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ABUSIVE mSURANCE SALES AND MARKETDsTG
TECHNIQUES INVOLVING THE EARNED IN-

COME TAX CREDIT

THURSDAY, MARCH 4, 1993

House of Representatives,
Committee on Ways and Means,

Subcommittee on Oversight,
Washington, D.C.

The subcommittee met, pursuant to call, at 1:20 p.m., in room
1100, Longworth House Office Building, Hon. J.J. Pickle (chairman
of the subcommittee) presiding.

[The press release announcing the hearing follows:]

(1)



FOR IMMEDIATE RELEASE PRESS RELEASE /4
THURSDAY, FEBRUARY 25, 1993 SUBCOMMITTEE ON OVERSIGHT

COMMITTEE ON WAYS AND MEANS
U.S. HOUSE OF REPRESENTATIVES
113 5 LONGWORTH HOUSE OFFICE BLDG.
WASHINGTON, D.C. 20515
TELEPHONE: (202) 225-5522

THE HONORABLE J. J. PICKLE (D. , TEXAS), CHAIRMAN,
SUBCOMMITTEE ON OVERSIGHT, COMMITTEE ON WAYS AND MEANS,

U.S. HOUSE OF REPRESENTATIVES,
ANNOUNCES A HEARING ON ABUSIVE INSURANCE SALES AND

MARKETING TECHNIQUES INVOLVING THE EARNED INCOME TAX CREDIT

The Honorable J. J. Pickle (D. , Texas) , Chairman of the
Subcommittee on Oversight, Committee on Ways and Means, U.S. House
of Representatives, announced today that the Subcommittee will
conduct a hearing on problems in the marketing of health insurance
policies that are based upon the health insurance component of the
earned income tax credit (EITC)

.

The hearing is scheduled for Thursday, March 4, 1993, beginning
at 1:00 p.m., in the main Committee hearing room, 1100 Longworth
House Office Building. The Subcommittee will receive testimony from
the Center on Budget and Policy, the Internal Revenue Service (IRS)

,

and individuals aware of misleading marketing schemes and practices.

The EITC was enacted in 1975 as a means of targeting tax relief
to working low-income taxpayers with children, providing relief from
the Social Security payroll tax for these taxpayers, and improving
incentives to work. The Omnibus Reconciliation Act of 1990 (OBRA
1990) created a supplemental health insurance credit, as an addition
to the basic EITC. This health insurance credit is available to
low-income taxpayers who purchase qualifying health insurance for a
child. The maximum health insurance credit amount for 1992 is $451.

The Subcommittee has identified cases where insurance salesmen
have either implied that they work for, or with, the IRS or that
their products are IRS-approved. These agents often convince
employers to allow them to meet with their employees through the use
of misleading brochures and threats of IRS penalties against the
employers for noncompliance with the EITC laws. Further, employers
have been told that such health insurance policies are "free" or
available "at no cost" to their employees through a Government
program. In reality, the premium payments for these insurance
policies often exceed the earned income health insurance credit to
which the taxpayer is entitled, and taxpayers may be talked into
spending a part of their basic EITC for the policy. It also appears
common for the salesmen to mislead the worker into believing that
the only way to get the basic EITC is by purchasing health
insurance.

In announcing the hearing. Chairman Pickle stated: "When
Congress enacted the health component of the earned income tax
credit, we did not tnvision that we would be opening up a wi'iole new
market for unscrupulous salesmen to take advantage of the already
disadvantaged. It is unfortunate that the health insurance credit
has been seen by some as an opportunity to prey upon the medical
needs of the less fortunate, some of whom are eligible for Medicaid
coverage. The Subcommittee will examine current practices in this
regard and discuss what administrative or legislative reforms are
needed.

"

DETAILS FOR BDBMI88ION OF WRITTEN COMMENTS :

Because the oral testimony at the hearing will be presented by
invited witnesses only, interested parties are encouraged to provide
written statements for the printed hearing record. Persons
submitting written comments for the printed record of the hearing

f«©RE)t



should submit six (6) copies by the close of business, Thursday,
April 1, 1993, to Janice Mays, Chief Counsel and Staff Director,
Committee on Ways and Means, U.S. House of Representatives,
1102 Longworth House Office Building, Washington, D.C. 20515.

FORMATTIMQ REQUIREMEMTB ;

Each statement presented for printing to the Committee by a witness, any written statement or eihibit submitted

for the printed record or any written comments in response to a request for written commertts must conform to the

fuidelincs listed below. Any statement or exhibit not in compliance with these guidelines will not be printed, but will be

maintained in the Committee Tiles for review and use by the Committee.

1. All statements and any accompanying eihibits for printing must be typed in single space on legal-size paper

and may not exceed a total of 10 pages

2. Copies of whole documents submitted as exhibit material will not be accepted for printing. Instead, exhibit

material should be referenced and quoted or paraphrased All exhibit material not meeting these specifications

%vill be maintained in the Committee files for review and use by the Committee.

3. Statements must contain the name and capacity in which the ivitness will appear or, for written comments,
the name and capacity of the person submitting the statement, as well as any clients or persons, or any

organization for whom the witness appears or for whom the statement is submitted

4. A supplemental sheet must accompany each statement listing the name, full address, a telephone number
where the witness or the designated representative may be reached and a topical outline or summary of the

comments and recommendations in the full statement This supplemental sheet will not be irKluded in the

printed record.

The -above restrictions and limitations apply only to material being submitted for printing. Statenwnts and exhibits

or supplementary material submitted solely for distribution to the Members, the press and the public during the cxMjrse

of a public hearing may be submitted in other forms



Chairman Pickle. The subcommittee will please come to order.

I am going to have an opening statement and then Mr. Houghton
and then we will proceed into hearing testimony from the wit-

nesses.
Thank you all very much for joining us today. Today the sub-

committee is meeting to look at tne health component of earned in-

come tax credit, the so-called EITC. The subcommittee has been in-

vestigating the use of deceptive marketing practices by unscrupu-
lous insurance agents who nave found a market made up of hard-
working, low-income workers. These workers are oftentimes the
most ill-equipped to see through these deceptive marketing tech-
niques. Some insurance agents around the country have targeted
this gn*oiiP of workers and have used numerous means to caiole

them into purchasing questionable insurance which oftentimes does
not even qualify for the health credit.

The EITC is a special credit for lower income workers with chil-

dren. Three different credits make up the EITC: one, the basic
credit; two, the health insurance credit; and three, the extra credit

for a newborn child. The hearing today is primarily concerned with
the health insurance credit.

The subcommittee discovered in its investigation that insurance
agents were oftentimes misrepresenting themselves as either work-
ing for or endorsed by the Internal Revenue Service. Sometimes
these salesmen and insurance companies have gone so far as to use
IRS logos on their material to instill the belief that they were
working for or sponsored by the IRS. The State of Arkansas has
even had to issue a "cease-and-desist" order to stop sleazy market-
ing practices, and two IRS offices have had to issue press releases
warning employers and employees about abusive practices. In addi-
tion, insurance policies were often marketed as part of a new Grov-

ernment program that was free to the taxpayer. However, the staff

has uncovered many instances in which the premiums exceeded the
amounts of the EITC health credit, thus costing the taxpayer
money.
We are here today to look into this matter and see if we can put

a stop to these marketing abuses. This subcommittee has had a
longstanding interest in stamping out deceptive marketing tech-

niques which imply approval by or affiliation with Government
agencies. Last Congress we held a hearing which resulted in legis-

lation passed by the Congress to curb these deceptive practices.

These provisions were recently reintroduced in H.R. 22, the Federal
Program Improvement Act of 1993. The methods employed here by
some insurance agents and companies are just another example of
why we need to pass H.R. 22 and stamp out this type of abuse.

If it is agreeable, after Members have given any opening state-

ments they may have, I will ask Mr. George Miller of the sub-
committee staff to read into the record a statement which outlines

the results of their investigation into this matter. Then we will pro-

ceed to hear testimony from our four invited witnesses.
Mr. Houghton, doyou have a statement?
Mr. Houghton. Thank you, Mr. Chairman.
I am delighted to join you in focusing on the misleading gim-

micks that the so-called insurance sales people use to exploit a va-
riety of individuals who can ill afford to be victimized.



Congress created the EITC in 1975 as a way to reduce the tax
burden on the working poor. Since 1976 there nave been a variety

of different modifications. In 1990, Congress added a health insur-

ance feature to the basic structure. It provides a tax credit of up
to $451 to defray the annual cost of health insurance premiums

—

$451 will not solve the whole health care problem for that group,

but it is a start.

Today's hearing will concentrate on some rather strange insur-

ance sales people who are using misleading tactics to ply their

wares. Clearly the bottom line is people who are not wealthy, who
are not knowledgeable, who are vulnerable, naive, good, decent peo-
ple are being victimized. We want to stop it. We don't like it. It is

distressing and that is the whole point of this hearing.

Thank you, Mr. Chairman.
Chairman PiCKLE. Mr. Brewster.
Mr. Brewster. I will forgo a statement to get on with the testi-

mony.
Chairman Pickle. Mr. Hancock.
Mr. Hancock. This is another example of the Federal Govern-

ment attempting to control social policy in the tax legislation and
leaving it up to the States to control the criminal policy. As long
as we continue to do this, this type of legislation, attempting what
you say is basically a good idea—no question about that—but there
are people out there in the sector who are going to take advantage,
or attempt to take advantage, of anything we do up here.

The control of this should be done by the States, but we made
it available for the unscrupulous people to get into it. I will also

say as a former insurance man there are a lot of good, dedicated
people out there selling hospitalization insurance and life insur-

ance.

There are always a few bad apples in every barrel, but I don't

want this to reflect on the dedicated, conscientious agents out there
that do have a sense of integrity in how they operate.

Thank you, Mr. Chairman.
Chairman PiCKLE. I will ask Mr. Miller to read into the record

your statement of your findings as a result of the investigation that
you and other members of the staff have conducted in this area.

Mr. Miller.

STATEMENT OF GEORGE MIIXER, ASSISTANT COUNSEL, SUB-
COMMITTEE ON OVERSIGHT, COMMITTEE ON WAYS AND
MEANS
Mr. Miller. Thank you, Mr. Chairman.
Over the past 6 months, the Subcommittee on Oversight staff in-

vestigated problems of misrepresentation in the sales and market-
ing of health insurance policies to low-income taxpayers eligible to

claim the earned income tax health insurance credit. The staffs in-

vestigation initially focused on a series of questionable marketing
techniques, particularly health insurance sales involving the use of

Government logos or sales implying Government affiliation or ap-
proval. During our investigation, the staff also discovered problems
involving the types of health insurance policies that have been sold

to EITC-eligible taxpayers, particularly policies that did not qualify

as health insurance for purposes of the health insurance credit.



The earned income tax credit is a credit against tax for low-in-

come working taxpayers with children. Taxpayers who, one, have
a job; earn less than $22,370 per year; and have a child living with
them for more than 6 months are eligible to claim the basic earned
income tax credit. The maximum basic credit for 1992 is $1,384
which is available to taxpayers in the $7,500 to $11,850 income
range.
Taxpayers can claim the credit in one of two ways. First, they

will have the option of claiming the credit in a lump sum by filing

a tax return—even if no tax is due—and attaching schedule EIC.
Second, they can have the credit "advanced" throughout the year

and get a portion of the credit—^for example, one-twelfth per
month—in each of their paychecks. To get advances of the credit,

they must fill out and file with their employer a form W-5.
In the Omnibus Budget Reconciliation Act of 1990, the Congress

amended the EITC, adding a health insurance credit to the basic

credit. The health insurance credit is available to EITC eligible tax-

payers who have purchased health insurance that includes cov-

erage for a child. Like the basic credit, the health insurance credit

varies with taxpayer income. The maximum health insurance cred-

it for 1992 is $451.
The health insurance credit cannot be advanced to a taxpayer

throughout the year. It is only available at year end when the tax-

payer files a return. To claim the health insurance credit, tax-

payers must, on their returns, simply report on schedule EIC the
amount that they had paid for health insurance covering at least

one child.

The health insurance credit was first effective in tax year 1991.
In that year, the basic EITC credit was claimed on approximately
13.9 million returns. Approximately 2.9 million taxpayers claimed
health insurance credits totaling $496 million.

Indemnity-type health insurance plans guarantee payment of a
specified amount for each day or week that are not considered
health insurance. Accordingly, payments made to purchase indem-
nity-type health insurance polices are not eligible for the health in-

surance credit.

In conducting its investigation, the subcommittee made contacts,

in speaking with Internal Revenue Service personnel, insurance
companies, insurance agents, office of State insurance commis-
sioners, employers, and interest groups representing low-income
taxpayers. The subcommittee staff provides the following:

Insurance sales agents have represented themselves as affiliated

with or approved by the Internal Revenue Service in order to in-

duce sales of insurance policies to low-income taxpayers eligible to

claim the health insurance credit.

A company called the American Employees Benefit Group has
been generating insurance sales leads using business cards which
identified the salespersons as "IRS Compliance, EIC Implemen-
ters."

Claiming either to represent the IRS or to have a "working rela-

tionship" with the IRS, American Employees Benefit Group sales-

persons wore official looking, photo ID badges on their lapels iden-

tifying them as affiliated with the IRS.



Telling employers that they were going to "make them look good
with their employees," American Employees Benefit Group sales

staff sought access to employer files. They threatened employers
with IRS penalties or retribution if they were not given access to

the records.

In Arkansas, the State insurance commissioner entered a cease-

and-desist order prohibiting the American Employees Business
Group fi*om all solicitations and sales of insurance or otherwise
transacting the business of insurance in the State. The commis-
sioner determined that, among other things, the business was
transacting the business of insurance fi'om a mail drop and falsely

representing themselves as having a connection with the IRS.
In both Bahama and Arkansas, the Internal Revenue Service is-

sued news releases alerting taxpayers to beware of insurance com-
panies claiming connection with the IRS.

In Texas, another company, called ATAX Associates, marketed
health insurance policies targeted at EITC-eligible employees.
ATAX issued a flyer announcing "New! U.S. Government Program
Offers Free Health Insurance and Cash!" Under the name ATAX
Associates appear the words "Internal Revenue Service—EIC Com-
pliance."

The ATAX flyer also makes use of the IRS logo which appears
on official IRS informational documents pertaining to the EITC,
such as IRS publication 596. Use of this logo on the ATAX flyer,

as well as the use of the name of the Internal Revenue Service, cre-

ated the impression that ATAX is affiliated with or approved by
the IRS.
ATAX told employers that they could charge employees between

$2 to $5 for making advances of the basic EITC and for making
payroll deductions of these advances to pay for insurance pre-

miums.
Secondly, insurance sales agents have been able to exploit confu-

sion between the basic credit and the health insurance credit to in-

duce sales of health insurance.
Once they had access to employees, the American Employees

Benefit Group used high-pressure sales techniques and misrepre-
sentations to induce employees to buy health insurance, using ad-

vances of their basic EITC to pay for the policies. The company rep-

resentatives insinuated, for example, that an employee had to pur-

chase insurance in order to receive advances of the basic credit.

The claim that health insurance could be purchased for "fi-ee"

was the most common complaint the subcommittee received regard-
ing misrepresentations about the health insurance credit.

Nursing home patients in Waco, Tex., complained that an insur-

ance salesmEin from Commonwealth incorrectly told them he could
offer them health insurance at no cost to them.
The American Employees Benefit Group persuaded employees to

receive the full amount of their basic EITC amounts in their pay-
checks and to use the full amount of the basic credit—up to

$1,384—to buy health insurance.
The maximum allowable health insurance credit is only $451. Ac-

cordingly, when the taxpayers claimed the health insurance credit

on their tax returns, some realized for the first time that they had
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spent more for health insurance than the amount of the health in-

surance credit for which they were eligible.

A flyer used by ATAX in the marketing of a policy for Common-
wealth National Life Insurance Co. shows what happens to the
take-home pay of an employee who uses weekly advances of the
basic EITC to purchase health insurance—the employee increases
his weekly take-home pay from $187.19 to $197.69. What the flyer

doesn't show is that the weekly premium cost of $14.50 equals a
yearly cost of $754. This is $303 more than the matximum health
insurance credit.

Third, low-income taxpayers have purchased indemnity-type
health insurance policies in the belief that payments for such poli-

cies were eligible for the health insurance credit.

Low-income taxpayers who purchased an indemnity policy would
not be eligible to claim the health insurance credit. Indemnity-type
policies guarantee a specified payment for each day the insured is

in the hospital. Because such guaranteed payments do not relate

to the IRS ruling, as well as IRS regulations, indemnity policies are
not considered health insurance. Accordingly, payments for indem-
nity-type policies are not eligible for the health insurance credit.

A Kansas company, Pyramid Life, marketed an indemnity-type
policy for EITC-eligible taxpayers.
The policy of Commonwealth National marketed by ATAX to

EITC-eligible taxpayers was also an indemnity policy.

Agents for Capitol American marketed an indemnity plan pur-
portedly qualifying for the health insurance credit.

Most of the 13 insurance companies contacted by the subcommit-
tee staff were not forthcoming in response to inquiries about sales

of indemnity-type policies to EITC-eligible taxpayers. The compa-
nies stated that they had no control over the activities of independ-
ent agents.

Sales of indemnity-type policies to EITC-eligible taxpayers ap-
pear to have been widespread. In fact, insurance companies consist-

ently charged that their competitors' agents were selling indem-
nity-type policies to EITC-eligible taxpayers, with assurances that
the policies qualified for the health insurance credit.

It also appears that some insurance companies may be attempt-
ing to circumvent the prohibition against indemnity-type policies

by chsinging policy language to avoid the appearance of an indem-
nity policy.

Fourth, low-income taxpayers have purchased policies of ques-
tionable value in the belief that payments for such policies were el-

igible for the health insurance credit.

Some types of policies sold to EITC-eligible taxpayers may be of

questionable value. Among others, it appears that cancer, dread
disease, heart/stroke, and cancer/heart/stroke policies were sold to

cover the children of low-income taxpayers.
In all likelihood, many EITC-eligible taxpayers also eligible for

Medicaid are being sold health insurance policies even though they
already may have more comprehensive coverage under Medicaid.

Fifth, the tax consequences of purchasing a nonqualifying health
insurance policy fall on the low-income, EITC-eligible taxpayer.



Under the Internal Revenue Code, there is no reHef for taxpayers
who have purchased a nonquahfying health insurance policy in the
belief that the policy qualifies for the health insurance credit.

In addition, the health insurance credit creates opportunities for

noncompliance that are not easy for the IRS to monitor.

In conclusion, since the health insurance credit presents serious

problems in administration and compliance, the subcommittee may
wish to consider the following:

First, with regard to the use by insurance salesmen of pro-

motional materials with language or logos implying a connection
with, or approval of, the IRS, the Congress should enact the "Fed-
eral Program Improvement Act of 1993," with an amendment to in-

clude criminal sanctions, up to a $1,000 fine and a 1-year imprison-
ment, similar to the protections available to the Department of

Housing and Urban Development, and the Federal Bureau of In-

vestigation.

Second, the tax laws may need to be amended to clarify that em-
ployers are prohibited from charging fees to EITC-ehgible tax-

payers who elect to receive advances of their basic EITC.
Third, if the health insurance credit is not repealed, it is essen-

tial that the IRS become more closely involved in monitoring the
sales and marketing of health insurance policies paid for in part or

in full bv the health insurance credit.

Fourth, if the health insurance credit is not repealed, the U.S.
Greneral Accounting Office should be required to conduct a study of

tax returns filed for tax year 1992 on which the health insurance
credit had been claimed and a description of continuing insurance
sales practices about which the IRS and public should be aware.
That ends my statement. Thank you.
Chairman PiCKLE. I thank you, Mr. Miller, for your statement

and for the suggestions that we should consider either repealing
the program or taking steps to curb this abuse.

I am glad to have all the statement on the record. I thank you
for your testimony and for your good work.

[The prepared statement and attachments follow:]
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STATEMENT OF GEORGE MILLER, ASSISTANT COUNSEL, SUBCOMMITTEE ON
OVERSIGHT, COMMITTEE ON WAYS AND MEANS

IMTRODOCTION

Over the past six months, the Subcommittee on Oversight staff
investigated problems of misrepresentation in the sales and
marketing of health insurance policies to low-income taxpayers
eligible to claim the earned income tax health insurance credit.
The staff's investigation initially focused on a series of
questionable marketing techniques, particularly health insurance
sales involving the use of Government logos or sales implying
Government affiliation or approval. During our investigation,
the staff also discovered problems involving the types of health
insurance policies that have been sold to EITC-eligible
taxpayers, particularly policies that did not qualify as health
insurance for purposes of the health insurance credit.

The schemes we identified operated relatively simply once
individuals had agreed to buy health insurance policies. At
taxpayers' requests, their employers made payroll advances of the
basic earned income tax credit, which were then deducted from
employees' paychecks and paid over to an insurance company as
premium payments for the employees' health insurance policies.
Some taxpayers were led to believe that the policies qualified
for the health insurance credit, and that at the end of the year
they would be able to recover the costs of these policies through
the health insurance credit. In many instances this did not turn
out to be true.

The Subcommittee has had a long-standing interest in the use
of misleading mailings and deceptive representations by companies
that imply a connection with the Internal Revenue Service, the
Social Secxirity Administration, and other Federal agencies.
Among other things, in 1992, the Subcommittee developed reform
measures to prohibit the misuse of the Department of the Treasury
names, symlxjls, or emblems. These provisions are pending before
the Committee in H.R. 22, the "Federal Program Improvement Act of
1993."

