

9 be disclosed under subparagraph (A).

10 "(C) FEDERAL LOAN.-For purposes of this

11 paragraph, the term 'Federal loan' means a loan

12 of money by, or guaranteed or insured by, the

13 Federal Government or Federal agency to which

14 a disclosure is authorized under this paragraph."

15 (b) Section 610 3(p) of the Internal Revenue Code, relat-

16 ing to procedure and recordkeeping, is amended by-

17 (1) striking out "or (1) (3) or (6)" in paragraph

18 (3)(C)(i) and inserting in lieu thereof "or (1)(6)";

19 (2) striking out "(1) (3), (6), (7), or (8)" in para-

20 graph (4) and inserting in lieu thereof "(1) (6), (7), or

21 (8)"; and

22 (3) striking out "(1) (1), (2), or (5), or (o)(1), the

23 commission described in (1)(3)" in paragraph (4)(Fii)

24 and inserting in lieu thereof "(1) (1), (2), (3), or (5), or

25 (o)(1),".
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1 Debtor Identity Information

2 (b) Section 6103(m)(2) of the Internal Revenue Code of

3 1954 relating to disclosure of taxpayer identity information,

4 is amended to read as follows:

5 "(2) FEDERAL CLAIMS.-Upon written request,

6 the Secretary may disclose the mailing address of a

7 taxpayer for use by officers, employees, or agents of a

8 Federal agency for purposes of locating such taxpayer

9 for purposes of collecting or compromising a Federal

10 claim against the taxpayer in accordance with the pro-

11 visions of section 3 of the Federal Claims Collection

12 Act of 1966.".

13 (c) Section 7213(a)(2) of the Internal Revenue Code of

14 1954, relating to unauthorized disclosure of information, is

15 amended by striking out "or (m)(4)" and inserting in lieu

16 thereof "or (m) (2) or (4)".

17 DETERMINATION OF RATE OF INTEREST

18 SEc. 8. Section 6621 of the Internal Revenue Code of

19 1954 is amended-

20 (a) Subsection (b) thereof is amended to read as follows:

21 "(b) ADJUSTMENT OF INTEREST RATE.-The Secre-

22 tary shall establish an adjusted rate of interest for the pur-

23 pose of subsection (a) not later than October 15 of any year if

24 the adjusted prime rate charged by banks for the 12 months

25 ending with September of that year, rounded to the nearest
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1 full percent, is at least a full percentage point more or less

2 than the interest rate which is then in effect. Any such ad-

3 justed rate of interest shall be equal to the adjusted prime

4 rate charged by banks, rounded to the nearest full percent,

5 and shall become effective on February 1 of the immediately

6 succeeding year. An adjustment provided for under this sub-

7 section may not be made prior to the expiration of 11 months

8 following the date of any preceding adjustment 'under this

9 subsection which changes the rate of interest.".

10 (b) Subsection (c) thereof is amended to read as follows:

11 "(c) DEFINITION OF PRIME RATE.-For purposes of

12 subsection (b), the term 'adjusted prime rate charged by

13 banks' means the average of the predominant prime rate for

14 each of the 12 months ending with the month of September

15 quoted by commercial banks to large businesses, as deter-

16 mined by the Board of Governors of the Federal Reserve

17 System.".

18 CLARIFICATION TO THE STATUTE OF LIMITATIONS FOR

19 ADMINISTRATIVE OFFSET

20 SEC. 9. Section 2415 of title 28 of the United States

21 Code is amended by adding the following subsection (i):

22 "(i) The provisions of this section shall not prevent the

23 United States or an officer or agency thereof from collecting

24 by means of administrative offset at any time, any cbiim of

25 the United States or an officer or agency thereof from money
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1 payable to or held on behalf of an individual. Pureuan to

2 steaidal'dq prmlg uder' seetieft 952(et) of tiWe 6- We

3 States cede, the head of a &geney of' hi6 deeigMee When-

4 ever the head of an agency or his designee attempts to collect

5 a claim of the United States under section 3(a) of the Feder-

6 al Claims Collection Act of 1966 (31 U.S.C. 952(a)), he

7 shall prescribe regulations and establish standards for the ex-

8 ercise of such administrative offset based on the best interest

9 of the United States, the likelihood of collecting by such

10 offset, and the cost effectiveness of carrying an open claim

11 beyond 6 years.".

12 INTEREST AND PENALTY ON INDEBTEDNESS TO THE

13 UNITED STATES

14 &~e. 40-.. Seetion ON~ of title 91 of the United Stee

15 code io affe.ded by addg the o og ... eeti

16 SEC. 10. Section 3 of the Federal Claims Collection

17 Act of 1966 (31 U.S.C. 952) is amended by adding the fol-

18 lowing new subsection:

19 14d) r ...... .. PHN..... (1) "(1) Except as

20 provided in stbhseeti, (8),* paragraph (3), the head of an

21 agency or his designee shall charge a minimum annual rate of

22 interest on outstanding debts equal to the average investment

23 rate for the Treasury tax and loan accounts for the twelve

24 months ending with September each year, rounded to the

25 nearest whole per centum. The Secretary of the Treasury or
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1 his designee shall publish such rate each year not later than

2 October 31 and shall become effective on the first day of the

3 next calendar quarter. Quarterly revision of such rate is au-

4 thorized when the average investment rate for the twelve

5 months end of each calendar quarter, rounded to the nearest

6 whole per centum, is greater or less than the existing pub-

7 lished rate by two hundred basis points.

8 "(2) Except as provided in useet (4, paragraph

9 (3), the head of an agency or his designee shall assess

10 charges to cover the additional costs of processing and han-

11 ling delinquent claims and shall assess a penalty charge, not

12 to exceed 6 per centum per annum, for failure to pay any

13 debt more than ninety days past due.

14 "(3) Interest and penalty charges under subeeti,

15 paragraphs (1) and (2) do not apply if a statute, a provision of

16 regulation required by statute, a loan agreement or contract

17 either prohibit the charging of interest or penalty or explicitly

18 fix the charges for interest or penalty. The head of an agency

19 or his designee may promulgate regulations identifying cir-

20 cumstances appropriate to waive collection of interest and

21 penalties charges in conformity with such standards as may

22 be promulgated jointly by the Attorney General and the

23 Comptroller General. Waivers in accordance with such regu-

24 lations shall constitute compliance with the requirements of

25 this subsection. This subsection shall not apply to any claim
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1 under a binding contract executed before the effective date of

2 this subsection.".

3 SERVICE OF SUMMONS

4 S e 44-k.. 418 of t4e "4 of th Unted.State

5 C4de ie .e..ended by tdhi:i. he n" " . ew seetien 94

6 !!§9"4rSefWieof lgal prees

7 SEC. 11. Section 3 of the Federal Claims Collection

8 Act of 1966 (31 U.S. C. 952) is amended by adding the fol-

9 lowing new subsection:

10 erviee "(e) Service of legal process brought for the

11 collection of a debt due and owing to the United States in

12 accordance with this statute or other statutory authority shall

13 be accomplished in accordance with the Federal Rules of

14 Civil Procedure by certified or registered mail, mail with

15 return receipt requeseeed requested, or in such manner as the

16 court, upon motion without notice, directs if service is other-

17 wise unpracticable under the Federal Rules of Civil Proce-

18 dure or other provisions of statute.".

19 REPORT ON AGENCY DEBT COLLECTION ACTIVITIES

20 SEC. 12. (a) The Director of the Office of Management

21 and Budget, in consultation with the Secretary of the Treas-

22 ury and Comptroller General of the United States, shall es-

23 tablish regulations requiring each agency with outstanding

24 debts to prepare and transmit to the Director and the Treas-

25 ury at least once each year a report which summarizes the



20

17

1 status of loans and accounts receivable managed by each

2 agency. The report will eeni" sffieien det ... to enable t4he

3 ireeteto e evaluate the eeffetivnee &f th de eet4eeetio

4 ....... of eaeh agene;Y. shall contain information regard-

5 ing-

6 "(1) the total amount of loans and accounts re-

7 ceivable owed to the agency and when the funds owed

8 to the agency are due to be repaid;

9 "(2) the total amount of receivables and number

10 of claims that are at least thirty days past due;

11 "(3) the total amount written off as uncollectable,

12 actual, and allowed for;

13 "(4) the rate of interest charged for overdue debts

14 and the amount of interest charged and collected on

15 debts;

16 "(5) the total number of claims and total amount

17 collected;

18 "(6) the number of claims and the total amount of

19 claims referred to the Department of Justice for settle-

20 ment and the number of claims and the total amount of

21 claims settled by such Department;

22 "(7) for each program or activity administered by

23 the agency, the information described in clauses (1)

24 through (6) of this subsection; and
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1 "(8) such other information as the Director finds

2 necessary in order to determine whether the agency is

3 engaging in aggressive action to collect the claims of

4 the agency. ".

5 (b) The Director shall analyze the reports received by

6 each agency under subsection (a) and shall report annually to

7 the Congress on the management of agency debt collection

8 activities, including the information provided to the Director

9 under subsection (a) above.

10 CONTRACTS FOR COLLECTION SERVICES

11 SEC. 13. Section 3 of the Federal Claims Collection

12 Act of 1966 (31 U.S.C. 952) is amended by adding the fol-

13 lowing new subsection (f):

14 "(f) Notwithstanding the provisions of any other law

15 governing the collection of claims owed the United States,

16 except for collections of unpaid or underpaid debts under the

17 Internal Revenue Code (26 U.S.C. et seq.) the head of an

18 agency or his designee may enter into a contract with any

19 person or organization under such terms and conditions as

20 the head of the agency or his designee considers appropriate

21 for colleCion services in recovering indebtedness owed to the

22 United States. Any such contract shall include provisions

23 specifying that the head of the agency or his designee retains

24 the authority to resolve disputes, compromise claims, termi-

25 nate collection action, and initiate legal action and that the
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1 contractor shall be subject to the Privacy Act of 1974, section

2 552a of title 5, United States Code, and, when applicable, to

3 Federal and State laws and regulations pertaining to debt

4 collection practices including the Fair Debt Collection Prac-

5 tices Act. ".
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DESCRIPTION OF S. 1249

THE DEBT COLLECTION ACT OF 1981

SCHEDULED FOR A HEARING

BFORE THU

SUBCOMMITTEE ON OVERSIGHT OF

THE INTERNAL REVENUE SERVICE

OF TME

COMMITTEE ON FINANCE

ON JULY 20, 1981

Br nu STAF oF T

JOINT COMMITTEE ON TAXATION

INTRODUCTION
The Senate Finance Committee's Subcommittee on Oversight ofthe Internal Revenue Service has scheduled a hearing on July 20,1981, on S. 1249, the Debt Collection Act of 1981 (introducedSenators Percy, Armstrong, Boren, Chafee, Danforth, Packwooy,Roth, and several others). The bill was ordered reported by the Sen-ate Committee on Governmental Affairs on July 9, 1981. Sincethe bill contains several tax provisions, it has been referred to the

Senate Finance Committee.
The bill deals with the collection of debts by the Federal Govern-ment. The tax-related provisions in the bill would: (1) require ap-plicants for Federal loans or financial assistance to provide theirsocial security numbers with their applications; (2) allow the Inter-nal Revenue Service to disclose to other Federal agencies whether aFederal loan applicant has any outstanding, unpaid tax liabilities;(3) allow the IRS to disclose individuals' mailing addresses to agents(private contractors) of Federal agencies for purposes of debt col-lection; and (4) increase the interest rate payable on overpaymentsand deficiencies of tax to 100 percent of the prime rate, adjusted

annually.
This pamphlet, prepared in connection with the hearing, containsfour parts. The first part is a summary of present law and the bill.The second part is a discussion of present law. The third part is abrief discussion of the tax-related issues in the bill. Part four providesa more detailed description of the provisions of S. 1249, as orderedreported by the Senate Committee on Governmental Affairs.



24

I. SUMMARY

A. Present Law

Present law (the Internal Revenue Code and other Federal laws)
contains several provisions governing the collection of debts owed to
the Federal Government. These include the Privacy Act, the Federal
Claims Collection Act of 1966, the Fair Credit Reporting Act, and
the Internal Revenue Code provisions relating to the disclosure of
tax returns and return information and the interest rate on tax re-
funds and deficiencies.
1. Nontax-related provisions

Disclosure to consumer reporting agencies
The Privacy Act generally prevents a Federal agency from dis-

closing an individuals records without the individual's consent. Thus
delinquencies of debtors on their 'financial obligations to the Federai
Government may not be referred to private debt collection agencies.

Salary offsets
Under present law, a Federal employee's salary may be withheld to

satisfy a debt owed to the Federal Government only if the debt resulted
from an erroneous payment.

Protection of Federal debt collectors
Under present law, the murder of a Federal debt collector is not a

Federal criminal offense.
Statute of limitations for Federal debt collection

In general, there is a six-year statute of limitations on Federal debt
collection actions. There is no exception for Federal debts collected
through administrative offset.

Interest and penalties on indebtedness to the United States
The Federal Claims Collection Act of 1966, dealing with the collec-

tion of Federal debts, contains no provision requiring the assessment
of interest or penalties on debts owed to the Federal Government.
2. Tax-related provisions

Disclosure of returns and return information for purposes
of Federal debt collection

Present law permits the disclosure of return information by the In-
ternal Revenue Service to other governmental agencies, for the purpose
of assisting them with debt collection, in several circumstances. One
area of permitted disclosure is the disclosure of taxpayers' mailing
addresses to officers and employees of Federal agencies, for their use
in collecting Federal debts. However, this provision does not permit
disclosure to agents (e.g., private debt collection agencies) of Federal
agencies. Moreover, there is no provision which allows the IRS to in-

(1)



25

2

form other Federal agencies whether applicants for Federal loans have
any outstanding tax deficiencies.

Interest rate on tax refunds and deficiencies
Under present law, the interest rate payable on tax refunds and

deficiencies is fixed, under Treasury regulations, at 90 percent of the
prime rate. Adjustments to this rate may not be made more frequently
than every 23 months.

B. Summary of S. 1249

1. Nontax-related provisions
Disclosure to consumer reporting agencies

The bill would allow Federal agencies to refer credit information
on delinquent debtors to credit bureaus. Thus, delinquencies and de-
faults by debtors on their financial obligations to the Federal Govern-
ment would be reflected in their credit records.

Salary offsets
The bill would permit the offset of a Federal employee's salary to

satisfy general debts owed to the Federal Government.
Protection of Federal debt collectors

Under the bill, the murder of a Federal debt collector would be a
Federal criminal offense.

Statute of limitations for Federal debt collection
In general, the bill would provide an open-ended statute of limita-

tions in the case of Federal debt collection through the administrative
offset of future payments.

Interest and penalties on indebtedness to the United States
The bill would require the payment of interest on all debts owed to

the Federal Government and would impose penalties on delinquent
debts.

Service of summons
The bill would permit U.S. attorneys to use the mail, State and

local law enforcement officials, or private contractors to serve legal
documents in the litigation of cases involving Federal debt collection.

Reports on agency debt collection activities
Federal agencies would be required to report to the Treasury, the

Office of Management and Budget, and the Congress on their debt
collection activities.

Contracting for the collection of debts
The bill would provide specific authority for Federal agencies to

contract with private collection agencies for purposes of debt collec-
tion (other than debts under the Internal Revenue Code).
2. Tax-related provisions

Use of social security numbers
The bill would require individuals who apply for Federal loans or

assistance to furnish their social security numbers.
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Disclosure of information by the IRS for purposes of screen-
ing potential debtors

The bill would permit the IRS to disclose to another Federal agency
whether a Federal loan applicant has any outstanding tax liability.

Disclosure of debtor identity
The bill would permit the IRS to

agents (i.e., private debt collectors),
ployees, of other Federal agencies for
debts.

information
disclose mailing addresses to
as well as to officers and em-
purlposes of collecting Federal

Interest rate on tax refunds and deficiencies
The interest rate on tax refunds and deficiencies would be fixed with

regard to 100 percent, rather than 90 percent, of the prime interest
rate for the year. This rate ,would be adjusted on an annual basis
whenever the prime rate is one percentage point above or below the
prevailing piime rate.
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I. PRESENT LAW

A. Nontax-Related Provisions

1. Disclosure of records under the Privacy Act
Under the Privacy Act, there is a general prohibition against dis-

closure by a Federal agency of any record contained in a system of
records to any person, or to another agency, without a written request
by, or prior written consent of, the individual to whom the record
pertains. However, several types of disclosures may be made without
the individual's consent. These include disclosures to officers and em-
ployees of the agency which maintains the record in the performance
of their duties; disclosures to the Bureau of the Census or to the
National Archives; disclosures to other agencies for purposes of civil
or criminsl law enforcement; disclosures to the Congress; disclosures
to the Comptroller General in the course of the performance of the
duties of the General Accounting Office; and disclosures pursuant to
court orders (5 U.S.C. sec. 552a(b)). Currently, the Privacy Act con-
tains no exception for disclosures to a consumer reporting agency.

Under the Privacy Act, if an agency provides -by contract for the
operation of a system of records to accomplish an agency function,
the requirements relating to individual records are to apply to that
system of records. For purposes of the criminal penalties for wrong-
ful disclosure of records, contractors and their employees are con-
sidered to be employees of the contracting' agency. The penalty for
wrongful disclosures of records is a fine of up to $5,000.
2. The Federal Claims Collection Act of 1966

The Federal Claims Collection Act of 1966 generally provides that
a Federal agency must attempt the collection of all claims of the
United States for money or property arising out of the activities of, or
referred to, the agency (31 U.S.C. secs. 951-953).

That Act provides for the compromise, or termination or suspension
of certain claims if it appears that no person liable on the claim has
the present or prospective financial ability to pay any significant sum
on the claim or that the cost of collecting the claim is likely to exceed
the amount of the recovery. Compromise or termination of collection
generally is permitted if a claim has not been referred to another
agency for collection and if the claim does not exceed $20,000.

The Federal Claims Collection Act does not require the assessment
of interest or penalties on debts owed to the Federal Government.

The Act contains no provision relating to service of summons.
3. Salary offsets

Present law provides for deductions from pay, of a Federal em-
ployee, in certain circumstances, for indebtedness resulting from erro-
neous payments (5 U.S.C. sec. 5514). If a Federal agency determines
that an employee, a member of the Armed Forces, or a Reservist is in-

(4)
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debted to the United States because of an erroneous payment from the
agency, then such indebtedness may be collected in monthly install-
ments, or at regular pay period intervals, by deductions of reason-
able amounts from the individual's pay.

In general, the amount deducted may not exceed two-thirds of the
pay from which the deduction is made. If the individual retires before
the indebtedness is collected, then deductions are made from later pay-
ments of any nature due the individual from the agency concerned.
4. Protection of officers and employees of the United States

Under present law, the murder of certain specifically designated
officers and employees of the United States is classified as a Federal
offense (18 U.S.C. sec. 1114). Federal debt collectors are not included
in the listing of "protected" officers and employees.
5. Statute of limitations for debt collection actions brought by

the United States
In general, an action for money damages brought by the United

States, which is founded upon an express or implied contract, must be
commenced within six years after the right of action has accrued or,
if later, within one year after final decisions have been rendered in
applicable administrative proceedings (28 U.S.C. sec. 2415). An action
for money damages which is founded upon tort must be brought within
three years after the right of action first accrues. Collection of delin-
quent debts owed to the Federal Government, by means of administra-
tive offset, is subject to these same limitations.
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B. Tax-Related Provisions

1. Disclosure of returns and return information for purposes of
debt collection

Section 6103 of the Internal Revenue Code governs the disclosure of
returns and return information. In general, returns and return infor-
mation are confidential and may be disclosed only as specifically pro-
vided in the Code.1

Present law permits the disclosure of return information by the
Internal Revenue Service to other governmental agencies, for the pur-
pose of assisting them with debt collection,' in several circumstances.
Upon written request, the IRS may disclose mailing addresses of tax-
payers to other Federal agencies for their use in the collection or com-
promise of Federal claims against taxpayers under the Federal Claims
Collection Act of 1966 (Code sec. 6103(in) (2) ). These mail ing ad-
dresses iay be used only by officers and employees of an agency who
are personally and direly engaged in the preparation of any admin-
istrative or judicial proceeding (or investigation) pertaining to the
collection or compromise of a Federal claim. In addition, the IRS may
disclose return information to State and local child support enforce-
ment agencies for the purpose of, and to the extent necessary in, estab-
lishing and collecting child support obligations from and locating in-
dividuals owing such obligations (Code sec. 6103(1) (6)). Moreover,
the IRS may disclose to the Secretary of Education the mailing ad-
dress of any taxpayer who has defaulted on a student loan. for use by
officers, employees, or agents (that is, private debt collectors) of the
Department of Education for purposes of locating the taxpayer to
collect the loan (Code sec. 6103(m) (4)). These addresses may be dis-
closed further to lenders, to State or local nonprofit marantee agencies,
and to institutions of higher education.

1 The term "return" is defined as any tax or information return, declaration of
estimated tax, or claim for refund which Is required (or permitted) to be filed on
behalf of, or with respect to, any person. A return also Includes any amendment,
supplemental schedule, or attachment filed with the tax return, information re-
turn. etc.

"Return information" includes the following data pertaining to a taxpayer: his
Identity, the nature, source, or amount of his income, payments, receipts, deduc-
tions, exemptions, credits, assets, liabilities, net worth, tax liability, tax withheld,
deficiencies, overassessments, and tax payments. Also included In the definition of
return information is any particular of any data, received by, recorded by, pre-
pared by, furnished to, or collected by the IRS with respect to a return filed by the
taxpayer or with respect to the determination of the existence, or possible exist-
ence. of liability for any tax, penalty, interest, fine, forfeiture, or other imposition,
or offense provided for under the Code. A summary of data contained in a return
and information concerning whether a taxpayer's return was, is being, or will be
examined or subject to other Investigation or processing also is return informa.
tion. However, data in a form which cannot be associated with, or otherwise
Identify, directly or indirectly, a particular taxpayer is not return information.

(6)

84-775 O-81-3
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The unauthorized disclosure of tax returns or return information
is a felony punishable upon conviction by a fine of not more than $5,000
or imprisonment of not more than 5 years, or both. Furthermore a
taxpayer may bring a civil action for damages against a person who
knowingly or negligently discloses returns or return information in
violation of the disclosure provisions.
2. Interest rate on tax refunds and deficiencies

Present law (Code see. 6621) provides that the interest rate payable
on tax refunds and deficiencies is to be prescribed by Treasury regu-
lations. However, adjustments in the tax interest rate may not be made
more frequently than every 23 months.

The tax interest rate is set at 90 percent of the average prime rate,
and is established by October 15th of any year if the prime rate for
September of that year is at least one full percentage point above or
below the existing tax interest rate. Changes in the tax interest rate
are effective for the period beginning February of the year following
that in which a new rate is established.

Any particular tax interest rate applies only to the taxable period
for which it is in effect. As a result, several different tax rates may
apply to a tax refund or deficiency attributable to several different tax
periods.

The current tax interest rate, effective for the period from Febru-
ary 1, 1980, until February 1, 1982, is 12 percent.

The following table shows the Code's tax interest rate as compared
to the average daily prime interest rate for each month from January
1976 through June 1981.
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COMPARISON OF STATUTORY RATE ON TAX UNDERPAYMENTS AND
OVERPAYMENTS AND PRIME INTEREST RATES, 1976-81

(Percent)

Statutory Prime
Year: Month rate rate 1

1976:
January ----------------------- 9.00 7. 00
February-------------------- 7.00 6.75
March ------------------------ 7.00 6.75
Aprl ------------------------ 7.00 6.75
Way--------------------------- 7.00 6.75
June ------------------------- 7. 00 7.20
July ---------------------- ----- 7. 00 7. 25
August ---------------------- 7. 00 7.01
September -------------------- 7. 00 7. 00
October ---------------------- 7.00 6.78
November --------------------- 7.00 6. 50
December --------------------- 7.00 6. 35

1977:
January ----------------------- 7.00 6.25
February ---------------------- 7.00 6. 25
March ------------------------ 7.00 6.25
April 7.00 6.25
may -------------------------- 7.00 6.41
June -------------------------- 7.00 6.75
July .-------------------------- 700 6.75
August ----------------------- 7.00 6. 83
September --------------------- 7.00 7. 13
October ----------------------- 7.00 7.52
November -------------------- 7. 00 7. 75
December --------------------- 7.00 7.75

1978:
January ----------------------- 7.00 7.93
February --------------------- 6. 00 8. 00
March ------------------------ 6.00 8.00
AL-nl_ 6.00 8.00

_ay ------------------------- 6.00 8.27
June ------------------------- 6.00 8.63
July--------------------- 6.00 9.00
August ----------------------- 6. 00 9.01
September --------------------- 6.00 9.41
October ---------------------- 6. 00 9. 94
November --------------------- 6.00 10. 94
December --------------------- 6.00 11.55

See footnotes at end of table. (8)
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COMPARISON OF STATUTORY RATE ON TAX UNDERPAYMENTS AND
OVERPAYMENTS AND PRIME INTEREST RATES, 1976-81--Continued

(Percent)

Statutory Prime
Year: Month rate rate I

1979:
January ----------------------- 6.00 11.75
February ---------------------- 6.00 11.75
March ------------------------ 6.00 11.75
Apri- 6.00 11.75
9ay 6.00 11.75
June- ------------------------- 6.00 11.65
July ------------------------- 6.00 11.54
August_ ----------------------- 6.00 11.91
September --------------------- 6. 00 1*. 90
October_ ---------------------- 6. 00 14. 39
November --------------------- 6. 00 15. 55
December --------------------- 6.00 15.30

1980:
* January---- 6.00 15.25

February ---------------------- 12.00 15.63
March ----------------------- 12. 00 18. 31
Ap ril------------------------- 12.00 19.77
May ------------------------- 12.00 16.57
June -------------------------- 12. 00 12. 63
July -------------------------- 12.00 11.48
August ----------------------- 12.00 11.12
September --------------------- 12.00 12.238
October ----------------------- 12.00 13.79
November --------------------- 12. 00 16. 06
December --------------------- 12.00 20. 35

1981:
January ---------------------- 12. 00 20. 16
February ---------------------- 12. 00 19.43
March ------------------------ 12.00 18.05
April 12. 00 17. 15
ay -------------------------- 12.00 19.61

June -------------------------- 12.00 220.00

1Average daily rate for the month.
'Rate on June 25, 1981.
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III. ISSUES RAISED BY TAX-RELATED PROVISIONS
OF S. 1249

The bill raises several tax-related issues. Primarily, these issues
relate to the extent to which the IRS should be permitted to disclose
tax information on individual taxpayers to other Federal agencies
and the extent to which the IRS should be involved in matters other
than tax administration.

