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'. SUMMARY· 
, . 

~ . . 

.Fra.ud. and . abuse. ingove'rlu1!~~t:. benefit: programs iS~iClespr~a9,' 
but:. the:~~ ·isnpcertairt'taJlyci;\:+!'teen0i:mityo,£. losses.; ·.Tile,t, 
:United States. General" Acco1,l1lt.ing\Qffj;ce (GAO)., .tJ;ie.offieialw.a:t:ch
dog' audit ageticy __ forthef.edera:J.,·g9ve~nm~ht,est:i.lIlate$.total 90'11ars 
.lost tofraud>andab~setobeib;,·tJ:1e·r~nge·~pf;oneto ten percent"· 
of 'Ill-program expendlture$~ Itth~se,ffii,gures,;tJ'le'O£:ficeadmits, . 

.... art: con§ervativees timates,::and tlieA:gepcy I'S~e~e~tltrepoi:t . dn' . 
. ,f~der <1ilef~ort~ .. tocombat:.fra\ld.,~~nclifpe~,} . tha~propB;b;lr. '.~p6. one. 

'. knows ·thfa JIlflgtil.tude . ~f fraud;aga:Lnst~the gover;nplent }'2A~ten per
"c~nt est,imatei.sonlyiUlp.~essive~h.en';it t$noted> tha.t such a lass 
r.at~tqo\11~ drain inexc:e~so.£,7.9 bil~i.pndol1~rs fro1l1 the fifteen 
pr6gram~·fEWiewedfor.thu; report:~;~«_ .' 

J,nmovi.ng .tQcombe.t losses":federal,,state, and local go"em
.rtlents are. coinInltting .m,~bstantialaud~t ,ftlve~tigati.on,an~ computer 
resour.c;estc)detectidrt,. Federal and state agencies .continueto 
vie'W.prosecut~<>n ofcri:m~nal fraud' (:ases,~s .~'.' maJorenforcemEmt 
goal. However, .. some jurisdictions.havebeg~n; developing civil a:s 
well as non-judicial re1lled,ies .forprograma'buses, :where" criminal 
irttentcannotbepri:>ven, but someclEterrentisso~ght . 

.... ..•. '. An important" c~ntrol issuefot' the f\ltu~ewiil·. be establish.
ment'o:f\1niform definitions fQrprogramoffenses. In tbepast; ., .. 
theterms!1'audatidabu$e,.and ca,tegoriz~t.ions of specific offenses, 

. h.ave b'een subject to varying interpretation. As one local Fooc:l 
Starnpadmirtistrator noted<, the U.S. J)epartmeIl~ ofAgriculturede~ 
fiIlesfraud more broadly than the county anduse's the terms f1'audu
tent. i.8suanoe~rid epl'oneousisE}uantJe. ihtE:~rchangeably though the '. 
county does not . . For purpose$ of thie report, abuse is bro~dly 
defined a.~.' the improper utiZisat;ion of a benefit 01' benefit system. 
Frautidiffer.s only in that the utilizatiotlDlUst also beiZZ.egaZ. • 

. :Ultimately; the ~mprQpriety or illegality of benefit systemut.ili-
zationr~ins a jurisdictional matter. . 

., .. ,Program' design deficiencies are also integral . to control. ',' 
P; ev.iously; '., design r'ecei ved litt leattentionas"a bas is for . ¢omba 1;:" 
ting, fraud. A-. udelivery'-at-all .. cost.S"Philosophypetvaded much of 

. the' program operations ~'. Wher~controls:V1ereinplace,j 'm~~y program 
pers()nnel~ither::overlookedor circumvei1tedthem for the sake of' . 
ext>~d;i.:tio\.1sprQces.!l.ng ofsizeablec~seloads . only . in. the p~st: 

. ,five years: have audi tors, inves tigators ,and' other enforcement .. ' 
personn~ltaken.a. pto.active role inc<i'~s.igning legislation to .meet 

.' .' et\forcementas wellasdeliv~ryneec:1.$ by acquainting lawmakers 
..... ~itll·t~e· wlnerabilityof design faults . 

. ' , .t.F'ed;r~iA.'encles Can . andSh6uld DaMore to Combat Fraud in 
··;.·covernmentptoerams Washington, 'D.c. : . S.G()ve~ertt PrintiIl& 

.:< .. ·bffiC:«!~ 7 •• Septem ~et [978), p.:!. 
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The typ~sof enfordementavailable and the-ireffectivenew~ are 
basic,to c~i{ttol. While there has, been a dramatic increase i:hthe 
quatltit:yand variety of _control- stra.tegie:semployed,there~.s been 
little~valuationof the individual or 'aggregate value o-fsu~h . 
stra.t~gies in reducing fraud -andabu$e. -- No'major:empi:rical~testing 
of t;he strategies has beenc()mpletednor comparativ:e' studie_s done 

,tq./:determinethe relative impact$=--=&E- each. 
<.</ 

, , __ -The 'lack of study given enforcement :effectivel1ess:,is'perpetua-
ted by a vil::'tually pervasivel,ack of __ data on thesi.ze of ~,berfraud 
and~~u§e, 1?robl7ll1: cmtqe han~l~Jl~ of fralldand:: a1?ll$~ ca~es ,anel _ 
onfl,nald1sposl;. t10ns and rec,1d1 V1sm. Where with1n"pro&,vamenforce" 
II!,ent data exist fora partic\ilarl~risdiction, itis,se:Zfaom consis-
,tent with the type of data collected in other -jllrisd:Lct-~ons. 
Simil.ar:ty, the data collected forone}typeofprogram~na given 

__ jurisdiction llsuallydiffers from~he datacol1.ec,ted;~nothertypes 
of programs in that same jurisd:i,ctioti. _ Theccross-prfJgra.ni/cross~ • 
jurisdiction inconsistencies make it virtually impoisible to build 
'a single database ,for fJ=:audand abuse at _thistim¢. Effortl:; to 
detect caUses of fraueJ., and abuse and fro develop ec;pnomical;.;';nd 
effective solutions are slowed itrmeas~~rably as a consequence . 

Desig,n of the. Study 

To. address the fraudalld abuse control issues, the study de
signw~s composed oftwo~nter:elatedi part~: on .. site interviews 
and survey research cov~r1ng f1fteenbenef1tprograms. J These 
components were chosen because a preliminary review of the exist-

C ing literature on fraud offered no synthesis of currentkncrwledge. 
The combined survey and interview work t'hus provided contact with 
a fOl:1I).idablecross-section of federal program official$ and en
forcement staff in all states,· the District of Columbia and Puerto 
Rico. C 

Three phases·of interviews were conducted with one hundred 
and thirty- four (134 ) state and local government c>ffL(!Asdur-ing 
197 7 ~7 8. The study findings, there-fore ~ reflect the views of pro-

. 3programs reviewed are: from the United States Department of 
Agricul ture(USDA)"Food stamps (FS).'J SUTTimer Food $e1'vi(i~'-'PrograTTi fo~. 
ChiZdren (SP) and RuraZ Housing; from the United States Departme"-1.t .. 
of Health~ Education ,and Welfare (HEW), Med1:care, Medicaid, Aid to 
FamiZieswith Dependent Chitdren (AFDC), and VocationaZEducation 
(VE); fr()mthe United States Department Qf Ho.using and U~ban Develop-

.. iIleut (HUD), Rehab,i-Zitation Housing Loqns.andFedel'r;.Z Disaster _ 
. Assistance (FD4A); from the United States Department of Labor (OOL), 
·Une1TlpZoyme]l.t--Insul'ance (UI), also called UnetnpZoyment Compensation 

·.in som.e jurisdictions ~and Comproehensive EmpZoyment and. Training 
. :pl'q.g.pam (CEJ:A); from .the United States Small Business Administration 
(SBA), [Ha) Minol'ityBusin~ssDeveZopmenf;,also known as 8 (a.) Minor::: 

'itycon'tracting" and PhysicaZ, Disastep ,Loan Assistance; frOiD the 
Unit~dStat€sVeterans Administration (VA), Vetei'ans Educationq'l 
ASsistqJl.ae (G. I. BiZZ) and Vetel'ans Home Loart,Gual'anty Program~ 
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gram admiriistrators, £1 c..~d investigators, "audit()rS,p:rosecMJ;o!,j!~'></ 

~,;..-;. ... . ..... ~ .. , ; :":4 

quality contl;'ol officials,andothe+sch~rged with day-to'"::,~? ' 
responsibilit:iesfor ,pr'ogram operatibnEi,'in,tegrfty ,agJ.Y'contr6L, . 

. "" . ,. . . . . . ;..~ . . ."'.. . 
. . - . . ~.-

. .Th¢ : survey portion of the study ,i~clud~d· /ewo pa~ts. Ih /N9vern;- . 
ber, ,197}iasurveyql1estionhaire:cwas J~ent:to all. state . AttoEI1ey . 
Generals' office~~>J;:ocollect inf'onnationon the current inves.pigl1-
tive and prosecutorialacti"li,;ie~-" for anti-fra.udeontrolin tllese . 
jurisdictions. <-' 

.... . Other survey,' w6rkinvolvedtnr; a.cim~nistration ofan"Infdrpia~:, 
tion Resoll'rc:eForm". ,to2l6stat~Cif:f:ie1alsresponsibleforprogram 
operations' andlorenfor,cement. . The survey was des:lfgnedto elicit::/' 
infor;natiou'and,viewson pr6gr~benefit fraud'anda:buse lind.w~s 
f.Compo~ed of three . parts. itt.cludiJ:lg .. prograIIl0bjectives,operations' 
andprJpcedures, and' fr~,ttl.d~ft!ld apUse .. This survey ;" cond~at~d betlfeen 
September and NQvember 1978,'aS'kedcc.£or data on seven beriefitprograms 
including': '. " 

• . M~dic-aid . 
• Aid to Families with Dependent Children 
• Vocation~l Education 
eFo()d" Stamps .. 
• Summer Food SerVice Program for Children : 
• Comprehensive Employment and Tra1:ning Act 
• ,Une~ployment Insurance .' 

/i; The survey respons~;,atewas apP1:Q-xin;tately 57%5 ,with one hun
!~:-dred twenty-three (123) ;fesponse~ciftoken down as follows On pase 4. ,_ 

Findings 

A. Pro'gram Desjl.gn 

Applica:ti6n,pf a vulnerability perspective to the fiffeen pro-· 
grams . that we~"e,:te"iew.edallor.ved identifi;e'ationof tilaJor o£f·ender 
categories an&ifpatt~rnsof associatedoff'enses. Mist:'epresentat;,ion ." 
of eligibil~tYi'b~'1ieye~ibymost administratorsto.acCquntfor ~ 
maj or nUipliel:'of program offenses ,may be connnitted by recipient$, 
progr a~v:spon$o'ra.gencies , 'or by . third pax:tYc.pJ:'.oviders,. A variety,. 
of o;;l1er offense patterns were ~,t)und inc:l~d];ng: cre.at:ion of. "gho.!}t" 
eligibles", improper . use of' benefits:, receipt .ofaddit~()rial;benef:t,~s·, 
overcharging, withholding,or providing unneeded services ,. a:bcepti:hg 

4.······ 
Irtcluging appropriate offices inPue'rto Rico and ,the 

of ColUmbia. 

5The ret:urnwB.sgratifying,inthi.s· seJlsitivearea~i;ncepro~ 
gram.s had to ~epOl:'toIl their owniIiab.ility to prevent fr~U:du,lent, ..... 
act.ivity. It maybe indicative of the current hi'gh visi1?ilityo£ 
frftud and 'a1:ruse issues arid the eagernessc

, to contribtite i:oreaearch, . 
q~ t~~nh/- '. . . . . '. . . ." . . . . .,. 
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SlJRVEYRESPONSES -J'" ".. . . 

Nunlb~r of Que$tion- ,~-, -1F-re~;;~;;Y-";f7t61ii;l~~~4r' 
n~-,-i_r_e_s-,' _S...Je~ __ n_t.:...-__ -+-_-,-p~r.~i~:;-"8.m_ .• _s_' _+<l..~_e_s.:~_c>n_n_a_~re/Retu:J!~I.%c 

40M~'dicaid . I 18" 45. 
3,4 ~~.'~ AFDC 1-8.. :~:~ , 
~Q. VB 7 .70'" 
37 Food Stamps 20 54 . 

_ 6< S'U,mmer Food 6 . 100, 
.; r' ,c> 37 CETA 16 43 1 ". 34 U1 . / 21' 62" 

I; ' .... ' ...lJ~ ··T .. · "0ther
il6 

-' -'-.j 11--·' -~--=--1'-2l_73~--" . ·Q5~·67·· •. 
Jotal. ll6 I _-

or paying kickbacks. rec.ords tampering. emb e~zlement or theft • over
and under-payments of ,benefits. counterfeiting, and illeg:~loW'n'er
ship, of benefit services .. 

The research also suggests that certain types of benefits'are 
moresJlsceptibletospecific offense patterns than others .. WhJ-l¢ 
cash assist~nc-e (in check form) exhibits t~e simplest transaction 
of all benefit types studied. cashbenefjts showvulnerabili~y tq 
patterns of theft. embezzlement. tampering, forgery. counterfeiting; 
and misuse of funds. . .. ' . 

Scrip (showing entitlement }:o the bearer) is frequently atar-: 
get. for theft either from the reCipient. or in quantities from '. 
coupon inventories. Sinc.e scrip has few identifyingcharacteri.stics, 
it is reaflily transferable to other parties and has surfac~din 
severalJ;;lackmarket-type operatiolls. 

d '. .' 
'i 

Loan benefi tspresent complicated tra'lsactiori'patter:p.s>whe'.t:e .~,_ 
Jtappears that merely. incl;eilsing t1?,e number ofpa:rtt~e;··tll~~t~~-::~"-/ 

":increases vulnerability ~ SiJ?ce documents change-,sev~;r.a!,,:·;natids and .' 
. validations are requirt!d for'.many parts,:of the elr"io±litydeterm:i-
. nation. loan benefit's are vutnerabl,e to' 1!lisre,p:t;"eser .. ;ation,forgery, 

tampering.colll.lsion to defraud; and mi:suse OlE documentation and 
ben~fits. . '. -. . . 

.Wh~re service iE;' provided to the. client and an i~direct finan-
_>S,ial arrangement called. reimburseXIlent is used, programs become tar
·;getS for forged or falsi,fied bills and vouchers, bill padding' •. 
overcharging, duplicate bi,lling, bid-rigging, payment of kickbacks. 
and misuse of benefits", . 

. •.. j 

'_--:-.,..-',- ~)' . ,-'- '," r.' 

,> . 6rheca~egory "other" includes units like' audit J qWflity ,con
trbl, fraud investi$ati,on, and surveillance utilization. 

Or) 
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), ...•.. ····•·•··• •• ~Like .. 1oans ·~n4're:~rs~~::::e~)~:~~!i!~~C~~~:1 
m.en.t: ... present~ numerous/p():Lntsof 1{Uxn~,:r~lU.~~~~ :'-.tntJ."ie~parti~~~.lar. 
c~nt~act p~ogram studied, mi~r~pre-S'efit'at~?h)£ (f:r;Qntiti~)<, .co;11u,~¥1~e. 
b:tdd.l.ng; IDt-suse .ofCQntractpaymE:nts,~fGrgE;7:!y.~df"· dO(!){llllent'Santt "p 

record tampe1r~.pg were wel1c~,3~umen7~~·.· . " ir" " ;; <z/; '.' 

!n' ad43.ttion tofiriding cpnttnon points4ifvulner~i]Jtyactoss 
v~rio'tisprrograms , the s.tudyals:o tevealed'~iY1o potential.areas:oi,.c 
r .. e$eat;'ch. on: the stt"ueture and .• £R.Tlction:Lngjd~pJ;'ogram$.tore.dU:(;ff 
fraud and abuse. AnaJ"y.ses Qfdataonclietittct~ stair ~?tios'and;~· 
assessed rates" of£taudandabus"e s.ugg~sted·t:h~it tneificrdenceof . .' .' 
.of.f¢fises cannot he assumed to be asimplefunc;tionof: . program . s:i:z~~.· .' 
While ·factors such as budgetsize J client .load·,.andnumbew::;<>.f s~aliff 
doidnot cqrrelate~ith detection, vari~lUes. such 'as thep.tesence .' 
andabse-p:ce of $tal!;.isticsonf-raud artdabuse 'and tners(t:io of 
clients to staffy#.eld da/ca of ~omt}sign:ificanc~.·· .f" '.' . / <~, 

The studyialslPsugg,i,bsts>tb~ttrainingappearsi~~.:FritediatiI?g ... ': _ ~ ~ 
factor in the relat.ionslitiip between clrent. Co ·staff ratiGsand;.·~:rtt'g.,~'/'> 
and~buse detection rat yes. Training •. therefo:t;,~~.m~ybei6~:e~3jierrtf~ :.'. 
for further study tela9ive to its impact ·em <t~tectioll. ~/;:~.: .. 0 

B. Enforcement 
,/:' ./-': -- . 

.. ---..: .... ~.;;::-:-~ .. ~~:-~~.:::~.~:~.-.:-;~'. /1 . -' .. , "', ,. .... < .. :..J 

Enf~->::l~fl~el1't;;'· __ :t:Ir .. gep.eral, has suffE?r~dfrom a:q. a;a- ;hoG~artii,~·:t:~ajj~~:::Z:;:;:<l::·; 
ti'\:'epos1i:ure. . Qua1.ity da~ahasbaert~~b.availa~le ~~9;-.a:rs~sgi~~1)ro-; .. 
portions of fraucl.andabu.se or. pla1}lj";1:ng for~ ~.e~;~·o'ntr()l ,,:~-,r{Jth¢,r . 
£act'ors such as . art aosen.ce of 1 eg:jJa-la t;j,V1e ""support ~ )f~rlahcial incen
tives. a.ndalternateresolutions~(fE-'ca:ses" that 4'6~iiotrelyoln., 
crimitfa:l j~stice dispo$itions h~V'e inhibited efiforcemep.t efforts. 

While large' s~s are. now being expend~d for 'developmen,tof 
computer detection systems, little evaluative study has beEta giv~n 
to the real dol I arc costs a'rid bep:e.~}~tsV 0'£' thesesystema,.' tl:1~i \1alu~' . 
of the datatha.t is prov'ided;C;>,t«the llse made .of thEt) data ttor' . 
resclution of eases . Furth~:r;: the iII1plemen~:a:tion ofcpmputei:i?ed . 
welfare roll matching. ha$.::raised serious cOllcernsfo1=,i the ,"cQIDpati-' 
bilit:yof technology u$ed by the federalgovet:'nmeq~~aI1dc tlla sl~~t~.s 
as well as for the. xaJue of' the oUt:putas;; a;:deteq.t¥ion m~chariis)n~ ..... , 
And while ma.tchi~$:has beenconductedfo-:C,as.everaI yearsinsome.,.<.c;.:' . 
states". nofol)..?S{l-Up to review impact Qnfra:ud reductiona.rf<t.::J;ec$di-
vism has;,~been conducted.' , J' . 

Training ,in papticl.llar , holds. some promis~ ,for c~rbingoffen
ses.) !lOW-ever; development dfccurricula has~,en l!1!!Jte<\~ Cross ... , 
tr aitli~ng ()f aud! tor sap.d illVe$tigat:or$bCi~~wa~neti;'s0tIle tnomentum%~ 
federal prograplagencies ,but nas.not:/-J~;~en implemented extell.siv~y 

. ;:in the states .' . :C/" .. ' '. '. . /: . 
. -; /1 

Finally. the study iQ~lfr£;ed SOlIle ten genera:lstrateg:f:(~iot. 
fraud and abuse cO!1trol~.'->' '. .... ".iY' , ' .. 



..... 
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• Edu~ati'On/Training 
• ,LegIslative Suppo:rt ." 
• Quality Control 

• • • • • 

Investigation 
Financi.al Auditing 
Har as smen t 
Civil and Criminal Prosecutions 
. 1niinistrative Adjudications and Remedies 
£ ,-'ganizational Redesign 
Research 

. " 

Used si.ngularlyo.:ttogether,each>strategy ~arries a different set 
of -expectations for enforcement effectiveness . .The report conclud..!s 
that when> enforclementunits undertake strategies without careful 
analyses ofl::he::Lr associated strengths and weaknesses, limi,ted 
deterrence may result, and.commitIIlent~ maybe made to solutions that 
are substantially burdenedoy opport-~.mity costs. 7 

""~ . .".;"...-,--=--~.,.... 
'. . .... :Fora more thorough d:ba~9s~lbfi, of methods' t() compare the 
'e~fectivene~~9f vatiou.1? enfor~'em:E!nt$~~~ategie,s, see University 
'Cl.ty. Sci~nce Cent':.e;r, ,Alternative Sln;:!..,teglesfor Cost Benefit 

...• ·~na.lysi.~L.().f, .. ··.:Fraudand. khuseEnforcemet1t;j AWotk. invPaner(Washing .. ..;. ... ·:eoi£;D:er,7'July .. I9T9). ' .... " '. SO! ~ .. 
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·.CHAPTER 1 

INTRQ1}UCT.10N 

"" •. ' :.: .;C", 

Whether measured by llUInber of programs ordGr~rs allocated, 
government benefits to the needy appeal: ;to'~-nave gro\m dramatically 
in recent deca~s. Increasing~Y;c~however, . news roedisreports sug
gest that. such beneflts

o 
ar~ depleted. by fraud and abuse. Wo . pro,;,. 

gram or region oftheC 'countryseems innnune ·to scandal~·. APhila
delphia news headlinereads:-~ UWaste Alleged in Meal Program; Ita 
New York Times article, begins ,"Consumer Board, in Study J Finds 
Abuse -Among Technical Scnoolsj't the Columbus , Ohio Dispatch warn.s, 
uWelfare Cheating May Hit 46,000; It and in Richmond •. virginia, the 
Tillle,s .Dis~at~h repozts the fit.tdings ofa General. Accounting Office 
study as. 'Un1ted States Agenc1es Unprepared to Detect, Prevent 
Fraud,,"l 

4' , . 

Television news media have also served to place fr.aud and 
abuslesq\,larely before the public as a sali.ent, national issue. 
Aggressive il'1Vestigative reporting, like a "6L1Minut~s" segment on 
abusive col1ecei-onsof disability compensation by airtra:ffic con
trollers, is credited by some with embarrassillggovetnment agencies 
into accounting for their trustee role over ta~.dollarsobligated to 
benefit programs. . 

'., Despite such adverse publici.ty, no one seems to know the actual 
magnitude of lost benefits ... w"hile making this s~e point, the 
General Accounting Office (GAO) of Congress estimates that tot,al 
dollar losses from.fraud a.nd ab,!se rartge'fromone to tet.' percent of 
all program expend1tures,Z and1na frighteningeva1uat~on of t.he 
current situation, the GAQ argues that: 

Opportunity for defrauding the Government is 
virtually limitless because of the number, variety, 
and value of Federal programs . • . The involvement 
of so mucbmoney, and SO many people aridinstitu- . 
tions makes the Federal programs vulnerable to fraud. 3 

While 10.sses .in governlllent benefit programs are extensiyeand 
__ substantial tax dollars are spent to combat them, no . systematic , 

" --:c- -::---economical or manageable solutiQns appear to currently exist. This 
. is not to suggest that .. strategies forcompating fraud and abuse are 

totally lacking. On the ~ontrarYJ somestfttegies do existaild are 

" ,-, 
. ~~''-:-.:' 

IPhiladelehia Bulletin (JuYl) 25, 1978).; ~iiF7n:~~~~ 
(July 24, ··.1978f;ColUinbus Dispatc't!',,(March 2 J 

D! spa tah (Apri 1 16 J 197~). .... ". . ' .. ' . . , '< . '. . . '. '. '.' . . 
. .' "-.' 

. . 2u .. , S •. Goveromenl: Ac"OUltdngoffl~¥ttedera~ Aaenciea . Call, <and 
Sho\lldDo··More to"Combat .' ¥;raud···. in Gove··.-' .' ,nt··progralDs ...... Report·· .• t.o •. ' 
the Congte.~sby the' u.~s.>CoDiptrotler G¢ri~'t:al· (l'las61ngto.n,.D. ·C.:·· 
U. S . Go"ernlllent Printing Office, ~eptembet2~, 1978~; pp. .1-5~ .. 

", , . .' ': ".'::::." . 

3 Ibid., p. 11. 
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one focus of this report. But as this r~view will show, current 
strate.g~es are ill-defined and their success, at best, seems limited. 
Because data concerning fraud and abuse are disaggregated, inconsis
tently collected or entirely absent, opportunities for assessing the 
impacts of these strategies are severely ·cbnstraitled. When program 
fraud research has been conducted,usually at the direction of a 

>.s~iecj..fic program agency, the product is specific to. a program or 
agency and lacks comparisons with other programs .. 

The literature concerning fraud and abuse is also limited and 
can generally be described as anecdotal, describing flagrant welfare 
':cheating and extravagant program waste, or it is highly technical, 
directed to a specific program audience. , Moreover, studies of ' 
specific aspects of program control, such as quality control sam
,pIing or compliance visits by administrative program staff to resi
dent~rovider participants, treat fraud and abuse only tangenti-
ally. " ' . 

The lack ofa solid body of knowledge about fraud and abuse 
further complicates the task of combating current and potential 
program vulnerabilities; as a result, government responses have been 
sluggish and reactive. Program administrators express frustration 
with attempts to cope with unconfirmed allegations of fraud and 
a.buse in their daily operations. Auditors, investigators, and other 
enforcemen,t officials find it difficult to plan for a rational use 
of personnel, caseloads, and financial resources to meet the sus-

, picions and allegations of program misuse without reliable data. 
The importance of planning for fraud control, in fact, has only 
gained recognition in the past few years as a result of strong 
politici1l pressures. Cormnents from the GAO report on fraud and 
abuse cited earlier illustrate the new emphasis on anti-fraud plan
ning in federal agencies. 

Most of the programs and agencies (GAO studied) 
have said that they have recently made fraud 
identification a high priority and have fixed 
organizational responsibili:ty, for fraud detec-
tion S , 

A statement by Attorney General of the United States, Griffin Bell 
before a Chamber ofConmerceAdvisory Panel on White Collar C~'ime 
\lIlderscores the fact that white c()llar crime enforcement planning 

4E>tamples of recent works on the subject are: Marc Bendick, 
The Anatomy of AF'DG.J!:~;r~!"~ ,(Wa"shing.ton, D,' C~: ,Urban Institute, 
AprIl 1978;' Touche-Ross and Company,Evaluationof AFDC-QC ' 
Cp,rrection Action. , Final Report (Washington, D.C.: U.S. 
DepartmentofHealth,Education and Welfare, Social Security Admin-
istration,1977). . ' 

'.~ v;Lt. SU. S. General Accounting Office, Combat Fraud, 2E. .. cit., p. 

-8-
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is just now gainingmotnentum at the Department of Justice. 

The traditional response to "tolhite collar crl>me 
at all levels 0:£ government has been sporadic, 
reactive ,and inconfJistent. III the past , through
out the criminal justice system.,.-federal. state, 
and local--only minimal respurces have been spec~ 
ifically earmarked for comb-ating white collar 
offenses. What. is needed, and what the Depat;'tment 
of Just:ice is seeking to develoP6

and implement is 
a national enforcement strategy. 

The itl,portance of' these efforts cannot be ignored. Public-con
fidence in government is eroded when tax dollars ar·e wasted through 
fraud.and abuse. Noting a recent Gallup Poll in which itwassug
gested that nearly half the American public believes 48 cents of 
every federal tax dollar is wasted, Health, Education. and Welfare 
Secretary, Joseph Califano argued . that unles.s the government responds 
to the fraud and abus: problem, "it may not.be ~o~g bt;forethe

7Public 
seeks to cut back soc~al programs in an und~scr~m~nat~ng way." 

The Purpose of This Report 

Following a general assessment of fraud and abuse in govern
ment benefit programs, this report details the state-of-the-art· in 
program enforcement. Although available program data are insuffi
cientto allow an accounting of all cases of frf<udand abuse,crfti
cal policy-related issues are addr.essed. Next,. focusing on fifteen 
distinct benefit programs, the analysis identifies potential offender 
populations and the types of offenses which occ;ur across programs. 
The state-of-the-art in preventing, detecting, .and deterring offenses' 
is then assessed. Finally, throughout the report, issues which 
should be addressed before effective and equitable solutions can be· 
developed, are identified. 

The programs reviewed in developing this assessment include: 

• U. S. Department of Agriculture (USDA) 

1. Food Stamps (FS) 
SUiln:ner Food Service Program for Children·· (SF) . 
Rural Housing (RH) . 

2. 
3. 

• U . S. Department of Health, Education and Welfare (HEW). 

1. Medicare 

6'!White . Collar Cri~e Erodes Rest:.,~ctfor Justice Sys·tetn," LEAA 
News_letter (January 1979), p .2'~ . --

7Josepti A. Galifano, Jr., "Remarks to the 0. S. DepartJnent'of 
liealth, Education and Welfare, National Conference onFraud,Abuse 
and Error" (Washington, P.C.: .U.S. Depa.rtmentpfHealth, 
and Welfare , Decembb~13, 1978), p. 5.' '.' 

';';9- . 

'J 

,' ... 

""'. " 
", ,,": ....... : 
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2. Medicaid 
3. Aid to Families with Dependent Children (AFDC) 
4. Vocational Education (VD) 

• U. S. Department of Housing. and. Urban Development ... (HUD) 

1. Rehabilitation Housing Loans . . 
2. Federal Disaster Assistance Admiilistration{FDAA) 

• U. S. Department of Labor (DOL) 

1. 

2. 

Unemployment Insurance (UI); also known in some 
jurisdictions as Unemployment Compensation (UC). 
Comprehensive Employment and Training Act (CETA) 

• U. S.·. Small Business Administration (SBA)· 

1. Bu::,dness Development; also known as 8(a) Minority 
Cont;cacting 

2. Physical Disaster Loan Assistance 

• U. S. Veterans Administration (VA) 

1. Veterans Educational Assistance (G.I. Bill) 
2. Veterans Home Loan Guaranty Program 

Each of these programs, organized by type of benefits (1. e., cash, 
. script, loans, service or contract procurement), is profiled in 
Appendix A of this report. 

The data upon which the assessment and profiles are based-derive· 
primarily from on-site interviews and mailed survey questionnaires 
sent to all state Attorney General's offices to collect information 
on the current investigative and prosecutorial activities·foranti
fraud control in these jurisdictions. A list of the r~spondents 
and a copy of the qUestionnaire are to be·foundin AppendicesC 
and G. respectively. . . 

.. Based upon information obtained from these offices and other 
government agencies, one. hundred thirty-four (l~4)stateand local 
government officials were selected fpr face;.'to~face interviews. 
Thes~respondents were selected because they were reputed by senior 
federal officials as being intimately familiar with program a,dmini ... 
stration,fraud investigation, auditing, prpsecution, .. quality 
cont~ol.and other aspects of program operations or enforcement at 
the state or local level. .. . . 

D11r;ngthe. interview process, an. additional two hundred·sixteen 
state offi.~~:~l~ .w~th senior ~ev~.1 program or .. enforcementresponsi
bilit'ies were identified. These' officia1twEre sent an Information 
R~$.6utce Form (hereafter "fraud and 'abuse survey") to Qbtaina.c:ldi-

. ~tOnal prograDland attitudinal data. This survey is discussediti 
<greater detail below. . 
t 

-10-
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It should be stressed that no effort was tnadetosystemati- ... 
cally sample either. interview or survey respond,erits •. Th~ overriding' 
goal of this exploratory, e~fort "7ast:oobtain ~$~chinf()rmation .... ' 
from as marty knowledgE!able respondents as po~;s~blE!. 

Structure of· This . Report .. 
" 

Chapter 2. 'definesfraud~nd· abuse, a.ndaddresses vulnE!rabil-
ity of benefit program des;i.gns .. While some evidence s~ggests that. 
peoplea.t:e more likely tbstealfrolll a goverrunentagency than from 
a private firm (or from a large fit:m as opposed t:ostnallfirDls, .or. .• 
a business as opposed. to a person), . ther~ is. no dii:ect ·evldencc.to· . 
sugge.st why people are more likely to st~alfro1ll6ne.gov~t'tU1lent/. . 
agency or program as opposed to another .A .. foundat;Lon 1S laid for .. 
resolving tllisquestionby creatingtaxonomi.es bfptau.sible offen~ 
ders and offenses, and by reviewing other common program design . 
vulnerabilities .. 

In Chapter 3, the report discusses theresults.of a survey of 
t!O hundred sixteen,state

9
0fficials responsible.for·progratIl opera

t10ns and/or enforcement. . The survey was designed tOE!lic.i;t in
formation and views on program benefitft:'audand abuse. It was ' 
composed of three parts: program objectives ,J program operations' 
and procedures, and program fraud andahuse .. This survey, conducted 
between September and November 1978, askedfor·data onthefol.lowing 
seven benefit programs: . 

• Medicaid, asta:teoperated program providing health .. 
assistance services· to eligible recipients 

• AFDC, a state or locally operated programofferil1g 
cash assistance to eligible recipients 

• VE, astate.o:perated program offering vocatiollal 
planning and assistance to eligible. recip.ients .. 

• Food Stamps, a state or locally operate'dp~ograin 
providing scrip benefits for the purchase of food 

' .. ~ 

• Summer Food, a federalorsta~e .. operatedptogram·, ., ' 
serving meals to eligible children'during sumrDermonth~ 

.CETA, a locally operatedemployglentandt:t'~ining 
p,rograrn for eligible recipients 

" . . 

• UI, a state operated pr()gram o£fertllg 
unem.ployedeligible teci:pients .'. . 

----'---..,.....,,-------~."-.- .,' 

8Erwin Smigel, "l?ublicAttitu<1esTow~ta Stealing as Retated't:(,; 
the Size' o,f . the VictitnOrgani~ations,"Atneric~n'Soc;lo.l~g.i'ca:l,:a:e:Vie)ii 
21: 320-27, 1959; . Erwin Smigel. and H~lIawrenceRos$ •• ,Crlmes<Agatns,t· 
Bureauc·racy(New York:;' VaJj Nost,rand,'1~19).·. . .. ......... " ·'it~< ,. 

,,". . ..... ':, 

9A (!opy of theinstrutnent appears' in Appendix; H. 
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The overall survey response rate was approximat.ely 57%1.0 with 
one hundred twenty-three respondents. Respondents broken d(nm by 
programtyP,eappear in the following . table . 

,'TABLE, I 

SURVEY RESPONSES 
r__------,---' ---, ----' --------,-. -.--,---,~--, .. -,.----' 

PROGRAM QUESTIONNAIRES QUESTIONNAIRES RATE(',~o') 
, ' . SENT , ' , RETURNED 11 Ie 

+-~~--~~~--+-------

MEDICAID 
AFDC 
W' 
J.. .. OOD STAMPS 
SUMMER FOOD 

" CETA 
UI 
UOTHER" 12 

TOTAL 

40 
34 
10 
37 

6 
37 
34 

216 

18 45 
18 53 

7 70 
20 54 

6 100 
16 43 
21 62 

123 51 
Io----......... -_~'""";---I. _______ ., __ ,_, _________ 0....-___ ..... 

Chapter 4,addres$escurrent enforcement efforts to prevent, 
detect, and deter fraud'and abuse and develops a typology of such 
strategies. Chapter 5 "analyzes the deficiencies of past and present 
enforcement strategies; 

lOThere.turn was ,gratifying in this' se~sitiVe" area 'since pro
gra.mslladtor~portolltheiro~inability ~oprevent fraudulent 
.a.ctivi.ty~ ,.Jt may be indicative of the 'curt:',ent highvisiQi1ity of 
'fraud and abuse issues and the eagerness'tocontl:'ibute to research 
ant.hem. 

llA list of reportin.g agencies appears itiAppatidix C. 

·.1~TliecategOr~i'Ot:her"inc1udesunitf3 like,audit,' qllality 
'.c()l1trol, fraud . investigation, andsurvei1lance utilization. ". 

' -
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CaAPTER 2 
<- ... 

In .the future; allfederals~cialprograJl1S 
(excluding revenue sh~ringfunds);should l)e 
des:ign~eds()as todiminish.the 'likelihoo:(l, . 
ofa:buse,arid that the des:i.gti' 0; anysocla:l 
prograrosp.ecificallyrec;ognize the potential 
for-fraud. 1·. '.0 '.. •. • 

Program.design hastr~ditionatly;.been the.r~sponsi~i·~i£yo.f'·· 
legislators, regulators,' and administ'rators on1y,.outsidethe .... 
J?urviewof ~audLtors, fraUd investigato+s, ·andotherenf() .. rcemE!nt .' 
personnel. . unfortunately,p:roblemsirithe .designofpro.~r'~ms 

· appear to be affecting the ability of. governments .. to. enfQ;rc;e. 
benefit regulations and laws. 

Most persons interviewed believed, witbout·S\lPP9;r~i~gd.ata, 
that the manner-in whichbenefi ts are. delivered to eligible. .,.. 
recipients provides some explanation for the frequency and types ..... 
of fraud and abuse committed and limited testing has~een·inad~"'<: .•........... ' 
quatetOproveassociation .. l"orexample, aregioIlalHEWoffieer ~.~ ... ' 
.resp,onsible forAFDCpIiograms. in anUUlber;of state:s .toldof an .' 
informal study done in ther~giontotest Wl1ethe:r leng,t1l0ftiltie" 
between· initialcertific;,tion and subse.quent.tecert:lf:ica:.t~dn had", 
an impact on fraud and abt1.se; >the premise was that .~ \ot'ten~ng . 
the time would reduceopportunltiesfor comm:i.ttirigo.l'fensE!s .. 
Findings based ortthe statistical data providedbybhestates '. 

· were inconclusive 1 makingit'id~ffiClllt t()persuade stat.esthat 
there was a need to shorten these timeperiods~ . 

Others who have investigated therelaeionsh:l:p'betwe'en 'frcuid 
and abuse . and particular indepeiiden;;ya·riableshav~.npt.1'1~4 <>,.... 
opportunities. t() con,finn.' their preli~:L~~:~y .. f:lnd~ngs1;··.fo~~xaDlp.l~;~ 

· on~ state initiatect an exten.~:j.ve~ttidyor~~~~~~ne;mpl:o~ent.. ::' '. 
insurancebene;iciary populati()n.tlsings1=ati~t'"t~:~~ec;:hni.quesof 

' .. ciis.~riID:ituint:.anEll ys is to l-:arnwhe 1=l'ter~~J,~~in>app1:iF~t~l!Ci!J~ ' . 
. tnoreo~~ess.p:r()neto .CO~1 ~ progt'~ f:ra.~~~ . :.atl.ti,~~~SE!S-~~"(~I;l~: ... ' 
. study, w.as·undertakenfollow1ngawas.s'iY:~'.¥ld:,expensivesc·anda!. 
in the state 's Unemployinen tI~sl1t~ce.~l:'ogl:'am. ....., '>"~.~" 

. '<;.".~: 

, .... ':,:". '. 

. ·lEeonom.i¢ Offenses, Recommendationsof£heA;m~tiQ$Il.'B;tr. .... , 
.' Asso,ciation,Sect;ion of Criminal Justice,'Committee:,orttcprtom1c 
Of)~en~e·s., .(W~shing.ton, ·.)LC.:Amerlean Ba~ .• As~dc~·tioll;Ma1"4br 
19l7~.p.7) .. "~';,.'" .. 



. u 'the findingssuggestedthat"de"e~6Ptnertt()faprofl1e~or· 
,'identifying claitn8.t'l1:$like'lytofraudu1.ently·c()ll~ct'be\).efitsHis. 

" ' .. p()ssl~,~e;:an(rthat; . "pro,pens ~.1:Y to .;omniit .(~n0l4!l~ fr,ud· W8snot ...•....• 
tandQlIlly>distributedatnongthe,cla1ma.ntpopulat:r..on.u2 . The 8\1thors 

·.~.mph.asize.h.o. w~ver., that the "profi.Ie has not ~een operationa].;'1y· 
.. f~p1.emellted .';'J. ....•.• 

. ' . 

. ; '. Te) date there hasbeen.no compreliens iva effort to'co1IlPare .,; 
'~:c.~J~ ~MS,!gri chara-ctreristicsacross,progr ams wi tlisimilar .. ps",t terns. 0; 
--~~)' ... '., fr:audand ,abuse .. ;This>chapt~l:.suggestswhypIlogram,sare~farge~s~~. 
{'; 'fOr\!Itis\1se~wl1Y c6Inmon~:1.itj~~s'exis1: in tJ:ietypes9f.offenses . 

·qommit:~ed.whocotnptises·the;offenderp,opulation· and wby certain 
. .pr()gr aDls;appearmor:evulne17 able. to .fr au<i. and ·abu:se,; . Beginning 
, ... · .. ·wi thde fip! tions.~for"fraud"and"abtis e ",thistJuZ 17,tH'q:b i ti ty . 

ana Z.y:sts ident~fle spotential ,of fenses.· and .of·fenders by employing . 
. ," . ·a,simplefr·~eworko£: c:hatacteristics.' which were generic to; •• the .. 

. fifteen pr-pgramsre"iewed~. '-Inaciditi9Jl,ekternalcllaractetlstics 
·'which.were. commonly identified by .. :Ltlterviewedp:tograIIlofficia:ls 

• are also ).lsed.as indi,cators ofpossib'ie prog:ramwea~ne.sses.These 
extetJ:}alit:ies suggest basic issues which may: beadoressedby 
legi,s latorsand ·.regulators 'as well as ~n£or(!ementpersonnel 
contemplating changes in the design,ofbenerit programs. 

> ;.~. :Definirtg:Fratid .,and':Abuse . ' . 

. '·':".As:i.gnificant pro}:jlem. inthestudyo£ fraud and abuse is 
.• fitt,dings;im;ilaritiesin <fraud/definitions and abuse definitions 
·'ElC:~rqf;sva:rio~s/programju-risdictions., ~he potential forcot'lfusion 
., aboutdefiniti~nswaswell illustrated 1nan interview with a 
·local county/welfare administrator who noted in a discussion of 
. the FoodStampProgr~m~ . . .. . 

Thell-.S. .DepartmentofAgr icul turetends to 
d~fine fraud much ,more broadly tharidoas .the 

. county andusestheterrns fraudulent issuance 
and err.()J;leousissuctnceinterchangeably though 
the:county does not . . ;' .:.. . 

", .......... ':.'l'o'gaitl. JnoreitlfOI'mation,otl thecomplexit:ies aasociatedwith 
·.:tllr:,!:9~,:fini~tion..of. fra,ud· .. and abus,e; the·. f:raJ,1dand;<abuse su~vey4·· 

.. (Wh;ch:~j.;.llc'be,di.s~ussedinlllore detail in Chapter) asked r~" 
... ,spo\ldents .. for ,workil1gde!finition~in . 'the fol1.owing., progratns: . ' ... 

1\FDCi:.Mcacli~a:i:d·.F()od Stalttps, Sllmme,r .. FoodSe!",'lce t· VocatiQnalEduca-
'. ; ..... ~:.", . ':, ' 

", .r;· '. 

4Se,~Appendix H, Items 18 and 20 . 
. {: 
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tion,CETA, 
respondents 
term that ,a 

'stanaes. 

'. • • " ••• 0'.," •.• 'q,> '.' .• "'" : .... . .......••..•. 
an9Unemploymeflt'Insurance., Appr;6~imat~~y7Q~ of the 
iridicatedthat"abu$e"iaCOllsidered$uc;h >a,catch~all 
singZe defin,iticm is not appl'oppiate for aZ:,?' circum-

Tbee,asiestwaytoc~'~eg6riz~, f'raud de,fil:litions isbY.tlsing, 
legaldefinitioIls:which describewnether,s·tafe, federal, o~·bQth 
government Jurisdictiori.$hay.esancti()ningautho:rity~ Jore~a~ple, 
federc:lllyf~m.dedprograms a<iPlinisteredpr'iIDarilyb¥~ederal ag~'cy 
personneL .are governed ·by federal. fraud •. s~atu.tes ... USDA' s Rurah" . 
Housing program, VA's Education and Housi1\gGuaranty,tIEW'sMedi~ 
c,are, andSBA' s IYlinin'it:'7~€-ontra,ct:ing and Physical Disaster ." ' ....... ' 
Assistance ar.eexamp~les. 'Where programs I1re federally funded (or •. 
involve state and federal monies such asUnemploymeIltlns\~rance)' . 
and ares t,a te '. supervise,dor . administered, frC:lud definitions, derive 
from general state fraud ~tatutes'or from what are-called "welfare 
fraud" statutes. 

Arizona illustrates a state with welfare s,tatutes for fraud . 
perpetrated by recipients in Food Stamps, UI;. or.AFDCprograms.? 
Five fromthe group ofprogrlPris reviewed in this study; USDA'_s 
Food Stamp and SUIllJlierFood Service; . HEW' sMedfcaid ,AFDe ,and ' 
Vocational Education; and DOL'sUnempl0Yl'lellt Insurance, tYP'ify 
state sanctioning control and provide fraud definitions. It should 
be'added that within one program there maybe appreciable overlap 
of state or federal law enforcement responsibilities; such is the 
case with AFDG. On the other hand, within,a single program. the 
states and . the federalgovernmen.tmayhave jurisdictcion ov~r dif- .. " 
ferent· parts of. the program. An .example of thi,s is the Fo.odStamp 
Program, where recipient fraud is a state responsibility and 
retailer or wholesaler fraud is the responsibility ()f the federal 
government. .' .. ' . < / 

/' 
j:Y 

"Abuse'is a more ambiguou~terni than "fraud" ..• Definedtiereyt' 
as the improper utiLization of a benefit o:rbenefit,8ystem~ih {l 
practice, "abuse" rests' on an offic1:~l determination of impl'opt.f,'f{Py. 
When such impropriety is defined by law andcrimillal. intetlt',c:.an ' , ' 
be shoWn. abuse is "fraud."'6 . Butoftetl. administrative re,gulations.· 
nvt laws ,proscribecertainbehaviorsas$ociated with'o'btaining. or 
u$ingbenefits. Aria in other,evenl~ss clea'1:' situatiort~. benefits 
are ob ta,in(!d or useci in. ways which are not intended by those who ' 
design.oradIilinisterprograms,but, which are not spec.ifi.cally 
prohibited by ,law or regulatioil. 

-

5Arizona Revised Statutes Annotated 142: rou' -t"197~8) ~-A6-L215 j 
201:360 respectively. ------

·.6Itshouldbe . noted that law$vary ac-rQ:sstates, afidthat 
Feder~lsta~l.1tes .may diffe;:f:r:omstates.tatutcas; . th,~s' !oittpt'ac:ti¢Et 
certa1n. ~c,t1ons . may be. def1nedasabus.e in, some Jurisaic.tions . 
and fraud in others. . ' .' . 

'') 
". j~i""-<' . ," .. 
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. 'J;htlS. abuse is a concept which i!lcludes. practices as diverse 
.~'s·making~dministrative errors on' ellgihility forms to the. 
'irregular and inad1equate provision of "quality of· life."care for 
elderly residents in a' nursing. home;... Prograniabuse entai.l.s improper 
ihterp+,etationsoipolicies and program guidelines , as .~Y~11 ... 
as. taking improper adva:ntageof ambiguous policies., ". Abuse is often 
more insidious than fraud; therefore, it is mpre difficult to combat. 
Mosten.forcementofficialsseeabuse as farmo]:"edamagiT:1EJ::<'. th,e 
integrity of benefit programs thim i,s fraud, primarily geclU.lSe abuse 
often involves "stretchingU regulations to meet· a desired end. 
Andfr.omthe perspectiyeofthe·pote~tialabuser,the fact that 
n'd laws' are broken, that victims have little basis. f01Craising . 
¢omplaints and,that sanctions are less.welV-defirted a:ndapplied '" 
than in fraudcases,aQuse may be perceived as having a lower risk 
calculustocomIIiit. This risk calculus premise is confirmed by 

. most observers, who also find that programs have moreah.\lse than 
fraud. 

. The variety of existing programs and the inc.o!1si.stenciesamong 
f:ederal, state, and interstate definitions of "fralJd" cQrnplicate 
the task of providing all-purpose examples of fraud. Some examples 

"which clearly implycrithina;t intent and which are often defined by 
statute cis fraud include caseswhereii1~ scripbenefi:ts may be 
count er'feit ed ; a loan programqomputer may he manipulated by all 
admfni$trative employee to create·a fictiti,ousborrower; serving 
por'tions ofsurmnerlunchesfor' childtenmay be made intentionally 
too small to meet government standardsi or a doctor mayp]:"ovide 
UIlnecessaTY treatment to fraudulently collect reimbursement froID 
health programs. Case histories of previously:detected program 
fraud also lead to th~·generali,tythat concealment and guile (as 
in.other types of white collar crime) are major ingred.ients~ i.e. 
a contractor may conceal fraud in bid-rigging arrangementstnade 
with subcontractors. . 