BACa^GRODND

The Earned Income Tax Credit (EITC) is a credit against tax
for low-income, working taxpayers with children. The basic EITC
was enacted in 1975. Under section 32 of the Internal Revenue
Code, taxpayers who (1) have a job, (2) earn less than $22,370
per year and (3) have a child living with them for more than six
months, are eligible to claim the basic earned income tax credit.
The maximum basic credit for 1992 is $1,384, which is available
to taxpayers in the $7, 500-$ll,850 income range.
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Taxpayers can claim the credit in one of two ways. First,
they have the option of claiming the credit in a lump sum by
filing a tax return (even if no tax is due) and attaching
Schedule EIC. Second, they can have the credit "advanced"
throughout the year and get a portion of the credit (e.g., one
twelfth per month) in each of their paychecks. To get advances
of the credit, they must fill out and file with their employer a
Form W-5 (Earned Income Credit Advance Payment Certificate)

.

In the Omnibus Budget Reconciliation Act of 1990, the
Congress amended the EITC, adding a health insurance credit to
the basic credit. The health insurance credit is available to
EITC-eligible taxpayers who have purchased health insurance that
includes coverage for a child. Like the basic credit, the health
insurance credit varies with taxpayer income. The maximum health
insurance credit for 1992 is $451. Unlike the basic credit, the
health insurance credit cannot be advanced to a taxpayer
throughout the year. It is only available at year-end when the
taxpayer files a return. To claim the health insurance credit,
taxpayers must, on their returns, simply report on Schedule EIC
the amount that they had paid for health insurance covering at
least one child. No further information about the health
insurance policy is reported to the Internal Revenue Service.

The health insurance credit was first effective in tax year
1991. In that year, the basic EITC credit was claimed on
approximately 13.9 million returns. Approximately 2.9 million
taxpayers claimed health insurance credits totaling $496 million.

Under sections 32 and 213 of the Internal Revenue Code,
indemnity-type health insurance plans (i.e., policies that
guarantee payment of a specified amount for each day or week that
the insured is hospitalized) are not considered health insurance.
Accordingly, payments made to purchase indemnity-type health
insurance policies are not eligible for the health insurance
credit.

Internal Revenue Service Publication 596 sets forth
guidelines on the earned income credit, when the publication was
issued for tax year 1991, there were no references to indemnity
policies. The 1992 version of this publication, however,
specifically states that "policies that pay you a guaranteed
amount each day or week for a stated number of weeks if you are
hospitalized for sickness or injury" do not qualify for the
health insurance credit.

The Administration's comprehensive economic plan will contain
a proposal to expand and simplify the EITC. It is expected that
the Administration's final proposal will contain a provision to
repeal the health insurance credit, because the health insurance
credit is a source of complexity that hinders the effectiveness
of the EITC.
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RESULTS OF INVESTIGATION

In conducting its investigation, the Subcommittee made
contacts in the States of Alabama, Arkansas, Arizona, Florida,
Georgia, Louisiana, North Carolina, Ohio, South Carolina and
Tennessee, speaking with Internal Revenue Service personnel,
insurance companies, insurance agents, offices of State insurance
commissioners, employers, and interest groups representing
low-income taxpayers. As a result of these efforts, the
Subcommittee staff provides the following:

1. Insurance sales agents have represented themselves as
affiliated with or approved by the Internal Revenue Service (IRS)
m order to induce sales of insurance policies to low-income
taxpayers eligible to claim the health insurance credit .

o A company called the American Employees Benefit Group
has been generating insurance sales leads using business
cards which identified the salespersons as "IRS
Compliance, EIC Implementers." (Attachment 1)

o Claiming either to represent the IRS or to have a
"working relationship" with the IRS, American Employees
Benefit Group salespersons wore official-looking,
photo-ID badges on their lapels identifying them as
affiliated with the IRS.

o Telling employers that they were going to "make them
look good with their employees," American Employees
Benefit Group sales staff sought access to employer
files. Targeting small, low-wage businesses, they were
seeking to identify employees eligible for the EITC.
They threatened employers with IRS penalties or
retribution if they were not given access to the
records

.

o It appears that the American Employees Benefits Group
nay have operated in five states: Alabama, Tennessee,
Mississippi, Kentucky, and Arkansas.

o In Arkansas, the State Insurance Commissioner entered a

"cease and desist order," prohibiting the company from
all solicitations and sales of insurance or otherwise
transacting the business of insurance in the State. The
CoBBissioner determined that, among other things, the
business was transacting the business of insurance from
a nail drop and falsely representing themselves as
having a connection with the IRS. (Attachment 2)

o In both Alabama and Arkansas, the Internal Revenue
Service issued news releases alerting taxpayers to
beware of insurance companies claiming connection with
the IRS. (Attachments 3 and 4)
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o In Texas, another company, called ATAX Associates,
marketed health insurance policies targeted at
EITC-eligible employees. ATAX issued a flyer
announcing, "New! U.S. Government Program Offers *Free'
Health Insurance and Cash!" Under the name "ATAX
Associates" appear the words "Internal Revenue Service -

EIC Compliance." (Attachment 5)

o The ATAX flyer also makes use of the IRS logo which
appears on official IRS informational documents
pertaining to the EITC, such as IRS Publication 596.
(Attachment 6) Use of this logo on the ATAX flyer, as
well as the use of the name of the Internal Revenue
Service, created the impression that ATAX is affiliated
with or approved by the IRS.

o The same official IRS logo also appears on the
Commonwealth National Life Insurance Company health
insurance plans marketed by ATAX. (Attachment 7)

o ATAX told employers that they could charge employees
between $2 to $5 for making advances of the basic EITC
and for making payroll deductions of these advances to
pay for insurance premiums. (Attachment 8)

2. Insurance sales agents have been able to exploit confusion
between the basic credit and the health insurance credit to
induce sales of health insurance

"

o Once they had access to employees, the American
Employees Benefit Group used high-pressure sales
techniques and misrepresentations to induce employees to
buy health insurance, using advances of their basic EITC
to pay for the policies. The company representatives
insinuated, for example, that an employee had to
purchase insurance in order to receive advances of the
basic credit. If no insurance was purchased, there
would be no basic credit available.

o The claim that health insurance could be purchased for
"free" was the most common complaint the Subcommittee
received regarding misrepresentations about the health
insurance credit. Nursing home patients in Waco, Texas,
complained that an insurance salesman from Commonwealth
incorrectly told them he could offer them health
insurance at no cost to them, and would be paid for by
the nursing home and/or Federal Government.
(Attachments 9 and 10) ATAX also told employers and
employees that health insurance purchased from it was
"free."
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o The American Employees Benefit Group persuaded employees
to receive the full amount of their basic EITC amounts
in their paychecks and to use the full amount of the
basic credit (up to $1,384) to buy health insurance.
The maximum allowable health insurance credit is only
$451. Accordingly, when the taxpayers claimed the
health insurance credit on their tax returns, some
realized for the first time that they had spent more for
health insurance than the amount of the health insurance
credit for which they were eligible.

o A flyer used by ATAX in the marketing of a policy for
Commonwealth National Life Insurance Company illustrates
how a taxpayer could be persuaded to spend more than the
amount of the health insurance credit. This flyer shows
what happens to the take-home pay of an employee who
uses weekly advances of the basic EITC to purchase
health insurance — the employee increases his weekly
take-home pay from $187.19 to $197.69. What the flyer
doesn't show is that the weekly premium cost of $14.50
equals a yearly cost of $754. This is $303 more than
the maximum health insurance credit. (Attachment 11)

o In New Orleans, the IRS received several inquiries from
taxpayers who had been given the impression that they
had to buy health insurance in order to get advances of
the basic earned income health credit.

o Complaints have been received by the Subcommittee about
a brochure issued by the National Association of Health
Underwriters and distributed by Kanawha Life Insurance.
The brochure provides straightforward information about
"cash for families who buy health insurance" and
explains what the health insurance credit is, tells who
can get it, states that the credit can be used for group
health insurance, and sets forth the maximum health
insurance credit amount. The brochure then goes on to
explain that there are "Other Cash Benefits" — the
earned income credit — which can give you up to $1,2 35
in 1991. The brochure then asks the question "How do I

get it?" and answers the question by stating that the
taxpayer must file a tax return showing how much has
been paid for health insurance during the past year.
The juxtaposition of information about the basic credit
and the health insurance credit might well mislead a

low-income taxpayer into believing that the basic credit
is available only if health insurance is purchased.
(Attachments 12 & 13)

3 . Low-income taxpayers have purchased indemnity-type health
insurance policies m the belief that payments for such policies
were eligible for the health insurance credit .
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Low-income taxpayers who purchased an indemnity policy
would not be eligible to claim the health insurance
credit. Indemnity-type policies guarantee a specified
payment for each day the insured is in the hospital.
Because such guaranteed payments do not relate to the
insured's actual medical expenses, under a long-standing
IRS ruling, as well as IRS regulations, indemnity
policies are not considered health insurance.
Accordingly, payments for indemnity-type policies are
not eligible for the health insurance credit.

A Kansas company, Pyramid Life, promoted "products
available for purchase using the Health Insurance Tax
Credit and the Earned Income Credit." Pyramid Life
stated that it marketed an indemnity-type policy for
EITC-eligible taxpayers. (Attachment 14)

The policy of Commonwealth National marketed by ATAX to
EITC-eligible taxpayers was an indemnity policy.
(Attachment 15)

Agents for Capitol American marketed an indemnity plan
purportedly qualifying for the health insurance credit.
(Attachment 16)

Most of the 13 insurance companies contacted by the
Subcommittee staff were not forthcoming in response to
inquiries about sales of indemnity-type policies to
EITC-eligible taxpayers. None admitted having targeted
EITC-eligible taxpayers for sales of those policies.
They all indicated, however, that it was indeed possible
that one of their independent sales agents may have
stated that an indemnity policy was eligible for the
health insurance credit in order to promote sales. The
companies stated that they had no control over the
activities of independent agents.

Sales of indemnity-type policies to EITC-eligible
taxpayers appear to have been widespread. In fact,
insurance companies consistently charged that their
coapetitors' agents were selling indemnity-type policies
to EITC-eligible taxpayers, with assurances that the
policies qualified for the health insurance credit.

In contrast, one company, AFLAC (which markets
indemnity-type policies) issued instructions to its
agents that none of its policies qualified for the
health insurance credit.

It also appears that some insurance companies may be
attempting to circumvent the prohibition against
indemnity-type policies, by changing policy language to
avoid the appearance of an indemnity policy. Colonial
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Life and Accident Insurance Company marketed a policy
that paid actual charges incurred "up to" a specified
ceiling (e.g., $50/day for hospital confinement).
(Attachment 17) Because it does not guarantee payment
of a "specified amount," such a policy may not fall
within the strict definition of an indemnity policy.
Nonetheless, when the ceiling is substantially below
actual charges (e.g. $50 for each day of
hospitalization) , the policy is, for all practical
purposes, indistinguishable from an indemnity-type
policy.

4. Low-income taxpayers have purchased policies of questionable
value~in the belief that payments for such policies were eligible
for the health insurance credit .

o Some types of policies sold to EITC-eligible taxpayers
may be of questionable value. Among others, it appears
that cancer, dread disease, heart/stroke, and
cancer/heart/stroke policies were sold to cover the
children of low-income taxpayers.

o In all likelihood, many EITC-eligible taxpayers also
eligible for Medicaid are being sold health policies
even though they already may have more comprehensive
coverage under Medicaid. Under Medicaid primary payer
rules, if the policy ever did pay benefits to the
insured, those policy payments would have to be
reimbursed to Medicaid.

5. The tax consequences of purchasing a non-qualifying health
insurance policy fall on the low-income, EITC-eligible taxpayer .

o Under the Internal Revenue Code, there is no relief for
taxpayers who have purchased a non-qualifying health
insurance policy in the belief that the policy qualifies
for the health insurance credit. A salesman who has
assured taxpayers that a plan qualifies for the health
insurance credit suffers no consequences if the plan
do«s not qualify.

o In addition, the health insurance credit creates
opportunities for non-compliance that are not easy for
the IRS to monitor. For tax year 1991, taxpayers
claiming the health insurance credit were required to
name the insurance company from which they had purchased
health insurance. For tax year 1992, this information
ia not required; the taxpayer must simply list the
amounts paid for health insurance. Without examining
the terms of individual policies, the IRS is incapable
of knowing whether a policy for which the health
insurance credit is claimed qualifies for the credit.
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COWCLUSIOWS

Since the health insurance credit presents serious problems
in administration and compliance, the Subcommittee may wish to
consider the following:

First, with regard to the use by insurance salesmen of
promotional materials with language or logos implying a
connection with, or approval of, the IRS, the Congress should
enact the provisions pertaining to misleading mailings contained
in H.R. 22, the "Federal Program Improvement Act of 1993," with
an amendment to include criminal sanctions (up to a $1,000 fine
and a one-year imprisonment) similar to the protections
available, under present law, to the Federal Deposit Insurance
Corporation, the Department of Housing and Urban Development, and
the Federal Bureau of Investigation.

Second, the tax laws may need to be amended to clarify that
employers are prohibited from charging fees to EITC-eligible
taxpayers who elect to receive advances of their basic EITC.

Third, if the health insurance credit is not repealed, it is
essential that the IRS become more closely involved in monitoring
the sales and marketing of health insurance policies paid for in
part (or in full) by the health insurance credit. The IRS should
be required to: (1) establish written standards and guidelines
for health insurance policies that qualify for the credit and (2)
establish an employer and EITC-taxpayer "awareness campaign" to
educate the public about the rules applicable to the health
insurance credit and marketing schemes and practices that are
inappropriate, and (3) aggressively monitor health insurance
policies (and related promotional marketing materials) which are
intended to be marketed to low-income taxpayers as qualifying for
the health insurance credit, including efforts to circumvent the
indemnity policy prohibition.

Fourth, if the health insurance credit is not repealed, the
U.S. General Accounting Office should be required to conduct a
study of tax returns filed for tax year 1992 on which the health
insurance credit had been claimed, to include: an analysis of
the extent to which taxpayers have claimed the credit for
payments for non-qualifying health insurance policies; the names
of companies that sold non-qualifying policies to EITC taxpayers;
and a description of continuing insurance sales practices about
which the IRS and public should be aware.
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ATTACHMENT 1
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ATTACHMENT 2

BEFORi ViZ INSUJUWCZ COMMISSXONZS

FOR TH-: STATI OF ARXAWSAS

IK "HI i.».mr. OF

Ai^-irA.^ iy.?L3VtrS SENErir GROUP;

SRlicA NIKCN; AND RICKIY C. tRCTTI?. A. 1. 3. NO. 92-53

c^Asr Kin: des:?" orcer

NOV. or. -.hiS the 20 ' ;h day of July, 1992, the aatrer of the activities of

Azsricar. Icplayees Benefit Grcur. Bretda Hison. iiikey C. Trotter, ar.i othsr

agents, jer.-ar.ts, and ea=lcye*$ of ssae. are taken into consideraticn. ir.t

frc= the facts, matters and other information before hia. the Insurar.ci

Coaaissioner does hereby FIND AS FOLLOVS:

1. That the Coiiissioner has jurisdiction over the parties and subject

natter involved herein.

2. That Hespcndents are apparently operating and transacting the

business of Lnsurance frca a mail drop located in the iock Creek Square, 12111

Vest Markhan. Little Rock, Arkansas.

3. That Respondents are not licensed as either resident or non-reslder.t

insurance agents or brokers nor are Respondents authorized to do the business

of insurance in the State of Arkansas.

4. That Respondents have aade presentations to Arkansas -based tcployers

which purport to explain the iopact of 26 a.S.C §32 and the eartied inccne

credit prograa afforded to certain classes of lover vagt iBpIoyaes therecy,

and have, reportedly, sold and continue to sell disability insurance coverage

to employees of such eeployers. In order to assist in the sales of insurincs

as aforesaid the Respondents are falsely representing tbeaselves as having a

connection with the United States IntemiL Revenue Service.
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Thac Kitpondtnts acsivieiat is this Scica eonstituce the traasacsion

of insuranci business as difiatd in Ark. Coda Ann. S23-40.I02.

6. Thac Sttpondencs' tclicenscd activities are in violation of Ark. Code

Ann. S§22-«J-201. 23-«4-:Q2. 23-64-211, 23-««-212, 23.«5-310. and Rui« tad

Regulatior. 11 513. K.

7. That Respondent's activities, if true, endanger the public peace,

health, safety and welfare of the citizens of the State of Arkansas and

require cmergetiey action.

TH£R£?ORI. pursuant to the provisions of Ark. Code Ann. $23-63-i03,

Respondents and their agents, servants and eaployees are hereby ordered to

iaoediately cease and desist all solicitations and sales of insurance or

othervise transacting the business of insurance in the State of Arkansas.

Respondents are hereby advised that vithin tvanty (20) days of their receipt

of this Order, they oay request a hearing before the Insurance Cossissioner or

his designee to shov cause vhy such acts or practices are not in violation of

the Arkansas Insurance Code, and to shov causa vhy the Ceaaissioner should

Bodify or set aside this Order.

IT IS SO ORCERED this 20th day otAy. 1992. ^

£^
mSURANCZ COhKZSSIOHZR
STATE OF ARKANSAS
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ATTACHMENT 3

News '^

Ln:(§U©H®© Internal Revenue Service

iDB©Qrf®Q ®1?1?B®©

For R*lMw: IMIEDIATELY Birmmghjm, AL 3S233, Ttl. (205) T:J1-1260

July 27, 1992

92-107

Eew«re Of Insurance Conpanles Claiming Connection With IRS

A health insurance coopany chat clalss co have a special working relaclonshi

with Che Internal Revenue Service should be approached with caution, warns

Philip J. Sullivan, District Director of IRS In Alabama.

This has been the case in Alabama recently where business owners have

been approached by health insurance salespersons who claim their company works

with the IRS to provide health insurance to workers through the Advance Earned

Income Credit (EIC).

"No such relationship exists," Sullivan said. "It is important for taxpayers

to know that the federal government does not endorse nor sponsor any particular

health insurance program." The EIC is provided to supplement Che employee's

earnings throughout the year and to help them meet the cost of ongoing necessities

Federal tax credits, like the EIC, mean extra cash for taxpayers who qualify,

but are not earmarked for a specific purpose like health insurance premiums.

To qualify for the EIC, families must have a child living with chea for

more than six months during the year and have earned less than $22,370 In

1992. If eligible, employees may receive their EIC payment as a refund when

they file their federal tax return, or they say elect to receive "Advance

EIC" payaenca. This payment 1« added to their regular paycheck throughout

the year.

To start receiving Advance EIC, employees should complete a Form W-S

and return it to their employer. They should be certain that they are qualified

to receive the credit because those who aren't muat repay the Advance EIC

when they file their 1992 tax return.

For more information on Advance EIC, call the IRS toll-free at 1-8C0- S:9 • .C-0
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News ATI ACHMiLM 1 4

y Intsmal Revenu* S«rvie«

rer K«i«m: Uttii Rode, Arloras 72201

Immediately Phil Beasley, public affain officer

lJi.92-65 Media telephone number 324-5340

July 28, 1992

IRS Warns Arkansans to Watch Out for Scams

Uttit Rock - Arkansans approached by people claiming to be Internal Revenue

Service agents shoxild be careful. It could be a scam.

Each year, people posing as IRS employees swindle imsuspeding taxpayers out

of thousands of dollars by gaining access to confidential records through illegal sdiemes.

Arkansas' elderly, minorities and small businesses are often the targets of these

impostors.

"All IRS employees carry identification and are required to show it when visiting

homes or offices on the job," Lee Monks, district director of the Uttie Rock district said.

"Arkansans should refuse to talk with anyone saying they're ftxsm the IRS until thev

have seen their credentials."

Recently, an insurance company led small Arkansas business owners to believe

it had a working relationship with the IRS. Several business owners reported that

salesmen wc5re "offidal looking" badges, used high pressure sales tactics, and

occasionally threatened them widt IRS penalties.

Generally, U an IRS employee contacts individual or business taxpayers, he or she

will have record ot that person's Sodal Secur.r/ Mumber (SSN) or the businesses"
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Employment Identification Number (EI^O. People can double check the validity of the

IRS employee by asking him or her to read the SSN or EIN back to them.

Arkansans who suspect they are being victimized by an IRS impersonator should

immediately call the IRS Inspection Hot-Line toll-free at 1-800-366-4484.

XXX
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ATTACHME>rT 5New!!
U.S. GOVERNMENT PROGRAM

OFFERS *<FREE" HEALTH
INSURANCE AND CASH!

EUGtBlUTY jj^^^F Ontmttmtttfltmain
• One or nxye dependent children

• Famiiy income average under

$10.75 per hour

$1864.16 per month

$22^370 per year

WKtvmmmtvai
MlBWM.nB«UE COOE

7 ADVAKTAGES TO EMPLOYER AND EMPLOYEE

[U NO COST TO BirLOYBt

(Z] MCREASES MCOME AND RBXX^ES EXPBISES
This rww govwrvnert program is aasiy ntninilBmrl writi a payt' dadudon tarn vnptoyWs wtfihottig bank acoxn.

Ill MPnOVES COMPANY MORALE
Thar* is no dapula tm a happy amployw is a beesr preduoar. lUnwsr may ba martcsdy dacraaaed

B THE BOSS BECOMES AN iCTANTHBK)
Whan tw company nMalaa tils praQranv Ibaoomaaan tfwadsd bonuSk vMch Jamoraysaly appraoaiBd

Cauton: tM amptoyar ahoiid amid tMing toroad by RS panaHaa to pRiwida I to Na amploysaa.

[g SUPPLBgKTAL HEALTHJNSURANCE PAP BY UNCLE SAM
Emptuyaa would hatw dWcuty locatfng haaffi iwiwa in Ms pramun nngsL

Ernptoyar mahas I Stay tar amployw to prelsd his tvnly.

lijNO COST TO QUALTB) Bm-OYGES
nployaa's cMi*an and/or twir paianli may raca^ ftaa banaflls i« to SiOO par d^r hoapiM corinaimft $400 outoanvi

nafts; $400 accilsniai inMy banaMK canoar and/« 2B^«ad daaaaaa pretodonl la AT^
I avaty accoirt, salacling maximum iMnafti tar aacti amployaa. Also, tnlsr itnoal al dreunatsnoaa, tw ampi0)^aa racai>w

aah ratoala lAsr Ikig tia Inoams Ik rslun at t« and o( ffw ^ar.