Many people believe that the IRS, because of the massive amount
of information it has on individual taxpayers, should be involved
more extensively in assisting other agencies of the Federal Govern-
ment to collect debts owed to the Federal Government. However,
others are concerned that, because the IRS has so much information,
it has a duty to maintain the confidentiality of that information and
to use it only for the purpose for which it was collected (that is, tax
administration). Some are concerned that involving the IRS more in
Federal debt collection will detract from voluntary compliance of indi-
viduals with the tax law and will divert IRS resources from tax col-
lection functions.

Issues with regard to the interest rate on tax refunds and defi-
ciencies concern the proper rate of interest and how often that rate
should be adjusted.

(10)
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IV. DESCRIPTION OF S. 1249

(THE DEBT COLLECTION ACT OF 1981)

A. Nontax-Related Provisions

1. Disclosure of information by a Federal agency to a con-
sumer reporting agency

The bill would amend the Privacy Act to allow a Federal agency to
disclose an individual's records to a consumer reporting agency, with-
out the consent of the individual whose records are disclosed, provided
that certain requirements are met. A consumer reporting agency would
be an agency defined in section 603(f) of the Fair Credit Reporting
Act.' In addition, a consumer reporting agency also would be any per-
son who, for monetary fees, dues, or on a cooperative nonprofit basis,
regularly engages in the practice of (1) obtaining credit or other infor-
mation on consumers for the purposes of furnishing such information
to consumer reporting agencies, or (2) serving as a marketing agent
under arrangements enabling third parties to obtain such information
from consumer reporting agencies.

Under the bill, if a Federal agency attempts to collect a claim of
the United States under the Federal Claims Collection Act, or other
statutory authority (except the Internal Revenue Code), it may, after
reviewing the claim and determining that it is valid and overdue,
notify a consumer reporting agency that a person is responsible for
the claim. However, prior to doing so, the Federal agency attempting
to collect the claim must send a written notice to the most recently
available address of the person who owes the debt informing such
person that the agncy intends, in no less than 60 days after mailing
the notice, to notify a consumer reporting agency that the person is
responsible for the claim. If the agency does not have an address for
the person responsible for the claim, then it must take reasonable
action to locate the address. The written notice from the agency must
include the specific information intended to be released to a consumer
reporting agency, and a statement of the individual's right to a full
explanation of the claim and right to dispute any information con-
cerning the claim in the records of the agency. A Federal agency
would be prohibited from releasing information to a consumer report-
ing agency if the person responsible for the claim (1) has repaid the
claim, (2) has agreed to repay the claim under a written repayment

'The Fair Credit Reporting Act defines a consumer reporting agency as any
person which, for monetary fees, dues, or on a cooperative nonprofit basis, reg-
ularly engages In whole or in part in the practice of assembling or evaluating
consumer credit information or other information on consumers for the purpose
of furnishing consumer reports to third parties, and which uses any means or
facility of Interstate commerce for the purpose of preparing or furnishing
consumer reports (14 U.S.C. 1681a(f)).

(11)
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plan that is agreeable to the agency, or (3) has filed for ieview of the
claim.

In addition, prior to notification of a consumer reporting agency,
the person alleged to be responsible for a Federal claim must be pro-
vided the opportunity to have the obligation reviewed, and to have
the initial decision of the agency be reconsidered.

Finally, prior to notification of a consumer reporting agency, the
Federal agency must receive satisfactory assurances from the consumer
reporting agency that it is in compliance with the Fair Credit Report-
ing Act and any other Federal law governing the provision of con-
sumer credit information.

After a consumer reporting agency has been notified that a person
is responsible for a Federal claim, a Federal agency would be required
to promptly notify it of any substantial change in the status or amount
of the person's indebtedness and would have to verify or correct any
information released, upon request by the consumer reporting agency.

Information that could be disclosed by a Federal agency to a con-
sumer reporting agency would be restricted to: (1) the name, address,
social security number, and other information necessary to establish
the identity of the person who is indebted to the Federal Government;
(2) the amount, status, and history of the claim, and (3) the name of
the agency under which the claim arose.
2. Salary offsets

The bill would expand substantially the present law governing salary
offsets. In general, if a Federal employee is indebted to the United
States for any debt, for which the United States is entitled to be repaid,
that employee's salary could be offset to satisfy such debt. The amount
of the debt could be collected in monthly installments, or at officially
established pay intervals, by deduction from the current pay account
of the individual.

Deductions for indebtedness to the United States could be made from
basic pay, special pay, incentive pay, retired pay, retainer pay, or any
other authorized pay of a Federal employee, Postal Service employee,
or member of the Armed Forces or Reserves. The maximum deduction
would be 25 percent of disposable pay, unless a greater deduction were
necessary to complete collection within the period of the debtor's anti-
cipated active duty or employment. If an individual retired or resigned
before collection were completed, then deductions would be made from
payments of any nature due to the individual for retirement.

Prior to the collection of a debt through salary offset, the Federal
agency would be required to notify the debtor, in writing, of the nature
and amount of the indebtedness, the agency's intention to collect the
debt through salary offsets, and an explanation of his rights with re-
spect to the collection of the debt. These rights would be (1) an oppor-
tunity to inspect and copy the agency's records with respect to the
debt; (2) an opportunity for the review of the determination of the
agency with respect to the indebtedness; and (3) an opportunity to
enter into a written agreement with the agency, under terms agreeable
to the agency, for the repayment of the debt.

Finally, the collection of any debt through salary offset, would be
made in accordance With standards promulgated under the Federal
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Claims Collection Act of 1966 or any other statutory authority for
the collection of claims of the United States.
3. Protection of Federal debt collectors

Officers or employees of the United States who are designated to
collect or compromise a Federal claim in accordance with the Federal
Claims Collection Act of 1966, or other statutory authority, would
be included in the enumeration of "protected" officers and employees
in 18 U.S.C. sec. 1114. Thus, the murder of such individuals would
be a Federal offense.
4. Statute of limitations for debt collection actions brought by

the United States
Under the bill, the statute of limitations for actions for money dam-

ages brought by the United States (generally six years) would not
apply to the collection of debts by means of administrative offset.
Moreover, the bill would require that if a Federal agency attempts to
collect a claim of the United States under the Federal Claims Collec-
tion Act of 1966, it must prescribe regulations and establish standards
for the exercise of administrative offsets that are based on the best
interest of the United States the likelihood of collecting by adminis-
trative offset, and the cost effectiveness of carrying an open claim be-
yond five years.
5. Interest and penalties on indebtedness owed to the United

States
In general, the bill would require Federal agencies to charge a

minimum annual rate of interest on outstanding debts. This interest
rate would be equal to the average investment rate for Treasury tax
and loan accounts for the twelve months ending with September each
year, rounded to the nearest whole percent. The IRS would be re-
quired to publish the interest rate each year no later than October 31,
and such rate would -become effective on the first day of the next
calendar quarter. Quarterly revision of the interest rate would be per-
mitted when the average investment rate for the twelve months end-
ing each calendar quarter, rounded to the nearest whole percent, is
200 basis points more or less than the existing, published rate.2

In addition, Federal agencies would be required to assess charges to
cover the costs of processing and handling delinquent claims, and
would be required to assess'penalty charges. he penalty charge could
not exceed six percent per annum and would apply to debts that are
more than ninety days past due.

The interest and penalties mandated by the bill would not apply if
a statute, regulation, loan agreement, or contract either prohibited
the charging of interest or penalties or explicitly fixed interest or
penalty charges Furthermore, Federal agencies would be permitted
to identify, trough regulations, circumstances in which it is apro-
priate to waive the collection of interest and -penalties, in accordance
with standards that may be promulgated jointly by the Attorney Gen-
eral and the Comptroller General.

200 basis points are equal to two percent.
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6. Service of summons
The bill would amend the Federal Claims Collection Act of 1966

to permit service of legal process, for purposes of debt collection, to
be made in accordance with the Federal Rules of Civil Procedure by
certified or registered mail, or in such other manner as a court directs.
7. Report on agency debt collection activities

The bill would require that Federal agencies report. to the Treasury,
the Office of Management and Budget, and the Congress, no less than
annually, concerning their debt collection activities. This reporting
requirement would be established through OMB regulations, in con-
sultation with the Tileasury Departineit and the General Accounting
Office.

Each agency's report would be required to contain the following
information:

(1) The total amount of loans and accounts receivable owed to
the agency and when those amounts are due to be repaid;

(2) The total amount of receivables and number of claims that
are at least 30 days past due;

(3) The total amount of debts written off as uncollectable;
(4) The rate of interest charged on overdue debts, and the

amount of interest charged and collected on debts;
/5/ The total number of claims and the amount collected;

The number of claims and the total amount of claims
referred to the Department of Justice for settlement, and the
number of claims and the total amount of claims settled by the
Department of Justice; and

(7) Any other information that the OMB finds necessary in
order to determine whether the agency is engaging in aggressive
action to collect claims.

The information required to be reported by each agency also
would have to be reported separately for each program or activity
administered by the agency.

8. Contracting for the collection of debts -

The bill specifically would provide that Federal agencies may con-
tract 'with private colection agencies, for purposes of collecting Fed-
eral claims, notwithstanding any other provision of law (except for
the Internal Revenue Code) governing the collection of Federal claims.
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B. Tax-Related Provisions

1. Use of social security numbers
Under the bill, Federal departments and agencies would require each

individual who applies for credit, financial assistance, or any payment
that may result in an indebtedness to the United States or any Federal
agency to furnish his social security number. Any social security num-
ber obtained in this manner could be used only for purposes of verify-
in plicant's identity in connection with credit management and
debt collection purposes undertaken pursuant to the Federal Claims
Collection Act of 1966 or other statutory authority.
2. Disclosure of information by the IRS for purposes of screening

potential debtors
Upon written request, the IRS would be permitted to disclose to

another Federal agency whether a Federal loan applicant has any out-
standing tax liability (or other liabilities under the Internal Revenue
Code). This information could be disclosed only for purposes of, and
to the extent necessary in, determining whether an applicant for a
loan has outstanding liabilities. Information concerning outstanding
liabilities that are in dispute could not be disclosed.

For purposes of this provision, a Federal loan would be a loan of
money by, or guaranteed or insured by, the Federal Government or a
Federal agency.
3. Disclosure of debtor identity information

Under the bill, the IRS would be permitted to disclose mailing
addresses of taxpayers to agents, as well as to officers and employees,
of other Federal agencies for their use in locating taxpayers for the
purpose of collecting or compromising Federal claims against tax-
payers under the Federal Claims Collection Act of 1966. Such dis-
closures could be made upon written request.

The unauthorized redisclosure of information received in this man-
ner would be a felony punishable upon conviction by a fine of not more
than $5,000 or imprisonment of not more than 5 years, or both.
4. Interest rate on tax refunds and deficiencies ,

The bill would require that the interest rate payable on tax refunds
and deficiencies is to be based upon 100 percent, rather than 90 percent,
of the prime interest rate.

The tax interest rate would be adjusted on an annual basis whenever.
the prime interest rate is one percentage point above or below the
prevailing prime interest rate.

'The House Committee on Ways and Means, on July 10, 1981. tentatively agreed
that the tax interest rate should be based upon 100 percent of the prime rate and
should be adjusted annually. Furthermore, the Committee agreed to give the
Treasury the option to adjust the interest rate semi-annually.

(15)
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The interest rate would be established no later than October 15 of
any year. The rate for any year would be based on the average of the
predominant prime rate for each of the twelve months ending with
the month of September, rounded to the nearest full percent. (Current
law looks to the September rate, alone, rather than to a 12-month aver-
'ige.) This rate would become effective, for tax interest and deficiency
purposes, on February 1 of the immediately succeeding year.
5. Effective date of tax provisions

The tax provisions of the bill would be effective upon enactment.
6. Revenue effect of increase in tax interest rate

It is estimated that the tax interest rate provision of this bill would
increase budget receipts by $100 million in fiscal year 1982, have a
negligible effect in 1983, increase receipts by $100 million i 1984,
reduce receipts by $100 million in 1985, and increase receipts by $60
million in 1986. (This is based upon the assumption of a gradually de-
clining prime interest rate over this time period, and the annual ad-
justment feature of the interest rate on tax refunds and deficiencies.)
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Senator GRASSLEY [chairman, presiding]. I would like to call the
meeting of the subcommittee hearing to order.

The topic of our hearing this morning is S. 1249, the Debt Collec-
tion Act of 1981.

This bill is designed to help the Federal Government collect
$175 billion it is owed and develop procedure. to extend credit in a
more responsible manner in the future.

The Committee on Governmental Affairs has already held hear-
ings on this issue, and subsequently reported it on July 20, 1981.

Since this measure has tax-related provisions it is referred to the
Committee on Finance for additional consideration.

Many of the tax-related provisions involve disclosure issues
which often undermine voluntary compliance, hence they are a
concern of this subcommittee.

Basically, S. 1249 is designed to improve the Federal Govern-
ment's collection function. The tax-related aspects of this bill:

One, require individuals to supply their social security number
when applying for Federal credit or financial assistance which
results in any debt to the Federal Government;

Under current law an individual cannot be denied Federal credit
for failure to supply his or her social security number;

Two, permits the Secretary of the Treasury to disclose an individ-
ual's Federal credit history to other governmental agencies;

Three, allows Federal agencies to disclose credit information to
private contractors for debt collection purposes. This includes dis-
closing addresses obtained from the IRS of delinquent Government
debtors. This type of disclosure is impermissable under current
law.

Four, increases the amount of interest charged on delinquent
taxes to 100 percent of the prime rate. The interest rate individuals
must pay the IRS if they do not pay their taxes in a timely fashion
is 12 percent. This rate is adjusted every 23 months, and is set at
90 percent of the prime rate.

At the close of business on Friday, the prime rate was 20.5
percent. Therefore, individuals who have elected not to pay their
taxes and receive a 12-percent loan from the Government.

This results in a large loss of revenue to the Federal Govern-
ment.

Before I call on Senator Baucus for an opening statement, I have
a letter from our colleague from Tennessee, Senator Jim Sasser,
with permission to put a statement in the record. That permission
is granted.

[The prepared statement of Senator Jim Sasser follows:]
PREPARED STATEMENT OF SENATOR JIM SASSER

I want to commend this committee for taking quick action in the consideration of
S. 1249, the Debt Collection Act of 1981. As far as I am concerned, this bill is
potentially the most significant cost-cutting legislative initiative affecting the Feder-
al Government that will come out of the 97th Congress.

Beyond the immediate cost savings to be realized in the next several fiscal years,
the Debt Collection Act is certain to result in solid, long-term improvements in the
Federal Government's overall credit management practices. When David Stockman,
Director of the Office of Management and Budget, testified at the Senate Govern-
mental Affairs Committee hearing on S. 1249 last April 23, he indicated that such
improvements are among the OMB's highest priorities and the Debt Collection Act
is the best vehicle for cementing together many of the financial management
reforms already developed by the agency.
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So, we have yet another sound reason for approving S. 1249-not that we need yet
another reason. Since Senator Percy and I first introduced comprehensive debt
collection legislation in the 96th Congress, so much has been written about the need
for such a bill, so many reasons to act in this area have been outlined, and so much
has been said about the prospective benefits of this bill that there is little else to
say.

Still, we must never lose sight of the two basic reasons why S. 1249 should become
law, and should become law soon.

First, the figures on debts owed the United States Government by individuals and
organizations simply beg for some kind of action. Those figures speak for them-
selves; they've been detailed so much that I don't have to repeat them here.

Second, there is the point that I have made at every juncture in the development
and the consideration of debt collection legislation and that is this: it is both right
and just for the government to recover the money that is owed it. Every time
someone cheats on a loan he or she owes the Federal Government, that individual is
cheating every honest, tax-paying American citizen. Moreover, that same individual
is undermining so many worthwhile assistance programs for the millions of Ameri-
cans who use them and who pay their debts on time.

Beyond these two points, Mr. Chairman, I have little to add, except to say that I
believe it ought to be possible for the Congress to go a little further in order to
ensure an even better debt collection program on the part of the Federal Govern-
ment.

Specifically, I hope that my colleagues in the Senate and in the House of Repre-
sentatives will see fit, sometime during this session, to approve a tax offset program
with the Internal Revenue Service. That is, I hope it is possible for the IRS to begin
to deduct delinquent debts owed the Federal Government from the tax refunds of
debtors whoare overdue with a Federal agency.

OMB Director Stockman indicated at the April 23 hearing that the Administra-
tion is seriously considering such a proposal-which I've long supported-and will
make a decision later this year. I sincerely hope that the Administration will see fit
to endorse the tax offset idea, since it is estimated that this procedure could
probably recover $500 million annually for the Federal Government.

A similar offset program is already in place at the state level in Oregon, where by
all accounts it is successful.

With an IRS tax offset program, I believe that S. 1249 would be an even better
bill. Still, S. 1249 is an excellent bill, one that I have cosponsored, one that I am
sure that each and every one of my colleagues in the Senate can support, and one
that I hope will become law in time for the next fiscal year so that the Federal
Government-and the citizens who pay for it-can realize cost savings as soon as
possible.

Senator GRASSLEY. Senator Baucus, the ranking minority
member of this committee, do you have an opening statement?

Senator BAUCUS. Thank you, Mr. Chairman.
Very briefly, there are a couple of provisions of the bill that I

want to look at.
First, in the Government's debt collection efforts, the bill weak-

ens the privacy protection of most taxpayers at a time when most
Americans are troubled about increasing Federal interference in
their lives. And the enactment of this bill would lead to greater
Government intrusion, not less.

Second, the bill overlooks a major cause of the problem in the
$25 billion of delinquent debts. Over $13 billion represents delin-
quent income taxes.

S. 1249 does nothing to provide IRS with the tools necessary to
collect unpaid taxes. IRS efforts in this area should be strength-
ened.

The budget cuts, the personnel and administrative burden im-
posed by measures such as S. 1249 threaten to hamper the Service
in its performance of these tax duties.

Mr. Chairman, after listening to the witnesses and their testimo-
ny, I will have some questions concerning this bill.
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Senator GRASSLEY. It is my pleasure at this time to introduce the
Honorable Charles Percy, the Senator from the State of Illinois,
who is the sponsor of this legislation. He has shown leadership in
the area of legislation coming out of the Governmental Affairs
Committee, as well as his distinguished service now as chairman of
the Senate Foreign Relations Committee.

Senator Percy, welcome to the committee and thank you for your
leadership in this area.

STATEMENT OF HON. CHARLES H. PERCY, U.S. SENATOR,
STATE OF ILLINOIS

Senator PERCY. Thank you, Mr. Chairman, very much, and I
appreciate very much the opportunity to be with you and Senator
Baucus this morning to give me the opportunity to testify on the
Debt Collection Act of 1981.

I am particularly gratified, Mr. Chairman, that you have seen fit
to act so promptly in taking up this important legislation, and for
your own support in cosponsoring S. 1249, and the support of nine
other members of the Finance Committee.

We did agree in the chairman's meeting with Senator Baker that
we would give highest priority this year to legislation that is sup-
ported by President Reagan. I have been extraordinarily pleased in
contrast with last year when my legislation addressing this enor-
mous problem stalled from lack of support from the Carter admin-
istration-denote that this year this administration, President
Reagan, acting through David Stockman and Ed Harper of OMB,
has moved swiftly and decisively in proposing tough legislation to
crack down on debtors who renege on their obligation to repay the
Government.

I think this legislation addresses the most shocking examples of
waste in this management of public funds that I have encountered
in 15 years as a U.S. Senator.

The Federal Government's failure to collect billions of dollars in
unpaid loans, taxes, and other debts is a national outrage.

It is a slap in the face to the taxpayers of this country. In fiscal
year 1979 alone, over $25 billion-more than half of what was due
to be repaid that year-was not collected.

That amounts to about $275 for each taxpayer in the United
States. Of the 10 largest lending agencies in the Federal Govern-
ment, 5 had delinquency rates ranging from about 60 percent, to 1
agency that had a 97-percent delinquency rate.

Little wonder, therefore, that an administration that has had the
courage to drastically reduce programs across the board in order to
bring about fiscal sanity in this country-a measure that certainly
will now reinforce and back up the President in Ottawa-in the
most important conference that he has yet engaged in with the
Chiefs of State of our major allies and friends.

But equally important that we address this problem of indebted-
ness because that money is terribly important to us.

The Debt Collection Act of 1981, S. 1249, introduced less than 2
months ago has attracted broad Senate support-33 cosponsors,
one-third of the Senate. As I have indicated, nine members of this
committee have cosponsored the bill and it has already been unani-
mously approved by the Senate Governmental Affairs Committee.
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S. 1249 proposes 12 reforms to put some teeth into the Federal
Government's lagging collection effort, 4 of which fall under the
jurisdiction of the Finance Committee.

The bill was carefully drafted to provide Government agencies
with new tools, many of which are used widely in the private
sector to collect debts, while maintaining important privacy and
due collection protection for debtors.

In -marking up the bill last week in Governmental Affairs, a
series of amendments were adopted to further strengthen these
protections, many of which were suggested by the American Civil
Liberties Union. We have greatly appreciated the assistance pro-
vided by the ACLU, and they have been a valuable organization in
insuring us that the provisions we have carefully worked out with
them and with OMB maintain the privacy rights of individuals.

The four provisions of the bill under the Finance Committee's
jurisdiction comprise some of the key elements of the legislation.
Before proceeding with discussing these provisions, I would like to
stress it has never been our intent, in pursuing this legislation, to
make the Internal Revenue Service a debt collection agency for the
entire Federal Government.

Nor have we intended to unduly compromise the confidentiality
of the tax return.

Throughout my career in the Senate, I have rejected unnecessary
intrusions into an individual's tax return for purposes other than
collecting taxes.

The voluntary nature of our tax system depends on this confiden-
tiality.

The four provisions which we are asking for your support and
which are under your jurisdiction are as follows:

First, the bill would allow Federal agencies to screen credit appli-
cants against IRS lists of delinquent taxpayers to determine wheth-
er these applicants are indebted to the Government for unpaid
taxes.

The objective of this proposal is quite simple. Government credit
should not be unknowingly extended to a business or individual
who has not paid his taxes. This concept is not new. State and local
governments have denied services, licenses, and benefits to those
who have not paid their taxes. I believe it is simply unfair to ask
the taxpayers of the country to lend their tax dollars to those who
have reneged already on their obligation to pay the taxes that are
due and payable.

While this proposal would not establish an absolute means of
denying credit to delinquent taxpayers, it would encourage those
with unpaid taxes to pay them before receiving Government credit.

This process would give the IRS much needed support in collect-
ing the $16 billion in overdue taxes, as was previously mentioned
by Senator Baucus in his opening statement, as well as screen
those who have previously defaulted on their obligations to pay the
Government.

This provision was strengthened in the Government Affairs Com-
mittee to limit the information to be disclosed to other agencies to
that which is necessary to determine whether or not there is a tax
liability.
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Also, this disclosure would be prohibited for delinquent taxes
which are in dispute.

The second key provision would allow Federal agencies to redis-
close to private contractors for debt collection purposes, addresses
obtained from the Internal Revenue Service on delinquent debtors.
This provision is critically important to effective Federal debt col-
lection.

The single most important piece of information when collecting a
debt is the debtor's current address. In recognition of this, the 1976
Tax Reform Act included a provision to permit Federal agencies to
obtain addresses from the IRS as a means of locating debtors.

Thus, the Department of Education, for example, may go to the
IRS to obtain a current address for a student loan debtor. This
system has been very successful. The IRS addresses are about four
times more reliable than other sources and about 12 times cheaper
to obtain. >

In 1980 alone, Federal agencies Used the IRS service to locate
648,000 debtors. Every single one of us that has a mailing list
knows the problem of keeping that list up to date.

With the movement of people, county to county, State to State,
those lists become very quickly obsolete. The same is true with the
Federal Government. With 340 some programs loaning money, they
simply lose track of people. They simply don't get the notices and
due diligence requires that we find out where those people have
moved to.

Unfortunately, the IRS has insisted that the Tax Return Act of
1976 does not permit the Federal agencies to disclose these address-
es to private collection agencies or consumer reporting agencies for
debt collection purposes. Our greatest hope for collecting billions of
dollars now overdue, is to make use of consumer reporting agen-
cies, thereby affecting the private sector credit rating of those
defaulting on Government debts and private collection agencies
which can offer extremely effective collection services.

However, if barred from providing consumer reporting agencies
and collection agencies with current addresses on hundreds of
thousands of the Government debtees, the Government will be
unable to make use of their desperately needed services.

OMB has conservatively estimated than unless Government
agencies can redisclose these addresses to consumer reporting agen-
cies, up to 30 percent of the delinquent debts that could have been
collected would have to be simply written off.

I am confident this will not violate the established privacy of the
taxpayer. Only the address would be allowed to be disclosed and
the tax statutes already permit IRS addresses to be used for the
purpose of collecting nontax debts.

This amendment would merely extend this disclosure to agents
of the Government performing collection functions. This recognizes
the fact that the Government, due to its enormous backlog of
unpaid debts-$25 to $35 billion-must increasingly use collection
agencies and credit bureaus to supplement its collection efforts.

Collection agencies receiving these addresses would be permitted
to use them only for the purpose of collecting Government debts.
They would be prohibited from using them for any collection of
private debts-only Government debts.
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The third key provision of this bill would raise the rate of inter-
est on delinquent taxes to 100 percent of the prime rate and
provide for an annual adjustment to the rate.

This annual adjustment of the full prime rate is needed to en-
courage prompt payment of taxes and to keep up with the broad
fluctuations in the money market race.

In other words, if we don't have at least full prime, people can
simply not pay and be borrowing the money from the Government
at a rate less than they could ever get it from a commercial
institution.

That is done so frequently we simply can't tolerate it any longer.
They must pay at least the full prime rate, which is still lower
than any of them would be able to obtain private financing.

Fourth, and finally, the bill would require social security num-
bers to be furnished by individuals who are applying for Govern--
ment credit.

Currently the Privacy Act has been interpreted to prevent an
agency from requiring an individual to supply their social security
number. This prohibition just does not make sense for two reasons.

First, if I were to walk into any bank in Chicago to obtain a
private loan or even a checking account, I would be required, any
of us would be required, anyone in this room would be required, to
supply a social security number.