. Finally, it should be noted~ that in pra~~ice "it is virtually 
impossible to distinguish ~harply between f4:aud~ abuse, and waste 

.• since one problem frequently involves all 'three. 7 

BENEFIT PROGRAM VULNERABILITY 

Interview respondents not~dmultlple points' within the bene
··fits .deliYerysystem where program design weaknesses/allow intiivi
,duals or groups to take lltli1'ltendedor illegal advantag.e of the' . 

"/:systeDi.ldentifying these pointsofvutnerabiZity, as well as the 
'" itidividualsor groups with the i)otentiarto abu.se'thesysteDl,are 

... 16-
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th$1£.irst s~tep' towarddf!veloping·iwcountermeasu:r:es wh}:~l1a;te'who.ily ...... . 
dependent upon 'the particuiartype of' threat beingc~untet'ed~J'8 .....•. ) 

.. . ' 

VUlnerabili.tYanalysis .. has been used with some success .in/the.. 
computerosecuritly industry. 9,· These .a$set.s .. (ificludip;giacilities)' 
are concentrated in only a few locations, and theprimCirypurpo.se 
of vulnerability analYsis is to ideptifythe rJ.:skst·esulttng ft:'?gt;.-c 
this concentration .. Whenpptentia;tthreats.~.uchasphysic.~~ vio;" 
lence,.equipment tnalfunction and human errOr ar~. iden~i:ffecl.~bey 
are then assessed for the magnitude of potentiallosS;.irtterms"o~~ 
dol;lars,tirne, or permanency or dalllage.· Managers_ may then make",~ 
policy and budget decisions .t;Qo<"minimize potential losses . For 
Burpo~e~.of.t:his report:m~~nerability a.nalysisis limited to the 
1dent1f1.cat10n.ofpQtent1{lLthrea.ts and offenders. ° .' 

, .. :jPOTENTIALOFFENDERS 

The fifteenlfenefit progrCi1l1~ 'reviewed for this report include 
four potenti~lp!'fender populations.. These include: 

'-';'<;-;~~~ciE-ients .. Those persons who directly received 
'~"vprogram benefits. . 

• Administrators- 'Per-sons charged with management 
responsibility fora program 

• Third Party Providers· -Those persons or agencies .' 
charged with res.ponsibility for providing: 
benefit services . .' 

• Auxiliary Providers ... Distinct from th.ird party Pt:'0-
viders ~ auxiliary providers offer" . 
contracted. services to tbird parties ~hd. 
administrators . 

.. ..:.,#" ., .. - - - ~ 

8Harry Katz an ~ Jr. J. com§utE;'t_~-~t~--securi ty (New York: Van 
Nostrand R~inhold Company, . 131-j') ,:p. 11~. . .' 

.o;.~ .. • 

9ArthurE.Hutt, )'l1lanagement;1 s· R~l:E(;tn Computer,Securi:ty,'1 ~n-' 
DouglasB. Hoyt ,fgJnputer Secur~t::"yH~mdbook(NewYotk: ..... MacM,illan,. 
1973) i PP .1~3 .. (Jf:c/ .' . / •. / 

.:. .. 

lOIt s6ouldbenoted that to complete the ana1YEJis andt~ereby: 
allowfullyinfo:nned policy an.d budgetdecis,ions ,!pulprequi..~la-the 
availability ofcost~1:>enefi~; data; ..• A -separaiterepott:~ntt:t;teif Al" 
ternativeftStrategi'es for. Cost-B~nefitMalysts()fFra\ld. a.nd.A~:U..$-e 
Enforcement: . AWorking.Paper . has . been preparedw&tch; det~Jls·,\,the.; .. 
data . requr~~e~ents and al ternat;tt'e*·,apl?;-~a~1l~st9 i~s~a~~!¥~~:LSit':h:!:.· ........ - '{;' 
C!urrentr.p_~uC1t. yofa"fa.-il~ble .. ¢t .. at.a.·:make. s ..•. a .... ·.'~o._mpl:;~.~e .. a,n .. ~tYJs./i.. EJ:J,;mR()~.l·i.c-> ,;~;~ 
ble. Cop1.es are ava1.lablefrom th~ Univers-ity.<C1ty:cScl~nce;,C~ntel"'~,';-, ...• _ 

.1.:-.: .. . ,.. ,.' . f /" -',::.~ 
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Program admirtistrators, and U. S. Attorneys indicate-dc-some or
ga,nized crime activities in benefit programs. Only in four pr9grams 
wete sU8piaion~ mentioned ,an<i'r~ultsof the fraud and abuse survey·, 
stiggest;~dtnat only a small pefcent~ge /(2%) of respondents believe 
tl1~t ~6r~ani~edc,:t'ime activitY"is litlked to their benefits programs .. 

?~il.e atlJ ... _.1.Wil.~in.~n. ess .to. r~port. bel .. iefs.o. f o.r. g~ni.zed ... · crime. in~olve
ment tpAy be s1gn1ficant "fhe current scope and level of such 1nvolve-
ment remains primarily. a matter ofc"con:Jecture. 

Elemen~s of organ i-zed crime are allegedfo . have used techniques 
such as blackma:r:Keting, trafficking, counterfeiting, and forget-yto 
~ccomplish b~~efit-relate.d crimes. Theone area that has recently 
teceived:ps:rticuLar enfqrc,eroen,t attention for program deficiencies 
issyndi}~ated crime ownel:'~h:t'p of thlrd p.artyservices participating 
in benefit programs. For example, several state Meq.icaid invest·iga
tiop.cunitshavc begun toan~l-yze~ownershipaOcU1llents and disclosure 
fgrIns forpurpos-es o,f detecting alleged synaicate activity. 

~-~-'::7' '." , 

Because information concerning orgal1ized c'rime activities. is 
" ,insufficient to limit its potential role to third partytprovidet:s 

and because information concerning its role in that·· sphere is also 
~, __ limited, this report wtll not focus di,teetly on potential syndicate 
----Tnvolvemertt., The following discussion ~irgt conceptualizes benefit 

progr~ V\l;lt:\erability; it then addressE!s each of the aforementioned 
'~IQten1::1aloffender glioup$-'Gndc::~eviews the types of)£fenseswhich 
have been found. . 

POTENTIAL OFFENStS 

__ -.-... cVtsuafizing ~. benefit system as abuse-free, the. benefit pro
cess as depicted in Table II , page 19 flows along a continuum from 
a recipient' soriginal need tohislher receipt 6f benlilfits. 

Recipient need. can be considered Point A., At Point B, recip
ientoeligibility data, third party eligibility data; and auxiliary 

. )?rovider9ataare revieweq.by pro~rain ~dIninistration . for purposes 

. of determining eligibility ~opart.icipate.Wheneligibilitydeter
minatiQtt is favorable, th.erecipientf!Ilters the be.ne'£itsystem. 
At Point C, benefits 'are providedt6 the recipient either by admin
istration itself., or by third parties with the assistance, in some 
inatan.ces,bf a:uxiliaryproviders . Benefit:s are reeeivedhy the 

,re9±pientat-.PQint D. Delivery: .an9receipt transactions ar~ sep
arated.intQtwopgints toethPhasl.ze that. both delive.ry andregeipt' 
,~Mbitirldiviclual opporf,g'nitiesfor f~l!Y-4 and abuse. AtPointE;C 
~th_eadminis1::;ation. reimburs~s th1.};d~pa:re!esf()r theirhe-n~fit .. ~el:'
vicesaftet'-;reviewing ~he:k+;-Nat(cners and billing/._claims. -:t:~e--:;-