BSERVICeSOFATAXAOPirS
*y law inauinca comparaaa and aQsms oSsr ffw smal InrtvliliiMl poidaa tM (luaffy tar Na gMsmmani program. Pramurv
d commiasions tn low. oMan aa Ha aa 10% of typical ynp Inauanca plana. ATAX agar* sparistia in lap aaaf*-

^ 9JiMad

uanoa caniart. and In aocunMkig dMi tar govarnmarl ar«amar« as aai tart) by raMsd RS codsi Yaw ampioywi ««
iqusMad, anrolad and aarvload by kanaad ATAX I

ATAX
ASSOCIATES
SmNxCa

OMiLTcaiTia
r?U) S224000 • (Fui
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Department o( ttie Treasury

IntarrMi Revenue S«rv1e«

Catalog Number 151 73A

Publication 596

Earned Income
Credit

For use in preparing

1992 Returns

Did You Know?

The Government
yVfey Oy/e You

ATTACHME>rr 6

In 1992, if You...

• Had a Job,

• Earned Less Than

$22,370, and

• Had a Child Who
Lived with You...

You may qualify for the

Earned Income Credit,

and You Should Read
This Publication.

Inside, you will learn about the earned

income credit, how you can qualify, and

when and how you can get this credit.

The earned income credit is made up of 3 credits Th«Y

are:

• Trie bcsic :.-3dit

• T?i8 iieaun insurance crodit

• The iitrs crsdit for a child born in '092

Pleaae read ttiis publication to find out if the govern-

ment owes YOU money and file your return today'
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ATTACHMENT 7

COMMONWEALTH NATIONAL LIFE
INSURANCE COMPANY

presents:

THE FAMILY
ASSISTANCE

PLAN

An opportunity for employers to take advantage

of government tax credits to provide valuable

benefits for employees and their families.
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ATAX ASSOCIATES *"*^""^«

HO COST TO THE BOSS

Wfr^ Wi fl^iP^^^^^^^^^'^^i^ O.S. tMXfytn 4o nt Mr for itf. The cost is

iaply • reduction In Incoa* tmxe*. since Insurance policies are paid out of tax
withholding accounts. (Line IS of IRS ror« 941)

WEW TAX LAW IB 1991: COHPULSOKT. WOT OPTIOWAL

The credit for health Insurance caae into effect in 1991. Failure to comply can
result In "a penalty equal to the aaount of the Advance EIC Payments not made.

"

EAST TO APMIHISTM

ATAX BSkcs It slaple for the employer. He analyze the surveys (or elicihle
CBployees; calculate aaxlauB benefits; check W-S forms; complete insurance
applications; obtain signed release for eaploycr; enroll employees in person, by

telephone or aftll; obtain signed payroll deduction cards; handle inquiries, and

im e^f<V( «It|tf>1« MitoiWM frai W M Si ser —nth td
Ian easts.: Hie Insurance carrier issues individual policies

eaployer aontftly.
iMfai tmrffiiTU9m.it
and bills the eaployer

CASH IHSURAWCE BMETITS: WD DEPUCTIBLES AHP PaOTECTIOH rOK HOW HOSPITAL CLAIMS

Our faally insurance policy is supplemental to any group plan and pays cash direct
to the eaiployee. Virtually all applications are accepted and no physical exam is

required. Protection features up to S400 for accidents and up to S&OO for sickness
medical expenses without hospital stay. Cafeteria Plan Section 12S. COBRA, co-
insurance, deductibles, and coordinations do not apply. The insurance company is

rated "excellent" by Best's and ranks 108 among thousands of American health
insurance companies.

roUR BIG REASOWS WHT lOOt COMPAW SBOOLD miTIATE THIS PLAW IlSttDIATELT

1. The Boss becomes an instant hero. A new unexpected employee benefit!

2. Tou avoid possible negative PR if employees have to force the company to

comply with IRS regulations. Tou avoid IRS penalties imposed by dissruntled
employees.

3. Helps you hire and retain good employees.

4. Tou use It or lose it. Tou cannot claim benefita retroactively.

FMt YEAR EHD TAX RETURMS

ATAX has made arrangements with a non profit organixation that completes and flits

I040's for low income families at no charge. Applications for unused Earned Income

Credit is done at that time.

WHO 15 "ATAX ASSOCIATES'

Our name means "no tax." Our principals are liecnacd inaurance agents with 85 yt«r«

total experience in the insurance industry. We ourselves have owned businesses «("
several hundreds of employees, which helpa us understand the needs of the Boss, wr

are qualified to service companies doing buainess in all SO states and overseas.
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Good N£ufs !

/kTT /V.CrtiW£tVI g

'^r norKing rfimi/ies :

/he Cjoi/ernmen-f- hd5 ^ program -hhai-

yY)ay pro\/ic\e. you a^d your -/-^j^Wy

-^0 yon !

C!ual't4y TO re(Lej\/e. -Mes^ heyiefiis •

CbrTTTioniJueQlth
HotJionQl€ Life tr«trt5ntB Grrporxj

Kenneth Ray Stanfill Jr.

400 ncnvoA on soi-so-flOBi
Mtwrrr tk 7gs43 box laao
si7-aae-7iM orvtuwo ims 3673a



29

WOODLAND SPRINGS NURSING CENTER
IQIQ OALL>S aTllCCT

WACO. TEXAS 767150216

iTu. M^-^/A^ ^.^-^--^ ^^^ ^^^^ -^^^ ^'^'

67-708 0-93-2
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WOODLAND SPRINGS NURSING CENTER
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WOODLAND SPRINGS NURSING CENTER
lOlO OALUAB STIVCCT

WACO. TEXAS 767150216

^ ^LjuD^O ^^^0,c_a-^ Wrtj:^*_ Qir^x5^uu=^^

^ vJ-o^o.Ji^) t»^ ^ o-^--^
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WOODLAND SPRINGS NURSING CENTER
IQIO DALLAS STIVKCT

WACO. TEXAS 767150316
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WOODLAND SPRINGS NURSING CENTER
lOlO DALLAS STIVECT

WACO. TCXAB 76713-0216
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ATTACHMENT 10
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ATTACHMENTll

FAMILY ASSISTANCE PROGRAM

^ EARNED
INCOME

U* CREDIT

ILLUSTRATION

Slngia EmployM with 1 child — $8£0/hour. paid >MMtdy

GROSS PAY 1220.00

RCA -16.83

FED. W/H TAX -16.96

NCTPMT $117.10

ADVANCE EARNED INCOME CREOIT 26.00

ADJUSTED NET PAY $212.19

FAMILY AStltTANd PLAN .slUfl

Nilf Nir MT • f107.K

mintON tWALWILL
TAX

ATAX ASSOCIATES

utr Ns. cmmmbpwN^ tuM ail

au) ttt-«ae
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W-5 Earned Income Credit

Advance Payment Certificate

> TMa c*rtMc«t« vxpir** on 0«c«mb«r 31. 1992.

92

Home aaar9%a tnui^oe' Sire«t or rurw r^utt. apt

Not*: If you fil9 Form W-5 with an employer to receive advance osy^^nti of rne eamea income credit for 1992 yOu "
1040 or Form 1040A for 1992. If rnam»<3. you must file a fcnr rBtum oui see tne instructions for an ejrceor'On

1 I expect to De eiigiOie for the earned income croOit for i992 i "^ave no otne*' certificate in effect with any ome'
current employer, and I choose to rece<ve advance payment of me eamea ncome credri

2 Are you mamed?
3 If you are mamed. does your spouse have a certificate m effect 'or '992 '^th any empipyef'J

Urwer ow^»n<tt of o^nurv i cMciv* m*t m# rnlormattir t r\«ve hjmivima «DOv» t 'o "^ om o< -"v .'x>«*09e tn^ CO"»ct ire cono-eie
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Earned Income Credit

Advance Payment Certificate

This etWIC*** «loir»» on D«c»<Tief 31. 1»M.

11192

yoa ex pnnt your M njma

n or oost ottico. sua*, and ZIP coo*

lot*: II you Hit Form W-S with tn tmployv to ncive aOvance ptymtntz ol irtt ttmto mconf craait lor 1992. you must ^« -3

1040 or Form t040A tor 1992. If mamea. you must filt a joint rtturr^ Out %— m« insta/cnons tor ar\ axceoiion

I exDsct to De eligible for the eamea income cmdrt tor 1992. i njve io omer cemiicaie m effect with any otner

current empioyef. and I cnoose to receive advance payment of tne e«f"ea income credit

An you mamed?
If you are mamed. does your spouse have a cefiifieaie m effect for '99? «>wn any empioyef''

noor D«rw1«t 01 DorMy tnct ma Hitormaoon I nav* Ivnonoa i
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ATTACHMENT 14

Health Insurance

Tax Credit

Up to S428 a year is available frtm the Uf.

Goveiranert far Dependent Health
Insurance.

Elifible Familia

Combiaed iwwne le" *» *^'-^

. Heilth insunnee oo * 1M» one dependeitt duld

Ttai Dollars Available

.UptoS428perytir

Earned Income Credit

Upto$ia3Sp<ry»'«"^'^'''^

Eligible Families

Combined iDCome less4a $21JSO

Health UHuraw 80 a le»t one a«pendea cJiiW

Payroll TtaDoUirtAnflablf

Up n $1,192 pery«- i^« ^J*"*^'^

Up to $1J35 pa yof- ifwo «««
dependent cfaildm

an

Pyramid Life:

Financial strength

Excellent claims service

Quality product portfolio

A midwestern company

A tmdition of quality products since 1913

PytaM pradKti availatik for poTckase

iri« te HMtth IiaunBaTn Credit

ai ImedImu Cndit iKliK^:

* MMifeyVW Supplemeatal

lonnoce

4 Cacer Pliu luanoce

4 SlOOaOOO Cofrebemive Mijor

Medical Luunoce

A ShoR Tens CooiprdienuYe Mijor

Medicil (osfface

Tbe Company You Can Depend Upon

gSPYRAMID IJFf

i-no-TH-im
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PYRAMID LIFE ..^ ..
THt fYRAMID Un INSURANCE COMfANY, UOl JOHNSON DRIVB, SHAWNEE MISSION, KANSAS «M2 mi) ru-ino

February 23, 1993

Mr. Jefferson K. Fox
Staff Attorney
Committee on Ways and Means
U.S. House of Representatives
Washington, D.C. 20515

FAX: 202-225-0787

Dear Mr. Foxj

Thank you for your February 19, 199 3, letter.

A copy of our brochure describing the health insurance policy
available to persons eligible to claim Earned Income Credit is
attached per your reques-.

Our marketing department did not have the names of any other
companies marketing EIC policies so I am unable to provide you
with a list.

The colors in our brochure may not fax very well, so please feel
free to call me if you have any questions or if the fax is not
readable.

Sincerely,

Lois E. Alexander
Filing and Compliance Manager

LEA/sb

Enclosure
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Indemnity Plus

Supplemental Insurance Plan (Form H-75)

Pyramid Life's Indemnity Plus was designed with the

needs of you, the insurance consumer, in nund.

Indemnity Plus allows you to select only those benefits

and benefit amounts that fit your specific needs and

budget. Benefits are payable in addition to any other

policy that you may have with Pyramid Life or any

other company. Other insurance covirage must be

disclosed on the application. The amount of H-75

coverage that is issued may be limited depending on

the amount of insurance coverage you currently have

in force. Policy H-75 is guaranteed renewable to the

anniversary date following age 67 or Medicare

participation, whichever is first.

Hm' the Indemnity Plus Policy (H-75) Works

These Options can be selected for people between the

Ages of and 64:

Option A ~ Hospital Daily benefit

Pays the total daily benefit amoimt you select, up to

120 days of hospital confinement in a cilendar year

Op/ion B - Hospital Inpatient Miscellaneous

Pays 80% of the in-hospital miscellareous covered

charges incurred up to the amount you select for each

calendar year. This benefit pays for services,

treatment or supplies charged by the hospital

including: operating room, anesthesia, x-rays,

laboratory, oxygen, pharmacy charges, casts or splints

and any other medically necessary items.

Option C - Outpatient Miscellaneous

Pays 80% of outpatient miscellaneous covered charges

incurred up to the amount you select for each calendar

year Items covered include those listed under the

hospital inpatient miscellaneous option, but these

covered charges must be incurred in a hospital

outpatient facility, freestanding or ambulatory

surgical center, cUiuc, or doctor's office.

Option D - Surgical Expense Bemv

Pays for the covered charges incurred for surgen- j-

hospital, hospital outpatient fadlily, freesiandcg :

ambulatory surgiad unit, clinic or doctor's office T-

maxunum payment is the amount you select times i :

factor shovm on the schedule of operations for e2:

surgical procedure. Also pays for the admmistra;:-

of anesthesia up to 25% of the amount paid for ::

surgery.

Opfion E - Additional Daily Benent

Pays 100% of the Additional Daily Benefit you se:^

for each day you are confined in an Intensive Care L r

fl.C.U.), up to 30 days each calendar year Since :r

payment is in addition to payment under (he Hosr: -

Daily Benefit (Option A), Option A must be selected

order to have this Option E benefit

This option also provides benefits for Extended Ca-

Facility (E.CF.) and Home Health Care (H HO 3c

of these benefits also are payable for up to 30dayscav

calendar year as follows: 75% of the amount seits;;e

for E.CF. and 50% of the amount selected for H H ^

if prescribed by a physician In lieu of hosp::-

confinement.

Option F ~ Physician Visits

Pays the covered charges incurred for physicJ'

visits at home, office, hospital or cUnic, up to
'

maximum you select per visit. This benef ;t :s pa> •i'

for a maximum of one visit per day for 30 day* P'

calendar year.

Please refer to the Outline of Coverage 'DH-

attached in this brochure for a complete descrcr.cr:

this policy plan's benefits, limitations, and e.xc'.-~y-^'
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Benefit Selection Chart
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COMMONWEALTH NATIONAL LIFE INSURANCE COMPANY
113 South Davis Avenue

Cleveland. Mississippi 38732 ATTACHMENT 15

HOSPITAL CONFINEMENT INDEMNITY COVERAGE
POLICY FORM NUMBER HI-i:4

OUTLINE OF COVERAGE

( n READ YOL'R POLICY CAREFL'LLY -This outline oi" coverage provides a verv onefdescncoon or Cie imporuri ;e3iures :: • :.-

poiicv This isnotuie insurance concnrtandonlv the actual poiicy provisions wni control. ThepoUcv melf sets lortn :n c«txi ine -;-,;

and oougaaonso; both you and your L-uurance company h is. tiiereiore. imponant tnai vou RE.XO VOLR POLICY C VREFLLL':

CI HOSPrTALCOIVFrNEMENTrNDEVrNflTY COVERAGE- PoUciesot tJiiscaieiop. ire desifnea to provide -.c Der^cn? r-_-;i

coveraeem ire form or a fixed diilv benefit during penods of hospiialiiauon resuiung fromaco'.ereQ acciaentor siccr.ess 'juoiec: ^ i-

limitations se; fonli in tne policy Such policies do not provioe any eenei'its oiner man inistued daily mdemritv forhosjiuj :oru>;~:--.

(3) HOSPITAL CONFCSTMENT BENEFIT -TT» eompsny will pay a dajv hotptui coniinenent benefit in the amount of $30 CO

S40.00. JJO.OO. S75.00 or $100.00 p« d»r,^ applied for on tne appiicauon. ror anv commement resuluns from a coverea izz-.zi-.-. :
siclaiess for up to 750 days per Ulness. .a "day" is defined as a ;-«-hour period. 'Hospital" does not include a nursing nome. rcnvit;::-:

home, e.xtenoed care or similar fac-Jiiies.

OPTIONAL BENEFIT RIDERS
The following nders will be included only if you apply for them. An addiuonal premium, shown m the appiicauon. is rtquir;-

(A) EMERGENCY ACCIDENT RIDER - If an Insurea Penon sustains an Iniury which requu-es Emergencv Cm ;• i

Phvsician. we will pay the actual expenses incurred up to SlOO 00 per incidenL The treatment must be; ( I ) renaena ;n i,-i

emergency room of a hospital or a a Physician's office: and (2) receives within '1 houn of the injury. Except as provicea

in the Common Accident Benefit Provuion. we will not pay for more man •» Emergency Cue treonnents m a Calenair Yez:

per family.

COMMON ACCIDENT BENEFIT - If Injured Persons m a family incur Emergency Cars expenses for Injures sustiine;

as the result of any one accident, and during the Calendar Year in which me accident occurs less than 4 Emergencv Care tui-
ments have been covered under this nder for the family, we wiU pay the actual expenses mcuired by each Insured Person ^;

to S 100.00 per Insured Person.

(B) OPTIONAL OUTP.ATIE.NT SICKNESS RIDER - If an Insured Person requires outpatient ueatmeni due lo a Sici-

ness. we wiU pay the expenses acmaily incurred for any on Sidcness wnen such treatment is rendered m: (1) oui-ot-Hcs-

pital fac jiues - up U3 the .Maximum Benefit per sicksess as applied for on the appiicauon: (Z) a Hospital emergencv roon

up to twnce the .Maximum Benei'it per sidcness as appUeci for in the appbcaoon. Ouipauent iruiment includes Phv^iciars

services, meoical treatments and supplies received in suc.i facilioes. Benefits for outpatient treatments are limiieo :o -> Sici-

ness per family each Calencar Year.

A) RLNEWABILITY - This policy is guaranteed renewable to age 70 with premiums subject to change. The pobcv auuarruc;;.

erminaies on the policy anniversary following the aaainment of age 70. However, premiums cannot be changed unless me :nan;e c: t:

all policies of this form number in your statt of residence. This policv is wriiien on persons wno have not attained age oO -.x-
Ussolution of mamage by a van: decree, the spouse (if coverea under this policy) may appiy and receive without evidence oi uuun:. .

1 policy most nearly similar to tne lerminaied coverage. The appiicauon must be submitted to me company wimin 60davs foUo«><i-{ .-;

:ntry of the dissoluaon decree and appropnaie ptenuums paid.

5) LIMITATIONS AND EXCLUSIONS- This policy does not pay for(a) injuries sustained or sickness coniracied *hiie m irt -.

ary. naval or air forces of any country: (The portion of any premium paid for you or any covered Family Member wnne in me t'..^-

laval or air force will be refunded when we receive nouce and proof of sucn se.'vicei (bl mjunes or sickness caused bv a voir or vk k :'

var. whether declared or undeclared: or any conflict between ine armed forces of countries: (c) suicide or nay attempt ai suicide. *ntj-r

ane or insane: (d) mtenuonally self-inflicied injury; (e) mental disorder, drug addicuon or alcholoism: (f) routine weii-baov c vt c
lewoom children (complicauons of pregnancy will be covered as any other ilLiessl.

6) PRE-E.\ISTING CONDITIONS - A condition for which tnedical advice or oeaoneni was recommended by a physician or r«: . f c

rom a physician within a 2 yean period preceding the Effecuve Date of Covenge. No coverage shall be available forsucn sicdkuci :-

ccidents occumng or maruiestmg themselves before the EfTecove Daie of Coverage. After 2 yean from me Effective Daie. oni v !-a.;.

:ni misstatements m the appiicaaon shall be used to void the policy or lo denv a claim for loss mcurred commencing a/Kr -x-t '. • i.

enod. No claim for loss mcurred commencmg after 2 yean from me Effecave Date snail be reouced or denied because a a.stii<

hysical con6uon. not excluded by name or specific descnpuon. had eiisied before ihe Effecove Date of coverage.

7) This Outline orCoverage is only a briefsummaryoftbe policy and is ooi ibc cootract of insurance. The policy or con tr an .^<.'

eu fortb tbe rights and obligalioos of the insured and the Company.

"his policy IS NOT A MEDICARE SUPPLEMENT policy. If you are eligible for Medicare, review me Medicare Suppiemeri 3 .
-

iuide available from tne company.

:l-i:4-OC-R£V.3/92
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The Cash Guard Series

Standard Plan
ATWWf I lAL INDEMNITY INSURANCE PIAN

ATTACHMENT 16

capitolAmerican
Business Marketing Division
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Did You Know:
/\ The cost of medical care has increased 11"'^

from 1980-1990. almost double the 59''o

increase in the Consumer Price Index for all

Items.'

t\ The average daily hospital room charge has

increased from S128 in 1980 to $315 in 1990 .

an increase of 146^c.^

A The average hospital cost per day has

increased from $245 in 1980 to $687 in 1990

..an increase of 180%.^

j\ In 1990, the average length of stay in U.S.

community hospitals was 7.2 days.^

A tnp to the hospital can be very expensive.

Many group health plans are designed to pay

your medical expenses, and do not cover out-

of-pocket expenses such as deductibles and co-

insurance, transportation, out-of-town lodging,

and added family care expenses. According to a

1990 survey of employers by the U.S. Chamber of

Commerce, 47% ofthe firms responding reported

that they had either raised an existing deductible

or instituted a deductible on to their health

insurance plans. Capitol American's Cash Guard

Series" is designed to complement your major

medical plan and help you with these increasing

out-of-pocket costs.

Sourctl 'Emplovtt Baoanu. 1991. US Chambar Raaaarch Canlar

=HoipitalSafnj-Pn vita Room CharvasSurvay. 1990. HIAA
'Hoipital Statiftics. 1991. Amancan Hospital Aaaociation

CAPITOL AMERICAN'S HOSPITAL
INDEMNITY INSURANCE CAN HELP

You May Choose From One of

These Program Benefit Levels

G IMpM-dajrCtLSOO par month)

C f75 par dajr (12,260 ptrmon^)

H $1M par dc7 (U.OOO par montfi)

Premiums will be based on the benefit lev

selected.