Yet Uncle Sam, the world's largest lender, cannot require this
number. This odd situation exists despite the fact that the Govern-
ment has assumed a tremendous risk in lending to many of these
individuals-a risk that no private lending institution would take.

Also, requiring social security numbers on credit applications
would actually enhance protection provided to debtors.

With a social security number, agencies could better verify the
identity of debtors, distinguish among them and insure that they
would be properly notified before serious collection actions are
taken.

A constant complaint of debtors is that they are not given ade-
quate notice before serious steps are taken that are injurious to
their own future credit standing and reputation.

Enactment of these provisions will move us closer to sound credit
management in the Federal sector. We simply cannot afford to let
another year go by without doing something about these unpaid
debts.

-If we do not crack down on those defaulting on a Government
loan, or those failing to pay their taxes, how can we justify asking
our honest constituents to make sacrifices to cut Federal spending?

What do we say to the straight A student at the University of
Illinois, for instance, who is losing his student loan? Why should he
sacrifice while those who are delinquent in paying back old student
loans, an astonishing 81 percent of borrowers are not, 81 percent of
all student loans are in default. Many of them, simply because we
are not using what would be looked upon as an ordinary business
procedure and due diligence in collecting those loans.

Let me mention one other consequence of allowing so many
debtors, many of them young Americans, to ignore their obliga-
tions to repay their Government.

84-775 0-81-4
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How can we expect them to respect their Government? What
kind of example are we setting for them? I can understand, but I
can't condone how we do let this happen.

Many of the nearly 2 million debtors from whom we will try to
collect money may consider our remedies too tough. Ultimately,
however, if the Government takes greater care in protecting the
taxpayers' dollars, the debtors themselves will be better served.
When we do not hold them responsible for Federal debts, they lose
respect for their Government. They lose sight of the value of thrift
and personal integrity.

And as a result they may someday make serious financial miscal-
culations. When we treat debts too casually, the harm done by
failing to collect a loan may overshadow the benefits of the loan
program in the first place.

I will conclude my statement by quoting from a recent Chicago
Tribune editorial, one of dozens that appeared nationwide in sup-
port of this legislation.

Given the Government's poor record of debt collection and the need to save
money, these changes are long overdue.

Government money has been so easy to obtain that many have come to regard a
loan from the Government as a gift just as many others have come to regard a gift
from the Government as a right to which they are morally entitled.

This bill should help to correct this view of Uncle Sam as a soft touch, and at the
same time save money of the taxpayers.

Mr. Chairman and Senator Baucus, I would like to thank you for
this opportunity to appear today.

I urge your committee to promptly consider S. 1249, and send it
to the Senate floor where Senator Baker and the leadership have
assured me it will have swift action on the floor.

Every single day that goes by costs the Federal Government a
large sum of money. Other provisions in the bill, which were not in
the jurisdiction of this committee, allowed the Government to gar-
nish wages. Can you imagine us sitting here without the ability
that any private sector organization has to garnish the wages of
employees. Here we sit with the Department of Education, with
hundreds of employees sitting over there, many of them making
$50,000 a year and for years they have refused to pay their own
student loans debts back to their own Government. And the reason
they are sitting over there is because they have got the education
and at Government expense has enabled them to have the profi-
ciency and capability of getting that job. And the Government
seems powerless to even collect money from them at the time they
are receiving their paycheck every single pay day.

Those things and other provisions of the bill that will stamp out
abuses I think the people of this country will have more respect for
their Government, if when we make a loan to them we insist as
anyprivate sector organization would that it be paid back.

Senator GRASSLEY. Thank you, Senator.
I have no questions, but I would like to comment before Senator

Baucus maybe has some questions to ask you.
Only in the sense that-how clearly I agree with the points that

were made in the closing paragraphs of your statement, in which
you speak to the necessity of our upholding the rule of law, the
respect for law.
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Obviously, if we are going to change the pattern it is going to
have to start here with the tools of government to bring that about.

And I think that it will go a long way towards correcting the
attitude-the permissive attitude that people have towards paying
debts, generally. Because obviously if they can get away with not
paying the Federal Government, it is apt to be easy for them to get
away without paying private individuals as well.

So I think that there is a motive here, not only helping to collect
public debts, but also to create a better environment so that all
unpaid bills will be honored to a greater extent.

And for your leadership in that area, I want to compliment you
very much.

Senator Baucus?
Senator BAUCUS. Mr. Chairman. Senator, I understand that your

committee made some changes in the bill because of some privacy
problems raised by certain groups.

Are there any provisions presently in this bill which in any way
give you any concern at this point, even though at this point, as I
understand, you have amended the bill to satisfy most of the con-
cerns raised by civil liberties groups?

Are there any remaining provisions at all that you--
Senator PERCY. As a matter of fact I wasn't concerned about it

before the ACLU testified.
When they testified, I realized that we may have overlooked

some of the private rights of individuals. So sitting down with
them-and I directed staff immediately to sit down with ACLU and
work it out with them.

And we walked in their shoes, leaning over backwards to protect
privacy rights. We made modifications in the bill which satisfied
their exacting standards and still met the tests that we put to
them.

So I have no concerns about the bill. I think that every single
provision has been very, very carefully looked at.

I wouldn't say that on the floor someone might not, or in this
committee, might not think of something we have overlooked.

But I hope it would only be modifications in ways to enforce
objective end goals. Because the objective end goal is absolutely
essential now, in the light of our present fiscal--circumstance.

Senator BAUCUS. As I understand the bill, the debt collection
agency would be able to use addresses furnished by IRS, but the
debt collection agency would be able to subsequently use those
same addresses for collection of private debts, is that right?

Senator PERCY. No, the present arrangement is-and it is done in
600,000 cases in 1 year. Any Federal agency, and there are hun-
dreds of them, can can go to IRS and help them-use their locater
service to correct an address that is out of date.

An agency is able, under this bill, to go to a private service that
is in that business, and say 'We have exhausted our ability to
collect this debt. Will you, for a negotiated fee, go out and collect
this debt?"

Today, without this bill, that agency would be prohibited from
using the same services as IRS.

Under this bill, they could then go through their agency and go
to IRS and find the address.
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The bill, however, absolutely prohibits them from using that
address in collecting a private debt other than the Government
debt for which they have been contracted.

Senator BAUCUS. Let's assume that John Q. Citizen, for example,
owes a debt to Uncle Sam, a certain Federal agency, and that
agency goes to IRS to get the address.

The address of John Q. Citizen is then furnished by the agency to
a private debt collection agency.

That agency contacts John Q. Citizen using the address furnished
by the IRS through the agency to the debt collection agency and
collects on the debt.

Let's assume that a year later, John Q. Citizen has an outstand-
ing debt delinquent to some department store. The department
store happens to go to the same debt collection agency.

That debt collection agency goes through its files and finds his
address furnished basically by the IRS. May that collection use
that address?

Senator PERCY. No, it may not.
Then the question comes up, how do you police this? I put the

identical question to Alan Mertz, the staff professional on the
Government Affairs Committee working on this.

But, we don't feel that it can be and should be used for private
purposes.

Now, how do you enforce it?
First of all, the collection agencies' association are working close-

ly with this. They have, like ABA and the American Medical
Association, peer oversight, over the agencies that are members of
their organization.

It would be an unethical business practice for them to use infor-
mation they have obtained for a Government agency in the private
sector. They will have to simply insure that they do not.

Now they may press and say, we would like a change in legisla-
tion allowing us to do it. Well, they have a perfect right to come
down and change the law. But until such time as they get the law
changed, they take a risk of making a violation.

And we can make that violation as stiff as we want it. Any
employee in any agency could come up here, or a court, and tes-
tify-yes, this agency has abridged the code of conduct adopted by
our association. It has abridged and violated the law. And they
would stand in disrepute in the association.

They could possibly be forced out of the association. They could
be subject to whatever violations are provided.

I think any reliable organization, and you should see the ques-
tionnaires that are being prepared now to go out to agencies to
select private collection agencies and use them.

They are extensive, they are big, they wouldn't dare risk, as a
matter of policy, breaching the law in order to just maybe provide
a service to a private organization.

So there are all kinds of ways you can enforce it-probably much
stiffer than you have been enforcing a lot of the laws we have.

Senator BAucus. I think basically, the bill performs a service
that is needed for people to pay their bills.

I am just concerned that it would unnecessarily infringe upon
individual liberties of private citizens.



49

Senator PERCY. Right, but you put your finger on the very point,
the last point I raised with our own staff.

How do we enforce this?
And, it is like a lot of other things. There isn't an absolute

enforcement, but you do the best you can. And I would tend to
think that if any association or organizations-those that have
testified before us would say peer review, code of ethics, the loss
that the agency would incur if they violated that particular provi-
sion-a loss, for instance, of all Government contracts-would be
too high a risk for them to take to just transfer between Govern-
ment collection and private collection that kind of information.

Thank you.
Senator BAUCUS. Thank you.
Senator GRASSLEY. Senator Percy, thank you very much for

speaking here today.
[The prepared statement of Senator Charles H. Percy follows:]

STATEMENT OF SENATOR CHARLES H. PERCY

Mr. Chairman, I would like to thank the distinguished members of this subcom-
mittee for giving me this opportunity to testify this morning on The Debt Collection
Act of 1981. I am especially grateful to you, Mr. Chairman, for acting so promptly in
taking up this important legislation and for your support in cosponsoring S. 1249.

This legislation addresses the most shocking example of waste and mismanage-
ment of public funds I have encountered in my fifteen years as a United States
Senator. The federal government's failure to collect billions of dollars in unpaid
loans, taxes, and other debts is a national outrage-a slap in the face to the
taxpayers of this country. In fiscal year 1979 alone, over $25 billion, more than half
of what was due to be repaid that year, was not collected. That amounts to about
$275 for each taxpayer in the United States. Of the ten largest lending agencies in
the federal government, five had delinquency rates ranging from about 60 percent
to over 97 percent.

Last year, my legislation addressing this enormous problem stalled for lack of
support from the Carter Administration. But this Administration, and this Senate,
are different. President Reagan has moved swiftly and decisively in proposing this
tough legislation to crack down on debtors who renege on their obligation to repay
the government. The Debt Collection Act of 1981, S. 1249, introduced less than two
months ago, has attracted broad Senate support-there are 33 cosponsors-and has
already been unanimously approved by the Senate Governmental Affairs Commit-
tee.

S. 1249 proposes 12 reforms to put some teeth into the federal government's
lagging collection effect, four of which fall under the jurisdiction of the Finance
Committee. The bill was carefully drafted to provide government agencies with new
tools, many of which are already used widely in the private sector, to collect debts,
while maintaining important privacy and due process protections for debtors. In
marking up the bill last week in Governmental Affairs, a series of amendments
were adopted to further strengthen these protections, many of which were suggested
by the American Civil Liberties Union. We have greatly appreciated the assistance
provided by the ACLU.

The four provisions of the bill under the Finance Committee's jurisdiction com-
prise some of the key elements of the legislation. Before proceeding with discussion
of these provisions, I would like to stress that it has never been our intent in
pursuing this legislation to make the Internal Revenue Service a debt collection
agency for the entire federal government, nor have we intended to unduly compro-
mise the confidentiality of the tax return. Throughout my career in the Senate, I
have rejected unnecessary intrusions into an individual's tax return for purposes
other than collecting taxes. The voluntary nature of our tax system depends on this
confidentiality.

The four provisions which we are asking for your support are as follows:
First, the bill would allow federal agencies to screen credit applicants against IRS

lists of delinquent taxpayers to determine whether these applicants are indebted to
the government for unpaid taxes. The objective of this proposal is quite simple:
government credit should not be unknowingly extended to a business or individual
who has not paid his taxes. This concept is not new-state and local governments
have denied services, licenses, and benefits to those who have not paid their taxes. I
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believe that it is simply unfair to ask the taxpayers of this country to lend their tax
dollars to those who have reniged on their obligation to pay their taxes. While this
proposal would not establish an absolute means of denying credit to delinquent
taxpayers, it would encourage those with unpaid taxes to pay them before receiving
governmental credit. This process would give the IRS much-needed support in
collecting the $16 billion in overdue taxes, and screen those who have previously
defaulted on their obligations to pay the government. This provision was strength-
ened in the Governmental Affairs Committee to limit the information to be dis-
closed to other agencies to that which is necessary to determine whether or not
there is a tax liability. Also, this disclosure would be prohibited where delinquent
taxes are in dispute.

The second key provision would allow federal agencies to redisclose to private
contractors, for debt collection purposes, addresses obtained from the Internal Reve-
nue Service on delinquent debtors. This provision is critically important to effective
federal debt collection. The single most important piece of information when collect-
ing a debt is the debtor's current address. In recognition of this, the 1976 Tax
Reform Reform Act included a provision to permit federal agencies to obtain ad-
dresses from the IRS as a means of locating debtors. Thus, the Department of
Education, for example, may go to the IRS to obtain a current address for a student
loan debtor. This system has been very successful: the IRS addresses are about four
times more reliable than other sources, and about 12 times cheaper to obtain. In
1980 alone, federal agencies used the IRS service to locate 648,000 debtors.

Unfortunately, the IRS has insisted that the Tax Reform Act of 1976 does not
permit federal agencies to redisclose these addresses to private collection agencies or
consumer reporting agencies for debt collection purposes. Our greatest hope for
collecting billions of dollars now overdue is to make use of consumer reporting
agencies, thereby affecting the private sector credit rating of those defaulting on
government debts, and private collection agencies, which can offer extremely effec-
tive collection services. However, if barred from providing consumer reporting agen-
cies and collection agencies with current addresses on hundreds of thousands of the
government's debtors, the government will be unable to make use of their desper-
ately needed services. OMB has conservatively estimated that unless government
agencies can redisclose these addresses to consumer reporting agencies, up to 30
percent of the delinquent debts that could have been collected would have to be
written off.

I am confident that this will not violate the established privacy of the taxpayer.
Only the address would be allowed to be disclosed, and the tax statutes already
permit IRS addresses to be used for the purpose of collecting non-tax debts. This
amendment would merely extend this disclosure to "agents' of the government
performing collection functions. This recognizes the fact that the government, due
to its enormous back-log of unpaid debts, $25 to $35 billion, must increasingly use
collection agencies and credit bureaus to supplement its collection efforts. Collection
agencies receiving these addresses would be permitted to use them only for the
purpose of collecting government debts.

The third key provision of this bill would raise the rate of interest on delinquent
taxes to 100 percent of the prime rate and provide for an annual adjustment to the
rate. This annual adjustment at the full prime rate is needed to encourage prompt
payment of taxes and to keep up with the broad fluctuations in the money market
rates.

Fourth and finally, the bill would require social security numbers to be furnished
by individuals who are applying for government credit. Currently, the Privacy Act
has been interpreted to prevent an agency from requiring an individual to supply
his social security number. This prohibition just does not make sense for two
reasons: First, if I were to walk into a bank in Chicago to obtain a private loan, or
even a checking account, I would be required to supply my social security number.
Yet Uncle Sam, the world's largest lender, cannot require this number. This odd
situation exists despite the fact that the government has assumed a tremendous risk
in lending to many of these individuals-a risk that no private lending institution
would take. Also, requiring social security numbers on credit applications would
actually enhance protections provided the debtor. With the social security number,
agencies could better verify the identity of debtors, distinguish among them, and
ensure that they would be properly notified before serious collection actions are
taken.

Enactment of these provisions will move us closer to sound credit management in
the federal sector. We simply cannot afford to let another year go by without doing
something about these unpaid debts. If we do not crack down on those defaulting on
a Government loan, or those failing to pay their taxes, how can we justify asking
our honest constituents to make sacrifices to cut federal spending? What will we say
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to the straight-A student at the University of Illinois, for example, who is losing his
student loan? Why should he sacrifice while those who are delinquent in paying
back old student loans, an astonishing 81 percent of the borrowers, are not?

Let me mention one other consequence of allowing so many debtors, many of
them young Americans, to ignore their obligation to repay their Government. How
can we expect them to respect their Government? What kind of example are we
setting for them? I can understand, but I cannot condone, how we let this happen.

Some of the nearly two million debtors from whom we will try to collect money
may consider our remedies too tough. Ultimately, however, if the government takes
greater care in protecting the taxpayers' dollars, the debtors themselves will be
better served. When we do not hold them responsible for federal debts, they lose
respect for their government, they lose sight of the value of thrift and personal
integrity, and-as a result-they may someday make serious financial miscalcula-
tions. When we treat debts too casually, the harm done by failing to collect a loan
may overshadow the benefit of the loan program in the first place.

I will conclude my statement by quoting from a recent Chicago Tribute editorial,
one of dozens which have appeared nationwide in support of this legislation: "Given
the government's poor record of debt collection and the need to save money, these
changes are long overdue. Government money has been so easy to obtain that many
have come to regard a loan from Washington as a gift, just as many others have
come to regard a gift from the government as a right to which they are morally
entitled. (This) bill should help to correct this view of Uncle Sam as a soft touch
and, at the same time, save money of the taxpayers."

Mr. Chairman, I would like to thank you again for this opportunity to appear
today. I urge that your Committee promptly complete consideration of S. 1249 and
send it on to the Senate floor.

Senator GRASSLEY. It is now my pleasure to call to the witness
stand, Joseph T. Davis, Acting Commissioner of Internal Revenue.
And I understand that Commissioner Egger was not able to be
here todayr so we welcome you as a representative of the Internal
Revenue Service.

You will have 10 minutes to present either your testimony or a
synopsis of your testimony.

STATEMENT OF MR. JOSEPH T. DAVIS, ACTING COMMISSIONER
OF THE INTERNAL REVENUE SERVICE

Mr. DAVIS. Mr. Chairman, I am Joe Davis. Today I am Acting
Commissioner of Internal Revenue.

Commissioner Egger regrets that he wasn't able to be here per-
sonally to testify.

I have with me Eddie Heironimus, Assistant Commissioner for
Taxpayer Service and Returns Processing, David Dickinson from
the Office of the Chief Counsel, and on my far right is Daniel
Capozzoli, the Director of our Tax Systems Division in our data
services function.

I am pleased to appear this morning before your committee to
express the Service's support for S. 1249, the Debt Collection Act of
1981.

This bill would directly impact upon the Service in two ways:
First, by changing the rate of interest both charged and paid by the
Service; and second, by requiring the disclosure of certain limited
IRS information to assist in the management and collection of the
Federal Government's nontax management.

S. 1249 would amend the interest provision of the Internal Reve-
nue Code so that the rate would be changed on an annual basis
rather than biennially as under current law and the interest rate
would be tied to 100 percent of the prime rate rather than the
current 90 percent.
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The Service has consistently adhered to the position that the
interest on tax due is not a penalty but only a charge for the use of
funds.

To the extent that the rate is made more responsive to market-
place changes and more fully reflects the marketplace rate, we
would expect greater compliance with the prescribed payment pro-
visions by prudent individuals and members of the business com-
munity.

We would, therefore, hope that such a change will assist us in
improving our accounts receivable program.

The House Ways and Means Committee, on a bipartisan vote,
has recently adopted a similar interest provision. The Ways and
Means provision, however, would allow semiannual interest rate
changes and provides for rate changes to be effective on January 1,
rather than February 1, as currently.

The Service initially questioned such changes because of the data
processing problems involved, but has now determined that our
computer systems can accommodate such changes and we would
support them. Because of computer leadtimes, however, we would
not support the change from February to January until 1983.

Section 7(a) of S. 1249 provides that certain limited tax liability
information regarding applicants for Federal loans may be dis-
closed to other Federal agencies.
I The purpose of the provision is to screen potential borrowers so
that the existence of a tax delinquency may be taken into account
in the decision to extend Federal credit.

This provision also should give taxpayers incentive to square
overdue tax accounts with the IRS. The Service does not object to
this provision.

Section 7(b) provides for the disclosure of mailing addresses held
by the Service to Federal agencies or their agents in order to locate
delinquent debtors to collect Federal claims.

This provision would allow a Federal agency to disclose the IRS
mailing address for the debtor to a private collection agency hired
to collect the debt for the Federal agency.

The IRS address could also be given to a credit bureau in order
to obtain a statement of a debtor's net worth so that the Federal
Government could determine if further collection efforts would be
productive. However, the provision would not allow the credit
bureau to retain or use the IRS address for any other purpose.

For example, the credit bureau could not retain or use the IRS
address to facilitate collection of private debts. Use of the IRS
address for any other purpose would be a Federal criminal viola-
tion and could subject the violator to a civil damage suit by the
debtor.

In this regard it should be noted that section 3 of the bill, which
allows certain disclosures to credit bureaus, does not allow a Feder-
al agency to disclose an IRS address to a credit bureau under
circumstances other than those described in section 7(b).

The Service is aware of and sensitive to taxpayers' concerns with
regard to making taxpayer return information available to the
private collection and credit bureau industry.

The entire administration is in agreement that wholesale use of
taxpayer return information in an unbridled effort to collect debts
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arising out of the panoply of Federal benefit programs could create
undue hardships on beneficiaries and jeopardize our self assess-
ment tax system.

However, the sheer magnitude of the overdue Federal debts is so
great and the disclosure of taxpayer return information so narrow-
ly drawn in S. 1249, that the administration believes that a reason-
able balance of public and private interest has been struck.

This conclusion is reinforced by the expectation that existing
criminal and civil sanction safeguards in existing law against un-
authorized redisclosure of IRS address information by collection
agencies and credit bureaus may be sufficient to deter such misuse.

There is another area of valid concern about which we are not
capable of predicting the impact-public perceptions.

How will the public view the IRS in these nontax transactions?
Even though you and I know that only address information is

being disclosed, and then only for limited purposes, it is entirely
possible the public perception could be of a greater Service involve-
ment.

On the other hand, the public perception could be positive in the
sense that collection of nontax debts lessens the burden on a large
majority of taxpayers who are not delinquent on nontax indebted-
ness.

What will happen in this regard, we do not know and will have
to wait for actual experience to inform us.

Again, we agree with the decision of the administration from a
public policy standpoint.

Mr. Chairman, this concludes my prepared remarks.
My associates and I will be pleased to try and answer any ques-

tions you or the Members may have.
Senator GRASSLEY. Thank you very much.
I appreciate your testimony and the position of the administra-

tion.
We do have some questions.
First of all, do you think that delinquent tax liability is a suffi-

cient ground to deny other Government credit to individuals?
Mr. DAVIS. I think that tax delinquency is an important consider-

ation in denying the credit application of individuals who are
coming to the Federal Government for loans.

Senator GRASSLEY. Do you believe the provisions of this bill will
impact current withholding patterns of individuals or cause indi-
viduals to misrepresent their addresses on 1040 or other filings and
therefore, adversely impact the collection of taxes?

Mr. DAVIS. We really don't know, Mr. Chairman.
I think it is a concern that we have, but we really don't know

what change we will see in filing patterns.
It is a concern we have and obviously if this concern develops

into a problem we would be back to discuss it.
Senator GRASSLEY. I don't know of any precedent, but maybe you

ought to correct me if I am wrong.
There isn't any precedent for what we are thinking about doing

here; any administrative procedures that the IRS has had with any
other organizations that to the exchange of this type of information
between bureaucracies in the past?



54

Mr. DAVIS. In the past, when we have shared information with
other agencies, we have done what we call safeguard reviews.

There have been some lapses in the care of the information. But
when we have brought this to the attention of agency and recom-
mended specific actions for them to take to be sure that it was
properly secured, they have followed through on this.

Senator GRASSLEY. So really, to this point, we have experience
with whether or not this has had an impact on the collection of
taxes?

Mr. DICKINSON. That is true Mr. Chairman, it is difficult to
quantify, as you can understand.

Now, let me add something to what Mr. Davis said on the effect
on the withholding system. That becomes a concern if a tax offset
mechanism is used. because taxpayers entitled to refunds can
easily adjust their withholding to eliminate the tax refund, and
thereby escape offsetting the delinquent Federal debt.

Senator GRASSLEY. There is a need to place additional procedures
in this bill to insure that IRS addresses are not misused by either
credit bureaus or collection agencies.

In other words, is there a need to place additional procedures in
this bill so that there isn't a misuse by either credit bureaus or
collection agencies?

Mr. DAVIS. We believe right now we can live with the bill the
way it is drafted.

Obviously, we will monitor the information that is shared with
other agencies, and again, if we have any problems with it, we
would be back.

Senator GRASSLEY. I want to ask you again, although you just, in
the previous question referred to this to some extent.

But I have a specific question on what is your experience with
respect to the disclosure of IRS addresse to Federal agencies?

Mr. DAVIS. Our experience up to today has been OK.
We haven't had enough time and really enough experience to

reach any conclusions other than that we believe we can live with
this bill the way it is drafted.

Senator GRASSLEY. Based upon whatever experience you have
had, as small as it has been, what do you expect private parties
who have financial interests to do with IRS addresses.

In other words, do you expect them to be used for anything other
than the intended purpose?

Mr. DAVIS. I think at this point we would suggest that the
sanctions with respect to disclosure are such, that they would be a
very strong disincentive to anyone likely to misuse the informa-
tion.

Plus, several of the things that Senator Percy said in his com-
ments.

Senator GRASSLEY. It seems like lately, maybe over a longer
period of time than just lately, quite frankly, the IRS has been
under attack for abuse of power.

Do you believe this bill will increase the allegations facing the
IRS?

Mr. DAVIS. We would certainly hope not.
As a tax collection agency of the Government we don't ever

really expect to be loved.
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But we would hope that any criticism of the way we do business
would be based in fact and not in mythology-or not based on
unfounded observation that some folks may make.

Senator GRASSLEY. Do you have any reason to believe that this
bill might or might not compromise the integrity of the IRS in such
a way that it undermines the confidence of the American people in
our tax system since that confidence is so necessary for the volun-
tary compliance of tax laws?

Mr. DAVIS. We don't think so at this time.
There is a possibility that taxpayers may shift addresses, but we

don't know that for a fact.
These are concerns we have at this time, but we don't think this

will compromise the position of the Service.
Senator GRASSLEY. My last question follows up on some points

that Senator Baucus and I made, I believe it was in the month of
March, when we were debating the Treasury provision of the first

-- budget-or the budget reconciliation bill.
We pointed out how we hope that in the process of budget

reallocation, that there would not be so much a diversion of person-
nel and attention away from IRS as to undermine voluntary com-
pliance with our tax laws. This obviously is the basis for the system
woiking-otherwise it would simply break down.