. '-process o;.d-eliver_;nga'PareceivingbenefJ"rts coutinue. S .>m:.iil time· 
of r~td~t~rrnt~i6n ori'ecertiiicati-on. Q'ftaligibility. ,/~~fii:'s trans-

~~~ ~ ti~!~~6i:~;d!tC!:i~!ff~:di:S m!d!n a~~;oi~tWr ~i~~!a:;;{~:~~ !f ben-
~ ~efita is renewed, and. the pattern is repeated along the continuum. 

(t 

t1' 
> ~f ~ 

A' 

~f:· k~ . 
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POINT A 

Reci pient 
Needs 

:..:.--

P''-': -.//.'_ 
J-'-

TABLE Ii 

PROGAAM iJULNEAAS:l(;TY POI NTS 

1 
. ----. 

f9INT B POINT C POINi' E foo I NJ>f' 
/'''' .... ~, '"'~~ ___ 2·,;-,,~.,:. -.~ .. -~ .... -~.~ 

. -Acimlnistr.atlite Delivery' R£i~elpe Admi;;-j'~t~a~~lve' Admlnistr&live 
Deter.mtnait Ion Y af of Reimbursement . RI',certi {!<ration 
ofC:llgHJlIJty benefits Benefits for Ser.Vleer; . of EfJglbility 

(PrJ-narily . 

t .. ;: .. <~_. :h~~ t;~~~:~~: .' ,~ l payment)' 

·l~ _ ............ ~-"."":~ .. ~J' . 

.. ....,.... .. ~ ... 
Denvery 
'of 
Ben~fi ts 

Receipt .d-" . 
Beneflcts 

Thediscy§siQns be,16W, . o~ganized;by .• the pot.ential of£end¢:t . . 
populations, focu~~:()neHetype~;/()ftisl~a.ssociated 'with the various 
vllinerabili ty poi;nts. ·Its.ho\lldb.~:~otedthat wtlile~h¢~ltamp les 
of vulnerability pl'esen~e<ibeJ;e':are· ;I>fQg:ranl'-Slfecific ,Lt!:levulnerCi~ 
bility~a;y·exist;:£6r progr~n:ui'()ther{~H,an .. t1::t:ose~rOm(fWhich :t:he 
illustrations.a!e,~'aW1:\' ,:).·'l!<?J.'e9Y~r, ,;'~hile;the>pote!ltialpa\:~terns' 
of·ap~s~·are l.d~etl~1~Fi~d$cepar~~tely,( J::hey mayin.f.act oC::,cur! in • 
as'so-c'iatiojt w-tth:ea9lfotnerln any gi,veli cas~. · Forexampl~ •. ~ 

. provider.mls~ept'es,~hting ¢lig,ibilitX ~aY'4o 'so tQ~,g~in.a:dditf-c5h~l . , '/ 
ben1!fi.{;s .#r014·,tb~; •. P~O$:riiIlk,Ctnd;· 'k.j:'~Jt-·-'bacK .. ·.som~o,f .. ·the.progr~m'···up:to ... 
fits "toan<accOtnpflice in/th.e 'fr"u4s·ch~~.. -oM:tsr:~pre~eritatioh ir 
gaining ad(U:t,ional;: benefi fs ,;,and: p;iYm'en~<or acceptat}c4! o£l9.C;l<~· 
backsa~e' idel;tti,fi'ed" here , howevex:'~ as separate·· pat~~p1s 'df:'1!fi en ... 
ses. 

/~ 

'RECIPIEN"l';OFFENOkasAND OFF'ENS~S 
",';/ "::.": .. 

,.. .' . ':'. '": ",' .. _. "': ·;.·,::/:-ff(:·· .~.'-o. . .::'~ 
We-b'egin ··~gith the premise that recipients repres~ntClll'id@nt:i:~ 

fiaole potential.offe:n4er popul~tion. Recipie~t!l,inc.ludingtn:· .... 
dividu~lsj', f~$:1i,e~;I·'btistne:ss· '~ntitiesi;f~.a,pit:'):/ocal.· gb"~~~ritsmay. 

. . ... ~. . ." . . " .. " -<~~' . . '. . '--~.:..'" " ;... 
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ben-e~it directly from available "prog'.l;'ams ,II Ind:Lvidual and family 
r~cipientsvary,insocio-economicand demographi¢ characteristics, 

,i.e., young and old, poor andmidd1:e ,;Lncome;. ' sick and well, urban 
at1cL"rural ; employed and unemployed " Certain-of thesepoptilation 
characteristics de'rive from eligibility criteria set out in statute 

'and" program regulations for each . benefit .' . 

'. Because', eligibility determination and subsequent redetermina-
tiQn are at the heart of recipient participation in a program, they 
are basiccto program design and, consequently, 1;.0 program enforce-
m~nt,Atthepiesent time,~Jigibility detetm;inations reston 

"'c~~tl:.£"el:"~~:CB.:ndfo1:.1ntil~e~es,tablished ,by e,anh 'indivi<i.l!al JU1:'is4icti~n. 
A$ a:--res~.Jlt, there is little consistency or standardization' either 
~within or a<:ros'sprograms. . 

The varie.ty is compounded by another pr,oblem-- too much paper. 
As one federal official commented, "We are asking for fuoreatidmore 
and learn1.'nI}.less and less. " In one large state AFDC program, three 
billion pieces of paper are handled yearly, and one city.reports an 
average case file contains 700 application documents. The Secretary 
of HEW bas pointed out that in some places "if you need public 
assistance, you may fill otit~O separate forms ." An official par
ticipating on the President's Commission on Federal Paperwork 
commen~edthat85 percentofa caseworl<.er's time in the AFDC pJ:ogram 
isspertton paperwork ratht-lr than on direct contact with clients. 

Observers suggest that the lack of standardization and a pre
ponderanceof forms and documents have resulted, among other things. 
infragmentirig eligibility data, swamping program files with data, 
causing recipients and program personnel to "drop out because they 
can't cope" with the mass of informati.onrequired, and forcing 

. adm~ni.strato1;3isto seek the support of ,pthersfor the eligibility 
decisions they make~ These difficulties,suggest that these admin
istrative weakn.essesof recipient eligibility determination and 
recertification al:'e highly vulnerable to recipient manipulation. 

RecipientMi~t:'epresentation of Eligibility 

The· research findings support the premise that misrepresented 
,'eligibility information (A) is an i4~~tifiable offense pattern used 

to g~Cllify recipients not only foririlt1:alben2fits whe're legitimately 
suehqualificatiQnwC)uldnotbepq~sible,but also for benefits over 
B.1;ld above tl1pse towhi:ch the recipient .isentitled. Intentional and 
will fill misrepresentation of eligibility information submitted to a 

,llRecipients here .are considered as, prime beneficiaries and 
sn9uldnotbe'confused with entities which received reimbursement 
frd~program funds for services>renderedtotheprogratn:. Forexam~ 
pIe ,'\aphysician .receivit:lgMedicare payments for .servic¢s .rendered 
to an' ~ligibleM~d~.care patient is.~otapri'Ille ben~f~ciary of the 

",prqgram;",The el1g:LbleMedicare patl.ent.i~L the rec1p1ent. 
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prof?rCim s¥~nso:ing agency is common to a~l bqton.eoft,heprog-:ams. 
revl.ewed. ,M:1.srepresented data on acqul.red assets, income,bl.rth 
date, social security identification, veteran status, marital status, 
credit wort,hiness, and criminal records have been documented in 
numerous programs. 

Similarly, intentionalmisreporting ornon.reporting of changes 
in eligibility status also occur frequently. For example, an AFDe 
recipient whose economic statuschal1ges because of the acquisition 
of new assets or theatt.ainrnent ofemployrnent providing additional 
income is required to t'eporc this. Forgetfulness a.ndignoranceof 
regulations mavalsoexplain. some nonreoot'tine:. ' .' - -_.. ..... ," '--'."-'~' ..... :-_. __ .. _- .... --.~_.,-.- ~, .. -----

Because many of the intervie.ws indicated serious program w1", 
nerabiJ.ity to mi,srepresentationof eligibility, respondents to th~~ 
fraud and abuse surv~ywere asked to assess the occurrence of this 
offense pattern among sev?raltypes of fraud,a.ndabuse, using five 
respo'nsecategories,forthe frequency with which it occurred: 
o to 10 percent" 11 to 25 pep;ent, , 26 to 50 percent.. 51 ,to, 75 per
cent ,and 75 to 100 percent . ,';. Only 72 (or 58. 5iQ) of the 123 
administrators responded with an estimate of the exten.t of 

TABLE III 

FREQUENCY OF J:>ROGRAM RESPONDENTS ESTIMATING 
PERCENT OF RECIPI:el~1' HIS1~EPRESENTATI0N OF ELIGIBILIty 

Program 0-10% 11-25% 26-50% 76-100% 
~ 
r 

I 1 Medicaid 
1 5 2 0 0 I 

I J 
AFOC 7 ! 2 I 1 2 
VE I 0 I 0 0 0 
Food Stamp ! 11 I 3 0 1 
Summer Food 1 2 0 0 0 
CETA 9 i 0 0 0 
UI 13 I 0 0 3 l 

Other 7 l 1 0 3 
.-

Total 54 1 8 1 9 

12Misrepresentatio7110f eligibility was riot report.ed in the 
Vocational Ed.ucation program. 

13See Appendix H, Item 22. 
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misrepresentation Qfeligibility.14 . As Table III indicates, of 
those providing an estimate. 54(75.0%) be;ieved.theabuset~ occur 
in 0 to 10% of all cases; 8 (or 11.1%) bel1.eved I.t occurred I.n 11 ·to 
25% of the cases; and 9 (or 12.5%) of those responding estimated that 
lllisrepreserttation ·of eligibility occurred in 76 to 1007". of all caseS. 

Recipient Creation of "Ghost" Eligibles 

The transa.ction·point of administrative determination of eligi- . ; 
bility (B) appears vulnerable to a second recipient offense pattern -
where eligibility data are submitted to an agency for purposes of 
establishing a fictitious recipient . __ "In,thisway a recipient estab-
lishes' "ghost eligibility" and receive,;S:~~!J~i!=s other than .those '" 
to which hel she is entitled. Illegal duplfcai:rbn OI ma-.1ipulation 
of socLal security identification. program identification forms, 
forging veteran discharge papers, or falsifying employment status 
data are some illustrations of how "ghosts" may be created. Obser-
vers have documented creation of fictitious eligibles in conjunction 
't'd .. th other patterns of fraud such as counterfeiting or paying kick-
backs to program administration personnel, providers, or third 
parties. 

The fraud and abuse survey data on the ass6.Jsed occurrence of 
recipient ghost eligibility showed even les~ variability than for 
misr.epresentation of recipient eligibility. is For those 34 percent 
of the respondents who even estimated the rate of re.cipient ghost 
eligibility, only one respondent placed it, above the a to 10 percent 
rangel. However, it should be noted that several responding fraud 
investigati'on and audit units placed creation of ghost eligibj.lity 
by recipients in the low range. suggesting that they have handled 
"ghost" cases. ' 

ReCipient Theft of Benefits 

The, "bene,fit delivery" transaction point (C) is vulner.able to 
direct theft. Theft of benefits is a pattern associated primarily 
'h'ith programs offering cash or scrip benefits, or programs where' 
cash or scrip must change hands in order to provide the benefits, 
such as Food Stamps a:nd AFDC.Where cases of theit have been 

lh ' -
"''''Otherrespondents either d:id not estimate misrepresentation 

of recipientaligibility or checked a "not appropriate" box. Unless 
otherwise indicated in subsequent analysis of estimated fraud and 
abuse, missing percent values represent respondents who either did 
not respond or who checked the "notappropriate" category. NOTE: 
Because responses to all other patternsofabusesimila.rlyclustered 
in the "0-10%" ca.tegory ,complete breakdowns by type of, abuse are 
not generally provided for subsequent offense patterns.' Detailed 

. presentation for eac;h offense type would, place improper emphasiS on 
data with limited variance where the number of administratives pro
vidin,gestima:tes is often low. 

15See Appendix H, Item 22. 
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documented, they entail a recj.pient' s "inside ~nowledge"ofprqgratJt") .... 
operations as to the dates and times when benefits areava~l~ble.';' .. 
For. ex;ample, anAFDC recipient knows when his or her.Qenefit.cl).ecks 

'. are. sent out and when they are expected. This k~owl~dgemay be used 
. tost$al checksfro1J1 other recipients'post~lboxes and then <t'o 
t'raffic the stolen' checks. . . 

Across all programs, only 26 percent of survey z-e.spon,dents 
placed this offense pattern in a perc~!1tagerange at a11.16 .'. Ortly 
two respondents estimatec.therate occurrenc;e abOve ·.ten.p~rcent.·· 
The remainder found the. pattern inappropriate .. for the types .of . 
fraud and abuse in. their programs. AFDCandFood Stam;> program 
respondentsw~rethetwQ.gro~pswiththe greatest proportion 6f 
respondents pro"~iding any estimates of recipient theft .. 

Recipient Improperly Using. Benefits 

There is another pattern Qf offenses that may ~eas.sociat:ec;l. 
with the benefit receipt transaction. point (D): 'itnproperuseof '. 
benefits. While the offense occurs' in all programs; howtheb~ne;., . 
fit is "-improp~rly" used .. depends uponindividualprogr~mregulations. 
This pattern is illustrated by risi.ng scrip benefits,likeF()od ' .... 
Stamps, to purchase .items which 'areineligibleurid~rprogramreg-' 
ulations, renting to others aresidentialdwellingpurchiisedwitb 
VA loan assistance, or using Individual and Fcunily grant moheY.from 
FDAA to repair parts of the home not damaged by disaster~· All(;jf 
these acts are in violation of program regulations.' . " ...•.. 

. Only one-third. Qf all survey. respondents pro.vided.: estim~teson. 
thl.s type of.fraud,ll Twenty .. tbrea_ percent of therespondeuts. . .. ' 
estimated improper use of benefitsbyrecipi~ntsas occ.urringbe- . 
tween' zero and ten percent of the time.'. Threepercentof~tl" .' 
respondents estimated it aSQccu~ring 11 to .. 2S pez-c:,ent of.tlle. til!1ej 
and six percent of the respondents rated it as happening 2~t950: . 
percent 0; the. time. MCdi¢aid. respondents . were .' the :l,argestgroup .' . 
providing estimates .Qf improper use of benefits in· eheirprogx;-atns:: 
app~oximately·two-thirds (64%) of these respondents proyided esti";; 
mates of this type of fraud and abuse. ',. . . 

THIRD PARTY PROVIDER OFFENSES AND OFFENSES 

Third party providers (hereafter"thirdpartiesU)repr'es:etlt'8 ...... . 
significant potential offender group. ,In exatniningprograIllvulnet~ 
ability to third party offenses;'an understanding of·howehitd. 
parties function in the delivery of benefits ,i~\.,s,e.f~~~>InmanY, ....... < •.... 

progratns third parties operationalizebenef1.t· delivery. 'In general., .' . 
fedferal; state" or local governme~t pr()gramsponsoring·ag~ncies ;. '. 

.. , ... : ........ ,' .:: 

, '", .... . . ,'/: ...... . 

16See Appendix H,Item 22. 
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contract with third parties for specialized goods ox services to be' 
d~liV'ered from the private sector. In Medicare and l'1e,ciicaid, for 
example, pharmaciels ,physicians, hospitals, and nursingho~es are 

'also.consid~red to be third party providers. Each state program 
'" determines reasonable fees for reimbursemento.f ,these various ser
vices based on guidelines and regulations from HEW and the states. 
In some, states, forexarilp1e, bottledoxgyen supplies to a nursing 
'facility~~e not reimbursable under program regulations but instead 
are,cop.sidereda "pass .. through" cost of the nursing home. I~ others, 

"it is partially reimbursed. 

, Pther progt:'ams besides Medicare and Medicaid that involve iden
tifiable' provider/vendor participation and potential benefit deliv.ery 

',offenses aresho"\m in Table IV on page 25. One of the distinguishing 
c'har.acte~istics 'of providers is that' they represent white collar 
'~lites" in most ,communities . Bankers " doctors, 'and educators ar,e 
generally considered important community membe~s providing specia;.. 
lized services~ As pro,fessional elites, the public generally expects' 
thcDlt6bebeyond reproach. As one prosecutor pUt it, "They are 
seerias pillars of the community because o~ their status, power, and 
autho,rity." Theco~unity'sperceptionof these providers helps to 
explain why it, has beendifficu.1t to, combat provider offenses . The 
lIlembers of the'coIimlunity whoniust sit on juries have found it,diffi~ 
cult to convict the family doctor, lawyer, or accountant in a benefit 
fraudschenle becaUSe they do not perceive these individuals asnor:- , 
mal criminals or wrongdoers. Current efforts are only ata threshold 
stage because of the conflict inh~rentinetlforcin.gprogram regula
tionsagainst those who are generally viewed as honest by the public. 
The patterns of offensescounnitted by sQme third parties include the 
following: misrepresentation of eligibility, receipt of additional 
benefits, overcharging for services, wi:thholding serv~ces,providing 
tinneededservices,establishiilg"ghosteligibles, II, accepting. or ' 
paying b.ribes I. kickbacks, or payoffs j and record tampe:ring . 

. Thirdpartie,%~ubmit . eligibility data ,on their own behalf ' Cilnd, 
i.nsQme proJ~ra1llSi· on behalf, of those recipients they intend to serve . 

'MattY of the' administrative weaknesses that marked deficiencies in 
,o'xecipient determi.nations ap:p~ar in thir,d, pa:t:'ty determinations. , 

These include,nonstandardization, exce~sive redtape'artdbl.lrderisome 
,paperwork, 'inadequate verification of data; and poor quality con;.. 
t;rolatthepoint of el.igibilityip.~ormation intake. As with . 
recipiettt fraud and abuse ; some third parti'e,s ,s~e opportunities at, 
the eligibility determination point: to manipulate the ,system to 
their 'advantage. 

'Thirdfa:rty Misrp.presenta,tlon of Eligibilit'I 

The pattern of third party ,'fraudthrougllwil1ful ,misrepresen
tat ion of qualifications submitted to the program eg~ncy is ,. ," , 
demonst:t:'ated it) several programs. Examples of so'me types, of mis'':' 
representations of eligibility follow. presenta.ticlOof the Pro'!{ider I 
Vehdortable. 

. ' . ' 
".', ,Q.':" . 
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TABLE· IV 

EXAMPLES OF PROVIDER/VENDOR PROGRAM PARTICIPANTS 

Program Benefit Type 

summer Food Service Service 

, Food Stamps Scrip 

Medicare Service 

Medicaid Service 

Rural Housing Loan 

Rehabilitation Housing Loan 

Veterans Education 

Veterans Housing 
Guaranty . 

Comprehensive. Employ'" 
tllent T:r.ainingAct 

Vocational Education 

FDAA Reconstruction 

SBA 8(a) 

Loan 

Loan 

Service 

Service 

Loan 

Contract; 
Procurement 

.... Type of Third 
.' PartProv:l.ders 

Prime. Sponsors 
Food Managem~rit Firms, 

Collpon Ven,dol:'s 
Coupon Redeettlers 

. Physicians , ·Pharm~.,;· 
cis.ts~ Hospitals, etc. 

~. '. : '. ", 

Physicians,Pharma ... 
cists ,Hospitals ~·.et:c,. 

Contractors and 
Builders .. 

Contractdrs'and 
Builders 

Vocational. Schools,' ' .. 1' 
Universities ,and' 
Colleg~s " 

'RealEstate Brokers' 
and Lenders 

Prime Sponsor and 
Employer" 

Vc.~ational Schools 

Contractors 

Contractors 

Major fraud and abuse occurred in the S1lDIDler FoodS.ervic·~/pro: 
gram where prime sponsors claimed toestablishseveralfeedinS ........ . 
sites within the inner-city and these sites subsequentlYWe:reshown ' ..... . 
to be duplicative. Since. feeding sites are created on the .. ba$isOf .. 
demographic data on potential~liglblechildre~ tq.1)e 'serv~4 i .pr,q ... · .... 
viderswouldcreate sites. on paper,.never servemeal.s .atsome~f .'.f' ...... ' 

the sites, 'alldyet fraudulently co~lect '.1."eimb4rs,emellt for.e~ch1!lea.l;,~, : 
claimed to have beenserved~ ·Asonef~der~1.pro$ecutorcc.nmnent1ng .'. 
()n. mi~representation in, the Summe·r·lood :Serv~~epr()gl:'amn()ted: " ..... . 

-"'!~ '. 
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When a prime. sponsor represents to the government 
that it can feed two hundred children at a single 
site that ha.s only a four hurner s.tove,then one 
nlustbegin to suspect irregularities . in the appli~ 
cant's service qualifications. 

M', JrepreseIlt~tionof service abilities may occur separately or 
inconjun~tionwithmisrepresented eligibility data for those whom 
thi~dparties intend .toserve. F;or example, sOnieprovidersserving 
the Rt,ll:al Housing programs for the USDA h~ve mi$represented the . 
eligibilityofrecipients.Programregnlations allow providers. of 

'. l~rge hou~ing development or tenant housing to submit theapplica
tionsof potentially ,eligibleborro-wersin the single package, . 
thereby presenting a number of applications to USDAcQunty offices 
atone.time .. As the program is currently s.t:ructured, high volume 
offices havecom.e to rely OIl "packaged applications" to speed the 
benefit del,iveryprocess. The problem is that falsified and mis
represented eligibi..lityinformationwhich is submitted without 

. verification, is' frequently taS,en at f.ace value 'by administrative 
personnel.A\lditand investigative studies of Rural Housing . 
packaging crimes place. blame with both packagers and agency staff 
Who carelessly process applications. . 

TwomethQds for misrepresenting eligibility from providers 
have been found in the CETA programs. . It is reported that in some 
cOU,llties, prime sponsors have "coached".recipients to £ileappli-
clition. papers thatmeetCETA.requirements, even though they in 
reality cannot meet such criteria. Another method falls under . the 

. rubric' of "patronage.J' Patronage fraud and abuse by providers have 
resulted .inindividlJals being hired and paid with CETA monies 
althou~htheydo notineeteligibility criteria. 

o·~·· ,Thi'rd Party. Establishment of j'Ghost" Eligibles 

the point on the continuum~i'heredataare submitted for service 
. eligibility by third parties. also appears vulnerable LO creation of 
"ghost" eligibi.lity. for those they claim to serve ,e. g. ,a .. third 
party collects IpEmefttsfor nonexistent clients .' 

"., Bogus eligibility data to create a "ghost" client may ,be ,drawn 
f~omid.~n~~fiC:ation,from the living or deceased. Duplicate social 

. security numbers, fot.:ged obituary da.ta f abandoned residenCe addresses, 
orfa.~~i.fied ~agereport:s illustratewaysofe'stablishingghosts. 
The .. UnE!mploym~ntlnsurance, CETA,.SBA -8 (a). . and VocationalE.dJ.1ca~ 

'. tipnprograms, have documented incidertcesofthispatt~rn' of-provider 
offen$e. . . . 

..•. ····T()\lndei~t~nd hQw'ghost . claimantS may be created by employers 
forcpllection'of<~neIl1p1oyment insurance, it isessen~.ialtoknow 
~he'distin(;t~,onbetwe~na "wage reporting" and a "wage requesting" 
;.~,t~t;:e.. ~tlspmestates' ("wage reporting".), statutes require em .. 
p~p'fars ,to report to'thestateon a timely and periodicbasis,L e. 
ev.ry quarteron.allwagespaid .. In other states ("wage request
ing'·)',wage rec()rds :are, requested by the state for only an annu~l 
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periodwitho~t"lmifo~'~ecordsfo1:' • each qpa1:'ter .. ·In 'wa,g~'r,equ~stitlg ... 
stat~s ,therefQJ:e,tI:fereispot,ential foremployerstocr~att:!ghost' 
employeestqc()11ectillegalb~nefits since 'all thestate<ev.arseet; 
are total agg1rega.tesalary figuresf6r the year. ·.Thisisless likely, ' 
to oC,cur in wage reportihg jurisdictions where all wage records ate . . 
on file. . . ". .' . 

. . , .. . 

Similar 'to the pattern of creating' "ghost"e:mployees1s, a ,~ 
techniqueca~led "fronting. ·"Frontinginvolvesapersonora group 
masking,the identification of activity of' theact:ual c:olltrolling 
agent .. ThifJ strategy can beus~dbyanunfJcrupulouscontracto1:'to 
obtain £edeval~qntra~~,s. in the SBA 8(a) tninC?ri,typrograni.' H(;!ls1.le 
,misrepresen,tso:r .~a1sl.fieEl·· corporate Qwner$.h:l;p, documen.tsin. orper 
to create · •. a "_$~t.atid-:in," e. g. , a minori tymember ,who becauseo:f i'ace 
is automat,:tca,llyeligible for program' participatiotL Withthi~. 
client,tije ,contra.ctor is certified~y. SBA toreceiyep:rocuJ:ement .,' .. 
contract 'i1ssistance .. ' The accomplishment. ofthls'offettseis: possible 
when SBAofflcials do not per£ormadequate' verlfica,tionof( iowner,ship 
data., . ','" ". ' 

Data from the fraud and abuse survey for assessed occurrence" 
of thirdpar:ty gho~t: eligii:>ilitywerenotstatistically.signt:&i~ant. 
FewresPon.d~ntsprovidedesti:mates and those that did (18%) placed 
it in the DtO 10 percent range.' ". 

Provi~er Receipt of Excess Benefits 

Providerscheme.sto C)btai,nreimbursement. overanda1:>oveth~t 
to which the party is entitled may· be found at seve~altta,nsactiotJ, 
points ina ben¢fit process. lJPoneligibility applica;tibn~ data 
may be misrepresented, or when reimbursement fors.ervice .. is claiDiE!d, 
v()uchersand bills may be forged, mutilated •. lost,. orimp:r:ope:t:'ly .. 
submitted. Service information may also Qemisrepre'senteci. . 

"" " 
, . ',' . ". . 

Receiving benefitsinadditio.n to thosetowhichaprovideri$: '.' ,'. 
entitled iscl,.assi£ied as "error" in many programs1:hl1t were reviewed~ .. 
Where audits or investigations find such errors, providers are .. ' 
llsuallyrequired to repay the overpayments. Ho:w~ver;whereadd:t';' 
tionalbenefits . are received .. through fraud l>yfor:g,ing . vouchers or 
,intcantionCillymissta.tingihformati.ori .aboutthework'orserVicedone, 
<.criminal a~tioilsmay ensue; ..' .... ". "', ",'. ..... ;,'. 

Criminal pr~secutions werebrollght againstcontra~t:olt$i/"fQr" 
example, who ,falsely notarized vouchers in atla'ttewPt:t()cdll~C't 
add~tional disasterassistan~e fundingi frOinFDAA.~:POu.b~~~9i,1'1ipg, 
illegalup&rading of<serv~cesJ l8~n(isimilarpra~t~cesh!lve.pro- .... 
~ided.o.pp()rtuIlities forinedical providers to gai1;l.add:f;tionalhealth···· 
:programfund$. . ,.,,' 

.' .. ,' .. ". ," 

1.8.Up~rading,ofservices"i~ th'e practice 'of billing for a 
service: more extensive . thantha~ actually.provided. 'A physicia~ . .0;'/ 

. may treat "Cl'suspectedc'oldan;d ,bill for treating acute bronchit:is.'~/'.·· 
.(See HEWlris.pectorGerler~l ArtnualRep0.!±.,Qlh ;t9).,·'j'/)/'·· '.,'. 

. . . Y" ... ~. : .. ' " '(J.... . ." .' . .~"/;:" . 
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.. .. Returning again to theschematic,we as~ertedthat"service ... 

.delivery"·was a key pointforpr.ogramvulnerability. The next three 
>patterne; of third party offenses described below are committed at 
this delivery point (C) in-thebenefit·process . 

.. Overchargipgfor Services Rendered 

Overcharging may occur in two ways. If monitoring from the 
program ag~ncy is inadequate, one. form of abuse is for provide~r$ ~to 
mistakenly .overcharge. and subsequently mistakenly receive paYJIlent; 
the second way involves intent to overcharge. Methodsuse9: for 
intentional overcharges include budget padcJ.ing,. voucher. padding, 
multiple billing; or substitution of·servlces while·claimingreim
bursement .at a higher rate . In past Summer. Food· .S·ervice programs, 
there were instances of bid padding to includelie:cessory items to 
mealservice~ such as trash collection.Prirllesponsors in the 
programhavepaddedbudgetswithin£latedsalaries.and .overhead 
expenditures ... Rehabilitation HousingLo~nofficialshave received 
padded bidsfr.()mcontractors ,andoJle program reported problems with 
"frills" rehabilitation, i.e. ,tbe/constructionofa garden gate 
charged in addition to the work/itlitially contracted for. 

. .. Medicare and Medicaid are.also. plagued by provider (1verchargit1.g. .. 
. Preliminary inyestigatic:m.s in one state show gross overcharging by / 
hospitals, which is q;irficult to detet::t because of the numero:tls 
"cost centers" in. hospital facilities • For example, radiology 
treattnents may bechar&ed in. the hospital laboratory a~d in the 
radiology department. thus providing potential for double-billing. 

. . 

rrovi.cl~r.Withholding·Services 

. .. Another· identifiable· offense p~:tPternat Point (91itl:Y91y~e.~Lwith"'· . --
ho ldinsservicesor goods while bi/Iling ~!l~_p~rafil for them. This 
--patt'e:rn""~s =&soSoc;i~ted~wlt;h~aprovioder-i~s~bitl ty .• to . ei therconcet:l I 
the withholding by . juggling book~d'-rec6rds or by "paying off" 
others to hamper . discoveryo~~~>t:ne .. offense. Ivlany. Summer Food Service 

. programs in themid,,,,,197Q! fr-"had document.ed casesaf partial meals 
beirig servedtq :eligWiebeneficiaries.. Becaus~prepayments wete 
allowed in tlre ,pI<rgram,providers· could serve inadequate portions 
and still collect reimbursement without being detected through·an 
aud·it",.,,·· ,,- ,;:' 

·Withheldservicesare docJlInentedin tlte R\lral Housingprograms~ 
Shoddy a.ndi~fe:rior construe,elon don,eby'!lroviders has led to leak-

, 'ingroois·, ··borokeriplumbing;./electricalfire.s,and structural damage . 
The;dcunage occurs after . ;t,nehomesareocc'uPJedand after the pro
vider}:ul$receivedpa~~nts. _ In ,or~er to;.t":emedythese .prob~elIls for 
ehet:'ecipient,thE! . B;t,;Qgram legislat:Lonprovidessomef:Lnanc:Lal . 
relief for rep'a~~~fibceeause of substandard construction.· 

. ... ;;<f~~-,... . . 
O.f£~ilng Unneeded Services 

• At.ttiec:'thererid of the spectrum from withholding ,f;ervicesis 
Pt,ovisiono£\lnneeded' serv~ces or . goods ~.F()r examIlle.,to gain 
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additi:on.a1· benefits, aprovideroff~rs a.' service ~t!o£;"or.igifia,lly .'. 
cal1ec:lfor . i-nthecontractandthen charges tllei'programfor . the ". 
serviCe ... /A .. dif£ic4lt·· aspect·· of .this .offen~e<·1>atterniswhether ',' 
~he client· is, in' fact, better.se·rvedby·:theadditionals~rVice~. 
For 'example, inconjtinction with hea~t:h . programs ,on1ycertain.s·er
"ices are covered; ;byreimburseme1l.t<~fermulae .•.. Often .howev.er,the~/· 
l.'r~~e~sional;judgment.of theJl;r'ovider indic.atesari'Unc?y~red,setV';ce . 
Ls'required,andit isarg~~a·th~~th.e,pl:!ov:iciersl1ouldrecei-vre.p~~-,? ~ .. '''-''~----=' 
mentsince bet;~erhealthcaremay be,theendresu1t~ As one ()ffic~al . 
no~ed, . it isa question of what is Iimedica1rlecessity,"who should 
de~ermine its ne~~ifsity, and who should pay for it. " , . 

ProvisiOn. of unneeded services is,aiso iilustratedwhereJH)Ine '. 
contract:J)l"s participating in Rehabiiita.tion Hot.1sicng Loan prQgram~_~c 
ha.ve :~:t'ailored"ctheirwork. nTailoririg"i,nvolves<wQr~ p-e:rfO-rnlEihce ... ' 
notspecificallydescribed~ift theic()ntr~ctas the same· typeQ£P WP1;k·, 
"t!o be dane . Aroofmay be4.:eplaced iria home J because of., tailor:" 

,ing, whet! the initial contract~.~al:Ls .only for reshing1ing. 
. ·:"'S_::::·_";'=--0 .. ' . . 

. . 

InM~dicClid, provision of unneededservi~efallshftderthe. ..' 
special heading of "ove1:~ti1izat..~qn." S,t~teS='-are .. now e's-r-ap'l--i8'hing:~::~;-c~. 
what are called "Surveillan.cenf~il:tzatiQn Review Uriits lf (SlUR) for' 
creationofpr6viderClt1dpCltien~profil:es ..and analys.esoF utili-. 
. ' zation patterns. Under presen~ plan~ . in one . state Qepartmenp .. of 
Health, providers .are .ec1:'eened forflagrant,ove;rwriti~gof·. d,rug. 
p.rescriptions. Approximately 50 types9fdrugswithhigh·str~et 
value'S.are the initial targets of the surveillance. Whe:reovero;;
utilization isfound,awarning letter is sent to theprovidet: 

, , .' '. . ',' . '.. . .,.. .. ;, / .. 
. '(;' 

InanotllE!r Medicaid'S./URprogram, physicianV'~sits :to,h6spitalS 
and consultations are . reviewedtoascertain.whe.the:t"t1~eyare· nec;. 
essary and reimbursable, or unnecessary ,and, thereforE! ~not.l:'eim~" 
bursable. .In many cases .' a .' physician. . bills Medicaid for.a twenty 
tninuteconsultatiori,even though a simple analys~swil1sh()wth~t. 

·.adding up all hislher report~.p: "twenty min~t_e.consultatlons"wQuld 
'result in atwenty-hour.darlit thefiospital .. ' 

.... :0.:>,"-

rrovid.E!rs Accepting or Paying Kickbacks, 

Paying oX',acceptlngkickbacksoutofp1;ogram,funds isusu~lly 
associated. with the "service delivery" trarisactionpoiJlt,alt;hougp. 
. there' are .. af.ew . ins tances where ·,misrepresentedservice eligibility 
wascc>yerecillP by paying. bribes., . . .. . .. , . . '. 

DqC:torsinsomeMedica:1.cl p;;ogt~skickbackpJ:ogrammonie~t:o .. _ 
pharmli.cies that they own r.oJ:t:l1e purposeof'pe17petuat;itlg'oppp:re:u~i- .'. 
ties' ~o,rwri ting . aridfi 1.1i~g~\1nneeded, presgriptions. ··Unemployin~*t. . ' 
In suran.c e has hadc,aseswhereane1llployer'hascoll\lded,withan:i ;'" 
employ~eto.receiveUnempl()Y11le~t. Illsura~ce:bep~,f4.tsandthenspli,t 
the proceeds:. ·.PrOgt:aDlsinvolvingbid workbetweenthept:ovider '" ' 
artdasp~c:La.lfzed sub¢ont17'a,ct;or:have, alll9'doc\lDle.p.t~dcas~s·;wh(ate,.·, 

"b1;ibes andkickl)'ac~swere .. pai,d,i.e.,'SuriJDler FoocrS~ryicei·~BAiS . "':., .' 
..~'(a) ,HUP'sRehabilita.tiot:iHousing,USDl\rsRural .HC?*~ing;.Cl',l'A:.·and 

FOM's rE!constructipriprogj:am~>' . , .... . , 
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Providers, Tamrering'with Records 

·Providers·have been known to frauclulerttly tamper with program. 
or progrliD\~related records.Fot:' example., .. investigators for th~ VA .. 
d,escribed c:i.' case where veterans,~ discharge paper.s we.refraudulently. , 
aged and backdated •. The VA HousingLoanGu~ranty program has docu-
mented incidences of forgedor/iJfcered'·ered~~~port.s ,~ffidavits,: 
and other doctUnents subtnittecl~bvrea1 estate'br(flfers.o:t,l~tu:lect$~ to> 

'VA <with fable fnformatipnabout the veteran, the proposed.loan:r~(fr'-'"<'·:.,:;::;;:,,~,:,~& 
thept:'operty being purchased. . "', ",-?" 

A regionalcotlns~1 to the SBA. reported several instances of 
recqrd tampering in the packag~d 10an.appl{.£~tiorlssubDlitted to 
the:>Regional Office •.. The applicJ,tipfiS '£0+ " roans ~ontain a sepa~ . 
,rate sheet. of,warn~ngst.o the be~e:ficiary about conditions and fees 

J.lor packaging, b\ltpa:ckagersre~ei:ving .the SBA form~~ear off the 
warning.s. . Al't/uhsuspectingc.,l,ient, may,et\d uppayinge;Korbitant fees 
.to .the<pa£~agerswithout. -underst:an,dingctheconditions .alreaQy set 
put" In,;:6rte example,' a packager subIliitted60-70 applications 
cha,t'~~trg fe.es .of ~1,500 each whel'e thef.ee lim.it should have been 
aroUl1.d ~500, . . '. 

~J./ .. /,:'.:;,!Yf . . . .'. . j • 

.... ~"- ADMINISTRATlYE PROGRAM PERSONNEL .... '. ~ ... ~ ..... ' . 

. . 

The geueralviewis tha,t recipient and providE!w,' fraud and abuse 
reptesentthemajority·ofoffene;es committed in programs, However, 
there is little. :reli~bleevidenceto snowtheftequency with .which . 
either oft:hesegroups commi 1;: offenses, . . 

Data from the fraud and abuse survey are equivocal on this 
point: . The Dlajorityof ret;pond~nt.s (71%) providedestimates.on the 
tate off'taud and a~~seamong recipients across the various types 
of fraud and abuse .. ' Fewer re~p6hdents proyic!ed estimates of ;raud 

'.' an~o~bu$e £orprovidero~~en,~e:s (41%) orjforprogram agency employees 
. (3570), However~. theest~lD:a€es ofthe:w;s:te.of occurrence of fraud . 
and.abu$e Dlade.f~r ·emp~QY€es.by .. this:sma11er sample of··respondents 
tended ito be higher.~hanthose1na.c!e Jo.~r,E!cipiellts or p·rov~ders,. 
Half of the,,, respondents : who est;1ilatedrates of fra\1dand abuse among 
emplby~e!3categ(frizedi~ aspceurr1;ngmore·than ll~>of the time. 
Onl~f,8100fthosewhC)est~:tmEl~ed <the rate of fraud and. abu.sefor . 

. 
ref-:LP.lLents an.d !t?_ 0.£. t.J;ose who .... estim"t.e.d ... ·pro. Vide. '7 fr. aud and abuse 
p1acedthe ra;teofest1.matedoccurrenceabQve th1.s 1l% rate, . 

. <Inananalysis 9f telephon~'calls 'made .toits "Fraud ~and Abuse 
. HotlLine, "th~)Jnited St~tes Gen~erl:llAcc:9l#'lting. Offi.ce found that . 

of.'''9S7 all~ga,tionsof wro.1)gdoillS, tl1:eqi:gh.est proportion, 39 per
Pce~t, wa~,'fn' the participanf ~ate'gory--'eaJ:1:e(t~"r-'fea'Erra:T"'eJllPloyees 

I ~ , ~ 

.:':~~ 

~'. ...... . 
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o~ly:;;~H2Q:Our .fl;1,LU¢',aAq.abusisurvtlyfin:~i.tlgs .tldthe·q~ner~l f.e~ ..... 
coutij:~n~ Ofeice fitt(U.J1gssugg.~sttJi~tevellthough the' Dl~gnitud,e()f 
thfk:. ~hreat·.to pro~atn~.~lnera~il.itY;'is1AnCE!:t"tCl~nl··adDifnis~rative· 

· program personnel ca~be' ·:taell~tif1ed 'asa eh.i.rd"J)otent~al =9ffend~r 
category .;~ .. "'f;" .• .... ,.... '. 

' .. ' '. ,"... ..... ; ... ~:,~ ... ~. ;" ",: :-,-' .. ,":',".:_- .... \:"~< .... 
" As the flow diagram. suggests,adinijlistrativeprogFainpersonnel 
;~ . have major 1:'espon$ibilities at thepoittt:·s ofeligi1>ilitydetermin~~ 
~:~:,~ :c=·~,t!gn,~~'Ji1, a."4"~.t:aG~~~if'ic~ti()n (Fl)' ,;, ~,,~~p/fac:t, the scope of their .' . 

responsibilities goes far be.yond·to;quality corttrol; quality assur-

. j 

· ance, .' program integrity, and tim.e.!, d'eliveryofbertefit~. ...... . 

'. .'. l!egardless~()f specific prog:tarndetails' ~r thebe,:nefitsofferecl., 
staff are cOllsidered the,-backbgtleof programoperatidi,lls. Computers' 
are installed atid te,ohnology;jlsusedto 8SiJ±st"staffin sorting. 
eligibility, datat . stpringtl,J:ilretrieving client files<, .. orcataloging 
irtternalprograma.udits . .T}ii+d'party·provtde:t:'$csuct,.aabanker;$..· ...... . 
doctors,or contractors ofifer keyservices;f..n pl:)gram. delivery!>~ 
Auxiliary prQvidersas si~tprograni operations l>Y~S1J1tr:'ngc certain~·, ,_ 
responsibilities for third paJ:typ-~o;vigerparticip~liL,lt,:LButin ",' '~C-·''''-~·=·:.· 
the. finalanalys~s::.t~e hu:nl4ti staffcqmponent prol/:ides' the link ..•.. . . 
between. pt"~&ra:mformul.ation and:l,JDplell\~ntation ... Becallsetllis link;· 
is believed to be a.vitalone foreffec:tive ,ef£icient, . andcr.~me
free delivery; staf:fing cif benefit progratns continues to be cort;1j:ro-" 
versiaL· 

Staff sizeiscriti'c:l,zedforpoor staff to cl:Lent ~atios;: .... the 
· distributionmayvaryfroDl 'one to 011(: uptoo~.e~QSeVer~9;{:'tllol.l~li{J:ld. 
S.ta.ff. functions arecriticizedforh.eing too geJlera1:tn. 8(jme pro,,: 
grams, thus ·a11owingabusesanderror.stosllp by, or for1:)ei~.g:~()o 
specialized, as in the criticism: th.atcasewQrl(ersse~eon.lya ..... . 

· benefit delivery .roleandndt afra~dcietectionrole..~t,aff functions 
are: also criticized for havingtoouquiy·. resppnsibilities,some. qfthetil . 
in potential e6nflict .. For eX2iJ@ple,1itanY6argue thateligibil!ty ' ............. . 
worker's s1!~ul,~ not be given ,,~aElksof' fraud :lnvest1gat:iotl,,~~f it$s 
impos~Jble to'~~,provide benefits~and J.90 tt ~veraeli'!.ht's~;hoplde'I". 1.1. 

To ; under scor~ th~: importance Qf.· staf.~ingc ,'-:e()itlgre~s·· iJlse~,~ed= 'a pro ~ .' 
yisionin the Food StaniP Act of 1977 callil}g,1).fQre.st8;blishnlent. of; . 
st~£fing·. standards·. "The "Depar~entof~Agricult:ure 'i$currently, ..... . 
undertaking a st\ldy to., detet:mi\'\e the ;mostapprQpriate st:af.fitlgl,· 
arrangements for' each ·stateFoQdSt8OlPprogra1i1~\>. .' ; .. 

" • ,: .~ , ,". >,." .:.:.' • I':_..:-._--i;--~:";" . -

These $·taffing controV'eJ;s.:i.e'·c,~ai:Si=1i\'lltiPlerese.a:r~h=lJ-S1.I~~l~_/ '.' ' ....... . 
related to theVl,!lnerabi~~t¥o-f~ p'I"ogr.8Ins ··tQ.pl()yee 'frauer .andaq,ujit:',"·,,-=fo.:'7.""'j;ci 

-~ -", .;";' ," / ...... , . 

•.. . ... ~c,-S:t-aff··sf~e vatti:esg:reat:1Y~rom<pro8'I"am/t()pr08~anlas~:·w~+.lX··· •· •• · .. c<" 
7·~-aswcithin pr?$~'~areas. .', . .... ...... . .•...... ' .... '.. .... ... ••...• ,..... .•. ;"C,{<~~~ 

'. ':>f: 
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• Staff responsibilities are sometimes split between state 
andc:16calgovernmentagencies. 

~ 

" Staf£turnover is extremely high . 

• 1?art~time staffing can increase the possibility ~f 
/fraud and abus.e.. ._-c .. 

. > ..... ~-- " .. ~;;-
ccone~ . staff size varies tremendously ~i£b.ir&'atid ~cross pr:og~ym'/ c 

areas. ,Thefrau<;l: and abuse survey dat;l&snowsta£"r Sl.zes rang,E}<':rrom 
two to 5 I 590. employees ~c The, ;-",~_t:it7s-::Do£ sta.ff ac;lJIlinistering·a·pro
gram to total clients se.J;-'W:cf-oy the program vary from~a~.clOwof one 
to Ol,le, toa high bf one employeet9 32 ,7~9'/clienJ:YY{/ The hig1:le:r 
ratios are .. p-erhapsexplain_~9."7)"b¥"-eluf :i:acY' tha;>smneprograms rely on 

... thirg pfJ.rties Ctoprovhl€-oenefits. cFor~~ple, the state admini~c 
<S't:rcrtbvestafffor aSunnner Food Ser/yJ.e'eJprog.ram may be composed of c

e

• 

o a~'6'ze·npersons~. but a . f()6dtn8:~~ntfiPl1.ulldercoJ1t~act to th7 
p;rl.mesponsor may serve me,!l.J~/'Jfo thousands. of needychl.ldren .. Ll.ttle 
is· known ab:9utthe relctt'k6tlshipbetween staff size ,or clients to . 
staff:(atios,andtJlft.l.ncidence of fra\ld and abuse. The~esults of; 

- ·ap~ellmina'!ZY.c@afYs.is of .these variables using the sur'vey data are 
presentecl,<i;n°Cha.pter 2 of this report .~ .. :.O_-c 

.'I'wO,s·taff responsibilities from programs tIlCi.Y be split (decen
.tralized) between state and locality .. ' For example j 42% of the.. 
survey respond~nts indicated that their programs were d~cen_tr~J.ci:zed . 

. ~nDwledge of the relationship between. decentralizatio~C!!,ld:"Cl1erate 
o:fifraud an4 abuse may be beneficial for deve19P;tU5~15rogramdesigns 
for fraud and abuse control. For example~a~;;;&tudy completed for 
,liEW on AFDC . error rates' concludes:..,,,:>c':'·"~· . 

/..:_:..""._.~:::..0.~ 

We find);!lf!e";~.t~t~·--adminis teredAFDG prograrn$ 
.e~h.;'-tb~ff'·significantly lower error rates than state-

.. .::::;.:.:::~:;;,·supervi8ed· programs ... If all state-supervised programs 
. <were ,conv7rted to ~tateadmJni~l~·ration.· $921 million 

. . per year 3.n payment:tarro;]'.?Jir··wo.w,ld be saved. 
. .' ..... :, 

, Howe:ver ,;Id.ata fr0II!,thefraudan4d~1l1:>ti.se survey indicated that 
c_~'l:~~spoudents fromprogt:ams exhibitin;2J.split resppnsibilitiestended 
·~to"'reportlower a\rerageestimate.d};ates of administrative fraud and 

abuse. Fo~~ho/.s~pr<?grams. that estimaJ:.eq. :the~:t"equ~tl£!~;~j.cvarious 
., types of CJdrol.nJ.st;r"il.t.!-ve fraud al1c!abuse.~q111y~A2%·o~.tKe decentra
,lizeclprograms .e,.stimqt¢9c,a€lm~~*ir~!;ra:ttve~fraud.1f!ndabuse as occurring 

. .mQre_tb$Ul~~c1},~o;·of the timecwhiT¢ .. 74% of .1;ne"p'rogr ams . having single .. 
~.~"j."ccc~<~~l'ffresponsibilityforaQrnillistration.~pla.ced their estimates a:pove 
~,~ . .ll%~~FurtherF the maJqritY(62%}ofprograms with split responsi-
;j;if- . b;i:lity reported their assessed rate of fra;p.d and abuse detection 

\ "above 10% whi].e the maj ority of respondents, (52%) fr~~programs with 
singl.e ~tare>ref,;ponsibi~ity placed it at 9% or less . No, 

. .;..~~." .'-:../.-~ 

• c·. . ,,-~J.Mcfr~'B~dJIck, ':Jr .,AbeLaVine. Toby Gamp~ell ,!heA~atom.l ~£ . 
"·;A;F-B~':error§/vfwa.shington. D.C., •. The:Urban Instl.tute,J..97Ej. p. 8~ 
..... ~ ......... , .. 

c; 
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difference. >;r.'r~riotedOI! recipj.ent . or~rov)'d"r f!id4<~;~~:~'0 ...... • ..•. 
Such data suggest ~~at w~~}.e_' t;'t'.~ :re ar~advapta9:~~~~~ii~J:~lt,tl'1al.l::Citioh~> 
they m,ay be offset' Dy.p,p~'Dlems. of a dl.fJe~~n~·~~o):t~~.;'/Tor"examp'le fc .. · ,. 

recipient !raudan~ .~b\fsemay be. redJlce4~~#rtaer'<l~ceneta1.iz,ati.()n;·· 
but l1),ore adminis·t,¥.Ji'tl ire ft aud'a.nd?9u'Sg:::mayClerviilep. .. '. . . . 

. . •. ""~ .:1"/ . '. >. . .. ' «(;. ,-:'::-7 'c ...•. <". •... '. ...• " 'o.:c.:~"" 
·Thir,d~-s't.B:f f turnoveri~..,:;;~ogramsise}tt;reme 1y. high. . . One adininistfat6rsugges;t s t;,~t·~turn6ver;instate" AFDC programslIlayrun 

_ashighlfs~25% ai"tn~a~lY: 0 On~oftnerecpmmendation$made>·forthe .. ;" 
AFDG pr()gr~ tna'!978;~ep()rt ori.prog',tam error,:rates isforthe·f·~fi;;; 
eral govertmient to.'qnderl:ak.G=further·re.sea1£,~~,:p~6thel'supjecto·f;;: c· . 

staff ·turnov~r) it s de·tetnlinan t S.·, .. all,d~.:,~~tf~;effe,c·t:iveries~.'"meas!,n;~:es~~<."Co. c~·· 
for its~.xeduction. H~3 .. ·High rate;~i<'I;~~((c9ns;der~d'arnajprcCluse fo1;" . 
fraud. and.;lbusebecapsetJ:l~e,~;c:;fS'·nO~onsistent/sta£f:frtgpatternt0 
as s.ure careful~asehand!:L11g. . 

"'r~· . ... 

Fou:i.'th tthestaf.f:<of programs wi t,hpart-fime person:p.elis~l- . 
laged bysometio cJ;eiitemoreopportunities.: for ftc~.ud andabusethan J 

•• ' 

if onlyfull~,t:j.~7 staff were used •.. ·Part':'tiDl,e staff,is usilally lUred 
dllring ,!lr~~~:cfemandper~().d$ ... For .ex~ple,m:igX'antwo~kexst_1Jtlemploy'
ment"~rtisurance claims" inereaseat.the eridof seasonal wp.rkperiods<~· '., 

,.-." Also, during disaster recovery;"operations, special emergency b~ne£.its: 
. are offeredoit a' short";'term:basist()victims.The~g .periodt=c'up,... 
surges itl· demand 'make! tnecessaiyt,o hii;e:temporary, ..••. par~-time. help.· ..... 
The correspondingirtcrease in. ~~aud<atld.abuse can be . attt"ioilted. to . 

·.several. factors. .' Incrtsis'Efftuations there _Ul~y nofbe.enouglY~t"iDie .' .. ,. ,1. 

for extens{vepe1='ssIltfeltrainitig .. Pqor trafniJtt{and a qui¢,k/p.rQg;ram y>=-4 

start-up .~an·teavepart-timepersonrielConfusec;l1tbouttll¢1rjob~.~,J>_!je- .•... ..' 

Dur:lngpel."iods, of heavy work, :to~d,perS()Xln,el>inay;.ta,k~~,~f~'l1oT1:c~cuts II . 

in. duties. For example,applicCf.~tio~stnay:receive,pfiJ.ya .. cursory 
review and recipieritsiJ1aybedecrarEadeligible .. fo>p~enefi~.s ~b,o: ,. 
would, .. on fUl:"ther inspe"ction, . be (ie,clarecl. itl~Jrigii1>r:e .,Pre~flot1s· .. ' 
fraud and abuse casesinvolvingpli;t .. time.,~rsonrielsu.gges~l.nst:artces 
of theft of benefits. arid serVices, :col~l;J~i.Oriw~5h app:llcantsto ~. . .. . 
steal benefits ,andreceipt,pf kickg$'ck~} frolIl peIl:.E!;~~~qQ.~~,dg,. '. . .. . 
Wha~ever .... t~e.method ,t>rC!ea-:lOfii;;~%ft1i'~c~6-c~~tlf·ence,'··({£'0frau4·.anq' abt;se 

.::c"a,S ,Lt' relate~ topart-t1lIle :g~~"f?9:?~~1~cb.el:"~~ultsar~·~lle.Satne7~.·· 
heavy financ1.al losses al'ld;- v;t.olac1.ons ofpr("jgratIlJ::eg\ll~t:i()ns. . ... 

The irony. o!'thepart-ti.me,ruil .. time .. controve~sY').ies in' the 
fact that pr()grCWl vulnerability to' fraud.andabusei'by·,employees ' 

.. ' derives in l~rgemeasure'froaithe; v~t:ynatureQf.!ib$'i·r~f;amili~r;ty ... ' 
with .prQgraniop¢l,"at:~ons.Em.ployeesuf!ually.~on,unitc;rimes;st1cce~s~ .• ' . 

. fully·· because they know how:benefit'sare.cohv:eyed,:;·;~,het:ran}~4c t~on., .. 
po.int sinvQlved ,and. theti~:!;pgaildmt!thod~~~(); qeltve-ry. . ' .. GoI,J:l1sio);l 
with clients to d~fraw.;~·cteati'on:offictitious,c11entsc!lnc;L client 

~:~~!jd~d~R:n~~~.~;·~~~eq~~I!;;i~!::;ti.~·~t~;,.~~~~~~:~Pt~;~g~~~i~~·t .. , 
's\11t' 0'£ theJ~r inside l(.p.owledg~ .and· theiJ::a~lTt~~~to. ,"~uEJ:~.~tha1: .' 

;,i 
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krlOwledge. As with recipient, and third party fraud, misrepresented 
eligibility andcrea,tion of ghost eligibility characterize "at terns 
of employee offenses. 

Agency MisrepresentC:ition of Eligibility 

The'signif:tcanceof eligibility determination for program par
ticipation cannot be overemphasized. ,Therefore, weaknesses in 
program de~ign which provide opportunities for employee misrepresen
tation of an applicant!s, eligibility are impartantto ident'ify. The 
determination 0-£ eligibility formulae is a major area for that abuse. 
In one recent study of the AFDC program it is noted that: 

If all states were to adopt program rules (i.e. con
solidated grants, flat grants) as simple as those in 
force in the most streamlined sta'tes, then the 
national case error rate could be cut . . . savings 
in payment errors avoi.ded. 24 

Detection of misrepresented eligibility is di.fficultbecause 
verification is cumbersome. As an investigator of Housing'Loan 
Guaranty fraud cases commented, investigations are inhibited because 
sources of employment verification have frequently gone out of 
business. ' 

Hisrepresented eligibility with intent to defraud may also 
occur in collusion witl1 a client or with a provider. In an alr,eady 
documented case of employee misrepresentation; a staff member of a 
local housing authority,' charged with responsibility for distribu
tion of HUD Rehabilitation Housing funds, fraudulently misst."iced 
eligibility data for potential be,."eficiaries to qualify them for 
eligibility. ' ' The employee also .;:ntered into,' collusive agreements 
with a local building contractor who was to do tl1e repair work. The 
contractor then kicked back a portion of his reimbursement. 

Misrepresentation of recipient eligibility may also result in 
frauduL~nt collection of benefits over and above those to which the 
recipient is entitled, an administ~a,tive 9V~t'p~ym~nt to the client, 
the prOVision of' unneeded service~ to some recipier l ts, or the receipt 
of benefits by ineligible recipients. 

~~ency Creation of "Ghost" Eligi~les 

Creation of bogus case files and fictitious henefit recipients 
'is another employee offense pattern. ,Ghost eligibility may be 
established by counterfeiting identification already issued to a 
recipient, tampering with records, forging signatures, or duplicating 
social security numbers. In ,many instances where employee,s create 
ghost recipients, collected funds are either kept for theIl1lselves or 
kicked back to others who may have colluded in the fraud. 

24I bid., p. 7. 
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AgencyEm~ezzlementor Theft 

It is appropriate that embezzlement follows creation of ghost' 
eligibility in this taxonomy of agency offenses because most pro
gram embezzlement schemes involve esta1>lishm~nt of ghostf\ .. '. For 
example, a computer technician, responsible for payment .of health 
claims to providers, could manipulate the program to create a ghost 
provider and ghost patients and.then embezzle the payments. 

Agency Overpayments. Or Underpayments 

Administrative responsibility for benefit delivery to the client 
is indicated at transaction Points C ano G; administrative responsi
bility for third party reimbursement of services is shown at ~oint E. 
While prepayment has b~en eliminated in most programs, there are 
still vestiges 6f its use in some programs. These administrative 
transaction points where benefits are delivered to the client and 
third parties receive payments for their services are vulnerable to 
administrative overpayment and underpayment of benefits. 

Program~ offering cash benefits appear to be the most likely 
candidates for administrative payment error to clients ... For exam
ple, AFDC's cash assistance to clients has been particularly 
troubled with administrative payment errors forcing the implementa
tion of formalized quality control. The complicated nature of 
payment deterLilinations, understaffed offices, and poor case manage
ment are blamed for fostering opportunities for payme.nt abUSes. 

Inaccurate administrative payments have been made in •. i'_ st of 
the programs with third party participation. It appears that poor 
quality control, a lack of pre- and post-payment auditing, and 
significant pressures to get the reimbursements out qulckly to 
providers so'as to avoid their dropping out of the program are 
design deficiencies which lead to reimbursement abases. 

Agency Withheld . Benefits 

Closely associated with payment abuse is an offense pattern of 
wi.thholding or misrepresenting information on services provided to 
a beneficiary. This pattern occurs 8.t the transaction point where 
third parties. are reimbursed for their services and usually is 
allied with other offense patterns such as accepting bribes or kick
backs from a third party. 

The most blatant illustration of this pattern occurs in some 
hous.ing assistance programs where agency staff . either forget to 
submit work,change orders or deliberately falsify information on 
the orders to r,e·present that work has been done when it has not . 
Withhe~d ormistepresented information on.work change orders. has 
resulted in faulty and inferior construction of dwellings paid for 
with program·: funds . In addition,. agency inspectors or compliance 
monitors perform substandard quality controL . Critics of USDA's 
Rural Housing 'program find· that irtadequate employment criteria for 
hiring of inspectioQ personnel, poor in~house'trairting of inspection 
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persQnnel, and huge inspectiQncaselQadswhich are understaffed, 
are to blame for faulty inspectiQn jQbs and cQnsequent administra
tive abuses. 

AUXILIARY PROVIDERS 

Having synthesized infQrmation on patterns Qf Qffenses cQmmitted 
by recipients, third parties, and agency persQnnel, one final ca
tegory Qf PQtential Qffenders remains to' be discussec 7 which. is 
that Qf auxiliary providers. The phrase "au~iliary prQviders" 
identifies grQups and agencies Qffering services integral to' third 
party prQvider participatiQn in prQgrams. In some prQgrams, auxi
liary prQviders are Qutside the SCQpe Qf federal pregram regulatiens, 
while in Qthers they are subject to' specific previsiens. FrQm the 
illustratiQns TNhich fellQw, it is fair to' cenclude that auxiliary 
prQviders Qpe~·ate in pregrams where third party participation is· 
requisite fQr benefit delivery. Fiscal intermediaries and insurance 
carriers whO' precess third party claims fer MedicarE! and Medicairl 
are examples Qf auxiliary providers. In Medicare, the federal gQV
ernment CQntracts directly with these firms, but in Medicaid the 
states cQntraC1t with auxiliary previders. 

Offenses cQmmitted by some intermediaries and carriers appear 
to' fall intO' patterns ef cQntractual abuses, rather than intentiQnal 
fraud. FQr example, several Medicaid centracters were dismissed 
because they did nQt meet their ebligatiQns for timely payment Qf 
third party claims. In Qne particular state, the backleg of claims 
became sO' great that the Medicaid prQgram was almest ferced to' shut 
dewn. Critics ef auxiliary previders alsO' suggest that. they are 
reluctant to' questien claims aggressively and WQuld rather handle 
the preblem with a "pat en the previder's wrist. " 

State licensure beards,. state rate-settiag commissions, state 
regulatery agencies and the like may alsO' be placed in the categQry 
Qf auxiliary previders. Pregram third party prQviders are. subject 
to' their regulatQry supervisiQn and general gQvernance and, there
fQre, the viger with which they perfQrm thesefunctiens may influence 
hew fraud- and abuse-free a prQgram will be. If physicians' 
licenses are reveked by apprQpriate state authQrities after the cen
victien ef criminal fraud charges in Medicare, fer example, the 
deterrent effect Qf this actienis presumably far reaching. Wbere 
regulatery beards de net take aggressive actien, prQvider effenses 
cQntinue and may increase since there is nO' deterrent. 

CQnflicts ef interest shared by third parties and those who sit 
en regulatery boards/and the lack Qf aggressive action frQm these 
boards /. has CQme under serieus criticism in the past several years. 
SQme critics argue that the justice systemweuld net have to' take 
en the respensibility fer punishing third party fraud and abuse if 
the regulatQry boards were deing a mere thereugh and public-minded 
job. ProPQnents Qf seme of the beards are quick to' shew that nQt 
all have been delinquent in their regulatery responsibilities. At 
least two ~tate bQards in ene federal regien have aggressively 
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sought sanctions for third parties found misusing Medicaid. funds, 
and regularly make referrals to HEW of alleged provider abuse prac ... 
tices tl:iat are hrought to their attention. . 

Peer boards used specifically in health care programs for re
view of c.he,~~·ges made by third parties' for, reasonable " costs and for 
review of cost-contaii.1lIlent in hospitals also function as auxiliary 
providers. Subcontractors, such as those ,used in CETA's program 
desigl~. emphasize ;'local initiative" and decentralized operation.?; 
private firms which act as subcon:.:ractors are outside federal regu
latory control. 

Regulator and licensor patterns of offenses are difficult to 
identify. However, critics argue that their failure to properly 
inspect facilities, 4'eVoke professional licenses, and to bring im
-proper professional practices to the attention of program admini
strators are an abuse of their public trustee role. 

Patterns of auxiliary subcontractors' offenses have been 
identific":' as collusive bid-rigging, inferior quality ben(-~fit 
delivery, misuse of program funds, payment or acceptance of kick
backs from program funds, and tampering with benefit delivery 
vouchers, records, or files to defraud programs. 

EXTERNALITIES OF PROGRAMS 

, 250ffice of, Management and Budget. 
Assistance 1978 (Washington, D.C.: U.S. 
May 1978), 'pp.42-43. " 

Catalog, of Federal Domestic 
Governrnent'PriptingO£fice, 

26I bid:, pp. 760 ... 761. 
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The current economics of the.health services delivery"market~ 
place".provide a useful illustration of how economic structUre is 
related to programwlnerability. Healtha$sistance progr.ams rely 
on third party anet auxiliary provider .serv:l,ces. Their participation 
of necessity expands the number of financial transaction points 

. through which program funds must pass.' It has been suggested that 
third party reimbursement affords . numerous opportUnities' for abus'e 
and fraud in the claims reimbursement process .. Hospital reimburse7 
merit illustrates the potential problems created by aneconorilic 
structure whi~h necessitates indi.rect.financing with program funds. 
"Hospitals are reimbursed on the basis of costs incurred inpatient 
care ; thus the .incentiveis to r~7up'costs;brL~ging en~ugh rev-
enue to keep the hospital going." . 

As one federal enforcement official connnented, "There is a con
scious extraction of the last dollar by some hospitals for any 
procedure." He added, "Hospitals will attempt to create positions 
which 'cnn be billed directly to the health programs." Instances of 
billing for Hphantomsurgeon$u haveoccur.red for example. Once an 
individual has completed his/her-hospital residence. he/she may stay 
on at the hospital as a junior surgeon and then bill Medicaid directly 
for the surgical services. Medica.id reimbursement, however, never 
flows back to the individual surgeon, but rather isnsed to support 
the hospital's program for all resident surgeons. 

Supply and Demand 

Another ext.ernality which should be considered for its rela
tionship to fraud and abuse is the supply and demand aspects of 
functional service areas. Since program casei.oad is a proxy of 
demand, as demand rises caseload will also increase. Seasonal 
demand for. benefits in S\lmmerFood Service, for. summer CETAemploy
ment, and for unemployment relief for farm workers is credited with 
incr~asing caseloads for short time. periods, for ·example. The 
surge in demand. makes :l,t difficult to pe~form adequate quality con
trol. It has created problems of understaffing and required the 
employment of part-time personnel who have liJDited knowledge of 

.progrc:un operations. Poor quality co~trolandinadequate' staffing 
are, ~n turn, blamed for incidents of fraud and abuse. . 

Elasticity of sllpply , .,(1 demand in functional service areas 
also appears related to fraud and abuse. Blousing assistance and 
health assistance both illustrate this rela'tionship. 

HousingA,ssistance 

The entire residential industry is a major credit. consumer28 

27A,blgailTrafford, "Inside Our Hospitals," U.S. News and World 
Report, VoL 86, No. 9 (!"farch5,;1979),p. 35. 

28Veterans Administration, Annual Report, 1977 (Washington, D. C. : 
U. S . GovermnentPrinting O~fiee, 1911) ,p. 76. 
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and depends ond,ema'rid£or.homes·and:theavailabilityof hopsittg. . 
stocks .."The availabili tyand. cost .9f.fund~irithemo~eyandc~pi- ". 
tal markets. therefore' have aniDlpact9n" -the:ntiIDber.of claims ..... . 
for housingassistllnce ingovertmlen'to.;sponsored programs .29 The .. " 
VApregram,forexample .keepsit.s'int,etest rateceili.ngcompe.tittve 
with the private mark,ettoassu~e lender support for. the progrliiIIl. 30 
Availability ofniortgagemOneyand·increaseddema.nd for housing has 1 

placed heavy preSsures on government loan volumes at the program. '" 
agency level and has crea~eduiore opportUtlitiesfor lenders and real' 
estate brokers. to partici,pate as third' parties. The result has been 
that l\argecaseloads haveswainped Ul'lderstaffed eligibility offices 
and loan monitoring processes, affording opportunities for fi.sud 
and abuse. 

Health Assis·tance 

'. The. relationship of price elasticity ·to potenti.alfraud . and 