These Benefit Levels Provide

the Following Features

,\ HOSPriAL CONFINEMENT BENEFIT
We will pay the daily benefit chosen for eac".

day the insured is confined to a hospital

We will pay this benefit for up to two years per

confiinement.

/\ INTENSIVE CARE BENEFIT
We will pay an additional benefit equal to che

chosen hospital confinement level for each

day of a penod of confinement that ycu are

confined to an Intensive Care Unit. We will

pay this benefit for up to 30 days per

confinen
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Hospital

Indemnity

Program

The Return of

Premium Benefit Rider

HERE IS HOW IT WORKS: You buy your
protection today Then, if you have kept your
msurarce in force, at the end of everj' 20 years, or

the rider anniversary' date following your 75th

birthday, if that comes sooner you receive a check

for all premiums paid, minus any claims paid

Let's look at three e.xamples of wha: car. happer.

with this program

Example Premium of $30
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j\
Hospital

Indemnity

Program

Pre-existing Condition Limitation

This plan does not cover any sickness, injury, or

condition which was diagnosed by a physician or for

which you consulted a physician within two years

prior to the date you become insured under this policy

Limitations and Exclusions

We will not pay benefits for loss contnbuted to. caused

by. or resulting from your being exposed to war or any

act of war; participating in or contracting with the

armed forces i including Coast Guard); committing or

attempting to commit suicide, regardless of mental

capacity; injuring or attempting to injure yourself

intentionally, regardless of mental capacity; being

more than 40 miles outside the territorial limits of

the United States. Canada, and Puerto Rico; nding in

or driving any motor-dnven vehicle in a race, stunt

show or speed test, or while testmg any vehicle on any

race course or speedway; operating, learning to

operate, serving as a crew member on. or jumping or

falling from any aircraft including those which are

not motor-dnven: normal pregnancy; newborn child's

routine nursing or well-baby care; cosmetic surgery

that IS not for the diagnosis or treatment of sickness

or accidental injury; having a behavioral or psycho-

logical disorder, disease, or syndrome, without de-

monstrable organic origin; being intoxicated, or

under the influence of any narcotic, unless under the

direction of a physician, alcoholism, dnig abuse or

chemical dependency, participating or attempting to

participate m an illegal act -the illegal act must be a

felony in -ME and MTl. or working at an illegal job or,

pamcipating in any sporting event for pav .jr prize

money Confined to a hospital means assigned :o a

bed. for which prevailing market rates are charged as

an inpatient in a hospital on the advice of a physician

The confinement must be medically necessan.' and as

a result of accidental injury or sickness

Hospital - A hospital is not a hospice, a skilled

nursing facility, a nursing home, an extended care

facility, a convalescent home, a rest home or a nome
for the aged, a sanitarium, a rehabilitation center a

place for the treatment of substance abuse, or a

facility for the care and treatment of mental aisease

or mental disorders

Intensive Care Unit- An intensive care unit .s not a

progressive care unit, a sub-acute intensive care j.-.::

an intermediate care unit, a step-down unit 3 moni-

tored rtwm. an observation unit, a surgical recovery-

room, or a room, bed or ward customarily used ror

patient confinement.

capitolAmerican
Business Marketing Division

S 1992 Capitol American Life Iniunnce Company
Executive Office: 1300 East Ninth Street. Clevn.na Ohio «U4-1565, iSOOl 541-2254
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ATTACHME>rr 17

COLONIAL LIFE & ACCIDENT INSURANCE COMPANY

BILLING CONTROL NUMBER E-91S291-0 POLICY NUMBER 20013 501

* THIS POLICY PROVIDES THOSE BENEFITS SHOWN IN THE POLICY *

* SCHEDULE BELOW. THESE BENEFITS ARE INDICATED WITH A *

* DOLLAR AMOUNT OPPOSITE THE BENEFIT DESCRIPTION. *

NAMED INSURED JOHN DOE

ADDRESS 123 ANY STREET
ANY CITY, ANY STATE 00000

EFFECTIVE DATE OF COVERAGE 9-1-92

TOTAL MONTHLY PREMIUM $9.3 5

COVERAGE: INSURED

POLICY SCHEDULE

OUTPATIENT SURGERY BENEFIT THE AMOUNT CHARGED UP TO
$200 PER OUTPATIENT SURGERY

HOSPITAL ADMISSION BENEFIT THE AMOUNT CHARGED UP TO
$200 PER ADMISSION

HOSPITAL CONFINEMENT BENEFIT Wt AHOOHT CHARGED UP TC
HS/DAlfUP TO 365 DAY?^—

HOSPITAL INTENSIVE CARE UNIT THE AMOUNT CHARGED UP TO
CONFINEMENT BENEFIT $100/DAY UP TO 365 DAYS

WAIVER OF PREMIUM AVAILABLE FOR NAMED
INSURED ONLY

HI92-EOP-MS 44665



50

Chairman PiCKLE. Do any of the Members have any questions of

Mr. Miller?
Mr. Kleczka. If I might, Mr. Miller, I was under the impression

that the health care credit would come at the end of the tax year.

Evidently I am in error. A person can apply for that and get the
health care credit on a monthlv basis?

Mr. Miller. No. The healtn credit can only be received at the
end of the tax year when he files his income tax return. The insur-

ers are getting individuals to file for the basic credit and using that

to pay for the insurance and telling them that will be reimbursed
at the end of the year when they file for that health insurance
credit.

Mr. Kleczka. What in fact are these insurers selling these peo-

ple? Say the employer has a basic plan for the employee. Are they
saying that their organization can provide money to offset their

employee costs?

Mr. Miller. They are selling supplemental insurance. What they
are telling them is we will pay—tnis policy will pay you up to $25
or $50 per office visit. So if there is a deductible, perhaps they mar-
ket it in that manner as covering that deductible. But in most in-

stances these people are not covered by employer-based health in-

surance. These are $4 an hour employees.
Mr. Kleczka. What is the insurance you are selling them, sup-

plemental or basic health plan?
Mr. Miller. These policies were basically designed as supple-

mental insurance. As AFLAC will testify, that is what these poli-

cies are, but to these individuals these policies are being sold as

primary policies. They are inadequate as far as health insurance is

considered. They pay $50 a day in the hospital. It doesn't really do
much. Oftentimes it ends up costing the taxpayer more than what
they are going to get back fi-om the Government.
Mr. Kleczka. Thank you.
Chairman PiCKLE. Thank you, Mr. Miller, for your testimony.

The Chair is going to ask that all members of the panel please

raise your right hands.
[Witnesses sworn.]
Chairman PiCKLE. The answer is "I do." Let the record so show.
Our first witness will be Robert Greenstein, director of the Cen-

ter on Budget and Policy Priorities; then Kathy Till, revenue agent
for the IRS Birmingham district office; and Warren Steele, market-
ing administrator of AFLAC; and Robert Carver Acting Assistant
Commissioner, Returns Processing, Internal Revenue Service, ac-

companied by Doug Crouch.
First Mr. Robert Greenstein.

STATEMENT OF ROBERT GREENSTEIN, DIRECTOR, CENTER
ON BUDGET AND POLICY PRIORITIES

Mr. Greenstein. Thank you, Mr. Chairman.
I am Robert Greenstein, director of the Center on Budget and

Policy Priorities, a nonprofit institution which conducts research
analysis on Federal and State policies affecting low- and moderate-
income families and individuals.

For several years we have conducted a national campaign to in-

form eligible working families about the earned income credit and
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have developed an outreach network of over 7,500 organizations,
including businesses, service providers, community-based organiza-
tions. State and local agencies and unions, and have worked closely

with the IRS in these efforts.

It is as part of this work that we first began to hear about the
problems that occasioned this hearing and some months ago
brought them to the attention of the staff of this committee. In gen-
eral, the basic earned income credit is an outstanding policy mech-
anism and works extremely well. But last year we learned of a dis-

turbing trend involving the EIC health insurance credit. Low-in-
come workers without health insurance are being approached by
insurance agents and encouraged to purchase insurance paid for in

part by their EIC benefits. The agents frequently offer flimsy insur-

ance policies and charge fees exceeding the maximum healtn credit

these families can receive. The families are often misled about the
scope of the health insurance and often not told they must sacrifice

some of their basic EIC benefits to pay for the policies.

I would note that the Ways and Means Committee has twice
voted to repeal the health insurance credit and the new Clinton ad-
ministration budget envisions the repeal of the health insurance
credit. We think that is a core element of the appropriate response
to this problem. The committee on both occasions would have taken
the health insurance credit money and put it back into the basic
earned income credit. We think that is the way to go.

Early in 1992, our center began to receive information about in-

surance agents who were marketing these policies. Some of the in-

formation came from agents themselves who contacted us because
of our EIC network. By requesting written materials from them, we
were able to learn how they manteted their policies. Typically, an
insurance agent approaches an employer who does not offer any
health insurance for employees.
The agent tells the employer that insurance can be provided to

certain employees at no cost to either the employer or the worker.
The Federal Government will pick up the tab, the agent says. The
agent usually asks the employer for permission to meet with his or

her employees and ultimately meets with employees one on one.

At the meetings, the agent tries to determine whether the em-
ployee is eligible for the earned income credit. If so, the agent ex-

plains that tne worker can arrange to have the employer add Gov-
ernment-supplied funds to his paycheck and then deduct some or

all of those funds to pay the health insurance premiums.
In this way, thousands of workers have been signed up for these

health insurance policies. On the surface, this may seem to be what
Congress hoped for when it enacted the health credit. On closer ex-

amination, there are serious problems.
We have obtained copies of various promotional materials used

to persuade employers to participate in these arrsingements. Some
of the materials are highly misleading. One common claim made in

the materials—and we understand in verbal statements to employ-
ers—is that employers are required by law to participate in such
health insurance arrangements.
Some promotional materials falsely suggest that employers who

refuse to participate will be subject to IRS penalties. The materials
are also notable for what they do not say. For example, one firm's
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materials fail to explain that workers can receive the basic earned
income credit in their regular paychecks without also having
money deducted for health insurance premiums.
This firm's materials fail to point out that the premiums some

workers are charged will exceed their expected EIC health credit

bv hundreds of dollars. Typically the materials given to employers
also fail to explain what happens to a worker who receives ad-
vanced earned income credit payments, but at the end of the year
turns out not to have been eligiole for the earned income credit or

to be entitled to less than originally thought. Such a worker must
repay to the IRS some or all of the advanced income credit pay-
ments received.

Employees are often misled, too. Last November we received a
phone call from a manager of a nursing home in Texas. The man-
ager had been approached by a health insurance agent and per-

mitted the agent to speak to her employees about an ElC-based
health insurance plan. Thirty employees signed up for the inter-

view.
The manager later asked several what the agent had said. Each

had been told the nursing home would pay for his or her health in-

surance and the Government would pay the nursing home back.
The workers had not been told that many of them would have to

pay from their own pockets for the policy since the premiums
charged would exceed the supplemental EIC health benefits to

which they would be entitled.

Some agents fail to tell their potential customers that the so-

called Government funds used to help pay for these insurance
plans are really the worker's own income credit benefits. This is es-

pecially troubling in cases where the premiums exceed the worker's
nealth credit and money must be subtracted from the worker's
basic earned income credit.

In these cases, a worker needs this information to determine
whether the insurance policy is worth the cost. Some agents try to

create the impression they are connected with the IRS and that
employers are obligated to cooperate with them.

I will skip over a little of the next part of the testimony since

the committee staff just briefed you on it and go to page 6 of the
oral testimony.
Most of the health insurance policies being sold do not appear to

be worth their price tags. A policy that we have submitted in at-

tachment B is an example.
This policy, offered by an insurance company in Mississippi, cov-

ers a maximum of four outpatient visits per family per year. A fam-
ily of four would thus be permitted an average of only one visit per
year. If a family member were to develop a serious health condi-

tion, the required additional referrals, treatment or monitoring,
those visits would not be covered. Moreover, the maximum amount
per visit is $100.
As anyone who has received a checkup or seen a specialist

knows, $100 doesn't go a long way. Anything beyond that would
come from the worker s pocket.
The policy also indicates that any illness within 2 years prior to

signup is not covered. Many insurance policies have a preexisting
illness clause, but 2 years is an unusually long period.
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Hospital coverage also is limited. According to these materials,
the maximum daily benefit for hospital confinement ranges from
$30 to $100 per day depending on the premiums paid. Compared
to the actual daily cost of a hospital stay, $100 is a pittance.

How much coverage does this policy really provide? Unless some-
one in the policyholder's family is hospitalized during the year, the
policyholder is likely to be reimbursed no more than $400—-the
maximum benefit for four outpatient visits. Yet premiums for this

policy would cost a family $754. That $754 would exceed the work-
er's nealth insurance credit, the maximum health insurance the
worker could receive, by $300, which would come out of the basic
earned income credit benefit.

One Texas agent that we have learned about takes this policy

still further. To make the arrangement more palatable to the em-
ployers, the agent's promotional materials explain that employers
can charge each worker $2 to $5 per month for the privilege of hav-
ing health insurance premiums deducted from their paychecks.
That means an additional hit of $24 to $60 per year for each work-
er, none of which can be reimbursed under the EIC health credit.

In conclusion, the health credit is now being used to mislead sub-
stantial numbers of low-income working parents into purchasing
flimsy insurance policies that cost more than they are worth, and
many families sacrifice part of their basic EIC benefits—meant to

supplement their wages and bring them closer to the poverty line

—

to purchase these policies, often unknowingly.
Action is needed to protect such families. This committee in the

past and the Clinton administration have proposed to eliminate the
health insurance credit and channel the savings back to the basic

earned income credit benefit. We believe that is an excellent pro-

posal. We also believe the committee should look at other protec-

tions, because even without the health insurance credit, some com-
panies, and some agents may continue to try to mine this field.

Thank you.
[The prepared statement and attachments follow;]
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I appreciate the invitation to testify here today. I am Robert Greenstein,

executive director of the Center on Budget and Policy Priorities. The Center is a non-
profit institution that conducts research and analysis on an array of federal and state

policies affecting low- and moderate-income families and individuals. Since the mid-
1980s, the Center has worked closely with the House Ways and Means Committee on
policy issues related to the Earned Income Credit.

For several years now, the Center has coordinated a national campaign to

inform eligible working families about the Earned Income Credit. In that time we
have developed an outreach network of over 7,500 organizations that includes

businesses, civil rights groups, foundations, human service providers, community-
based organizations, advocates, state and local agencies and unions. As part of this

effort. Center staff have traveled to over 20 cities in the past two years to teach local

organizations about the EIC and to assist them in building local outreach networks.

Coincidentally, among the states we have visited are several represented by
Oversight Subcommittee members, including Texas, New York, Louisiana, Alabama,

and Tennessee. The Internal Revenue Service has been a partner in all these

trainings.

As conductors of a national information effort concerning the EIC, the Center

receives calls from hundreds of organizations around the country seeking advice or

sharing information. Through a variety of contacts, the Center became aware last

year of a disturbing trend involving the EIC "health credit." Low-income workers,

typically those lacking health insurance, were being approached by insurance agents

and encouraged to purchase insurance in exchange for part of their EIC benefits.

Upon further investigation, we learned that most of these agents were selUng flimsy

health insurance policies and charging fees that often exceeded the EIC health credit

amount to which these families were entitled. Workers were being misled about the

comprehensiveness of the insurance and were not being told they would need to

sacrifice some of their basic EIC benefits to pay for the policies.

In addition, we learned that insurance agents, in an effort to gain access to

large numbers of workers, were sometimes providing misleading information to gain

the cooperation of employers. These practices continue today. We receive several

calls per week from disgruntled employers or from insurance agents seeking

referrals.

As you may know. President Clinton's budget proposal calls for the

elimination of the supplemental EIC health credit. The Ways and Means Committee
twice has approved legislation that would eliminate the EIC health credit, and we
concur that it is an excellent idea. Our testimony today underscores the importance

of the President's proposal.
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Background on the EIC health credit

The supplemental EIC health credit was established by the Omnibus Budget
Reconciliation Act of 1990. The primary goal in creating it was to enable low-income
working parents to purchase health coverage for their uninsured children. The health

credit was first made available to families in tax year 1991.

The credit works in the following way: if a family is eligible for the basic EIC
benefit and paid iome premiums for a health insurance policy covering a child, the

family is entitled to benefits under the EIC health credit. The size of the health credit

a family receives depends on its income level and on the amount of premiums paid.

For tax year 1992, the maximum health benefit a family can receive is $451.

According to IRS data, some 2.3 million families received the supplemental

health credit for tax year 1991.

Serious problems have emerged with the EIC health credit

Upon its enactment, the EIC health credit was seen as a way to help low-

income workers obtain health coverage for their uninsured children. As I indicated

earlier, however, serious problems have emerged with this benefit. Insurance

companies are selling inferior health insurance policies to uninsured workers,

manipulating employers into helping them reach these workers, and charging many
workers more money than they are entitled to under the EIC health credit, which

means the workers end up paying some of the premiums out of pocket, sometimes

unknowingly.

Early in 1992, the Center began to receive scattered reports about insurance

agents who were marketing insurance policies to workers eligible for the EIC.

Several of the earliest calls came from ir\surance agents themselves. These agents

knew we had extensive contacts through our EIC outreach campaign and were

calling to request referrals. Several other calls came from employers or from IRS

employees who, like the Center, had been approached by insurance agents seeking

referrals but were not sure the agents were "on the level."

By asking questions and requesting written materials from the insurance

agents. Center staff learned how the agents were marketing their policies. In most

cases, the scenario goes like this: an insurance agent approaches an employer who
does not offer health insurance to his or her workers. The agent tells the employer

that insurance can be provided to certain employees at no cost to the employer or to

the worker. Instead, the agent says, the federal government will pick up the tab.

At this point, the agent might ask the employer for permission to meet with

his or her employees. Although the agent might first meet with the workers as a

group, ultimately the agent meets with interested employees one-on-one. At these

meetings, the insurance agent tries to determine whether the employee is eligible for

the EIC. If the worker appears eligible, the agent explains that the worker can

arrange to have his employer add "government-supplied" funds to his paycheck and

then deduct some or all of those funds to pay the health insurance premiums.

In this way, thousands of workers are said to have purchased health insurance

coverage for their children.
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The veneer and the reality

On the surface, this approach may seem to be just what Congress hoped for

when proposing the EIC health credit: a tax break that helps low-wage workers
obtain affordable health insurance for their children. On closer examination,

however, there are serious problems with these policies and the way they are

marketed.

The first issue: manipulating employers

Over the past year, the Center has obtained copies of various promotional
materials used to persuade employers to participate in these health insurance

arrangements. Some of the agents' materials use misleading information and even
intimidation to "sell" their services to employers.

One of the most common claims made in these materials — and, we
understand, in verbal statements made to employers — is that employers are

required by law to participate in such health insurance arrangements. In fact,

employers are not, so far as we know, required to provide insurance agents with
access to their workers or to deduct premiums from an employee's paychecks for a

policy purchased individually. Some promotional materials even suggest that

employers who refuse to participate in such insurance arrangements will be subject to

IRS penalties (see Attachment A). This is false.

In many cases, insurance agents and their promotional materials also are

notable for what they do not tell employers. For example, one firm's materials fail to

explain that workers can receive the basic EIC in their regular paychecks without also

having money deducted for health insurance premiums.' This firm's materials also

fail to point out that the premiums some workers are charged will exceed their

expected EIC health credit by hundreds of dollars. In one illustration, a worker

entitled to the maximum health credit of $451 in 1992 pays insurance premiums of

$754, or $300 more than he receives under the EIC health credit. The difference

would have to come from the worker's basic EIC (see Attachment B).

Typically, the materials given to employers also fail to explain what happens
to a worker who receives advance EIC payments but, at the end of the year, turns

out not to have been eligible for the EIC or to be entitled to less than originally

thought. Such a worker must repay to the IRS some or all of the advance EIC
payments received. Tliis is not an idle concern. A 1992 survey by the General

Accounting Office found that a significant proportion of workers who received

advance EIC payments in a recent year received more than they ultimately were
entitled to.

Misleading workers

Most of the promotional materials we have seen so far are meant for

employers, not workers. Even so, there are examples of misleading promotions to

workers.

Last November, for example. Center staff received a phone call from the

manager of a nursing home in Texas. The manager had been approached by a health

insurance agent and had permitted the agent to speak to her employees about an

' While the vast majority of families eligible for the EIC obtain their benefits in one lump sum by
filing a federal income tax return and a form called Schedule EIC, eligible workers can opt to receive

their basic EIC in installments in their regular paychecks. These are called EIC "advance payments."
The supplemental health insurance credit is not available in advance, however. An eligible worker
must apply for it after the end of the tax year by filing a tax return and Schedule EIC.
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ElC-based health insurance plan. Some thirty employees subsequently signed up to

be interviewed, but the manager, who was skeptical, randomly surveyed three of
these employees afterward and asked what the agent had told them. Each worker
had been told that the nursing home would pay for their health insurance, and that

the government would pay the nursing home back.

Of course, this is not how the EIC health credit works. Moreover, many of

these employees actually would have to pay from their own pockets for this agent's

policy, since the premium amounts charged would exceed the supplemental EIC
health benefits to which they were entitled.

Some agents fail to tell their potential customers that the government funds
used to help pay for these insurance plans are from the EIC. This omission is

negligent, particularly if the premiums exceed the worker's health credit and
additional money must be subtracted from the worker's basic EIC. A worker should
be told that his EIC, not some nebulous "government funds," will be used to pay for

the health insurance policy. The worker needs that information to decide whether
the insurance policy is worth the expense.

Implying an affiliation with the IRS

Some insurance agents try to create the impression they are connected with the

IRS. This is one of the more outrageous tactics agents use to intimidate employers

into working with them. An example is provided in Attachment C. As you can see,

the letterhead used by this Texas firm reads: "EIC Compliance for Internal Revenue
Service. ' The key word is "compliance." The subtle implication here is that

employers who do not "comply" with the agenf s wishes may suffer for it.