So I ask this question in relation to this bill. I gave you that
background so that you know that Senator Baucus and I have been
concerned about this resource issue.

Since this bill will require IRS personnel to perform many serv-
ices they are not presently performing, will the bill require you to
reallocate your personnel in such a way that time spent auditing
returns and performing other functions will be reduced?

Mr. DAVIS. At this point in time, we haven't made any resource
estimates in a specific way, Mr. Chairman.

But I would like to ask that Mr. Heironimus, who has the re-
turns processing responsibility in the Service, to make some com-
ments. And then Mr. Capozzoli, who has data services responsibili-
ty.

Senator GRASSLEY. Mr. Heironimus?
Mr. HEIRONIMUS. Mr. Chairman, it is difficult to say at this

particular point in time what resource allocations will be neces-
sary, if any.

Questions such as the timing of the release of this data, a
manual versus a mechanized system, whether both the individual
and the business taxpayer will be affected are still unanswered.

And until we can zero in on those, it is difficult to say.
Senator GRASSLEY. I guess I must ask, maybe it would be natural

for you to wait to see if the legislation is going to pass before you
make these determinations.

But haven't you felt a necessity to think in terms of what the bill
might roughly require in dollar terms so you could determine
whether or not, you know, it is going to take so many people, or so
many employees hours per year to satisfy the requirements of the
law. You must have some way of determining the number of agen-
cies involved, the number of requests they might make, how much
computer time that will take versus actual employee time.

You don't have any rough idea at all?
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Mr. DAVIS. I don't-we haven't gotten down to those kinds of
specifics, Mr. Chairman.

Senator GRASSLEY. Well, then maybe one thing that can be satis-
fying to us at this point, is it a concern?

When I say a concern, I don't mean that if you would say "No"
to that, that I would hold you responsible for not being on top of
the problem.

But, maybe it is fairly minor, and yet we don't perceive it as
Senators to be minor.

Maybe it is so minor in your total overall administraion that it
isn't necessary to think about it in advance.

But has there been any thought given to it?
Mr. DAVIS. Yes, there has; and obviously we are concerned any

time we get a new responsibility where we don't have or get the
resources we need to do the job.

But as you know, our 1982 budget is presently under considera-
tion in the Congress. We would have to explore some of the things
that Mr. Heironimus is talking about. We have some specific things
to do in the data processing area to get a better definition of what
the workload would be and what it would take for us to accomplish
it.

We aren't down to those specifics.
Mr. CAPOZZOLI. We have looked at it to some degree, Mr. Chair-

man. We feel that we have the computer capacity to be able to do
the job.

As you know, we have under current law disclosed similar infor-
mation to other agencies such as the Department of Education. So
we have a general procedure which we can follow. So in imple-
menting this bill we would just enhance that procedure for other
Government agencies. We would have to build additional programs
for them.

As far as the interest provision is concerned it requires some
changes for us. We are in the process of changing and testing the
computer programs which will be operational during calendar year
1982.

And that is why we have requested that the February date be
retained for 1982. We didn't want January for 1982. By 1983 we
can build a more flexible program so that we can accommodate a
January rate change and make this change more quickly.

So we have been looking into all these changes. They will not
require a major change in our data processing operations. Only
when we know how many agencies we have to service will we be
able to get a better feel for the workload impact.

Senator GRASSLEY. Let me first of all indicate to you that I don't
pretend to have an understanding of the sophistication of computer
operations today.

But 2 years ago, many people weren't reporting all of their
income and were making applications for food stamps, or AFDC.
There was a project the State of Michigan used in which they
simply ran two computer tapes to see if State employees were on
the welfare rolls.

It seemed to me that somewhere along the line you get down to
that point even though with a larger number of people, comparing
those who are making an application for Government loans against
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those who are on the tax rolls or those who are delinquent com-
pared to those who are on the tax rolls-isn't that basically what is
involved?

Mr. CAPOZZOLI. Yes, that is exactly what we would be doing to
help other agencies screen credit applicants.

We would get identifying information from the agency and make
a comparison against our files.

Senator GRASSLEY. Then for the giving out of addresses, isn't it as
simple as running a computer tape to the Government agency that
requests the information and then in turn they give it out to the
collection agency?

Mr. CAPOZZOLI. Yes, the way we operate today is that we receive
social security numbers from a department and then furnish them
with a reel of tape containing addresses.

They take it and process it through their system. So we do do
these processes today, to some degree.

Senator GRASSLEY. Senator Baucus.
Senator BAucus. Thank you, Mr. Chairman.
Mr. Davis, does the IRS use private collection agencies?
Mr. DAVIS. No, we do not.
Senator BAUCUS. Why don't you?
Mr. DAVIS. It hasn't been authorized by law.
Senator BAUCUS. Have you thought about seeking that authoriza-

tion?
Mr. DAVIS. There has been a great deal of discussion and thought

in the last 3 years as to whether or not we could effectively use
private debt collection agencies with respect to tax delinquencies.

We have analyzed what they could do versus what we can do,
and the conclusion to date has been is that it wouldn't be as
effective as our own system.

Senator BAUCUS. Your conclusion to date is that the system is
more effective when the IRS collects its own debts than if it would
contract it out to private collection agencies?

Mr. DAVIS. Yes.
Senator BAUCUS. What is your collection rate right now? What

percentage of taxes owed does IRS collect?
Mr. DAVIS. I would prefer to submit the figures for the record,

Senator Baucus.
Senator BAUCUS. Do you have a rough guess, at this point?
Mr. DAVIS. No, I don't have it.
Senator BAUCUS. Do any of you gentleman have a rough guess?

Five percent, ninety percent?
Mr. DAVIS. Percentagewise, the uncollected amount is very, very

small.
Senator BAUCUS. Excuse me?
Mr. DAVIS. Percentagewise it is very small.
Of the total revenue collected, the percent of delinquent accounts

is relatively small.
Senator BAUCUS. That is, of the taxes that are delinquent, have

been delinquent say a year-the amount the Service collects is very
small?

Mr. DAVIS. The percent that we collect is quite high, and that is
why I would prefer to give you the whole breakdown, for the
record.
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Senator BAUCUS. What I am trying to determine is this.
If the IRS does not seek the services of private collection agen-

cies, why would other Federal agencies?
Why couldn't they do it in-house?
Why do they need private collectors?
Mr. DAVIS. Well, I'm not sure the analogy is specifically appro-

priate since one of our primary responsibilities is the collection of
the revenue. And the primary responsibilities of other agencies, for
the most part, is quite different. And it would take people, collec-
tion procedures, and a strong program on the part of the other
agencies to undertake the collection of delinquent nontax debts.

Mr. DICKINSON. Senator, let me add something there.
As you know, we have collection powers far beyond those availa-

ble to other agencies. And because we historically have had these
powers, the collection process, for us, is not quite the problem that
it may be for other agencies.

Senator BAUCUS. I understand, and I intend to agree. Because
your powers are greater you inherently don't need the services of
private agencies.

Let me turn to another question. In the bill, section 7(a) says
essentially that upon the request of a Federal agency the Secretary
of the Treasury may disclose to officers and employees of Federal
agencies return information relating to the amount of any out-
standing liabilities of the Federal loan applicant relating to tax
interest, penalty, interest fine or other imposition under this title.

It goes on in the next paragraph to state "The Secretary shall
disclose return information" under 7(a) "wholly for the purpose of
and to the extent necessary for determining the outstanding liabil-
ities applicable for a Federal loan."

My question is what will that mean in your judgment?
That is, how much return information would the Service disclose

to a Federal agency?
Mr. DICKINSON. Well, Senator, as S. 1249 was introduced, it pro-

vided for the disclosure of the amount of tax delinquency.
As I understand the bill, as ordered reported by the Committee

on Governmental Affairs, it would only be the fact of delinquency,
not the amount.

And I may be mistaken. I haven't seen the bill as ordered
reported.

Senator BAUCUS. Well, I just read you the bill.
[Pause.]
Senator BAUCUS. I am told there are other amendments. I don't

know what they are though. Maybe somebody on your staff could
tell us what those amendments are.

[Pause.]
Senator BAUCUS. I am told by the staff that you are correct.
It is only the fact of the liability that is disclosed. My concern is

that the current bill gives the amount of the liability. My concern
is that if that is disclosed to an agency, and consequently to a
private debt collection agency, that the underground economy
might grow a little larger.

Before people begin to realize that more and more information of
their tax return is out in the public domain.

Mr. DICKINSON. I think we would agree with that.
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Senator BAUCUS. I am a little concerned about the use of the
prime rate so far as the prime rate is not that fixed. That is,
somewhat illusory, shifting. You know how many banks charge
customers rates lower than the prime rate. The prime rate is not
what most people think it is. That is, the lowest rate the banks
charge to their customers.

I guess my basic concern is tying interest rates to something
which the Service doesn't have that much control over.

It might be commercial banking practices to lower their prime
rate on the average compared to the lending rates that it's charg-
ing or for some reason-I don't know what the reason might be-
but it might be very high.

I am just concerned that the Services pegging the rate on some-
thing over which basically the Service has no control.

Do you care to comment on that?
Mr. DAVIS. Well, we are presently tied to 90 percent of the prime

rate.
Senator BAUCUS. I understand that.
Mr. DAVIS. One of the strongest recommendations of our own

collection people is to see if we could get 100 percent of the prime
rate, because there is a strong feeling that it would help us in our
accounts receivable effort.

Senator Percy alluded to the fact that if you owe taxes you can
get a low interest rate loan by not paying them. So our own
position is that we think it will help improve our accounts receiv-
ables effort by tying our interest rate to 100 percent of the prime
rate.

Senator BAucus. Are there any provisions in this bill which
bother you in any way, whatsoever, from the Service's point of
view?

When you drove over here this morning and you were thinking
about this hearing, what was it that kind of popped into your head
that bothered you a little bit about this bill?

Mr. DAVIS. We have obviously thought about it a lot. And we
have had a lot of discussions internally about it.

I earlier commented that at this point in time we believe we can
live with the provisions because they are so narrowly drawn. We
think that the Service can administer its part of it properly.

Senator BAUCUS. I don't mean to give you a hard time or dis-
agree with you.

But to live with something is a little different than saying that
something bothers you.

What is it that you are willing to live with but by that definition,
therefore, is something that you didn't ask for?

Mr. DAVIS. Well, because we don't have experience in some of the
areas, it is pretty difficult to predict the outcome.

As I indicated earlier, in the past when we have brought to the
attention of other agencies any defects in their safeguarding infor-
mation that we have shared with them, they have followed through
and corrected those things.

We could monitor the provisions of this legislation with respect
to our responsibility, and try to insure that we comply with re-
quirements of the law and insure that other agencies who will be
getting address information, for example-
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Senator BAUCUS. I guess what would bother me if I were in your
shoes is that this bill is taking a step toward the IRS using the IRS
for nontax purposes.

Or, as the Service moves in that direction, the more problems the
Service is going to have. Isn't that a major concern?

Mr. DAvIs. It is a concern. Obviously, it is a concern.
Senator BAUCUS. To what degree do you think the Service should

move in this direction? That is, to be used for nontax purposes?
Mr. DAVIS. Well, I think it has to be determined as a matter of

public policy as to what steps, if any, are going to be taken with
respect to--

Senator BAUCUS. I am asking you because you are more familiar
with the operation of the Service than am I.

Are you a strong defender of the principle that IRS should not at
all be used for nontax purposes or do you think that it should be
used significantly for nontax purposes?

I am just trying to get a sense from you to the degree to which
we, the legislative body here, should be concerned about using the
IRS for nontax purposes.

I am asking your guidance.
Mr. DAVIS. I think that any professional that grew up in the

Service would be generally opposed to the use of the Internal
Revenue Service for nontax purposes.

On the other hand, I think that anybody who has grown up in
the Service and is confronted with the situation you are confronted
with today-with the $175 billion in debts owed the Government-
might reexamine that policy very closely.

Senator BAUCUS. In your judgment, the Service can take a few
steps in that direction without running into problems?

Mr. DAVIS. I believe so.
Senator BAucus. Thank you.
Senator GRASSLEY. Thank you. We appreciate you and your staff

coming before the committee to give us your views on this legisla-
tion, and such views will be considered by the Finance Committee
as we determine the outcome of this bill.

[The prepared statement of Joseph T. Davis follows:]

OPENING STATEMENT OF JOSEPH T. DAVIS, ACTING DEPUTY COMMISSIONER OF
INTERNAL REVENUE

Mr. Chairman and Members of the Subcommittee, I am accompanied by Eddie
Heironimus, Assistant Commissioner for Taxpayer Service and Returns Processing,
and David Dickinson from the Office of he Chief Counsel.

I am pleased to appear this morning before your Committee to express the
Service's support for S. 1249, the Debt Collection Act of 1981. This bill would
directly impact upon the Service in two ways: first, by changing the rate of interest
both charged and paid by the Service; and second, by requiring the disclosure of
certain limited IRS information to assist in the management and collection of the
Federal Government's nontax debt.

S. 1249 would amend the interest provision of the Internal Revenue Code so that
the rate would be changed on an annual basis rather than biennially as under
current law and the interest rate would be tied to 100 percent of the prime rate
rather than the current 90 percent. The Service has consistently adhered to the
position that the interest on tax due is not a penalty but only a charge for the use
of funds. To the extent that the rate is made more responsive to marketplace
changes and more fully reflects the marketplace rate, we would expect a greater
compliance with the prescribed payment provisions by prudent individuals and
members of the business community. We would, therefore, hope that such a change
will assist us in improving our accounts receivable program.



61

The House Ways and Means Committee, on a bipartisan vote, has recently adopt-
ed a similar interest provision. The Ways and Means provision, however, would
allow semiannual interest rate changes and provides for rate changes to be effective
on January 1 rather than February 1, as currently. The Service initially questioned
such changes because of the data processing problems involved, but has not deter-
mined that our computer systems can accommodate such changes and we would
support them. Because of computer lead times, however, we would not support the
change from February to January until 1983.

Section 7(a) of S. 1249 provides that certain limited tax liability information
regarding applicants for Federal loans may be disclosed to other Feeral agencies.
The purpose of the provision is to screen potential borrowers so that the existence of
a tax delinquency may be taken into account in the decision to extend Federal
credit. This provision also should give taxpayers further incentive to square overdue
tax accounts with the IRS. The Service does not object to this provision.

Section 7(b) provides for the disclosure of mailing addresses held by the Service to
Federal agencies or their agents in order to locate delinquent debtors to collect
Federal claims. This provision would allow a Federal agency to disclose the IRS
mailing address for the debtor to a private collection agency hired to collect the debt
for the Federal agency. The IRS address could also be given to a credit bureau in
order to obtain a statement of a debtor's net worth so that the Federal government
could determine if further collection efforts would be productive. However, the
provision would not allow the credit bureau to retain or use the IRS address for any
other purpose. For example, the credit bureau could not retain or use the IRS
address to facilitate collection of private debts. Use of the IRS address for any other
purpose would be a Federal criminal violation and could subject the violator to a
civil damage suit by the debtor. In this regard it should be noted that section 3 of
the bill, which allows certain disclosures to credit bureaus, does not allow a Federal
agency to disclose an IRS address to a credit bureau under circumstances other than
those described in section 7(b).

The Service is aware of and sensitive to taxpayers' concerns with regard to
making taxpayer return information available to the private collection and credit
bureau industry. The entire administration is in agreement that wholesale use of
taxpayer return information in an unbridled effort to collect debts arising out of the
panoply of Federal benefit programs could create undue hardships on beneficiaries
and jeopardize our self assessment tax system. However, the sheer magnitude of the
overdue Federal debts is so great and the disclosure of taxpayer return information
so narrowly drawn in S. 1249, that the Administration believes that a reasonable
balance of public and private interest has been struck.

This conclusion is reinforced by the expectation that existing criminal and civil
sanction safeguards in existing law against unauthorized redisclosure of IRS address
information by collection agencies and credit bureau may be sufficient to deter such
misuse.

There is another area of valid concern about which we are less capable of
predicting the impact-public perceptions. How will the public view the IRS in
nontax transactions? Even though you and I know that only address information is
being disclosed, and then only for limited purposes, it is entirely possible the public
perception could be of a greater Service involvement. On the other hand, the public
perception could be positive in the sense that collection of nontax debts lessens the

burden on a large majority of taxpayers who are not delinquent on nontax indebted-
ness. What will happen in this regard, we do not know and will have to wait for
actual experience to inform us. Again we agree with the decision of the Administra-
tion from a public policy standpoint.

Mr. Chairman, this concludes my prepared remarks. My associates and I will be
pleased to try and answer any questions you or the members may have.

Senator GRASSLEY. It is now my pleasure to call to the witness
table Mr. Edward L. Harper, Deputy Director of the Office of
Management and Budget.

Welcome, Mr. Harper, again, and I would appreciate it very
much if you would introduce your colleagues who are with you.

STATEMENT OF MR. EDWIN L. HARPER, DEPUTY DIRECTOR,
OFFICE OF MANAGEMENT AND BUDGET

Mr. HARPER. Mr. Chairman, I am pleased to do so.
I have with me to my left Mr. Harold I. Steinberg, who is the

Associate Director for Management of the Office of Management

84-775 0-81- 5
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and Budget, and to my right I have Mr. Gerald Bridges, who has
been the staff director of the debt collection project of the Office of
Management and Budget.

Mr. Chairman, if I may suggest, I would like to submit my
written statement for the record, and perhaps just summarize that
in the interest of brevity.

Senator GRASSLEY. That is fine. Thank you very much.
Mr. HARPER. I think the problem that we face today has been

well stated by Senator Percy.
The General Accounting Office and the Office of Management

and Budget have for years been concerned about the problem of
debts owed the Federal Government. In September 1979, over $175
billion was owed the Federal Government. Our recent interim esti-
mates put the current figure at over $200 billion as of September
1980. I call your attention to the fact that our most recent figure is
basically a guestimate. The 1979 figure is the last figure we have in
which we have some real confidence.

One of the major problems we have in the entire debt collection
area is information. Over the years, insufficient resources have
been allocated to the problem of tracking Federal debts.

We have also had a fairly inefficient litigation process, and we
have had some laws and some regulations which have hampered
our effectiveness in collecting those Federal debts.

The President recognized the need. He felt it was clearly unfair
for the average taxpayer to be supporting a cost of $10 million a
day in unnecessary interest payments-interest payments created
by persons who are irresponsible; basically deadbeats who were
failing to pay debts justly owed the Federal Government.

As a result of the President's actions, he requested each of the
major executive agencies to prepare plans to collect Federal debts.
The Office of Management and Budget has now received prelimi-
nary plans, I believe, from all but two of the major agencies, and
we are working on the plans with the agencies to quickly imple-
ment systems in each agency for collecting delinquent Federal
debts.

We think the Federal debt collection legislation we are talking
about today is a very important matter, because it will enable us to
use some of the fairly effective private sector techniques in collect-
ing debts.

Four items in particular have been cited. First is the use of social
security numbers. I think one important aspect of this is that we
are going after the right person and not the wrong person. I think
that there would be nothing more aggravating to a citizen of the
United States than for him to be unjustly accused by a Govern-
ment agency of being delinquent in his debts to the Government.
The use of the social security numbers is one way to make sure
that we don't do that.

I think also the screening of applicants for Federal debt is just
plain commonsense, some commonsense which the Federal Govern-
ment has not been using in the past.

The redisclosure of IRS addresses, I think is an important facili-
tating factor because of cost, accuracy and the potential savings,
that is the accuracy of IRS addresses compared to other sources.
For example, in one sample survey we found that 81 percent of the
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addresses supplied by the IRS were correct, whereas only 23 per-
cent were correct from the other available sources. The cost of
getting those addresses from the IRS was about 11 cents per ad-
dress versus $1.25 per address from other sources.

But most importantly, we believe that by using those addresses
we will be able to collect $360 million that otherwise probably
would not be collectible; $360 million that otherwise would have to
be paid by America's taxpayers into the Treasury to make up for
those delinquent payments.

I think, finally, the fourth point, raising the interest rate-unless
that is done, basically the Federal Government and specifically the
average taxpayer is providing a subsidy to deadbeats, and I think
that is fundamentally wrong.

With respect to the use of social security numbers, what we are
asking in the legislation is to require individuals to provide their
social security numbers when they apply for Federal credit.

The Privacy Act presently prohibits requiring social security
numbers in most cases. We feel, as I have indicated, that this is
essential to identifying and treating debtors and making sure we
get the right person and not the wrong person when we are pursu-
ing those delinquent debts.

With respect to the screening of credit applications, I think one
key point here, that perhaps is a partial response to Senator
Baucus' earlier concern, is that screening credit applications
against the IRS files of delinquents may in fact help the IRS collect
some of the delinquent taxes which amount to some $16 billion.

Specific tax information, of course, would not be released. We
would also, of course, recognize that just because somebody had
some delinquent taxes due the Government does not mean that
they would be automatically disqualified from receiving a loan. But
it would certainly be a factor brought into play in the judgment of
whether or not to go ahead with that loan application.

I think the main point here is that we just don't want to blunder
into handing out funds from the Treasury to people who are
perennial debtors.

The redisclosure of IRS addresses-this is important because the
IRS does have the most complete and accurate source of addresses.
We believe that the protections provided in the legislation as re-
ported out are adequate and appropriate.

With respect to the rates of interest, here we are talking about
raising the rates, essentially in line with time and doing this on an
annual basis. Again, to get away from subsidies going from the
average taxpayer to the delinquent taxpayer.

Finally, we believe that the timely enactment is an important
aspect of this legislation. That we do need this legislation to have a
strong and effective debt collection program.

We are going forward with the major program, given the admin-
istrative opportunities we have. This legislation we believe is im-
portant and we believe the sooner it is enacted, the more likelihood
that we can relieve this unnecessary $10 million a day burden
imposed by delinquent taxpayers on the rest of America's responsi-
ble taxpayers.

Mr. Chairman, that concludes my opening statement.
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I would be happy to respond to questions that you or other
members of the committee might have.

Senator GRASSLEY. Thank you very much.
My first question relates to giving that many different Federal

agencies that will be collecting delinquent Government debts. Will
there be a standard procedure which every Federal agency will be
required to follow before redisclosing a delinquent debtor IRS ad-
dress to a collection agency or credit bureau?

Mr. HARPER. Well, we are right now working on the request for
proposals. And I suspect we will wind up with a certain amount of
boiler plate that will be applicable in all cases.

Of course, the debt collection technique for different agencies
will vary. That, for example, when you are trying to collect a debt
from a corporation that is one matter. When you are trying to
collect a student loan that may be quite a different matter and a
different approach is appropriate.

Senator GRASSLEY. Are you going to establish monitoring proce-
dures in order to check Federal agencies on a random basis to
determine if they are complying with the standard procedures or
redisclosing IRS addresses to credit bureaus or collection agencies?

Mr. HARPER. Yes, we will be. Undoubtedly, our Inspector General
Corp will play a key role in monitoring the implementation of this
program.

Senator GRASSLEY. What type of monitoring procedures or follow-
up procedures do you plan to make to ensure that collection agen-
cies only use the IRS addresses for the specific purpose of collecting
the government debt and not for the collection of delinquent debts
or releasing them to creditors?

Mr. HARPER. I think the most important factor along those lines
will be our audit procedures. Where, in fatt, we will be auditing
the contractors to make sure they are complying with their con-
tractual obligations to the Federal Government which include non-
disclosure. And of course the private contractor would be open to
the types of penalties outlined by the IRS, both with respect to civil
damages as well as I believe, the penalties are $5,000 fines and up
to five years in prison for improper use of the information.

Senator GRASSLEY. If a delinquent government debtor has a com-
plaint that a collection agency is using illegal tactics in an effort to
collect a delinquent debt, who should he or she contact?

Mr. HARPER. Well, I think he has a number of potential persons
that he can contact. Obviously, anyone at the agency involved or
the Inspector General from that agency as the chief audit officer of
the agency would be another individual he could contact.

Senator GRASSLEY. In addition is the Federal Government liable
for the illegal practices of its agent?

That would be applicable if a credit bureau was a contracted
agent of the Federal Government.

Mr. HARPER. I will ask Jerry Bridges to comment on that.
Mr. BRIDGES. Yes, a government contractor is treated under the

Privacy Act. It is the same as an officer or employee of the U.S.
Government and there are civil remedies within the Privacy Act.

Senator GRASSLEY. My last question deals with a statistic thatyou gave us on pae2o our tsimony.
It says "more than $25 billion were delinquent or in default."
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Now, assuming that that is collectible if the proper administra-
tive procedures are taken, either through Government employees
or through contracting out. How much of that $25 billion would be
net?

In other words, we are going to be paying so much to a collection
agency for collecting. What might that percentage be, would you
expect?

Mr. HARPER. I-do you want to wager a forecast on that?
Mr. BRIDGES. It is very difficult to say.
You have such a wide variety of debts within that $25 billion.
Some would be more collectible than others. It is virtually impos-

sible to arrive at an actual amount. Of the $25 billion, $13 billion
are taxes.

The IRS has estimated about one-half or more of those would be
collectible. The others are such a mixture it is very difficult to say.

Mr. HARPER. Right. And I would suspect that in negotiations
with private contractors, we'll be paying variable rates, a percent-
age of what they collect, depending on the relative difficulty in
collecting the particular loan.

Senator GRASSLEY. Well, then we would probably be lucky if we
would realize half that, wouldn't we, when all is said and done?

Mr. HARPER. I would hesitate to forecast how much of that.
I think that our own internal forecasting is such that we believe

that with this legislation we can collect a billion dollars a year that
otherwise would not be collected next year or the year after, at
least.

And that billion dollars, in the kind of budget situation we are in
right now, we believe is critical.

Senator GRASSLEY. I-my comment would not-is not intended to
divert attention from the importance of collecting whatever we can
collect. In fact, there would probably be a good social goal to be
accomplished to collect the money even if there wasn't any profit
realized. Just to discourage future activity of people who figure
that a way to get some money is from the Government.

Senator Baucus?
Senator BAUCUS. I understand that the Department of Education

has a pilot program for collecting debts. Are you familiar with
that?

Mr. HARPER. Yes, to some extent.
The Department of Education has run a pilot program with a

couple of private sector debt collection agencies.
The experience there, we feel, has been very satisfactory and is a

definite encouragement to proceed using private debt collectors in
other agencies.

Senator BAUCUS. I understand the Department's internal efforts
return about $3 for every dollar spent, whereas the private efforts
return about $2 for every dollar spent.