abuse opportunities is also demonstrated in the health service area. 
However, price elasticity for health services acts in reverse to.· 
most "freema1:"ket" operat.ions. 3l '.' On the service side , observers 
see that. the."more hospital beds in an afe!2 them,?re.usa~e g?es up 
--.and the more costs per admission go up."Hosp1talsf1nd 1t 
necessary to maintain t'b'E!irinitialcapital investment purchases 
of beds ... For physieians;\~ho offer. program services, the price . 
pattern operates similarly. The higher the number of doctors in an 
area, the higher thefees'which are charged and must be reimbursed 
by program funds. 33 · '. ..' . 

On the deIrulndside,more indiviJuals ar.e seeking health care 
assistance and demanding better care! Take tbe elderlyp()pulation, 
for instance, who benefit from health . assistanCe programs~ .' The 
number of elderly persons in the nation isil1creasing, and they 
general~~ require 2.5 to 3.0 times as much medical careasyoUl'lger 
people. Moreover , the "elderly'.~.. . and thei:r.diseases,. usually 
chronic, requi,re 50 p.ercent more bed rest than thos.eWh() are 45 to 
64 years 01d."35 Hospital treatments and stays are therefore.:f.n
creasing and, "gobbling up" mor~ health assi,s,taneedollars~With . 
prices for heal th .. services rising,provid~.rscontendtheymust 
tldefensively.bill for the services that are rendered. to elderly 
program recipients inarder to meet rising costs . This results in 
more efforts byprovi,.ders<to abuse program billing regulations. 
For example,. aphysician~yat,temptto upgrade billing or attempt 
to double bill. MattY physic.iallswho sreeaughtEibusively billi.ng 
consider any fines they must pay as a "cost of doing business .. " 

29!bid. 30Ibid •. 

31Trafford, 2E.. £_~. 

32"Speclal Report: Unhealthy Costs of Health," Bustness Week. 
(September 4 , 1978), p .58.' 

33IbicL 341:1)id. '. 35tbld. 
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SUMMARY 

The vulnerability asseSsment of fifteen government benefit 
programs uncovered contmondesign deficiencieswhic:hprovid~ oppor;.. 
tunities for fraud and abuse. In addition. externalities were 
identified which make it easier for offenders to takeadvanta.ge of 
program design del~jciencies. TableVswmnarizes the potential 
offenses and offenders; see below. 

TABLE V 

TAXONOMY OF OFFENDERS AND OFFE~SES 

MISREPRESENTING ELIGIBILITY • • • 
CREATING "m'K>Sr" ELIGIBt.ES • • • 
I11'ROPERLY USING BENEFIts • 
RECEIVING ADD tT I ONAL BENEFITS • • • 
OVERCHARGING FOR SERvICES • • 
\"ITHHJLDING SERVICES • • • 
OFFERING UNNEEDED SERVICES • 
ACCEPTING .OR PAYING KICI<BACKS • • • 

. TMIflERING WITH RECORDS • e 
~EZZLJNG OR STEALING BENEFits ,.1 

OVERPAYING OR LtIDERPAYING BENEFI.TS • 
COUNTERFEITING BENEFITS • • :,' 

ILLEGALLY OWIIING BENEFIT SERVICES • 
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SELECTED HIGHL,IGH±SF:~OJ:otTHEFRAUDAND' ABUSE SURVEY· 

The' other" portions of thi~report offer.a ntimbe~<of:~~~dings 
from the fraud and abuse survey which a~e descript~ve;/inn8i¢ure I .' 

e.g., survey response datat()itemsconcernedwithd~~initi.onsof 
. fraud and abuse and the ways c()mputersareus:edto detectfr~ud 
and abuse. 

. The survey data also lcandthemselves t()<s.ome'othertypes of 
analyses. These apalyses suggest s.ome possibleX:-E!lCltipnsh1pspe:-: 
tweenprogriitn . structure apd opera~ion,estimatlep ra.tes pf fraud 
anda:l?use, and program. enforcement •... Coneerning progr&nstructure 
andoper?tions, there is some "indication6.iarelationshipbe.tweeh 
various ratios of staff toclients~nd,assessed rates of fraud and 

, ,Ij,.'. 

abuse 0 ccurrenceand detection. .Wi thregardtoprogramenfo:rceDlen t , ' 
overall Jevelsof training activities were observed to be related 
to the detection and occurrence of some types ()ffraud .and abuse. 
StIch r.esults deservefurtl;ler scrutiny in futUre efforts to reduce 
benefit·· program fraud and abuse . 

Staff to Client Ratios 

·At present, there, is very little information available on 
the relationship between staff to 'client ratios and incidences of . 
fraud and abuse. . The TelationI3hipha.s. only begun to be scrutinized 
for empirical validity. A continuing problem 1s that tremendous, 
variation in the 'tgayprograms. ,are. operated at·each management ... ,'. r-" 
level inhibits the formulation of nationals.tandarclsforsp~cifying \--j 
appropriate ratios of staff to clients •. There is· also SOmecontro
versy as to whether an ap.propriatefor1llulafordete~n:i.ngthe ..•. 
number of. staff to serve a givennUDlber of clients is attainable 
and workable. In addition; social welfare management literature 
has not dealt exterisiyely with '. issu«at;0f efficiency andeffectiv:e
ness. expressed as a . proportion of' staff to clients ~'.' Th~clos~st 
concept appear:s to be work measurement. However, work meas\lrement 
theory usually assumes a given error rateperw9rker rather.than 
a variable rate based'on other factors. . :..." . ." , 

Vll:)ile theJraudartdabuse.survey doe.sl)ot shed.,li.ght directly 
on iss~esof optimc;llstaff to client ratio , <it doesprovlde some·' ' 
data wq.icn s.uggests th~t stafftoc1ieI1tratiosmayhave '8 relation
ship t9' the det;ectionand reportingo£ fr.aud and abus~ inprogriilms;. 

:". <.. , .".. . : .- .; '" ... '. - . 

. Examiuitlgtlie staff toclientratiosl.ntpere,PQrting· sample: 
utilized the reported number .. of st~:ff ,e,Illploytd.,toadDlitlister'tbe' .... 
program.and the reporte~xnonthly c1ien:t; load's ~ •. ·F1":()mthes~. figllres~' 

. ·.··• .. IMonthlyplient loadw8I3cl1osenbecS:uSe'itrepre,sent.a ii .. ~ori:"·······'·· 
ceptual1y man,ageablemiddle groundbetweengro$saggrega.ti()ns.o£ '. . 
yearlyfig,urf;wand tlle .. moreV'ariable·da~lyfigures ...... ltals9repr~~ 
sented ~het1me fr?11le mostcoDJplonlYllsed byprogr.gmsthemselVfil$ in 
asse$sing work~oads. .' . . ...... '. 
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a. cli~nt 'tostaffmelDbersratio ,was'cQIIlPutech . Althoughtheres\11t-. 
. 'imtindex.fj.guresrepresellt ratbergi:'ossesti1!18tes .ofw~rkload '. . . 

.. because th~y.dono~ei,clude purely administrative ,personnel, c er,ta in 
relationships of possible. interest Were noted. 

Initial·.analysis revealeda. significaIltrelatlonsntp between 
client ,to staff ratios and the average aS$essedrate of'fratidand 
abuseacrdsspartiesfor receipto~addit:ionalbenefits (r:;::+.48, 
N =4~,J) =.001) and for overcharge of benefits provided (r=+ 

t),.33"N=25, p = .048).Tha~"is,surveyr.espond.elltswith;utore' 
, .. ,clients. per staff member tended to estimate a 'greaterrrequencyof 

fr.i:uJdand abuse in these two; areas. ',.A further, and perhapsmor,e 
;reliable analysis ,was conductedonthosepr~gram respolldentswho 

"indi,cated that. t~eykeptst~tist~csonfraud and abuse. '. The under
lying· a,s s umpt ion was that theestima ted ratesoffraud,andabw-e 

; from the~eprograms,wouldbemore accurat:e and..less.etroneol.lsthan 
. those estimates made by other respondents .Desp~te the reduced.·, 

sample siz(a, therelationsllips just discussed improved considerably. 
. Thecorrelatioribeti1een the clients p.er staff rati,oat\d ,receiptor' 

.aciditiona1benefits was + .64 (N =29, p =.001). 'FQr overcharging 
of 'Qenefits provided it became + •. 70 (N == 15 ,p,= .002).: Inaddi..;. 
tion "oneotherrelat~onBhipwas noted which had been nonsignificant 
when computed on the fullsalilple. The overall estimate of fraud. 
and abuse by program recipients2 wasfo1lI1dto be positively cor-

.' related with the clients to staff ratio (r = + . 39',N= 39, p= 
. 015).. As be ~ore, statis tics~ke,epingsurveyresp()ndents' with . more 
clients per staff member . tended '. to:~eport more f-requent occurrence: 
ofre¢i,pientfraud and abuse thanthoae respondents with small 
clients per staff ratios. One.technical note which should be 
injected·into these,findings at this point is that: other.notable 
cOt:'relations~reobtained but restrtctionsi'nthe response ~ange 

"andthe n1.1Dlberof respondents in certain fraud and abuse categories 
StatiStically prohibited their inclusion. . .', ". 

.;/ ..,' _.' . , 

These restrictions prevented the interpretability of similar 
analyses conducted using the ratio.of clients to. fraud and abuse 
detec;.tionpers/l)n,nel· (Le. ,then~ber of fraud investigators and 
int/ernalauditbrcs,whi,ch a program bas) .3 However, one (inding , 
;which did emerge was a low, , bUtsignlficantnegativecorrelation 
be~we.enthisratioand the estimatedra.teoffraudandabus,e 
:det~ctioll by programs Which kept statistics (r = - .29,N = 35, p ~ 

., ..g41). ,'Ingen;eral, survey respondents who had fewer. clients . per '. . 
detection p'ersonnel also reported higherestimatedrat;:es of£.raud, 

'andapusedetec tion. . '. " . '. 

·····.·····:2Ihisvaluerepresents the average estimated rate of fraud 
a,b\.t~ebypr:o$rB:mrecipic:!ntscomputedacross each tyPe of fraud 
abuse: listed (see Appendix Ii, Item 22) '. ' 

.., . ' , '. 

'3See~ppendi~ H" Item 11. 
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'. . .•..... Overall ,·the~e finding's stiggest~hat:the.inciden~e.iriddE!t~c-· 
tion of fr§;udarid.abuse cannotbea!1s1lllied tobes.simplefurietion .... ' 
of·progratnsize •. ··That~s ~." a$pro'grams. $et largert.he.~ate.c>ffraud: 

· andabusein~reases . and;itheabi~itytodetectit decreas'cas .. :E~cep~": 
tingthe. $tatistical·~est;}:ictionslllertti.oned. earlier"nO . significant.' 
correlations we~eobservedbetweenprograDlsize ·asmea.surE!dby ". . .• . 
.b'il.dget, .. cli.ertt.load ,.01' .st,aff s.izeand. the.';-eportingincidenceor ... 
de~ection6ff~aud" and abuse~ Those factors which did appear to . 

. htLs>1:."some interpretative value were the presence or absence of 
actua[fraUd~'andabuAe:~.Jtbit:tstics, and the . ratio of clients to .. ' 

.' starf members anddetectionOOpersonnel~.=_.a\lg!lresult.s'sygg~stt:hat 
'.' .', in . ftltu:t."e studies'T1eZati vemeasures ofp;-ogt"imctie~~gtt~~'4:'$lU1~c;. __ ~. 

tioningsuC;:hasra:ti.osorper .. capita mayyiel4. info~t~ptro~ .... >.~~
gteater . etl for cemen.t: utility than absolutemeaSUl'es/su.en· as budget ' 
size,: total. staff., etc . . . '" '. ..' 

Training. 

i. A second ~venue pfex.ploratoryanalysesconcerned the . level .' . 
of training a programprovid,ed to its staff . Anoyeralllevel of 
program. t~ain~ng act:ivitywlsderivedfrom . the frequ.encYl,)f r'epQr
tedtra~n~ng ~ncthe,survey. . In those programs which kept fraud .' 

.alld abuse.s~,atistics, these overall leve~softrainitlg /wei"efound:, .' 
· to be posl.t~vely correlated wi.ththe est~mated rate of fra\ldand ' .. 
abuse de1:ec

7

tion(r =+ .32,N =43,p = . 013)anc1>nega.tively .• ,. . ... 
correlated with' the assessed rate of fraudandabtiseoccurrence 
in th~category' of reeeiv;i.tigaddi tionalb~nefit$_by,'th()~e decl~red 
eligible (r = .... 29, N=32,p = .049). Inessence,thoseptograIris 
which :r.:eported 'greater levels of regglarly scheduled training .. , ... ' 
activi?tiesalso tended to report a greateresti11la~ec.irate.of.fraud 
and abuse d.etectic>nand lower estimated rates offra\idlllentr~~, ,.' 
ce;i.pt gf addi,tional' benefits e' 

" .' 

Therelationship.ofover~lllevels 0; training with program 
size va.riables, was also explored .. Asig11ificant,:geg~tiye co:r:~' 
relation was fo~dl'1i th mon thly-cliene ~l.oacitr·=. "~.26, "N' .~;,45 L .. ":" . 
p ,,= .040). " .. Thepl;Qgram$ that reported lees,s.' ()verall traitu.ng ·Oll. '. 
areg\llarly sched,uledbasis'alsorep()rtedhigher$nthlycli;en.t· .. 
loads. . Presumably an. explanation for this w()uldbe thatgrea.t.~r:' 
client demands on theprogramleavelessti1ile.fprcother-acti",i.\ti·eS " .., 
such. as training. . .. Partial support· forthis.s1.Jppo$ition'c::omes'~:,< " 

· fromthefindillg ,of a .IIlarginally .···significant~otrel~t;onl,,~tween. 
overall levels of training .and the rati.o of clients 'to, staff . 
(r=- .2},N=,34, . P =.0 060). . Programs wi thmo~e~lientspel' .. 
s taffme,mber also tended to report' fewer reg\ll~rlysclleduleci 
tl'aining;ac:tbiities. ' . 

. .' . : . . 

j .' . .'. 

. . 4()verail,tt~,iniIlg level wascomp.utedby sUmming values 
assignedtP the frequency Qf'trailling,a,cl;oss ,all types, of train-' 

. ingand ~\ldiel'i7e~ (see Itelll 12, A.p;;~tendJ;x.. H). Yall1es, assi~ed 
were: ..... 1=Tra1n~ngheld once, 2 'Tr.ain~ng,heldannually) .. > •..... 

3= .Trainingl}eldtwo to four tiIll£\s Jieryear j and 4 = Train·ing 
.beld.: more than four times per yealit.,:> .. ' 
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'Altho1Jgh tl:l:es~ .. C()rrei~t:ion.sare·.lowand ,cannot be ~interpreted 
any caus~l ' flishiori~tb~1do~fi!ndto suggest that staff training 
an area. ofpl"ogranJlnatic'."~hdeavor . ~h:i,chmay be-of some. benefit 

,in .. reducing,t,AEJ ,incidence ofpro,gram fraud and abuse., The survey 
data indica testhatgreater regul(ilrlyscheduledtrai:ningac;tivity 
is associat~dwithhigherestimatedr~tes of detection and lower 

" ·'e~tilDatedfa.tes of. cE!rtaintypes of f;ray.d ~ndabuse.Thefact 
thattr~in.inglevels are related to estilllateddetectionrate~ 
whereas clients to staff ratios ar,e not suggests that training 
may bean important mediating variable .inasses,~ingthe value of 
chang:i,ngclient to ~taff ratios . Limitations il)l theresportse. 
detail,'arid .refinemellt ofthepresentsurye; pr~cl\ldea IIloreso
phis,t;cated statistical an.alysis 'of part; and partiaJ.correlations, 

... among' these variables. . Futllreresearch should be designed to 
, " '. "'p~ovid~: data on both the stry.cture and functioningof individual 

.... . .•..• ~. pr<>gramssothat an(illyses of the inteTactionbetweerithese factors 
~~-f-~~'~~i~l,~t"oVide a. betterunde.rstalldingof the dynamics of program 

~ .:;-" . '.' 

fraud and abuse.' .. . , 

. Overall. the preliminary results of the survey suggest that 
a greater numbe:rof detailed studies can pr,ovid~useful informa
tion in the design of welfare, programs to be less vulnerable to 
fra.udandabuse,,'But weak program designs are only one (,';ontri
bution to the general problem of fraud and abuse. Deficient 
ertfQrcement strategies also contribute to toe on-going problem. 
Theifollowing chapter. reviews the current cOmmitments to enforce
merit. of benefit program law~ and regulations as they relate .to 

. designvuln,erabili ties .' '. . 

'oJ, 
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CpRRENTENFOl{GEMEN~dOMMITMENT.S 
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Recognition of the rela.tively. frequent occurrence ." '.' .. .' 
abtisein gov~rIlment benefttp!,ograms has. led to the dev;~:toPUlent()£ .'. '. 
a varie.tyoftechniquesto combat: the problem.;; . Theseen.force"ient .... 
aativi'tie s .. are inextr~cablyboU1ld ..• to· ~y~c~ssf1.l1bertefit;·clel.i.very, .•... 
and inan.ara of fiscalrestrCiil1tare>aestj.ned to playaneveh.11lore 
s~gnifical1t ':olein detepni,nati()ris.ofpI'og~~:wi.ab~litya~9-!lucc~~fJ~ 
The. reader w111re~alltfi~tChapter2 descr~bed tb,e,benefl:tdel:l.v-· ...•...• 
. eryproces sinte:t1lls .' of a ·ba$;l..cally li~ear 'qon titluum• . When . en:fox;cE!'-;; 
ment activities are added, it may 'be UlOrE! .appr().pri.at~ chovtew'th:e:,;;', 
pro~essas circular,(SeeTabl~.VIl>elbw)~-Thus,<on~\~.a-imofenfprc;:e.7"., .... 
mentistorecol!?tIrtproperberiefitpayments .:RecoupE!d.!undsare '.' '. 
placed back in the prQgraIIl for. additionalb.enefit.paytll~nt$. Vari~u$ 
types of enforceDient occur at different poiritsonthe c:~rc.1.e~A'$i· 
an' example; a ·strate~y to recoup fraudul.eritlyc;:ollected;pen~f:ics '.' .' 
and returnt~ent.to the program for detp. ii.nation Qf elig'ib~lity;, ." .... 
appears at Point B..Anoth,erenfor.c~ments,trategyisto t~tiDit'ulit¢"c'>. .. 
participation ,of ineligible recipients andass\.ire. that'orily~ligible .~< 
needs are met at Point>C. Strategies that punishth:i.rd party'pro~ .... 
vidersfhr program ~ongdoing are design~d to assUre app~opt:'iate ..... 
and timely delivery of benefits at. Points C and G~ . 

The field investigations of the fifteen benefit prograinsr~" 
viewed . for this study :r~v¢aledavariety ofenforc.emellt aati·vities .. 
Interviews .suggested ·that .cuI:'~e1itcommitments. al;:~ usua;~lYi1:hought·. 
of in, terms of their primarygp:Cll,. tj •• g. I'. preverltion,;tietecttof1:~6r .. 
det:errencel of fraud and abuse. " .Begi,nningwiththrs .simple.goal· , 
typology,'" this chapter will' first describecurr¢.nt enforctainent ....... < 

commitments . Not all currently existing eXaIllples ofap.art.i~ulat 
type of 'enforcement activity are.includecl, .. asthis ,woulctt;'esillt .' 

, in a prohibitively long andanalyticallyredunciantvol\.l1lle,.. . ..•.. . 
Rather, . one or two tYp'icalexaIllPleso£t,'lle·enfor,cement.~~t;e.chRiijgE!. 
is/are described. It should be'noted··that·notallof the,se .. 

'techniqutas are appropriate ~cross. al];;benefJt,progrm.n.typ~s. 
Therefore ,those 8 ti'a1(egi eswhichare COmm()ri'~oal1, progr'ams'j; 
Will .. be further differentiated. on .the. ba:Sis'.()f, theactivit;ies. '. ' •• 
associattadw.ith theit:' eJllpl~yment,' thusci:tjaJ:~ng.a mo;:edt!t:ail~(:t 
typology of enforcement st,r~tegieswhich 'i$.·: based oDi·characteris:.. 
ti~ activitie,S rather'than general goa,ls .. ,Bec·.au.se·eacbo~;::~~es:e·,'" 
new .st~ategytypes. is designed '. to~educe tl:l.ein¢id~nc~offora':ld.· .. : 
and abuse,' and because the p):.evention;"'(ietection·;·c:iet:erl:'e):)ce ',(go~,lJ< 

. 'lDeterr~nce is here differentiated 
empltiytnenfofsom~ d:irect sanction 
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tYR()logy·':'fs.''OdQPCePt~al~Y s;lippe:L·y2,.thos~ .. who' ~reconcerIled about '. 
enfbrce:mcenttocontrol fraud andabus.e ili8.Yfind the action typol

'9gy~o have greatei"~ti.titythan=,;.~~Iregoalttpj;)Jogy •. 
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$~).;rf. ".L.."Zi:t·:iS · .. l:ilippery, ip. part~because deterrence . implies that: new 
~<. .ct:~Iile~otab'U.s.es' are prevented. and.· detection is necessary to deter
~;: . '-"'mine t1:l.e·s\1cctH~s,ofeitherpreven·tion or deterrence. Simply stated, 
~{f:tr~d\1cj;.ng crime·~~qti..ires all three. . . 
'~"':O~~'j :._ ": .. :. . 
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'EstabliSbm~h:'t''-;ot''s:tate ..• Of:~ieeS~(;fitfs.·'.P.>e.·' •. ·~tor.·,·.GeJ~rat 
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r~-:·~-:---"'\"·!..'· .' .'. :" ',;' .; ,: i/ ->.'. ," . "',-. 

. ", C0ordihiftiono"{ itlve'st"tg~t:i.9JJ., ·~udi.t,al1.d:.s~hc.t!on1.ng 'powers 
has, .be'en ()v~rlookedin .pas;tprQgt8.Inei:if~rce~n~;ef,fp:rt:Js., Thfslack . 
'or-coordination 'app'e'ar.s;':'t()<1ta.ve ··seri.Ollsly··.h.pered, the· government's. " .. 
ability to cO.Ullteract fr~\1d"ahdabuse~ .''l'o>~~inmd1:eenforcement ' .. ,' 
eff~ciencyand~£,iecti-v:Emess ,several j\1~j1sdi~tion~lta"ees'tablished 
off:Lcesof InsIfec~()r General (I G) • '" .'. //" 

, .',. .... " " '. . ... · .. ~,.e;~· '.' ,,"',,~., /:. ", ,... ' .' ..... "'" 
Three ,'. fe:deral.agen~ie,f3~ .~g:~·,;Un:i;ted;' States"fje:l1artment~ o~H()using 

and' UrbanD~Y~.lQ.Pmei;'fr~lf€alth,.Eduqation,al')clW~lfare,and.Agricul- ' 
tU:re ,.werlC-forerunnersintlje ·e~tabl~shme1;lt.of,. offices .lof·Inspector 
General as"'an independentagencyunitf'Q1: co(irdinatingprQgramen~ .. 
forcetn¢nt (and internal se~u;rity). ··Themandateof,aUD~stnspec.tor 
General, for examp];;e,. i~ .. to ,prpv~i.deall' uinaep,e1l.dent,r~v'i~"rofthe " 
effectiveness andintegr:ity~'o£1iI1D'operatioris~t' . and 'tlle of,ficehas 
the authority .. "to. iuqui~,e"into .al1.·progratns.~andadministratiVe " 
activi,ties"Of1:lieagency.as.we,ll as tnoseQf "persons or parties 
perforni±ngut).der g:rantsj ~conttactti,(jr otheragreemep:tl:lwith. the' 

. Department. "jThe offices have staffs of auditors:an-;!criminal 
~~ inve s tigator s . . 

; ..Orgariiz~tionally, ·1:he.~epfftc:eshavecentl.".lhcadquarte:rsF~ln 
Washington and, regional ,or branch field o.ff~cesalso "st'4'U~edwith 
audit and inyestigative,personneL':H.UD'so£ficeh*d47lfpers'onnel 
in fiscalyear.1977;c.ortsisting.of,vabout80 etnployeesa,theadquar- .' 
tersartd the.remaindE!r in field'·locatlons.4,O!].!_~Q!.~tJ;l.e~tlnique>· .~o 
o;rganizatibnal features.pf the I~officesis,t:hei;rp()sitioriin:th~ 
hierarchy. ,They . are autqnQIilousunits 2ndreportdir,ectly to .. the ., 
a~ency ,secretary.Whil(!tb~ydo no~repl~,ce'~stablishedline~;o£ .' 
o,p\~r atiollal authority,th.€aYcio it.lt~rven.e~'Jwhe~e+pro'blems .·.inproct.~- '. 
dUl'es , policies, ,or employee> condtictarise.S, .' .. ' . 

Tq, emphasizethetmport~nceof' the;.p:rote, toprogr~' tntf~grity, 
. Congress ,and ,·the agencies .' h,ave approprlateefa~rlY1.~rge· . sums: to .• . . 

, these off:(ces.TheDep~rtmE!ntofAg~icultureofficewillop~rate· 
in fiscalyear1979with'a$3,2mi:l:l~onbtiaget~.lIEW·:;s. office with .. 
a' $3S·m,.illion budget,andHtJD's ·off~cewitll. 11$1.6m~11i9n buq,get. 6 

3unitedStat.~s.·DepartUletltqf;<H~utdng· ancl.·U*batl·D~V~16P1li~nt', ' 
Officeoftnsp~qtorGetieral'd 1977 Arinual,: Rep<itt .i~cJ:leciuleWo. '6, 
(Washington, . D. C .:U .S.G()veT:mne1;ltP:rltlt:tng:Off~ce', .. :1.978.) i:p.L 
'4

Ibid
. . . .. . 
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One jmportant measurable result of the IG offices' vlOrk has 
been progra!!1 cost savings. Annual reports for the offices provide 
illustrations of these. savings. The Housing and Urban Development 
report shm.j~ sustained sa-yings of $116,720; 59} f?t' f~s~~ll. ~ears 
1972 to 1.977 and cashsav~ngs of $54,14.5,335, The Hllll.VlCiual 
annual figures are shown in the next table, 

I 
l 

Fiscal' 
, Year 

1972 
1973 
1974 
1975 
1976 
1977 

Totals 

TABLE VII 

SU'MMARY ,OF SUSTAINED AND CASH SAV~NGS 
FISCAL YEARS 1972 THROU~H 1978 

, ---~' - , ,--,..,-'--- I 
Sustained Cash I 
Findings, Savings---J 

&: :2~ : ~ ~ r--·------·-'- f-~~Il~ ~ -- II 

16,101,956 8,131,077 
14,807,141 7,511,005 
33,799,805 18,756,109 
34,580,444 10,550,285 

$116,720,595 $541145,335 __ ~ 

The success of these IG offi.ces has spurred Congress ,:md the 
President to expand the concept. The House of Representatives 
ConferencE: Report on offices of Inspector General concludes that 
consolidating existi?g resources in other agencies will result in 
substantial savings. The Report also finds that "any direct costs 
incuTred will be relatively minor and will be offset many timeyo 
over through benefits attributable to the work of the office." 

7trSustained Findings are not reported until we are advised in 
writing that program )fficials have concurred in our findings and 
have requested the grantee/borrower to ma.ke restitution or take 
corrective, action. Cash savings are reported only after we have 
received evidencp- that HUD's costs have actually been reduced. In 
addition to the cash recoveries, insured mortgage reductions 
amounted to, $1 )802,326. Court awards and indemnifications received 
amounte.d to $503,046." HUD Inspector General Report,2£.. cit. 
Schedule 5. 

8Ibid . 

9Inspector Genercll Act of 1978, 5 U. S. C. app. (1978). 

10U.S. Congress, House of Representatives, Extension of Office 
Inspector Generals in Certain Departments and Agencies, Report 
95 ~58q" 96th Congress, firs t session (Washington, D. C.: U. S. 
Government Printing Office, August 5, 1977), pp. 16-18. 
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State atld Local Consolidations" of Audit and Investigation 

Following the trend of the federal government, states and 
localities have begun coordinating enforcement efforts anci COlIiInit
ting funds for specific enforcement purposes. The patterns of 
organization for these units vary considerably from one juriSdic,;. 
tion to the next. In one state, the investigation unit is an arm 
of the state comptroller, and in another, it is an autonomoustinit 
but under the organizational structure of the programadmi!:)istrative 
agency. 

The fraud and abuse survey questioned \>\~hether state program 
budgets had allocations for enforcement. When such allocations 
were identified, thiZ! survey sought to determine the amount of money 
allocated to enforcement techniques, such as detection, investiga .. 
tion, client education, staff training, prosecution, etc. II More 
than half (51%) of the respondents said they had budgets for inves
tigating fraud and abuse. However,when asked to identify the 
dollars allocated to specific techniques and percentages of the 
total budget for these allocations, only 4% were able to do so. 
Although line item breakdowns for enforcement dollars are not 
available, the fact that programs have monies available for enforce-:
ment allows us to suggest that state legislatures see fraud con
trol as an important expenditure, 

Enactment of State Welfare ,Fraud Statutes 

Several states contacted during the study have enacted fraud 
statutes applicable to specific pr:ugrams. These statutes specify 
penalties for program offenses and are the basis for developing 
state fraudinvestigationlprosecution units, There-is nO,current 
tally of the number of states that have enacted these statutes. 
Presumably, however, more states will pass these laws as the public 
grows less tolerant of program losses. In addition, it is expected 
that program administraLvrs and enforcement officials will more 
regularly seek legislative support. for £rC'ud statutes in response 
to the public's demand for action. 

Legislati~e Support 

As an enforcement technique, the search for legislative support 
is intendt?d to bring about changes in program design"andlor provide 
enforcement funding through the political process. Historically, 
support has been sought" only by administrative and management 
officials . Now ) enforcement interests as ,,;rell are lobbying for 
program reform and enforcement appropriations. Part of the change 
has come wi.th public recognition that careless spending of tax 
dollars without requisite safeguards has created "legislated waste" 
in manyprogra.rns . The lobbying efforts are generally directed 

llA "d' H I 17 ?p~n ~x , tem . 
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to. ard closing loopholes in program design, tightening the meaning 
of program definitions and terminology. eliminating ambiguous pro
gram objectives, and providing funding for enforcement manpower, 
resources, and technology. 

The effectivene,ss of legislative lobbying lies in its ability 
to bring about compromise. Since decisions in government r(!tsult 
from multiple. often conflicting pressures, the purpose of legisla
tive lobbying is to bring about some general agreement. Itis 
obvious that elected legislators cannot function without bei.ng 
reelected. Consequently, "they must ... advocate the perceived needs 
of their constituencYr even though satisfyingt:hoseneeds may not 
be in the best interests of the larger body which they are supposed 
to represent. fl12 

One of the greatest weaknesses of I1log-rolling" for program 
enforcement is that Congres~ional efforts to resolve deficiencies 
seemingly cannot account for all the variations in programs. The 
problem is that 50 different variations of a program complicate 
the task of writing legislation which meets all enforcement demands. 
For example, fraud, abuse and waste in Summer Food Service programs 
operating in large urban areas prompted Congress to write strict 
language about compliance monitoring of food preparation and food 
service sites. Strict monitoring in urban areas from a practical 
viewpoint proved much easier to accomplish than in geographica.lly 
spread out rural areas. 

In sum, the decision-maker chooses legislative lobbying as an 
enforcement activity when. he or she seeks to change political be·~ 
havior to reform programs, remove vulnerabilities or obtain funds 
for other technl.ques and strategies. While seeking legislative 
support can be an important enforcement tool, its effectiveness may 
be weakened by the very nature of benefit program administration 
in the states. 

Organizational Redesign 

Where vulnerabilities in program design are identified, reme-
4ie8 for the problems may be sought by redesigning the program's 
organization. Redesign aims to define major organizational con
straints to combat opportunities for program misuse. It can he 
categorized therefore as an enforcement activity for benefit pro
grams. Using the Rural Housing program for illustration, there 
are several program control aspec·ts demonstrated by organizational 
redesign. In the past, some fraud and ~buse h~s been attributed 
to organizational weak,nesses concerned with staffing, volume of 

. work, and quality control. Observers claim that inadequate staff 

12 . 
Robert N. Anthony and 

in Non-Profit Organizations 
Inc. ,1975), p. 50. 

Regina Herzlinger, Management Contro!. 
(Homewood, Illinois: Richard D. Irwin, 
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at the county office, levels, coupled with a heavy volume of loan 
portfolios and the additional r.esponsibilitiesforot::her aspects 
of the Department of Agriculture's work, have resulted in poor 
loan deter "inations and management. . 

. . 

Effor •. are underway to eliminate these vulnerabi~itie$bY 
redesigning staff responsibilities. lna rec.ent experimental pro-
j ect, . an automated system will perform all accounting and servicing 
of housing loans as we~l as the handling of tax servicing and 
liquidation~ Automating these functions, it is believed, provides 
county staffs·with time·to more carefully review housing applica
tions and reduce reliance on packaged applications .13 Under a . 
reorganization plan adopted by one state, county offices will retain 
all housing loan .responsibilities ,but all .otherdepartmentwork 
will be shifted to the district office level. Theplan.is aimed 
once again at focusing more time, attention, and staff resourc~s 
on housing loans since thE~se account for the bulk 'of the county 
offices' workload. . . 

The rural housing example points to several contributions that 
redesign brings to program enforcement. First, redesigning the 
scope of tasks to be accomplished by the organization affects the 
span of control of county offices. By reducing the span ,. improved 
service delivery (in terms of timeliness, thoroughness and.effici
ency) should decrease opportunities for fraud and abuse. Second, 
redesign is intended to change the boundaries ()f the client groups 
serviced. By readj usting the scope of the client load,i. e .. 
concentrating only. on housing loans and reallocating other tasks. 
redesign is assumed to improve contacts with applic3.nts and, for 
the administrativesid~, to provide more fraud - and abuse - free 
service to the eligible client. 

Other redesign efforts have focused more directly on inten
tional fraud and abuse by administrative employees. Employee 
offenses appear to account for a substantial port:i..on of fraud and 
abuse. While the magnitude of these offenses nationwide is not 
kno\tID, the experience of one federal agency is illustrative of the 
potential of employee crime. The U.S. Department of Housing and 
Urban Development reports that since 1972, .92 of its employees have 

l3paakaging is a technique (allowed under program regulations) 
used by housing developers and builders to combine applications 
for Rural Housing Loan assistance to.assurepurchaset-sfor their 
housing and to expedite the application and determination process. 
Packaging has been criticized because county staff have beert la)C 
in reviewing applications submitted in this· manner and some devel
opers have abused the process by falSifying applicant information 
to receive a fa'\.TOrable loan determination. 
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~een.indicted for off~nses r~lated to their misuse of office and 
i4·of these were conv1.cted. 1 

The importance of reducing such incidences cannot be .overstated 
for insuring the integrity of programs. Several jurisdictions· 

. have implemented specific strategies to deal with employee fraud 
and abuse. For example, one location now uses written t:onditions 
of employment for all employees. These conditions are worded so 
that the· fraud or abuse that occurs must be the result of "willful 

. intention" and not merely poor judgment. Violations of the condi ... 
tions axe considered proper cause for dismissal. Under some of 
th~conditions, employees are prohibited from: 

• Backdating a claim without formal adjudica
tion or approval from a superior; 

• Transferring a claim retroactively without 
a superior's approval; 

• Participliting in t~.king, adjudicating, or 
paying claims from relatives by blood or 
marriage; or 

• Receiving cash restitution payments unless 
the receipt is witnessed and countersigned 
by a superior. 

The Inspector General's office at the Department of Housing 
and Urban Development is combatting employee misconduct by conduc
ting briefings with new and currently employed staff on standards 
of conduct. The briefings aim at "promoting departmental integrity 
and familiarizing employees with the conduct that is expected of 
them"15 under federal regulations. In fiscal year 1977, the Office 
conducted 79 such briefings at regional and headquarter offices. 

Recipient fraud and abuse is cCiuT\tered directly by still other 
program redesign efforts. For example, under the provisions of a 
mail-in redetermination status form project, enrolled beneficiaries 
are sent a Monthly Status Report form by the sponsoring agency. 
The recipient must re.turn the form before a benefit check is re
leased to him/her. In the Monthly Status Report, the recipients 
submit information on income, household composition, and other 
eligibility factors that would affect the benefit grant. The 

14 . 
HUD Inspector General Report, 2£. cit., p. 4. 

15Ibid . 
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computations of grants are based on the beneficiaries'· circumstances 
for the month prior to payment ; rather than on estimates of future 
circumstances, This monthly "retrospective accounting" system re:'" 
duces the amount of administrative error in the fOt:1nofoverpayments 
and·· underpayments because the . applicant 's eligibility is redeter .. 
mined with more frequency than in the past .. 

The monthly reporting system involves the status report and 
relevant income reports which are designed for simple responses 
from recipients.· These. forms facilitate entry .. into a data proces
sing. system. The computer processing of the ,eligibility data . 
enables the agency to handle the caseloads quickly andeffici~ntly 
and to update the central file systems for quality control and 
ma.nagement information purposes .. 

In addition to redesigning particular program elements for a 
reduction invulnerability, SOllie reorganization aimsat.coordina~ 
tion and streamlining. For example, Medicare and Medicaid were 
combined in the Health Care FinC!ncing Administration. (HCFA); and· 
in April 1978 the Office of Program Integr;i.ty in HEW was created' 
to link the Inspector General with HCFA. At the state level also, 
the trend is to consolidate responsibilities by substituting state 
supervised programs (those supervised by the state but run by 
county governments) with total state administered p:rograms. 

Several localities are experimenting with computers to deter
mine eligibility and the amount of assistance to which the indivi
dual is entitled. The computer systems are referred to. as case 
financial summary systems. These·systems contribute to stream
linin.g benefit program operations·and reducing the opportunities 
for fraud and abuse in several ways. They: 

• standardize and automate all calculations 
of benefits paid to beneficiaries. 

• reduce the amount of time caseworkers must 
spend on routine paperwork and increase the 
time available for direct contact with 

. clients. 

• make benefit client records easily accessi
ble. 

• reduce the turnaround time of processing 
applications and thereby alleviate hard~ 

. ship more quickly. 

• decreaseet'rors in agency caserecordkeeping. 

Caseworkers obtain eligibilitydatafromprospe.ctive bene- . 
ficiaries and thenent~rthis data into the system. The computer 
calculates the amount to be awarded and simultaneously prints a 
case financial surmnary. . 
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Finally, in the beli.ef that simplified programs~hdreduced 
paperwork for recipients' and administratorswi.ll r(;!duceprogram" 
misuse, the U.S" Depart~entofaEW is,und~rtakinga project to 

. crea:t~ uniform eligibili.ty standards for programs' q£public assis
tance.The project will operate in 1979 and has three objectives. 

• Standardize. federal requi.remel1ts across 
. social services. 

• Simplify the ap~i..ication process for clients. 

• Implement goverrullen t .. Wi. de standards . 

The project is modelen on a state project coriductedin one of the 
federal regions 1lnde,,=, the acronym. SPAARS (Single Purpose Applica.,. 
tion and Automatl.C Referral System.) " The proj ectconsisted of a 
SPAARS team drawn from six states. The team was responsible for 
l'i1aintaining contact With individual states ; coordinating efforts , 
and prov';'ling technical as,sistancefo:!' the development of a single 
application fo~ for 17 benefit programs. The project had several 
goals. 

• Develop methods to simplify and reduce the 
cost of the application process .for indivi
duals seeking assistance from. social and 
medicalservic:e and income maintenance pro
grams at the state level. .;-

• Consolidate application and eligibility forms 
while continuing to meet state'and federal 
requirements. 

• Design and implement a complementary refer
ral system which \01Ould maximize client access 
to the appropriates.tate. programs. . , 

• Make certain the system would protect the 
confidentiality of all "piersonaldata" pro ... 
vided through a single purpose application 
and referral 'service .16 .' ' 

A 24-pagedraft of the application was developed by the team. 
It was then reviewed £orlegal cons,traintswhich might affect 
determination of eligibility .. Because of the differences across 
program lines attdamong state a~inistratioris of programs, ques
tions arose regarding how best toaccommodaee variations. in eligi
bility determination within the singleapplicatton. The experimental 

16 >. '. ...,.. ....' '. ' . 
.... " 'SPAARS,The LefalConstraint St:udy . (Denver: Colorado SPAARS 

Corrtmittee,G.olorado.O flceofHum~nResotirces, March 1977), p. A .. 2. 
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impl~1llE!ntat ion.· .of 't~e.singie ptirp()s~appl.ic~t~()Uwa~·l~ited·tc).'~a>, ' 
s~llgeograph:i.cal~rea,for··a··'$hfJrt, ··· •. tllDeJ:p(l!ri:,~cl.~~.~,:quXl'ently,i,the··.·:: . 
SPN\RS .• teatn'ig •... concen trating .. · .. on,$ta,rtda~diczlng,:~E!J:'1Ds.a.ndde'fihi1::i()n,s· 
in eligibilityrequiremel'ltre$ul.ati?lls incorijunc~iotiwithfeder41, 
efi;orts tosimpl:i.fy program()pe~ati()ns~">" ' .... ' ...• "',' < .:, .';' ':. 

.... . .".. . . ",' , ..... , .. 

'. . The· eff~ctiven~ss,of· .• ·rede$ig~', l~depetlcient inlarg~';R4rt on:: , 
.' the hUlDarireso~rces thatpr.ocessthe.or.gatltzEittOl'l t,slfo':rk~'Manag~~ ... ' 
men t . literature has ,deal~wii'JpJ:'oblems"of,workers·att:it1..1dE!.;~'iltoward" 
the organizationanci~hange. 'FieldwO,rkfortl'1is,':s~udyfo\lDd, " .. , ' 
similareffectiv~tle$sproblemsin pr(~~ami agE!n.ciE!$Wherecha~gE!s '. " 
were undertaken,to:r . .edesign>staffrespotlsib~litie~,'trOtn ,de:tiYery . 
topartia).enforcetlle1;lt. ..For.ex;aDlple.. ,the ill ~roauction of (ieteQtive . : 
invest:i.gative.responsibi,lities ··at· theoperat;ji~:mal'levels:.>ofpr()gtar:n·· 
agencieshas~crea ted serious work effcecti:v~ess probleDl$,·for' bQth '" . 
benefit delivery and program enfQrcement..Some $,ta·~f:,seet~~t~o ... 
roles as,incoIDpatible.Theyarguet:hat()neeanno~providebenef:lts 
to a recipient an~.also monitor the ,recipientforpoteIl1:ial fraud,. 
and abuse. '. 

'In summary, redesign is believed to . pro~ide pr;og~amcont~6l 
through its capacity tor.eadjust, organizational constra.irits8nd 
contingencies, .' thus 'eliminatingor,reducitig opportunities .. ~or '~raud 
and abuse. The examples c:hot:Jen ,to illustr~te'this assumed'90nt:rt~ 
butionhave yet to be tested empirically. .' 

Creatlonof Financial Incentives 

, In the past ,manystate Jurisdi~tionsW'er.ere11.1ctanttop1.1rsue 
fraud control because they had ,to bear the 'costs" .to!hi~ethe fUri.cis: 
they recouped automatically reverted .to<the federal 'government. ' . 

. New legislative and appropriation initiatives recogtlizet~elack 
of incentive ,arid providetu.tching fundsandreimbi1rstiblecC)ststo. 
states who undertakefrauddete.c tion. . 'For~ e~ample.the'Food'Stamp, . 
Unem.ploymentInsuratlce, AFDC,andl1edicai4,prC?gram~ offe;y;financial 
incentives fort:Jtatesto establishfraudunit:s,.:,.-,.:;ne_,'Me~.~(:~~id<p.r_9~-::~ ~_ .. _,~.c",,-:'-¥"" 
gra:m a1'so provides financial assistance t:o .. $tate,s, that .develop ., 
mana.gement . information. systems which 'meetHEW~certifictlti~. ' ... 

Education.and·Training 
". :,.o!" .. ':. 

Educational and training acti vitiestireusied to'retnf,o%'eefndi.:- .' 
vidual behavior'. and to raise the level of awarenessan~ndivid1.lal 
has" abo1lt: the. program. EducationaJlptraining.ai"eeortsider.ed: .' ',' 



····imppr:eartt;~llforcetriertttoo1~!hich c:an b~ aBP1iec}to~11 PartiC:ipants .' 
,11t;a benefit program -adm1n1st,r at1 Yes taff, ···th1rdparty prov1ders ,', 

'. aux4.1i~ry p1:'0viders,recipi$lts, .and PQtentia~ applicants .. 

'" ····M()i.ltprqgraDi;reguiations·tequ,ir~adm:iilistrativestaff .to a1:tend 
an'orl~ntattcmand rece;i:ve·cqntinuiIlgtraining in their area{s} . 
'of ,.responsibi1ity • Much of this training is providet\ori-the-job . 

ibysuperviso;ry staff.' Inst~ctionand ·casewor.~ for administrative 
. p.ers ()nrte 1 are designed to reduce,erfors'whiclimay lead to, fraud. 

. and abuse and to enhance the,oyerall ability of personnel to detect 
.irregularit,:i.esfor fo110w .. up· investigations. . . 

' .. ' ..... ' . Durin.gthe·intervl.ews, .it wEi.sfoundt1:l;atpractically a.11 pro
. gra.ms haV'e·some· •. tralningc6mponent ,:for"" ~mployees; however.~ '. the 
type at\d frequepcy of·train.ingva~iesconsiderab1y . Table VIII .. 
presents·th~percentageofre$pondents in the fraud and abuse sur
veywho iridicateci that they provide particular types of training 
to specific groups of, employees. 18 . . . 

TABLE VIII 
'. . 

. FRAIm AND ABUSE SURVEY : PERCENT OF PROGRAMS 
PROVIDING TRA1NING BY TRAINING TYPE AND AUDIENCE 

,Type of . , Staff- Eligibility Case Fra.ud Inves-
Workers tigators 

14% 33% 

11% 39% 

.;;;:::~ ···lsupe:::SQrl_~~:~:~ 
.' ," . I I 

~n~,Housel '1' \ 
On-the-Job 1'68% 52%" 

I 
. SP,ecialized I·· 
Courses 49% .29% '. 7% 30% 

19%. 6% 15% 

r'>: 

Audi-
tors 

22% 

21% 

12% 

7% 

..... As ~ndl~a.ted in. Table VIII, . although . al~formsof train:tng' are. 
,pr()vid~Q;to.fr~udinvestigato:rs andaU"ditors,'l:'e1ative1y f~wpro~ 
. "gramsprovidethesametypes of' t:rain.i~gfor thes~enfqrcetnent 

,peirscmnel ,,~hencomparedtostaff' sUPerv:Lsorsl1nd t!ligibl1itywork,;. 
ers,.' ·Whi;Leonly $b()ut,~ th1r(1'of the programs surveyed provided 
a,particuilar type of tralningto fraud: :tnvestigators or auditors , 
only ..... at~nth.ofth.eprogtaIll". reported tpattheyo ffered no training 
at all tp the.irfj:'aud investigators. a,ndaud:it staff.' ' ... 

Item 12. 
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Cros~ -tr a:Lningi} to obtain addlt 10na10r spe¢iat i~~cl!!k::i.ll s,:' 
is also available ~ll:1'uaJ;ly,prograIils .. ,.Fo:f'E!~~le',ariaudi:£or. ~y 
learI) prograDl ope~~tiot)$"a caseworkermaylea,tn Investigative'~, , 
skills,. or. a.prosecut.;,6rmay learn progra1ll,specifics.ylnaddltion·, 
to-the fo~aliZeidtJ,"aini~lg"administrl1tive pel;'sonnelwill.leairi ,,'" 

_ from working with persons trained l.n otber, disciplines. .S\1ch, 'was " 
" t~ecase wh~naVeteraI?-sAdtni~istration, Investiglltive 1Jlli~,cw()rk(!d 

W:J.thl.oan guaranty ()ff~cers .. · "', .~ccorclingto t~e investigators t ..... , 
theybec;ame II sehsitivetopeculi~ritiesw:hich~y be indicatqrs .of' 
f:t;"audand abusein:programs." ' " . 

-Training fqrthirdpartyprovide]:'s normally is conducted-either 
by the pt:ogr~adIninistrative staff or by' auxiliaryproviders~ In ." 
theSwmnerFoocl'Seryice ,program, for eJtlJ.mple,pritnesponso~s'te
cei"e traJ.ningthtough e;i,therregionalUSDAoffices .o;rstate',Bo'ard 
of Education6ffices. '. In the case of Mec.iicare training, third; ,_. 
parties,i. e. ,doctot'B:, .,nu.rs,es,hospitals, etc., receiveinforma-

" tionalmaterials from HEW and from auxiliary providers (intermedi.~ -" 
aries ~rid carriers). '. , , . ' .' -' '. 

, . Training for auxiliary provid~rs in Medicare ' and Medicaid is 
conducted both by theprogram--s.ponsoring agencies 'and, by the 
individualprovider~. Intermediaries and carriers develop instruc-' 
tional.materialsfortheir staff members who have responsibilities 
in these two healthprograms'~' 

Educating beneficiarie~,isalsobeing emphasized t.otrilpio"e' 
communications at the time o:f application as well asd~ring.the .... 
period. of eligible participation. Ins.everal jUJ.:isdictions .... 
slide prtasentatj.olls· are prepared in-house for pr~paratio'n . . . 
to P%"ospective beneficiarlesofA.FDGandFood Stl:liilps.The shows 
depict.~he.types of information that will berequiredfrpDl the 
recipient todeterm.ineeligibility and the steps in the benefit. 
proce~s. In: another program, Medicaid regulations .requlrethat . 
beneficiaries be informed of the charges. made to " their Medicaid .' .. 
accounts. Significant work has been done i.n bilingual and multiple 
language cODDllunications to assure that recipients tinderstandall" 
their rights and obligatipns of aS$istance. 

The aim of educating andtrainirig'programparti.cipantsand 
the general public ,is three .. fold. First, .there~sprevent~on .. 
Many program officials·believe.thatthemOJ,"ein,fo:t'lllationthat,is ..... '; 
availableahouta pr()gran1,thefewer.incid.nce~ of fraud illidabuse~ .' 
w.illoccur.lnthe caseofrecipient~,educa.t;10nalinf()~ation' 
.is. dir~ctedto alleviate ·anxietYa1>outreceip~. 9f beriefits.;tt: ." 
is :-:beJ.i,eved t.hatin thepast,recj.pj..@nt·.:eQ$l1:~~~on: and < misl:1nc1er~ 
standing 'cIb~~~~B~lJ'~·~~~b11"U·f~"r@:~~~'l'fdn·le'd~tf'~~hemagains tthe,,< 
system and towartl~!ts misuse.' '. 

190 £ficers responsiblefo-rpr6~essing applicatioJ;is 
.' guaranties .. 

, " 

;'". 
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.... ~ecohd. educa,tion. (particula:t:lypu'blic infonna.tion)isb'elieved 
tOfi!ncourage:t:eportsof. sus;picious program behavior. to enfot'cemellt 
officials. . This ,tconsumerintelligenceuftirtction isdemon·strated 
;LIla. projectvtindertaken bya state Medicaid prosecution . unit .. The 
tit1,i.t.trains coalitions of elderly citi~ens (1. e., "Gray Panthers) 

.' .. towclt¢h forunheal thyorlna.dequate living conditionsinnur s i,l'lg 
·····facilitieswhcare they visit friends and r.ela,tives .. This . training 

a.c1::tVity has c:reatedanintelligenceIletworkwhichha.d surfaced 
lll8.ny abul:}es.andhasplaced a check on the delivery of inadequate 
servicesih tllesenursing hQm,es. . 

. . 

To ascertain whetherp\lblic' .information is. cons idereda. deter':' 
t."ertt: ·to fl."audandabuse, . the fraud . and abuse, ,survey asked respon
clents to"explain"-its effects -.' whether it decre'a,sedincidences 

'offraudand ab~se or increased them. 20 Six.ty percent of .the 
s8.mpl~saidpublici.nformation had a positive impact on dec,rea.sing 
fraud and abuse. When responses weresepa:t:ated bYp:t'.ograms, only 

. two-thirds of respondents who administered. Unemployment Insurance 
andCETAprogramsindicated that public information decl:'eased th'e 
amount of fraud and abuse.' . Over half of the. Medicaid·andAFDC 
program respondents were also' in agre\~,uent,as were almost all the 
fraud, audit, and quality control units which responded. .' 

Third, education is believed to provide support for enforcement 
actions .. Information :LS disseminated in the belief thatpub1.ic 
awareness' of fraud and abuse' and .the harm which is caused both in 

.huu.ianterms and in dollar19~seswill encourage. the public to 
tolerate enforcementmo'Eec'~readilY.As an example, public awareness 

.0fAFDC fraud and abuse has brought enforcement officials to consider 
a National Recipient Data System .. ' One of the lllajor obstac,les to 
'creat.ioll of the system is the privacy iss.ue. The system, as . 

. designed, accounts for privacy concerns by limiting the period of 
time that data may be retained and limiting the type of information 
which is collected ... Thesystem' s implementation would be impos-
sible withollt public unders·tanding of the, problems. 

" .' .. " . While education is touted as an important techniql)eforreducing 
'. '.' fX:Ell,1dal'lCi abuse,. there are those who questi,on its effectiveness in 
·.this.regard ~·,'Some argue that largE! amounts of inf().rtitation tend 

,t9 i,ncrease "insider knowledge"andconsequently increaseopportun-
;lt~esto defraud or abuseprog:t:'.atJ;ls. ...... . ' ' .. 

. . 

. .' ,<In a1)other context, some, program administrators ql)estion the 
v~lp.~oferiucation' s"cons~er intelligen~e"function. The use of 

.. "Eltplanat;J..on of Benefits" (EOB) forms in Medicaid demonstrates this 
c6ncerll<abouteffectiveness. EOBsprovidethe Medicaid patient with' 
an<ac~ountingof . cparges made against his account . '. The form is . 

.. ~l'ltend~d:t:o be informational and to provide' a check on provider 
:'cJjI1~ges.Where a patient finds a billing error, he/she is to report 

H, Itefil23. 
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" . theirX'egulaX'ity" to the . app:roPX'iateenfoX'cement.authori.,t~eS';~,~Many , 
administrators comment that either these fonns.are.Tieverreviewed. 
by the patients, or if th~yal:'ef .. tbeyconf~se,l:B;;thet( than help, .. · ..... . 

. the patient.·.··' . Others question thecost-eff.ectiyellessof theinfor
Dlational form~······ As . one state Medicaid·admin:Ls,tratQrexplained: . 

. . . -

My Department sen to\lt26 1'000 EOBsof\ which 67 
were sent back'with questions .. ' Ofthd~e.67H 
only 4. provided usefulinformation.fo~ paten.
tialfrauc:1cases.·There is. no cost-effective
n'e~s . since. the postage alone was more~experisi"e . 
thati .thEtEOBsreturned with indications of 
poss.iblefl:."aud.· . .... 

. . Th~'r'eis doubtal so apout the,ef fe9tivenes s of.providitigipyes ~ 
.tigat;ivetind ·detective technique trairiingtQ~.~dminis~rati"e staff· 
whoar~:t"esponsiblefor handlingrecipientdat-aan~J::faims •. It· 
is f$lt by some that an eligibilityworkercantiotacieciU-at~el1.~p~-l';, ... 
form the funct.ibn of deliveryingbenefits, iftheworkermtJstat. 
the' same time. look for fraud in applications. ···· .. Insome of the sites 
thatwerev;J.sited, the .interviews di.sclo.sed pJ:'oblemsoftension_ 
conflict ,·.~and esX'l?!, "burn .. out" where persons wererequiredto< .". ' .. '. 
serve clients aqd'al'so lo.ok over their shoulders." .At the present 
time, . this cri~icism is based on administrators'subjective judp.etlt 
without ben~fit pfempirical dat;a. However~ it doesraiseser.iQus· 
questionsa.bout cross~trainillg.()fworkers and theirabilit~iest(). 
do their Jobs when ~ey must al~lo corttrolthe deliveX'YQfbenefits. 

.. . 

Fraud and Abuse Research 

Thepotent:i:tt,l value of research clearly lies with itsabi~ity 
. to' explore ·the,~nera,l. phenomenon ()f program ftatid and abuse .. 'Re~ . 

search inquiries lead to better understanding. of relationships ~ong 
various patterns of fraud and abuse, relat.ionships betwe:enprogram ". 
design and vulnerabilities .,relationships among enforcementstrat~~ 
gyeffectiveness,andthe impacts of benefit prc;>gramoffenseson 
society." '.' ' .. 

. . 

Thereha·sbeen only Iitni1:ed research into the c~uses andeffee'ts ." 
of program benefit fraud ap.d abuse. The reseaX'cb~,~hathasbeen •. ',; ..... 

. done~hQwevel", inc ludes 'sev~ralstudies employing'discriminantarut.1Y"· 
sis. Diserimiriantanalysis isa sta.tistiealtechtli;qu~fo;.d~ffereri~ 
tiating'b~tween two gX'oupsof individualsorobjects'ont1:\ebas~~' . 
of several properties they possess. To cond~ct~ analysis·, ."."3"linear 
eombinatiol'lof .1Deasuremen.ts 'Whose dis triQutionsf.o.rthe.~ogroups 
donotov:er.lapmust ~.efound ... Theprocedu~efor. 4.~sq:riDltjl.~ting " .. ' 
~~:m.s.istsofdete'J:llllin1nga crit1cal value of the 1nqex,abo" •. 'and 
:beloww~ieh t1:l.~two groups fall. 21 

",2lFor:amorethorOugh d.iscussion of In".lltiple linear 
n;illt· analysis See: PaulG. Hoel, Introduction to Mathematical . 
Statistics (New' York: ,John, Wiley. & So~s, Inc., .. 1966), 
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USingthistechni.que, . several states have' e:l{atn.ined program 
. beneficiary populations for tendencies to commit ·offenses. The 
analysis in one of these studie.s shows that the tendency to commit 
(kn,ow.n) fraud is 'not randomly distributed among the claimants. 
Systematic identification of claimants who may cQlDmit offenses is 
therefore a viable enforcement tool .. 

Other research efforts have involved computations of estimated 
losses in programs ba:sed on past records. In.one·particular pro-:

.Ject, it was found that during the pettod 1950-l975,fraudcharges 
were brought against one in every lOObeneficiaries. . One out of 
. every ten of these cases was prosecuted . . 

Education and training,. organiza.tional redesign, establishment 
of financial incentives, and research to counter .fraud and abuse 
are techniques int wide use for prevention. Tecl'lniques associated 
with improving detection . of fraud and abuse a1:'e discussed in the 
following section. 

DETECTION 

Creation of UriiteCl states -Geu:e1:a'-lcAec-ouftt:ing cuffice' Special Fraud 
PreventioIl.Task Force 

The United. States Government Accounting Office has' also estab
lished' a task force to assist in its efforts to reduce fraud, abuse, 
and mismanagement in government agencies. In October 1978,the 
Comptroller General announced the creation of the GAO Special Task 
ForCe for the Prevention of Fraud, with the broad mandate of evalua
ting the adequacy of management control systems" in fede1,:al agencies 
and assessing the adequacy of investigative and corrective actions 
.taken on the GAO. audi.t and investigation reports, . Initially , the 
Special Task Force reviews the CETA' program, CorilDlunity Services 
Administration, Small Business Administratioo, . and' the Naval Material 
Command~ .The effor1:S of the Special Task Forc~will concentrate 
on identifying program operation and system wef~knesses in order to 
discern patterrtsof fraud, albuse, and mismanagement t.:hat can pe 
applied to many agencies and departments.' The Comptroller General 
has assigned three major act.ivitiesto the Special Ta$k Force. 

• Establishment of a.nationwide hotline tele
phone to allow citizens to report fraud and 
abus ein federal programs.. . 

, 

• Conduct of "vulnerabilityasse,ssments" . to 
determine whether agencies audited have 
adequate internal accounting. or management 
controls (these assessments will result in 
"riskproriles" of the agency or program) • 

• Making an overall effort to determine, the 
lextent of fraud in f.ederal agencies and 
programs atld its causes. 
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'~fterinci;den~es of!:!! ~au<i ormismanagetl1~ntar~~n~'if ie4t:hrougn 
hotlinetips" theyareteferr,ed~t() ···theaptniop#-iate·agencie~fo:r: .• 
. ·fur'ther action. .·.The.Comptr.oller.G4!ne,~aJ.. h4~' assj.gned •.. 5.7.p.e+!son-· 
years·.ineachoffiscal ye~r~ 19~~~nd·l:;9fJOt to.acltieVe.the, obje¢- . 
tives of, the Spec,ialTaskF:or~e " , ",', (.' .. " 

Quality ,Control 

,.' 

. .Qul:llityControiis:l:lsy~ tem .o( tnoriftQringthe'reliabilityan4 ". . " 
accuracy of program~rela,ted=Qata,and'reso~rcefh~:,:=I:rLgovernment, as ........ . 
in . other complelt .ofganizat fori,s, q\1sli ty'con tr61.servesasa, detec:'" ' .. 
tionme~hanismto' SPG.t instl:lbiliti~san4.p:rohlems '.' in pr.ogram ....•.... 
operations.··' Thisdetection~ystemisusually placed at .successive 
levelswithitt .theorganization's structure t;o.al1qw c.onsistent" ,,' \ 
monitoringanq.stabilizing of workflows. and:totriggerchanges .in . 
the organizati,onwhe:reinstabtlities are ,present/ . .... . 

The growth of quality cotltrol in. all organizations is attri
butablein Plirt to the introduction ofspecializ'ation in thework:" 
place. . 

Tb,e growth of speciali~ation. has . resulted ,ill 
numerQusgroupswhoseexistep.ce dppends up.on 
their abilitytontakeapp:rai~als, . evaluations, . 
and ch,ecks that· the manager himsel~ has ne,ither 

.' the time northeskills.t()m~kefor ·himself. 23 

A~di~ionally! the iid~inis~).·at?r ·~may. not see trends.by ge~e.:ral1y 
look1ng. at sl.ngle.pol.:ntsl.n .t1me. "24, •• Problems of .d~sgu1se.afidc:~. 
deceit: which may . figq~eint:he.sup!riQ~~subo~~inat:.e .~ole 2getw,~eIl 
manage;randworker a~somay necess1tate q~al1.t:y control, '.' The .' 
point to beemphasizeda.bQutany quality controltec,hniquelsliOW 
effectively or . ineffectively -it ftUJ.ctions.t:o det:eqtproblem$ and 
allows formarginaladjustDlont:sinthe prpgratn·o;r.it.sdel~very, 
process. Tn. the sense that q..ta'litycontroloffersanaltern.ative ..... 
t.o· crisis management, i.t is' an important' toolfo~ ~:':.:ogramenfQrce"7 
ment a.ndinteg~i ty,' .. 

' .. Within l'rogratn agencies,," quality .cot\t~olrservesa nwnber. 'of. 
enforcement .purposes. ····Q~ality con,trol·provides·staffsup.p0:r't.i· 
resour.ce mat\agemertt; a.ndlor reporting.systems·£or internal mana .... 

22'.. " ., . ". 
Staats,U,S. Comptroller GeIleraJ,.,"State'nlent.Bef6re the 

SenateCommi1:tee on Budget,. GAO Efforts, •. ,"·op,.cit.,·pCT.88'tm~ 
." 

23Leonard R, Sayles; . Managerial Rehavior (Ne:t~.York:11cGraw-
Hi,ll, 1964)., 'p. 93,' . .., 
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geria1 effectiveness. The equitable and humane: distribution of 
beneL .. ts is impac.ted by the ability of quality control to identif.y 
eligible recipients, to assure provider or third party compliancE.' 
in programs, and to maintain the quality of legitimate benefits. 

The effectiveness of quality control remains open to question 
on several grounds. First, the cost and time savings that are 
claimed from quality control are almost cancelled out by the fana
ticism with which it sometimes has been used. Sampling, checking, 
monitoring - all characteristics of quality control - have led to 
overreaction. In one program, it was reported that workers col
lected unm:cessary documents from program applicants in the event 
that quality control specialists reviewing the caseload found 