This company's promotional materials also include a flyer that shows the IRS'

name and logo at the top of the page, and the firm's name and address at the bottom,

followed by the moniker: "Internal Revenue Service — EIC Compliance" (see

Attachment D).

This problem has not gone unrecognized by the IRS. Last July, in fact, the

Alabama IRS office issued a press release titled "Beware of Insurance Companies
Claiming Connection with the IRS." As you can see in the highlighted portion of

Attachment E, the release says that "...recently...business owners have been

approached by health insurance salespersons who claim their company works with

the IRS to provide health insurance to workers through the Advance Earned Income
Credit.. .'No such relationship exists,' [District Director Philip J.] Sullivan said."

Low quality, high cost of the insurance policies

Most of the policies being sold to match a worker's EIC health credit do not *

appear to be worth their price tags. The policy reflected in Attachment B is an

example.

This policy, offered by an insurance company based in Mississippi, is notable

for several reasons. For one, the policy, which covers both the worker and his or her

dependents, allows a maximum of four outpatient visits per year per family. A
family of four covered by this policy therefore would be permitted an average of

only one visit per member per year. If a family member were to develop a serious

health condition that required additional referrals, treatment, or monitoring, these

visits would not likely be covered.
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Moreover, the maximum amount covered per visit is $100. As any one vfho

has received a complete check-up or seen a specialist knows, $100 does not go a long

way. Any fees in excess of $100 would be taken from the worker's pocket.

The policy also indicates that any illness for which a policyholder was treated

or received medical advice within two years prior to sign-up is not a covered illness.

While many insurance policies have a "pre-existing illness" clause, two years is an

unusually long period to specify.

Hospital coverage also is limited. According to the materials, the maximum
daily benefit for those confined to a hospital ranges between ^30 and $100 per day,

depending on the premiums paid. Compared to the actual daily costs of a hospital

stay, regardless of the illness, $100 per day is a pittance.

How much coverage does this policy really provide? Unless someone in the

policyholder's family is hospitalized during the course of the year, the policyholder is

likely to be reimbursed for no more than $400, the maximum benefit for four

outpatient visits. Yet the premiums for this particular policy cost the family $754 per

year. Moreover, because the $754 in premiums exceeds the worker's EIC health

credit by $300, this working parent would have to pay the additional $300 from his

or her basic EIC benefit.

A Texas insurance agent takes this policy one step further. To make the

arrangement more palatable to employers, the agent's promotional materials explain

that employers can charge each worker $2 to $5 per month for the privilege of having

health insurance premiums deducted from their paychecks. This "carrot" might be an

effective tool for selling employers on the arrangement, but it means an additional hit

of $24 to $60 per year to each worker — none of which, of course, can be reimbursed

under the EIC health credit.

Conclusion: Much is at stal(e

The EIC is a highly popular program, with strong support from both houses of

Congress and from both political parties. But despite the good intentions of those

who proposed the health credit, the credit is being used to mislead thousands of

working parents into purchasing flimsy health insurance policies that cost more than

they are worth. Many families are ultimately sacrificing part of their basic EIC
benefits to purchase these policies, often without knowing it.

Thus, we feel something needs to be done to protect low-income workers with
children. We are encouraged that President Clinton has proposed to eliminate the

health credit and to pour the savings back into the basic EIC benefit. We believe this

is the best solution to the problem.

Having said this, however, I do want to close with a note of caution. Even if

the EIC health credit is eliminated, we should not expect these flimsy policies and
questionable marketing techniques to go away entirely. If the basic EIC benefit level

is expanded, as President Clinton suggests, the amount of money available to eligible

families through advance EIC payments — the so-called "paycheck option" — will

grow also. I also think we can expect that some insurance agents will continue to

approach employers with offers of government-funded health insurance for their

employees and that insurance companies vdll continue to design subpar policies

aimed at low-wage workers with children. Nevertheless, eliminating the EIC health
aedit is a large and significant step in the right direction.

Mr. Chairman, I thank you again for the opportunity to testify today.
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Attachiir.ent A

ATAX ASSOCIATES
(1) HO COST TD THE BOSS

Yes, the plan is truly free. Even U.S. taxpayers do not pay for it. The cost is
simply a reduction in incone taxes, since insurance policies are paid out of tax
withholding accounts. (Line 15 of IRS Form 941)

NEW TAX LAW IN 1991: COMPULSORY, NOT OPTIOHAL

The credit for health insurance came into effect in 1991. Failure to comply can j '^1\

result in "a penalty equal to the amount of the Advance EIC Payments not made^

(3) EAST TD AEMIttlSTm

ATAX makes it simple for the employer. We analyze the surveys for eligible
employees; calculate maximum benefits; check W-5 forms; complete insurance
applications; obtain signed release for employer; enroll employees in person, by
telephone or mail; obtain signed payroll deduction cards; handle inquiries, and
claims. The employer may charge eligible employees from S2 to S5 per month to

offset payroll deduction costs. The insurance carrier issues individual policies
and bills the employer monthly.

(4) CASH INSURANCE BENEFITS: HO DEDUCTIBLES AND PROTECTION FOR NON HOSPITAL CLAIMS

Our family insurance policy is supplemental to any group plan and pays cash direct
to the employee. Virtually all applications are accepted and no physical exam is

required. Protection features up to S400 for accidents and up to $400 for sickness
medical expenses without hospital stay. Cafeteria Plan Section 125, COBRA, co-
insurance, deductibles, and coordinations do not apply. The insurance company is

rated "excellent" by Best's and ranks 108 among thousands of American health
insurance companies.

(5) FOUR BIG REASONS WHY YOUR COMPANY SHOULD INITIATE THIS PLAN IMMEDIATELY

1. The Boss becomes an instant hero. A new unexpected employee benefit!

2. You avoid possible negative PR if employees have to force the company to

comply with IRS regulations. You avoid IRS penalties imposed by disgruntled

employees.

3. Helps you hire and retain good employees.

4. You use it or lose it. You cannot claim benefits retroactively.

(6) FREE YEAR END TAX RETURNS

ATAX has made arrangements with a non profit organization that completes and files

1040 's for low income families at no charge. Applications for unused Earned Income

Credit is done at that time.

(7) WHO IS "ATAX ASSOCIATES'

Our name means "no tax." Our principals are licensed insurance agents with 85 years

total experience in the insurance industry. We ourselves have owned businesses with

several hundreds of employees, which helps us understand the needs of the Boss. We

are qualified to service companies doing business in all 50 states and overseas.
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Attachment 3

FAMILY ASSISTANCE PROGRAM

ILLUSTRATION

Single Employee with 1 child — $S£0/hour, paid weeldy

GROSS PAY $220.00

FICA -16.83

FED. W/H TAX -15.98

'CURRENT NET PAY $187.19

ADVANCE EARNED INCOME CREDIT •>• 25.00

ADJUSTED NET PAY $212.19

FAMILY ASSISTANCE PLAN ^ (^!sl±M K S'9i=$'?^

^N^:riffrp/y $197.69

EMERSON SWALWELL

TAX CREDIT 8PCCUUST

ATAX ASSOCIATES
INTERNAL REVENUE 8ERVICC • EIC COUPUANCE

5327 No. C«nni ExprMMMy. 8uit»ai8

OaOa*, Tt>M 78208

(214) 822-8000

(Fu) 822-8086
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Attachnent C

ATAX ASSOCIATES
c* EIC Compliance For Internal Revenue Service Q .^J^

• Tax Credit Specialists •

July 21. 1992

Mr. Scott Barancik
Center on Budget and Policy Priorities
777 N. Capitol Street, N.E. - Suite 705

Washington, D. C. 20002

Dear Scott:

I certainly enjoyed visiting with you bv phone last

week and I really appreciate your initially favorable
comments about our Earned Income Credit marketing
strategy. We feel we have the best package available,
benefitting both the employer and employee,
particularly when combined with VITA coordination.

As we discussed, I have enclosed one of our
presentation folders for you to consider. We are

still changing and adding to it all the time to make
our progrsim more understandable. I would be most
interested m your comments and suggestions for its

improvement.

I look forward to visiting with you again.

Cordially yours,

ATAX ASSOCIATES

Emerson Swalwell

ES/lv
Enclosure

5327 NORTH CENTRAL EXPRESSWAY • SUTTE 315 • DALLAS, TEXAS 75205
(214)522-8000 • FAX (214) 522-8035

67-708 0-93-3
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NewH Attachrnent D

U.S. GOVERNMENT PROGRAM
OFFERS "FREE" HEALTH
INSURANCE AND CASH!

EUGIBIUTY
• One or more dependent children

• Family income average under

$10.75 per hour

$1864.16 per month

$22,370 per year

7 ADVANTAGES TO EMPLOYER AND EMPLOYEE

Q] NO COST TO EMPLOYER

|T] INCREASES INCOME AND REDUCES EXPENSES
This new government program is easily administered witti a payroll deduction from employer's withholding bank account

[T] IMPROVES COMPANY MORALE
There is no dispute that a happy employee is a better producer. Turnover may be markedly deaeased.

[4] THE BOSS BECOMES AN INSTANT HERO
When the company initiates tfiis program, it becomes an unexpected bonus, which is more greatly appreciated.

Caution: the employer should avoid being forced by IRS penalties to provide it to his employees.

[5] SUPPLEMENTAL HEALTH INSURANCE PAID BY UNCLE SAM
Employee wouW have difficulty tocating iiealth insurance in ttiis premium range.

Empkjyer makes it easy for emptoyee to protect his family.

[67]NO COST TO QUAURED EMPLOYEES
Employee's children and/or their parents may receive tree benefits up to $100 per day hospital confinement $400 outpaieit
benefits; $400 accidental injury benefits; cancer and/or 26 dread diseases protection. It is ATAX Agents' responsibility to custDrrv

ize every account selecting maximum tjeneftts for each employee. Also, under almost all circumstances, the employee receives

a cash rebate after filing the income tax return at ttie end of the year.

SERVICES OF ATAX AGENTS
Very few insurance companies and agents offer ttie small individual policies that qualify for this govemment program. Premiums
and commissions are low, often as little as 10% of typical grtxjp insurance plans. ATAX agents specialize in representing qualified

insurance earners, and in accumulating data for govemment entitlements as set forth by related IRS code. Your empkjyees are
prequalified, enrolled and serviced by licensed ATAX agents.

ATAX
ASSOCIATES

^WTERNAL REVEhnjE SERVICE - EIC CONtPtJANCEJ •^jl^

Emenon Swilwdl-bcensed Insunnce Agem
5327 Na Gaonl Ejprojwiv. Sum 315

DiOk Tcus 75205
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*

Attacmr.ent E

News ^
Lnj©U©©©© Internal Revenue Service

®B8Qfo©q @m©®
For Release: IMMEDIATELY Birmmgham, AL 35233. Tel. (205) 731-1260

-

'

July 27, 1992

92-107

Beware Of Insurance Companies Claiming Connection With IRS

A health insurance company that claims to have a special working relationship

with the Internal Revenue Service should be approached with caution, warns

Philip J. Sullivan, District Director of IRS in Alabama.

This has been the case in Alabama recently where business owners have

been approached by health insurance salespersons who claim their company works

with the IRS to provide health insurance to workers through the Advance Earned^

Income Credit (EIC). /*

"No such relationship exists," Sullivan said./ "It is important for taxpayers

to know that the federal government does not endorse nor sponsor any particular

health insurance program." The EIC is provided to supplement the employee's

earnings throughout the year and to help them meet the cost of ongoing necessities.

Federal tax credits, like the EIC, mean extra cash for taxpayers who qualify,

but are not earmarked for a specific purpose like health insurance premiums.

To qualify for the EIC, families must have a child living with them for

more than six months during the year and have earned less than $22,370 in

1992. If eligible, employees may receive their EIC payment as a refund when

they file their federal tax return, or they may elect to receive "Advance

EIC" payments. This payment is added to their regular paycheck throughout

the year.

To start receiving Advance EIC, employees should complete a Form W-5

and return it to their employer. They should be certain that they are qualified

to receive the credit because those who aren't must repay the Advance EIC

when they file their 1992 tax return.

For more information on Advance EIC, call the IRS toll-free at 1-800-829-1040.
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Chairman PiCKLE. Thank vou very much, Mr. Greenstein.

We are goin^ to receive the testimony from the other witnesses
and then we will come back for questions from the members of the

committee.
We will ask Kathy Till, Revenue Agent from Birmingham Ala-

bama District Office to present you testimony here.

STATEMENT OF KATHRYN TILL, REVENUE AGENT, BIR-
IVCNGHAM ALABAMA DISTRICT OFFICE, INTERNAL REVENUE
SERVICE, BREWTON, ALA.

Ms. Till. Thank you, Mr. Chairman.
My name is Kathy Till, I am a revenue agent with the Internal

Revenue Service in Brewton, Ala.

I am not here today to talk about my duties as a revenue agent
but to tell you about an insurance scheme that surfaced in my com-
munity last year.

Brewton is a small rural town in southern Alabama, with a pop-
ulation under 10,000. We are the county seat for Escambia County
and are located approximately 85 miles northeast of Mobile. We are

a close-knit community where neighbors care about and help each
other. We have been named one of the 100 best small towns in

America. Our main industries are textile and timber related.

Working in this setting for the past 9V2 years has provided
unique opportunities for me other than my formal auditing duties

as a revenue agent. As a representative of the District Director in

Brewton, I am entrusted with the care of the facilities, handle
questions from the media, and make presentations to local organi-

zations.

When I am in the office, I also provide taxpayer assistance by
handing out forms and publications and answering questions about
taxes and IRS notices.

We have a very active, successful Volunteer Income Tax Assist-

ance (VITA) program in Brewton, and I participate in that as the
coordinator, instructor, and volunteer. All of this exposure and con-

tact with the public in Brewton means that when a problem or a
question about IRS surfaces, it is often directed to me.
This was the case last summer. An employee from the Escambia

County Courthouse called me. She worked at our VITA site in the
courthouse. She wanted to know more about the free health insur-
ance IRS provided.

She said an IRS agent had been to the courthouse, talked to all

of the employees and told them that they could have free health
insurance that would be provided by IRS and their employer. All
they had to do was sign a form authorizing payroll deduction of the
premiums, and sign a form W-5 to get the advance earned income
credit to offset the premium amount.
At the end of the year, they were told this health insurance and

these premiums would provide them enough additional health in-

surance credit to cover the premium amount.
This information was very distressing to me. I called the insur-

ance agent and talked to him. He told me about the insurance plan
and assured me he did not say he worked for IRS.

I called my manager in Mobile and discussed the problem with
him. After our discussion, and based on it, I called Inspection. I
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then called our Taxpayer Services chief in Birmingham and our
Public Affairs Officer there. The Public Affairs Officer told me this

problem had surfaced in other areas of the country and she had re-

ceived some information on it from the national office and regional

office in Atlanta.
The regional office put out a memorandum in April 1992, ad-

dressing this issue. This information came to my attention in the
summer of 1992, and immediately after that the Public Affairs Offi-

cer put out a public service announcement to inform the public

about this insurance scheme.
I went to the courthouse and talked to the employees who were

affected. They did not fully understand the program, so I explained
the health insurance credit, how they would qualifj^ and what the
advance earned income credit would do to their refund at the end
of the year.

After they reviewed the information they had, all except three
canceled the insurance. At this time, I didn't know anything else

further to do.

I thought the problem was solved until this year, in January I

received a phone call from a city employee. She was filling out ner
tax return and when she got to the earned income credit form she
thought she had made an error.

Her premiums for 7 months were $439, but her supplemental
health insurance credit was only $377. She wanted to know if I

could review the form, which I did.

The form was filled out correctly, and I found that she had
health insurance coverage from another source and had paid
enough premiums to fully qualify for the $377 credit without the
supplemental insurance.
As the other city employees began filling out their tax returns

this year, every one of them found their refunds were going to be
reduced, one by as much as $300. They subsequently canceled their

insurance as well, except for one employee.
I don't know of any other people in our area who have had this

problem or that have been approached by this insurance agent. But
as I found out in January, despite our efforts to advertise and to

publicize the problem, and to educate the public, there may still be
more out there.

Thank you for inviting me today and your interest.

[The prepared statement follows:]
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STATEMENT OF KATHRYN TILL
REVENUE AGENT, INTERNAL REVENUE SERVICE

March 4, 1993

My name is Kathryn Till. I am- a Revenue Agent with the
Internal Revenue Service in Brewton, Alabama. I began my career
with the Internal Revenue Service in 1980 as a Tax Examiner at

the Service Center in Atlanta, Georgia. I transferred to

Brewton, Alabama (which is a post-of-duty under the Birmingham
District) as a Tax Auditor in 1983 and converted to a Revenue
Agent in 1991. I have a Bachelor's degree in Business
Administration from Faulkner University in Montgomery, Alabama.

Brewton is a small, rural city in southern Alabama with a

population of under 10,000. It is the county seat for Escambia
County and is located 85 miles northeast of Mobile, Alabama and
50 miles north of Pensacola, Florida. It is a close-knit
community where neighbors care for and help each other. It has
been named as one of the 100 best small towns in America and was
also chosen as one of the original "Main Street Cities." Our
main industries are timber and textile related.

Working in this setting provides some unique opportunities
for me other than my normal auditing duties as a Revenue Agent.
As a representative of the District Director in Brewton I am
entrusted with the care of the facilities, handle inquiries from
the local media, and give speeches to local organizations. When
I am in the office, I provide taxpayer assistance by handing out
forms and publications and answering questions on tax law and IRS
notices.

We have an active, successful Volunteer Income Tax
Assistance (VITA) program in the Brewton area, and I participate
in it as coordinator, instructor and volunteer. These duties
give me a great deal of exposure to and contact with the public,
so questions or problems about taxes or the Internal Revenue
Service that surface in the Brewton area are frequently directed
to me.

This was the case last year when I was contacted by an
employee from the Escambia County courthouse. An employee who
worked at our VITA site in the courthouse called me to get more
information about "free health insurance" from the Internal
Revenue Service. She stated an IRS agent had visited her at work
to tell her she was eligible for a free health insurance plan
sponsored by IRS and her employer. If she elected coverage she
would need to sign a form authorizing payroll deduction of the
premiums and a Form W-5 to receive Advance Earned Income Credit
to cover the premium amount. At the end of the year she could
file her return and claim the Supplemental Health Insurance
Credit portion of the Earned Income Credit and get enough credit
to offset the premium amount. She did not have the name of the
agent but did have a copy of her payroll authorization form
showing the name of the insurance company.

I telephoned the insurance company and was given the name
and phone number of the agent. I called the agent to find out
what had happened at the courthouse. He explained the insurance
plan and assured me he did not say he worked for IRS. Brewton
does not have a manager on site, so I called my manager in
Mobile, Alabama to discuss the problem. We determined the IRS
Inspection office should be notified. I called Inspection in
Birmingham, Alabama and furnished all of the information to them.
Since this did not involve a taxpayer I was examining, I was not
involved in nor informed of any actions taken by Inspection.
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At this point I did not know how widespread this problem may
have become. I called the Chief of Taxpayer Services in the
Birmingham District, to see if she had any knowledge of this
problem from other parts of the state and informed the Taxpayer
Education Coordinator of the problem surfacing through a VITA
site. I was contacted by the Public Affairs Officer in
Birmingham and was told the Southeast Regional and National
Offices had received similar information from other areas in the
country. The Regional Office put out a memorandum on April 29,
1992 addressing this problem and the Public Affairs Office in
Birmingham sent out a public service announcement throughout the
state on July 27, 1992.

After further research earlier this year, I discovered the
following information. Members of a marketing firm in Little
Rock, Arkansas were impersonating IRS employees to gain access to
personnel records. I was told that they wore dark suits, carried
identification and wore badges on their lapels. They told the
personnel officers that they were from IRS and that employers
were reguired by law to show them their payroll records so they
could determine which employees qualified for this health
insurance plan. They were then listing all persons qualifying
for Advance Earned Income Credit (AEIC) and furnishing this list
to insurance agents. The insurance agent and the marketing
people then met with the employees and signed them up for
supplemental health or cancer insurance through payroll deduction
and the AEIC. Since the AEIC was approximately the same amount
as the premium, their take home pay was almost the same — making
it appear the insurance was free. All of the employees that were
contacted by them signed up for the insurance.

I met with several employees and explained the Supplemental
Health Insurance Credit. Some of them already had health
insurance from other sources that fully covered their children.
I asked them why they would sign up for additional insurance.
They said the agents told them that the government wanted to see
that every child in America had health insurance and this was a
means to provide it. It was free, the government was providing
it, and there was no reason not to get it. The employees were
made to feel guilty for not getting it for their child. They
were pressured to sign up on the spot, so they did.

The premiums ranged from $35 - $75 a month. Since the insurance
was taken out during the middle of the year, rather than for the
entire year, some of them would have actually qualified for
enough Health Insurance Credit to cover their premiums. Other
employees paid premiums in excess of the maximum credit. Those
paying for health insurance through other plans qualified for the
Health Insurance Credit without this supplemental health or
cancer insurance.

After reviewing their insurance coverage and how the AEIC
would affect their tax refunds at the end of the year, all of the
employees, except three, canceled the insurance. When the
employer notified the insurance company about the tactics used by
their agent, they contacted each employee personally to apologize
and refund their premiums in full if desired.

Since I heard nothing about this insurance scheme from any
other source, I felt the problem was solved in our area. During
out VITA/TCE Instructor training in October 1992, I made a
presentation to the group about the insurance promotion schemes
to alert them to watch for this in their areas. I did not
realize it would surface again in my area.
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During January 1993 I was contacted at home by an employee
from the City of Brewton. She too had been contacted at work by
the same agents and signed up for the free insurance in 1992.
When she prepared her return she found out it was not free. Her
premiums, covering only seven months, were $439 but her credit
was $377. She felt she had filled it out incorrectly and asked
me to check it. I checked her Supplemental Health Insurance
Credit, and found her figures were correct. Other city employees
began to question the "free" insurance they had signed up to get.
After reviewing their insurance and how the AEIC affected their
tax refund, all of the employees cancelled their insurance.