Mr. HARPER. I am not sure about the figures but the important
thing to realize is that the Department of Education would not
have turned over any debt to a private collector unless it were a
problem debt, unless it were hard to collect; unless it cost more to
collect.

And thus, it should not be surprising that it is cheaper for the
Department of Education to internally collect debts than it is for
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the private sector in terms of resources it takes to collect a dollar
of delinquent debts.

Senator BAUCUS. In addition to that, too, that debts were turned
over to private agencies, I would guess that the private agencies
would go after those that are more collectible than those that are
not collectible, anyway.

Mr. HARPER. That is right. And again, I think the Department of
Education can provide you the details. But as I understand it, there
is a minimum number of procedures they must go through with
every debt to make sure that they just don't do a second level of
skimming the cream out of what is left after the first screening of
the debts.

Senator BAUCUS. Is OMB going to do anything about contracting
out private debt collection?

Mr. HARPER. Well, the personnel ceilings as they presently exist
cover the agency's operations as of today.

I think that the Department of Education, for example, I am not
sure exactly when, began to address this problem of collecting
debts with student loans. And they hired a great number of tempo-
rary employees.

Secretary Bell came to the conclusion that he was better off and
felt the Department was better off by moving to private contractors
and letting these temporary employees go.

And obviously the Office of Management and Budget, with re-
spect to personnel ceilings, is always conscious to changing pro-
grams in the departments and agencies.

If somebody made a good case that they needed to have some
investment in their personnel ceiling, in a worthy cause such as
this, we would certainly give it very careful consideration.

Senator BAUCus. Thank you very much.
Mr. HARPER. Thank you, Senator.
Senator GRASSLEY. Thank you to Mr. Harper and your staff for

your fine testimony that we will make use of during our delibera-
tions on this legislation.

[The prepared statement of Edwin L. Harper follows:]
STATEMENT OF EDWIN L. HARPER, DEPuTy DIRECTOR, OFFICE OF MANAGEMENT

AND BuDGEr

Mr. Chairman and Members of the Subcommittee, I appreciate the opportunity to
be here today to discuss the Administration's efforts to improve debt collection in
the Federal Government, an.d to comment on S.1249, the Debt Collection Act of
1981.

THE PROBLEM

I am sure that you are already aware of recent studies by the General Accounting
Office and our own Debt Collection Project that reveal serious problems in Federal
credit management and debt collection. Our analysis revealed $175 billion in debts
owed the Government on September 30, 1979.

The $175 billion consisted of $165 billion of debt reported t. the Treasury plus $10
billion of other debt uncovered by the Debt Collection Project.

Concerning the $175 billion, we found that:
More than $25 billion were delinquent or in default;
An additional $8.4 billion were in some form of rescheduled or stretch out

status because of borrowers' inability to pay;
Over $1 billion in bad debts were written-off in fiscal year 1979 alone; and
Write-offs in future years are estimated to total over $6.3 billion.

The problems which have given rise to this enormous amount of overdue debt are
extensive, and exist throughout the entire credit cycle-from the initial screening of



67

debtors to ultimate collection. One of the overriding problems is that the informa-
tion systems that we have today cannot provide accurate and timely information on
the amount of debt owed, the amount due, and the condition of the debt in terms of
delinquencies and defaults. To arrive at the numbers I just cited, required a massive
one time effort by OMB and the executive agencies.

The problems that we are trying to solve involve: (1) insufficient personnel and
equipment resources allocated to deal with the debt workload; (2) a litigation process
that impedes efficient enforcement of debt collection and (3) current Federal laws
and regulations that inhibit the Government from taking advantage of collection
tools commonly used in the private sector.

EXECUTIVE BRANCH ACTIONS

President Reagan has recognized the seriousness of this situation. On April 23, he
directed Executive Branch departments and agencies to implement an aggressive
debt collection program. The President stated: "Allowing uncollected debt to grow
increases the cost of Government and adds to the inflation that hurts every one of
us. We must make it clear that debts owed to the Federal Government must be
repaid. . . . It is not right that responsible honest citizens should suffer because of
those who do not honor their obligations or pay their taxes."

We are now working with the agencies to carry out the President's directive. Each
agency has given us a preliminary action plan that describes each major debt
collection problem in the agency, the specific steps to be taken to resolve the
problem, and a timetable for each action item. We are now reviewing these plans.
Once they are finalized, we will closely monitor agency progress in implementing
improvements. I can assure you that this Administration is fully committed to
improving the debt collection process in the agencies.

DEBT COLLECTION LEGISLATION

We are now certain that administrative actions alone will not solve the Govern-
ment's debt collection problems.

Legislative actions are needed to make available essential tools and techniques
commonly used in the private sector and to provide for increased efficiency and
effectiveness in the way the Government goes about granting credit and servicing
and collecting debt.

S. 1249 addresses these legislative needs and the Administration fully supports
this bill. Mr. Chairman, we ask that you and the Subcommittee support these
legislative remedies that will:

Allow referral of credit information on delinquent debtors to credit bureaus;
Require credit applicants to furnish their social security numbers for credit

management purposes;
Provide for the offset of delinquent debts owed the Government by Federal

employees against their salaries;
Make it a Federal offense to assault a Federal employee during the course of

his official duties in collecting amounts due the Government;
Screen applicants seeking either Government direct or guaranteed credit with

the Internal Revenue Service to assure that credit is not extended inadvertently
to those who have failed to pay their taxes;

Allow agencies to redisclose delinquent debtor addresses obtained from the
Internal Revenue Service to private sector contractors pursuing collection of
debts;

Raise the interest rate on delinquent taxes due the Internal Revenue Service
from 90 to 100 percent of the prime rate, with annual adjustments;

Provide that the six year statute of limitations does not prevent the adminis-
trative offset of delinquent debts owed the Government against future pay-
ments, benefits, or refunds due delinquent debtors;

Require the assessment of interest on non-tax debts due the Government at
the Treausry's Tax and Loan Account Investment Rate, additional charges to
provide for recovery of the costs incurred by the Government to collect delin-
quent debts, and, when appropriate, a penalty charge on debts that are more
than 90 days past due;

Allow the courts more latitude in the use of special appointments to serve
summonses in Federal debt cases when U.S. Marshals are not available for
timely serving; and

Allow Federal agencies to contract for collection services in recovering debts
owed the United States.
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The sections of this bill that are the subject of the hearing today are a key part of
the bill and are essential to our overall debt collection effort. I would like to briefly
address each of them.

USE OF SOCIAL SECURITY NUMBERS

Section 4 of the bill would require the furnishing of social security numbers by
individuals who are applying for credit or any other type of financial assistance
which would result in an indebtedness to the United States Government.

The Privacy Act now prevents an agency from requiring an individual to include
his social security number on the credit application. The exception is if a Federal
statute or regulation enacted prior to the Privacy Act required the furnishing of the
social security number by applicants.

Without the social security number, program agencies are restricted in their
ability to verify the identity of credit applicants and to locate delinquent debtors.
Agencies often have to resort to other more costly, less effective, and time consum-
ing means to accomplish these essential debt management functions. Often, the
social security number is the only means of verifying the identity of or locating
debtors.

SCREENING POTENTIAL DEBTORS

Section 7 of the bill would require Federal agencies to screen credit applicants
against Internal Revenue Service files of delinquent taxpayers. The purpose is to
determine whether such applicants are indebted to the Government for unpaid
taxes. The only information that the IRS wold provide the program agency is on
whether or not the credit applicant is delinqu, it on his tax payments. The amount
of the tax liability, the nature of the liability, and other tax information would not
be provided by the IRS to the agency.

The fundamental question is whether someone who is delinquent in his tax
payments should be allowed to benefit from Federal credit programs. We believe
that this question should be answered on its merits on a case-by-case basis. The
provision in this bill does not require agencies to deny Federal credit to delinquent
taxpayers, but it will ensure that agencies do not extend credit to delinquent
taxpayers unknowingly.

This process will give the IRS support in collecting the more than $16 billion in
overdue taxes.

USE OF IRS ADDRESSES TO LOCATE DELINQUENT DEBTORS

Section 7 would allow Federal agencies to redisclose the addresses of delinquent
debtors obtained from the Internal Revenue Service to third parties who are per-
forming debt collection services under contract.

Debtors often relocate without providing a forwarding address, and the agency's
only source of an accurate address is the Internal Revenue Service. The Internal
Revenue Code permits the disclosure of addresses to agencies for debt collection
purposes, but does not allow agencies to redisclose the addresses to private sector
contractors. Thus, agencies are now precluded from using the address for essential
debt collection purposes. For example, agencies cannot use the address to obtain a
credit report. Also, they are prevented from using the address when turning the
account over to a collection agency for further recovery efforts. Therefore, agencies
are faced with the situation of knowing where the debtor is located but are unable
to share that knowledge with third parties who are engaged to perform collection
services on behalf of the Government.

I would like to point out that the Department of Education already has statutory
authority that allows it to redisclose IRS addresses to educational institutions or
their collection agents for the purpose of collecting National Direct Student Loans.
Approximately 439,000 such addresses were redisclosed in 1980, without adversely
impacting our tax system.

DETERMINATION OF IRS RATE OF INTEREST

Section 8 would raise the rate of interest on delinquent taxes to 100 percent of the
prime rate and provide for an annual adjustment to the rate. Current law estab-
lishes the rate at 90 percent of prime with a biennial adjustment. The current rate
is 12 percent which is considerably lower than comparable private sector rates.

The current IRS rate is lower than that charged by the private sector to debtors
for delinquencies on credit card transactions, installment payments, loan payments,
and other credit transactions. As a result, individuals as well as businesses with
cash flow problems often prefer to pay their private sector creditors first and IRS
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later, They look upon taxes due the IRS as a good source for a comparatively cheap
loan. We believe that this factor has contributed significantly to the rapid increase
in tax delinquencies in recent years. An increased interest rate and more frequent
adjustments will help reduce tax delinquencies. The GAO and the IRS in separate
studies have recognized the need and recovimend an increase in the interest rate.

TIMELY ENACTMENT

Mr. Chairman, these legislative remedies are essential to a strengthened Debt
Collection Program for the Federal Government. We urge that the Congress give
favorable consideration to their early enactment so that we may move quickly to
reduce the amount of delinquent debt owed the Government. The interest alone on
the $25 billion in delinquent debt is costing the taxpayers about $10 million a day.

Mr. Chairman, this concludes my prepared statement. I will be happy to answer
any question you may have.

Senator GRASSLEY. It is now my pleasure to call to the witness
table Wilbur D. Campbell, Acting Director of Accounting and Fi-
nancial Management Division of the General Accounting Office.

Would you introduce your colleagues?

STATEMENT OF WILBUR D. CAMPBELL, ACTING DIRECTOR OF
ACCOUNTING AND FINANCIAL MANAGEMENT DIVISION, GEN-
ERAL ACCOUNTING OFFICE
Mr. CAMPBELL. Thank you, Mr. Chairman.
On my left is Pete Coy, Acting Associate Director in our Claims

Group. And on my right is Mr. Steinhoff, senior Group Director in
our Systems in Operation Group.

With your permission I will submit my full statement for the
record and briefly summarize the contents.

First let me say that we are here to support the purpose of this
bill. As h4s previously been indicated by earlier witnesses, amounts
due the Federal Government are staggering.

The portion of that amount that is delinquent is huge and rapid-
ly rising. The GAO has taken a position in past years of a need for
more aggressive action on the part of the Government in the debt
collection area. And I think that the mood of the Congress as well
as this administration today is one which perceives this as a means
of reducing the budget and we are he' rtened by that.

If we are really serious about collecting these debts, I think there
is an opportunity to recover vast sums, but it is not going to be
free. It is going to cost money, and before the Government's debt
collection problems can be remedied we believe that many actions,
both administrative and legislative, must be taken.

In general, there are two basic reasons why debt collection in the
Federal Government has not kept pace with the increasing number
of debts.

First, debt collection has generally been afforded low priority
with emphasis on disbursing funds rather than collecting them.

Second, present Government collection methods are expensive,
slow, and ineffective when compared with commercial practices.
Unless Federal agencies are provided with essential collection tools
and resources and until they aggressively pursue the collection of
debts, hundreds of millions of dollars will continue to be needlessly
lost.

With respect to certain provisions of the bill, such as section 4 on
the social security numbers, the screening in section 7(a), and the
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interest rates, we are generally in concurrence and support those
provisions.

With respect to the debtor identification problem, in section 7(b),
which amends section 6103(mX2) of the Internal Revenue Code, this
section now authorizes Federal agencies to obtain debtor address
information from the IRS but greatly limits an agency's use of that
information since it cannot be redisclosed.

It appears to us that the language of Senate bill 1249 would
permit disclosure for use by officers, employees, or agents of a
Federal agency to locate the debtor for collection purposes, but it is
not clear that this language would permit use of an address fur-
nished by IRS for the purpose specifically authorized by section 3
of the bill-that of reporting delinquent debt information to com-
mercial credit bureaus.

Further, lack of specific redisclosure authority may preclude use
of the address for the purposes of further locator action or obtain-
ing a credit report.

In our view, agencies should have access to the same collection
alternatives, without regard to whether an address was furnished
by IRS.

We strongly favor removal of these restrictions. We believe these
restrictions prevent Federal agencies from fully carrying out their
collection responsibilities and any possible invasion of taxpayer
privacy which might result from the redisclosure of an IRS mailing
address is minimal.

Consequently, we believe that addresses furnished to Federal
agencies for debt collection purposes should lose their identity as
tax return information.

We are providing suggested language for an amendment in an
enclosure to this statement.

In addition to the items already in the bill, we would like to see
it amended to include a provision for offset of delinquent debts
against Federal tax refunds due to debtors.

Federal tax refunds are routinely made to many individuals who
have not paid debts owed the Government. In March 1979, we
reported to the Congress that of a sample of 613 terminated debts
totaling $431,000, up to $153,000, or 36 percent, could have been
collected over a 2-year period by reducing the debtors' tax refunds.

We recommended that, on a test basis, delinquent nontax receiv-
ables be collected by reducing future income tax refunds due to the
debtors. Such offset would be made only after all other agency
collection efforts fail and after procedures to protect the debtor s
rights to due process had been instituted.

To protect the debtor's rights to due process the agency referring
a debt for offset would be required to establish the debts validity,
notify the debtor that the receivable was being transferred to IRS
for collection, give the debtor an opportunity to request a hearing
on the offset, and notify the debtor when the debt was collected by
offset.

IRS expressed reservations about the desirability and practicality
of such a program when balanced against the value of concentrat-
ing IRS resources and expertise on the administration of tax laws
as well as the potential negative effect on the taxpayer withholding
system.
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A proposal in the fiscal 1980 IRS appropriatiors bill to fund 30
positions for such a test was not adopted.

Several Members of Congress, however, were interested in pursu-
ing legislation on this point, and we have continued to develop
related information.

In response to a request from Senator Sasser, as chairman of the
Legislative Appropriations Subcommittee, we issued a report last
July that pointed out that in 1979 alone, the State of Oregon was
able to collect by offset from tax refunds over $2.4 million in
delinquent debts that most likely would have been lost to the State.

The State spent only about $200,000 to collect this amount, while
at the same time establishing strict controls to ensure that debtor's
rights to due process are protected and that tax refunds are not
arbitrarily offset.

In testimony before the Senate Governmental 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 understand that Oregon has experienced no
adverse effect on its withholding system.

In supporting this type of offset we wish to emphasize that the
necessary safeguards to protect debtors against arbitrary offset
actions can and must be instituted, and the offset procedures
should be thoroughly tested prior to full implementation.

We share the IRS concern that its expertise and resources for
administering tax laws not be adversely affected; however, we do
not believe these concerns override the need to provide Federal
agencies with all essential tools and resources for the collection of
growing volumes of delinquent debts.

Since the vast majority of citizens pay their debts to the Govern-
ment, we believe they would be supportive of this offset program.

Essentially, we favor legislation requiring IRS to offset nontax
debts on the basis of interagency agreements worked out between
IRS and the Federal agencies wishing to refer debts for offset, with
the Attorney General having a consultation role in the develop-
ment of such agreements.

This would clearly mandate IRS to follow through with an offset
program to the extent appropriate procedures could be worked out.
The interagency agreement would provide a mechanism for resolv-
ing due process and other procedural issues.

We anticipate that the Attorney General could contribute to
resolving differences should the referring agency and IRS be
unable to agree on procedures. Finally, we believe that this legisla-
tive approach would lend itself to gradual implementation.

The Congress might express an intent t at IRS work out an
agreement with one agency and test that first, rather than at-
tempting to work out a series of agreements at the outset.

Enclosure II to this statement provides suggested language for
the amendment.

This concludes my statement, Mr. Chairman.
I will be happy to respond to any questions you may have.
Senator GRASLxy. Well, thank you very much for your testimo-

ny.
And I remember the testimony of your organization, although I

don't remember the individual who testified in support of offset.
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Congressman Jeffords of Vermont worked out in considerable
detail with your help, some language for accomplishing that goal,
which obviously didn't culminate in successful legislation. But your
efforts were appreciated by this Senator.

Is the language you are suggesting here and the procedure de-
tailed here similar to what would have been used in that instance?

Mr. CAMPBELL. I'm not sure, Mr. Chairman.
I'm not familiar with the effort you are referring to, but I would

assume the same principles would apply. I would have to check, to
see if it is exactly the same.

Senator GRASSLEY. Maybe I ought to ask my staff-do you know
what the administration's position was on offsets?

Are they kind of neutral on it, or do they oppose offsets?
Do you have any way of knowing in your exchange with the

administration, whether or not they are leaning favorably toward
offsets?

Mr. CAMPBELL. I don't think they have taken a position on it, but
I may be-is that correct?

Mr. STEINHOFF. They did not include it in the bill.
Senator G!ZASSLEY. But according to staff on the Finance Commit-

tee, it is still under study.
That is all the questions I have, sir.
Thank you very much for you and your staff. I appreciate the

opportunity for the presentation you make and the fine points you
make on offset.

Mr. CAMPBELL. Thank you, sir.
[The prepared statement of Wilbur D. Campbell follows:]

STATEMENT OF WILBUR D. CAMPBELL, AcTING DIRECrOR, ACCOUNTING AND
FINANCIAL MANAGEMENT DIVISION

Mr. Chairman and Members of the Subcommittee: We are here at your invitation
to discuss the provisions of Senate bill 1249 that are being considered by yuur
subcommittee. We support the purpose of this bill-to increase the efficiency of
Government.wide efforts to collect debts owed the United States.

Debts arise from a host of Federal activities ... from tax assessments to benefit
and administrative overpayments, to overdue student and housing program loans.
Most of these debts are paid routinely. However, some are not and amounts owed
and being written off as uncollectable are substantial and growing rapidly.

Federal agencies recently reported that receivables from U.S. citizens and organi-
zations exceeded $139 billion at the start of fiscal year 1981--a 36 percent increase
in the last 2 years. As of September 30, 1979, Federal agencies reported that $24
billion due from U.S. citizens and organizations was delinquent, of which $13 billion
represented delinquent taxes. For fiscal year 1979 agencies wrote off as uncollecta-
ble receivables totaling more than $1 billion. Gloomy as these statistics are they are
probably understated. The accounting systems of many agencies do not provide
accurate information on receivables, expected losses and writeoffs.

Before the Government's debt collection problems can be remedied, many ac-
tions-administrative and legislative-must be taken. In general, there are two
basic reasons why debt collection in the Federal Government has not kept pace with
the increasing number of debts. First, debt collection has generally been afforded
low priority with emphasis on disbursing funds rather than collecting them. Second,
present Government collection methods are expensive, slow, and ineffective when
compared with commercial practices. Unless Federal agencies are provided with
essential collection tools and resources and until they aggressively pursue the
collection of debts, hundreds of millions of dollars will continue to be needlessly lost.

More effective collection efforts also should reduce the number of debts that
become delinquent and uncollectable in future years. We have estimated that with a
sustained high priority, high intensity, effort, including the needed resource, legisla-
tive actions and administrative initiatives, as much as $6.7 billion in delinquent
debt can be collected in future years that would not be collected if these actions do
not occur.
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Atthis time, I would like to comment on some specific issues which are addressed
by the bill.

USE OF SOCIAL SECURITY NUMBERS

Section 4 of Senate bill 1249 would provide that applicants for Federal moneys
which may result in an indebtedness to the Government must furnish their social
security numbers. We know from our collection efforts and previous audits that not
having a debtor's Social Security number often impedes efforts to positively identify
and locate a debtor, thereby resulting in the termination of collection efforts. We
fully support this provision.

SCREENING OF POTENTIAL DEBTORS

Section 7(a) of Senate bill 1249 would provide for IRS disclosure of certain out-
standing tax liabilities of Federal loan applicants. We support the intent of this
provision and are making no recommendations for language revision.

DEBTOR IDENTIFY INFORMATION

Section 7(b) of Senate bill 1249 would amend Section 6103(mX2) of the Internal
Revenue Code. Section 6103(mX2) now authorizes Federal agencies to obtain debtor
address information from the IRS but greatly limits an agency's use of that informa-
tion since it cannot be redisclosed. It appears to us that the language of Senate bill
1249 would permit disclosure for use by officers, employees or agents of a Federal
agency to locate the debtor for collection purposes, but it is not clear that this
language would permit use of an address furnished by IRS for the purpose specifi-
cally authorized by section 3 of the bill-that of reporting delinquent debt informa-
tion to commercial credit bureaus. Further, lack of specific redisclosure authority
may preclude use of the address for the purposes of further locator action or
obtaining a credit report. In our view, agencies should have access to the same
collection alternatives, without regard to whether an address was furnished by IRS.

We strongly favor removal of these restrictions. We believe these restrictions
prevent Federal agencies from fully carrying out their collection responsibilities and
any possible invasion of taxpayer privacy which might result from the redisclosure
of an IRS mailing address is minimal. Consequently, we believe that address fur-
nished to Federal agencies for debt collection purposes should lose their identity as
tax return information. Enclosure 1 to this statement provides suggested language
for an amendment to this section.

DETERMINATION OF THE RATE OF INTEREST FOR IRS DEBTS

Section 8 of the bill would raise the rate of interest on delinquent taxes to 100
percent of the prime rate and provide for adjustment to the rate annually. Current
law provides for a rate based on 90 percent of the prime rate and adjustment every
2 years.

In a report to the Congress in October 1980, we pointed out that the rate charged
under current law is generally lower than the rate available in commecial money
markets-thus discouraging prompt payment. We recommended that the rate be
determined semiannually based on the Government's cost of financing and adminis-
tering unpaid taxes.

Thus, we support this provision in Senate bill 1249 because it would substantially
accomplish the intent of our earlier recommendation-that is, provide for use of a
rate that is more closely tied to the commercial money market. We would also be
willing to support a provision for more frequent adjustment of the rate, in line with
our prior recommendation and with the provision in section 10 of the bill for more
frequent adjustment of the rate on other types of debts.

OFFSET OF FEDERAL TAX REFUNDS

In addition to the items already in the bill, we would like to see it amended to
include a provision for offset of delinquent debts against Federal tax refunds due to
debtors.

Federal tax refunds are routinely made to many individuals who have not paid
debts owed the Government. In March 1979, we reported to the Congress that of a
sample of 613 terminated debts totaling $431,000, up to $153,000, or 36 percent,
could have been collected over a 2-year period by reducing the debtors' tax refunds.
We recommended that, on a test basis, delinquent nontax receivables be collected by
reducing future income tax refunds due the debtors. Such offset would be made only
after all other agency collection efforts fail and after procedures to protect the

84-775 0-81-6
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debtor's rights to due process had been instituted. To protect the debtor's rights to
due process the agency referring a debt for offset would be required to:

-establish the debts validity by giving the debtor ample opportunity to
dispute the Government's claim,

-notify the debtor that the receivable was being transferred to IRS for
collection,

-give the debtor an opportunity to request a hearing on the offset, and
-notify the debtor when the debt was collected by offset.

IRS expressed reservations about the desirability and practicality of such a pro-
gram when balanced against the value of concentrating IRS resources and expertise
on the administration of tax laws as well as the potential negative effect on the
taxpayer withholding system. A proposal in the fiscal 1980 IRS appropriations bill
to fund 30 positions for such a test was not adopted.

Several members of Congress, however, were interested in pursuing legislation on
this point, and we have continued to develop related information. In response to a
request from Senator Sasser, as Chairman of the Legislative Appropriations Sub-
committee, we issued a report last July that pointed out that in 1979 alone, the
State of Oregon was able to collect by offset from tax refunds over $2.4 million in
delinquent debts that most likely would have been lost to the State. The State spent
only about $200,000 to collect this amount, while at the same time establishing
strict controls to ensure that debtor's rights to due process ' are protected and that
thx refunds are not arbitrarily offset. In testimony before the Senate Governmental
Affairs Committee on April 23, 1981, the Director of Oregon's Department of Tax-
ation reported that collections for 1980 were $3.7 million at a cost of less than
$300,000. We understand that Oregon has experienced no adverse effect on its
withholding system.

In supporting this type of offset we wish to emphasize that the necessary safe-
guards to protect debtors against arbitrary offset actions can and must be instit'ited,
and the offset procedures should be thoroughly tested prior to full implementation.

We share the IRS concern that its expertise and resources for administering tax
laws not be adversely affected; however, we do not believe these concerns override
the need to provide Federal agencies with all essential tools and resources for the
collection of growing volumes of delinquent debts. Since the vast majority of citizens
pay their debts to the Government, we believe they would be supportive of this
offset program.

Essentially, we favor legislation requiring IRS to offset nontax debts on the basis
of interagency agreements worked out between IRS and the Federal agencies wish-
ing to refer debts for offset, with the Attorney General having a consultation role in
the development of such agreements. This would clearly mandate IRS to follow
through with an offset program to the extent appropriate procedures could be
worked out. The interagency agreement would provide a mechanism for resolving
due process and other procedural issues. We anticipate that the Attorney General
could contribute to resolving differences should the referring agency and IRS be
unable to agree on procedures. Finally, we believe that this legislative approach
would lend itself to gradual implementation. The Congress might express an intent
that IRS work out an agreement with one agency and test that first, rather than
attempting to work out a series of agreements at the outset.

Enclosure II to this statement provides suggested language for the amendment.
In conclusion, there is great need to strengthen Federal collection programs. Some

improvement can be achieved through increased attention to the problem, better
management and additional collection resources, but we strongly believe that legis-
lative action is needed to remove impediments to efficient and effective Federal
collection efforts. Giving agency managers access to information that is available
within the Federal sector and to the collection tool used by the private sector would
enable them to greatly improve their performance.