irregularities. The overcompensation has produced stacks of un
necessary paper that sits in the files. 

Second, some observe.rs believe that imposing quality control 
(a fairly structured technique) on unstructured benefit opera·tions 
has created serious obstacles to its success. The Summer Food 
Service program illustrates the problem. Program benefits are 
delivered by "grass roots," non-pr'ofit organizations. Many program 
administrators claim ·that these organizations have not had enough 
experience in accounting for service delivery. Some critics believt:' 
that imposing quality control on these groups and expecting it to 
indicate pl:oblem trends and irregularities, is a naive assumption., 
In their judgment, it c~nnot be an effective. enforcement tool. 

The effectiveness of quality control to detect and measure 
fraud in programs has come under criticism also. The ineffective-: 
ness of data generated from state Medicaid Management Information 
Systems has been a source of recent concern. 26 Also, interviews 
with AFDC quality control staff and program supervisors at regiona.l 
office levels of HEW indicate that the use of quality control to 
measure fraud in AFDC isi.nappropriate. They explain that many 
errors in verification and documentation are considered a liability 
against the state and are computed as part of the error rate. How
ever/ these rates have no, bearing to the amount of fraud in AFDC. 
For example, if a state neglects to register an applican.t for an 
employment program when it determines eligibility for AFDC, the 
case is automatically thro~m out as administrative error. 

Another apparent weaktl.ess of AFDC quality control rests with 
the. salilpling technique used. In the current AFDC quality control 
activity. a sampling of open and closed cas:>;.; is taken and reviewed 
for .:::rrors, incons i..stencies) and possible fraud. If a fraud case 

')6 
~ U. E:. General Accounting Office, Report by the U. S. Comptrol-

ler General, Attainable~enefitsof the~edicaidManagement Infor
mat.io~stem Are Not Being Realized (Washington, D. C.: U. S. 
Govel.-nment Printing Office, September 26, 1978), pas sim. 



appears in that sample, then itis pursued for investigation. How
ever, if no fraud case appears in the sample, there is no oppor
tunity to detect fraud. Similarly, the federal government takes 
subsamples of the state samples of open and closed cases. If a 
fraud case does not appear in this subsample, it will go undetected 
for federal or federal and state follow-up investigati.on. 

In conclusion, quality control's merit for enforcement is its 
ability to indicate instabilities in program design and operatio·ns. 
In a practical sense, quality control raises a "red flag," screening 
out problems and questionable aspects of p:rogram operations. Its 
effectiveness, however, is tied chiefly to its ability to accurately 
perform this screening and allow for marginal adjustments in program 
design. 

Investigation 

Like the detective in the police department, the criminl!ll in
vestigator attached to a program fraud unit is responsible for 
identifying and apprehending offenders and providing eVidence of 
guilt to the prosecutor. As with several of the other activities 
already mentioned, investigations are brought against a. variety of 
progr aITl participants. 

Responsibility for program investigations is lodged ill the 
administering agency, in an autonomous unit (either connected with 
the agency or outside), or with an auxiliary prOVider. No one 
organizational pattern for investigative units appears to dominate 
nationally although a preferen,ce for locating the unit apart from 
the purview of program staff seems to lend necessary objectivity 
to inVestigation activities. 

In practice, investigations of recipient fraud and abuse are 
handled by the state or local investigative units. There is usually 
little, if any» federal investigative involvement, 1. e., the Federal 
Bureau of Investigation. Investigations of administrative person
nel are usually handled by the internal security division of the 
investigative units. Depending upon jurisdictional authority (as 
set out in statute and regulation) over third parties and auxiliary 
prov~ders for individual programs, ir~egula~iti:s are investigated 
by el.ther state or state and federal l.nvestl.gatl.ve personnel. 27 ) 

While all investigative techniques encountered cannot be 
enumerated, a few illustrations should suffice to demonstrate that 
effective·ne;ss is associated directly with the type of benefit pro
vided. Thus, program~ offering loan assistance are susceptible 
tr, analyses of default patterns and J particularly, identification 
of first defaults. Other indicators used in loan programs are: 

27See individual program profiles in Appendix A. 



patterns of loan application rejections, lenders' re.luctance or 
eagerness to make marginal risk loans, and past corrupt business 
practices of lenders or real estate brokers. 

For programs providing contract benefits, repebitive partici
pation of individual contractors in program bidding, types of 
bidding controls consistently used, or coincidental contracting 
arrangements where seve:ral persons use the same business address 
or mailbox have provided leads for further investigations. 

Programs offering !3ervices, such as Summer Food Service, pro
vide opportunities for investigators to analyze the economic 
market structur,e of the particular service industry to ascertain 
the types of business entities involved and the length of their 
established service. As one,investigator commented, "We look for 
'para' or false economic markets where a company may jump in just 
for the profit that can be made from the summer program." 

One of the major criticisms of benefit program investigation 
effectiveness has been that it is too oriented to violent street 
crime and criminal prosecutions. Investigation of program fraud 
requires a broader view of crime. 

It is important that personnel in law enforce
ment agencies recognize ... that white-collar 
crime activity cannot be narrowly considered 
only in light of its potential for criminal 
prosecution. The very same activity may well 
be treated as a criminal violation, or as a 
basis for a civil claim, me as the basis for 
some civil or regulatory action. 28 

Investigation effectiveness also depends on 
tween the investigation and other program units. 
use of investigative resources rests on liaison, 
and interface with program administration. 

Financial Auditing 

coordination be
The effective 

coordination, 

Financial auditing involves analysis of financial documents and 
records for accuracy. and completeness. As a broad enforcement 
activity, it is also assumed 'Co contribute to detection of finan
cial irregularities and to the collection of evidence for proving 
the guilt of alleged offenders . 

. 28Herbert Edelhertz,et al., The Investi~tion ,of White Collar 
Crime, A Manual for Law En!Orcement Agencies (Washington, D.C.: U.S. 
Department of Justice, Law Enforcement Assistance Administration, 
April 1977) p. 6. ' 
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The use of auditing as an enforcement technique is fairly 
innovative. Under federal law, all agency administrators must 
create an internal audit.capability to control agency funds, pro
perty, and other assets. 29 While this internal audit capability 
has been well established in program agencies for management 
purposes, there has been little use of it for fraud and abuse 
detection. Program regulations have u,sual.ly provided for internal 
audits and external audits only; fraud audits l2§..!: 2.£. are only 
beginning to occur. 

Internal Audits 

Internal program audits, otherwise known as operationalauaits, 
performance audits, or management reviews, evaluate the efficiency 
and effectiveness with which managerial responsibilities within 
the benefit programs are carried out. The internal audits in HUD 
progr.ams, for example, determine whether management controls, 
policies and procedures are adequate and effective, whether the 
applicable laws and regulations are complied with and whether 
resources, such as staffing, are managed and used economically and 
efficiently. 30 Computer auditing, in which the agencies' computer 
systems are reviewed for operating accuracy, is assuming anincr€as
ing1y significant role in internal audits of program administration. 

External Audits 

External audits of third parties and auxiliary providers, gran
tees, borrowers, and other program contractors include a variety 
of audit types: project audits, financial audits, cost audits, and 
cost reimbursable contract audits. The external audits may entail 
such evaluations as accounting and pricing proposal procedures that 
affect the furnishing of accurate financial reporting and cost 
reimbursement, e.g., certain HUD programs. The project audits 
ascertain the degree of compliance of the orgJ.nization or indivi
dual with the statutes, regulations, and terms of agreements under 
which federal funds are made available, as well as the appropriate
ness of disposition of the funds granted, loaned or contributed. 
The financial a,udits review only the finances and transactions of 
the contractors, not their operations. 

An example of how external audits are applied to benefit con
trol loS seen in the Medicaid program's prepayment and postpayment 
audit systems. The prepayment audit provides an initial monitoring 
of third party claims., The postpayment portion, identifies patterns 
of health care based on the costs of reimbursing third parties. 

29The Budget and Accounting Procedures Act of 1950. 

30n.s. Department of Housing and Urban Development, Inspector 
General Annual Report, 2.E.'. cit., Appendix No.1, p. 1. 
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Fraud Audits 

The new emphasis on fraud detection has created a different 
type of audit - the fraud audit,' The frauu audit is an in-depth 
review of the finances and operations of the program agencies or 
the contractors. Fraud audits analyze a.nc:l investigate irregula'ri
ties and discrepancies that surf:ace during financial audits. Fraud 
audits are usually conducted by audit per~onnel in fraudinvesti
gation and/or; prosecution units. 

'An example 6£ the fraud audit technique is demonstrated by 
audits of third party health providers' . books and records. In 
one jurisdiction, these audits are conducted by gathering a random 
sample of all providers' records. The audit staff then announces 
to all providers that audits. will be undertaken of each bill 
rendered. Photocopies of.all bills are sent to the providers with 
information on the audit exceptions found. The auditors then 
visit individual providers whose records have irregularities. 

Current Trends 

Requests for additional audit personnel and the greater fre
quen,cy with which audits are being performed signal a new emphasis 
on all aspects of program aUditing. An indicator of this renewed 
interest in auditing for enforcement can be seen in the staffing 
patterns of federal agencies. The Veterans Administration with 
previously just a handful of audit staff was authorized 200 new 
audit positions in fiscal year 1978. The Office of the Inspector 
General at HUD has a complement of 339 auditors and expects yearly 
increases. 31 HEW's Office of Inspector General is requesting 
additional auditors to fill the urunet needs in calendar year 1977. 
of 1.382 staff-years of audit wot:k. 32 

The increased emphasis on auditing can be attributed to several 
factors: 

• The complexities presented by benefit programs 
with numerous financial transaction points 

• The national scope of programs involving many 
individuals and business entities 

• Program r.eliance on third party reimbursement 
to purchase services 

• The introduction of computers for storing and 
retrieving financial and other ,managemen.t in
form.ation 

31U. S. Depa~=tment of Housing and Urban Development, Office of 
Inspector General, Salaries and Expenses, OPe cit., p. F-S. 

32U.S; Department of Health; Education, and Welfare, Inspector 
General Annual RepoIit, 2£,. cit., pp. 12-13. 
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The recognition auditing is receiving for program control in 
the public sector is paralledby activities in the private business 
auditing comm.uni'ty. At controversy 'now in both sectors is whether' 
or not auditors should exercise an investigative role, how far 
they should go in uncovering fraud andabuse,and whethercurren,t 
tools areeffect,ive for detection. 

Accountants, burned by instances of management 
fraud they failed to uncover ,are being told ' 
they now must playa much larger role in fer
reting out wrongdoing .. ~Despiteauditors' 
repeated assertions that uncovering fraud is 
not their primary. role, Congress, regulators; 
the courts,and even the accounting profession 
itself alj3 are pressuring CPA's to probe more 
deeply ... 

To nate, auditors have shunned the investigative role because 
they lack the tools for specifically detecting fraud. At a recent 
,conference held to search for ,new tools, participants concluded 
that different techniques must be, developed with a broader range 
of skills than those of traditional aUditing. 34 "Any new approaches 
may have to be painstakingly developed with inputs from other dis
ciplines and prof~ssions."35 

, Given the characteristics of program crimes and the:inancia1 
transactions involved, auditing appears to hold promise as a first 
line of defense against fraud and abuse. However, its effective
ness rests almost solely on the ability of the discip1i.ne to create 
appropriate financial audit fraud detection tools. 

Computer Aided Detection 

Several localities are e~perimenting with computers to,deter
mine eligibility and the amount of assistance to which the indivi
dual is entitled. The computer systems are referred to as case 
financial summary systems. These systems contribute to streamlin.,. 
ing benefit program operations and reducing the opportunities for 
fraud and abuse in several ways: ' 

• To standardize and automate all calcula
tions of benefits paid to beneficiaries 

33"Can Accountants Uncover Management Fraud?" Business Week 
(July 10. 1978), p. 92. 

34Ibid . 

35lbid . 
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• To reduce the amount of time caseworkers must 
spend on routine paperwork and increase the 
time available for.direct contact with 
clients 

• To make benefit client records easily acces
sible 

• To reduce the turnaround time of processing 
applications and thereby alleviate hardship 
more quickly 

• To decrease errors in agency case record-
keeping. . 

Caseworkers obtain eligibility data from prospective benefi
ciaries and then enter this data into the system. The computer 
calculates the amount to be awarded and simultaneously prints a 
case financial summary. The summary contains all personal, finan
cial, and family data, in addition to computed amounts, such as 
the adjusted basic needs, related expenses, net and adjusted 
earning~, total needs, net income, applied income, and the recom
mended benefit award. After eligibility determination, the system 
prints a certificate of action for the state agency and the client 
which includes the award amount, effective date, beneficiaries 
to receive assistance, and the reason for the award. The system 
produces a certificate to show"denial or an instance where assis
tance is discontinued. 

The case financial sunnnary system aids in program quality 
control and the detection of fraud and abuse. The computer pro
vides listings of cases that are due for redetermination Or monthly 
quality control study. Caseworkers also receive lists of cases 
which, because of administrative errors or other factors, have 
been delayed in processing .. Agency employees verify data provided 
by applicants by residence. addresses and name identifications 
placed in the system to detect duplication or irregularities in 
benefit delivery. 

. 
Computer Screening and Editing 

For purposes of enforcement, computerization proviQ.es oppor
tunities to verify benefit program data and analyze the data for 
problems. The concept of using computer "screens" to provide. 
leads to investigators has received the greatest attention in the 
AFDC, Medicare, and Medica,id programs. For Medicaid, states are 
being encouraged by the Federal government to devel(.)pmanagement 
information systems which screen out providers for false billing, 
double-billing, ove.rutilization , and other offenses. These Medi
caid efforts are backed by HEW certification and funding. They. 
have grown out of a project undertaken by the agency in 1977 called 
Project 500 (also known as Project STAR). The HEW screening pro
jectwasconducted jointly by the Office of Inspector General a~d 
the Health Care Financing Administration. All Medicaid claims 
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paid to physicians and pharmacies dtlringcalendarY'ear 1976, from 
the 49 Medicaid states, the Distr,ict of Columbia, and Puerto RicQ 
were reviewed .36 These analyses covered,approxilllafely250 Dlillion 
transactions. Of these 250 million, 3 ,500 cases were selected for: 
intensive follow-up. 'Half of this group eventually warranted no 
actiOn, approximately 600 Were referred for administrative actions 
(HEW places these overpayments in "excess of $2 .8 million") 37 and ' 
the remainder were passed on to individual states for criminal 
prosecution proceedings. At present, no data are available pn 
what action, 'if any ,these states have taken. HEW has placed the 
recurring savings from Project 500 at over $3.6 million annually, 
and efforts are underway now to extend the computer'application~ 
to othe,r provider service areas. 

Computerized Central File 

Within the AFDC program of HEW, a computerized central file 
bank of recipient income and identification data is being con
sidered . The National Recipient System (NRS) will detect potential' 
cases of fraud, ,abuse, and error at the federal, state, and local 
levels. Over time, it is believed thatprogramrnisuse will be 
reduced as recipients become aware of the identification and veri
fication and by word of mouth. Funding for the implementation and 
operation of the NRS would be shared eqUally by the federal and 
state governments. 

The NRS performs three major functions in the detection of 
fraud, abuse, and error. 

• Interstate name search, 

• Social Security verification 

• Federal benefit payment verification 

The intJersta.te name search addresses the problems of individuals 
who are allegedly drawing AFDC payments inlllore than one state. 
For individuals whose name, birthdate, sex,er social~ecurity 
number may differ from the, information on file at ,the Social Se(Jur~ 
ity Administration, the NRS provides verification,; TheNRSalso 
verifies federal benefit payments with the recipie,nt's reported 
income from federal benefit programs,; , 

The system haS been carefully . designed to, meetprivacyre ... '" 
quirements, both under current law (Privacy Act of 1974), and under 
draft Office of Management and Budget regulations, ,for px:ivacy in 
cross-matching. The, safeguards include 1imitingtlle.,amountqf . ' 

36U,. S. 'Department of Health, Education,: and Welfare, Office 
of the InspectbrGeneral, Computer Matching 'Pro~ramsUnderway . " 

,(Washington, D.C.:, U.S. DepartmentQf'Health,.E~ucation,ana:Wel~> 
fare, December 13-14, ,1978), p. 10. 
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..information that goes into the' system (name, date of birtll; St1!X ~ 
sod .. alsecuritynumber, andc~se or client number) and a.llowing . 
the. data in each case· to be retai1'ledonly from the time of benefit 
application or until the recipient w!t:hdrawsfroID the program.·' 
The computer fileitself.isno\:markedwhen cross~ma.tches are found. 

. The National Recipient System provides accurate information 
to state and federal adlllinistratoj'~s 1107hichwill help to eliminate 
duplicate payments and to adjust payment rates ~ Also, the validated 
Social Security number will enable states to search their own pay .... 
roll and program rolls,; 

Cross-Matching .of Welfare Rolls with Employment Records. 

. ..' The State of .Michigan;alpngwith several other jurisdictions, 
pioneered the concept ofC9ttlparingwelfare recipient rolls. with 
st.a.te a1'ldcity payroll records. Texas and Oklahoma, for example; 
now have the c.Qmp\1ter . capability to cross-check .. rolls among their 
respective counties for several different benefit programs in 
addition tocross~matching with other states. . 

The cross-matching techniques in.statesgave impetus to a . 
national effort conducted by HEW in 1977-78, not only to compare 
state AFDCrolls "ritll federal employee . records but also .to compare 
rolls and.recordsacroesstatejurisdictions.Project Match, as 
the HEW effort was called,. identified 33 ,000 matches , of which 
18,000 cas~s are curren~ly under review by theresp.ective states 
responsible for administrative or prosecutorial actions. HEW . 
reports that ofthesel8,OOO, the states have found close to 2,000 
overpayments and close to 1,900 ineligible beneficiaries.38 To 
date, there have been only 15 indictments, all of those in the. 
District of

3
ColUinbia. Project officials claim costs and savings 

~s f.ollows: 9 

Level 
Sta~e $1 

'E:edera~ '$1 

TABLE IX 

PROJECT MATCH I (i977-78) 
ESTIMl\TED COSTS 

Direct 
Cost Savings Avoidance* 
~- .. 

$61l1iilioll million 
$5.9 million 

mil1iQn .$6 million . 

Total 
.. 

Savings 

$,17.9 million 

. *Es t1mated savings .fromdetermi~ati()n ofineli,gibi1ity·· for . benefits 
other than thpse of the directly matched programs ,cannot curt"erttly . 
be broken' down by level of government. ." . 

38" . ..... .. ' 
. ··u.s . Departn1ent of Health, Education, and Welfare ,Computer 

MatchinsProgratns UnderwaYi~.cit .,p. 1. 

.' .39c.os~$and·saV'ingsestim~tE!sforProJectMatchlpeJ:telephpne 
interviewwlthJohnAlleJ;l,Office O.f 'Inspectol;"' . General, United States 
Depa:t;tmen~ofHealth,Educati~n(.andWelfaregJanuary 4, 1979 . 

. ",' 
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H~Wb~lievesthat .the;'success of :prQJ~c:tMatch lwatrarlt·saddi
tionalmatches and is planning to.conduc:tmatcll.e$of Supplemental 
Se~uritylrtcolDewith .employeerol1~· and· interstate'imatches. on a . 
q~at'terlyorsemi-annWllbasis .•. · .. j'; ..;. " . 

TherE! are some maJor obstacles . to cross-matching ~ '. Intra
jurisdictioIlCll matches are d.i·fficult· to conduct, . and the. results' 
are inconclusivein.thQse· stateswh~re'wages are notmaIld~ ':orily 
reported. "Amajorstumblingblock to int~rstate matching Is .the 
incompatibility' of computer hardware ,and softwa:t'e., . As several HEW 
staff who were involved inProjec:t Natch recalled, the states" 
AFDC computer systems. ranged from "terrible to' passable .";PInter
views conducted with state emp~oyment agenc:iesalso:underscored 
the need· for more compatibility of equipment and output. In some 
instances, states wanting to match lri-thothers had·tochoose j.uris~ 
dictions with similarcQmputersyste~s instead of Jurisdictions 
whe.re the results would bemoremea,ningful:, i.e., adjacent states 
or states with heavy . streams of migrant labor., 

Cross. Registration for Receipt of Benefits 

Cross registration requires a benefit program applicanttQ 
also register his or her employment Status. Original~y designed 
for the simple purpose of'determirang an applicant's employment 
sta.tus, this procedure has coincidently provided a potential. check 
onfr aud ,and abl.lS e ~ Mandated by statute in many states,' the pro
vision of stich informationoftenmakes.it possible to determine 
whether an applicant isreceiv!llgbenefitsin violation of the work 
requirements of the public assistance program. 

RotationofCaselQads 

To avoid employee fraud and abuse and also to provide a detec
tiCm tool, many agencies have begunt() rotatecaseloadsandJob 
responsibilities for benefit programs. Variations'ofthistechtlique 
appear in anuinber ofprogratnsth~t were ~tudied.Forexample, . 
fee appraisers in the Loan Guaranty progl:'ams of the VE!·teratts AdlDin-
istration receive rotatingappraisalassigt1JIlents ... Inanotber .' 
instance, a local countywelfareof~ice. reported that a fl()ating ' .. " 
unit of personnel is usedtorotate:AFDC;FoodS.tamps, and Medicaid 
caseloads. This. unit also acts as a fraud and abuse detection unit: 
with personneltra.ined across theva~iousprogram areas.··· . 

. " .' .. ' . ", 

'. I~ves tiga tionTeamConcept .' for . Improv.ed .' Detect.ion 

'Manyjurisdic:tio~sate finding that a teaDl approaeh·to investi" 
gation~works .effecti~el}" ;.C~b~pa~ions includE!~hetifJeof,a .... 
lawyer, auditors and 1nvest;(gatQrs for health care ·progra1llf~aud·. 
and a team of threeinvestigat9rsonin4ividual programfrauQ;cases. 
In the lattersit~ation, each invE!~ttgat()r is' ;r.esPQn~ible £'or. ,~ '. 
differE!nta~pect, of the inve~t:lgat:Lon. . ... One investigator handle~s 
int:errogationof wi.tnesses, . anothe~'Jacquisit1on'Qfevidence, .and 
a .third;theoverallcoordination of the investigation. 

, ' . ,: ,. ";, .. :., . ~ '. .' . .' ..... ", . '.. .. 
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Peet' Review " 

The technique of peer review is being used in,health'assis
tance programs to contain costsa.nddetect overutilization. The 
technique involves teams of nurses and doctors reviewing'patient 
stays in hospitals, a.nd making recommendations for accepta.nce or 
denial of federal Medicaid payments. 

Professional Standards Review Organizations (PSROs) are 
"medical watchdog" groups created by federal law to monitor hospi
tal stays. PSROs thus interface between the private sector of 
providers and the government. An HEW report on the results of 
PSROs was published in 1977. A news account of the report appeared 
in a Washington Post article. It noted: 

• Only 7 of 18 closely studledPSRO's achieved 
reductions in hospital stays, and the PSRO 
system seemed to have no ,effect on hospital 
use nationally. 

• ThElre is no evidence PSROs have saved money. 
Even where they ,have cut hospital stays, it 
hal3 cost them $16 to $18, on the average, 
to review, each patient's stay ,with the,se 
federally paid administrative costs them
selves adding up to millions,. 

• There are some indications that PSRO' s hav'e, 
improved the quality of hospital care by 
requiring doctors and hospitals to keep 
better patient records and by creating e\',c', 
this new pa.rtia1kind of review of doctors 
pe:rformanc~.40 , 

The failure of PSROs to detect fraud and abuse may be traced 
to three factors. First, there is some confusion about the role 
they'should play. , Some argue that their mission is solely the 
review of utilization patterns' to recommend admitlistrative, changes. 
Others argue that this mission should be conducted in tandem with 

,fraud detection., Where fraud is suspected in uti1izatiori patterns, 
it ,should be pursued by the organizatiOn. ' 

Secoond, thePSROs deal with several constituencies. Some of 
these constitUencies tend to conflict with others in matters of 
fraud detectiofi.ThePSROs are committed to protect the interests 
of physicians and hospita1s- their ,professional constituency. ' 
PSROsmust meet demands from this constituency that professional. 

,40VictorCohn."Wa\tchdog Doctor Unit Says It Save<;l Us $3 
Million," The Washington Pos't (November 8, 1977), Section C, p., 1. 
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standards be used to guide cases of alleged fraud or .abuse..Th~se 
professional standardstnay.differ appreciably fX'om wha"t,. government 
or the. public considers legitimate, particularly c:onc4:!rning issues 
of. medical necessity. In addition, the PSROs operate. p.artia:t.ly 
within a public area. Q.ften,c:liscussions Qf fraud and .abuse do not 
occur in a public PSRO meetingbubrathe!:in an informalsettillg 
among collegial peers. . . 

Third, PSROsalso represent the benefit recipients. In per.,. 
",1C; 

forming a form of quality control· on service utilization patterns ' ...•. 
PSROs.areatteIllptingtoprovide better health benefits forreci:... 
pient~ by screening out questionable practices .. 

Operational Surveys 

"Operational Survey" is a termp.ioneered (in 1972) by the 
Office of Inspector General at HUD to describe "fact-finding 
studies of an entity or activity in a relatively short period of 
time to determine the nature of the activity and the corttrol· 
which management exercises over the activit;y."4l The "survey" 
data form the basis for planning more audits and prioritizing fur
ther actions relative to deficiencies that are found in program 
management. 

The effectiveness and efficiency of surveys have been 
applauded by oversight and'en£orcement officials. The surveys are 
cred;ited with early detection of program design deficiencies which 
may encourage fraud and abuse. The type of c.ommendation "surveys" 
have received appears in the following excerpt from the General 
Accounting Office study of government benefit program fraud. 

Among the agencies' we reviewed, HUD's opera-
tional surveys are the most ambitious systematic 
mechanisms aimed a:t actively seeking out and 
identifying fraud. The operational' survey com-
bines HUD investigatorsartd auditors ina team 
which concentrates its efforts on a single HUD 
office. The surv\iysareaimed at ~ncoverin~. 
deficiencies in program management and identi-:
£yingspecific irre'gulat:ities, whi~h indicated 
possible fraud, for investigation •. 2 

" 

The GAO report goes on to suggest that considering the merit of 
the survey techniques, "Not enough effort is being dovoted tothem!43 

·41U.S.· Department of Housing and Urban Development, Illspector 
Genera,! Annu.alReport, QR.cit., p. 17. . 

4.2U. S. General Accounting Office, Combat Fraud, 2B.cit. ,·p.20. 

43Ibid • p. 
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In interviews with staff ofHUDRegional Inspector General·s offices 
ltwas suggested. that although such surveys are time,consuming, 
~xpensive, and labor intensive; they are cost-effective in the long 
run. 

Surveys of Recipients to Prevent Third Party Offenses 

. . Modelled on victimization surveys in criminal justice, surveys 
of program beneficiari:eswho receive third party services have been 
conducted by several Jurisdictions. For example, a s·tate Medicaid 
prosecution unit surveyed "relatives and friends of nursing home 
patients by mail" to solicit information on the nature. ~t the 
beneficiaries' experiences, both positive&ndnegative. 

Third Party Provider·Surveysto.PreventAbuses 

. A major concern in programs which operate seasonally is the 
lack of pre-program preparation afforded to th:i.rd parties who will 
participate .. ' To meet these concerns and to anticipate possible . 
third party abuses, jurisdictions have begun to survey needs of 
third parties. Agency sponsors seek information as to whether'or 
not assistance is needed for planning, training, and recordkeej;>ing. 

Surveillance of Third Party Provider Services 

. Surveillance of third party services offered to program re-
cipientsis another strategy used to lessen the opportunity for 
fraud and abuse. In the Food Stamp program, for exampl.e, regula
tions prohibit the purchase of certain items with Food Stamps. 
To see th&t .this regulation is enforced, the program employs "aides" 
from local cotmnunities to ;~ttempt to purchase these ineligible 
items with Food Stamps. Thus, they can detect sale abuses by 
retailers. 

Medicaid programs in about a quarter of the states have estab
lished or are beginning to establish l!edicaldManagement Information 
Systems with comr"nents for profiling provider practices and billing 
pa.tterns. After-":etermining typical service and billing practices, 
investigators focus their efforts on those providers whose claims 
do no~ fit the normal pattern, in order to determine whether the 
claims are in fact valid. Because provider service and billing 
practices vary across states, . the surveillance systems are designed 
'to fit the particular needs of each state. . 

Community Organizing to Dete'ct alid Report Third Party Offenses 

Some recipients victimized by third party providers are not 
aware ot ~hei:t vulnerability. This is especially true among elderly 

. 44' .... .' 
Charl.es J. Hynes, . Th1rd Annual ort from the De utAttor-

Dey General for .Nurs 198 H'';;:o';;';m;;;;;;e;;;;;;s~,;;'''' ~H;;;'e:;:'a;";lr:t:;';· :;;;.....:~~S~o;:;.· C-1;':':· a;:;.·.rl=S=,'='e::':;r'='v-=-i';:'c'='e"s":;';;"!:N:-e';:';w:';:;Y:':o;':r:':-k , 
Jan,uary 10, 1978) ,po 9. .... 
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reclpient$of Medicare 4ndM~d:[eaid Jl$sistanc~. · .. illn~sse~i-cllJld •. ' 
infirmit.iesmayl.eave· them vulnerabletocrim~a,nd>e.qually help~ 
les,sto counteract .. For ex;ample, .therear~.serio~s.prQbl~Iil$ .. i~ ... · 
some~ursing home faeiliti~swhell apat:Lent'sescrow'account li~~'"'"' . 
intermingled with the operatingfun.dsoftheho~e·~husviolating .•............ ' 
Medicaid regulations. The patient ma,y have.no.kn.owl~dge oftb~se;' 
transactions. Other probl~ms. innursingf2cil:it'i~s h~vest~1DDled .' 
from inadequate provision of If'qW1lityo.f life"ca1;eby£acility . 
staff, i.e .. , linen is not' challgedregularly or food served:Lstio.t. 
nutritional.' . 

. To compensate for the vulnerability of b~nefic.iaries ,state> .. ' 
office.s are working with local community groups ,p~rtic:ul&rly.those 
with elderly memb:ers. .' Since these groups '. frequefftlyvisi,t friend~ .. 
and relatives who may be.in.s~itUtionalized,theyat:'eirt' a position 
to note irregularities and,patientabuses. The organizing has' 
created an informant. network fox: invest:igativeleadsandhas . 
generated a potent.·lQbby forimpr()ving.th~qualitYoflife in 
nu~singfacilities. .. 

Third Party·Provider Misconduct: Prevention Referrals 

Investigators. working with fraud and abuse cases pfthirti' 
party providers explain that many cas~s wouldbe~yoided . .ifallega
tions ofmis conduct were handled. ex;pedit:ious ly.At least one . . 
pros.ecut ion' uni t . is . putting' forth an~ffort. to. a~cotDplishth~s. 
Allegations of misconduct are.referr~d formallya~4.~mmediately to 
appropriate disciplinary boards resulting inactioIlfJbeingbrqught 
against several accountant!? for negligent piceparationof1,1Ursing . 
hQme financialmtatement$. 45 .. .. 

Rating Sys.tems fori Preventing Third PartyOffenf3es" 
. . . 

Several sta~e Medicaid programs have·impl.emented rating >sy~te1Jls 
for auxiliary providers Who conduct inspections of nursing,l)Qmes. 

. "I 
" .,) 

• ...• , 

The rating systems provide standards. of . comparison forr:~imbtJ,'r~e~ . . ,.i 
ment of nUrsing home facilities' .. The ·rat:tngs.applyto. the'ov~fgl""l-:~~,_' 
facility. rather' than concentrating on individual de£ici~ncif!s. .", .. ~~,~<?;; ....•. 

While there have been .concernsthat tl1ese ratingsystem$wouldbe .... ' .. ··~···t~ 
inconsistent an.d unworkable, one. state.'stestingwithasY'stem. . ... ' . '.' '.' 
showed that with "training anda.pro.perlydevelopedform.,t,X'ater·(l,,···· . ':'" 
could reach 90% agreement on ratings and theareasoftii.sagreeIll~nt 
were minor. "47 . . . 

',. 

45ibiti., p. 44. 

4,6JQint Legisla.tive AuditarldR.eview C()I1)QliSSion.~,Lohf,Te~ . " .... >'> ..•.. 
Care. In·· Virginia (Richmond ,Virgilnia.:TheVirgiIlia,Ge,n.ara.<'· A~$(}in'blYl 
March 28,1978},p·. 68.. 

17' . 
• Ib~d. 

• .::>, 
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Establishment of Anti-Fraud Ratlines 

Research and experience in the detection of program fraud and 
abuse have shown that a significant proportion of fraud investiga
tions are initiat2d by anonymous ?hone tips. In response to this 
finding, hotline telephones have beei:l established i.n many juris-
di ,'tions around tl.1e country to systematically collect and evaluate 
allegations of benf:fit program fraud, abuse, and waste. On Janu
ary 18, 1979, ::he General Accounting Office put a n§.t:!9!!w1g,§ 
anti-fraud hotlineinto operation .. Professional auditors of the 
GAO 1 S Special Task lorce for the Prevention of Fraud anE ~;;er tele
phones and attempt, by questioning the informant, to ,.~stablish the 
materiality and invclv~ment af federal funds in the alleged t-vrong
doin~> When reviewing the allegati Jns, the hotline staff categorize 
the allegati.ons according to six activity participant types: 

C Federal employees only 

• Federal employees in conjunr:.tion with others 

• Federal contractors or grantee organizations 

• Corpci:ate recipi._nts of feder _ financial 
assistance 

• Individual 't"ecipients of fed~ral financial 
assistance 

• Other indlviduals cr corporate entities 

~he allegations are jointly revieHed by Task Force personnel and 
the Inspector General cf the agency affected. The case by case 
follow-up of allegations usually takes one form c't three possible 
referral actions: 

• Referral to the appropriate agency Inspector 
General, for investigation to determine the 
need for criminal justice or agency correc
tive actio'ri 

It . Referral to a GAO Regional Office when tIle 
agency i.nvolved does not have an Inspector 
C-eneral 

'. Referral to the GAO J!J,uc;it Division ',;vhen the 
allegations are of a non-criminal nature 
(poss 1b Ie mi smanagetJitent) 

T:,~·$,k FQrc:{~ monU;.ox'$ the status of all cases regard
::f.'!1r:r~;; r~ 'Jii.!!t ion, The'informatio'P. from !thot line" calls 

~cknti(.\!l datil fot" inf;,.l'csti;l.!Ei,tion and is retained 
.".-;,; . .' 



In its first six weeks of operation, the GAO hotline yielded 
over 3,000 allegation& from 48 st,ates, the District of Columbia, 
and overseas loca.tions that aff~c,t agencies within all executive 
cabinet departments a.~ well as the legislative and judicial branches. 
Of the calls received, 62% appear to merit investigation or audit 
to determine intentional wrongdoing or agency mismanagement. In 
addition to the detection functiot\s of the hotline, the GAO intends 
to u~e the data collected to. aSS€l~~ weak areas in agency management 
and 1mprove goverment operat1ons. 

DETERRENCE49 

Creation of Target Task Forces 

The concept of targeting investigation and prosecution re
sources to combat program fraud was developed in the early 1970's 
following housing loan iH'.andals within HUD programs. Staff from 
HUD's Inspector General Office, the Department of Justice, the 
F3I, Postal Service, and other agencies with law inspection and 
enforcement duties initially composed the task force group. At 
the present time, the Department of Justice reports having 23 
task forces in operation and over 1,000 operationalized in the 
period 1972 to 1978.50 Composition of the task forces has been 
increased to include a number of other progI.'am agencies. 

Targeting of Prosecutional Resources 

A number of activities are being undertaken to reorganize 
prosecution efforts, provide more program fraud training to pro
secutors, and publicize successful convictions of offenders. 

-----4BS~aats, u.s. Comptroller General, "Statement Before th~ 
Senate Committee on Budget, GAO Efforts .. ,11 ~. cit.,pp. 15-29. 

49prevention and deterrence are closely associated. Preven
tion ?trategies produce activities which make it mope difficult 
to (Jommi t cY"ime s~ regardZess of p el'ceived odds ofapprB hension. 
Deterrence strategies invoke enforcement activities ·i.,Yltended ,to 
':nfLuence the pel?cel}tions of potential. offenders as -to the "l.ikeZi
hood of their- appl'ehf::/'tsion and punishment. (See Theodore H. Schell, 
Don Overly. Stephen Schack and Linda S. Stabile, National Evalua
tion. Program P~a,se I Summary~epo](tfTraditionalPreyentiye Patro! 
(\.J'ashington. D. C.: U...... Department o~ Justice t Law Entorcement 
As $ is ta nee Admini s tra on> June 1976). p. 6. 

50St'latr~. U. S. Comptroller General ~ HStatement Before the 
Senate Committee on, Budget. GAO Bffar,ta.«. H (in. cit.) passim. 

~_L. ~ 
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In some jurisdictions, office reorganizations and, in others, 
creation of new units are bringing more and broader prosecution 
resources to program fraud control. Examples of restructured or 
newly created prosecution units inc1ude~ 

• Creat:'on of ecollcmic crime units within 
local district attorneys' offices funded 
through LEAA grants to the National Dis
trict Attorneys' Association. 

• Establishment of program fraud units at 
the level of state Attorney Generals' 
Offices for Medicaid.5l 

• Reorganizations of U.S. Attorneys' Offi~es 
to acconunodate unit expertise in program 
fraud litigation. 

In the case of Medicaid J :=ederal funding is available to states 
that establish program prosecution (HR 3) units within certain 
f~~deral guidelines. These units are aimed primarily at criminal 
prosecutions of program providers ,and secondarily,at civil re
coveries of defrauded prog-ram funds. 

Formal in-house white collar crime training of prosecutors is 
also becoming more prevalent. The American Bar Association, the 
Na.tiona1 Institute of Law Enforcement and Criminal Justice, and 
the Practicing Lar-.;- Institute have all offered coursework on program 
fraud. These offerings have covered such topics as: 

• Common elements of white collar crimes. 

• Detection of white collar crimes. 

• Prosecutive evaluatior .. of 'Nhite collar 
crime. 

• Plea-bargaining and sentencing white collar 
crime. 52 

Greater press coverage of recipient and provider fraud prosecution 
is considered a major deterrent by enforcement personnel, because 
6f the geographical proximity of some program recipients and the 
collegial, close-knit relationghip of providers which allows a 
"grapevine" effect when there is news of a successful conviction. 

51Hedicaid-Medicare Anti-Fraud and Abuse Act of 1977, P.L. 
95-142. 

c;'") 

.J·~B. James George, Jr., \~hite Collar Crimes! Defense and Pro
secution, Criminal Law and Urban Problems Course Ha.iiQbook Series 31 
('New York: Practicing Law Institute, f970l, passim.' 

-78-

:6 



Civil and Criminal Prosecutions 

The objectives of civil and criminal prosecutions are not 
only to successfully develop and presel1ta court case against pro
gram offenders. but also to impress upon all program participants 
and the general public that those who defraud·or abuse the system 
will be pursued. 

At pre:.., 'Jnt J program prosecutions are conducted by U. S. Attor
neys, the U.S. Department of Justice, state Attorney Generals, or 
by local prosecutors. Due to the nature of criminal and c·ivil 
authority in some states,many state Attorney Generals have only 
civil jurisdiction and local prosecutors have only criminal juris
diction. This jurisdictional factor has made :l.t difficult t:o 
coordinate prosecutions of p::ogram fraud. ior example, HR 3 
Medicaid fraud unit :regulatilms require that for certifiration and 
funding by HEW, units must be a part of the state prosecUtor's 
office. The lack of criminal jurisdiction to prosecute these cases 
proved a major obstacle to establishing them. In one state,the 
problem was resolved through a compromise whereby the state unit 
acts in the name of the local prosecutor and presents cases to 
local county grand juries. 

In order to learn more about the problems and issues associated 
with prosecution of program fraud and abuse. a survey was sent to 
all state Attorney Generals. 53 Responden.ts were asked to describe 
connnon problems they encountered in investigating and prosecuting 
cases of benefit fraud andabuse. 54 The responses indicated the 
following problems: 

• Shortages of personnel to investigate and 
prosecute cases 

• High costs of resout'ces relative to the 
proportion of punitive action available 

• Lack of screening mechanisms for cases 
referred for prosecution 

• Reluctance of witnesses to provide infor
mation or to testify at trials 

• Lack of a centralized coordinated e£fort 
with specific investigation and prosecu
tion goals 

• Lack of clear and understandable statutory 
or administrative restr:i< r~tions on benefi.t 
payments and constant changes in these 
which make it difficult to prove intent 
to deceive 

5jFor copyo~ survey, see Appendix G. 

5l~Ibid. ,Itpm 3. 
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Lack of administrative records and systems 
designed to detect fraud and abuse 

Lack of adequate legislation under which 
to prosecute 

• Lack of a"history" of prosecution (many felt 
it would be helpful to have a precedent to 
refer to in answering questions which arise 
during program adjudication.) 

The offices were then asked what additional resources are 
needed to investigate and prosecute benefit program fraud and 
abuse. Almost unanimously, the responses indicated a need for 
more manpower, more interagency coordination, and broader civil 
and criminal jurisdiction. 

The survey also sought information on whether criminal rather 
than civil remedies had been generally more effective in state 
courts for combatting fraud and abuse. 55 For the most part. res
pondents believe criminal remedies more effective, although some 
prosecutors felt that sentences are too lenient. Relative to the 
ineffectiveness of civil prosecution, respondents commented: the 
typical welfare recipient· is judgment proof; there is nothing to 
execute or garnish in a civil suit; civil action is not viable 
because funds have been spent by the recipient; or county prosecu
tors are reluctant to use their limited resources preparing civil 
cases. 

Finally> the survey asked prosecutors to specify incentives 
that they felt should be b,lilt into benefit programs to enforce 
opportunities for investigation and prosE~cution. 56 The following 
suggestions indicate the variety of responses to this item: 

• Standardization and simplification of proce
dures 

• Adequate and trained personnel at caseworker 
level 

• Statutes mandating felony sanctions for fraud 

• Di1ta processing control systems for monitor
ing and analyses 

• Federal funds for state and local prosecu
tions of fraud cases 

55Ibid . J Item 5. 

56Ibid" Item 6. 
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• Safeguards, checkpoints, and other built:"in 
detection mechanisms 

• Motivation for informers 

• Public awareness of how tax dollars are 
spent 

• Training aimed at caseworkers, eligibility 
workers, and supervisors 

• Program administrator feedback on a case 
by case basis including the type of abuse 
or fraud, the dollar amount lost, and the 
costs of investigating and prosecuting 
the case 

There are two important effectiveness issues for prosecution, 
The first concerns the measurement of its effect for special and 
general deterrence. The intent in mentioning the measurement issue 
is not: to develop a broad discussion of the.problems, but rather 
to note that little research has been done in the program fraud 
area,57 

The second effectiveness issue relates to the relationship 
between the amount of resources connnitted to the prosecution as an 
actj.vi ty and its deterrent impact. !11dging from the responses to 
the Attorney Generals' survey, prosecution is considered an effec
tive strategy but there is insufficient money, manpower or time 
devoted to it. Until research is conducted to show the relation
ship of resources to deterrent impact, only subjective judgments 
of the strategy's true effectiveness are possible. 

In summary, pros~~utors assume that they have a deterrent 
impact on program fraud and abuse. Criminal litigation is viewed 
by state prosecutors as more effective than civil trials from 
the perspectives of monetary recoupment (many defendants are 
indigent and therefore cannot repay fines or make restitution) 
ancl deterrence (the defendant literally buys out of trouble rather 
than suffering the impact of incarceration",) Empirically, prose
cution effectiveness remains open to question; while the strategy 
is highly favored, there have not been enough resources connnitted 
to prosecution to adequately assess its relative effectiveness. 

57For the reader who may be interested in the rneasuremen~ 
problems, .see Alfred Blumstein, Jacqueline Cohen, and Daniel Nag in, 
eds, ) Deterrence and Incapacitation: Estimat:i.:ng the Effects·. of 
Criminal Sanctions on Crime Rates. (Washington, D~C;: National 
Academy of Sciences, 1978). 
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R~forming Penalties 

At least one program, Food Stamps, has begun to work with the 
concept that swifter justic~ deters fraud. This is accomplished 
by altering the penalties for frauds committed by retailers or . 
wholesalers. Under the 1964 Food Stamp Act, frauds were considered 
felonies, and therefore, prosecutable only in the U. S. Federal 
District· Courts where felony dockets are crowded and backlogged. 
The 1977 Act provides.for misdemeanor penalties, and cases are 
heard before U. S. Magistrates. . 

Criminal pena1t~esforcoupon .issuers. of Food Stamps were also 
increased under the19771egis1ation. Issuers nowfac.e possible 
fines and :i.mprisonment for failure to report inventory levels of 
coupons or for falsely stating information on their inventory re
ports submitted to USDA.58, Under proposed regulations published 
last August, HEW intends .tb"ferret" out eVidence of fraud and 

.i. abuse and prosecute off~nders involved in illegal ownership of 
control interests im private instituti,.:,ns, organizations, and 
agencies providing health-related services to beneficiaries. 59 
The new regulations would require full disclosure of ownership. . 
Failure to disclose names of own.ers or managing employeeS previous
ly convicted of a criminal offense may result in administrative 
termination of the provider from the health programs. These regl.l;" 
lations apply to Medicare and Medicaid in addition to several 
other health-related programs. . 

Adjustments in penalties for recipient offenses are seen as 
.another method of deterrence. Again, in the Food Stamp'Act of 
1977; for example, admimlstrative penalties are stif.fer than in 
previous legislation. A recipient faces disqualification from 
the program when administrative proceedings findhe/she has misused 
the program. When a criminal conviction also attaches to a re
cipient, participation may be suspended for up to 24 months. House
holds transferring assets to become eligible to qualify for benefits 
may be disqualified for a year from the date the transfer is found. 
Several states have acted also to increase criminal penalties for 
reci.pientfraud. 

Administrative Adjudication and Administrative Remedies 

Perhaps the most significant contribution administrative ad
judication makes to enforcement is its capacity to correct program 
deficiencies without the involvement of criminal justice agencies. 
This contribution is critical to program integrity because the 

SSFood Stamp Act of 1977, 7 U. S.G. 2016 (7d). 

59HEW News, press release re: AFDC and 5S! Error Rates, 
(Washington, D.C.: U.S. Department of Health, Education, and Wel
fare, August 13, 1978). 
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criminal justice system has been criticized for fa.:i:lingto cope 
effectively and effj,cientlyw~th cases of program !:raudattdabUse. 
Often, prosecutors. have given lowpriority,tocrlmf.1ial·litdgation '. 
oi fra1.lcl cases. Court dockets ,alJ:'eady .. bac~l()gged with. crimina:L .. 
cases, . are .. il1- eq\lipped to process additional. program f1:' auclca$e.s 
which may be lengthy or involve small. amounts of,IIlonet.Crltics 
of the criminal justice system find that sentencing of criminal 
offenders has been inconsistent andha.sdetractedfrom the deter- .. 
rent effect· of the cripti.nal sanctioll on.prQgrafu fraud and abuse . 

. " . . .: - . , 

The use ofadminist:tative dUfa proc:es's apparatus andaciinini;stra~ .' 
tive sanctions offers a viable alternativ~to theshortcQmings of, 
crimi:nalprosecutions .. Ratherthan.drairiing P:t;"osecutorial reso\1I:'c.es 
on small cases or prosecutorial. timeon.learning .exten~ive·program 
cletailstobring' about.a complicatedprograr.nlitigat:ion,apenna-
nent adjudicative structure may proVide' betterallocations()f . ". 
resources and more uniform handling 0; frauclandabuse cases .. 
Administr~tiveadjudicationisa'lso used aga.it1s.t a variety of· 
offender types which enhances itsap.pealas.a.n.enforcement acti
vity . Recipients,' administrativeagencystaff,thi.rdpa):tyr,pro- . 
viders or auxiliary program providers maybe subJect t(). administra
tivepenalties which exact :restitution or suspend or terplinate 
program perticipation. '. Administrative penalties may be quj,.te· . '} 
effective. A legal authority recently noted.1;:hat "suspension of 
payments is a powerful governmental weapon .for controlling or 
pressu:t;"ingthose'health care entities wl1ichdepend on governmental 
reimbursement for a substantial portion of. their revenues."60,When 
suspension is imposed, .~hecash flowpositi()n of. a provider may 
be seriously crlppled. 61 . .' 

The major iimitation to measuri'ilgthe effectiveness of the 
admin.istrative sanction has been its limited' use by both government 
agencies and independent state regulators (i.e.,professioriai ..... . 
licensing boards or rate-setting commissions), despite goV'ernme~t 
support for the cilterrtative. 62 Interview responde1;'1tsconsistently . 
noted that st:ate regulatory b9dieshave reftu~edor neglected to 
imposfa administrative sanctionsagainstp:r.ovtder~who werefouncl 
guilty of misusing benefit programs .. These groupshaveprovicled 
a "slap on the wrist", rather t,han usillgthepowersofth.eiroffice 
to Elu.sPencl. or revoke a provider's license J wl1e:t:'¢ collegial intere,sts 
have dominated the regulator's responsibility to censure providers 
wh:, are their peers. . ' 

60Byron G .. Lee, "Fraud and Abuse iil.Medicare 
~dministrative Law,Review, 30:1·(Winter.1978). 

61 Ibid .• p. 36. -. 

and Medicaid," 

. 62U.S. General.Accoutlting Offic.e,Food StampProgra~- .. Over-
~ssued . Ben.efitsNot Recovered and Fra.ud Not Punished; . Rep<?rt to 
the Congress Dy the Comptroller Gener~l Qf the United States 
(Washington, D. C. :' U. S. Goveinment Printi.ng Office p July la,~ 1977), 
p. ii~-iv. ~.' . 
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Irtsummary,administrative adjudication punishes :i,ndivid\lals , 
or group$throu~hpenalties,or rewards' tttemthrough prescription, 
of ,certain courses of action, or throughreparational awa,rds .63 
Although ultimate'adjudicati.ve deci"ion~tnaking lies with the courts, 
administrative adjudication is a viable alternative.Effective
ness of administrative remedies , however, rests on how regularly 
and with what degree ofdetenninationit is used. ' 

Administrati veCo llec tions' of Overpayment~ 
( . '. . . .. . . 

Administrativerecoupm~nt of erroneous and fraudulently col
lectedpayments has met with some success, particularly in the 

u Unemployment Insurance program. Recoupment is handled in either 
of two ways : the amou.nt,' of, funds owed is either offset-against 
continued payments or, the ~ountis paid ina IUIllP sum. The off
set technique,h.astended to be used in times of economic recession 

'when disposable income is 'reduced, and th~ lump sum in periods of 
ecoilomi,cprosperity (whert personal incomes are higher and work 
is more available.) 

Recoupment success i.3 credited to funding'of specialized state 
'recoupmetJttinits by the United States Department of Labor., A Labor 
,offi<:dalestimated the success rate for collection of funds at 
50 cents on every dollar; and state units provide similarly favor
able recoupment stati~tics. Another estimate based on a state's 
official statistics for thepriOQ 1977-1978 shows a recoupment 

,success rate of closer to 25 percent. The amounts lost and 
recouped appear in the fol1owillgtable; 

Year 

1977 

1978 

Harassment 

TABLE X 

STATE UNEMPLOYi'1ENT INSURANCE 
ru:COUPMENT STATISTICS 

Amount Amount 
,Lost Recouped 

$595,304 ' $135,481 

$468,152 $113,139 

Percentage 
Success 

23% 

24% 

,The,negative connotations associated with the term "harassment" 
complicate the t~sk of demonstrating itscontribt:tions andeffec
tiveness to enforcement. However, for those agencies who use 

6JJoseph P. Champerta1n, et al., The' Judicial Function in 
fed~ral Administrative Agencies(Freeport, New York: Books"tOr 
LibrariesPte~s,1972), p.95. 
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harass~ent either as an individual technique or in conjupctioll 
with other. strategies, it: is~onsidered an important tool for 
deterrin& suspected offend'er's.· 

EXamples of."ha:rasslllent"in program enforcement include! 

• Direct surveillance of a warehouse. where 
crates ofa:rlegedly st61enFood St.amp 
AuthoDization ~to Purchase cards are kept. 

• 1).adgering ()f a foodseryiceprovider before 
,a grand, jury to gain the details of a frau-. 
du.l~nt bid-rigging scheme .. 

.• ContinualJ:eviews ()~ the records of health 
care. providers who previously have been 
suspected of,fraud or·abuse.54 

A.factor which se17iouslyhampers evaluation of·har.assment 
effectiveness is that law enforcement officials who employ the 
strategy.are reluctant to acknowledge' its use. Their reluctance 
is attributable to the public perception that the strategy is '. '. 
somehow "extra legal. 11 For example ,arrests of {{lleged,offender's 
to "shake-out" the actual offenders while knowing that evidence 
is Insufficient for an indictJQent places broad discretion in the 
hands of enforcement. officers. The rigid application of adminis'" 
trative standards, that otherwise are laxly enforced. to detect 

. alleged offenders also' illustrates the discretionary aspect.of 
its use. . '. 

Thus ,the strategyo's effectiveness r.ests op its ability to 
identify suspected offenders .. Its effectiveness, however, must 
be viewed within the framework of broadened enforcement powers. 

SUMMARY. 

A broad spectrum of enforcement activities ,was reviewedv in. 
this chapter. These efforts are generally belie.ved to be e·ffec-
tive by those who employ them. 65 The numerous examples provid~4 '.' . 
from fed2ral, sta.teand local initiatives may serve as a catalogue. 
for officials with spe~ific type~ of problems whic~ require,enforoee
ment solutions. ..But, because none of the enforcement techl1.iqy.es. '. '. 

64Lee , Administrativel1aw ReView, Ql?.cit.,p. 37 (~ootriote196). 