The City of East Brewton had also been victimized by the
same people. The City of East Brewton personnel officer said the
employees canceled the insurance they purchased from these agents
after they filed their 1992 tax returns and found their refund
was smaller than expected — one by $3 00. One employee did not
cancel the insurance because he needed the insurance for his
family. He did not care that his refund was reduced since his
refund is always held for back child support payments.

I did not talk to every employee who took out this
insurance. The ones I did talk to were female, both white and
black, and either single parents or the sole support of the
household. All qualified for the Earned Income Credit and most
made less than $5.00 per hour. All of them believed the
insurance was being provided by the Internal Revenue Service.

I do not know of any other people in the Brewton area who
were approached by this marketing group or the insurance agent.
But as I learned in January, despite our efforts to publicize
this scheme and educate the public, there may still be others out
there.

This concludes my statement.
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Chairman Pickle. I want to thank you for your testimony and
for your initiative, having talked to the IRS people in your area.
Your contacts and your interest have helped us focus on this prob-
lem.

I appreciate your testimony and your good work.
Now we will hear testimony from Mr. Warren Steele.

Mr. Steele is vice president of marketing administration of the
AFLAC Insurance Co. of Columbus, Ga.

I want to say this to Mr. Steele, we want to thank AFLAC for

coming here at our request to testify. I want the committee to know
that AFLAC is a fine company, which has resisted competitive
pressures and operated in a manner that this committee respects.

We appreciate very much that you would come and testify today
about this practice that is going on.

Mr. Steele.

STATEMENT OF WARREN B. STEELE, VICE PRESIDENT, MAR-
KETING ADMINISTRATION, AFLAC, AMERICAN FAMILY LIFE
ASSURANCE CO. OF COLUMBUS, GA
Mr. Steele. Mr. Chairman and members of the Subcommittee on

Oversight, my name is Warren Steele. I am vice president, market-
ing administration for AFLAC, American Family Life Assurance
Co. of Columbus, Ga.
The purpose of my appearance before this subcommittee is to

provide information concerning the issue of the health insurance
portion of the earned income tax credit, and its use by some compa-
nies as a marketing vehicle for health insurance policies.

I ask that my full statement be included in the record as though
delivered and I will summarize my statement and be glad to an-
swer any questions any member of the subcommittee may have.
Chairman Pickle. The statement will be included in its entirety,

and that will be true of each one of the witnesses. I want that un-
derstood.
Mr. Steele. By way of background, our company, AFLAC, was

founded in 1955, and is the world's leader in supplemental health
insurance. In the United States, through AFLAC and its subsidi-
ary, we operate in all 50 States, and sell a broad range of products,
including Medicare supplement, hospital indemnity, accident and
disability, long-term care, cancer, hospital intensive care and life

insurance.
AFLAC insures over 35 million people worldwide with inter-

national operations in Japan, Canada, United Kingdom, Taiwan,
and Hong Kong. We insure over 20 percent of all Japanese house-
holds.

In the early part of 1992, AFLAC's marketing and legal depart-
ments began to receive questions from our independent sales asso-
ciates concerning the earned income credit, EITC. The initial ques-
tions were simple inquiries requesting definition and understand-
ing of the EITC and, specifically, the health insurance portion of
the credit.

As 1992 progressed, we began to receive more and more inquiries
from our sales associates concerning the health portion of the
EITC. Through my testimony, I will use the term "health credit"
to refer to the health portion of the EITC.
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Our company undertook a detailed investigation of the compo-

nents, the purposes of, the intent of and the requirements to be eh-

gible for the health credit. Our independent sales associates com-

plained that some of their competitors were offering their hospital

indemnity products using the health credit as an inducement to

purchase their products.

After a complete investigation, we promulgated the company's

position as outlined in AFLAC's memorandum 92-346, dated Au-

gust 19, 1992, which reads in part and I quote:

The IRS has taken the position that indemnity policies paying stated benefits

upon the occurrence of specified events, rather than reimbursing the insured for ex-

Eenses actually incurred, cannot qualify as "health insurance" for purposes of the

ealth insurance credit. AFLAC's policies do not, in their present form, qualify as

"health insurance" for these purposes. AFLAC will not support any marketing ef-

forts in regard to this credit.

The letter was distributed to all AFLAC associates and was the

focus of an article in at least one industry publication "Insurance

World." The following is a description of the process undertaken by
AFLAC to develop its position.

From that investigation, AFLAC felt that there was a degree of

uncertainty as to this question and in May 1992, requested tax

analysis from the outside tax attorneys specializing in this area of

the law. Our tax attorneys contacted the Internal Revenue Service

in early July 1992, with regard to its current position, which was
addressed in our formal memorandum to our sales associates.

In addition to the questions of legality, AFLAC determined that

the sale of our products using the health credit would not be in the

best interest of the individual consumer, our payroll accounts, or

AFLAC. The most important additional factor for AFLAC's position

to not offer our products under the health credit is that in AFLAC's
opinion many of the individuals who would qualify for the health

credit would qualify for Medicaid, and all of the benefits under the

AFLAC policies would be automatically assigned to the State Med-
icaid system.

In addition, it is AFLAC's position that everyone needs some
type of major medical policy to cover the bulk of expenses incurred
with any illness or accident. This basic position supported our deci-

sion not to sell our products under the health credit because we felt

low-income individuals might mistakenly view our products as a
substitute for major medical coverage.

After our memorandum was distributed, our associates and ac-

counts continued to report that other companies continued to take
the position that their indemnity products qualified for the health
credit.

In conclusion, I would like to say that in spite of the competitive
pressures we faced, AFLAC stands by a strict legal interpretation

of the code and our own ethical standards. Therefore, AFLAC re-

fuses to support the sale of our products using the earned income
tax credit.

I will be happy to address any questions you may have.
[The prepared statement follows:]
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TESTIMONY BY

NARK£N B. STEELE
VICE PRBSIDBMT, MARKETING ADMIKISTRATIOW

APIAC (AMERICaKN FAMILY LIFE ASSURANCE COMPANY OF COLDMBUS)

Mr. Chairman and members of the Subcommitte on Oversight, my name
is Warren Steele. I am Vice President, Marketing Administration
for AFLAC, American Family Life Assurance Company of Columbus
(Georgia)

.

The purpose of my appearance before this Subcommittee is to
provide information concerning the issue of the health insurance
portion of the Earned Income Tax Credit, and its use by some
companies as a marketing vehicle for health insurance policies.

By way of background, ' our Company, AFLAC, was founded in 1955,
and is the world's leader in supplemental health insurance. In
the United States, through AFLAC and its subsidiary, we operate
in all 50 states, and sell a broad range of products, including
medicare supplement, hospital indemnity, accident and disability,
long term care, cancer, hospital intensive care and life
insurance. Our products are designed, priced and marketed as
supplements to major medical-type basic coverage. They are
designed to fill the gaps caused by deductibles, co-payments, and
non-covered medical expenses, as well as the non-medical costs of
illness

.

In the U.S. in 1992 we paid over $290 million in claims. Through
independent research we have verified a high level of
satisfaction on the part of our claimants, with over 90% stating
that they would recommend our insurance. The high cost of
illness, along with independent verification with our
policyholders, supports the fact that supplemental health
insurance can be a valuable component in many individuals'
insurance portfolio.

AFLAC insures over 35 million people worldwide with international
operations in Japan, Canada, United Kingdom, Taiwan, and Hong
Kong. We insure over 20% of all Japanese households.

In the early part of 1992, AFLAC s Marketing and Legal
Departments began to receive questions from our independent sales
associates concerning the Earned Income Tax Credit (EITC) . The
initial questions were simple inquiries requesting definition and
understanding of the EITC and, specifically, the health insurance
portion of the credit. When we receive inquiries from AFLAC
sales associates, our normal procedure is to address them on an
individual basis, usually with return telephone calls and
occasionally with a written response to the associate requesting
the information. When we see that the questions are becoming
frequent and the concerns being raised are widespread throughout
the country, we address the questions with a formal numbered
memorandum stating the Company's position. As 1992 progressed,
we began to receive more and more inquiries from our sales
associates concerning the health portion of the EITC.
(Throughout my testimony, I will use the term "Health Credit" to
refer to the health portion of the EITC.)

The Health Credit is designed to defray health insurance expenses
of low-income taxpayers who pay premiums for "health insurance"
that includes coverage for one or more qualifying children. Wage
earners who are eligible to claim the Health Credit may be
entitled to as much as $450.00 (depending on total family
income) . The Health Credit component of the EITC must be claimed
on the individual's income tax return.

It is our understanding that certain criteria must be met in
order to qualify for the Health Credit. These criteria include:

In 1992 families must have made less than $22,370.00. A graded
scale is used to calculate the credit due. The maximum benefit
available was $450.00. For example, an individual whose earnings
are at the maximum level, $22,370.00, would only qualify for a
credit of $21.50. As income decreases, the available Health
Credit increases to ranges of a tax credit of $199.76 annually
for earnings of $17,680.00 and up to a maximum credit of $450.00
annually on earnings of $11,440.00 In addition to the total
family income requirement, the individual must also have a
qualifying dependent child.



72

Our independenc sales associates complained that some of AFLAC s

competitors were offering their hospital indemnity products using
the Health Credit as an inducement to purchase their products.
In addition to strict indemnity policies, our associates sent us
a policy from one company which was designed as an expense-type
policy to pay actual charges but with very low caps on the
benefits payable. To address the concerns of our sales
associates, we investigated the issue and we reviewed this
expense policy. We decided against filing and marketing such a

policy for the following reasons: The policy is worded as paying
"actual charges up to" $50.00 a day or "actual charges up to"
$100.00 a day. It is AFLAC s opinion that any hospital stay will
result in charges being well over $100.00 a day; therefore, this
type of policy would almost always pay the maximum allowable
amount, thereby, making this policy function much the same as an
indemnity policy. By using "actual charges up to" a low maximum,
it appears the product is designed to try to satisfy the
requirements of the Health Credit, where in practice, it will
operate as an indemnity product. After a complete investigation,
we promulgated the Company's position as outlined in AFLAC

s

memorandum, 92-346, dated August 19, 1992, which reads in toto as
follows

:

"MEMORANDUM TO: All Associates and Coordinators

SUBJECT: Earned Income Credit

DATE: August 19, 1992

Earned Income Credit (EIC) is a federal tax credit that
is allowed for low income taxpayers. In order to claim
the EIC, the taxpayer must satisfy particular
requirements to be considered an "eligible individual .

"

The IRS has taken the position that indemnity policies
paying stated benefits upon the occurrence of specified
events, rather than reimbursing the insured for
expenses actually incurred, cannot qualify as "health
insurance" for purposes of the health insurance credit.
In regard to AFLAC s products, we have obtained two
opinions from different legal counsels confirming that
AFLAC s policies do not, in their present form, qualify
as "health insurance" for these purposes.

We understand there are other insurance companies which
are selling supplemental products using this credit.
If you would submit those insurance company names
through your State Sales Coordinator to Tammy Briggs,
Director of Sales Support, we will ask our legal
department to take appropriate action. AFLAC will not
support any marketing efforts in regard to this credit
and we discourage our field force from soliciting any
of AFLAC s products as part of any EIC program.

Should you have any questions, please contact your sales
coordinator.

Warren B. Steele, FLMI
Vice President
Marketing Administration

WBS/KDB/mal"

This letter was distributed to all AFLAC associates and was the
focus of an article in at least one industry publication.
Insurance World.

The following is a description of the process undertaken by AFLAC
to develop its position:
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Initially, we addressed our concerns with the Company's in-house
legal counsel. Their efforts focused on investigating the
applicable sections of the Internal Revenue Code and any other
rulings which defined the uses and the purposes of the Health
Credit. Their initial findings revealed that under the IRC
section 213, there were two specific revenue rulings which
addressed the definition of eligible health insurance. The most
recent Revenue Ruling 68-451, addressed the non-deductibility of
hospital indemnity premiums under section 213 from the aspect
that these type policies pay benefits based on a flat daily or
weekly benefit amount with no relation to the actual expense
incurred as a result of hospitalization, accident or illness. An
earlier ruling. Rev. Rul . 58-602 contradicted the later ruling in
that it categorized health indemnity policies as qualifying-
policies under section 213.

AFLAC felt that there was a degree of uncertainty as to this
question and in May, 1992, requested tax analysis from outside
tax attorneys specializing in this area of the law. As a result
of the above ruling (Rev. Rul. 68-451) and its apparent effect on
whether hospital indemnity policies qualify as "health insurance"
for the purposes of the Health Credit, our tax attorneys
contacted the Internal Revenue Service in early July, 1992, with
regard to its current position. Consistent with Revenue Ruling
68-451, the IRS has taken a position that indemnity policies
paying stated benefits upon the occurrence of specified events,
rather than reimbursing the insured for expenses actually
incurred, do not qualify as "health insurance" for the purposes
of the Health Credit component of the EITC.

In addition to the questions of legality, AFLAC determined that
the sale of our products using the Health Credit would not be in
the best interest of the individual consumer, our payroll
accounts, or AFLAC. The most important additional factor for
AFLAC s position to not offer our products under the Health
Credit is that in AFLAC s opinion many of the individuals who
would qualify for the Health Credit would qualify for medicaid,
and all of the benefits under the AFLAC policies would be
automatically assigned to the state medicaid system. Therefore,
when we looked at the income levels required to be eligible for
the Health Credit, we felt it was not in the consumers best
interest to pay premiums for our products when they have a high
probability of not receiving benefits. In addition, it is
AFLAC s position that everyone needs some type of major medical
policy to cover the bulk of expenses incurred with any illness or
accident. This basic position supported our decision not to sell
our products under the Health Credit because we felt low income
individuals might mistakenly view our products as a substitute
for major medical coverage.

After reviewing all the pertinent information we had gathered, we
drafted the formal memorandum dated August 19, 1992. This
memorandum states in part that AFLAC will not support any
marketing efforts in regard to this credit.

After this memorandum was distributed, our associates and
accounts continued to report that other companies continued to
take the position that their indemnity products qualified for the
Health Credit . Our associates and accounts began to ask for
additional information as to the sources of authority for our
position. We received questions on the Health Credit in 1992 and
1993 from several states. Primarily these inquiries are from
states noted for large numbers of low income wage earners,
specifically, Mississippi, Arizona, Southern California, Texas,
Oregon, Tennessee, Florida, and Pennsylvania. AFLAC has
addressed the questions of Health Credit through our Compliance
Department with the Mississippi Insurance Department and the
Arizona Insurance Department. We asked them to review the
situation, looking at the rules for the Health Credit and to
formulate and announce a state-wide ruling addressing the issue.
We also contacted the National Association of Health Underwriters
because some companies were using this Association's literature
to assist them in their program to market health indemnity
policies with the Health Credit concept. All of the sources we

67-708 0-93-4
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contacted with the issue agreed to investigate; however, we have

not formally heard from any of them regarding the results of

their investigation.

In conclusion, I would like to say that in spite of the

competitive pressures we faced, AFLAC stands by a strict legal

interpretation of the Code and our own ethical standards.

Therefore, AFLAC refuses to support the sale of our products

using the Earned Income Tax Credit.

Respectfully submitted.

Warren B. Steele, FLMI
Vice President
Marketing Administration
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Chairman Pickle. Thank you Mr. Steele.

I am not only glad to have your testimony, but I appreciate your
testimony.
You said that AFLAC insures over 35 million people worldwide,

with international operations in Japan, Canada, the United King-
dom, Taiwan, and Hong Kong. You insure over 20 percent of Japa-
nese households.
That is a marvelous set of statistics. That ought to make you one

of the biggest insurers of this kind nationwide.
Mr. Steele. We are ranked as the world's leader in the supple-

mental health insurance market and in guaranteed renewable
health insurance.
Chairman PiCKLE. Again, I want to thank you for your testimony

and for your leadership in trying to resist tnis kind of fraudulent
practice by some companies.
Our last witness is Robert Carver, Acting Assistant Commis-

sioner, Returns Processing IRS.

STATEMENT OF ROBERT J. CARVER, ACTING ASSISTANT COM-
MISSIONER, RETURNS PROCESSING, INTERNAL REVENUE
SERVICE, ACCOMPANIED BY DOUGLAS CROUCH, ASSISTANT
CHIEF INSPECTOR, INTERNAL SECURITY DIVISION

Mr. Carver. I appreciate the opportunity to represent the Serv-
ice before the subcommittee today, and provide some information
on your review of the insurance marketing and sales techniques in-

volving the earned income credit.

Aside from Kathy Till, from our office in Birmingham, with me
is Doug Crouch, who is with our Inspection Service. Doug will be
able to add some details about how we take the information that
Kathy developed and do our investigative work.
We will also be able to share with you how the Federal law is

not quite as effective as we need it to be to deal with this issue.

We have two good ideas we are dealing with, the income tax credit

and the use of insurance to provide for the well-being of children.

However, there is room for abuse.
We want to support the work you have done in H.R. 22. I think

that is the kind of information, the kind of help we need, and Doug
will be able to describe some additional help we could use in the
criminal area as well.

I would like to have Doug talk about how the investigative proc-

ess works after the information developed by Kathy was presented.
Mr. Crouch. Mr. Chairman, we in the Internal Security Division

in the Internal Revenue Service have conducted a number of inves-
tigative inquiries regarding this matter.
One of the problems we often run into is the fact that the closest

thing that we have as a Federal statute that we can rely upon is

the impersonation statute.

In order to use that in these types of cases, we must be able to

prove the two elements of the crime. The individual must represent
himself or herself as a IRS official, and must commit an overt act,

one which we would normally have available to us as IRS employ-
ees, such as an audit of tax returns, books and records, collecting

tax returns or money. Many cases involve one element of the crime
but on the other, leaving us very little opportunity protect our
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name and that of the Service, except for referrals to the State in-

surance boards.
You mentioned that the Arkansas Insurance Board issued a

cease-and-desist order. In Arkansas, we referred the matter to the
State attorney general's office. A cease-and-desist order was also is-

sued in Alabama.
There have been other instances regarding this kind of activity.

In Montana recently, we saw an insurance company and their in-

surance agents sending out brochures to taxpayers, saying that
they will be happy to supply them with information concerning the
earned income tax credit and how they can apply it to health insur-
ance, just please remit $20. What the person is paying for is infor-

mation that is already out there in the public that we provide, that
is available to them already.
We support your leadership and that of the subcommittee in the

pursuit of H.R. 22. That would certainly give us some leverage with
which to pursue these cases where individuals either endorse or
sponsor these type of scams using IRS' name, its logo, or its seal.

Thank you.
Mr. Carver. We agree with the subcommittee's efforts to end the

misleading practices and help IRS maintain the integrity of the tax
system.
At this time, my colleagues and I will be willing to take any

questions.
Thank you.
[The prepared statement follows:]
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STATEMENT OF
ROBERT J. CARVER

ACTING ASSISTANT COMMISSIONER (RETURNS PROCESSING)
INTERNAL REVENUE SERVICE

March 4, 1993

Mr. Chairman and Members of the Subcommittee:

I appreciate the opportunity to be here today representing
the Service to present information on the Subcommittee's review
of insurance marketing and sales techniques involviijg the earned
income tax credit (EITC) . The Service shares your concern about
these practices, and believes that the legislation I will
describe later is necessary to help end them.

With me are Douglas Crouch, the Assistant Chief Inspector
(Internal Security) , and Kathy Till, a revenue agent from our
district office in Birmingham, Alabama. Ms. Till has a statement
of her own which she will present shortly, and all of us will be
available to answer any questions you may have at the conclusion
of these statements.

EXAMPLE OF COMMON MISLEADING PRACTICES

An example of the kind of marketing and sales techniques
brought to our attention that relate to the health insurance
component of the EITC may be instructive in understanding the
problem. Ms. Till will have a first-hand account in her
testimony.

I should add at this point, Mr. Chairman, that to date we
are aware of most of these practices occurring in a limited
number of instances in only a small number of states.

In a typical case, an individual representing himself or
herself as an agent of an insurance company or related business
approaches an employer and implies that he or she works for or
with the IRS, or that certain insurance products are "IRS
approved," or represent "government-sponsored programs".
Continuing the ruse, they persuade the employer to let them meet
with the employees by using misleading marketing materials and
(in one situation we are aware of) threats of "IRS penalties"
against the employer for not complying with the "EITC laws".
Employers and employees are also told that the health insurance
policies are "free" because the premiums are covered by the
health insurance component of the EITC, and in fact that the only
way to get the basic EITC is to purchase the health insurance.
The premiums paid for the health insurance may exceed the maximum
EITC health insurance credit available to the taxpayer, which is
$451 for tax year 1992.

The situation described above is almost never as clear cut
as it may seem, because the individuals who engage in these
practices are clever. Their marketing and sales pitches are
blends of misstatements, deceptions, and half-truths that leave
employers and employees alike thinking they have seen an official
of the government make an official presentation about an official
government program. Those who have seen these presentations
often cannot remember, or even agree on, exactly what the
individual said, whether or not he or she displayed a badge or
other evidence of government employment, or what the program was
all about.

Of course, all the claims relating to the IRS or other
government sponsorship as stated by these individuals are totally
false. The Service has not and does not engage in these types of
practices.

Current federal law does not give us an effective mechanism
for investigating these situations. The principal offense we
pursue here, impersonation of a federal employee (18 USC 912)

,
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has two elements: representation as an agency employee, and
performing an overt act that an employee could perform, or
demanding something of value. The false representation by an
insurance salesperson that he/she is "affiliated" with the IRS,
or sells IRS-approved products, is not by itself a violation of
the impersonation statute. When the Service does not have
investigative jurisdiction, we have referred these situations to
authorities with investigative or regulatory responsibility, such
as a state attorney general or insurance commissioner.