The provisions of Senate bill 1249 that this subcommittee is considering, along
with the changes that we are proposing, will significantly impact on the overall
effectiveness of the bill. We urge the subcommittee's support of these legislative
proposals.

This concludes my statement. We will be happy to respond to any questions that
you or other members of the subcommittee may have.
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ENCLOSURE I ENCLOSURE I

PROPOSED AMENDMENT TO 26 U.S.C. i 6103(m)
TO PERMIT REDISCLOSURE OF MAILING ADDRESSES

Section 6103(m)(2) of the Internal Revenue Code of 1954, is amended

to read as follows:

"(2) Upon written request, the Secretary may
disclose the mailing address of a taxpayer to
officers and employees of an agency personally
and directly enaged in carrying out collection
activities relating to such taxpayer in accor-
dance with the Federal Claims Collection Act
of 1966 or other statutory authority. Any
mailing address disclosed in accordance with
the proceeding sentence shall no longer be
considered 'return information' as defined in
subsection (b)(2) of this section."

Section 6103(m) (2) of the Internal Revenue Code of 1954, is as

amended (new language underlined; deleted language bracketed):

"(2) Upon written request, the Secretary may
disclose the mailing address of a taxpayer to
officers and employees of an agency personally
and directly engaged in [, and soley for their
use in, preparation for any administrative or
judicial proceeding (or investigation which may
result in such a proceeding) pertaining to the]
carrying out collection [or compromise of a
Federal claim against such taxpayer] activities
relating to such taxpayer in accordance with
[the provisions of section (3) of] the Federal
Claims Collection Act of 1966 or other statutory
authority. Any mailing address disclosed in
accordance with the preceeding sentence shall no
longer be considered 'return information' as
defined in subsection (b)(2) of this section."
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ENCLOSURE 11 ENCLOSURE I

PROPOSED AMENDMENT TO 26 U.S.C. 8 6402 TO
AUTHORIZE IRS TO OFFSET GENERAL GOVERNMENT
DEBTS AGAINST INCOME TAX REFUNDS

Section 6402 of the Internal Revenue Code of 1954 is

amended as follows:

(I) By amending section (a) to read:

"(a) GENERAL RULE. In the case of any overpayment,
the Secretary or his delegate, within the applicable
period of limitations, may credit the amount of such
overpayment, including any interest allowed thereon,
against any liability in respect of an internal re-
venue tax or, in accordance with subsection (c).
against any liability in respect of any other debt
owed the Federal government, on the part of the per-
son who made the overpayment and shall refund any
balance to such person."

Subsection I 6402(a) as amended (new language underlined):

"(a) GENERAL RULE. In the case of any overpayment,
the Secretary or his delegate, within the applica-
ble period of limitations, may credit the amount of
such overpayment, including any interest allowed
thereon, against any liability In respect of an
internal revenue tax or, in accordance with sub-
section (c), against any liability in respect of
any other debt owed the Federal government, on the
part of the person who made the overpayment and
shall refund any balance to such person."

(2) By adding the following new subsection (c):

"(c) OFFSET OF GENERAL GOVERNMENT DEBTS. The
Secretary or his delegate shall, in consultation
with the Attorney General, enter into an agree-
ment with the head of an agency responsible for
collection of the general Government debts re-
ferred to in subsection (a) establishing proce-
dures for the referral and offset of such debts."
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Senator GRASSLEY. It is now my pleasure to call to the witness
table Mr. Nat Coluzzi; I hope I am pronouncing that right, Acting
Branch Chief of Guaranteed Student Loans, Division of Program
Operations, Department of Education, for testimony at this time.

Welcome to the IRS Oversight Subcommittee, and we appreciate
your information.

STATEMENT OF NAT COLUZZI, ACTING BRANCH CHIEF OF
GUARANTEED STUDENT LOANS, I)IVISION OF PROGRAM OP-
ERATIONS, DEPARTMENT OF EDUCATION
Mr. COLUZZI. Thank you, Mr. Chairman.
I have handed in the testimony already. I will summarize it

briefly in the event you might have some questions.
The Department of Education has been in the collections busi-

ness since 1958, starting with the national direct student loan
program.

The large volume of delinquent loans started taking place in
around 1977. There were backlogs of collections with a payment of
claims under the federally insured student loan program. Also
default rates and delinquencies were starting to build up under
NDSL.

In 1977 we started an aggressive collections program. We hired
over 1,000 full-time equivalent, temporary employees to reduce
backlog of delinquent accounts.

The Department of Education then attacked the issue of develop-
ing its own operating systems for improving its collections services
through the use of more experienced collection techniques. This
included the development of its computer services, letter writing
campaigns, telephone calls, and all the necessary support services.

We have gotten to the point now where we have caught up with
the backlog. As a result we have released some of the temporary
employees. We are now using, and have used as a backup, two
private collection agencies.

The evaluation of these two agencies indicate that the collection
agencies can do the job just as effectively I don't want to overem-
phasize that because one has to always address the specific port-
folio which is being assigned to the collection agencies and how much
work has been done before the assignments.

Although the percentage of the collectior.s which have been cited
in other testimony indicates that collections were made with less
expense through the Department's efforts, it overlooks the fact that
the accounts were first reviewed and collections attempted by the
Department. After these accounts were worked very diligently by
the Department, they were then assigned to private agencies.

There are some accounts which were perhaps not worked as
completely as others. But, the overall majority of that portfolio had
been worked by the Department before assignment to the private
agencies.

Of the 100,000 accounts which were assigneQ through July 1980,
one collection agency charged a flat 27 percent; tiie other charged a
range of 32 to 44 percent based on the age of accounts which were
being assigned.
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These amounts shouldn't be used as future benchmarks other
than the fact that they represent a benchmark of that portfolio at
that time.

In the future accounts assigned to collection agencies will be
evaluated on the basis of the work performed by the Department
before the account is assigned to the private agency.

I believe the private sector will do its homework accordingly
when bidding on our contracts.

We currently have two private agencies whose contracts are now
winding down. We will not be giving them any further accounts.
We are out on the streets with a new RFP.

This RFP was announced on May 4 in the Commerce Business
Daily. Approximately 700 requests for the RFP have been made to
the Department of Education.

The anticipated date of award was August 31. As of today, it
looks like there will be a delay in that schedule.

While there has been interest shown by close to 700 agencies,
considering that there are very few large national collection agen-
cies, it doesn't mean that many will submit proposals. But, it is
interesting to note the number that have requested the RFP.

Today we find we are going to have to delay the closing date. It
has cost us $12,000 just to send the telegrams out to the 700
potential bidders, informing them of the new deadline.

We have also used credit bureaus in the past to the extent that
we have requested credit bureau reports. We have yet to use credit
bureaus as a reporting vehicle for debtors in the event they try to
accept credit, or get extended credit through other sources. And the
results would be, hopefully, that somewhere along the line someone
extending credit will say, "Pay off the student loan first, and then
come for new credit."

The mechanism for the credit bureau is written in the law and
authorized. We, the Department of Education, are under the direc-
tion of the law in order to establish the use of credit bureaus.

But we are finding some difficulty in that it takes a turn in new
directions. The normal process for the use of credit bureaus is to
report total portfolios to credit bureaus.

In our case, we are limited to reporting only those persons that
we have contacted and then attempted to collect from. Only then
can we send their names to the credit bureau files.

This requires a new subsystem in our computer, and is therefore
causing some delays in operation.

We appear to be the lead agency in this area, and we are having
to help instruct the credit bureaus in how to coordinate their
activities with ours.

We do expect that this will have an impact on future debt
collection for all Federal agencies. The IRS files that we have used
to locate debtors has been successful.

When you have a backlog of accounts where close to 68 percent
of the addresses are incorrect, access to IRS files is invaluable.

Subsequent reviews of the IRS tapes show some reduction in
success as you attempt in future years to pass the file for collection
by others.
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However, these success rates or failure rates shouldn't be looked
upon desparingly because, you have to look at the portfolio with
which you are dealing.

In the Department of Education we are dealing with student
loans, a highly mobile population. It is much different from trying
to locate someone who has purchased a house.

Our students are quite mobile.
The use of the IRS addresses has been very carefully monitored

by us. We use an internal process. And while we have authority for
the use of IRS addresses by private collection agencies, we should
point out that the Department first attempts to verify the address-
es through collection letters before transmitting addresses of re-
spondents to collection agencies. At a certain point, that address
belongs to the agency, after contacts have been made. The question
would be: Is the IRS address a sole source information once you
verify it from a second source or the individual debtor? Does it now
become something other than an IRS address? And in our particu-
lar case, we have kept the address very, very carefully away from
any other information that is involved in the collection.

That is my summation.
If there are any questions, I will be glad to answer them.
Senator GRASSLEY. OK, I warit to announce for Senator Baucus

that he has expressed to me a personal interest in the testimony
that your Department is giving.

And he wants permission of the committee, which is automatic,
to submit questions to you or your Department to be supplied for
the record in writing.

So you can be expecting some questions from Senator Baucus.
First of all, I want to thank you for your testimony. Then ask

three or four questions.
Do you have knowledge of any unauthorized use of IRS mailing

addresses by collection agencies or Department employees?
Mr. COLUZZI. Department employees?
Senator GRASSLEY. Yes.
Mr. CoLuzzI. Not to my knowledge, not Department employees.
Senator GRASSLEY. Do you have any figures which you can give

this committee which would allow us to evaluate the success of
your program?

Mr. COLUZZI. Yes, Senator, looking at the overall program or just
the collection activities?

Senator GRASSLEY. I would want all your efforts to collect delin-
quent debts.

Mr. COLUZZI. We are collecting now on delinquent debts over $42
million per year.

It looks like we will collect over $45 million on the federally
insured students loans, alone, this year.

Senator GRASSLEY. The question now is, compared to the $42
million figure you stated, how does that compare to what you were
collecting before?

Mr. COLUZZI. Well, prior to the efforts in 1977, we were collecting
somewhere around $4 or $5 million a year.

In fact, I believe, I have the figures right here.
Prior to 1977, we had collected $25 million since 1966 or there-

abouts.
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In the year 1977, we collected $9.6 million. Then we went from in
1977 to 9.6 and to 15.7 in 1978 in 1979 $42.1 million, in 1980, $42.7
million. And this year we will probably hit $45 million.

Senator GRASSLEY. In your testimony you said the percentage for
these collection agencies is 27 percent in some instances and in
other instances a range of 32 percent to 44 percent.

Now, you are suggesting that there will be 700 potential bidders.
Would you expect that these percentages might be smaller as a
result of having 700 potential bidders?

I assume that you have not had 700 potential bidders up to this
point.

Mr. CoLUzzI. There is not one submission yet. There are 700
people-or companies-that requested copies of the RFP. They will
all wait until the last minute and rush them in.

Senator GRASSLEY. Can you answer my question then.
Would you expect that to be lower than that 27 percent which I

assume is an average, and the 32 to 44 percent which would be the
more difficult ones, I assume?

Mr. COLUZZI. I definitely do not want to quote a specific rate
which might mislead those companies who are preparing their
proposals now.

However, in this particular RFP, we have increased the number
of steps that the contractor must take, resulting in some extra
work load. So, therefore, there is extra work.

However, the portfolio is larger, which would have a tendency to
drive the price down.

So, there are certain forces which will drive it up and here are
some forces driving it down.

I will leave it to the private collection firm, to submit their bids.
However, I would make it clear that it doesn't necessarily mean

that we will select the company that bids the lowest.
Senator GRASSLEY. The lowest most responsible I would assume.
Mr. COLUZZI. That is correct. Management and other techniques

will require evaluations also.
Senator GRASSLEY. Now obviously you can use collection agencies

without this legislation. This legislation isn't going to facilitate
that, right?

Mr. CoLuzzl. We already have the authority.
Senator GRASSLEY. But this legislation will facilitate collections

by making valuable information available to you and in turn to
your contractors.

I would assume that this would make it possible for bids-not
only because they are more competitive but because information is
easier to get.

Mr. CoLuzzl. Yes, this legislation would make the information
easier to obtain.

Senator GRASSLEY. Do you think that private collection agencies
have more correct address information than the IRS has?

Mr. COLUZZI. Once a year the IRS gets address information from
individuals. We are collecting every day of the year.

Consequently, throughout the year, additional activities are
taking place. And sources of information become available through
credit bureau reports and to the collection agencies through their
customers, that may be much more current than the IRS address.
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We always have to be careful when we finally get an IRS address
to determine whether it is the latest information by looking at the
file to see if we have a more current address.

Senator GRASSLEY. Well, then my question is answered other
than I thought it would be. Which is the information we want.

In other words, the collection agencies are, to some extent, more
sophisticated and have available information that the IRS does not
have.

Mr. COLUZZI. Absolutely.
Senator GRASSLEY. One more question. Do you have any monitor-

ing procedures in order to determine if a collection agency your
Department deals with only use the IRS address in a limited fash-
ion?

Let me say it again.
Do you have any monitoring procedures in order to determine if

a collection agency your Department deals with complies with the
limited use permitted them of IRS addresses?

Mr. COLUZZI. We have only let the two pilot projects.
In the pilot projects, if contractors were given an IRS address, it

was only after the account had been worked by the Department.
That is the point I tried to make earlier.
The addresses we used in our collection effort, we get from IRS

and then attempt to verify by collection letters.
Once verified they become our property. Those addresses may go

to the contractor, not as an IRS address, but as a Department of
Education address at that point.

So, we don't have experience specifically with the IRS. We have
no knowledge of any violation of the IRS rule.

Senator GRASSLEY. Thank you very much for the testimony from
you and for representing your Department so well.

Mr. CoLuzzI. Thank you, Mr. Chairman.
[The prepared statement of Nazzerino Coluzzi follows:]

PREPARED STATEMENT OF NAZZERINO COLUZZI, CHIEF, GUARANTEED STUDENT LOAN
BRANCH, DEPARTMENT OF EDUCATION, ON DEBT COLLECTION

Mr. Chairman and Members of the Subcommittee on the Oversight of the Inter-
nal Revenue Service, I am pleased to be here today to discuss with you the collec-
tion activities of the Department of Education (ED). In particular, my testimony
today will focus on several activities we have been involved in to improve collec-
tions, including the use of private collection agencies, credit bureaus and the IRS
Locator Service, under our two major student loan programs.

Under the Federal Insured Student Loan (FISL) program (a component of the
Guaranteed Student Loan program), lenders submit claims to ED for reimburse-
ment of federally insured loans as a result of death, disability, bankruptcy or
default on the part of the student borrower. Once the claim has been approved, ED's
Office of Student Financial Assistance (OSFA) is responsible for collecting on the
defaulted accounts. Educational institutions are primarily responsible for collecting
National Direct Student Loan (NDSL) program accounts, but, as a result of rising
institutional NDSL default rates, ED has been given statutory authority to collect
defaulted NDSL accounts forwarded to' OSFA for additional collection activity. Over
the years for FISL collections, and more recently for NDSL collections, OSFA has
implemented many improvements to increase collections, which now total over $150
million for FISL and almost $6 million for NDSL.

One such improvement is the use of private collection agencies to supplement
OSFA's efforts. Use of private agencies was authorized for the FISL program by the
1976 Education Amendments to the Higher Education Act. In January, 1979, con-
tracts were awarded to two collection agencies to participate in a pilot project.
Under the terms of the contracts, the agencies were to receive 100,000 FISL ac-
counts through July 1, 1980. Many of these accounts had already been worked by
OSFA. The commission charged under one contract is a flat 27 percent, and from
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32-44 percent under the second contract, depending upon the age of the account.
The contracts will expire (that is, all accounts must be returned by) December, 1982.

As of March, 1971, the two agencies had collected $4.6 million. A Department
Task Force on Federal Versus Private Agency Collection of Student Loans conclud-
ed that private collection agencies are at least as cost-effective as the Department in
collecting defaulted FISL accounts. A report on Student Loan Collections prepared
by Booz, Allen and Hamilton, Inc. determined that the Federal versus contractor
cost-effectiveness ratios are relatively close, even without taking into consideration
the agencies' startup costs or the fact that the agencies received accounts already
unsuccessfully worked internally. The Audit Agency of the Department of Health
and Human Services has been engaged in a cost-effectiveness Study since early 1979
which attempts to adjust for the noncomparability of accounts through a statistical
sampling of accounts. But the complexity of the task and the difficulty in obtaining
data has continued to hinder completion of the Study.

All three reviews did determine that prior concern over possible violation of
student privacy and the harassment of student defaulters is not an issue: there have
been no serious problems in these areas with either of the agencies.

On balance, then, the pilot project is considered successful, and the Department
intends to continue the use of collection agencies to supplement OSFA's collection
activities for both FISL and NDSL accounts. A request for proposal has already
been issued, and contracts are expected to be awarded by August 31, 1981. We
expect that the new contractors will be in full operation before the end of 1981.

OFSA has already utilized credit bureaus in the past to locate defaulters and to
obtain financial information to determine a defaulter's ability to repay his loan. We
have also long supported the reporting of information on defaulters to credit bu-
reaus. Authority to do so was obtained under the 1980 Education Amendments to
the Higher Education Act.

But the necessary reporting mechanism is very complex, particularity given the
size of our loan portfolio (approximately 740,000 FISL and NDSL open accounts as
of September 20, 1980) and the restrictions on reporting and followup procedures
contained in the Amendments and the Privacy Act of 1974. These restrictions which
do not apply to commercial reporters to credit bureaus, include which defaulters
must be reported and at what point in the collections cycle, and specific procedures
and notice requirements. All of these must be built into the computer specifications
being developed to allow interface with the credit bureau industry. Furthermore,
the procurement process is unusual in that we must enter into cooperative agree-
ments with the credit bureaus to which we report, rather than follow standard
contracting procedures.

Despite these problems, however, we hope to report defaulters to credit bureaus
soon, and expect that this action will have an impact on reducing defaults.

Our use of the IRS locator service dates back to March, 1978 when we first had
the FISL default file matched against IRS tapes to obtain debtor addresses. This and
subsequent matches have yielded positive results. In fact, we intend to match all
potentially eligible accounts against the IRS files before they are referred to our
new collection agencies. In the past, under Section 6103m(2) of the Internal Revenue
Code, we have not released the IRS-supplied addresses to collection agencies (or any
other entity outside ED) until the information had been independently verified by
ED.

Verification was assumed when ED received the return receipt of certified return
requested letters mailed to the addresses supplied by IRS, when thirty days had
elapsed without having had a letter returned back to us as undeliverable, or when
the defaulter had confirmed the address either by letter or by telephone. In the
future, we will be able to release information to the collection agencies (as well as to
lenders and Guarantee Agencies) without verifying it first under Section 6103m(4).
We have also used the IRS Locator Service to assist institutions in locating NDSL
defaulters. Institutions submit information on defaulters in either tape or hard-copy
form ti one of our contractors. A tape is prepared and forwarded to IRS for
matchi g. Information is relayed back to OSFA which in turn informs the institu-
tion-, of successful hits. (This direct referral of information to the institutions has
always been possible under Section 6103m(4). In general, the NDSL-IRS matches
have been very successful.

I would like to thank you for this opportunity to discuss these collection activities
with you. I will be happy to answer any questions that you have.

Senator GRASSLEY. Next witness is Mr. John W. Hagan, Jr.,
Deputy Chief Benefits Director, Veterans' Administration.

Mr. Hagan? Thank you very much, and would you please intro-
duce your colleagues from your Department.
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STATEMENT OF JOHN W. HAGAN, JR., DEPUTY CHIEF
BENEFITS DIRECTOR, VETERANS' ADMINISTRATION

Mr. HAGAN. Thank you, Mr. Chairman.
On my left is Mr. Al Kraut, the Director, Budget Service, Depart-

ment of Veterans' Benefits.On my right is Mr. Neil Lawson, Assistant General Counsel for
the agency.

Mr. Chairman, my written testimony in the first two or three
pages provides information to your committee and to you on what
the Veterans' Administration has done in the way of attempting to
collect accounts receivables.

We do recognize and know the seriousness of the problem in debt
collection and overpayments.

I would like to go to page 3 of my testimony and speak specifical-
ly to the provisions of S. 1249.

We strongly support the debtor identity information portion of
the bill, contained in subsection (b) of section 7.

Currently, section 6103(m) of the Internal Revenue Code of 1954,
as amended, generally prohibits an agency from redisclosing tax-
payer addresses received from the IRS.

The section does permit a Federal agency to obtain IRS addresses
for use in debt collection efforts by personnel of the Federal
agency. It is our understanding that S. 1249 would amend the
existing code so that IRS addresses received by a Federal agency
for debt collection purposes could be redisclosed by that Federal
agency to agents, or contractors, for certain Federal debt collection
efforts.

This provision would provide a valuable new debt collection au-
thority to the Veterans' Administration.

The Veterans' Administration already utilizes IRS addresses for
its direct debt collection efforts. In current cases, about 14 percent
of our addresses are not accurate.

In older cases, the percent of error increases to 40 or more
percent. We have found IRS addresses to be of assistance in about
81 percent of our bad address cases and they are relatively inex-
pensive to obtain.

In fiscal year 1980, we requested 130,000 addresses from IRS on
accounts valued at $180 million. In many instances, having located
veterans with these addresses, use of our standard administrative
collection procedures resulted in a suitable resolution of the indebt-
edness.

In a significant number of cases in which we use IRS-supplied
addresses, other action is necessary. In approximately 10 percent of
the cases, the IRS-supplied addresses are not current.

For the VA to pursue these debt cases further, we need to be
able to refer the IRS address to a contract consumer reporting
agency to see if they have a valid current address. S. 1249 would
amend the existing law to permit this.

In other cases, indications are that the IRS-supplied address is
current, but the debtor ignores our demands for repayment.

In those cases, we will consider litigation by VA attorneys to
recover the debt. Where the amount of the indebtedness is over
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$1,200, we will forward such cases to the Department of Justice for
collection litigation.

Pertinent claims collection regulations require that each such
referral case include an assets and income report on the debtor.

The VA does not have the trained personnel necessary to go to a
debtor's residence and make inquiries regarding assets for litiga-
tion purposes. Accordingly, we contract with a private firm for this
service.

However, under current law we cannot refer those cases involv-
ing IRS addresses to our contractor because we cannot refer the
IRS addresses outside the agency.

We have some 20,000 current cases, each involving a debt over
$1,200 which we would like to refer to the Department of Justice
for litigation; however, we cannot get asset and income reports on
them because they are IRS address cases.

S. 1249 would correct this problem.
In our view, section 7(b) of S. 1249 would provide a significant

additional debt collection authority to the VA and other Federal
agencies.

This concludes my testimony, Mr. Chairman.
I will be pleased to answer any questions from you or other

members of the subcommittee.
Senator GRASSLEY. I want to thank you for your testimony.
Can you explain to us why you feel a need to use private collec-

tion agencies?
Mr. HAGAN. Well, under the current procedure, after we have

done all that we can do, we would like to know that we have
another resource to use.

We do not have the people to go out and collect the debts. Nor do
we have the information on where the people are employed. But we
do know that in a number of instances, these collection agencies do
have that information.

Senator GRASSLEY. How successful are your current debt collec-
tion efforts?

Mr. HAGAN. On debts that are recently established, we are very
successful. I would not give you a percentage.

But I would check and submit it for the record, or do you have it,
Al?

Mr. KRAUT. If we include offsets against current benefits, we are
collecting at a rate between 80 and 85 percent.

Senator GRASSLEY. For those that aren't offset.
Do you have a high percentage of debts that can't be put against

offsets?
Mr. HAGAN. Yes; about 15 to 20 percent.
Senator GRASSLEY. Well, no, that would be the other half of the-

in other words, those that you can buy against offsets. Then you
are saying you can get 100 percent of those.

But there are 15 to 20 percent of your debts that aren't applica-
ble as offsets?

Mr. HAGAN. Yes.
Senator GRASSLEY. I guess what I was referring to, then, of that

15 to 20 percent, that can't be applied to offset. Do you know your
collection rate on those?
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Mr. KRAUT. I would say that perhaps 95 percent of the others are
potentially collectible. The remaining 5 percent representing termi-
nations and waivers.

Senator GRASSLEY. I think that answers the questions we have
for you.

Thank you for your fine testimony.
[The prepared statement of John W. Hagan, Jr., follows:]

PREPARED STATEMENT OF JOHN W. HAGAN, JR., DEPUTY CHIEF BENEFITS
DIRECTOR, VETERANS' ADMINISTRATION

Mr. Chairman and Members of the Subcommittee: I am pleased to appear this
morning to provide you with our views on a portion of S. 1249.

However, before commenting specifically on this aspect of the proposed legisla-
tion, I would first like to provide you with a general overview of the VA's policy on
debt collection and identify to you some of the activities we have undertaken to
implement debt collection procedures within the agency.

As you know, Mr. Chairman, the President, the Administrator of Veterans Af-
fairs, the Congress in general, and many others in and out of Government are
seriously concerned with the collection of debts owed to the Federal Government. In
particular, the VA is greatly concerned with collection or proper resolution of the
sizable debt which has accumulated in conjunction with the operation of veterans
benefits programs. The bulk of the debt has resulted from VA education benefit
programs. These education debts arise from overpayments, or, to a much smaller
extent in terms of dollar value, defaults on education loans.

As to the overall VA indebtedness, as of May 30, 1981, the VA maintained $648
million in active collection accounts at its Centralized Accounts Receivable System
(CARS) in St. Paul, Minnesota. We have temporarily suspended active collection
action on another $291 million in accounts which are recorded in our master record
system at Hines, Illinois. More than 1.4 million individual cases of indebtedness to
this agency are represented in these figures. We are actively pursuing collection in
hundreds of thousands of these cases, including approximately 90,500 cases which
have been referred to the Department of Justice for collection through litigation.

The VA has taken the initiative in several areas to expedite and facilitate debt
collection. In this regard, the VA actively pursued passage of Public Law No. 96-
466, which allows the VA to refer delinquent debtors to consumer reporting agen-
cies in order to make a veteran's debt a part of the veteran's credit record. This law
also authorizes the VA to charge interest for delinquent debts and for those which
are being paid in installments. Administratively, we withhold home loan guarantees
for persons with outstanding indebtedness. The result of this measure has been
highly satisfactory. The VA has also been involved in utilizing Federal resources,
such as computer matching programs, to improve our debt recoveries.