65Appendix ,I p'~ovi~e~ a rankingofs.trategytypes ()nth~ basts'·' 

of theitrelativeeffectiveness as perceived by those who r¢sPQrtded .. 
to thefra\ldandabuse survey •. Becau~ethecategories rilnited.were 
developed before the research leading.tothe typology.inTableXI, 
theya,re not identical to the mostcoImllonly employed enforce11l;ent 
strategies. . 
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TABLE Xl' 
TYPOLOGY OF STRATEGIES 

~------~--------~~--------'----'--------------r--~~--~~---~'~--~--~ 
ASSUMED CONTRIBUTION TO 

STRATEGY TYPE. INDIVi~Li~C~~IQUES ENFORCE~~~U~~~~~IVENESS 
I----------,.---+------------~----"- r--' ,'-'----I 

LEGISLATIVE SUPPORT 

ORGANIZATIONAl:; REDESIGN 

• Creation and funding of IG, 
units 

• Enactmentof state fraud sta
tutes 

• Appropriati~n of HnanCial in
centives to comba,t fraud 

• ConsoUdatior' of audit and in
vestigation, divisions in an 
lG unit 

.. Cr'eation of n'ew span of admin
istrative control to accompany 
program design simplification, 
i. e .. reduce number of admin-
istrative gtilff 

• Creation of new positions in 
administrative agencicl;' for 
specialists. i.e .• quality 
control 

Effect: on benefit program de
sign .and program enforcement 
funding 

Definition and ordering of 
major organizational conscraints 
and contingencies 

r--------------/---,-- ---, .. ,-~-.--------- t-'-~~-----.------ --'----I 
• Reci.pient educational ms.cerials Reinforcement of'and effect on 

EDUCATION AND TRAINING 
.' Training of administrative inC;ividual behavior an,d the 

program sta ff level of awareness an indivi-
o Creation of prognllll manuals for dual has about the b!i!nefit 

pr<>viders program 
~------------~~+---- .~----~----------~ 

RESEARCH 

• Usc of discriminant annlysia 
to develop fraud offender 
profiles 

• U.c of tQchniquQs to dQter~ 
mine dollar losses in program 

o Studies of past caBes to de
tect program vulnerabilities 

Capacity to gather knowledge and 
empirical data for im!lroving the 
effectiveness of all the 
dtedstrategy types 

1-----________ ._ - ---.--.'--'-----~.------+.~---~------,--.--___'__1 

INVESTWATION 

• Tracing f1m~s or benefit dol
lars 

• Identifying and questibning 

• Identifying evidQnce for 
tddl 

Identification and apprehension 
of program offenders and provi
sion of eVidence to find guilt 

Jjitnesses 

..... ---------~ ---'---,---------:----,----£-_------------_--1 
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STRATEGY.:rYPE 

QUALiTY CONTROL 

FINANCIAL AUDITING 

ADMINISTRATIVE ADJUDI
CATION AND ADMINiSTRA
TIVE REMEDIES 

" .~'" 'p.' :.,; .. 

TABLE. XI (con't) 
TYPOLOGY OF STRATEGIES 

EXAMP,LESOF 
INDIVIDUAL.TECHNIQUES 

• Statistical sampling 
• Complianc~ visits to program 

delivery sites 
• Computeri:ross~matching 

• I~ternal programcomputeI: au
diting 

• Operational surveys 
• Provision of financial 

as proof of guilt 
records 

• Fraud bearing in Food Stampsl 
• Suspension or termination. 

of recipient. third party pro
vider participation 

• Administrative dispute resolu
.tion of program fralld claims 
frQIII recipients against p.ro
viders 

ASS~D CONTRUUTION 10 
ENFORCEMENT'EFFECTIV£NESS 

.THROUGH I1:S . . 

Monitoring of resources and in
formation. associated witb pro,
vision of benefits· 

Capacity for detection of finan~ 
cial program irregularities and 
gathering evidence of. guilt 

CapaCity to correct lieficiencies 
without involv~.ng criminal Justice' 
agencies . 

I---~----'---......... - ......... . '. _ ... _..... ....•.. ,. .... -.--------

HARASSMENT 

• Badgering of witnesses during 
. investigation Or trial o£pro

grllm cases. 
• Adlliinistrat1.ve review of pro~ 

viders~' records on a continous 
basis 

• Compliance visits conducted.by 
numerous enforcement Pllrties 
at the case sites ' . 

Identification of suspected of
fenders 

. _-+----.----.-,.-... _ ..... -.. _- '-'-"-

CRUlINAL AND CIVIL 
PROSECU'l'lON 

• Progr'sm prosecution units. 

I i.e.,HRl t1edicaid units 
.• Creation of special program 

fraud grand juries 
1. Creation of new·l.egal doctrine 
I to broaden prosecutorial au-..... ~ _____ ~ ___ --L thority in program fraud cases 

-----. -iS~~"~:o~d Stamp profile in Appendix A. 
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has been 'su.bject~d to rigorous evaluation, some officials may be 
mor.einterested. in a surrogate measure of their viability.·· One 
such measure is the. extent to which the enforcemetlttechnique is 
applica.ble acro'ss. all benefit. programs . Ten general types of 
activities, or enforcement strategies, were found in all fifteen 
benefi.tprogramsreviewedfor this report. Table XI presents 
these ten enforcement stl:'ategies and,notes each strategy's 
,assumed contribution to enforcement effectiveness. 

. . .In addition to uncovering common enforcementstra,tegies and 
findiTlg many examples of their apparently. successful use, the 
research on which, thi,s report is based·· found several serious 
def:7.o,ienciesin the area of enforcement. These deficiences are 
4iscllssedin the next chapter. ' . 
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CHAPTER 5 

ENFORCEMENT DEFICIENCIES 

INTRODUCTION 

Program ,enforcement weaknesses which many observers believe 
have seriously hampered fraud and abuse control are explored in 
this chapter. These deficiencies stem not only from problems 
created by the complex nature of white collar program fraud but 
also from other variabler in the enforcement environment. ...... 

The discussion of these deficiencies must include two cau
tionary notes. The first relates to the objectives of program 
enfot"cement. Over the past ten years. enforceme:'n:t has placed 
heavy reliance on the criminal justice system as its major line 
of defense in combatting program fraud and abuse. Criminal con
victions were considere6. the measure of enforcement success. In 
the last severa.l years. there has been a gro1iling tren:l to find 
alternatives to criminal prosecution of cases. This change in 
obj ectives is due, in large part, to failures of the criminal 
justice sanction to curb fraud and abuse and. to the practical 
reality that it is an inappropriate penalty for deterrence of 
abuse cases because no specific laws were b.,-oken. Objectives 
like restitu.tion J recoupment, administrative disbarment. and 
susptmsion from program activities are starting to supplement p 

and in some programs, supplant criminal justice objectives. 
Therefore, discussions must recognize that "enforcetnentU is in 
transition and that the new term now applies to a p,';J.U!per of stra
tegies besides criminal prosecution. 

The se~ond c'citltionary note concel:ns the state-of-the-art in 
program enforcement. For a variety of reasons soon to be dis
cussed, some jurisdictions have mov'ed more slowly than others to 
adopt e'nforcement strategi,es. They have also moved with varying 
degrees of commitment in terms of staff support. time, mOLley, and 
other resources. The comments that are madF: about enforcement j 

therefore, should not be construed to suggest that a.1l agencies 
:r ~.11 jurisdictions are similar in their applications of strate
gies nor are the same deficienci1..3 seen in eve:ry enforcement 
setting. 
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CHARACTERISTIC WEAKNESSES 

The languor which has char.9.cterized much of pa.s t enforcem'ent 
appears to be a basic ~Teakness. In commenting specifically on the 
itudent loan program, E.EW Secretary Califano underscored this gen
~ral problem at a recent ~onference on departmental fraud, abuse 
and waste. He remarked: 

How can we fault students for not paying their 
student loans, when this agency (HEW), for all 
practical purposes, never sent them a bill for 
over ten years?l 

The sluggish pace and disparate levels of resource allocations 
for curbing fraud and abuse were confirmed in interviews. Many 
administrators admitted that enforcement had always been a reactive 
managerial posture, and many used the words Itcrisis management" and 
Uputting out fires" to describe past enforcement activity. The 
general pattern seems to have been that as problems arose in a par
ticular prog'ram, oversight hearings were held, administrative or 
judicial actions were taken, and legislative or regulatory changes 
were enac'tec;l which would hopefully deter repetitions. As one agency 
head noted, enforcement has ,taken a "band-aid approachlt rather than 
seeking a cure for program ills. 

This research uncovered several characteristic weaknesses 
which have led to the slow, reactive approach of enforcement. 
These include a general lack of: 

• Good quality and quantitative data on fraud 
a:nd a.buse 

• Standa.l d definitions for fraud and abuse 

• Legislr.tive priorities for enforcement 

eAlternatives to criminal justice for 
enforcement 

• Overall enforcement planning 

• Enforcement incentives 

• Consistency in the use of sanctions 

Each of these deficiencies is discussed below. 

lJoseph A. Califano, Jr., "Remarks to the National Conference 
on F'raud, Abuse and Error p" as verified by tape transcript on 
2/1/79 by Thomas Ruttershan, Department of Health, Education, and 
Welfare, Washington, D.C. 
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Absence of Reliable Data 

One of the major limitations for enforcement has been that 
prevention, detection, and deterrence have operated at the edge 
of all social benefit programs; that is, they are often "after
thoughts" which emerge following establishment of a program. The 
result has been that most anti~fraudand abuse strategies are 
based on administr.ative and financial data gathered to serve the 
programs' apparent prime goal - provision of benefits - and not 
the goal of limiting fraud and abuse. 

The absence of reliable empirical data concerning the extent 
of benefit fraud and abuse is acknowledged at all levels of go"" 
vernment. One hi~hly placed federal prosecutor commented that 
"the data bases are just not there" to begin to cope with fraud 
and abuse_ In testimony before a Senate Subcommittee on Federal 
Spending Practices and Open Government, the Comptroller General 
of the United States made clear that: 

No one knows the magnitude of fraud against the 
Government. Hidden within apparantly legitimate 
undertaking~. it llsually is unreported and/or 
undetected. 

Similar con.cerns about the lack of reliable data were ex
pressed in the HEW Inspector Generalrs report which underscored 
the fact that "best estimates" are the only available meaSl.lreS 
for federal dollars lost to fraud, abuse, and waste in the De
partment's programs. 3 

For fraud and abuse aata to have utility they must, of course, 
be regularly and accurately maintained. The fraud and abuse survey 
did question whether statistical data were maintain.ed on the numbers 
and types of fraud and abuse cases associated with the program. 4 
Of 80 program respondents, 74% claimed to keep such statistics; 
of 51 programs who also had investigative personnel, 82% claimed 
to maintain this type of data. These results would suggest that 
the primary problems with fraud and abuse data lie in their accu
racy and consistency of collection, both within and across programs; 
interview respondents frequently made this criticism. 

2Statts. U.S. Comptroller General, "Statement Before the 
Senate Committee on Budget GAO Efforts ... ," 2,£.. cit., p. 5. 

3U.S. Department of Health, Education,and Welfare, Annual 
Rp-po~!, ££. ~it. \ p. 8. 

4See Appendix H, Item 30. 

5U.S. General Accounting Office, Attainable Benefits, 2E.,. 
cit., pp. iii-iv 
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The issue of data quality and its application for enforcement 
has been critiqued in several other contexts as well. A U.S. Gen
eral Accounting Office report on the collection of Medicaid data 
in the states concludes! 

/ ' 

The Surveillance and Utilizat:"on Review' subsystem 
and Management and Administrative Reporting sub
system are integral parts of the information systems. 
The reporting subsystem should provide necessary 
information to support sound decision-making ... 
States generally are not revi.ewing the quality of 
care provided Medicaid recipients as r1equired, and 
the subsystems are noS providing the data needed 
to help states do so. 

Interviews with fraud investigatoxs reveal that data they 
receive from program personnel are frequently useless because the 
accuracy cannot be substantiated. Federal pros~cutors express 
discouragement with ambiguous and inadequate data supplied by 
program administrators for trial. As one pros.ecutor cotl1I'Qented: 

For HEW cases, computer output is the pivotal 
source of data to present cases. However, 
computers give inadequate definitions, because 
the program regulations on which they are based 
are so loose. Data based on these ambiguities is 
(sia) worthless for trial. 

Taken as a whole, this research strongly suggests that a lack of 
reliable data has substantially hampered benefit enforcement. 

Absence of Standard Definitions 

The difficulties associated with the lack of consistent 
definitions for the term;:; f.!aud and abuse were discussed in the 
introduction to this revort. Inconsistent d~finitions directly 
hamper legal and regulatory enfurcement activities by inhibiting 
coordinated efforts. Moreover, because inconsistent definitions 
affect enforcement staff perceptions of what constitutes an abusive 
or fraudulent situation, they also constrain enforcement by 
leading to across-program inconsistencies in statistical record
keeping, 

Absence of Legislative Priorities for Enforcement 

Enforcement has not generally been a prio~ity concern in 
program legislation. Most benefit program leg~slation results 
from an adversary process which is eclectic, and frequently 
bitter. As legislation is marked-up, legislators are inclined 

5Ibid. 

-92-



tC' fight to include their cons-tituents or other special interests 
in the pool of potential beneficiaries. They are less inclined 
to support the Incorporation of enforcement tools which might make 
it difficult for their interests to receive benefits. Intention
ally or unintentionally, benefit programs become so burdened that 
it is usually difficult and often. nearly impossible for them to 
meet the goals for which they were originally proposed. The prices 
too often paid for "program delivery at all costs" • are fraud. 
abuse,and waste. 

Compounding the problem of over-burdened/under-enforced 
program designs, enabling legislation for many programs is int811-
tionally vague and ambiguous. making it difficult to distinguish 
between criminal behavior, general lethargy or ineptitude on the 
part of program administra.tors assigned the task of designing 
guidelines and managing effective programs. For example, some 
fraud and abuse in the Small Business- Administration's 8 (a) 
Minority Contract programs has resulted from the legislation's 
failure to define who qualifies as "economically and socially 
disadvantaged." Even amended legislation for the program skirts 
the primary eligibility question by "limiting participation to 
business concerns that ~re at least 51 percent owned ~nd operated 
by a socially and economically disadvantaged person. li

\:. High
lighting the legislators' own failure to come to grips with the 
definitional ambiguity, a report accompanying the legislation 
admi ts that: 

The Committee has not dealt with the question 
of who should establish these criteria or what 
they should be. The Committee does note, how
ever, that the ability of both contractors and 
procuring ag~ncies to comply with the subcontract
ing requirements can only be enhanced by the 
existence of an unambiguous set of guidelines,7 

Not all legislation is ambiguous as that which establishes 
8(a) Minority Contract programs. The 1977 Food Stamp reform 
legislation, for example, is carefully structured not only to 
well-define qualified beneficiaries. but to improve enforcement 
of prog.ratn-related statutes and regulations. 8 

Food stamp reform legislation notwithstanding there is addi
tional evidence of the lack of support for enforcement from 
legislators. Historically, the appLopriations process has neg
lected mana.gement of many programs, thereby increasing to a 

6Small Business Investment Act of 1978, United States Senate, 
95th Congress, Slecond Session, Report No. 950-1140, August 2.3, 
1978, p. 13. 

7]bid. pp. 9--10. 

8See the program profile in Appendix A, p. 138. 

-93-

:;. . { :;! ~~ '.; 



sometimes inordinate level the burden placed on enforcement. Not 
only are incidences of fraud and abuse likely to increase when 
strong managerial control is lacking, but enforcement responsibi
lities for limiting and recouping losses inevitably increase as 
well. In USDA's Rural Housing program} for example, Congress has 
drastically increased program responsibilities, and, thereby, 
managerial demands without providing appropriations to increase 
either the number of staff or the available technology. As a 
consequenc,.... in one state a handful. of staff we·r.e responsible 
for over I .10 billion of rural housing projects in fiscal year 
1977. This particular state is the leader for rural housing 
volume in the nation and has been the subject of numerous fraud 
and abuse investigations which have concluded that inadequate 
staffing of the programs is largely to blame. To bridge the gap 
left by inadequate appropriations to meet added legislated program 
responsibilities, the FaJ:'!llersHome Administration has established 
a national computerized colle.ction ser<J'ice. The service wi"l.l 
relieve staff of collection responsibilities so that more time 
can be spent on eligibility matters to avoid fraud and abuse at 
the determinatio~ point. 

To counter some of the problems of legislative inattentiveness 
to program design and subsequent enforcement, the Depa.rtment of 
Justice has recommended that an enforcement iIiact statement 
accompany all pieces of benefit program legisation generated by 
Congress. This statement would set out in dollar terms, the po
tential costs of enforcing programs and the problems which may 
be incurred in the policing efforts. Observers believe that this 
statement, m(1deled on the experiences with environmental and 
judicial impact statements, would provide lawmakers with needed 
information to enact programs that afford more aafeguards in design 
a.nd more opportunities for effective enforcement. 

Absence of Alternatives to Crj.minal Justice 

Many observers of program enforcement have criticized its 
frequent reliance on the criminal justice proce.ss to the exclusion 
of other alternatives. Failure,S of enforcement to curb fraud and 
abuse are, attributed to this pronounced emphasis on combatting 
problems with criminal justice penalties. TraditionBLlly, fraud 
investigation units were staffed with ex-law enforcer.nent personnel 
whose training and experience many times proved ill-suited. For 
example, they had no training for or experience in the tasks of 
painstakingly reconstructing a third party provider's billingg 
and vouchers. Criminal prosecution was considered the paramount 
deterrent for program fraud, and felony cases, in particular, 
were primarily chosen by prosecutors. 

Experience in combatting program frE..:ld and al"~se suggests 
that limitations of the criminal justice process confound program 
enforcement. As one former federal prosecutor couments about the 
use'of criminal sanctions: 
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There is no reliable evidence tosugg2st that: 
the criminal sanction has succeeded in control
ling white colla.r crime. Ingeneral~ deter
rence has n ~)t b(~en realized, rehabilitation 
has been ignored, repeat offenders have not. 
been removed from society, and victims have 
not been compensated. 9 

..... :.'., 

He adds that the questionable. success of the sanction for white 
coll.ar offenses is due to "the ponderous character, "the "in
frequency of prosecution," and the "'limited f8sources" of the 
criminal justice system to handle the cases. 

Another deficiency IOf criminal prosecution has been that 
they mUEt operate at what several offlcials called "the edge of 
cases." For example, third party program fraud must frequently 
be tried under mail fraud statutes rather than under direct fraud 
statutes, sometimes losing the full deterrent impact of the pro
secution. 

Criticism of the de-ficiencies of criminal justice to handle 
fraud and abuse has begun a trend toward broadenin,g the skills 
of enforcement staff and diversifying the arsenal of techniques 
used to combat it. As a guide ;Ln investigating white collar 
crimes notes, diversification is needed: 

If a unit de'termines that criminal p:rosecutioIi 
is i1.:8 main. objective it can still retain civil, 
admini.strative, or even mediation remedies for 
sitl.lationf3 where criminal actions are not 
feasible or wise. ll 

The manual ad.ds that a truly experienced white collar inVes-
tigator Itshould d,=velop great skills for judliing when to work .: 
toward. one enforcement objective or anoth~r.'lZ 

Absence of Effective Enforcement Planning 

Both within and across programs, enforcement has tended to 
occur on an ad hoc basis. A study concerned with the lack of 
federal planiiIngror enforcement found that the Department of· 

9Robert W. Orgen, "The Ineffectiveness of the Criminal Sanc
tion in Fraud and Corruption Cases: Losing the Battle Against 
White Collar Crime", The American Criminal Law ~view (2:959), 
J). 41. 

lOIbid. 

llHerbert Edelhertz, et a1., 2£. $,it. p. 41 

l2Ibid., p. 41 
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Justice for one. has been "slow to assist. ,:::oordinat:1, and 
monitor'the anti-fraud efforts of federal aglmcies. ,d .. 

This lack of planning and coordination has often resulted 
in disatisfaction bet.ween program fltaff and prosecutors., For 
example; one of the most frequ'~ntly heard complaints during 
interviews with fraud unit persennel was the prosecutors (federal. 
state a.~l'J.d local) placed such low ,priority on benefit cases that 
it sometimes "seemed not worth the time" to prepare a case. On 
the other han('~, interviews with prosecutors revealed that many 
of the cases referred to them from fraud units contained "botched" 
witness interviews and inadequate evidence for trial presentation. 

Enforcement planning is undoubtedly hampered by the absence 
of reliable data conce.rning fraud and abuse. Nevertheless, in
terviews and the fraud and abuse survey suggest that staffing, 
case screening and utilization of technology all deserve careful 
planning attention. 

Staffing 

, Field investigation for this study disclosed time and again 
that most offices have inadequate staff to combat fraud and abuse. 
Comments like, "Since there just is not enough manpower for 
undercover assignments and investigations in every case, we must 
try to hit as many programs as we can for prosecution," were 
elicited from program and enforcement personnel. Insufficilent 
numbers of staff are available to meet all the enforcement re
sponsibilities which are required "to clean-up programs. Investi
gations of 8(a) Minority Contracts from the Small Business 
Administration illustrate the problem. The head of SBA was 
forced to seek additional investigative and audit support from 
the Administration in 1978 to undertake lIa nationwide probe of 

.. suspected abuses involving $26 million in unpaid loans or 'advance 
payments' made overltlast years to help minority business fulfill 
federal contracts." 4 Over h~lf of the (agency's) 80 investigators 
were involved ... in a large abuse problem with 8(a) contractors, 
that of ineligible white-owned businesses getting contracts by 
using minorities ao fror~s.15 

The fraud and abuse survey revealed that:t:espondents consider 
staff to be one of the most effective enforcement resourc.es; the 
apparent deficiencies in staffing across programs is a serious 
current weakness. 

l3U. S. General Accounting Office, Combat Fraud, £E.. cit., 
p. 5. 

l4"SBA Ex.amining 35 Firms in Unpaid Loans Probe," The Wash
ington Post, (November 11, 1978) p. A2 

l5Ibid. -
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Case Screening 

Case screening involves the development of formal criteria 
for rating and rank ordering cases for invest:i:.gation and trial. 
Critics of formal case screening. argue that the process would 
reduce their flexibility to pursue cases. Give'il limited resources) 
they would generally prefer to select just a few cases based on 
infot;mal judgmental criter.ia of potential effectiveness. Pro
ponents of case screening freq,uently find it lacking in current 
a.pplication, but argue that it is an essential area to ensure 
future enforcement effectiveness. For example, they would argue 
that more precise care should be gb/en to decisions. about the 
use of audit re'sources in p~ogram cases. A regional Inspector 
General in charge of audit . staff c01JI[I1ented that toe ::,ften staff 
time had been wasted when a 100 percent audit had been dC'ne for 
a case when screening would have found that only a partial audit 
was needed. He reconnnended that a review of audit resources 
needed for each case should be done prior to initiation of the 
investigation rather than after it is underway. 

Practical applications of case rating in large and small 
prosecutorial offices have provlchr.'d useful tools for planning 
and prioritizing resource allocations. One of the major applica
tions' undertaken is a system called the Prosecutor's Management 
Information System (PROMIS). It has been shown that PRO~lIS 
rankings: 

"bestow exceptional managerial leverage 
on the Chief prosecutor, who can now 
apportion his office's time and manpower 
according to the relative importance 
of pending cases, which is not only good 
management per se but also operatively 
reflects the puliIic's concern over repeat 
offenders and se')':vice crime."16 '" --

The interviews suggest that except for those offices .using 
PROMIS, few if any formal systems exist for prioritizing cases 
for enforcement attention. Only one state prosecutorial unit 
contacted was vigorously developing screening standards for 
program fraud cases, and these efforts had just begun tmder a 
newly awarded LEAA grant. 

In view of the burdens placed on enforcement by inadequate 
staffing, formal case screening should provide an important 
resource allocation method. Collection of ezupirical data which 

16Institute for Law and Social Resea.rch, Instftute Briefing 
pater, Uniform Case Evaluation,and btillS Number 3, (W~shing~on, 
D. .: . u. S. Department of Just~ce, Law Enforcement Ass~st-ance 
Administration, 1976), pp. 2-3. 
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evaluates practical impacts of: formal case screening on benefit 
program enforcement efficiency and effectiveness is an important 
future step. 

Computer T..echnolc.gy Usage 

Another negle.cted planning area ts coordination of computer 
'- generated program data for enforcement. Utilization of computer 

technology is extensive: Almost all respondents (94 percent) to 
the fraufI and abuse survey indicated use of computers in their 
programsl:7 Eighty-two percent of the respondents informed ui~ that 
computer data are used in some fa~gion for ~etection and stti:"veil-
lance of program fraud and abuse. Append1x reports the, open-

i/ ended responses to these items. ' 

Despite rather extensive usage of computers, inter:-/iews 
suggested that they are being used effectively. Often,)' programs 
have obt.eined large computer systems with sophisticat~d software 
packages. But enforcement personnel tend to find the systems 
lacking. Frequently they a.rgued that potential fraud and abuse 
cases could not be pursued because of a lack of requisite benefit 
program information which should have be:en programmed into the 
computer. In some programs, investiga.tors expressed exasperation 
with the paucity of data that they could receive from computers, 
and several investigators told of 10sin8& precious hours of 
investigative time identifying basic caf;e and client data because 
thes~ were not readily accessible to them from the computer. 

Prosecutors said they seldom use computer generated data for 
trial purposes. They consider it too complicated to explain to 
a jury; there are too many evidentiary problems standing between 
generation of the data and its presentation as evidence at trial; 
and program officials cannot testify consistently to the validity 
of the data nor to the parameters through which they were obtained. 
Given the apparent growth of computer use in benefit programs, 
it is important that more coordinative planning of its uses for 
program operations and enforcement be undertaken. 

AbSence of Incentives for Enforcement 

Program officials continuall,.y have taken a conservation ap
proach when requesting funds for enforcement purposes because 
they felt that seeking these appt'opriations constituted an ad,is
sion that programs were failures and could not be run efficiently 
and effectively. Given tight budgets and small staffs, many 

l7See Appendix B. Items 28 and 29. 

18Whil:e a large percentage of the sample told us they use 
computers, the data provide no information on the sophistication 
of computer us~ge.· It should not be concluded from the survey 
data that usage implies necessarily that the sopRistication levels 
of the us&ge are also high. 

\\ 
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jurisdicti" ... c ...... ~e('e not able to afford the costs of supporting 
enforcement activities. There was also an added impediment: 
jurisdictions who did pursue enforcement pai.d for it out of their 
own pockets. Most of the recouped funds were returnE~d to the 
federal government and w'ere not applied to overhead costs of 
enforcement. . 

Program experimentation with incentive schemes has It:.~d to a 
conclusion that incentives do stir action. A recent (~valuation 
of the AFDC; s corrective action program to r,aduce error rates 
concludes: 

Based on results of qur visits to 15 states, 
the DHEltl threat of fiscal sanctions prompted 
states to redirect management attention to 
redu~tion of reported errors. There is no 
question that this increased management at
tention and emphasis placed on error reduction 
was a primary factor contributing to improved 
state performance. 19 

The evaluaZ~on report adds that even though negative financial 
incentives have been eliminated, the Department of Health, Ed
ucation, and lvelfare "should seek an alternative strategy to 
maintain and rene!lthe level of state management: interest in 
error reduction." 

The use of financial reimbursements and formula matches to 
increase enforcement activities in the states appears in new pro
visions of several ben~fit progranlS. Under provisions of the 1971 
Food Stamp Act, USDA may reimburse the state 75 percent of the 
costs of establishing investigation units. Medicaid, AFDC, and 
Unemployment Insur\~nce programs have provisions for federal 
financial assistance to states establishing investigat.iQn and 
prosecution unit~, and Medicaid monies are also available for 
creation of~~nformatiQn systems. The Food Stamp Act~ in particular, 
has begun to deal with the problems of recouped funds by splitting 
the responsi.bilities and costs between the federal and state govern
ments. 

Ina~equate Use of Sanctions 

The basic principles of deterrence suggest that in order to 
be e,ffective sanctions must be meted out with swiftness, severity, 
(mdcertainty. While the requisite sanctions (criminal, civil, 
~md administrative) for deterring program fraud and abuse are in 

- 19Touche Ross and Company, Evaluation of AFDC-QC Corrective 
Action FinalB-eport (Washir~gton, D.C. = U.S. Department of Health'l! 
Education, and Welfare, October 31, 1977), p. 116. 

20A· t' fi . 1 . .. 1 h . 1 . nega 1ve . nanC1a 1ncent1ve 1nvo ves testate oS1ng 
program funding unless it corrects program errors. 

21 'h Touc u Ro s s. 212. • cit., p. 117. 
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place; inconsistency in theit' use has limited their success. This 
finding is not surprising given tp..e current state of criminal 
sentencing in the courts. A major !.'eport on fair and certain 
punishment found: 

The sentencing system prevailing in the 
United States is f:1awed by profound 
imb:3.1ance between the severity of 
punishment and the certainty of puni~22 
Il __ ent among those convicted of cri.mes,. 

Later the repot't con~ludes that the status of sentencing is much 
like a 

... nation of extremes, because sentencing 
is neither felt nor effective, it narms 
both the individual and society ... 
Credibility is weakened further y.Then a 
substantial propor~_:!.on of' convicted de
fendants haphazardly 2~cape punishment, 
as also often occurs. 

Although there are little empirical data on the sanctions 
used. i.n program fraud and abuse, minimal use of sanctions appears 
to characterize third party provider cases. From an adjudicative 
perspective, veery few program agencies (with the exception of HUD) 
have moved swiftly to disbar third parties found abusing or de
frauding programs. Part of the hesitancy in using disbarment has 
been the fear of putting a provider totally Bout of business,H chus 
leaVing the jurisdic~ion without a service provider. For example, 
a rural physicia.n found defrauding the Medicare programs may not 
be disbarred because he or she may be the only source of medical 
assistance available in that area. While an unusual circumstance 
should be of some concern, administrators argue that the impact of 
a sanction will be diminished if it is not consistently used. 

Moreover, for sanctions to be employed requires th~t prosecu
tors accept cases for trial. But prosecutions of providersu~ual1y 
involve lengthy trials with hundreds of exhibits a;nd witn~sSes. As 
one federal prosecutor noted, a trial agaiT,lst a prime sponsor in 
the Stmmer Food Service program would have taken almost two months 
to present to the jury because of the 200 witnesses that were to be 
called. NurSing home fraud prosecutions have consumed thousands of 
pages of trial transcript. 
------~--------

22A1an M. Dershowitz, Fair and Certain Punishment (New York: 
McGraw-Hill, 1976), p. 3. 

23.Ibid ., p. 6. 
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Informing juries of sophisticated ac'cpunting arran!iH~me:~~ts J 

loan agreements and, in~ome cases, payments i andat,.'tx.:eptances ,'&f 
bribes and kickbacks has hampered prosecuti9';:" Host prosecut{)rs 
attempt to present evidence with visual aids" flow charts. and the 
like which break out the various I. tra:nsaction points in the fraudu
lent schemes. A:;.~ one prosecuto:r' noted, 'it ~akes concentration a,nd 
p:.erseverence to understand the schemes to b$gil1 with, never mind 
trying to explain them to someone else ," ',' 

,Even when ca.ses are brought to trial, a pattern of incon
sistency emerges in the cri.minal senten.cing /of third parties. 
Judges and juries appear hesitant to sentence. As one prosecutor 
put it, noting that in the "macro-sense" judges and juries under
stand the number of tax dollars being lost to program fraud, 
Ujudicial sanctions imposed are not strong enough j,n the 'micro
sense' ," that is, the indi'ITidu{l provider case. 

One of the major :t'easons given for the incoI1sistency of 
criminal punishment rests on the nature of programs, themselve*. 
As one prosecutor explained, "Certain type~s of program fra1).d cases 
are losers. 11 It is mor(~ difficult to show daF:)age in progra:ms 
where some ber:efit flows to an individual even though he or,she 
is ineligible to receive it, than it is to show where actual harm 
would be done by €:KC:!lldt.rigi:hE:i benefici&ry from the project .. 

The CETA program provides exaroples of h~:rd to ,prosecute 
program fraud and abuse where a pp.r&.dn receives a job whitiu he 
or she is technically ineligible t6 receive un.dert;:'~: prograut. 
Becaus~,the beneficiary has received only a job (at which he or she 
presUmably mus"!: work to I:'eceive money) and b(~CaUSE~ one of the pri
mary goals of the program is to provide jobs for the unemployed, 
the program becomes the institutional victim. Judges and juries 
tend to view this as less a crime than such other benefit p:rogram 
abuses as the horrid treatment provided by some nursing homes which 
are reimbursed with federal program dollars. The faets in both 
.cases may be compelling, but it is more difficult to show "the 
blood oithe victim" in the CETA case than :i.n the Medicaid ease. 
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CONCLUSION 

P'..coof of the seriousness of fraud and abu§e has been obscured 
by inconsistent and inadequate nata and emotional media reports. 
The meager evidence currently available supports the finding that 
fraut' and abuse extends into all types of benefit programs and 
is cOr ~itted by a large cast of actors either singly or in col
lusion. Truly staggerir~ is the fact that if current trends are 
ext;:-")polated. losses to fraud and abuse in the fifteen programs 
rev:tewed in this study could amount to between $80 and $100 bil
lion over the next: ten years. with such an outlook for th~ future, 
federal, state. a'nd local governments can no longer turn their 
bac~s on the problems of enforcement. 

This report has focused on afllsessing the quality and scope 
of current information. on f-caud and abuse and i.ts control. Tech
nic "es for arraying this kIl.ow1edge in s:lmp1e and manageable frame
wor .. s included a taxonomy of offenders and associated offense 
patterns, and a typology of enforcement strategies with underlying 
presumptions for their effectiveness. 

In sum, the report finds that legislation and regulations 
must be amended to insure that benefit:s are delivered as intended. 
Cur.rent program vulnerabilities are, in large measure. a conse

,quence of inadequate program 1egis1a:-ion. Legislators must 
address program design and enforoement issuef'i in a More thorough 
and consistent fashion. 

Because considerable fraud and abuse occurs within program 
staffs. program administrators must review their individual staff 
policies. regulations, and guidelines and monitor work flows more 
carefully to insure efficient and effective delivery of program 
benefits. 

Program enforaement staffs mu,st: take a broader view of 
their ,-esponsibilities to include civil. criminal~ administrat:ive, 
and other remedies and must promote greater legislative support, 
program operations coordination, and public concern. 

R.idd;.tng programs of all fraud and abuse is probably an 
unrealistic .,. goal., but the drain o£ dollars should and can be 
slowed sub~tantia11y. With more reliable data concerning fraud 
and abuse and the employment of proven enforcement =ools, losses 
could be more effectivt:11y controlled. The unusually broad L~ope 
of this report, while a necessary first step, only scratches the 
surface of fraud and abuse control. More extensive quantitative 
research of particularly important relationships related to fraud 
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and abuse is cri,ti~,~_l. Futur.e attention. must be diz:ected specU:i
cally toward the :lE:'_~e1.D'Pmetlt of accurate and manageable data basles 
and empirical r~se'l",:('h t)f ~he effectiveness of various ~nforce
ment strategi.·s, S1.t~C~l'~Jt;3fu::ay reducing the incidence of fraud 
and abuse depends on i: "~h. effort.s. 
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GLOSSARY 

abuse - improper utilization of a benefit or benefit system where 
no criminal intent can be shown or proven 

administrative sanctions - provided in program regulations, pen
alties for fraud or abuse that are enjoined against pro
viders or recipients rather than judicial and cri~inal penal
ties; examples are suspension or termination ft-om program 
participation, recoupment procedures, warnings of subsequent 
action, e.nd dispute resolutions with mediators 

Attorney Generals' survey - a survey letter sent to all state At
torney Geherals' offices in November 1977, to collect in
formation on the investigative and prosecutorial activities 
for anti-fraud control underway i.n the respective jurisdic
tions; a lj Rt of the respondents and a copy of the letter 
survey are to be found in Appendix G 

Authorization to Purchase (ATP) card - verification card under the 
Food Stamp Act of 1964 that enabled eligible households to 
purchase food stamp coupons at a greater face value than the 
purchase price 

auxiliary providers - distinct from third party providers, auxil
iary providers offer contracted services to third party pro
viders and program administrators 

brokering - the practice of subcontra~ting for services not \vithin 
the capabilities of the primary institution. In Hed:l.caid, 
for example, many laboratories subcontract for sophisticated 
testing and analysis. Problems occur in this program when 
the laboratory accepts t1edicaid reimbursement for tests that 
were subcontracted to independent institutions at less than 
the cost of the billed service 

Community Planning and Development - office responsible within the 
Department of Housing and Urban Development for administra
tion of the Rehabilitation Loans (Section 312) program 

Compliance Branch - created by the USDA in 1977, to assist in qual
ity control and monitoring of Food Stamp program wholesalers 
and retailers. The Compliance Branch provides the initial 
content al.alysis of suspected fraud or abuse cases prior to 
an investigation by the Inspector General's office. 

corrective action plans - state-formulated plans and implementa
tion schedules designed to reduce AFDC program error rates, 
as required by HEW from state programs with unacceptable 
high quality control error rates 
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cost-benefit analysis - an estimation and evaluation of net bene
fits of alternative proj ects when the co sts are identical, or 
of the costs when the benefits are identical 

cross-match - an en.forcemen.t technique involving the comparison of 
wage, employee or benefit program rolls (usually a computer
ized process) to detect duplicate participation, ineligible 
recipients, or to veri.fy data affecting eligibility. The 
cross-matches are conducted across agency, local, state or 
federal jurisdiction and are subj ect to the Privacy Act of 
1974 restrictions 

direct loans - financial. assistance provided through the lending 
of federal monies for a spf!cific period of time, with a rea
sonable expectation of repayment. Such loans niay or may not 
require the payment of inte,rest 

direct payments for specified use - financial assistance from the 
federal government provided directly to individuals, private 
firms, and other private institutions to encourage or subsi
dize a particular activit.y by conditioning the receipt of the 
assistance on a particular performance by the recipient ~ 
This does not include solicited contracts for the procurement 
of goods and services fOle the federal government 

direct payments with unrestri.cted use - financial assistance from 
the federal government provided directly to beneficiaries who 
satisfy federal eligibility requirements with no restricti.ons 
being imposed on the r1ecipient as to how the money is spent. 
Included are payments under retirement, pension, and compen
sation programs. 

discriminant analysis - a tfachnique used to statistically 
distinguish between t~rlO or more groups, e.g., fraudulent or 
nonfraudulent cases.. A set of discriminating variables, 
such as previous criminal history, are selected which are 
capable of measuring characteristics on which the groups are 
expected to differ. Once a set of variables is found which 
provides satisfactory discrimination for cases with known 
group memberships, a set of classification functions can be 
derived which will permit the classification of new cases 
with unknown membership (again, fraudulent or nonfraudulent) 

double-billing - a practice often found in Medicaid or Medicare 
which involves third party provider billing more than once 
for reimbursement for the same service 

Employment and Training Administration (ETA) - a group of offices 
and services established to implement certain work-experie.nce 
and work-training prograI;,s. Programs are carried out through 
10 regional offices under the direction of the Office of 
Field Operations 
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fair hearings - under the Food Stamp Act of 1977, state agencies 
must provide fair hearings to beneficiaries, upon request, to 
appeal any state or local agency decision affecting partici
pation of a household in the program 

Farmers Home Administration (FmHA) - within the Department of 
Agriculture, provides credit for those in rural America who 
are unable to get credit from other sources at reasonable 
rates and terms; responsible for administration of the Rural 
Housing prog:t;am 

fee appraiser - independent appraiser whose fee is a percentage of 
the appraised property value; the use of fee appraisers; 
rather than agency or government appraisers. in loan benefit 
programs created oppo:r:tunities for fraud or abuse 

Federal Disaster Assistance Administration (FDAA) - within the 
Department of Housing and Urban Development, responsible for 
direction ~ manage:ment, and coordination of federal disaster 
assistance program 

Food and Nutrition Service - the agency responsible for federal 
administrat ion of the federal-state food assistance program 
operated cooperatively with state agriculture, education, 
welfare, and health agencies 

formula grants - allocations of money to states or their subdivi
sions in accordance with distribution formula prescribed by 
law or administrative regulation, for activities of a continu
ing nature not confined to a specific project 

fraud - an intentional illegal manipulation of a benefit that is 
offered or of the delivery system which provides the benefit 

fraud and abuse survey (Information Resource Form) - sent to 216 
state officials responsible for program operations and/or 
enforcement; designed to elicit information and views on bene
fit fraud and abuse; a list of respondents and a copy of the 
survey to be found in Appendices C and H 

fraud hearings - available to Food Stamp program retailers and 
wholesalers who wish to appeal disqualifications from program 
participation enforced by sponsoring agencies; FNS provides 
the appeal mechanism through the Office of Administrative 
Services 

ganging - the practice of billing for mUltiple service to members 
of the same family on the same day when, in fact, only one 
person needs or received tre~tment 
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General Accounting Office (GAO) - in the legislative branch, the 
GAO assists the COl.gress, ies committees and its members in 
carrying out thei.r legislative and oversight responsi
bilities, including functions such as legal, accounting, 
auditing and claims settlement activities with respect to 
federal programs and operations as assigned by Congress, as 
well as to make recommendations for more efficient and effec
tive government operations 

ghost eligibles - fictitious beneficiaries created from inaccurate 
eligibility data in order to procure ineligible benefits; may 
involve collusion between agency employees, benefit recip
ients or other program participants 

guaranteed/insured loans - programs in which the federal 
government makes an arrangement to indemnify a lender against 
part or all of any default by those responsible for repayment 
of loans 

Health Care Financing Administration (HCFA) - established in 1977, 
provides direction and technical gUiaance in the nationwide 
administration of the federal effort to plan, develop, 
nlanage, and evaluate health care financing programs and 
policies; responsible for the Medicare and Medicaid programs 

Household Issuance Record (HIR) card - verification card issued 
under the Food Stamp Act of 1977 that enables eligible house
holds to receive Food Stamp coupons that are equivalent to the 
difference between the face value and the purC,;hase price of 
the old Food Stamp coupons (under the 1964 Act) 

HR 3 - Medicare-Medicaid Anti-Fraud and Abuse Am€mdments Act 
(October 1977), PL95-142 provides 90 percent federal funding 
to states to set up investigation and prosecution fraud units 
in Medicare and Medicaid program 

ineligible shopping - an enforcement technique in Which the 
Compliance Branch of the u.s. Department of Agriculture hires 
community members to shop for ineligible Food Stamp purchases 
to monitor retailer and wholesaler compliance with program 
regulations 

intermediaries/carriers (auxiliary providers) - organizations 
which contract \V'ith program agencies (usually Medicare or 
Medicaid) to assist in benefit delivery, such aa claims 
processing, e.g., in the Medicare program carriers handle 
Part B claims, while intermediarie$ process Part A claims for 
the third party providers 
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Law Enforcement Assistance Administration (LEAA) - created by 
Congress in 1968 under the Omnibus Crime Control and Safe 
Streets Act of 1968 "to assist State and local governments in 
strengthening and improving law enforcement and criminal ju~
tice at every level." LEAA provides financial and technical 
assistance to states; cities, and counties to improve police, 
courts, corrections, probation, parole., juvenile justice, 
and assist community crime prevention efforts 

Office of Comprehensive Employment Development Programs (OCED) -
has maj or responsibility for implementation of the Compre
hensive Employment and Training Act of 1973 (CETA) and the 
work incentive program (WIN) 

Office of tnspector General - the office in federal departments or 
agencies which conducts and supervises audit and investiga
tion activities relating to programs and operations in the 
departments or agencies; Inspector General offices have been 
established, by law, in the Departments of Agriculture, Com
merce, Energy, HUn, HEW, Interior, Labor, and Transportation, 
as well as the General Services Administration, NASA, VA, 
Community Services Administration and the SBA 

Office of Management and Budget (OMB) - in the Executive Office of 
the President, responsible for federal budget development, 
administration, and enforcement, as well as other administra
tive and control activities related to executive department 
operations and personnel 

overutilization - a fraudulent or abusive practice in the medical 
benefit programs in which providers or recipients make use of 
reimbursable services in an unnecessary or excessive manner; 
utilization profiles of services provided or accepted (to 
establish norms for utilization) are compiled by state Medi
caid anti-fraud units 

packaging - in housing loan programs, FmHA regulations allow 
developers or builders providing large developments or tenant 
housing to submit packaged applications to county offices 

postpayment system - a fopm of benefit delivery in which benefit 
payment is mane based upon actual costs incurred or resources 
accumulated in an established time period prior to benefit 
delivery 

prepayment systems - a form of benefit delivery in which advance 
benefit payment is made in anticipation of estimated costs to 
be incurred or resources expected in an established time 
period following the benefit delivery 
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prime sponsor - state, unit of local government" consortium 9f 
local governments or agency (private or IlQn".profit) that de .. , 
livers benefits 01: contracts to delivery benefits, and deals: 
directly with the benefit program sponsoring agency 

pyramiding :- the practice of masking ownershipp~ctoterns (e .g. , 
nursing home operation ) to qualify for' cast reimburs,ements 
under benefit programs such as Medica;:r'e and Medicaid 

scrip benefits - benefits issued in the fonn of a certificate that, . 
entitles the recipient to exchange the certificate for a good 
or service; specifically, in this study, Food Stamp coupons ' 

Small Business Administration (SMA) - provides guaranteed, dfrect, 
or lender participation loans to small business concerns' to 
help them finance plant construction, conversion, orexpan~ 
sion; and acq\dre equipment, facilities, machinery, sUpplies/ 
or materials,; SBA also provides them with working capital .. 
The agency makes, participates in, or guarantees economic 
opportunity loans ' 

Social Security Administration/Social Security Insurance (SSA/SSI) 
.. the Department of Health, Education and Welfare administers 
a national program of contributory' social insurance whereby 
employees, employers, and the self-employed paycontribu
tions, which are pooled in special trust funds. When earn
ings stop or ar~ reduced because the worker retireS J dies,or 
becomes disabled, monthly cash benefits are paid to replace 
part of the earnings the family has lost. SSA administers the 
AFDC program 

Social Security Insurance (SSI) - replaced felerally aided state 
assistance programs for the aged, the blind and disabled (see 
Social Security Administration) in 1977 in HEW 

steering - direction of a patient to a particular pharmacy by a 
physici.an or anyone else in a given medical center; violation 
of the patient f'S freedom of choice 

Surveillance Utilization Units - creates provider and patient ,'.:, 
profiles of utilization of medical services and analyzes th~ 
utilization patterns; specifically useci. in the Medicaid pro~ 
gram in conjunction with state ,1nti-frauQun.its ' 

tailoring - work performance not specifically describedi.n a 
contract as the same type of work to be done 

taxonomy - a systematic arrangement of fraud and abuse offenders 
and offenses; used as. a tool for identifying commonalities 
vulnerability across a universe of programs 

third party determinations - establishme.nt of elibibility to 
participate in a benefit program aSl a third pat'ty provider .. 
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third party providers .... those persons.or agencies charged with 
. responsibj,lities for providing benefit services on contract 

with the sponsoring agency 

upgrading - the practi.ce of billing for a service more extensive 
. than that actually provided; a physician may treat a sus

pected cold, for example, and bill for treating acute bron
chitis 

wage reporting state - by law a state which required emplo1ers to 
. report wages paid to employees on a regular basis, and there
fore maintains wage records that may be used for cross-match 
purposes 

wage requesting state - a s.tate which does not require employers 
by law to report wages paid to employees, and the state there
fore does not have employee wage records to be used for 
cross"'match purposes 
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APPENDIX A: PROGRAM PROFILES GROUJ?EDBYBENEFlT TYPES. 

Program design vulnerabilities were addressed in this report as 
a major concern in the search for solutions to fraud and abuse. At 
the basis of program design, ho~ever, is the nature of the benefit 
offered. Program design evolves in large part from the type of the 
benefit assistance provided. Programs offering contract services 
as benefits will, of necessity, be designed differently from thos~" 
offering scrip as benefits. The importance of these design vari"';" 
abilities is that some benefits appear more susceptible to certain 
patterns of fraud or abuse than others. . This appearance is con
firmed in testimony gi.ven by the Comptroller General of the Ullited 
States before Congress: 

Some of the programs that would seem to be 
particularly 'susceptible to fraud are those 
involving a significant amount of contracting 
and procurement ••• In addition, programs involv
ing loans, grants~ and benefit payments appear 
to be particularly vulnerable. 1 

In this Appendix, connnonalities of fraud and abuse patterns are 
explored from the perspective of the benefit types involved. The 
generalized program profiles which follow cover aspects of program 
aesign and program enforcement for each of the fifteen benefit pro
grams reveiwed. The benefit types which are discussed and the pro
grams associated with them are as follows: 

BENEFIT TYPE 

Cash 

Scrip 

Loans 

PROGRAM 

Aid to Families with 
Dependent Children 

Veterans Education 
FDDA Disaster Grants 
Unemployment insurance 

Compensation 

Food Stamps 

SBA Disa·ster Loans 
Rural Housing Loans 
VA Housing Loans 
Rehabilitation Housing 

Loans 

1 Statement of Elmer B. Staats, Comptroller' General of the Uni
ted States Before the Connnittee on Budget, United States Senate, 
"GAO Efforts Related to Fraud, Abuse, and Mismanagement in Federal. 
Program," March 1 5, 1978, p. 11. 
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BENEFIT TYPE 

Service 

Contract 

r 

(. 

.' ',;;: 

-112-

PROGRAM 

Medicare 
Medicaid 
Summer Food Service 
CETA 
Vocational Education 

8(a) Minority Contracting 
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PART A: CASH AS BENEFIT 

Cash benefits are provided to eligible recipients in the form 
of government issued checks. These checks are either mailed to the 
recipient or are obtained in per~on dependi.ng upon program regula
tions or restrictions. 

From a program design perspective, .. cash assi~ltance exhibits the 
most simple organization of all the benefit types. There are only 
two major financial transaction points - check issuance and check 
cashing. Under fraud and abuse-free conditions, the check moves 
through only three hands - the' sponsoring agency, the recipient. 
and the check cashier. Simplicity in this case, however, does not 
forestall vulnerability. 

While cash beneft.ts are not plagued with problems of third 
party reimbursements or complex subcontracting arrangements (from 
which oppo-rtunities for fraud usually evolve), they are vulnerable 
to patterns of stealing, embezzlement, or theft; tampering, forgery 
or counterfeiting, and misapplication of funds once the checks are 
cashed. These crL'1.les may be connnitted by eligible or ineligible 
recipients, by~gency employees, 01'- by syndicated interests desir
ing to obtain profits:from illegal check cashing operations. 

The major detection techI"iques currently used for cosh assis