IRS' RESPONSE TO THESE PRACTICES

At a hearing held in May, 1992, by the Oversight and Social
Security Subcommittees, the then-Assistant Secretary (Policy
Ma.nagement) of,the Treasury D^artment testified about the
Service's action in response to impersonations. Mr. Crouch was
the Service's representative at that hearing. In sum, we have
undertaken a public awareness campaign to prevent the
victimization of unsuspecting taxpayers. The publicity campaign
has focused on the public, tax practitioners, law enforcement
agencies, and IRS employees to increase awareness of
impersonation crimes. This educational campaign addresses the
typical scams, proper identification of IRS officials, IRS
jurisdiction, and advice for protection against this type of
fraud. Efforts have included news releases resulting in
newspaper articles and radio and television interviews;
presentations to commonly targeted groups; to IRS employees, tax
practitioners and law enforcement officials; posters, and
publications and newsletters containing material about this
crime. Our goal is to prevent citizens from being victimized by
these practices.

Samples of news releases and related items from our
Southeast Region have been provided to the Subcommittee staff.

LEGISLATION IS NEEDED TO END THESE PRACTICES

As you know, Mr. Chairman, 18 U.S.C. 709, entitled "False
advertising or misuse of names to indicate federal agency", now
prohibits false advertising or the misuse of names to indicate a
federal agency, but the only Treasury bureau covered by this
provision is the Secret Service.

In 1992, your Subcommittee introduced, with support from the
Administration, section 9105 (entitled "Prohibition of Misuse of
Department of Treasury Names, Symbols, etc.") of H.R. 11, the
Revenue Act of 1992, which made these kinds of misrepresentation
subject to a civil penalty. However, H.R. 11 was ultimately
vetoed.

This year, you sponsored the same provision as Section 7434
in H.R. 22, the Federal Program Improvement Act of 1993. We
appreciate your continued interest very much. However, we
believe criminal penalties are also needed to effectively halt
these misrepresentations and impersonations.

With that in mind, we have recently proposed to the Treasury
Department that in addition to the H.R. 22 provision of a civil
penalty, 18 U.S.C. 709 be amended to include the IRS among the
Treasury bureaus mentioned in that section as covered by criminal
penalties. We urge your favorable consideration of this idea.

CONCLUSION

We agree with the Subcommittee that these misleading
practices must be ended to protect the taxpayers—employers and
employees—who fall victim to them. We are also concerned that
the integrity of the tax administration system be maintained in
the face of these deceptions. While we will continue our
internal efforts, we believe legislation is needed to effectively
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address our mutual concerns, and appreciate your continued
support in this area.

My colleagues and I would be pleased to respond to any
questions that you or the Members may have.

Attachment

COMPONENTS OF THE EITC

Congress enacted the earned income tax credit (EITC) in 1975
to ~

(1) Assist low-income wage earners who were adversely
affected by rising prices;

(2) Offset the impact of the social security taxes paid by
low-income workers; and

(3) Encourage low-income individuals to seek employment
rather than to rely on welfare benefits.

The EITC is a refundable credit enabling employees who owe
no income tax to receive it if they file a tax return.

Beginning in 1979, employees could elect to receive the
credit in advance payments from their employer during the year
along with their regular pay. One purpose of the advance payment
mechanism is to provide employees with an immediate refund of the
credit rather than forcing them to postpone receiving the
benefits of the credit until after year-end, when they file their
individual income tax returns. A second purpose of the advance
payment of the EITC is to help low-income workers meet day-to-day
obligations.

The Omnibus Budget Reconciliation Act of 1990 increased the
maximum amount of the basic credit and added —

(1) A higher credit for households with more than one
qualifying child;

(2) A supplemental credit for a qualifying child under one
year old; and

(3) A supplemental credit for health insurance premiums that
cover a qualifying child.

These three credits comprise the EITC.
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Chairman Pickle. Thank you Mr. Crouch, we are glad to have
your statement also.

Let me remind the subcommittee members and the witnesses,

when we first became involved in this deceptive practice problem,

we were initially involved because we received information from
the Center on Budget and Policy Priorities.

Then we began to check around different areas of the country,

and called Ms. Till, and we have been proceeding to determine how
we can put a stop to these kinds of practices.

Prior to the time we had finished our investigation and prior to

the time the President submitted his budget, we were in the proc-

ess of trying to move forward. The President's budget will report-

edly propose repeal of the health insurance component of the EITC.
I assume that if that policy is maintained, there would be no in-

surance component of tne EITC. That may well be the best ap-

proach to take, although the committee is going to weigh the dif-

ferent possibilities.

There is such a confusion and frustration in trying to carry out
this program. Where there are areas subject to fraud and decep-
tion, maybe the message is not being conveyed. That, of course, is

something the committee and the Congress will have to decide.

But we all say that it is a terrible practice going on out there

and we well may take into consideration the prospects of amending
House bill 22, to provide some kind of continued enforcement in the
EITC area regardless of what we do about the program itself, be-

cause there is a terrible abuse going on in the field in the area of

logos and misrepresentation by the Service.

Our committee has found many instances unrelated to this type
of program. It is horrendous to believe there is somebody out there
representing IRS that is false.

We are going to have to tighten up on that and we recognize it.

In the meanwhile, this specific program is ahead of us.

I hope subcommittee members will be prepared to ask any ques-
tions they would care to.

The Chair first would recognize, Mr. Kleczka.
Mr. Kleczka. Mr, Chairman, I have no questions of the panel at

this time.
It seems that a resolve to this problem is on the horizon by

changes in EITC that are at the behest of the Chairman. This re-

solve is coming forth because of your efforts and the committee
hearings you have had over the years, and I think you should be
given lull credit for the possible resolve of this health care credit

crunch.
Thank you.
Chairman Pickle. I want to ask the panel out there just as a

whole; do you think that it would be advisable or acceptable, at
least, if we, just as the President said, we repealed this part of the
EITC?
Does anybody object to that?
That may be a desirable approach, at least certainly worthy of

serious consideration on our part.

Mr. Greensteen. It is an excellent approach. We don't have all

the details of the administration proposal yet, but it is likely that
their earned income credit changes will first take effect for tax year
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1994, If that is the case, and the health insurance credit is still

with us for tax year 1993, that adds to the importance of moving
forward with the provisions you recommended in your bill, because
we could have 1 more year where we have to face this problem.
Chairman PiCKLE. We will take that under consideration and

also wait to see what the rest of the recommendation will be from
the President.
Mr. Houghton.
Mr. Houghton. Thank you.
Mr. Chairman, I always thought the EITC was a good idea. We

are a country of entrepreneurs and entrepreneurial spirit goes
awash here. I would like to get into this because if it turns out
some of the suggestions involve stiffer criminal laws and greater
clarification and increased monitoring and studying of tax returns,
then it seems maybe the basic premise is wrong. That is dis-

appointing to me because I thought it gave an outlet to people with
lower incomes.
Maybe you could comment on it on your own statement.
Mr. Steele. I would like to make comment that we have seen

in investigating the earned income tax credit that I think there is

a large degree of confusion surrounding the credit and what it is

to be used for. I would suggest that if it is not going to be repealed,
that it is clarified both as to what it is designed to cover, what pur-
poses and what intent was meant for it, not just for the companies
and maybe the insurance companies that are offering it, but also

for the general public, and possibly if it is designed for major medi-
cal insurance, a cap of $450 maximum is not sufficient to pay for

major medical insurance.
If that is the intent, that needs to be clarified as well, the pur-

pose of it.

Mr. Greenstein. We need to make a very clear distinction be-
tween the basic earned income credit, which you and many Mem-
bers of Congress have correctly considered to be one of the best de-

signed policy tools we have, and the health insurance credit. The
basic EIC promotes work, it promotes family, it makes work pay
more than welfare.

The mistake that the Congress made over the objection of this

committee—it was the other body that insisted—was to misuse the
earned income credit in the 1990 legislation to add this health in-

surance component that had nothing to do with what the earned
income credit is about, and never should have been part of the
earned income credit.

The basic earned income credit is designed to supplement low
wages for low-income working parents who are caring for their chil-

dren. In most cases, they are not on public assistance; nor are they
absent parents. They are the people we should reward.
But when the health insurance credit was added, it complicated

the credit. For the first time it added a provision to the credit in

which you had to know what your out-of-pocket premiums were
and it opened the potential for all the problems this hearing is

about.
The earned income credit is as sound an idea as it was always

thought to be, but it shouldn't be loaded down with supplemental
pieces that don't make sense like the health insurance credit.
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If we repeal the health insurance credit, and we maintain and
enhance the earned income credit, as Members of both parties have
long recommended, that would be excellent policy.

Chairman Pickle. I would say in responding to both of you,
there is no intent on the part of this committee to consider chang-
ing the basic thrust of the EITC program. It is likelv that it will

be raised enough to compensate for the insurance malpractice that

exists out there.

We have no intention to do anything except improve EITC. As
long as it is working well, it is going to help low-income people.

They are the people that need help. We are not going to change the
basic credit, but may enlarge it.

Mr. Hancock.
Mr. Hancock. Mr. Chairman, I believe the testimony that we

have heard today pretty well indicates what we have, even without
talking about all the fraud and what exists in the insurance indus-
try. I think it is interesting in the area of the country this is con-

centrated in.

I am from southwest Missouri. It seems every 10 years we have
something like this hit the State of Missouri. Thirty years ago it

was a different approach; it was the life insurance industry and
probably something you are familiar with, similar to what hap-
pened tnere.

I have a question, though. If, in fact, this committee does come
to the conclusion that the health insurance portion of the EITC
should be repealed, which appears to be where we are going, I un-
derstand that the Secretary of Treasury was the person who actu-

ally sponsored this in the U.S. Senate. I was just curious about if,

in fact, he has signed off on the possibility that maybe it was mis-
used.

Is there somebody on the panel that could tell me if in fact Sec-
retary Bentsen has voiced an opinion?

I understand the administration says we ought to make a
change. Is that viable?
You don't know?
Mr. Carver. I don't know, sir.

Mr. Hancock. Nobody on the panel knows. That is one thing I

believe we ought to look at, because I have found that since I have
been here that one of the most difficult things to do is to get any-
body holding public office to admit that maybe they made a mis-
take.

It is easy for me to do it because I have made so many over my
life. Once I realize, as a businessman, I have made a mistake, my
employees know it and we reverse it very quickly, because it is my
money, not the Government's.
Maybe we ought to pursue that. I feel confident that the adminis-

tration will get on board based on the testimony that we have had
here, Mr. Chairman.

I want to repeat, there are an awful lot of good, dedicated insur-
ance operations out there. I don't know how we pass laws to protect
people, frankly, from being subject to the con artists.

I don't know how you do that. Because I have seen this happen
time after time after time. Actually one of the things that I wonder
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about here is being able to get a businessman to say, approached
on the angle that this isn't going to cost anyone anything.

I can't comprehend that very many businessmen would accept
that. That is probably the reason they have come up with this little

deal that he can get $2 to $5 a month. Actually, there is a little

bit of problem on his part, too.

This is one of the areas that I believe we really need to look at,

how to prevent these good ideas we have in the Congress from
being taken advantage of
As my friend from New York says, there are a lot of people out

there that will take advantage very quickly, and that is the free

market. That is the way it ought to work.
But you can't protect people against their own inability to make

judgments and that is what we have to address here.

Tnank you very much.
Mr. Steele. Mr. Chairman, I would like to reiterate, we have

found that the abuses are not widespread among several compa-
nies. There are very bad abuses among a handful of companies,
and I think it is those bad apples that nave created all the prob-
lems.
Although it is a real and serious problem, I think that as a

whole, the industry is following the law. But there are a handful
of companies out there that are causing the problems.
Mr. Hancock. They told me this would be done by the attorneys

general and the insurance commissioners in the various States.

Have there been complaints filed with insurance commissioners
and the attorneys general?
Mr. Steele. We contacted with two insurance companies specifi-

cally to address the issue, but I do not know what the results of

their investigation were.
Mr. Hancock. OK, thank you.
Chairman Pickle. Thank you, Mr. Hancock. First, I want to ask

Mr. Greenstein, I heard your statement about the policy you want
to base your insurance on. Is there any practical way, feasible way
that we could correct the insurance component as it currently ex-

ists and to make it work?
Mr. Greenstein. I am sure it could be made to work better than

it does. I don't think it could be made to work well. The fundamen-
tal concept of the health insurance credit was poor policy from the

outset. It provides a credit for a health insurance policy that covers

a child, but the credit is really far too small to cover an individ-

ually purchased policy. It really doesn't increase access to any sig-

nificant degree. In fact, it may even make it easier for employers
to institute or increase copayments and tell their employees that
they will get some of the money back through the health insurance
credit. It opens the door to the kind of abuse that this hearing is

about.
The proposals you have mentioned in your legislation would help

some, but the fundamental problem is that as long as you have a
basic earned income credit where you can get the money in the reg-

ular paycheck, and you also have the healtn insurance credit, these

problems will continue. The problems will remain, even if compa-
nies no longer claim they are connected with the IRS or use IRS
logos.
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There was a point made by one of the other witnesses that the

credit might be more effective as a way to get people to add health

care coverage if it were much larger. But that would make it vastly

more expensive. If we are going to spend money to increase access

to health insurance, surely there are better ways to redesign the

health care system than to expand the earned income credit health

insurance credit. I basically think that some improvement can be
made in it, but it is modest, and the only real answer is to repeal

it.

Chairman PiCKLE. All right. Thank you. Now, Miss Till, you stat-

ed in your testimony the experiences that you ran into in Alabama.
Did most of the people at the American Employee Benefit Group
that you had talked to end up buying health insurance?

Ms. Till. Every one of those I talked to, every one at the court-

house who was contacted signed up.

Chairman PiCKLE. Well, every one of them, and Mr. Gene
Levengood sold it to them, where is Mr. Levengood now?
Ms. Till. I do not know.
Chairman Pickle. Did any of them see him again afler he made

the sale?

Ms. Till, Mr. Levengood was working through an insurance
agent in Flomaton, Ala., and that agent is still working, but he is

with a different company. I do not know what happened to Mr.
Levengood. He was not from our area.

Chairman Pickle. Well, Mr. Carver, are you after this man, try-

ing to locate him?
Mr, Crouch. Yes, Mr. Chairman. The supervisory consumer spe-

cialist in the Alabama Department of Insurance has issued a cease-

and-desist order against that gentleman and against the insurance
company that he represented, and is taking further action from
what I understand.
Chairman PiCKLE. Well, the State of Arkansas has issued a

cease-and-desist order and you would like to find him, and I sup-

pose that would be true of the FBI. Is anybody really looking for

this fellow? My observation is that they come in and they sell these
policies, and they skip out. Is that the end of it? Is there any way
to catch those fellows? Have you had any luck catching them? Have
you found anybody that you put in jail because of doing that?

Mr. Crouch. Yes. One person in the State of Virginia who actu-

ally did commit both elements of the crime of impersonation, so we
could charge that individual. Unfortunately, as I indicated, most of

the time they will either say they represent IRS and then they go
on to sell the insurance, or they say their program is sponsored by
IRS. In one case one lady said her salary was being paid by IRS,
and IRS sponsored the program, but again she did not say she was
an IRS employee. So again we have our hands tied with the laws
available to us.

Chairman PiCKLE. Well, in that respect do you have the author-
ity to go after a lot of these people right now unless we pass and
beef up H.R. 22? Do you need that legislation?

Mr, Crouch. I need it very desperately, Mr. Chairman. I have
the jurisdiction, but I have nothing to apply it to.
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Chairman PiCKLE. Do you have any suggestions as to specifically

how we ought to beef it up in this field or any other field? If you
do, you let us have that, give it to our committee immediately.
Mr. Crouch, I will do so. I agpree with the language in Mr. Mil-

ler's testimony. The only thing I would add is in the U.S. Code,
title 18, section 709, if we were to add IRS and its initials, its logo,

its symbols to that, that would give us another criminal statute
that we could pursue.
Chairman Pickle. I was going to ask Ms. Till another question,

but I think we may well ask for additional—^for criminal penalties

in addition to the civil penalties which H.R. 22 has, and I think we
should enlarge it and probably should ask for that, and that would
be certainly agreeable to you?
Mr. Crouch. Yes, it certainly would. We have been seeking that

for some time. I spoke before your subcommittee last year on de-

ceptive practices, where we were talking about some of the imper-
sonation cases that we had in the telemarketing area and how we
were able to pursue those.

Chairman PiCKLE. I should make it plain that it is our intent at
this point, if we can, to add to the criminal penalties to House bill

22's civil penalty.
Ms. Till, in reference to the people you talked to in your area,

did any of the people who bought this health insurance policy have
other health insurance?
Ms. Till. Yes, sir. In fact, most of them did.

Chairman PiCKLE. Could they have used the health insurance
credit for other insurance just as well?

Ms. Till. Yes, sir. Many of them had health insurance through
their employers, those at the city did, and that health insurance
coverage did qualify for the credit. Some of the people I talked to,

their children were covered by Medicaid, and their children had
100 percent coverage at that time. They still bought the insurance.
Chairman PiCKLE. Well, did any of the employees actually spend

more than their health insurance credit to buy insurance?
Ms. Till. Most of them, afler I talked to them, canceled their in-

surance, and the company in Alabama sent a representative down
and refunded their premiums in full. The only person that I talked
to at the city where I actually reviewed her earned income credit

form did pay more in premiums than she qualified for in credit.

Chairman PiCKLE, I see. All right. Mr. Carver or Mr. Crouch, ei-

ther one, the testimony we have heard today primarily centers in

a belt from Florida, Alabama, Georgia, Arkansas, and Texas. I sub-

mit to you that all the crooks are not just in the Southern States.

Mr. Houghton wanted to know from me why don't they find those
people in New York, just in the South. I say to you they are all

over the United States. Obviously that has to be the case.

Now, my question is this, here is this case in Alabama, and we
have one or two in Arkansas and Georgia where this is happening.
You know it is happening. Are you alerting every IRS office in the
United States that this is going on? Are they well aware of what
is happening or have thev been advised to watch out and what to

do to tiy to catch these fellows?

Mr, Carver. Yes, sir, we have. There is a package we provided
to the subcommittee staff that showed some of the public affairs
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bulletins we have put out. We sent information out to employers
as well.

Chairman Pickle. More and more practices of deception and
fraud have been practiced by people who were actually being bold
enough now not only to put a logo in an advertisement, but they
actually put on a uniform, they are actually wearing badges. I was
advised of one case recently where one man was told that he just

won a lottery, and he would have to pay up $700 or $1,000 in

taxes, and he forked up the money, and when he came back the
same day they said, no, that wasn't enough, you have got to go
back. He had to go back to his bank a second time to borrow money
to pay taxes on the lottery winnings. I think the bank was about
200 miles away. He had to drive up there and back to get extra
money. Then when he forked it up, he found out there wasn't any
lottery. He was just being fooled by someone representing the IRS.
Now, of course, that is reprehensible, and I don't know how you

can stop that, but I am just saying every office in the United States
ought to know about this practice and they ought to have full infor-

mation so they are ready and somebody will catch some of these
fellows. That is one way to go about it, I guess. Now, I don't know
that—do you have questions? I want to ask Mr.

—

Mr. Houghton. May I ask a question, Mr. Chairman? Things
like this are going to happen. You know, we are human beings and
it has happened from time immemorial. When they do go on you
try to stamp them out and do the best you possibly can. I wonder,
whether, though, the Government, the IRS is really using the pri-

vate companies enough because it seems to me the story that Mr.
Steele told was a pretty effective story. He not only did the right
thing, but made great character for his company. I wonder whether
working with companies like Mr. Steele's to try to spread the word
rather than just doing it by the Federal Government.
Mr. Steele. One thing I will comment on, which is interesting,

and I honestly was surprised at how widespread my memorandum
from our company stating our position got beyond the hands of just
our sales associates. We received calls from businesses like you are
referring to primarily throughout the South, but also throughout
the United States, and as I said in my testimony, our memoran-
dum even made it to a trade journal, a publication that is cir-

culated in Louisiana and Mississippi. I was encouraged to hear
that the Chairman said that Congress will consider extending the
criminal statutes because what I will do when I go back is that I

plan to put out another memorandum to our field force, our associ-
ates, explaining to them the fact that the criminal statutes are
under consideration to be extended, and I do think that the same
network that gets our information out to people just beyond our as-
sociates will work again, and hopefully that might have some im-
pact extending beyond our company.
Mr. Carver. Mr. Chairman, I would just like to add that the

Service will communicate information on today's session to inter-
ested parties internally. We are proud of our own employee here,
but we will provide this to the field because this is the ongoing
work.

[The following was subsequently received:]
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IviMK 1 ( lbd3

Regional Inspectors
Director, Office of Investigations I:IS:I

Assistant Chief Inspector (Internal Security) I: IS

Deceptive Practices Related To Claiming Affiliation With IRS

On March 4, 1993, the House Subconunitte on Oversight of
the Committee on Ways and Means, held a hearing which
addressed deceptive practices in marketing health insurance
policies based on the supplemental health insurance component
of the earned income tax credit. Attached is a statement on
this subject submitted at the hearing by the Subcommittee
staff.

I testified at this hearing about the role of Internal
Security in investigating incidents in which health insurance
salesmen represented themselves as being affiliated with the
IRS or stated that they were selling policies that were
sponsored by the IRS. I also discussed the need for new
legislation, specifically the civil sanctions proposed in H.R.
22, plus criminal provisions by adding IRS to the protection
afforded by 18 U.S.C. 709 concerning agency names and logos.

Please alert Inspectors to the existence of these
schemes. In addition, should such incidents come to your
attention and it is determined that investigation by Internal
Security is not appropriate, please assure that the matter is
referred to the appropriate investigative or regulatory
authority. Among those agencies which might have jurisdiction
are the Postal Inspection Service, the Federal Trade
Commission, state insurance commissioners, and state attorneys
general. Furthermore, such incidents should be coordinated
with your local IRS District or Regional Office so that public
affairs and other appropriate actions can be considered.

I appreciate your cooperation in this matter.