I would like to turn now to a specific provision of S. 1249 which is of interest to
this subcommittee and to the Veterans Administration. We strongly support the
Debtor Identity Information portion of the bill, contained at subsection (b) of Section
7. Currently, Section 61 0 3(m) of the Internal Revenue Code of 1954, as amended,
generally prohibits an agency from redisclosing taxpayer addresses received from
the IRS. The section does permit a Federal agency to obtain IRS addresses for use in
debt collection efforts by personnel of the Federal agency. It is our understanding
that S. 1249 would amend the existing code so that IRS addresses received by a
Federal agency for debt collection purposes could be redisclosed by that Federal
agency to agents, or contractors, of that agency for certain Federal debt collection
efforts. This provision would provide a valuable new debt collection authority to the
Veterans Administration.

The Veterans Administration already utilizes IRS addresses for its direct debt
collection efforts. In current VA cases, about 14 percent of our addresses are not
accurate. In older VA cases, the percent of error increases to 40 or more percent.
We have found IRS addresses to be of assistance in about 81 percent of our bad
address cases and they are relatively inexpensive to obtain. In Fiscal Year 1980, we
requested 130,000 addresses from IRS on accounts valued at $180 million. In many
instances, having located veterans with these addresses, use of our standard admin-
istrative collection procedures has resulted in a suitable resolution of the indebted-
ness.

In a significant number of cases in which we use IRS-supplied addresses, other
action is necessary. In approximately 10 percent of the cases, the IRS-supplied
addresses are not current. For the VA to pursue these debt cases further, we need
to be able to refer the IRS address to a contract consumer reporting agency to see if
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they have a valid current address. S. 1249 would amend the existing law to permit
this.

In other cases, indications are that the IRS-supplied address is current, but the
debtor iores our demands for repayment. In those cases, we will consider litiga-
tion by VA attorneys to recover the debt. Where the amount of the indebtedness is
over $1,200, we will forward such cases to the Department of Justice for collection
litigation. Pertinent claims collection regulations require that each such referral
case include an assets and income report on the debtor. The VA does not have the
trained personnel necessary to go to a debtor's residence and make inquiries regard-
ing assets for litigation purposes. Accordingly, we contract with a private firm for
this service. However, under current law we cannot refer those cases involving IRS
addresses to our contractor because we cannot refer the IRS addresses outside the
agency.

We have some 20,000 current cases, each involving a debt over $1,200 which we
would like to refer to the Department of Justice for litigation; however, we cannot
get asset and income reports on them because they are IRS address cases. S. 1249
would correct this problem.

In our view, section 7(b) of S. 1249 would provide a significant additional debt
collection authority to the VA and other Federal agencies. This concludes my
testimony, Mr. Chairman. I will be pleased to answer any questions from you or
other members of the subcommittee.

Senator GRASSLEY. It is now my pleasure to call to the witness
table Mr. John Spafford, president of the Associated Credit Bu-
reaus, Inc., Houston, Tex.

Are you speaking just for yourself, sir, or are you speaking for
your trade association as well?

STATEMENT OF JOHN SPAFFORD, PRESIDENT, ASSOCIATED
CREDIT BUREAUS, INC., HOUSTON, TEX.

Mr. SPAFFORD. I am speaking for the trade association, Mr.
Chairman.

Mr. Chairman and members of the Senate Subcommittee on
Oversight of the Internal Reve.ue Service, my name is John L.
Spafford and I am president of the Associated Credit Bureas, Inc. A
national trade association, ACB represents some 1,800 credit bu-
reaus which produce an estimated total of more than 125 million
credit reports annually. In addition, 1,300 collection services hold
membership in ACB.

Accompanying me today is D. Barry Connelly, senior vice presi-
dent of the association.

Mr. Chairman, we are here today to testify on a very limited
aspect of S. 1249, the Debt Collection Act of 1981. This is the fourth
time we have presented testimony to the Congress from our van-
tage point on what we believe is progressive and important legisla-
tion.

Because previous testimony before the Senate Governmental Af-
fairs Committee and the House Committee on Government Oper-
ations details the role of the credit bureau in the consumer credit
marketplace, we will omit reference to that background informa-
tion.

We commend Senator Percy and Senator Sasser for their diligent
pursuit of this legislation. The members of our association have
largely applauded the concept, that individuals who ignore and
refuse to pay legitimate claims to the Government, should be sub-
ject to the same discipline of the marketplace as any other delin-
quent consumer debtor.

Nearly 3 years ago it was Senator William Proxmire, author of
the Fair Credit Reporting Act who spoke of using the discipline of
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the marketplace to collect debts due the Government, because it
has been shown, that one of the strongest persuasions for debt
repayment is the possibility of having one's credit record adversely
affected.

Thus, over the course of the last two Congresses and, in fact, the
last two administrations, there has been near unanimous, biparti-
san agreement, that a citizen's refusal to pay a Government claim
should be entered into that person's credit history to take whatever
effect that fact might have on the individual's participation in the
marketplace.

From the very beginning, our association, representing the credit
reporting industry, has warned in congressional testimony, public
statements and private meetings, that:

If the government were truly concerned about collecting the billions of dollars it
is owed by delinquent debtors, Congress would have to permit Government agencies
to operate as creditors in the marketplace.

We cited examples of Government agency regulations which
could defeat the purpose of the legislation, by demanding a rela-
tionship between the credit bureau and the Government agency
which is not typical of the free marketplace.

The bottomline of our message-simply stated-is that if any
Government agency wishes to engage the services of a credit
bureau, we believe they should do so with no more and no less red
tape and restrictions than any other lender who operates in the
free market system.

In most cases, the congressional committees, GAO and OMB
have accepted this approach as fair, reasonable and workable.

However, there is one aspect of S. 1249, as reported out of the
Government Affairs Committee, which we warned about in our
testimony before that committee on November 19, 1980, and which
we believe may have the effect of defeating the purpose of the
legislation.

We are referring to section 7 dealing with the disclosure of
certain IRS information. We believe the legislation as drafted, or
perhaps we should say as not drafted, leaves in place an IRS
prohibition against disclosure of a consumer address to a credit
bureau by a Government agency.

This has the net effect of eliminating the possibility of placing
that consumer's delinquent status with the Government agency on
his credit history at the credit bureau.

The same occurs when the IRS regulation would permit disclo-
sure of the address to the credit bureau, but prohibits redisclosure
by the credit bureau to another creditormaking legitimate inquiry
to the credit bureau at a later date.

I believe a brief scenario will more clearly explain the self-
defeating effect this situation has on this legislation.

First, we all stipulate that it is right, fair and effective for
Government agencies to place relevant and accurate delinquent
debtor information into a credit bureau file.

Second, it is largely accepted that most Government agencies
have a poor history of keeping accurate records on the location of
delinquent government debtors.

Third, we have been advised that Government agencies make
frequent use of the IRS to inexpensively obtain relatively current
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address information on hundreds of thousands of delinquent debt-
ors each year.

Fourth, if a Government agency is going to place delinquent
debtor information into the credit history of a consumer, the credit
bureau must, as it requires with private sector lenders, require
that the Government agency identify the consumer as thoroughly
and accurately as possible.

The complete name is the primary identifier. The present or
previous address is the secondary identifier. The social security
number, employment, previous employment, wife's name all rank
as tertiary identifiers.

Fifth, if a Government agency is simply going to obtain a current
credit report on the delinquent debtor, the reasonable procedures
standard in the Fair Credit Reporting Act requires as complete
identification information as possible in order to assure reporting
on the correct consumer.

An address is an indispensable part of that combination.
Sixth, the credit bureau his been accepted by the Congress in the

Fair Credit Reporting Act as one which gathers and disseminates
vital consumer information. This system only works in the private
sector because there is a free and unrestricted, but legitimate flow
of information between creditors through the credit bureau.

If a credit application submitted by retailer A has a new address
on "Joe Consumer," retailer A is in no way contractually permitted
to prohibit the subsequent release of that address to retailer B who
may inquire for a legitimate purpose at a later date.

As we said on the first day that we ever discussed the possibility
of the Government contributing information to the credit bureau
or obtaining credit reports from the credit bureau, our contracts
with the Government can not and will not permit the prohibition
of reuse or redisclosure of information received from the Govern-
ment.

We hasten to add, that the credit bureau could not care less
where the Government address came from. If privacy is the issue,
than don't tell us it came from the IRS.

Ironically, in many instances we suggest that the credit bureau
probably already has the same address on the consumer in its files.

Thus, if this committee, this Congress or the IRS in all of its
collective wisdom determines that the benefit gained by prohibiting
Government agencies from revealing the address of a delinquent
debtor to the credit bureau, outweighs the effective use of the
consumer's credit history in the marketplace to collect tax dollars,
then so be it.

However, we fee' it our responsibility to advise you that you
have effectively negated any relationship between the credit
bureau and a Government agency where an IRS address has been
obtained. The credit bureaus cannot and will not accept informa-
tion from a Government agency or provide a credit report to a
Government agency without a legitimate identifying address and
without restriction.

It is critical we believe at this time to point out as we have in.
the past that beyond our responsibility to provide creditors with
the most complete consumer credit histories and beyond our desire
to work with the Government to insure fair and equitable collec-
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tion of delinquent accounts, there is no obvious financial incentive
accruing to credit reporting agencies who store this information.

Collection agency contracts with Government agencies are a
wholly different matter.

From the credit bureau's point of view there is little to expect in
the way of financial gain through increased purchasing of credit
reports by Government agencies.

We only point this out, as a way of saying, that while we support
this legislation, we do so without the strings attached. Whatever
your decision to grant or refuse the disclosure of IRS address
information, we wish to emphasize it will have little or no effect on
our business, but it will have an effect on the effectiveness of the
debt collection procedures of Government agencies.

In closing and in support of what we believe would be a reason-
able position I should like to quote from the final paragraph of an
editorial in the June 15, Wichita Kans., Eagle Beacon. The editori-
al headlined "Uncle Sam's Deadbeats" supports Senator Percy's
legislation and calls it "long overdue."

In conclusion, it advises its readers and I quote,
Much of what is being proposed falls within the realm of common sense. Unfortu-

nately, it now appears necessary to legislate that into the Government's operations
handbook.

Mr. Chairman, my colleague and I will be pleased to answer your
questions.

Senator GRASSLEY. Thank you for the benefit of your testimony
and also of your members. And I assume that your statement is a
position arrived at either by your board of directors or by your
membership in convention, right?

Mr. SPAFFORD. Yes, sir.
Senator GRASSLEY. Do you have any reason to believe that collec-

tion agencies or credit bureaus will use IRS mailing addresses in
an unauthorized manner?

Mr. SPAFFORD. Well, the word "unauthorized" kind of compli-
cates the question, Mr. Chairman.

There are two different sets of circumstances. In the case of a
credit bureau, a credit bureau receiving an IRS address, must
redisclose that or it is worthless to the credit bureau. It becomes a
part of that consumer's credit history.

Without the ability to redisclose that to other legitimate inquir-
ers for credit information is a useless piece of information. So, as I
said in my testimony, it is very doubtful that any credit bureaus
will accept that information with that restriction.

On the part of a collection agency, as I also said, and as one of
your previous witnesses stated, in most cases the collection agency
will already have had that current address. Or they will receive it
from other sources.

And it becomes lost as an IRS address. And it is very natural
when another creditor turns over an account, subsequently, for
collection, that they will go through their file and use the most
current address in the file, be it an IRS address or whatever
address.

The impact of our testimony is that in order for the purpose of
the legislation to be effective, both collection agencies and credit

84-775 0-81-7
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bureaus must have the right to use that address as they do other
addresses in the common marketplace.

Senator GRASSLEY. What would you do with the information on
delinquent taxes that you would get from the IRS as part of a
credit history?

Mr. SPAFFORD. We would add it to their credit history file, just
like any other piece of delinquent information that might come
from a legitimate credit grantor.

Senator GRASSLEY. What sort of safeguards would your associ-
ation institute to be sure addresses aren't used for improper pur-
poses?

Mr. SPAFFORD. Well, first of all, they are under the Fair Credit
Reporting Act, which addresses this problem and our association
does its best, working with the Federal Trade Commission and the
Federal Reserve Board to make sure that our members comply
with the Fair Credit Reporting Act and any other law which might
affect their operation.

Second, we have codes of ethics, we have qualifications and re-
quirements for membership which we watch very carefully.

Senator GRASSLEY. Would you consider these addresses private
property once they are verified, as for instance, the Department of
Education does?

Mr. SPAFFORD. Private property of who, sir?
Senator GRASSLEY. The private property of the collection-or

credit bureau or collection agency.
Mr. SPAFFORD. It becomes a part of the credit history, and it

becomes a part of the credit bureau's file.
Senator GRASSLEY. If your organizations are allowed to use IRS

addresses, and release a debtor's responsibility to the public, who
will be responsible for any incorrect information?

Mr. SPAFFORD. Senator, the Fair Credit Reporting Act already
regulates that in the private sector, and it would be handled in the
same way.

And to answer you, specifically, the consumer came to the credit
bureau and I had a complete disclosure of her file, which is their
right under the law And if they challenge any of that information,
we go back to the IRS or the Veterans Administration, or DOE or
whoever it is, and we verify it. If it is wrong, it will be stricken. If
there is a dispute, they can put in their part of the story.

So there is a procedure already established by Federal law.
Senator GRASSLEY. OK, go ahead, is there something more you

want to say.
Mr. SPAFFORD. Mr. Chairman, as I said, we strongly support the

intent of this legislation.
Our only purpose in being here today is to urge this committee

and others who are dealing with this legislation not to impose upon
credit reporting agencies and collection agencies any redtape that
might inhibit the collection of the account on behalf of the Govern-
ment or the use of that information on behalf of the consumer.

It is that possible redtape that we are concerned about.
Otherwise we support the legislation wholeheartedly.
Senator GRASSLEY. Thank you very much for your testimony.
[The prepared statement of John L. Spafford follows:]
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PREPARED STATEMENT BY JOHN L. SPAFFORD, PRESIDENT o ASSOCIATED CREDrT
BUREAUS, INC.

Mr. Chairman and members of the Senate Subcommittee on Oversight of the
Internal Revenue Service, my name is John L. Spafford and I am President of
Associated Credit Bureaus, Inc. A national trade association, ACB represents some
1,800 credit bureaus which produce an estimated total of more than 125 million
credit reports annualy. In addition, 1,300 collection services hold membership in
ACB.

Accompanying me today is D. Barry Connelly, Senior Vice President of the
association.

Mr. Chairman, we are here today to testify on a very limited aspect of S. 1249, the
"Debt Collection Act of 1981." This is the fourth time we have presented testimony
to the Congress from our vantage point on what we believe is progressive and
important legislation. Because previous testimony before the Senate Governmental
Affairs Committee and the House Committee on Government Operations details the
role of the credit bureau in the consumer credit marketplace, we will omit reference
to that background information.

We commend Senator Percy and Senator Sasser for their diligent pursuit of this
legislation. The members of our association have largely applauded the concept,
that individuals who ignore and refuse to pay legitimate claims to the government,
should be subject to the same discipline of the marketplace as any other delinquent
consumer debtor. Nearly three years ago it was Senator William Proxmire, author
of the Fair Credit Reporting Act who spoke of using the "discipline of the market-
place" to collect debts due the government, because it has been shown, that one of
the strongest persuasions for debt repayment is the possibility of having one's credit
record adversely affected.

Thus, over the course of the last two Congresses, and in fact the last two Adminis-
trations, there has been near unanimous, bi-partisan agreement, that a citizen's
refusal to pa a government claim (debt) should be entered into that person's credit
history to take whatever effect that fact might have on the individual's participa-
tion in the marketplace.

From the very beginning, our association, representing the credit reporting indus-
try, has warned in Congressional testimony, public statements and private meetings
that, "if the government were truly concerned about collecting the billions of dollars
it is owed by delinquent debtors, Congress would have to permit government agen-
cies to operate as creditors in the marketplace." We cited examples of government
agency regulations which could defeat the purpose of the legislation, by demanding
a relationship between the credit bureau and the government agency which is not
typical of the free marketplace. The bottom line of our message-simply stated-is
that if any government agency wishes to engage the services of a credit bureau, we
believe they should do so with no more and no less red tape and restrictions than
any other lender who operates in the free market system.

In most cases, the Congressional committees, GAO and OMB have accepted this
approach as fair, reasonable and workable. However, there is one aspect of S. 1249,
as reported out of the Government Affairs Committee, which we warned about in
our testimony before that committee on November 19, 1980 and which we believe
may have the effect of defeating the purpose of the legislation.

we are referring to Section 7 dealing with the disclosure of certain IRS return
information. We believe the legislation as drafted, or perhaps we should say as not
drafted, leaves in place an IRS prohibition against disclosure of a consumer address
to a credit bureau by a government agency. This has the net effect of eliminating
the possibility of placing that consumer's delinquent status with the government
agency on his credit history at the credit bureau. The same occurs when the IRS
regulation would permit disclosure of the address to the credit bureau, but prohibits
re-disclosure by the credit bureau to another creditor making legitimate inquiry to
the credit bureau at a later date.

I believe a brief scenario will more clearly explain the self-defeating effect this
situation has on this legislation.

First, we all stipulate that it is right, fair and effective for government agencies to
place relevant and accurate delinquent debtor information into a credit bureau file.

Second, it is largely accepted that most government agencies have a poor history
of keeping accurate records on the location of delinquent government debtors.

Third, we have been advised that government agencies make frequent use of the
IRS to inexpensively obtain relatively current address information on hundreds of
thousands of delinquent debtors each year.

Fourth, if a government agency is going to place delinquent debtor information
into the credit history of a consumer, the credit bureau must, as it requires with
private sector lenders, require that the government agency identify the consumer as
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thoroughly and accurately as possible-. The complete name is the primary identifier.
The present or previous address is the secondary identifier. The Social Security
number, employment, previous employment, wife's name all rank as tertiary identi-
fiers.

Fifth, if a government agency is simply going to obtain a current credit report on
the delinquent debtor, the reasonable procedures standard in the Fair Credit Re-
porting Act requires as complete identification information as possible in order to
assure reporting on the correct consumer. An address is an indispensable part of
that combination.

Sixth, the credit bureau has been accepted by the Congress in the Fair Credit
Reporting Act as one which gathers and disseminates vital consumer information.
This system only works in the private sector because there is a free and unrestrict-
ed, but legitimate flow of information between creditors through the credit bureau.
If a credit application submitted by Retailer A has a new address on "Joe Consum-
er," Retailer A is in no way contractually permitted to prohibit the subsequent
release of that address to Retailer B who may inquire for a legitimate purpose at a
later date.

As we said on the first day that we ever discussed the possibility of the govern-
ment contributing information to the credit bureau or obtaining credit reports from
the credit bureau, our contracts with the government cannot and will not permit
the prohibition of reuse or redisclosure of information received from the govern-
ment. We hasten to add, that the credit bureau could not care less where the
governmei address came from. If privacy is the issue, then don't tell us it came
rom the IRS. Ironically, in many instances we suggest that the credit bureau

probably already has the same address on the consumer in its files.
Thus, if this committee, this Congress or the IRS in all of its collective wisdom

determines that the benefit gained by prohibiting government agencies from reveal-
ing the address of a delinquent debtor to the credit bureau, outweighs the effective
use of the consumer's credit history in the marketplace to collect tax dollars, then
so be it. However, we feel it our responsibility to advise you that you have effective-
ly negated any relationship between the credit bureau and a government agency
where an IRS address has been obtained. The credit bureaus cannot and will not
accept information from a government agency or provide a credit report to a
government agency without a legitimate identifying address and without restriction.

It is critical we believe at this time to point out as we have in the past that
beyond our responsibility to provide creditors with the most complete consumer
credit histories and beyond our desire to work with the government to insure fair
and equitable collection of delinquent accounts, there is no obvious financial incen-
tive accruing to credit reporting agencies who store this information. Collection
agency contracts with government agencies are a wholly different matter. From the
credit bureau's point of view there is little to expect in the way of financial gain
through increased purchasing of credit reports by government agencies.

We only point this out, as a way of saying, that while we support this legislation,
we do so without the strings attached. Whatever your decision to grant or refuse the
disclosure of IRS address information, we wish to emphasize it will have little or no
effect on our business, but it will have an effect on the effectiveness of the debt
collection procedures of government agencies.

In closing and in support of what we believe would be a reasonable position I
should like to quote from the final paragraph of an editorial in the June 15, Wichita
Kansas Eagle Beacon. (Exhibit A) The editorial headlined "Uncle Sam's Deadbeats"
supports Senator Percy's legislation and calls it "l4zig overdue." In conclusion, it
advises its readers and I quote, "Much of what is being proposed falls within the
realm of common sense. Unfortunately, it now appears necessary to legislate that
into the government's operations handbook."

Mr. Chairman, my colleague and I will be pleased s.o answer your questions.

EXHIBIT A

(From the Wichita Eagle Beacon, June 15. 1981]

UNCLE SAM'S DEADBEATS

In trying economic times such as these, with budget cuts and tax cuts both being
proposed as part of the solution, it makes no sense tor government to make little or
no effort to collect outstanding debts.

That's why a proposal sponsored by Sen. Charles Percy, R-Ill., is a measure that,
at least in principle, is long overdue. It would allow the federal government, with
certain restrictions, to make use of some of the debt-collection practices now
common in the private sector.
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One thing Senate Bill 1249 would do is allow the government to turn certain of its
bad debts over to private collection agencies. It is a bit humbling to think that the
most powerful government in the world, operating on a budget measured in billions
of dollars, is incapable of collecting money it legitimately is owed, and that prosaic
debt collectors might have to be called in to get the job done.

But it is far better to resort to that sort of approach than to go on writing off the
considerable sums involved as uncollectible. According to Sen. Percy, in his remakrs
proposing the Debt Collection Act of 1981, "The federal government is the world's
largest credit institution. It is now owed a staggering $175 billion. In fiscal year
1979 alone, over $25 billion, more than half of what was due to be repaid that year,
was not collected."

He estimates his legislation could bring in up to $3.5 billion in welched loans
within three years. That is not an inconsequential amount, when various budgets
now being strained to the limit are considered.

The debt collection bill also would allow the government to make attachments on
the paychecks of nearly 80,000 federal employees who have defaulted on obligations
to the government. It almost certainly would improve the pay-back record on
student loans, 81 percent of which currently are ignored by those who have financed
their education with them.

Much of what is being proposed falls within the realm of common sense. Unfortu-
nately, it now appears necessary to legislate that into the government's operations
handbook.

Senator GRASSLEY. I now call to the witness table Mr. David
Keating, director of legislative policy, National Taxpayers Union.

Is Mr. Keating here?
OK, then I would call then Mr. John Shattuck, legislative direc-

tor of the American Civil Liberties Union.

STATEMENT OF MR. JOHN SHATTUCK, LEGISLATIVE DIRECTOR,
AMERICAN CIVIL LIBERTIES UNION

Mr. SHATTUCK. Thank you very much, Mr. Chairman.
It is a privilege to appear here on a subject of substantial impor-

tance to my organization.
I should say at the outset that I represent some 200,000 members

of the American Civil Liberties Union and I appear here on their
behalf, not just in my personal capacity.

I am the legislative director of the organization and I have been
involved for a number of years in privacy issues.

I am also the author of a textbook "Rights and Privacy," which
was published in 1977.

I have a relatively lengthy statement which I will summarize
and submit the entire statement for the record.

Over the last decade, the ACLU has actively promoted efforts to
preserve and enhance the priva.icy rights of those who are subject to
personal records maintained both by private industry and by Gov-
ernment.

I have already testified, as you noted, Mr. Chairman, at length
on this bill, before the Senate Governmental Affairs Committee,
and I am submitting a copy of that testimony for the record.

Many of the questions I raised then about the impact of S. 1249
on individual privacy have been resolved by committee amendment
to the original bill. Let me just review a number of those.

The bill now specifies and substantially narrows the information
to be disclosed to credit reporting companies by Federal agencies.

It requires agency heads to review and verify that a claim is
owed and make reasonable efforts to locate an individual without
an address before releasing any information.
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The committee also limited the information that may be dis-
closed by the IRS to other agencies to the fact of the existence of
any undisputed outstanding tax liability of a person applying for a
Federal loan.

Finally, the Governmental Affairs Committee established certain
procedural safeguards for salary offsets of Government employees.
And we commend the committee and Senator Percy for his leader-
ship efforts there, to bring the proposed expedited procedure for
Federal debt collection into conformity with the protection of per-
sonal privacy interests.

I should say, however, Mr. Chairman--
Senator GRASSLEY. Let me interrupt you, at this point, because I

had in mind to ask you in regard to what you said about the
existence of any undisputed outstanding tax liability.

Is that as opposed to the amount of it?
Did that bother the ACLU that the exact amount of the tax

liability would be stated?
Mr. SHArrUCK. Mr. Chairman, I will go into one of our concerns

in a little greater length with respect to some other IRS informa-
tion.

But, one of our concerns was that the procedures of this bill not
be permitted to invade generally, the confidentiality of information
in the IRS.

As the bill was originally introduced, it appeared to permit cer-
tain return information-information actually from the income tax
return-to be disclosed in connection with determining whether
someone had an outstanding tax liability.

The fact of the liability itself is now all that can be disclosed
under the procedures adopted by the Governmental Affairs Com-
mittee.

We didn't take a position in the Governmental Affairs Commit-
tee as to whether or not the fact or the actual amount should be
the information to be disclosed.

But we strongly opposed the disclosure of anything more
than--

Senator GRASSLEY. And so, it was your feeling, that the original
language would allow a multitude of information?

Mr. SHArIrUCK. It was written quite broadly--
Senator GRASSLEY. Not just the amount, and the amount in and

of itself doesn't bother you as much as the possibility that any
information on the tax return would be available without the
proper safeguards in the legislation.

Mr. SHArrUCK. Right.
Any return information, Mr. Chairman, we--
Senator GRASSLEY. So this is nailed down just to the fact that

there is an undisputed tax liability?
Mr. SHArUCK. That is right, although we do have some question

about how a liability will be determined to be no longer in dispute,
but I will get to that in just a moment.

We do share with Senator Baucus a number of serious concerns
about the bill as it stands. We think perhaps the most important
one is the fact that it circumvents the Federal Privacy Act with
respect to personal information disclosed by Federal agencies to
private credit reporting companies.
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We have discussed that issue at length before the Senate Govern-
mental Affairs Committee.