tance frauds or abuses are recipient complaints to authorities 
about stolen or lost checks; anonymous leadB, telephone tips, 0:'7 
formalized leads from enforcement agencies. eago, FBI leads on 
,~heck cashing and theft rings; or in instances of tampering. visual 
or mechanical examination of checks for authenticity of signatures. 
On some occasions. routine audits of program records have uncovered 
embezzlement schemes. 

Under this heading of cash assistance benefits, prog::ams offer
ing income. educational and disaster support are profiled below. 

-1l3-

. ~~\:>,.. 
~,-,-,-,----,-,--_-,--..;.....o;.~' ............ c·,i\ .. · .0. _" ,. 

-
. . -.1 

.~ 



AID TO FAMILIES l-HTH DEPENDENT CHILDREN (AFDC) 

TyPe of Benefit: Cash 

§,Eonsqr: U.S. Department of Health. Education. and Welfare 

Project Administration: Federal formula grants made to states for 
state sunervised or state administered
mOD.ey paYments made directly to eligible 
families. 

OVERVIEW 

The Social Security Act of 1935. as amended (42 U.S.C. 601 et 
seq .• 1201 et seq .• 1351 et.seq., 24 U.S.C. et seq.) authorizes 
the Aid to Familes with Dependent Children (AFDC) program. State 
and local we.lfare agencies operate the program under HEW-approved 
state plans and must comply with all federal regulation governing 
aid and assistance to needy families with dependent children. Pro
gram objectives set general standards for state administration, 
provide federal financial shares to states, and monitor the per
formance of the state programs. The federal sha.re for AFDC is 
baseci ona state's average monthly payment of $32 per recipient 
(and $100 per child ira: fast~t' care). Thi.! federal share of payments 
is determined by individual computation and is subject to statutory 
ceilin&s. 

Assistance payments from states are made directly to eligible 
needy families to cover costs of food, shelter. clothing and other 

. items of daily living recognized as necessary by each state's pro
grams. Within AFDC programs, payments are also made for the care 
of specified children in foster homes or. institutions. In addition. 
federal funds may be available for home repairs for recipients (up 
to $250 per. home). Federal funds for state and local administration 
of p~ograms are for costs of interviewing public assistance appli
cants for eligibility determination and validation of eligibility 
costs of state and local personnel engaged in program direction 
and management and other on-going costs and activities relating 
to proper administration. The federal share for AFDC programs 
in fiscal year 1978 was $6,474,000.000, and an estimated ~6,773, 
000,000 will be granted in fiscal year 1979.1 

~ligibil:i,!y ' 

Assistance under the AFDC prQgi!arir is available for needy fami
lies with dependent children who are depri-ved of parental support 

----,..,--'-.. , 
LOffice of Management and Budget, Catalog of Federal Domestic 

Assistance 1978:f (Washington. D. C.: U. S. Government Printing 
Olfice, May 1~78) ~ pp. 350-351. . 
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by the death, incapacity or continued absence of a parent. In cer
tain states ~ a father's unemployment wi.ll; qualify a family for AFDC 
payments. The average monthly number of AFDC recipients nationwide 
for FY 1978 and FY 1979 is estimated at 11, 014,000 and 11,OZ1.000, 
respectively, suggesting that the program serves many needy per
sons. The ~tates· 'are responsible for the determination and valida .. 
tion of beneficiary eligibility. By federal program regulation, 
n~determination of eligibility for each AFDC case i~ required every 
six months .. 

Admi~istrative Responsibilities 

States are responsible for AFDG program administration and eli
gibility determinations. The state may administer the program ex
clusively on a state level or supervise the program administration 
by local level agencies. The Social Security Administration of. HEW 
and its regional offices are charged with supervision and surveil
lance of state and/or local agencies to ensure compliance with fed
eral regulations. Federal supervision includes reviews and analy
sis of the mandatory quality cQntrol efforts of each state~ The 
states are awarded tunds quarterly on the basis of, their estimates 
of maintenance assist:ance and :!dministrative cost~~ State es-,t.imates 
are based on the formula 'Of federal aria state funding as outlined 
in individual state plans. There is a federal average 1't~aximum of 
funding. The beneficiaries receive monthly ass:Lstance payments 
from the state and local welfare agency.2 

AFDC Loses 

AFDC losses (both state and federal.) are usually ascribed to 
program abuse and error. rather than fraud. Error rates by state 
and local governments administering AFDC are measured by HEW iIi 
tel;'ms of payment errors and the percent of cases containing errors. 
Regular reports are made to Congress on Deparl:mental, efforts to 
reduce the error rates. The most recent measuring period, June to 
December 1977, showed a slight increase in the program error rates. 
Payment error rates consist of payments made to ineligible persons 
and overpayments to eligible beneficiaries as a percent oftQtal 
payments. Unc' ~rpayments to beneficiaries are not included when 
computing payment error rates. Ca~e error rates are the percent of 
inaccurate cases out of the total number of cases. The loss to 

2The amount of assistance for each benefic.iary is computed by 
the state plans formulae certified by HEW and the determination of 
need. 
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AFDC through fraud. abuse and waste in payments (includin~ the 
error rate) was estimated at $475 million for fiscal year 1977. 

Administrative Cost Overclaims 

Another area which has been identified as a major source of 
loss to the AFDC prog~'am involves states overclaim for adminis
trative costs. The overclaims findings of HEW s Audit Agency in
clude non-compliance with federal criteria, incorrect rates of fed
eral financial participation, and claiming ineligible costs. Recom
menc.9.tions for the Audit Agency to prevent the overclaims call ~or 
mQ~e aggressive reviewing and monitol:'ing of state agencies' cla~ms 
and the imposition of sanction~ or other deterrents in cases of 
irregular c:'aims.4 

Program Expenditure Strategy 

Since 1972, AFDC federal regula tons have required states to use 
quality control methods for c.omputer sampling of error rates. The 
techniques assist states in targeting errors and provide adminis
trators with error and suspected fraud profiles. The state agen
cies must review for eligibility determination a sample of approhi
!TIately 45, 000 recipients every six months c As an incentive for 
developing comp'lter information systems to improve and standardize 
models of quaL .. ty control, the federal government reimburses the 
state for the development of such systems. The information systems 
must be certified by HEW to qualify for cost reimbursement. It has 
bee "I. recommended that an AFDC ManCigement Institute, modeled along 
the lines of the Medicaid Management Institute, be established to 
assist in the state's development of management information sys
tems. 

Because eligibility errors account for the major problems in 
AFDC, initiatives on the state and federal levels have focused on 
eligibility verification procedures to reduce the error rates. The 
most notable and widely used approaches in.volved computer matching 
of AFDC rolls with other agencies' rolls, local, state and federal 
wage reports and payrolls. Many states have conducted interjuris
dic tional mat ches of AFDC rolls as well as cross-agency compari
sons to identify duplication of re~iDients (by name, social secur
ity number and address) and to verify income reporting. L..EW, in 
1977, instituted Project Match which locates potentially ineligible 
welfare recipient~ on federal payrolls (civilian and military) to 
be reviewed for eligibility. The pilot test was made in the 

jOf~ice of Inspector General Report, April 1, 1977-December 31, 
1977 (Washington, D.C.: U.S. Department of Health, Education and 
~are; March 31, 1978), p. 18. 

4In~pector General Report 1977, ~ ci~ •• p. 109. 
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District of Co lumbia; enlarged proj ects then were designed on a 
national scale, and are to be conducted on a continuing basis. 

Computer Matching 

Proj ect match is the first national effort to cross-match AFDC 
rolls with employee wage records. It involves a multi-step proce 
dure in which many safeguards are built in to guard individual pr.i
vacy during the procedure. HEW makes the initial match of employees 
and AFDC recipients. Any "raw hi tst?, or names found on both 
rolls, are then subject to employment and income 'Jerification by 
the federal employer and eligibility redetermination by st~te or 
local agency. The result is either prosecution by aU. S. Attorney 
or the beneficiary's grant is adjusted or denied. Any necessary 
administrative action by the federal employer is also taken. 
Through the process, the match records are des troyed during e~ch 
phase. The original computer tape files are destroyed or returned 
to the respective agencies at the conclusion of each Proj ect 
Match. Major obstacles to overcome, in order to extend similar 
match programs to the .. tates, are the incompatibility and varying 
levels of sophistication in the states' computer technology and 
the privacy issue regulations which govern each jurisdication. 
From the outset of Proj ect Match, there was considerable concern 
for the privacy rights of individuals being matched and for the 
security of the data supplied on the data tapes. At the federal 
level, there were limited guidelines for safeguarding the individ
uals' privacy and confidentiality. However, S~ states have well 
defined privacy regulations that conflicted with Project Match 
intentions & The Office of 11anagement and Budget recently drafted 
(August 1978) more specific guidelines to the Privacy Act of 1974, 
to alloYl Proj ect Match activities to proceed. 

National ReciEient Sxstem 

The 1977 welfare reform legislation appropriated funds for the 
development" of a federally operated national recipient system 
(NRS) • The NRS will provide information on AFDC cases for pur
poses of detecting fraud and abuse. The functions of the NRS fol
low. 

• An interstate name search is conducted t(1 discover 
duplicate payments. Name, date of birth, sex. so
cial security number and ca.se or client number are 
checked. 

• Social Security numbers are verif'ied in conjunction 
with Social Security's NUMBERDENT System which lists 
all SSN's by verifying name, date of birth, and sex. 

• Income of all federal benefit programs is verified 
comparing beneficiaries~ income reports with federal 
files. 
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Names will be matched with agency files from HEW's Master'Be~e
ficiary System, the Social S~c~rity I~come pr<?gr~m, V.A.'s ,pensl.on 
disability program and the Cl.vl.l Servl.ce Comml.ssl.on. All l.nforma
tion from the system will be turned ov~r to the state,s and appro
pl. .......... ..: agents in HEW (the Inspector General, quall.ty cont~ol, 
etc.) for any necessary actions. The system will not interft;re 
with states· current quality control procedures, but will pr'ov~de 
quality control with better data projectsion when it becomes opera
tional. 

Training 

The Social Security Act authoriz~~-' £~~.GFal funding to assist 
state and local agencies with employee train'" Ig programs. The 
states\ are reimbursed for 75 percen.t of cost::; associated with ed.u
cational leave and in-service education and training for persons 
preparing to work in public assistance programs. Workshops and 
seminars are also provided. 

Many states provide special training for AFDC agency employees 
[0 deal with program fraud and abuse. The training programs are 
sponsored by Legal Services Divisions or are contrpcted to outside 
consultants. The training programs concentrate on detection and 
investigation techniques as well as evaluative information and 
assistance in establishing fraud units. 

As in quality control efforts, significant attention in the 
p,-"evention and deterrence of fraud and abuse is directed toward 
,.!ligibility determination programs. A rigid, efficient apF lica
tion intake process eliminates opportunities for fraud and the 
redeterminatiGn procedure is a viable de.tection. method to back up 
the initial eligibility casework. 

Improved methods of detection of irregular payments or prac
tices continues, but it is often difficult to determine whether a 
case involves a,ctual fraud (indicated by multiple social security 
nwnbers for an individual) or administrative and system errors. 
The current trend in AFDC fraud and abuse control appears to be 
toward removing Investigation responsibilities from caseworkers 
and developing referral processes to place suspected fraud or 
abuse cases in the hands of separate investigation units. There 
have also been requests for higher level Congressional funding for 
state AFDC fraud units, conunensurate with appropriations in the 
Medicaid Program. 

Although there is recourse to prosecution for individuals 
found to be d~frauding the program, there is a t'leluctance on the 
part of the judges and jurors to penalize the beneficiaries be
cause it seems to compound the basic welfare problem of caring for 
c~dldren. Similarly, it is extremely difficult, and often impos
s.l.ble, ~o recoup overpaid benefits from AFDC recipients with the 
meager l.ncomes that qualify them for participation. Several court 
decisions stand in the way of rec ~pment from indigent families. 
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Program administrators and public welfare experts· are seeking 
alternative methods t~ criminal prosecutions to preserve the pro
gram's objective of aiding dependent children. Methods focus on 
prevention and deterrence through fraud warnings placed on applica
tions. Publicity regarding criminal penalties is directed to bene
ficiaries. 

() 
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UNEMPLOYlv1ENT INSURANCE COMPENSATION 

Type of Benefit: Cash 

Sponsor: U.S. Department of Labor 

Program Adminis1¥"ation: Decentralized in a federal-state partner
ship offering grants to states for pro
gram operations 

OVERVIEW 

The Unemployment Insurance (UI) program is authorized in the 
Social Security Act of 1935, as amended 42 U.S.C. 501 et seq.; 
1101 et seq. 

Its purpose is: 

to administer a program of unemployment insurance 
for eligible workers through federal and state co
operation and to administer payment of worker adjust
ment assistance.' 

To meet these objectives t covered employers pay a payroll tax 
on the first $6,000 of each employee's earnings. State unemploy
ment insurance money is held in trust. funds and is allocated to 
the states solely for the payment of benefits.. Federal unemploy
ment insurance money is used to finance the administration of the 
state programs. If a state.' s trust fund becomes depletee, the 
federal government willsupplement it, so that all eligible workers 
may receive the benefits to \\7hich they are entitled. 

The original intent of the Unemployment Insurance legislation 
was to tide workers over during short periods of unemployment 
while they looked for another job. The volume of payments varies 
directly with the level of unemployment. Therefore, during an 
economic downturn, there is usually an upsurge in applications for 
Unemployment Insurance. 

.'~, .;,; .' ,., 

Legislation extending benefits to a maximum of 39 weeks has 
been passed to cover workers during prolonged periods of unemploy
ment. When unemployment in the sta·te reaches a specified level, 
there is pro·visiQn for extended benefits. During prolonged per
iods of unemployment, extended benefits are available for half the 
number of weeks for which the recipient originally collected UI, 

- .. -----------
10ffice of Management and Budget, Catalo8 of Federal Domestic 

Assistance 1978 (Washington, D.C.: U.S. Government Printing 
Office, May 1978), p. 573. 
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up to a maximum of 39 weeks. When extended benefits are required, 
the costs are shared equally by the state and the federal govern
ment. 

About 91 percent of wage and salary workers are covered by UI. 
Veterans with recent service and civilian federal employees are 
covered by a separate program in which the states pay benefits of 
the federal government. Railr.oad workers are also covered by a 
separate federal program. 

In recent years, unemployment benefits paid have been greater 
than the unemployment taxes collected. However, the estimates for 
fiscal years 1978 and 1979 show a reversal of this trend. 

TABLE XII: U.I. BENEFITS PAID 

~ 
Taxes Benefits 

Years of $ Collected Paid 

1976 $ 6,404 $18,348 

1917 $ 9,252 $14,221 

-
1978 (est.) $11,600 $11,241 

1979 (est.) $13,8002 $10,6472 

BENEFITS AND ELIGIBILITY 

Each state sets the level and duration of benefits J as 
well as eligibility standards. Consequently, benefits vary widely 
from state to state. Maximum weekly benefits range from $80 to 
$183. In general, UI is financed exclusively by the payroll tax 
on employers. However, the're are three states which require em
ployer contribution to the UI system. 
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Each state ur law must be approved by the Secretary of Labor. 
Criteria for approval of state plans include the following: 

• Methods of administration which will insure full 
payment of unemployment compensation when due. 

• Unemployment compensation payment through public 
employment offices or through other approved agen
cies. 

• Fai'r hearings to individuals whose claims for unem
ployment compensation have been denied. 

• Payment of all funds collected to the Federal Unem
ployment Trust Fun~. 

• All of the money withdrawn from the fund will be 
used either to pay unemployment compensation bene
fits, exclusive ,of administrative expenses, or to 
refund amounts f!rroneously paid into the fund. 

• Submitting reports required by the Secretary of 
Labor. 

• Providing information to federal agencies 
stering public work programs or assistance 
public employment;., 

admini
through 

• Limiting expenditures to the purposes and amounts 
found necessry by the Secretary of Labor. 

• Repayment of any funds the Secretary of Labor deter
mines were not spent for unemployment compensation 
purposes or exceeded the amounts necessary for pro
per administration of the state unemployment compen
sation law. 

Although each state is responsible for setting its own eligi
bility criteria, there are some basic elements which are common to 
most state programs. Under all state unemployment insurance laws, 
a worker's benefit rights depend on his or her experience in cov
ered employment in a past period of time, called the base period. 
All states require that an individual must have earned a specified 
amount of wag~s or must have worked for a certain period of time 
within his or her base period, or both, to qualify for benefits. 
TIle purpose of such qualifying requirements is to restrict bene
fits to workers who are genuinely attached to the labor force. 

All states specify a weekly benefit amount, i.e., the amount 
payable for a week of total unemployment as defined in the state 
law. This amount varies with the worker's past wages within mini-
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mum and maximum ··limi(,;;a. The period df past wages used and the 
formulae for computing benefits from these past wages vary greatly 
among th~ states. 

Usually a week of total unemployment is a week in which the 
claimant perfo:rmed no work and received no pay. In most states,. a 
worker is defined as partially unemployed in a week if he or she 
ea,rns less than his weekly benefit amount. The benefit payment. 
far such a week is the difference between the weekly benefit amount 
and the part-time earnings, usually with a small allowance as a 
financial inducement to take part-time work. . 

All state laws provide that to receive benefits, a claimant 
must be able to work, must be seeking work, and must be available 
for work. Also he must be free from disqualification for reasons 
such as voluntary resignation witho1.lj,t good cause, discharge for 
misconduct connected with the work, and refusal of SUitable work. 
The purpose of these provisions is to limit payments to workers 
unemployed primarily as a result of economic causes. 

In all states, claimants who are held ineligible for benefits 
because of inability to work, unavailability for work, refusal of 
suitable work, or disqualification are entitled to a notice of 
determination. Claimants also have the right to appeal the deter
mination. 

OPPORTUNITIES FOR FRAUD 

Several different types of fraud and abuse have been found to 
occur in the U1 program. They can be divided into the following 
categories: 

• Recipient fraud. 

• Employer fraud 

• Administrative agency fraud. 

Recipient Fraud 

Recipient fraud exists when a claimant misrepresents or con
ceals facts for the purpose of obtaining benefits to which he or 
she is not entitled. Such fraud typically may involve: .~ 

• Unreported or incorrectly reported earnings. 

• Fictitious employment. 

• Simultaneously claiming benefits in more than on~ 
state. 
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• Misrepresenting employment status, especially in 
applications for extended benefits. 

• Misrepresenting the reason for unemployment. 

• Misrepresenting availability for work and efforts to 
find work. 

• Receipt of vacation pay while collecting benefits. 

• Collecting ur in one state while having a job in 
another state. 

The role of intent is critical in proving fraudulent claims. 
For example, if a claimant receives benefits knowing that he or 
she is ineligible, then the claimant has attempted to defraud the 
governmmt. However, if the claimant .has recei'V'ed claims because 
of a lack of understanding, he also cannot be held liable for 
fraud. For example, a claimant may not understand the criteria or 
availability for work. Therefore, there is no intent to defraud 
the ur system. Once availability is expla;.ned by the UI claims 
officer, however, it is anticipated that the recipient will abide 
by those regulations. 

Some recipient fraud is the result of a program design, which 
mak~s the system more vulnerable. For example, about half of the 
states allow mail-in claims for continued certification of U1 bene
fit eligibility • This procedure is especially helpful durl~ per
iods of econ~mic downturns, because of the heavy pressure to turn 
out a high volume of Ul payments. On the other hand, it does make 
those particular state U1 programs more vulnerable ttJ reCipient 
fraud. It is easier for a claimant to work at a job and still 
apply for benefits if he can do so by mailing a form in to the 
office.. Thus! the claimant: ca~ defraud the system of some extra 
weeks of benefits. 

Stolen checks and forged endorsements are two other frauds 
which have occurred in UI. They are not necessarily 'reCipient 
frauds since, theoretically, anyone can steal a check and/or forge 
an endorsement. However, such activities are included with recip
ient fraud; because the checks are intended for claimants. 

Employer rraud 

The major employer frauds found in Ur involve misreporting 
of wages and/or misrepresenting the reason(s) an employee has left 
a . job. Such frauds generally are intended to increase the amount 
of benefits to which- a. claimant is entitled, or to gain benefits 
for a person who)i~'lt,tld otherwise be ineligible. 

, /"-. -'-

Another. fraud counnitted by employers is the creation of a fic
titious employee by falsely reporting wages and paying the unem-
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ploytnent tax for him or her. The "ghost"employ~e later becomes 
"unemployed", and his or her UI benefits are collected by the em
ployer. 

Employers or recipients can create fictitious employers; a 
fraud which has as its aim to cr'eate the appearance of an "em_ 
ployer" having Raid unemployment t.ax so that the "claimant" would 
seem qualified to collect benefits; - Fictitious employers are sOme-' 
times created by activa.ting inactive claims, that is, where a le
gitimate employer has gone out of business. 

Administrat;:!ve Agency Fraud 

Administrative agency personnel have sometimes been found to 
collude with claimant.s. For example, if a claimant is not conduc
ting as active a job search as required by state law, a claims 
deputy may help him or her to "pad" the l.nfonnation on employers 
contacted and so on. 

Additional.ly, during an economic downturn,· there is usually an· 
upsurge in applications for Unemployment Insurance. In order to 
meet this peak demand, a state agency may add temporary employees 
who are not as well trained and familiar with the requirements for 
U I eligibility as are regular agency staff. Eligibility deter
minations done by temporary workers, therefore tend to have a high
er rate of error, although they may not be fraudulent in intent. 
Also, during a peak demand period, states may shortcut established 
checks on eligibility. The result is qualifying ineligible recip
ients for benefits. 

11ethods of Detection and Enforcement 

One of the best ways to reduce fraud is to design a program in 
such a way that the opportunity to commit fraud is reduced. About 
one fourth of all applicants for UI are determined to be ineli
gible, indicating strong quality control at the ol:l:tset., 

Another deterrence to fraud is publicizing the fact that fraud 
is a crime in all states and is punishable by law. Most; .states 
include in their unemployment insurance law a provision fora fine 
(maximum $20 to $1,000) or imprisonment (maximum ten days. to one 
year), or both for fra?dulently .claimi!l-g benefi~s. In addition,· 
all states have the r~ght to dlosquallofy reciploents for fraudu-· 
lently claiming benefits. 

States also have provisions for recovering those benefits 
which have been obtained fraudulently" Agreelilents have been Signed 
~etween sta~e. g<;>v~rnors and the u.S. pepartmentof. Labor conceru
long responsloblollotloes for dollar ceilJ .. Ilgs on recoveries • States 
are responsible for recoveries of monies up to $1,000. Amounts 
over $1 t 000 become the responsibility of the Department of Justice 
and U.S. Attorneys. . . 
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During 1976 the government was ab,le to identify 103,300 fr<;ludu
lent claims.. Nationally, the detectl.on and enforcement technl.ques 
have been fairly successful. Forty-two percent of fraudulent bene
fit payments have been recovered. In addition, 65 percent of the 
prosecutions lead to convictions l' Th,e following tabulation sum
mariZes the results of state fraud detectiot1ef~9rts for fiscal 
year 1976. 3 

Number of fraudulent claims 

Amount of fraudulent payments 

Amount of frarld restitutions 

Number o[ prosecutions 

Number of convictions 

103,300 

$32,000,000 

$13,400,000 

9,950 
6,430 

The states employ a variety of methorls to detect improper pay
ments. Probably the most productive technique is the quarterly 
cross-matct~, which involves comparing benefit payment records with 
wage !f.I;formaton for the same quarter. Using a sampling formula t 
the . .Scates select cases for further investigation to determine if 
t.p~c1aimant failed to report wages during weeks benefits were col
<lected. 

Most states (39) maintain quarterly wage records that are used 
in the cross-match. Those states which do not maintain wage re
cords, formerly used wage infol:mation provided by the Social Secur
ity Administration. However, in 1975, the Social Security Admini
stration issued an interpretation of the Privacy Act of 1974 pre
cluding the release of individual social security data to the 
state emplo,yment security agencies without the informed written 
consent of the claimant. As a result, these states had adversely 
impacted their programs for fraud and overpayment detection. The 
affected states include such larg~ states as New York, New Jersey, 
Massachusetts, Michigan, and qhi0. 

Other detection techniques include matching unemployment insur
ance recipient ro~ .. ls with recipient rolls of other benefit pro
grams. The· latter procedure detects those who are collecting UI 
benefits in more than one state~ However, all states u~e these 
techniQ.lles. 

~ 

Claims' deputies can refer questionable Ul application to 
another s,ection of state's Employment Security Administration or to 
th: . state's A,ttorney General for investigation. Program fraud 
unl.ts are an l.mportant part of this enforcement technique, which 
s:rvet~ to detect and deter fraud. Preceding a full-fledged inves
tl.gatl.on, there may be further fact-finding done by the claims 
depQ,ties . themselves. 

,. 
-~~~:-----------------------

./3U.S. Department of Labor, "Fraud· and Abuse in the Federal
~:~ate Unemployment; Insuran.ce System" (~imeographed Janua:ty1977). 
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Employers can also help detect and report fraud. Benefits 
paid are reported to employers" If an employee is back at work 
and has not shown up in thE~ wage-reporting system, the employer 
can report it to the adminis\trative agency and stop the "double
dipping." 

The number of claims in a state can be responsible for how 
well program con,trols operate to dete'ct and prevent fraud and mis
use. A large c"a§eload makes it mor-e difficult to provide complete 
quality control, especially during periods of economic recession. 
In fact, during recession periods I there have been direct policy 
guidelines from the national office that enfopcement efforts 
sh';)uld be eased in order to get unemployment insUlrance benefits 
out to those who ar,e eligible as quickly as possible. In these 
cases, payments mad'e to ineligible recipients is caused by staff 
error rather than an intent to defraud the system. 

The u.s. Department of Justice and Uaf, Department of Labor 
have worked together to uncover Ul program misuseo State programs 
are audited by the U. S. Department of Labor every other year, 
with follow-up recanunendation£l made to the states. Some states 
have task force teams of Justice and Labor people who are resPQn
sible for investigating and prosecuting fraud. A number of states 
participating in the t.ask force efforts feel that public media 
coverage of UI investigations and prosecutions acts as a deter
rent; however, they believe that there is not enough .publicity 
given to these at this time. ..' 
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VETERANS EDUCATIONAL ASSIST4~CE (G.l. BILL~ 

!~ of Benefit: 
scnoc)l) 

Cash (Monthly stipend or loan while enrolled in 

Sponsor: Veterans Administration 

Program Administration: Decentralized to educational training in
stitutions, with built-in pr~cedure 
checks from central Vete=-ans Adminis
tration 

OVERVIEW 

the legislative authority for the G .. I. Bill is found in 38 
u~s.c. 1661 (1944), as amended. ltsc<purpose is: 

to make service in the armed services more attrac
tive by extending benefits of a higher education to 
qualified young persons who might not otherwise be 
able to afford such an e4ucation, and to res'Core 
lost educational opportunities to those f-Those educa
tion was interrupted by active duty after January 
31, 1955 and before January 1, 1977. 1 

. To meet these objectives. several different types of education 
are supported by the Veterans Administration.'rh~y are: 

• College level trainiT1~: 

• Trade;'il.-p.d vocational training 

'(lffiC" Correspondence training 

• On-the-job training 

In addition, those vet~t~ns who have neither completed high school 
or received an equivalency certificate may work te)wards these 
goals, without charge to their basic entitlement. 

During fiscal year 1977: aJ~t two million veterans and ser
vice personnel participated in' training programs of all types. 

cAliiOflg them, 1.4 million (7170) wer.e enrolled at the college level, 
444,000 (2370) were at schools otht~r than college, and 112,000 (6%) 
were in on-the-job training programs. . 

10ffice of Mana»ement and Budget, Catalog of Federal Domestic 
Assistance. 19]8 \Washington, D.C.: ~ U.S. Government Printing 
Office, May 1 978) f p. 806. 
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III fiscal yea:c 1976, over $5 billion were paid to the more 
than 2.8 million veterans and service personnel who. undertook 
trai.ning programs. B} FY 1977 J total benefits wre, down to $3.6 
billion for two million students. Estimates for 1978 and 1979 
indicate further declines in the mnnbe-r of students and a concur
rent drop in total benefit payments. 

ELIG~LtTY AND BENEFITS 

Eligibility and benefits are determined by the veteran's 
length of service, the number of dependent:~'f~7;r~d his or her stu
dent status (full-time, part-time) .,i:n ;'addition, these benefits 
are available only to honorabl~f':'_:>d{scharged veterans: ~Iho have 
served at least six months. _ ~enefits are paid from a minimum of 
nine months to a maximum of 45 months depending upon the length 
of time the veteran wastn the military. Veterans who have served 
between six and 18 mOl:'lths are entitled to 1% months of full-time 
benefits for each month served. Those who have served contin
uously for l~·ffi-dnths are entitled to the maximum 45 months of 
ful1-tim~ benefits. Generally, veterans have ten years after dis-

'.' charge (but not later than December 31, 1989) to complete their 
education. The education assistance and subsistence a1lowance15 
are shown in the following. 

TABLE XIII 

G.I. BENEFIT ALLOWANCES 

NUMBER OF DEPENDENTS 

1 I Each 
2 3 Add. 

-I 

Full-time $311 1 $370 , $42,2 $26 
INSTITUTIONAL Three-Quarter 1 2331 2]7 I -:~':31i' 19 

~l~Ti~~ _____ ~~~_ 185 211 13 

-.-----

APPRENTICE- I 1st 6 Months $226 $254 $277 $12 
2nd 6 Months 169 197 221 12 

SHIP/ON-THE- 3rd 6 Months 113 141 164 12 
JOB TRAINING Succeeding 6 Months 56 84 108 12 2 

--
For correspondence and flight schools. the veteran" s entitle

ment is charged at the rate of one month per each $311 and $288 
paid, respectively. Those who entered the Armed Forces after Jan
uary 1, 1971 may participate in a contributory payment plan for 
their education, whereby the Government matches the money deducted 
for education from the ser./ice person's pay on a two-on-one basis .. 

2Veterans Administration, Office of Education Benefits. 
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This plan is different from the G. I. Bill, and will ultimately 
replace it completely (by December 31, 1989). 

In some situations when a veteran's educational benefits are 
inadequc.te to meet his educati onal expenses, he becomes eligible 
for a loan. These loans are available for educational needs only, 
not for other expenses. Therefore, they are percf~ived by many as 
hard to get, especially if a student is attending a public or 
other relatively low-cost school, where the benefit allowance 
alone more than covers the cost of education. 

The procedure for applying for a loan is roughly as follows: 

• The loan application must go through the educa
tional institution 

• The acc.uracy of the tuition, fees and supplies that 
are claimed are verified by the institution 

• The institution must certify that the E!XpenSes are 
reasonable. 

Normally, Vetera.ns Administration does not follow up with veri.fi
cation of loan applications but assumes that the information from 
the i',stitution is accurate. 

In fiscal year 1977, more than 14,000 loans were granted to 
veterans at a cost in excess of $14 million. nlis was an increase 
from the 9~207 loans made in FY 1976 for $5.1 million~ 

OPPORTUNITIES FOR FRAUD 

Recipient Fraud 

The records of all eligible veterans are maintained on a cen
tral computer system entitled Benefit Identification Locator Sub
system (BILS). As institutions submit form .... fo1:" eligible veterans 
who have enrolled as stucents, the VA regional office checks them 
through BILS. Thus, there may be as much as an eight 't-:eek lag 
from the su bmission of forms to receipt of the first benefit 
check. After a student is certified, the VA assumes he or she is 
continuing in school for the balance of the term unless the VA is 
notified of a change. 

As a result, it is possible for a student to change his or 
h~r curriculum or the number of hours he or she is carrying, or to 
w'.~thdraw completely and continue to receive benefits. In some 
instances, cer,tifying cle;-ks at non-college and technical school 
have entered ~nto collusuTe agreements with veterans to defrCtuu 
the government. The veterans then pay kickbacks to the clerks Ii 
Another way for a veteran to abuse the program is to give inaccu-
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rate information on his application form, i.e., misstatements coo= 
cerning the number of dependents or the number of credit hours or 
amount of training. 

Provder Fraud 

Fraudulent practices by providers are found in all types of 
education, although they appear more frequently in trade schools. 
Institutions have acknowledged that once students are certified, 
they can remain on the rolls indefinitely. Other schools admit to 
creating "ghost" enrollees, and, in fact, receive the educational 
benefits. Some trade schools have attested to training many more 
students than their physical plant: can accommodate. 

Occasionally, inappropriate payments are the result of adminis
trative oversight or processing lags and are not a conscious ef
fort to defraud the VA. These oversights and processing lags are 
inherent in any system which depends on providers informing a cen
tral paying authority of changes in status. When overpayments 
occur, they are usually recouped from subsequent payments to the 
veteran. 

DETECTION AND ID~FORCEMENT TECHNIQUES 

Basically, there are two ways of reducing the incidence rate 
of fraud. One is through designing a program in such a way that 
the opportunity for committing fraud is eliminated A The other is 
through an efficient monitoring system of both the ~ter~n and the 
educational institution. 

In 19~7, the law was changed so that prepayment of benefits 
is no longer allowed. Since then, overpayments have declined con
siderab1y. In this instance, a change in the design or: the pro
gram proved to be an effective anti-fraud strategy. 

The basic quality control procedure utilized by the VA to 
detect possible fraudulent practic..es is tht: Compliance Survey. 
Nationally, there is a staff of 245 VA compliance officers to in
spect the institutional faci1itie~ to assure that there is com
pliance with VA regulations. Colleges and unive,rsities with large 
veteran enrollments are monitored on a regular basis. The audi
tors select, at random, the records of ten percent of students 
enrolled with veterans benefits. If problems are found, 100 per
cent audits are done. For correspondence and flight schools, an
nual inspections are re'quired. 

The genera,). computer system (BILS) minimizes the opportuni
ties to create "ghost" enrollees by checking the accuracy of each 
person's discharge and entitlement information. In addition, 
there are bac.k.1.ip checks of specific attendance rosters on an 
on-going basis. Attendance rosters are matched with certification 
cards, sent to the school each semester by VA, to determine wheth
er, in fact, the student had attended class. 
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If an overpa~~ent results from an action taken by an institu
tion, liability can be .estab1ished against the institution. Pre
sently, the VA has the authority to place a moratorium on the par
ticipation of an institution which is alleged to have defrauded 
the program, without what is considered proper due process pro
ceedings. In Colorado. a court deci:i:ion which held that the law 
as written does not provide proper constitutional procedures for 
due process, is not being appealed. VA is arguing that the agency 
does not fall within the Administrative Procedures Act, and there
fore, the notice requir,ements that have been set down by the 
agency are constitutional. 
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DISASTER ASSISTANCE 

Type of Benefit: Cash grants to individual families and to locali
ties 

Sponso!.: Department of Housing and Urban Development, Federal Di
saster Assistance Administration (FDAA) 

Program Administration: Decentralized through Regional Offices of 
the FDAA 

OVEaVIEW 

The ~urrent legislative authority for the disaster assistance 
program is found in the Disaster Relief Act of 1977, P.R. 93-288, 
88 Stat. '143. The maj or obj ective of the disaster relief program 
is: 

to provide assistance to states, local governments, 
owners of selected private nonprq,fit facilities, 
and individuals in alleviating suffering and hard
ship resulting from emergencies or major disasters 
declared by the President. 1 

The program is designed to supplement the efforts and avail
able resources of state and local goverTh~ents and voluntary relief 
organizations. The Administrator of Federal Disaster Assistance 
allocates funds from the President's Disaster Relief Fund for use 
in a designated emergency or maj or disaster area.' Besides direct 
grants to families, non-profit agencies, and local governments, 
FDAA coordinates the provision of emergency food stamps, unemploy
ment assistance, legal and psychiatric services and temporary hous
ing during disasters and other emergency situations. These ser
vices are generally provided by other government agencies, which 
ar.e subsequently reimbursed from the Disaster Relief Fund for di
saster work performed at FDAA's direction. States are responsible 
fOl'7 di.stributing funds to local governments. 

In fiscal year 1976, 40 major disasters were declared in 24 
states and four territories j four emergencies were declared in 
four states; and one fire suppression grant was made~ During fis
cal year 1977, 18 major disasters were declared in 14 states; 36 
emergencies were declared in 31 states; and six firm suppression 
grants were made. 

lOffice of Management and Budget, Catalog of Federal Domestic 
Assistanc.e, 1978 (Washington, D.C.: U.S. Government Printing 
Office, May 1978). p. 474. 
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Total grants are as follows: 

1977 $363,695,000 
1978 (estimated) $450,000,000 
1979 (estimated) $200,000,000 

Grants have ranged from $49 to $28,613,824. 2 

Once the disaster is officially declared, FDAA personnel go 
into the location where the disaster has occurred and set up a 
"disaster assistance center", which is a one-s~op center. Within 
this center, state and federal representatives are assigned booths 
to explain and accept applications for itldividual disaster relief 
programs operated by various federal and state agencies. One-stop 
centers are usually open ten hours a day, all day Saturday and 
Sunday. There are outreach operations with mobile vans and trucks. 
There is an aggressive public information campaign that occurs at 
the time of the disaster with bulletins placed on radio and tele
vision and in the printed news media. Printed flyers are distri
buted by Boy Scout groups, or in rural areas delivered by the post
al service. 

There are approximately 68 persons in the central office and 
100 person in the regional offices administering the disaster assis
tance program. Temporary employees, such as typists and reception
ists, can be hired without Civil Service status to serve in the 
one-stop centers. In addition, there is usually a reserve of re
tired persons who can move from disaster to disaster to assist where 
needed. All other federal agencies must provide their own staff 
at the disaster sites. In addition, FDAA staff may be placed on 
"mission assignments" to extend other agencies' staff responsibil
ities. 

BENEFITS AND ELIGIBILITY 

Once the President has de=lared an emergency or major disaster 
area, state and local governments can apply for assistance through 
the Governor's Authorized Representative to the Regional Director 
of the FDAA. Individuals apply for assistance to the appropriate 
federal, state and local government agencies . . 

Services are provided and grants and contributions are made 
available for suppression of forest or grassland fire, and for 
post-disaster assis~ .. Ll~e, including: 

• Repair, restoration, or replacement of public 
facilities of states' and local governments and 
selected private nonprofit facilities. 

• Removal of wreckage and debris. 
• Performance of essential protective work on 

public and private lands. 

20ffice of Management and Budget, Update ot the 1978 Catalog 
of Federal Domestic Assistance, 1978 (WashIngton, D.C.: U.S. 
Government Printing C'ffice, 1978), p. E-40. 
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Emergency shelter and temporary housing for dis
placed inctl.viduals and families. 

Assistance to unemployed individuals. 

• Loans to local governments suffering substantial 
loss of tax and other revenues. 

• Emergency transportation service. 

• Emergency communications. 

• Food coupons. 

• Crisis counseling. 

• Survey and allocation of construction materials. 

• Individual and family grants to meet disaster re
lated expenses or serious needs of persons ad
versely affected by a major disaster. 

As soon as possible after a major disaster declaration, an 
estimate is made of the damage which iseligible for federal assis
tance. These estimates, included in initial Damage Survey Reports 
(DSRs), are prepared by federal and state agency representatives. 
The surveys set forth the scope of work and the estimated costs of 
repairing the damage. 

The DSRs are the basis for the Project Application (PA) sub
mitted under the Federal-State Disaster Assistance Agreement. The 
PA and accompanying documentation are submitted to the state by 
the locality. The state Governor's Authorized Representative re
views and approves the PA and forwards it to the FDM Regional 
Director within 90 days of the disaster declaration date. 

The FOM also provides the Individual and Family Grants Pro
gram. These are outright grants made to families with serious 
needs not covered by any of the other assistance programs. In 
order to qualify for a grant, applicants must have been turned 
down by other federal agencies. Costs of these grants are borne 
in a federal-state formula. The maximum amount of a grant is 
$5,000 and the grants are administered by the states under. plans 
submitted to FDM. In order for a state to participate in the 
Family Grant Program, there must be a prior request from the Gover
nor. 

OPPORTUNITIES FOR FRAUD 

When localities have used subcontractors ~ recordkeeping has 
sometimes been a problem. Applications for FDM funds may not have 
been completed in a business-like manner, or the log of the work 
done, may have been inadequately documented. A varying percentage 
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of the tota'! funds for a project may be advanced to the contractor 
or subcont'cactor, which can cause problems if the work is later 
found to be of substandard quality or the proj ect is not properly 
documented. 

Unreliable contractors and unreliable companies attempt to 
take advantage of the disaster situation by providing services and 
products tb'it are $·ubstandard. This has been a particular problem 
with the mobile homes that have been sold for temporary housing. 

The use of temporary employees at d, aster sites has resulted 
in some fraudulent practices in determin~n5 eligibility for Indi
vidual and Family Grants. Temporary employees sometimes are so 
anxious to help disaster victims that they sometimes circumvent 
program regulations. When eligibility decisions for disaster re
lief are made by regular full-time personnel, there is less fraud, 
error, and abuse. 

Grant funds are sometimes misused; that is, they are spent 
for purposes other than those intended by the Disaster Relief pro-· 
gram. For example, the money may be used to make repairs unre
lated to the disaster. 

ENFORCEMENT METHODS USED IN DISASTER RELIEF 

The federal coordinating officer, appointed after each disas
ter declaration is responsible for coordinating all federal assis
tance from other agencies as well as FDAA to the disaster scene~ 
His/her responsibility entails compliance with all regulations 
de'3.1ing with the federal disaster effort and avoiding duplicate 
services. Regional directors are usually appointed positions, and 
during the time of a disaster, the fejeral coordinating officer 
will deal directly with the state coordinator for disaster relief. 
The regional offices of FDAA are on a par with the highest ranks 
of the Department of Labor and Small Business Administration, with 
whom they must coordinate. 

The regional office director.s are responsible for determining 
eligibility for funds from FDAA, and they are r.esponsible for m~k
ing advances of monies to the states, Records for all programs, 
particularly large construction and public works proj ects are kept 
by the locality, .and inspectors are called in to examine the con
struction and the records at the end of the project. Final inspec
tions of completed work are performed by state and federal inspec
tors to determine whether the work was done in accordance with the 
PAw 

The audit section of the HUn office of Inspector General is 
composed of 300 auditors distributed among rfegional offices. They 
are full-time Civil Service personnel. All ,audits no matter what 
their specific purpose is J look fc,r fraud and abus~. Thus audits 
are concerned with duplicate payments that may have been ~ade. as 
well as procedures used for vouchering and billing. Every grant 
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over $25,000 made by FDAA is audited. Pre~audits are done before 
the release of monies; post-audits are done upon completion of, the 
contracted work. An interim audit maybe done where large sums, 
ioe., over $40,000 for hospitals, are involved. If regional audi
tors find irregularities in FDAA programs, the matteI' is referred 
to the Inspector General's Office. 

Recoupment of overpayments to individuals or families has not 
been very effective because many of the recipients'are indigent. 
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FOOD STAMPS 

Type of Benefit: Scrip 

§Ponsor: U.S. Department of Agriculture 

Program Administration: Direct federal payments to states for state 
supervised or state administered program 
for food assistance to eligible needy 

OVERVIEW 

The Food Stamp program, authorized by the Food Stamp Act of 
1964, as amended by the Food Stamp Act of 1977 (7 U.S.C. 2011 et 
seq.) is a federal-state food assistance program operated cooper
atively with state and local agricultural and welfare agenci~s. 
The Food and Nutrition Service (FNS) of the U.S. Department of 
Agriculture (USDA) is the agency responsible for federal admini
stration of the Food Stamp program. The objective of the program 
is to supplement the food purchasing ability of low-income house
holds with food coupons in order to improve their diets.l In FY 
1977, monthly participation averaged 17.1 million persons receiving 
more than $5 billion. For FY 1978 and FY 1979, the Food Stamp 
program budgets are estimated to be $5.5 billion and $5.4 billion 
respectively. 2 Food Stamp coupons can be used to purchase staple 
foods or seeds and plants to grow food for the householdis use. 
Elderly food stamp recipients may purchase meals f:r'om certain 
nonprofit meal delivery services a.nd comnunal dining facilities. 3 

The Food Stamp program is operated through a network of 
entities including the Food and Nutrition Service, designated state 
agencies, food coupon issuers (formerly "vendors"), retail-wholesale 
establishments, and commercial and Federal Reserve banks. The 
Department of Agriculture promulgates national standards for the 

lOther provisions of the Food Stamp Act allow for Food Stamp 
programs on American Indian reservations to be administered by the 
tribal organizations! instead of state agenci~s, If deemed appro
priate by USDA; for "out-reach" activities to alert persons to 
public assistance programs and aid them in making application; B.nd 
for nutrition education to inform beneficiaries of proper nutritional 
diets and menus and explanations of the relationship between diet 
and health. 

20ffice of Management and Budget, Catalog of Federal Domestic 
Assistance 1978 (Washington, D.C.: U.S. Government Printing Office, 
Miy 1978), p. 43. 

3In addition, food stamps can be used to buy hunting and 
fishing equipment in remote areas of Alaska. 
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the Foed Stamp program and approves individual state plans for food 
assistance. The states must report to USDA periodically on their 
plans. FNS develops policies and procedures for administration of 
the program by federal f state and local agencies. 

The state administering agencies receive from FNS 100 percent 
of the costs of coupons and 50 percent of the administrative costs, 
i.e., the cost& of certification of households, acceptance, storage 
and protection of the coupons, administrative hearings, and control 
and accounting. 

State and local agencies' share the administrative task",Qf 
certifying qualified households for food stam'~ benefits. Coupon 
issuers are responsible for maintaining and. reporting inventories 
of coupons distributed and available. FNS certifies and monitors 
the coupon inventory levels through a computerized system and 
establishes standards for participation and reporting by coupon 
issuers, although the states actually contract with the issuers. 
USDA formulates the app1icf.ttion, r.egulations for retailer and who1e-

.saler participation and i.ssues certification of approval. Coupons 
received from beneficiaries for food purchases are redeemed by 
wholesalers and retailers ~t counnercia1 banks, who are, in turn, 
reimbursed through the Fe:dera1 Reserve system. 

New eligibility stundards in the 1917 Food Stamp Act allow 
more households to obtain food stamps than under the original 
mandate. Under the 1977 Act~ households are eligible for food 
stamps if their income falls below the national pove'rty line (set 
annually by the Office of Management and Budget). Following 
certification, the household receives either a Household Issuance 
Record (HIR) card or an Authorization to Purchase (ATP) card that 
verifies a household's eligibility. New provisions also eliminate 
the need for beneficiaries to buy food stamp coupons of g:reater 
face value than the purchase price: they now receive coupons at 
no cost. The coupons, under the new law, are equivalent to the 
difference bewteen the face value and the purchase price of the 
old Food Stamps. The Food Stamp benefits for each household are 
based on the Department of Agriculture's Thrifty Food Plan, on 
household size and on income. The elimination of the purchase 
requirement allows those people to participate who were formerly 
eligible but could not afford the purchase 'requirement. 

In the event of natural disasters, Food Stamp programs can 
be established in the affect,ed area to provide t;emporaryrelief 
to victims. Under new regulations, the l.,ncome and resources of 
victims are considered to determine food stamp eligibility. 
(Previously, they were disregarded.) States are ,required to develop 
plans to deliver disaster food assistance~ and USDA is establishing 
a Food Stamp Disaster Task Force to assist states in conducting 
the disaster program. '!'he TaskForce will be available' to go into 
disaster areas and provide direct assristarice to state and local 
offices. 
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PROGRAM ENFORCEMENT STRATEGIES 

Audit Responsibilities 

The Office of Audit, USDA, is responsible for the auditing 
and monitoring of the Food Stamp program. Several types of audits 
are done including audits of the Food Stamp Division and selected 
segments of the prc)gram, such as ac(~ountabili ty or outreach 
activities. A cycle of audits for the entire administrative 
mechanism are phased as follows: 

• Regional offices are audited annually; 

• Selected state issuance agents are audited 
annually. Those chosen are usually the 
ones that do 65 percent of food stamp 
business - New York, Baltimore, Los Angeles, 
Philadelphia, Chicago, Miami, Washington, 
D.C. ; 

• Another 200 stamp agent sites are audited 
on the odd years; a.nd 

• Others are coordinated with state audits, 
but no agent goes without audit longer 
than a three year period. 

Because of lack of funds and manpower, audits conducted in 
a state which show irregula~'ities are given to the state immediate
ly so that attention can be given to other areas in the state where 
the same irregularities may occur. When an irregularity in a 
program is cited, the Office of Audit is one of the first units 
called in. Audit reports go to Regional Offices, as well as to 
the central office. Follow-ups are done on all recommendations 
from audit findings. Because states are liable for over- and 
under-payments of food stamp benefits, state audits have great 
significance for recoupment. 

Quality Control 

The Food Stamp quality control system assists program admin
istrators in dete~ning the number of participating households 
that are eligible and receiving the appropriate amounts of benefits. 
Continuous revie\'1s of statistical samples of Food Stamp households 
are made; howevsr, the techniques vary from state to state. Al
though the quality control system is primarily a management tool, 
the errors detected in individual cases are referred to loc.al 
agencies for adjustment and recoupment f if necessary. Any incidence 
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of overissuance of food stamps muszbe reported to the local 
certifying office for disposition. 

Other quality control tools are also in llse. There are 
federal and state re3ulations governing beneficiary application j 

and certification processes to ensure accurate eligibility infor-
mation. Mandatory in-person interviews, man,datory mail updates, 
and various recertification requirements axe examples. 