Attachment
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Chairman Pickle. Mr. Steele, you said this is going on with

other companies, but that some companies, Hke yours, refused to

do this. Can you tell me the names of the companies that are actu-

ally targeting low-income taxpayers for sales of these kind of

health insurance policies in a fraudulent way?
Mr. Steele. I would prefer not to mention the names of the

other companies, but, of course, if you direct me to do so, I would
feel compelled to tell you.
Chairman PiCKLE. Well, I direct you to do so. I would like to

know that right this minute.
Mr. Steele. Yes, sir. What we found, and these were companies

that we actually received from our sales associates materials that

were marketing the products which looked to be illegally using the

health credit—Clolonial Life & Accident out of South Carolina.

Chairman Pickle. I want to hear them. Say that again.

Mr. Steele. Colonial Life & Accident out of South Carolina;

Commonwealth National out of Mississippi; Kanahwa Life, Amer-
ican Heritage, and American Fidelity. Those are the companies. In

addition to that there is some independent agencies, but those were
the insurance companies that we identified that were marketing
the product.
Chairman Pickle. All of those companies are in generally the

South, Southwest area, are they?
Mr. Steele. Yes, sir.

Chairman PiCKLE. Do you know whether that same type of prac-

tice is going on in California or in Chicago or New York?
Mr. Steele. We did find—we received calls and complaints from

throughout the United States, but it was primarily in the areas
where you have a lot of low income workers, in Southern Califor-

nia, in Texas, Louisiana, Mississippi, Tennessee, and Florida. So it

did spread beyond just the Southern United States.

Chairman Pickle. Well, Mr. Steele, I understand that the poli-

cies were sold to EITC-eligible people to provide cancer insurance
coverage in some cases. Furthermore, I understand that many of

the people that were sold policies were also Medicaid beneficiaries.

Is this true?
Mr. Steele. Yes, sir, it is our feeling, and I don't have any spe-

cific examples, but it is our feeling that the income level of the peo-
ple that are being targeted to sell the products using the health
credit are also eligible in most cases for Medicaid if they were to

have some sort of catastrophic illness.

Chairman PiCKLE. Well, do they have any insurance policies for

children?

Mr. Steele. Did they have insurance policies?

Chairman PiCKLE. Yes. Are those kind of policies available? Were
they actually being sold insurance for cancer?
Mr. Steele. The policies that are being marketed have what is

called family coverage, which would provide benefits for children if

they were able to collect. Of course, as you know, if someone goes
into the Medicaid system or the State, all benefits on any private
insurance is assigned to the State, so that was our concern is that
a lot of these individuals who would be paying premiums for the
supplemental coverage, if they were to have an illness or their chil-
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dren were to have a severe illness that the benefits that they could
receive would be assigned to the State.
Chairman Pickle. Well, Mr. Merger, did you have any questions?
Mr. Herger. No.
Chairman PiCKLE. Well, let me say this to the panel and to my

staff as well: We know that a lot of misrepresentation is going on
out there, and we are trying to ferret it out and try to put some
muscle into our agencies to do something about it. It is frustrating
and maddening when we know this is gomg on.

Mr. Houghton says in the real world there is somebody out there
who is trying to cheat the public if they can, and when you have
a program like EITC that is good in purpose, but if you make it

complicated, it is awfully hard to administer because most of the
beneficiaries are in the lower income bracket. They need it the
most, £md they would know less about how to make a proper in-

quiry or to make a proper purchase. That's just the fact of life. The
abuses are so large that we may have to just say we have got to

do away with the health insurance component.
We may beef up the basic credit and let that be handled in that

way, but in either event we hope to beef up your authority to fight

these deceptive practices so that we can have criminal action taken
against these perpetrators of fraud, and maybe go after them on
that basis as well. And we ought to also consider other ways that
we can combat the practice of using logos and other deceptive de-

vices or advertisements. Meanwhile, this testimony ought to be put
on the record today, and I appreciate you doing it.

I, for one, recognize that it is not a matter that is going to settle

the balance of the budget in the long run, but it is terribly impor-
tant because wherever we know fraud is going on, and we could do
something about it, we ought to do it, so if you have got any other
suggestions about this program, we would like to have them be-
cause we are going to try to move as quickly as we can on House
bill 22, so we appreciate your suggestions.

If anybody else has any other questions

—

Mr. Steele. Mr. Chairman, I just have one more comment. I

would like to reiterate again that we are a supplemental health in-

surer, and we do feel that supplemental health products do play a
valuable role in individuals' overall health care. We do cover the
gaps of copayments and deductibles and one of the products we
offer is cancer insurance which it was our primary product before
we expanded our base, so we do feel that supplemental products
are valuable if sold correctly.

Chairman Pickle. Well, I was going to ask you and I should
have asked you if you feel that supplemental policies would be of
benefit to low-income taxpayers without any other health insur-
ance, and, obviously, you do. I want to make that clear, too.

Mr. Steele. Low-income taxpayers with no other type of health
insurance, we do not feel that it is in their best interest to pur-
chase a supplemental product first. We have the company position

that we think everyone should have some sort of major medical
coverage because our products are not designed to cover all of the
costs or the bulk of the costs. They are designed to cover the gaps
created by copayments and deductibles.

Chairman Pickle. All right. Do we have any other questions?
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Mr. Greenstein. Mr, Chairman, could I just briefly say what an
outstanding job I think your subcommittee and staff did in conduct-

ing this investigation, and as an organization that has worked in

this field, we are very grateful that you have put all this work into

this issue.

Chairman PiCKLE. I thank you for your original tip and all of you
for your testimony. If there are no other statements or questions,

then the subcommittee will be adjourned.
[Whereupon, at 2:35 p.m., the hearing was adjourned.]

[Submissions for the record follow:]
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Robert E. Staton

Senior \ ice PrcsiJent.

General Counsel &.

Corporate Secretary

May 20, 1993

The Honorable J.J. Pickle

Chairman, Subcommittee on Oversight

Ways and Means Committee

United States House of Representatives

Washington DC 20515

Dear Chairman Pickle:

This letter is supplementary to our previous letter to you dated March 9, 1993,

concerning your Subcommittee's investigation of the earned income credit. In that

letter, we went on record with your Subcommittee to correct some information that had

been provided to the Subcommittee concerning our Company. That information was

to the effect that our Company had a program to market our products using the health

insurance portion of the earned income credit. As we advised you then, we have no

such program and, in fact, have advised our sales force that our products do not qualify

for the credit. Another copy of our March 9, 1993, letter is enclosed.

Since the date of our earlier letter, your Subcommittee has issued its report to the

Committee on Ways and Means. In the report, the statement is made that there was
hearing testimony that our Company "marketed indemnity-type policies to EITC-

eligible taxpayers." The report does mention, in a parenthetical statement, that

Colonial advised its sales force on December 16, 1992, that its policies did not qualify

for the health insurance credit. The report goes on in another paragraph, however, to

state, incorrectly, that our Company is an example of a company that "may have

attempted to circumvent the prohibition against indemnity-type policies by changing

policy language to avoid the appearance of an indemnity-type policy." Our Company
has taken no such action.

In the three months since we were first contacted by the Subcommittee staff

concerning the earned income credit, we have cooperated with your Subcommittee to

provide the information requested from us and to advise the Subcommittee of the facts

concerning our Company's position on the earned income credit. During this period,

we were continually told that another insurance company had supplied the staff with

1200 Colonial Lite Boulevard

Post Office Box 1365 • Columbia, South Carolina 29202 • '805) 798-7000 • Facsimile i803) 731-2618
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the information that our Company was selling its products, and had designed a

product specifically for use, with the health insurance credit.

After the Subcommittee's March 4 hearing, we learned that Warren Steele of

AFLAC had testified before the Subcommittee and stated that our Company was one

that was marketing products "which looked to be illegally using the Health Credit."

We contacted Mr. Steele by letter and requested that he advise us of the basis for this

statement. In response, we received the enclosed letter from AFLAC's legal counsel,

dated March 29, 1993. As you can clearly see, the documents that supposedly formed

the basis for Mr. Steele's statements do not even mention Colonial products and the

earned income credit. They consist of an informational brochure that we prepared for

our employer-customers to inform them of their obligations under the credit and a

sample schedule page from a Colonial policy. To clarify, the schedule page was not

sent to the employer-customers with the other information. Obviously, AFLAC had no

factual basis for the statements it made concerning our Company. However, the

incorrect information has been reported by your Subcommittee, to the detriment of our

Company's reputation.

This injustice is further compounded by the glowing statements made about

AFLAC's notifying its sales force that its products do not quahfy for the credit. Even
though our Company took the same action, the report of that fact is buried in a

parenthetical statement, while AFLAC has two paragraphs describing its action. Those

paragraphs read as though they were written by AFLAC itself.

We have been advised by your staff that our only recourse in this matter is to

provide information to be included in the record of the hearing, a document separately

printed from the Subcommittee's report of its findings. Even though this is not a

completely adequate way to try to correct the misinformation that has been provided

about our Company, we feel we must take whatever steps are available to us.

Therefore, we respectfully request that a copy of this letter and the attachments be

included in the record of the March 4 hearing.

Thank you for your cooperation.

Sincerely,

1J>(a^.SM—
Robert E. Staton

/rbp

Attachments

cc: The Honorable Amo Houghton
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March 9, 1993

The Honorable J. J. Pickle

United States House of Representatives

Washington, DC 20515

Dear Chairman Pickle:

It has come to our attention that, at a hearing of your Subcommittee held on

March 4, 1993, concerning the earned income credit, testimony was given by a

representative of another insurance company to the effect that our Company
markets a product using the health insurance portion of the earned income

credit. This testimony is incorrect.

As we advised Mssrs. Fox and Miller of the staff of your Subcommittee on

February 19, 1993, our Company has no such marketing program. Furthermore,

Colonial has informed its sales force that our accident and health products do

not qualify for the health insurance credit. Please see the enclosed excerpt from

a communication dated December 16, 1992.

We commend the Subcommittee for its efforts to ensure proper application of the

earned income credit and appreciate this opportunity to assist the Subcommittee

with its review. Please contact us if you have any further questions.

We respectfully request that this statement be made a part of the March 4

hearing record to document Colonial's actual position on this matter.

Sincerely,

$9dtw
Robert E. Staton

cc: The Honorable Amo Houghton

1200 Colonial Life Boulevard

Post Office Box 1365 • Columbia, South Carolina 29202 • (805) 798-7000 • Facsimile (80})
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{"^INDUSTRY NOTES )

Earned Income Credit
Remains Intact

On November 14, 1992, President Bush vetoed

HR 11, the Urban Improvement tax bilL Included

in HR 1 1 was a provision that would have re-

pealed the health insurance credit provision of the

earned income credit. However, with this veto by

President Bush, the earned income credit, with its

three categories (basic credit, health insurance

credit, and supplemental young child credit),

remains intact

As Colonial has previously communicated to

you, we have developed some support material for

employers interested in communicating the

earned income credit to their employees. Remem-
ber, however, that Colonial's accident and health

products do not qualify for the health insurance

credit

For additional information, please contact any

of the National Market Development specialists.
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miFMa.
Jefferson W. Willis

Second Vc« PrescJeni

Seniof Associate Couris*

Legal Division

March 29, 1993

Mr. Robert E. Staton

Senior Vice President

General Counsel and Corporate Secretary

Colonial Life & Accident Insiirance Company
P. O. Box 1365
Columbia, South Carolina 29202

RE: Committee on Ways and Means, Subcommittee on Oversight, Hearing on

Abusive Insurance Sales and Marketing Techniques Involving the Earned

Income Tax Credit, Held on March 4, 1993

Dear Mr. Staton:

Warren Steele has referred your lener of March 10, 1993 concerning his testimony

before the Subcommittee on Oversight to my attention for response.

As a brief history, the Subcommittee on Oversight requested that we provide

testimony concerning the position taken by AFLAC not to market hospital indemnity and

other supplemental insurance products through the use of the health insurance portion of

the Earned Income Credit (hereinafter referred to as "Health Credit"). In the early part of

1992 AFLAC undertook a detailed investigation of the components, the purposes of, the

intent of and the requirements to be eligible for the Health Credit. After a complete

investigation, we promulgated our position by meftiorandum to our sales associates which

states, in part, as follows:

"The IRS has taken the position that indemnity policies paying stated

benefits upon the occurrence of specified events, rather than

reimbursing the insured for expenses actually incurred, cannot qualify

as 'health insiirance' for purposes of the Health Insurance Credit.

AFLACs policies do not, in their present form, qualify as 'health

insiu-ance' for these purposes. AFLAC will not support any marketing

efforts in regard to this credit." Memorandum 92-346, dated August

19, 1992 from Warren B. Steele, Vice President, Marketing

Administration.

American Family Lite Assurance Company of Columbus (AFLAC)
Worldwide HeadQuaners 1932 Wynnton Road • Columbus, GA 31999-0001

706/323-3431 • Oif No 706/596-3878 • FAX 706/596-3577
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In addition to the questions of legality, AFLAC determined that the sale of

supplemental hospital confinement policies, whether of the indemnity or expense type,

through the use of the Health Credit would not be in the best interest of the individual

consumer, payroll accounts, or AFLAC. It is our position that everyone needs some type

of major medical policy to cover the bulk of expenses incurred with any illness or accident.

This basic position supponed our decision not to market our policies in conjimction with

the Health Credit because we felt low-income individuals might mistakenly view our

products as a substitute for major medical coverage when sold with the use of the Health

Credit. We were also concerned that many of the individuals who would be eligible for the

Health Credit would, in many instances, qualify for Medicaid and that any benefits that

might be due under the supplemental policies would be automatically assigned by
operation of law to the state Medicaid system.

Near the end of the hearing and after Mr. Steele had given his prepared testimony,

he was again questioned by Chairman Pickle and asked to provide the names of other

companies marketing hospital indemnity and supplemental health policies in conjunction

with the Health Credit and advance basic Earned Income Credit. Mr. Steele responded to

Chairman Pickle's question that "[he] would prefer not to mention the names of the other

companies ..." but would do so if directed. Whereupon Chairman Pickle said "I direct you
to do so. I would like to know that right this minute." Accordingly, Mr. Steele answered:

'Yes sir. What we found were companies, ones we actually received

materials on from our sales associates, that were marketing the

products which looked to be illegally using the Health Credit -

Colonial Life & Accident out of South Carolina, Commonwealth
National out of Mississippi, Kanahawa Life, American Heritage and

American Fidelity. Those are the companies. In addition to that there

are some independent agencies, but those were the insurance

companies that we identified that were marketing the product."

With respect to Colonial Life & Accident Insurance Company and the literature

referred to by Mr. Steele, I enclose the following materials.

• Memorandum from Colonial Life & Accident Insurance Company to

Employee Benefits Managers dated June 30, 1992 which advises

employers of the Earned Income Credit and their obligations

thereunder: "As an employer, you must notify certain employees of

the availability of the Earned Income Credit. You are also obligated

to advance the Earned Income Credit if an employee so requests. If

you need assistance with your obligations regarding the Earned



97

Mr. Robert E. Staton

March 29, 1993

Page 3

Income Credit, contact your local Colonial representative or complete

and retxim the enclosed business reply card. You may also call our

home office at 1-800-845-7330 and ask for National Market

Development."

• Nevyrsletter providing information for employers concerning the Earned

Income Credit. It informs the employer, among other things, that: 1)

"... you have certain obligations regarding this credit. This newsletter

is designed to help you imderstand more about the Earned Income

Credit and your responsibilities." 2) 'There are three separate credits

that comprise the Earned Income Credit. They are: (a) the basic

credit; (b) the health insurance credit; and (c) the supplemental

young child credit for a child bom during the year." 3) 'Tlie health

insurance credit is available to employees who pay health insurance

premiums that include coverage for one or more qualifying children.

Employees who are eligible to claim the health insurance credit may
be entitled to $451 in addition to the basic credit." 4) "Employers

must notify all employees from whom income tax was not withheld

of the availability of the Earned Income Credit. Colonial recommends
employers notify every employee, regardless ofwhether or not income

tax was withheld."

The newsletter gives an example illustrating the advantages of the

advance Earned Income Credit stating that the illvistrated "... employee

is also eligible for a year-end tax refund for the health insurance

credit [for the employee's $35 monthly health insurance premium
deduction] ...."

"The information in this publication is not intended to constitute legal

advice ...."

There was also a reference by the staff investigator of the Subcommittee on
Oversight to a Colonial policy in his prepared testimony:

"It also appears that some insurance companies may be attempting to

circumvent the prohibition against indemnity-type policies, by

changing policy language to avoid the appearance of an indemnity

policy. Colonial Life and Accident Insurance Company marketed a

policy that paid actual charges incurred 'up to' a specified ceiling

(e.g., $50/day for hospital confinement). (Attachment 17) Because
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it does not guarantee payment of a 'specified amount', such a policy

may not fall within the strict definition of an indemnity policy.

Nonetheless, when the ceiling is substantially below actual charges

(e.g. $50 for each day of hospitalization), the policy is, for all

practical purposes, indistinguishable from an indemnity-type policy."

Staff Investigator, Subcommittee on Oversight.

I trust that this explains Mr. Steele's involvement in testifying at the hearing held

by the Subcommittee on Oversight on abusive insurance sales and marketing techniques

involving the Earned Income Credit. If you have any other questions or would like to

discuss this further, please feel free to call.

Sincerely,

^/^V\/J£v-

Jefferson W. Willis

JWW:wch

Enclosures

cc: Mr. Joey M. Loudermilk

Mr. Warren Steele
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TO: Employee Benefits Managers

FROM: Coioitial Life &. Accident Insurance Company

RE: Earned Income Credit

DATE: June 30, 1992

As pnrt cfouT ongoing sen-ice to clients, Colonial Life &. Accident Insurance Company is committed
to helping you stay informed of important changes that may affect you and your employees.

Recent chnnges in the Earned Income Ocdit iiave made this credit more attractive to employees.
This tax pnivision aflfects lower income employees and brines widi it certain obligations on behalf of

employers.

Tlie Earned Income Credit is a special crctlit for \vorker\ whose income or family income in 1992 is

less than $22,370 and who have a qualifying child or children who live with them. Employees must
meet specific criteria in order to qualify for the rax credit, which in some cases can he advanced
through their paychecks. As an employer, you must notify certain employees of the availability of the

Enmed Income Cte<.lit. You are also ohiignred to advance the Earned Income Credit if an employee so

requests.

if yo4i ncetl assi^r.nncc with your oblignrion<: regarding rhe Eanicd Income Credit, contact your local

Colonial rcprrscntativr or complete and rcnini thr cticloscd business reply card. You may also call o»ir

home office at I -800-845-73)0 and a.sk for National Market Development.

We look forward to serving you.

1200 Colonial Life Bouievird
Post Office Box 1365 • Columbia. South Carolini 29202 • (803) 798-7000 • Ftcsimile (803) 731-2618
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COLONIAL LIFE & ACCIDENT INSURANCE COMPANY

BILLING CONTROL NUMBER E-915291-0 POLICY NUMBER 20013 501

* THIS POLICY PROVIDES THOSE BENEFITS SHOWN IN THE POLICY
* SCHEDULE BELOW. THESE BENEFITS ARE INDICATED WITH A
* DOLLAR AMOUNT OPPOSITE THE BENEFIT DESCRIPTION.

NAMED INSURED JOHN DOE

ADDRESS 123 ANY STREET
ANY CITY, ANY STATE 00000

EFFECTIVE DATE OF COVERAGE 9-1-92

TOTAL MONTHLY PREMIUM $9.3 5

COVERAGE: INSURED

POLICY SCHEDULE

OUTPATIENT SURGERY BENEFIT THE AMOUNT CHARGED UP TO
$200 PER OUTPATIENT SURGERY

HOSPITAL ADMISSION BENEFIT THE AMOUNT CHARGED UP TO
$200 PER ADMISSION

HOSPITAL CONFINEMENT BENEFIT Wt AMOOOT CUAA6£0 U^TO
|P/0A1|UP TO 365 DaVS

HOSPITAL INTENSIVE CARE UNIT THE AMOUNT CHARGED UP TO
CONFINEMENT BENEFIT $100/DAY OP TO 365 bAYS

WAIVER OF PREMIUM AVAILABLE FOR NAMED
INSURED ONLY

HI92-EOP-MS 44665
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CONGRESS OF THE UNITED STATES
HOUSE OF REPRESENTATIVES

WASHINGTON, D.C. 20515

COMMimil;

WAYS AND MEANS
DISTRICT or COLUMBIA
SELECT NARCOTICS

STATEMENT OF CONGRESSMAN PETE STAR

SUBMITTED TO

THE SUBCOMMITTEE ON OVERSIGHT

COMMITTEE ON WAYS AND MEANS
March 4, 1993

Mr. Chairman, Members of the Committee:

I commend you for holding this hearing today.

At every community forum 1 hold in my district, I hear the call to

clean-up the mess we refer to as a health insurance system.

Americans desire health insurance for themselves and their families

for a simple reason. Americans want security for themselves and

their families. Without some protection, a bout of illness can disrupt

and possibly bankrupt any family.

We all support increasing the ability of low and moderate income

persons to secure health insurance. But when these efforts do not

indeed provide security, we have failed in our efforts.

If we were to assess whether the health care component of the

earned income tax credit has provided security to those of modest

means, we would have to answer "no." Through this hearing today,

we will hear that the confidence some consumers may have thought

they enjoyed when securing a policy through the earned income tax

credit was in fact false.

While the intention of adding the health component of the earned

income tax credit was commendable, we must look to other means to

provide the security that Americans of all income groups so eagerly

desire. A tax credit scheme that provides no more than a month or

two of coverage is not the way to go.

Mr. Chairman, you and I have worked over the years to guarantee

that all Americans have access to health care, and have the

protection from the tremendous costs that may mount as a result. It

is time for Congress to stop with the gimmickry and truly ensure that

health insurance coverage is made available to all our constituents.
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