I understand that that particular issue is beyond the jurisdiction
of the Senate Finance Committee. It is extremely important to us,
so I will simply refer you to our statement on that point, and the
fact that I don't go into it in greater length doesn't mean that it
isn't important.

But an issue that is before the Senate Finance Committee that
remains in the bill is the requirement that individuals provide
social security numbers on any application for credit, financial
assistance, or other Government payment.

This provision has no counterpart in the House bill, which has
already passed, and passed I might add, overwhelmingly, on this
subject.

It was passed on the suspension calendar over there, and is
considerably narrower than the Senate bill. It doesn't contain a
social security number requirement.

We have long taken the position, Mr. Chairman, that any new
mandated use of the social security number threatens the privacy
of all American citizens.

We agree on this point with numerous Government studies and
commission reports, including the 1973 report of President Nixon's
HEW Advisory Committee on Automated Personal Data Systems,
and the 1977 report of the Privacy Protections Study Commission
which was created during the Ford administration.

Of course the social security number is already informally used
for a variety of identification purposes. But each additional man-
dated use, when the Congress says we want the number to be used
for such and such a purpose, is further incentive for turning the
number into what has widely been regarded by the Commissions
that I cited as a universal identifier, which would provide the key
to access to a nationwide data bank containing a wide range of
personal information, with all the Big Brother connotations that
accompany that notion.

Because there are already so many informal uses of the social
security number, and pooling of records is so common, each new
mandated use should be considered very carefully, weighing its
value against the dangers rising to our civil liberties.

In this case, we believe the advantages for identification are less
than the inherent threat to the privacy of all American citizens.
We don't think the case has been made for the use of social
security numbers in the way mandated by this bill.
. A further concern that we have-a third issue in the bill-

involves the disclosure of taxpayer mailing addresses by the IRS.
And it is closely related to the social security number concern that
I just raised.

S. 1249 allows the Internal Revenue Service to disclose to Feder-
al agencies mailing addresses of individuals which may in turn be
redisclosed to consumer reporting agencies in accordance With
other provisions in the bill.

Such a provision puts the IRS machinery to a use for which it
was not created, thereby diverting resources from its sole intended
mission-the collection of taxes.
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In so doing, the disclosure of addresses undermines the strict
confidentiality in which taxpayers must have faith. Efficient tax
collection depends on the public perception that all information
furnished by the IRS will be kept confidential so that voluntary
disclosure of data by taxpayers will be frank and complete.

Once the doors to the vast personal within the IRS are opened,
Mr. Chairman, even if only a crack, we are concerned that taxpay-
ers' fears for their privacy will begin to overcome their duty to
reveal essential details of their lives for the purpose of tax pay-
ment.

The statutory authority of IRS to obtain information must not be
viewed as creating some form of governmental asset which may
then be transferred to other arms of the Government pursuing
legitimate Government objectives like debt collection.

The information gained by the IRS does not in any sense belong
to the Government-at-large. Rather, it is held in special trust by
the IRS for its unique, important purpose of collecting taxes.

Indeed, it is only the unique nature of the IRS function that
justifies the extraordinary degree of intrusion that the IRS is al-
lowed to make into the lives of individuals. Dissemination of IRS
information to other Government agencies for nontax purposes is a
violation of the IRS special trust.

I would like to make note, at this point Mr. Chairman, that last
year Senator Jepsen was extremely eloquent on this issue on the
floor of the Senate, when he led the opposition-or participated in
leading the opposition to efforts to repeal portions of the Tax
Reform Act which protect the confidentiality of IRS information
and prohibit its use for nontax purposes, an issue which I think is
going to be before the Senate very soon again, if not today.

That issue is very closely related to the one in this bill.
In sum, Mr. Chairman, we believe that the address disclosure by

the IRS threatens the original mission of that agency as well as the
privacy of taxpayers.

Those are the two principle concerns that we have with the bill
as it stands now. I mentioned also the concern with respect to
determining when there is an outstanding liability of a taxpayer
for the purposes of disclosure of the fact that a person is liable.

I think that it would be possible to clarify the bill so that no
disputed liability would be disclosed. If one is in a dispute with the
Government as to whether or not you are liable for back taxes, the
fact that there are back taxes owed should not be disclosed. How
that determination is made, I think, has not yet been clarified in
the bill.

Otherwise, Mr. Chairman, we think the bill has improved but it
does continue to have these two major concerns with respect to the
privacy of all Americans.

Thank you very much.
Senator GRASSLEY. Can I ask you, just from a philosophical point

of view, does the mere existence of legislation like this, not going
into the details of it which you have done very well, does just the
thrust of the legislation bother you and/or your organization?

Mr. SHATTUCK. Well, we recognize the legitimacy of the Govern-
ment's need to collect its debts. Anybody who is a creditor is
entitled to collect those debts.
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We also recognize the need to expedite procedures to insure that
the Government is able to collect its debts. So in that respect we
don't find the legislation obnoxious, in principle.

But we do think that the Senate is always engaged in efforts to
balance various interests that are at stake here. And we are con-
cerned that the proper balance be struck between the privacy
protection and the collection of Government debts.

We think it is close to being struck, but it has not yet been
struck in this bill.

Senator GRASSLEY. IF Federal agencies are not allowed to obtain
the social security number of personal loan applicants, what other
means are available to identify a Federal loan applicant after the
loan becomes delinquent?

Mr. SHArUCK. Well, I think the fact that a Federal loan appli-
cant is required to state the address at the time that the applica-
tion is filed and perhaps even to incur liabilities if the wrong
address is provided, and to continue to stay in touch with the
lending agency under the same possible liabilities for failure to
stay in touch should he sufficient.

We do not think that anybody ought to be treated lightly when
they are going to a Federal agency and saying, "Here, give me a
loan."

You are not entitled to a handout, you are not entitled to refuse
to disclose the kind of information that must be disclosed at that
point.

We are concerned in the social security number area about the
principle of-extending further and further the uses of the social
security number for purposes other than that for which that
number was originally created, which was the administration of
the social security system.

But, we do think that to require people to swear that their
address is accurate and to require them to continue to stay in
touch with the agency during the time that their loan is outstand-
ing is a perfectly legitimate one, and that law ought to be enforced.
And if there is an effort to circumvent it, then the person would be
subject to penalties.

Senator GRASSLEY. Why would you deny the use of social security
numbers to the Federal Government as a creditor while all banks
and other lending institutions can make use of social security
numbers from individuals who want to borrow?

Mr. SHArrUCK. Well, I should say at this point, Mr. Chairman,
that we were concerned at the time the social security number
requirement in the Bank Secrecy Act was extended to banks.

The requirement that social security numbers be disclosed at
that point, we think, created many of the same concerns that we
have today.

So I am repeating a concern which we have raised previously.
That concern is in no way different than it was when, the Bank
Secrecy Act legislation was originally passed.

Senator GRASSLEY. I thank you, Mr. Shattuck, for your testimo-
ny.

I appreciate it very much, and your points of view will be taken
into consideration by the Senate Finance Committee as we deliber-
ate on this legislation.
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That is the end of our witness list at this point, so I adjourn this
meeting.

Thank you all very much.
[The prepared statement of John Shattuck follows:]

TESTIMONY OF JOHN SHATTUCK, LEGISLATIVE DIRECTOR, AMERICAN CIVIL LIBERTIES
UNION

The American Civil Liberties Union is a nationwide, nonpartisan organization
devoted to the protection of the Bill of Rights. Over recent years, the ACLU has
actively promoted efforts to preserve and enhance the privacy rights of those who
are the subjects of personal records maintained by private industry and govern-
ment.

I appreciate this opportunity to comment on S. 1249, which would allow federal
agencies to disclose private records to consumer reporting agencies of persons al-
leged to be in debt to the federal government. While the objective of the proposed
legislation-to facilitate collection of debts owed to the federal government-is
certainly legitimate, that objective need not, and should not, be accomplished at the
cost of undermining existing privacy rights protected by federal statute. Personal
records maintained by government agencies are now covered by the federal Privacy
Act, 5 U.S.C. Section 552a, which protects the privacy of federal record-subjects and
imposes corresponding obligations on government recordkeepers.

The House of Representatives has already passed a version of this proposal, H.R.
2811, which would accomplish the debt collection objectives, but in ways that are
comparatively less intrusive on the privacy rights of the subjects of the released
records. I will first address the general objections of the ACLU to the approach of
either version, both of which assume the necessity of diluting privacy protections to
achieve their goals.

Both H.R. 2811 and S. 1249 would authorize the transfer of records to private
consumer reporting agencies, the theory being that if debtors' credit ratings are
affected by non-payment of federal loans, there will be incentive to meet their
obligations. Since the Privacy Act applies to records maintained by government
contractors, it would continue to apply to records transferred to consumer reporting
agencies, were it not for a provision in the bill which repeals the Privacy Act for
this category of contractors.'

This provision virtually amounts to a "windfall profit" for the consumer reporting
industry. The industry is given free access to additional "raw material"-credit
information-that it can then use to further its own business interests of rating
people's credit standing. Under S. 1249, credit reporting companies are not obligated
to pay anything for this information, but only to do what they are in business to do
anyway. The only "cost" of this arrangement is extinguishment of the existing
privacy rights of federal record subjects.

THE PRIVACY ACT AND GOVERNMENT CONTRACTORS

Unless the Privacy Act is uniformly applied to government contractors, federal
agencies will be able to avoid their responsibilities under this important law and
frustrate its purpose. In its 1977 Final Report, the Privacy Protection Study Com-
mission, established by Congress, stressed that ". . . the Federal government must
assure that the basic protections of the Privacy Act apply to records generated with
Federal funds for use by the Federal government." 2 In fact, the Commission recom-
mended that the scope of the Privacy Act be expanded so as to apply to records
maintained by government grantees as well as contractors. In any event, if Congress
is to allow 'he agencies to contract with private consumer reporting companies, both
the letter and the spirit of the Privacy Act require that it continue to apply to these
records.

Considerable attention over the past ten years has been focused on the impact on
personal privacy of the practises of the credit reporting industry.3 The capacity of
credit bureaus to collect, store and disseminate personal information has grown
rapidly with the growth in demand for consumer credit and advances in computer
technology. While these developments have made it possible for credit agencies to

Section 2(cX2) of S. 1249 provides that "[a) consumer reporting agency to which a record is
disclosed . . . shall not be considered a contractor for the purposes of this section."

"Personal Privacy in an Information Society,' The Report of the Privacy Protection Study
Commission, p. 505, 1977 (hereafter Privacy Commission).

3See, e.g., Hearings before the Subcommittee on Consumer Credit of the Senate Committee on
Banking, Housing and Urban Affairs on S. 2360 to Amend the Fair Credit Reporting Act (93d
Congress, 1973) and on S. 1840 to Amend the Fair Credit Reporting Act (94th Congress, 1975).



99

serve their subscribers more efficiently, they have also increased the risk of error or
invasion of privacy that an individual must incur in order to enjoy the advantages
of consumer credit.

The harm that may befall an individual when inaccurate, incomplete, or irrele-
vant information is disseminated in a credit report can be substantial. This is a
result of the highly personal nature of the information incorporated into credit
reports as well as the great number of important decisions which are made on the
basis of this information.

The negative impact of inaccurate or irrelevant information in a report is com-
pounded by the practice of selling reports to just about anyone willing to pay the
price. Credit bureaus possess substantial "gatekeeping" powers with the information
they control affecting not only the credit relationship, but also the relationship an
individual has with insurers, employers, landlords, and many others who decide
whether to grant or deny a benefit on the basis of information contained in credit
reports. Thus, an erroneous report can adversely affect many aspects of an individ-
ual's life.

Under S. 1249, records disclosed by government agencies to credit reporting
companies would no longer be protected by the Privacy Act, and would be covered
only by the Fair Credit Reporting Act (FCRA). Record-subjects would thus lose a
variety of important privacy rights.
a. Right of Access

In light of the dangers posed by the existence and dissemination of inaccurate
personal information, basic principles of fairness require that record-subjects be
granted the right to inspect and copy their records. While the Privacy Act provides
for direct access, the FCRA does not. Instead, the record subject has only a limited
right to know the "nature and substance" of the information in a consumer report-
ingagency file, as described by an agency employee.

The direct access provision of the Privacy Act is far more likely to instill confi-
dence in the system, and provides the record subject with the inforriation necessary
to challenge the relevance or accuracy of information in the record. It also creates
an incentive for agencies to insist upon trustworthy sources, since inaccurate or
misleading information will more readily be discovered and challenged. Under
S. 1249 this right of access would be extinguished 60 days after a federal agency
attempts to notify a record-subject of its intention to disclose the record to a
consumer reporting agency.
b. Right of Correction

The Privacy Act establishes effective safeguards to insure the accuracy of record
information. A record-subject may request correction or amendment of information
which he or she believes is not accurate, relevant, timely or complete. Under the
FCRA on the other hand, an individual may not question the relevance of informa-
tion but only its completeness or accuracy.

The Privacy Act permits an individual who has been denied a correction or
amendment of a record to appeal the denial, and if the appeal is unsuccessful, to
seek judicial review. No such rights are provided a record-subject under the FCRA
or S. 1249, once a federal recordhas been disclosed to a consumer reporting agency.
Both statutes allow a record-subject to file a dispute statement with the record-
keeper, but only the Privacy Act places the agency under a duty to transmit a copy
of the statement whenever the disputed information is subsequently disclosed. Fi-
nally, under the FCRA, an agency need not even investigate a dispute raised by a
record-subject whenever "it has reasonable grounds to believe that the dispute by
the consumer is frivolous or irrelevant." The consumer reporting agency is free to
determine which disputes are irrelevant or frivolous.

In sum, once a federal record has been disseminated to a consumer reporting
agency, both S. 1249 and the FCRA deny a record-subject both the information
needed to know of inaccuracies, and the procedural rights needed to assure that any
inaccuracies which are discovered are expunged from the record.
c. Scope of Permissible Disclosures

The Privacy Act allows a recordkeeper to disclose information without the record-
subject's authorization only under carefully defined circumstances. Both S. 1249 and
the FCRA, on the other hand, dangerously expand the range of permissible disclo-
sures. A consumer reporting agency would be permitted to furnish a credit report to
any person who it "has reason to believe has a legitimate business need for the
information in connection with a business transaction involving the consumer." 4

Obviously, a consumer reporting agency will be inclined to define "legitimacy"

4 15 U.S.C. § 1681M3NE.
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broadly in order to sell more reports. Credit bureaus have generally been quite
willing to share reports with a broad range of parties having no credit relationship
with the record-subject. Generally, the record-subject is completely unaware of such
disclosures, which are regularly made to collection agencies, inspection bureaus,
insurance companies, employers, landlords, and law enforcement agencies.

These are only some of the important differences between the Privacy Act and
the FCRA. They clearly demonstrate that a person who is the subject of records
covered by the Privacy Act has far more privacy than -one who is the subject of a
record covered only by S. 1249 and the FCRA.

I would now like to highlight our specific comments on S. 1249, which contains
some provisions that more seriously threaten the privacy rights of record-subjects
than does H.R. 2811.

LIMITS ON INFORMATION TO BE DISCLOSED

S. 1249 contains no specific restrictions on what sort of information may be
released by government agencies to consumer reporting agencies. Section 3(1XA)
merely provides that any federal agency may "notify a consumer reporting agency"
that a person is responsible for a claim. Government files may contain a wide
variety of personal information, unrelated to a person's debt status, and release of
such information to consumer reporting agencies would only invade a person's

rivacy. This situation is especially troublesome when such information, once re-
eased to credit reporting agencies, is subject to the weaker protection of the Fair

Credit Reporting Act, as I discussed above. The House bill narrows this loophole, by
explicitly limiting the information which may be disclosed to:

1. the name, address, and other information necessary to establish the identi-
ty of the debtor;

2. the amount, status, and history of the claim; and
3. the agency or program under which the claim arose.

This provision expressly preserves the privacy of most personal information in
government files, to the extent that such data is not clearly necessary for the
specific purpose of debt collection.

DISCLOSURE OF TAX INFORMATION

Another objectionable provision of S. 1249, not contained in H.R. 2811, amends
the Internal Revenue Code to allow the Internal Revenue Service to release tax
return information to federal lending agencies. This measure would seriously erode
the existing statutory protection of the privacy of federal taxpayers.

IRS is given broad powers to gather a wide range of detailed, highly personal
data, in order to carry out its duty of collection of taxes. In return for this freedom
from constraints, Congress wisely provided in the Tax Reform Act of 1976 that the
IRS conform to stringent requirements of confidentiality. Although the purpose of a
tax information disclosure under S. 1249 is limited to determining the tax liability
of federal loan applicants, there is no specific limit on what return information may
be disclosed. Under Section 7, "return information relating to the amount, if any, of
any outstanding liability of a Federal loan application for any tax" could include a
wide variety of information other than the amount of tax liability itself.

A person s tax returns, and the records of hi., or her financial transactions with a
bank or another private entity, are a reflection of that person's life. Those records
mirror, often in great detail, personal habits and associations. The beginning of a
tax return gives name, address, social security number, identity and dependents and
the taxpayer's gross income. Various schedules may indicate political and religious
affiliations and activities, medical or psychiatric treatment, union membership,
creditors, investments and holdings. Additional documents compiled by the taxpayer
and pertaining to statements made on a tax return, but not filed with the return
contain a similar wealth of sensitive personal information. In 1975, then IRS Com-
missioner Donald Alexander noted that the IRS has "a gold mine of information
about more people than any other agency in this country." -

The IRS has been given enormous, unparalleled coercive power to obtain informa-
tion from individuals concerning every aspect of their private lives. Without a
subpoena or a warrant or any showing of probable cause, the IRS can require an
individual to divulge intimate personal information. Because of the clear threat
such broad powers hold to an individual's constitutional rights to be free from
government coercion, the Supreme Court has carved a narrow "required records"
exception to the Fifth Amendment, principally for the benefit of IRS. See United

5 Committee Print, Confidentiality of Tax Returns, House Committee on Ways and Means,
Sept. 25, 1975, at 3.
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States v. Sullivan, 274 U.S. 259 (1927). This exception and the extraordinary authori-
ty which Congress has bestowed on IRS create a powerful presumption against any
proposal, such as S. 1249, to transfer that authority to other agencies of govern-
ment.

The statutory authority of IRS to obtain information must not be viewed as
creating some form of governmental asset which may then be transferred to other
arms of the government pursuing legitimate governmental objectives. The informa-
tion gained by the IRS does not in any sense "belong" to the Government. Rather, it
is held in special trust by the IRS or its unique, important purpose of collecting
taxes. Indeed, it is only the unique nature of the IRS function that .ustifies the
extraordinary degree of intrusion that that agency is allowed to make into the lives
of individuals. Dissemination of IRS information to other governmental agencies for
non-tax purposes is a violation of the IRS' special trust.

We urge you, therefore, to adopt the approach taken by the House bill and delete
the broad access provisions of Section 7 in order to avoid seriously eroding the
privacy of tax information.

SOCIAL SECURITY NUMBERS

S. 1249 also contains a requirement that individuals provide social security num-
bers on any applications for credit, financial assistance or other government pay-
ments. This provision has no counterpart in H.R. 2811. The ACLU has long taken
the position that any new mandated use of the social security number threatens the
privacy of all American citizens. We agree on this point with numerous government
studies and commission reports, including the 1973 report of an HEW Advisory
Committee on Automated Personal Data Systems and the 1977 Report of the Priva-
cy Protection Study Commission.

Of course, the social security number is already informally used for a variety of
identification purposes. Each additional mandated use, however, is further incentive
to turning the number into a "universal identifier", which would provide the key to
access to a nationwide databank containing a wide range of personal information,
with all the Big Brother connotations that accompany that notion. Because there
are already so many informal uses for the social security number, and pooling of
records is so common, each new mandate use should be considered carefully,
weighing its value against the dangers arising to our civil liberties. In this case, we
believe the advantages for identification are minimal in comparison with the inher-
ent threat to the privacy of all Americans.

PROCEDURAL SAFEGUARDS

The House version of S. 1249 includes several procedural safeguards which, at the
very least, should be incorporated into the Senate bill.

First, H.R. 2811 requires the head of an agency to review the claims for its
validity, and places responsibility on the agency head for making a specific determi-
nation that a valid claim is due. Because of the serious consequences for innocent
record-subjects that would follow a miscalculation or inaccuracy, these additional
procedures to guard against such errors are crucial.

For the same reasons, we support the obligation imposed by H.R. 2811 on an
agency to "make reasonable efforts to locate the individual prior to disclosing
information to credit reporting agencies", when a current address is unavailable.
This provision acts as insurance that individuals will be given the opportunity to
respond to the possibility of disclosure, and to participate in the process by checking
the accuracy of information disclosed. It also may serve to encourage otherwise
unavailable individuals to meet their debt obligations. If the incentive system is to
work as intended, individuals must be aware of the consequences to their credit
rating if they do not meet their obligations.

We would like to commend the drafters of S. 1249 for including a requirement
that the agency head "obtain satisfactory assurances from such consumer reporting
agency" of compliance with the Fair Credit Reporting Act. Precisely because the
restrictions on consumer reporting agencies are so relaxed, it is essential that
whatever few restrictions exist be rigorously enforced. We suggest that elaboration
of the specific assurances to be obtained would assist in meeting this goal.

CONCLUSION

While the ACLU appreciates the need to improve federal debt collection proce-
dures, we oppose any measure which will deny record-subjects the rights currently
afforded them by the Privacy Act. We do not object to the transfer of records to
consumer reporting agencies so long as the Privacy Act continues to apply to these
records, as it does to other records maintained by government contractors. If the
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records are to be transferred, at the very least, we urge that other existing statutory
protections not be abandoned. Mandated use of the social security number, reduc-
tion of IRS confidentiality and the other measures in S. 1249 criticized above, all
would erode essential privacy protections. We recommend their removal from the
bill. The pursuit of efficient debt collection must not trample on the privacy rights
of all Americans.

Thank you for the opportunity to appear before the Subcommittee.-

AMERICAN CivIi. LIBERTIES UNION,
Wash ington, D.C., July 17, 1981.

Re Nunn amendment to tax bill, H.J. Res. 266, Authorizing Disclosure of IRS
Records for Non-Tax Purposes.

DEAR SENATOR: I am writing to urge you to oppose an amendment to the Econom-
ic Recovery Tax Act of 1981 (H.J. Res. 266) to be offered by Senator Nunn. The
amendment would substantially undermine the privacy of federal income tax re-
turns by providing for the disclosure and use of IRS records for non-tax purposes. It
is being offered on the floor of the Senate in the absence of any Committee hearings
or other opportunity for public comment.

Income tax records are perhaps the most sensitive records maintained by the
federal government in terms of personal privacy. A person's tax returns are a
reflection of that person's life, because they set forth, often in great detail,. personal
habits and associations. The beginning of a tax return gives name, address, social
security number, identity and dependents and the taxpayer's gross income. Various
schedules may indicate political and religious affiliations and activities, medical or
psychiatric treatment, union membership, creditors, investments and holdings. Ad-
ditional documents compiled by the taxpayer and pertaining to statements made on
a tax return but not filed with the return contain a similar wealth of sensitive
personal information.
. Apart from information related to tax returns, documentary materials routinely
obtained by IRS for the enforcement of the tax laws also contain vast quantities of
private information. Bank records, or similar records, reveal the political causes one
supports, the books and magazines one buys, the organizations one joins, as well as
one s style of life, tastes and habits. People assume that these matters are confiden-
tial, and that they do not sacrifice that confidentiality when they conduct financial
transactions.

The Nunn Amendment would substantially undermine the expectation of privacy
which taxpayers have concerning IRS information. Among the changes in current
law with respect to taxpayer privacy that the Nunn Amendment would make are
the following:

The definiation of tax "return information" which can be disclosed to other
federal agencies only upon the issuance of an ex parte court order would be
narrowed so as to exclude all corporate tax return information. Corporate tax
returns contain great amounts of private, personally identifiable information per-
taining to corporate officers, shareholders and employees. Under the Nunn amend-
ment, this information would be subject to routine disclosure for non-tax purposes
outside IRS, merely upon the written request of an attorney for the government.

The amendment would make a major change in the standard under which courts
can issue ex parte orders for disclosure of tax return information. The standard
would be lowered to "reasonable cause to believe that the information may be
relevant to a matter relating to the commission of such a criminal act." Under
current law it is necessary to demonstrate that the information "is probative of a
matter in issue."

The amendment would make a. major change in existing law by requiring IRS to
disclose "to the appropiate federal agency" any non-return information which "may
constitute evidence of a violation of federal criminal laws." Under current law IRS
is not mandated to make such disclosures and the burden is on the investigating
agency to initiate a written request or court order procedure. The proposed change
makes IRS an active participant in non-tax investigations and thereby substantially
undermines the integrity of its tax information gathering procedures.

The amendment provides for disclosure of both return and non-return informa-
tion tu state law enforcement officials if the information is relevant to investigation
or prosecution of any state felony. This proposal substantially changes the current
law that disclosure of tax information to states be limited to tax-related prosecu-
tions. Tax information should not be treated as a common resource for criminal
investigations at all levels of government.

Finally, the amendment would authorize disclosure of IRS information to foreign
governments with whom the United States has mutual assistance treaties. A nation
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with whom the United States has a mutual assistance treaty could seek access to
taxpayer records for use in a criminal investigation for which the standards of proof
are dissimilar from those in the United States. Moreover, conduct which is a crime
in a foreign country may not even be criminal in the United States. The broad
powers of the IRS should not be used to gather information about taxpayers which
can then be used for purposes different from those for which the information was
obtained, and which raise severe constitutional due process problems.

The claim that the proposed amendment would put the IRS back into the fight
against organized crime and drug traffic is a distortion. The IRS does not belong in
that fight. Its special powers are not granted to facilitate non-tax related law
enforcement. To the extent that IRS in the past has been used as an investigative
resource for other government agencies, its special authority was abused. The Tax
Reform Act of 1976 was passed to correct those abuses. The Nunn Amendment
threatens to undermine the Act by redefining the information that deserves protec-
tion, lowering the standard of proof necessary to justify disclosure and opening
broader channels of dissemination. These changes carry with them an enormous
potential for privacy abuse and should not be adopted, especially in the absence of
any hearings in the 97th Congress.

Thank you for considering our views.
Yours sincerely,

JOHN SHATTUCK, Director.
[The hearing was adjourned, at 12:12 p.m., subject to the call of

the Chair.]
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