Under the 1977 Act, USDA is to design a simplified uniform 
national Food Stamp application. State designed forms will be 
allowed only with special approval by the Secretary of Agriculture. S 

Compliance Activities 

_ In 1971, the Department of Agriculture created a Compliance 
Branch to assist in quality control efforts over wholesalers and 
retailers, and to hasten the investigation process of backlogged 
department cases, many of which were Food Stamp cases. The Com
pliance Branch provides initial conten~ ~nalysis of the cases. 
USDA regional and field offices, or the individual states may 
refer Food Stamp cases to the Department's Inspector General. 
Cases are classified by misdemeanor and felony distinctions and 
the amount of money involved ($99.99 is the cut-off figure.) 
Anything under $100 is handled by the Compliance Branch. Anything 
over $100 is ~ealt with by the Inspector General. 

The Complaince Branch is involved in regional monitoring of 
retail stores. "Retailer checks" are used to monitor redemption 
of coupons. Banks are required to submit redemption certificates 
(records of coupons redeemed by retail stores) to the USDA Computer 
Center in Minneapolis. Utilization reviews are run constantly to 
identify abusive retailers. Warnings are issued via regional and 
field offices to the retailers, who may be disqualified from 
program participation if the abusive prae;ticescontinue. 

Another retailer monitoring tool that the Compliance Branch 
employs is the "ineligible shopping" system. Local community 
members are hired as "aides" to shop for ineligible Food Stamp 
purchases. Stores are liable for the actions of their employees 
who sell ineligible products or give more than 99 cents in change 
for the food coupons. (Under the new regulations, all change must 
be returned.) 

4U. S. General Accounting 'Office, The Food Stamp Pr.ogram -
Overissued Benefits Not Recovered and Fraud Not Punished .. Report 
to the Congress by the U. S. Comptroller General. (Washington, D.C.: 
U.S. Government Printing Offi.ce, July 18, 1977), p. 11. 

SSpecial consideration will be granted for states utilizing 
combined Public Assistance/Food Stamp forms or for states with 
computer systems requiring specific forms unlike the national form. 
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The USDA maintains computer printouts containing data on 
types of retail stores, positive cases (ineligible items sold to 
the USDA agents), number of ineligible shopping trips, and the 
types of ineligible items sold. 

Use of ComEuter Technology 

Some states have attempted to cross-match food stamp bene
ficiary rolls with welfare rolls. Interstate cross-matches 
continue to be hampered by the incompatibility of the states' 
computer systems. Only a few states have computerized their 
issuance and payments systems. 

Training 

Federal reimbursement of administrative costs to state and 
local agencies provides for training agency e~ployees. T~aining 
programs emphasi~£ interview strategies for eligibility determi
nation and certification. Special investigative training is 
sponrJored by the Office of Investigation (USDA) and the Compliance 
Branch for personnel responsible for detection, investigation and 
adjudication of food stamp cases involving fraud, abuse and waste. 
The Compliance Branch offers training to local stores who are 
certified food stamp retailers to acquaint them with the Food 
Stamp program and restrictions. 

Other Strategies Including Adjustments in Penalties 

In 1977, a Government Accounting Office study of food stamp 
overistiuances noted that: 

"The Government is losing over half a billion 
dollars annually in the Food Stamp program 
because of overissued benefits resulting 
from errors and suspected recipient fraud."6 

Such loss statements do not include the estimates for losses 
attributed to program participants other than recipients and 
food stamp employees, such as the coupon issuers (for example, 
theft of AlP's or coupons or misuse of ATP's) and the retailer
wholesaler establishments. Measures aimed at preventing and 
deterring program misuse by all parties were written into the 
1977 Food Stamp Act to help local, state, and federal agencies 
reduce the opportunities and incidence of Food Stamp fraud and 
Abuse. . 

6The Food Stamp Program, 2£. cit., p. i. 
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Provisions to discourage recipient fraud or abuse include: 

• Disqu~lification of recipient and household 
fromprogf'atn participation; terms dependent 
'on administrative or judicial findi.ngs of 
fraud. 

• Reduction of penalty (misdemeanor) from 
$5 v OOO to $1,000 to make prosecution 
easier and more timely. 

• St;andardized deductions to reduce abuse 
opportunities. 

• Payment to state agencies for 75 percent 
of costs of state investigations and 
prosecutions. 

New provisions relating to coupon issuers allow for monetary 
fines and/or imprisonment of issuers convicted of failure to report 
inventory levels or operations and misrepresentation of inventory 
information. The elimination of the purchase requirement may 
reduce issuance fraud because cash transactions on this level are 
no longer made. Provisions affecting retailer/wholesaler activi
ties are: 

• Cash change (up to 99 ceLts) will be given 
to beneficiaries rather than credit slips. 

• Hot foods, or hot food products, are 
ineligible items (with the exception of 
nonprofit meal delivery services, communal 
dining facilities, and i:l..'lstitutions that 
serve meals to drug addicts and alcoholics). 

• Only stores with half their food sales 
comprised of food staples will be authorized 
to participate. 

• No firm will be authorized as both retailer 
and wholesaler at the same time. 

• Authorized institutions serving meals to 
drug addicts and alcoholics will be unable 
to redeem food stamps through banks. 

The 1977 Act inc .:".des incentives for program improvement 
and sanctions to penalize poorly managed agencies. States '«;Thieh 
reduce their error rates t~ below five percent will have an 
additional ten percent of their administrative costs paid by the 
federal government and will not have to submit corrective action 
plans rel~ting to error rates. States which fail to meet program 
standards without good cause will be penalized by having federal 
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funds for administrative costs 'i-li'.:hheld in an amount the L USDA 
determines appropriate. (These states are entitled tOlT'. admini
strative review if they disagree with the determination.) States 
which do nnt comply with program requirements may be referred to 
tr.e At to~no.y General who may issue the appropriate injunctive 
relief. Also, states which have been determined to have committed 
negligence or fraud in the certification of applicant households 
may be requi:l:ed to pay for coupn~'ts improperly issued. (USDA will 
no longer have to establish that gross negligence has occurred 
before billing a state.) 

Financial incentives are now available to states to encourage 
investigation and prose~ution of Lecipien.t fraud and abuse. De
te~tion of possible fraud or abuse in the Food Stamp program results 
from the various audits, quality control procedures and computer 
checks that monitor the program participants. Referrals to the 
Office of Investigation or the Inspector General come from the 
state and local agencies. Until the new regulations, there was 
little int;--est on the states I p~rt to follow up i;'I7ith their own 
investigat10ns because the losses involved were federal monies, 
while the total cost of the investigations and prosecutions were 
borne by the states Currently, states are liable for the losses 
to the program, and are paid for 75 percent of prosecation
tnvestigation costs. The federal government encourages states to 
c.ceate fraud units to vmrk in conjunction 'i-lith USDA I S Regional 
Office investigation units. 
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PART C: LOANS AS BENEFITS 

Money lent at interest represents another type of benefit. 
It is distinguished from cash assistance because of the more 
complicated nature of its delivery process and by the fact that 
the recipient has an obligation to repay part of the money to the 

,sponsoring agency. 

benefit loan programs offer either direct loans where govern
ment monies are lent for a specific time period, with a reasonable 
expectation of repayment either with or without interest, or 
~anteed/insured loans where the government arranges to indemnify 
aUl-enaer against part or all of any defaults by those responsible 
fo'!' loan payment. 1 Loans may be offered for a variety of benefit 
undertakings. Some examples are purchasing or rehabilitating a 
residential dwelling, repairing property damage following a 
disaster, or replacing real or personal property lost in a disaster. 

Loan benefit processes involve numerous parties and trans
action points. In the Veterans Home Guaranty program, for example J 
the transaction may involve 

e builder or seller of the home 

• lender 

• real estate broker 

• credit repo~ting agency 

• title company 

• insurance c~~pany 

• f~e appriaiser 

• fee compliance inspector 

It veteran, or 

• Veterans Adninistration employees2 

All these points in the program represent potential opportunities 
for misuse. 

IOffice of Management ana BudgetJ Catdlog of Federal Domestic 
Assistance 1978 (Washington. D.C.: U.S. Government Printing Office, 
May 1978)~ p. vi. 

2u.s. GeIleral Accounting Office, Federal Agencies Can, and 
Should. Do More .to Combat Fraud in Government Programs Report to 
the Congress from the U.S. Comptroller General (~ashington, D.C.: 
U.S. Government Printing Office, September 1978), p. 11. 
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Some patterns of fraud and abuse associated with loan benefits 
include misrepresentation of information required for loan appli
cation, forged or falsely prepared loan documents, collusion to 
defraud from any combination of transaction points, misuse of loan 
benefit assistance, or defaults on loan payments that may be 
related to collusive defrauding activities. 

Some of the indicators used to detect irregularities in loan 
benefits are inconsistencies in loan application information, the 
pattern of loans made (e.g., marginal or no risk loans), the 
general business practices of credit, title, real estate or lender 
firms, or the default pattern or rate lJ£l new loans. Recipient 
complaints and anonymous leads also generate investigative leads. 

The programs profiled' under the heading of loan benefits 
are disaster loans and three types of housing loans. These 
profiles follow. 
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PHYSICAL DISASTER LOANS 

T '?e of Benefit: Loans 

fu.. (sor: Small Business Administration (SBA) 

Program Administration: Decentralized, through Regional and 
District Offices of the SBA 

OVERVIEW 

The authority for the SBA's Physical Disaster Loan program 
is found in the SBA Act of 1935 as amended and the Disaster Relief 
Act of 1979, 42 U.S.C. 4401. It's purpose is to: 

"provide loans to restore, as nearly as 
possible, the victims of physical disasters 
to pre-disaster conditions. "I 

In fiscal year 1978, loans totaling $2.7 billion were 
distributed. In all, 96,949 loans were granted" Additional funds 
are made available as guaranteed loans made by financial institu
tions. 

Overall policy for the loan program is set in ~BA's national 
office. It is the responsibility of the Operatione Division to 
implement the policies in the regional and district offices. 

BENEFITS AND ELIGIBILITY 

Physical Disaster loans are available on a first-come, first
served basis for replacement costs of personal effects and/or real 
property after a disaster. Most SBA disastex' asistance activity 
takes place at the one-stop centers set up by the Federal Disaster 
Assistance Administration (FDAA) when a disaster is declared. 
Depending on the extent and scope of a disaster, SBA.staff may 
stay at the disaster site for as little as several months or as 
long as several years. 

Loans are available in amounts up to $5,000 for personal 
property and up to $50,000 for real propel:.'ty. Business loans 
may be as high as $500,000. Individuals J business concerns in
cluding agricultural enterprises, churches, private schools, 
colleges and universities and hospitals are also eligible. 

IOfficeof Management and :Rudget, Catalog of Federal Do
mestic Assistance

t 
1978 (Washington, D.C.: U.S. Government 

Printing Office, lay 1978), p. 760. 
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Applicants for disaster loans must show or prove: 

• Items that were damaged. 

• Ability to repay the loans. 

• Financial statEment of current condition. 

Loan funds may be used to repair or replace damage or de~stroyed 
realty, machinery and equipment, household, and other pers.onal 
property. Funds must be used for the purpose stipulated in the 
authorization which is issued in connection with each approved 
loan. The interest rates for the loans are computed according 
to complicated formulae, which are sometimes misunderstood. 

OPPORTUNITIES FOR FRAUD 

Losses or the extent of losses can be misrepresented by 
applicants. The verification procedure discourages such mis
representation. However, claims are d.ifficult to prove or 
disprovej thus, the opportunity for fraud and abuse exists. 

Packagers of loan applications have sometimes charged ex
orbitant fees for their services. SBA has attempted to inform 
recipients of the possibility of excessively high fees being 
charged for packaging. There is a separate warning sheet attached 
to the loan form, but some of the packagers detach the warning 
before giving the form to the applicant. 

SBA's disaster program utilizes a cadre of "camp followers" 
who are temporary employees and move from disaster to disaster. 
There have been only a few instances of fradulent or abusive 
actions by these personnel. Approximately 1,000 persons are on 
the disaster administration program payroll. 

The delinquency rate for SBA Physical Disaster loans is not 
presently known. SBA is currently undertaking a pilot project 
which will provide district SBA offices with information on the 
status of loans and their delinquency rates. Until 1978. the 
law provided for "forgiveness" of loans, which resulted in high 
delinquency rates. The elimination of the forgiveness provision 
has lowered the potential for fraud and abuse. 

ENFORCEMENT METHODS USED IN 
PHYSICAL DISASTER LOANS 

SBA "loss verifiers" are responsible for doing on-site 
verification in every case where personal or real property is being 
claimed as loss for purposes of loan assistance. The "loss veri
fiers" also are responsible for cross-matching addresses and 
names to assure that duplicate payments are not madp. to the same 
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party. A loss verification report is required by SBA. Where 
personal property is lost, the items being claimed must be item
ized and described. Where real property is damaged or destroyed, 
the verification report reflects an estimate of the damage which 
may then be used for purposes of calculating the loan needs. 

There is certain confidential information on the loan appli
cation which is necessary for verifying the applicant's character 
and ability to repay the loan. The ACLU and other groups have 
raised objections to some of these questions, claiming that they 
are an invasion of privacy. SBA officials believe, however, tha.t 
better verification reduces the chances for fraud or abuse of 
programs. 

Training given to full-and part-time staff is an important 
factor in controlling fraud. Problems can arise when not enough 
well-trained verification personnel ar.e available. Verification 
procedures become sketchy, with the result that a higher proportion 
of fraudulent applications are approved. 

Direct on-line computer access to credit firms for claims 
credit review and search has been a.n effective adjunct to the 
verification process in those regions that have been instituting 
it. 

All claimed losses which exceed $5,000 are monitored by SBA 
staff, and any loan made which exceeds $5,000 must be accompanied 
by receipts to prove purchase of new property. Although the SBA 
has a computer program which indicates those loans which have been 
approved, the computer does not have the capability of cross
checking loan applications and approvals across inter-jurisdic
tional lines. In order to assure program integrity for disaster 
loans, the federal government, SBA, and the states may cross-match 
disaster assistance rolls. 

SBA's Inspection and Security Office investigates problems 
brought to their attention by field or nationai office staff. If 
the investigation reveals that fraud is suspected and additional 
investigation assistance is needed, the case is referred to the 
u.S. Attorney and the FBI. 

Administrative proceedings are sometimes used to correct or 
eliminate fraudulent or erroneous loans. However, if the Justice 
Department or the FBI has begun to investigate an alleged fraud 
case for possible prosecution, they are often reluctant to share 
their information with SBA offic.ials, delaying the administrative 
proceedings. In addition, there are "attitude" problems in 
prosecuting disaster victims, since most juries believe people 
have suffered enough as a result of their disaster situation. 
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Annual financial statements are required on certain business 
loans. Borrowers are required to maintain records on the use made 
of loan funds for three years after the last payment has been 
received. 
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RURAL HOUSING LOANS 

Type of Benefit: Loan 

Sponsor: U.S. Department of Agriculture 

Program Administration: Federal guaranteed/insured loans, direct 
loans. and project grants available to 
rur,al eligibles through decentralized 
USDA county offices. 

OVERVIEW 

Under the authority of the Housing Act of 1949, as amended, 
42 U.S.C. 1480, 1485. 1474, the Farmers Home Administration 
(hereafter FmHA) within USDA, has responsibility to assist rural 
families with housing loan assistance. We reviewed three of the 
FmHA loan programs directed toward very low income, low to moderate 
income. and rural rental families. 

Section 502: Low to Moderate Income Housing Loans 

This section of the Housing Act assists low and moderate 
income rural families to obtain decent, safe, and sanitary housing 
through insured homf~ loans. Application Ear a loan may be made 
by an owner of a fa:rm or nonfarm tract of land in a rural area. 
An applicant must be without adequate housing at the time of 
application and be unable to secure credit from other sources 
under terms and conditions which could be readily fulfilled.· The 
applicant must meet certain income standards. 

The housing must be situated in a rural area (as defined by 
popUlation criteria) which has a serious lack of mortgage credit 
for low and moderate income families (to be determined by the 
Secretary of USDA). 

Section 504: Very Low Income Housing Repair Loans and Grants 

Section 504 of the Housing Act provides for financial 
Assistance to very low income home owners (who do not qualify for 
Section 502 loans) to make minor repairs to their homes, to secure 
safe conditions, and to remove health hazards. Grants or direct 
loans or a combination thereof may be made to an applicant who 
meets income eligibility standards and whose dwelling is located 
in a rural area (as defined by population criteria) and where 
mortgage credit is unavailable. There are dollar restrictions on 
the amount of assistance available. 
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Rural Rental Housing Loan~ 

Section 515 and 521 of the Housing Act provide for insured 
loans to be made to ind.ividuals, cooperatives, or non-profit 
organizations for the design and construction of rental and 
cooperative housing (multi-units) and related facilities suited 
for independent living for rural residents. Population and credit 
characteristics of the housing site are part of the eligibility 
criteria, and an applicant must furnish documentation which shows: 

• A comprehensive market analysis indicating 
the need for housing. 

• Legal capacity to incur ~he obligation. 

• A sound budget. 

• Credit to build and rent units at amounts 
within payment ability or eligible low and 
moderate income or senior occupants was 
not available elsewhere. 

The value of loan business in all the rural housing programs 
has grown significantly in the past ten years. The increase is 
due in a large part to a scarcity of rural housing credit in the 
late 1960's and the large percentage, almost one third, of the 
national population residing in rural areas. The Department of 
Agriculture said rural America accounts for half of the national 
total of substandard housing. "Thus the ratio of bad housing to 
number of families became twice as great in rural communities as 
in the cities".l 

Official federal estimates of the loans and grants to be 
made in each program are: 

Number of Loans Amount of Loans 
or Grants or Grants 

Section 502 FY 1978 110,000 $2,675,000,000 

FY 1979 104,000 $2,867,000,000 

Section 504 FY 1978 4,400 (loans) $ 11,000,000 (loans) 
2,834 (grants) 5,000,000 (grants) 

lBrief History of Farmers Home Administration. (Washington, 
D.C.: U.S. Department of Agriculture, February-r9'77), p. 12. 

-152-



Rural Rental 
Housing FY 1978 

FY 1979 

Number of Loans 
or Grants 

1,750 

(N.A.) 

Amount of Loan.s 
or Grants 

$6,000,000,000 

(N.A.)2 

Administration of all the housing loan programs is handled 
by Farmers Home Administration personnel through a network of 
state and local offices in rural areas. All loan determinations 
and servicing of loans are the responsibility of the county 
supervisor and staff in the local offices. There are 44 state 
offices providing program services, with staffs of a Rural 
Housing Chief, a Rural Housing Specialist, and an engineer and 
architect, dependent upon location. All state directo'rs are 
political appointees, and therefore, are subject to changes in 
administration. Allocations for each program area are made to 
states based on certain formulae. The state directors determine 
the "ru~al" areas in the state based on Standard Metropolitan 
Statistical Area (SMSA) figures and the state director alloca't4=s 
monies to the counties. 

Fraud and Abuse in Rural Housing 

The rural housing loan programs exhibit two program design 
features that have created opportunities for fraud and abuse. 
The first of these features is the discretionary granting of 
"interest credits" to borrowers. Interest credits enable eligible 
low income families to pay as little as one percent interest and 
provide for subsidized loans to developers of low-priced rental 
housing for 10w~income families and senior occupants. In many 
instances, developers claim the "interest credits" when, in fact. 
their urlits are occupied by families not eligible for participation 
in the program. There are also instances where the income infor
mation for these individuals has been falsified or misrepresented 
by the developers in order to gain "interest credits." Another 
abuse of interest credits in multi-family programs derives from 
a lack of management continuity after units are constructed. The 
original builder may not tell the renter-manager about interest 
credits and the importance of rEanting to only families that 
qualify. ' Many times ineligible renters become tenants, and the 
developer receives interest credits jus't the same. 

A second design feature of the program is "packaging". 
Packaging allows developers or builders providing~large develop
ments 'Or tenant hou~_~ng to t.~ubmi~ P8:~~~<%pf~~~?:Rkit?cations to the 

,_"~,:,,,,-::'~-";""~J>-:"""'!'~'~'~_ ":'~-"-"""'.~"~~~ ... :"> 'j~o--:":-.Vr).,,~.........::: ----------
20ffice of Managem,tmt and Budget, Update. to the 1978 Catalog 

of Federal Domestic Assistance (Washington, D.C.: U.S. Government 
Printing Office, '1918)~ pp. 22-27, ES, E-6. 
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county offices for consideration as one application. This is 
allowed because it represents an economy for agency ~J1lployees 
reviewing applications and for developers to assure full funding 
and occupancy for large developments. 

Several opportunities for fraud and abuse arise as a result 
of using packaging. The packager can ~lte~:, loan papers or falsify 
employment verifications. County staffs rl~ceiv~ng the packaged 
applications may not have the time to verify income eligibility 
information. Another problem with packaging is that each county 
has a distinct set of requirements for packaging applications. 
For example, one county may want only the basic items, and others 
may require loan obligating documents. The central office has 
attempted to unify some of these procedures but only after there 
were serious allegations bf fraud'. 

ENFORCEMENT STRATEGIES 

C@ality Control 

Quality control measures in the rural housing program include 
monitoring and evaluation, construction site inspections, interview 
procedure regulations, computer utilization, and audit cycles. 

The Farmers Home Administration maintains an Office of 
Program Evaluation to monitor programs for effectiveness and 
provide recommendations for changes. A small staff in the Wash
ington office (composed of evalu.ators and statisticians primarily) 
analyzes the programs; however, the major data for these evaluations 
are obtained via a survey instrument, the Operations Review 
Questionnaire, to state and district offices. The Operations 
Review Questionnaire is updated bi-annually by study and analysis 
of audits, investigations, national reviews, evalua.tions, and 
other records. 

Although the. questionnaire is designed to focus on all the 
programs administered by FmHA, there are separate sections of the 
instrument dealing with Section 502 and Section 504 Housing Loans 
applications. servicing processes, and an inventory of all loan 
applications. The Evaluation Division is also involved in making 
prOjections an~ prioritizing future manpower needs for program 
administration for the various counties. 

The FmHA has little, if any, control over contractors' delay 
with their sub-contractors. As a result, there is no way of 
monitoring the quality of the work done by the sub-contractors. 
(Monitoring payments to sub-contractors is handled through payment 
invoice checks, but there is not a postpayment monitoring system.) 

3The Evaluation Division of FmHA is responsible for adminis
tration and analysis of the Operations Review Questionnaire. 
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By federal regulation, three. on ... site inspections are con
ducted during construction of subsidized rural housing projects. 
The inspection visits are made when 

• Footings are poured. 

• House (or unit) is framed in. 

• Project is completed. 

Personnel in comlty and local offices are responsible for the 
inspections as well as appraisals. 4 

Computer technology is utilized to maintain coordinated 
management data for the rural housing programs. The central 
office in Washington receives information. from the state directors 
on the number of loan obligations made and the delinquency rates 
on the loan payments. This information is provided on a county 
and state basis. The Department of Agriculture is .beginning a 
more sophisticated computer system called Unified Management 
Information System (UMIS) which will provide technical information 
on appraisals, review 6f contractor plans, and related matters 
on housing programs. Also, computerized quality control statisti
cal sampling is reviewed for each state annually. 

Auditing 

The Audit Division of FmHA, using guidelines set by USDA,_ 
handles all the audit responsibilities. The auditing process is 
based on a three year cycle with one-third of the counties in 
each state audited every year. This entire job is performed by_ 
approximately 350 auditors dispersed regionally among twenty 
sub-office locations. 

National Collection System 

The Department of Agriculture has released a solicitation 
to bidders for creation of a bank collection system which would 
cover not only accounting and servicing of lqans, but also tax 
servicing and liquidation. This program would reduce caseloads 
for those county offices that are understaffed but th~t have 
responsibility for determining and servicing loans. This would 
allow local offices, in turn, to allocate more time to loan 
collection processes. 

There is about a 20 percent delinquency rate nationally on 
all housi.ng loan programs handled by FmHA. This 20 percent figure 
reflects an "aging" of delinquency rates to all accourLfs $10 or 
more behind for 15 or more days. When delinquencies occur, the 
borrower is allowed to miss. only one payment before action is 
taken. When further action becomes necessary, the following 
steps are taken: 

4Appraisals are based on cost of land, construction and 
closing. 
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• Personal contacts are made between the 
county supervisor and the client. 

• After two missed payments, telephone 
contact is made. 

• After three missed payments or more, 
the county supervisor writes a 
collection letter. 

When foreclosures are necessary, they are usually handled 
by FmHA personnel withou.t the use of judicial foreclosure. If 
court proceedings are necessary, the matter is referred to the 
U.S. Attorney. If judicial foreclosure is imminent, USDA usually 
bids on the dwelling at the foreclosure sale. inventories the 
dwelling I' makes necessary repairs and sells it to a new eligible 
applicant .. 

Administrative Recourse 

As recourse to problems associated with substandard and 
faulty construction. families will be able to recoup monies spent 
on repairs under neW provisions of the rural housing legislation. 
The difficulty foreseen with this compensatory system is in 
determining whether there is liability because of contractor 
malfeasance or whether faulty inspections by the Rural Housing 
officers are to blame. . 

Investigation and Criminal Prosecution 

In the event of fraudulent or abusive activities in the Rural 
Housing pro?rams. the local or state officers refer suspected cases 
to the USDA s Office of Inspector General for further investigation. 
Cases that are found prosecutable are referred to the U.S. Attor
ney's offices for trial. 
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VETERANS HOME LOAN GUARAi~TY PROGRAN 

Type of Benefit: Loan Guaranty 

Spensor: Veterans Administration 

-

Progra~. Administra~iol1:: Federally administered program decentral
ized to 49 regional lr field offices' 
Loan Guaranty Divisions. 

OVERVIEW 

The legislative authority for the G.I. Home Loan program is 
in 38 U.S.C. 1810 (1944). Its objective is: 

"To assist veterans, certain service 
personnel and certain unmarried widows 
or widowers of v~terans, in obtaining 
loans for the purchase, construction, 
or improvement of homes on more liberal 
terms than are generally available."l 

. Under the conventional mortgage terms, lo~ns are protected 
by substantial down priyments and relatively short terms of re
payment. Under the Lean Guaranty program, a veteran can obtain 
loans through conventional sources with a minimal down payment 
because the Federal Government guarantees it. Under present 
terms of the law, home loans may be guaranteed up to 60 percent 
of the amount of the loan. but not to exceed $17,500. About 
71 percent of the veterans purchasing a home with a guaranteed 
loan were able to do so t'lith no down payment. Thus, eligible 
veterans are able to fi~;arlce home purchases even though they may 
not have sufficient down payment to qualify f01:.' conventional 
loans. 

Although the bulk of the loans are used for purchasing 
traditional single family homes, loans may a160 be used for 
purchasing condominiums, refinancing loans, or renovating already 
purchased homes. Loans to finance the purchase of previously 
occupied housing accounted for over 79 percent of the primary 
home loans guaranteed during the fiscal year 1977. During fiscal 
year 1977, 379,793 home loans were guaranteed. This represents 
an increase of nearly 17 percent over the fiscal year 1976 total 
of 324,968. The value of the loans guaranteed during fiscal year 

lOffice of Managemen~ and Budget, Catalog of Federal Do
mestic Assistance, 1978 (Washington, D.C-::U.S. Government 
Printing Off:lce, May 1978). p. 807. 
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1977 was $13.1 billion. Forecasts for fiscal year 
indicate loan guarantees totaling $14.5 and $14.8 
respectively. Between June 22, 1944 and S~ptember 
veterans have obtained 9.5 million loans, totaling 
under the G.I. Home Loan program. 2 

1978 and 1979 
billion, 
30, 1977, 

$139 billion, 

BENEFIT.S AND ELIGIBILITY 

To dE~termine veteran eligibiJ.ity for participation in the 
G.I. Home Loan program, the field office analyzes the income and 
credit records of each applicant. The application iB reviewed to 
insure that: the veteran has an adequate income to (!0Ver his or 
her fix~d expenses as well' as the payment on the loan. In addition, 
credit data are reviewed to determine that the veteran has not 
been deliquent in honoring his or her outstanding debts. 

lity. 
There are additional restrictions on loan guaranty eligibi-

• The borrower must own and occupy the 
housing unit securing the loan. 

~ The unit must be ~uitable for dwelling. 

~ Units completed less than one year ago 
must also meet VA minimum planning and 
construction requirements. 

There are approximately 3,000 lenders in the Home Loan 
Guaranty program. Life insuranc~ companies or mortgage bankers 
comprise about 70 percent of all lenders. Small banks and savings 
and loan institutions make up the balance. The vete~an is allowed 
to choose his own lender. 

All loans provided by the VA are based on appraisals. The 
appraisal is designed to insure that the loan does not exceed 
the value of the property. Within each field office, theLe is a 
list of appraisers wh~ receive their assignments from VA, but are 
paid directly by the person making the request for the appraisal. 
In order to a.void possible collusion between VA personnel and 
appraisers, the appraisal panel is ~otated. 

Recipient Fraud 

There are several areas in the application/review procedure 
where fraud can occur. One is the misrepresentation of earnings 
and/:)r employment on the loan application. A veteran may claim 

2Veterans Administration, 1977 Annual Report (Washington, 
D. C.: U. S. Government Printing Office, 1978), p. 73. 
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to be employed when in fact he or she is not, and therefore may 
be unable to adequately meet financial obligations. 

Another probV,!m area is the subjective nature of "credit
worthiness". There are no cut and dried determinants for credit 
worthiness. What one person may consicer a good credit risk. 
another person may not. Therefore. there are decisions made based 
on pe~sonal reactions to the credit data. 

Along with borrower misstatements of income. employment. or 
asset information on the loan application is the possibility of 
misrepresentation of discharge papers. For submission of an 
application 'co VA, the veteran must include his original discharge 
papers or a reasonable copy. This has created a number of oppor
tuni.ties for fraud. In some instances, the veteran has submitted 
someone else 1 s discharge papers when the veteran 1 s own would not 
qualify him or her for the loan. There is also the opportunity 
to submit counterfeit papers, sometimes to hide the fact that he 
or she was dishonorably discharged. Although many of the attempts 
at fraud are clever and time consuming. many of them can be 
detected through more careful scrutinizing of applications and 
more thorough training of C'.dministrative personnel making the 
decision ~f granting the loan guaranty. 

There has been some incidence of fraud concerning the, re
quirement that the borrower reside in the dwelling unit securing 
the loan. In some cases., the veteran never lived in the, house at 
all, but rented it out for investment purposes. Occasionally, 
veterans have attempted to secure loans for other people, in 
effect, selling their "entitlements",. 

Default by borrowers has been a minimal problem. Loans 
currently (fiscal year 1977) in default represent slightly more 
than one percent of all outstanding loan-s. 3 When a loan is totally 
defaulted, the housing unit goes to foreclosure proceedings. 

Provider Fraud 

The opportunities for fraud in the provider community are 
multiple. The provider community for VA Loan Guarantees includes 
the following types of organizations. 

• brokers and real estate agents 

• lenders 

• appraisers 

• contractors 

31bid. 
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The most vulnerable area where fraud can occur among program 
providers is "broker (or contractor) packaging." The broker or 
contractor is permitted to assemble all the forms needed by the 
veteran in order to have his or her loan approved. The packaging 
procedure, itself, is condoned by the agency because it streamlines 
the paperwork required to process a loan application. Abuses have 
occurred where packagers have falsified information on forms, 
whether with or without the veteran's knowledge. VA officials 
estimate that broker packaging is the area most vulnerable to 
fraud. 

Another vulnerabl~~ area, related to the packaging process, 
occurs with persons who act as agents for the veteran, who make 
loan applications and fraudulently misrepresent application infor
mation. The Home Loan Guaranty application or other documents 
are sometimes signed by the veteran before they are completed by 
the broker or lender with false or misleading information. 

Besides packaging frauds among contractors, there have been 
occasional problems with the quality of work done by builders on 
new homes. Home repairs are not always done as specified and are 
not up to VA standards. Required inspections may cr may not have 
been done or their recommendations may have been ignored. 

Unscrupulous lenders have forged applications and other 
required form verifications, and/or credit reports. Such falsi
fications can include the veteran, the proposed loan itself, or 
the property. 

Some appraisers have not been honest in their appraisals. 
Since the appraiser's fee is a pnrcentage of the value of the 
property, it would be to his advantage to claim that a piece of 
p!:'operty is worth more than it actually is. He can then use 
part of his fee to payoff any officials who may have colluded 
with him. The result is ,a larger loan guaranty for the veteran, 
an increased fee for the appraiser and some extra money in the 
pockets of some dishonest officials. 

Administrative Agency Fraud 

In addition to fraud by lecipients and providers, there 
have been some instances of fraud by administrative agency 
personnel. Field office personnel have, on occasion, forged 
or changed certificates of eligibility. Abuse of the program, 
however, is not always the result of an intent to defraud. 
Sometimes abuse is the result of an understaffed office - the 
greater the volume of work, the less thorough the review procedure. 

In the interest of timeliness, cursory reviews done by 
field office personnel may lead to inappropriate loan guaranties. 
In sum, the Housing Loan Guaranty program is vulnerable to fraud 
and abuse because of the many transaction points and multiple 
participants in the loan application and guaranty process. 
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METHODS OF FRAUD DETECTION 

There are several methods used to reduce the opportunity for 
fraud. These methods are aimed at recipients and their agents, 
providers, and administrative agency personnel. 

More thorough analysis of forms helps detect forgeries an~ 
inaccurate information on applications. Telephone audits of 
employers are conducted to verify employment information. Bank 
deposits and assets are scrutinized to detect misrepresentation 
of financial status. Prosecuting those veterans guilty of fraud 
is another means of deterrence. To prevent agents, acting for 
·veterans, from supplying inaccurate information on applications, 
a revised loan application was distributed in October 1977. If 
an agent fills out the application, this must be acknowledged on 
the form. In addition, the form requires the lender to verify 
the information provided on the application. 

Several methods of deterrence used by the VA are directed 
at reducing fraud by the provider community. For examp16, recently, 
the VA has exercised more frequently its power to disallow further 
participation in the Loan Guaranty progr~., by lenders who have 
not worked for the best interests of the veteran. While this 
seems to have a positive effect on the rate of fraud, some provi
ders perceive quality control and investigation measures as 
harassment. 

In order to deter fraud by veterans and providers, the VA 
has publicized information about its methods to detect fraud and 
information about actual prosecutions. There are some indications 
that these methods have been successful. For example, a team of 
investigators on the West Coast notic~~d an appreciable difference 
in th~ quality of applications after their investigations were 
publicized. There was less misrepresentation on applications 
and fewer forged documents, underscoring the deterrent effects 
of publicizing methods of detection of fraud and actual prosecu
tion cases. 

There is an ongoing program to insure the accuracy of pro
perty values reported by the appraisers. The three methods used 
to revietv and supervise them are as fellows . 

• 

• 

All appraisal reports are reviewed 
by VA staff to insure completeness 
and accuracy . 

A minimum of five percent of all 
appraisal reports are subject to 
a field review by VA staff; selec
tion of cases for field reviews is 
such that the entire active roster 
of appraisers is under constant 
scrutiny. 
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• A statistical sampling of appraisal 
reports is reviewed under the sta
tistical quality control system on 
a monthly basis. 

The 49 administrative field offices are structured to be 
evaluated on four basic points. 

• 

• 
• 
• 

Statistical quality control for 30 
different work processes 

Systematic analyses of operations 

Statistical evaluation reviews 

Evaluation visits by central office 
personnel 

Results of the randomly sampled reviews for issuance of loan 
commitments and appraisal certificates are submitted by each field 
office monthly. The results of all othe...: reviews are submitted 
quarterly to the national office. Some procedures which are not 
suitable for statistical quality control are subjected to system
atic analysis once every twelve months. Examples of these 
analyses include reviews of attainment of program goals and 
maintenance of internal control devices. Every 18 months. central 
office personnel. using the same statistical selection methods and 
review criteria as were used in field activities, make a stati
stical estimate of whether or not the field activities' reported 
findings do in fact reflect the true level of quality as reported. 
Finally, each field office is visited by central office personnel 
at least once every 18 months. 
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BENEFITS AND hLIGIBILITY 

To qualify for a rehabilitation loan, the borrower must own 
the property or be buying it under an installment contract. The 
property must be located in a federally aided code enforcement or 
urban-renewal area, or in a community development area funded with 
Community Development Block Grant funds. The loans are also 
available to urban homesteaders participating in the Section 810 
Urban Homesteading Demonstration Program. There axe no .. income 
criteria for borrowers. Eligibility is based exclusively on the 
location of the property, as described above. 

poses. 
The loans may be used for one or more of the following pur-

• To make the property comply with the local 
housing and building code in a code enforce
ment area. 

• To make the property comply with plan 
requirements and objectives in a federally 
funded urban renewal area. 

• To support activities in a community 
development area. 

Section 312 loans frequently accompany other types of loans made 
by HUD in order to raise property levels to minimum code standards. 
Depending upon the type of application, a loan may include an 
amount for general property improvements in addition to those 
items required by the localities asa prerequisite for the loan. 

Generally, loans cannot exceed the actual cost of rehabili
tation or $27,000 per structure, whichever is less. In special 
areas, this limit may be increased. The duration of the loan is 
calculated according to a formula, not to exceed three-fourths of 
the "remaining economic life" of the property after rehabilitation 
to a maximum of 20 years. Loans are paid in equal monthly install
ments, and the buyer must include in his monthly payments an amount 
equal to one-twelfth of the estimated annual cost of taxes, insur
ance, and similar expenses of the property. The loan may be paid 
ahead of time without penalty. Refinancing is possible on the 
loans, provided the owner can show a formal title to the property. 

MOney is placed in escrow accounts for the loans, and checks 
are not released until the work has been completed. This practice 
often causes difficulties for the small contractors who generally 
work with rehabilitation loan recipients, because the contractors 
must make the "front-end" financial commitment of purchasing 
materials and paying workers prior to being paid themselves. 
Because they typically operate on small profit margins, some small 
contractors are priced out of participation in the program. 
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HOUSING REHABILITATION LOANS (SECTION 312) 

Type of Benefit: Loans 

Spo~: U.S. Department of Housing and Urban Development 

Program Administration: Decentralized through HUD Regional Offices 
to city or county government 

OVERVIEW 

The legislative authority for the Housing Rehabilitation Loan 
program is found in Section 312 of the Housing Act of 1964, as 
amended, 42 U.S.C. 1452B. The major objective of this program is 
to provide funds for the rehabilitation of residential and commercial 
properties in urban areas. 

There has been substantial growth in the loan value of the 
program. For example, in fiscal year 1979, it is estimated that 
$260 million worth of loans will be granted compared to only $80 
million in 1978.1 

The funds are made available to property owners by the HUD 
regional offices through city or county governments or local public 
agencies such as housing or renewal authorities. In some areas, 
HUD regional offices disburse the funds directly, because local 
governments and agencies have been hesitant to take on the responsi
bility. Recently, their participation has become an explicit 
prerequisite for their residents to receive program funds. There
fore, the numbE!r of local governments or agencies participating 
will increase throughout the program. 

The major responsibilities of the HUD regional offices are 
approving plans from local agencies and accounting for the funds 
spent. The regional office staff may also be called upon to settle 
contractual disputes, if other avenues of negotiation have been 
explored without success. 

Interest rates on the loans are very low at three percent. 
The loans are served by savings and loans associations. 

lOffice of Management and Budget, Catalog of Federal Domestic 
Assistance (Washington, D.C.: U.S. Government Printing Office, 
1978), p. 470; and U date to the 1978 Catalo of Federal Domestic 
Assistance (Washington, D.C.: U.S. Government Printing 0 ice, 
1978), p. E-39. 
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OPPORTUNITIES FOR FRAUD 

Ther~ have been some instanc~s of collusion between owners 
and agency staff to misrepresent the location of the building 
slated for rehabilitation, especially since location is the major 
eligibility criterion. 

The quality of ~mrkmanship is sometimes a problem when 
Section 312 loans are used. The local agency is responsible for 
negotiating a settlement between the property owner and the 
contractor. However. 5.f a settlement cannot be reached, HUD 
personnel may be called in as informal arbiters. 

Breach of contract between the developer and the borrower 
can also occur with a dispute over the ,starting date, presentation 
of bids which are over and above the original estimates for the 
work. "frills" construction, the date of completion, and other 
problems which are subject to arbitration. 

Another problem in the area of contractor-owner relations 
is known as "tailoring." This is a practice whereby the work 
actually completed is not tbe same work originally specified in 
the contract. For eX8.mple. the contract may call for repair to 
the roof, but the contractor replaces the entire roof. The local 
agency staff is responsible for inspecting rehabilitation work 
to assure that the work was done according to the contract. 

A combined contractor-administrative agency fraud is the 
payment of kickbacks to rehabilitation program staff in order to 
improve the contractor's final inspection. 

Duplicate benefits can be paid from Section 312 loans and 
other HUD loan p'.!:-ograms, although duplicate payments for the 
same work are prohibited. 

Wh~n a loan is three months in delinquency, it is placed on 
a special list in the HUD regional office.. The regional office 
makes foreclosure recommendations to HUD, but there are very few 
foreclosures in the rehabilitation loan program. The delinquency 
rate overall remains low. During fiscal year 1976, a,bout 5,000 
loans were made. and only 350 had some type of delinquency problem. 

ENFORCEMENT TECHNIQUES 

City rehabilitation loan programs are audited by HUD regional 
office staff, usually annually. However, HUD does not have any 
control over eligibility determination of rehabilitation loans. 
Its concern is simply to audit the program's funds. 
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Financial specialists in some areas work with the applicant 
borrowers to verify the need for the work and the capacity to 
repay the loan. As previously stated. foreclosures are rare. 

Fraud in the Section 312 program is minimal, for the follow
ing reasons. 

• 

• 

• 

Funds are not released from escrow until 
the work is completed. 

The maximum dollar value of an individual 
loan is relatively small. 

Local authorities have a political stake 
in operating the program well and giving 
their administration of HUD funds a "good 
image." 
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PART D: SERVICES AS BENEFITS 

The provision of services to beneficiaries and reimbursement 
for services provided is a common process in many benefit programs. 
Where a sponsoring agency is either unable (for statutory or other 
reasons) or does not have the capacity to provide services directly, 
it contracts with third party providers to deliv(7 service benefits. 
This process is depicted in Diagram A. 

DIAGRAM A 

SPONSOR THIRD PARTY 

• Contractor ~ • Delivers Service r 

• Reimbursor -"'" Bills for Service 
I "' • 

BENEFIT SERVICE 
, RECIPIEriT C 

The specific design of each service program depends on the type 
of service offered and the economic market structure existing 
for delivery of that sHrvice. 

Health service programs must, of necessity, use pharmacies, 
doctors J nurses J home he.alth care agencies, hospitals, long-term 
facilities, and a myriad of. supply vendors (i.e., linen, oxygen, 
surgical equipment) to provide benefits. The economic market 
structure requires that provide,::, services be billed either 
directly to the patient and t11~n sent to the sponsoring agency, 
or that they be assigned to auxiliary providers, e.g.) inter
mediaries and carr.iers. In the Summer Food Service program, 
money for service delivery flows from the government agency 
sponsoring the program (either a State Board of Education or a 
Regional Office o:E the USDA) to a Vlnon-profit" prime sponsor 
who then contracts with a food service management company. In 
sum, service benefits are the result of a process characterized 
by several financial transaction points with different government 
and business entities involved. 

It follows from the characterization of the service benefit 
process that crimes committed involve one or a combination of 
the following. 

• Fraudulent or abusive billing practice 

(I Fraudulent or abusive contract arrangements 
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• Fraudulent or abusive service delivery 

• Fraudulent or abusive use of service 

Forged or falsely notarized bills, bill padding, overcharging, 
duplicate billing, and services not rendered are examples of 
fraudulent or abusive billing pra.ctices. Bid-rigging, with or 
without payment of kickbacks or bribes, illustrates misuse of 
service contracting. Delivery of poor quality or quantity of 
services, withheld services, or offering servicec that are not 
necessary are fraud and abuse patterns associated with service 
delivery. Fraudulent or abusive use of a service is illustrated 
where Medicaid recipients overutilize drug prescriptions to 
support their drug habit. 

Techniques used for detect;ing service benefit offenses 
include: compliance monitoriL1g and inspecting of service faci
lities, developing service utilization profiles, and investigating 
economic characteristics of the service industry. Recipient 
complaints of poor service, anonymous leads or leads generated 
from investigations of other aspects of a particular service in
dustry can also help uncover fraud and abuse in service benefit 
programs. 

'1'0 illustrate how service benefits are delivered and their 
vulnerabilities to fraud and abuse, the Medicare, Medicaid, and 
Summer Food Service, CETA, and Vocational Education programs are 
grouped together. These program profiles follow. 
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MEDICARE 

Type of Benefit: Service 

Sponsor: U.S. Department of Health, Education and Welfare 

Program Administration: Federally administered program offering 
direct payments for specified health care 
uses to eligible recipients 

OVERVIEW 

The Medicare Program, authorized by the Social Security 
Amendments of 1965, 42 U.S.C. 1395 et. ~., as amended. is a 
two-part federal insurance program tliat ~nc1udes hospital insur
ance (Part A) and supplementary medical insurance (Part B). 
Medicare Part A automatically provides hospital insurance benefits 
for covered se.rvices to any person 65 or above and to certain 
disabled persons. Part B provides medical insurance benefits for 
covered services to persons 65 or older and certain disabled 
persons who elect this coverage.* 

Recent federal estimates of the financial obligations and 
accomplishments of Part A and Part B of the Medicare program are 
as follows: 

Part A FY 1978 (Est.) 

Benefit Outlays $17,529,000,000 

Persons Automatically 
Eligible 26,000,000 

Part B 

Benefit Outlays 

Persons Electing 
Coverage 

FY 1978 (Est.) 

$ 7,{)75,000,OOO 

25,700,000 

FY 1979 (Est.) 

$20,543,000,000 

26,600,000 

FY 1979 (Est.) 

$ 8,411,000,000 

26,400,000 
'-----------------------------------------

10ffice of Management and Budget, Catalog of Federal Domestic 
Assistance 1978 (Wabbington, D. C.: U.S. Government. Printing Of
fice. May 1;78), pp. .345-46. 
*Certain disabled pe1.:sons entitled to Medicare benefi.ts include, . 
specifically, chronic kidney disease patients (CRDs). Those people 
under 65 who are entitled to twenty-four consecutive months of So
cial Security disability benefits or Railroad Retirement may receive 
Medicare benefits also. 
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BENEFITS AND ELIGIBILITY 

Program Administrative Responsibilities 

The federal agency responsible for administering the Medi
care program and monitoring the many program participants is the 
Health Care Financing Administration (HCFA), Department of Health, 
Education, and Welfare. Under HCFA, the Federal Hospital Insurance 
Trust Fund and the Federal Supplementary Medical Insurance Trust 
Fund, both maintained through contributions made by employers and 
employees (Social Security), are re~ervoirs for payments of claims. 
Fiscal intermediaries and carriers, contract with HCFA for program 
operation and participation. The duties of intermediaries and 
carriers and the requirements of this p~rticipation are set out 
by statute, 1.e., the states require maintenance of certain stan
dards of operation based on statutory regulations. The states 
monitor the standards through state regulatory boards, providers 
of health services such as hospitals, long term care facilities, 
physicians and nurses are integral to benefit delivery. Providers 
must file Medicare Cost Reports annually with HEW but the inter
mediaries and carriers make interim payments to providers monthly. 
Explanations of benefits paid on behalf of or directly to benefi
ciaries are sent out monthly. 

Eligible Services and Benefit Disbursement 

Part A covers three main services with specific qualifica
tions for each service regarding eligible services, deductibles, 
and benefit period limitations. In-patient hospital care, 
extended care, and home health services are included 1n Medicare 
Part A coverag~. Part B claims generally are processed for 
services.' such as physicians' servicetl, not covered under Part A 
of Medicare. The reimbursement schedules for Part A and Bare 
distinctive: Part A requires no monthly premium and pays 
"reasonable costs" (based on p1.oviders' Medicare Cost Report 
audits) af .... er certain benefit periods deductible and coinsurance 
standards are filled (the Pimount reimbursed varies with the 
service rendered and covered), Part B charges a monthly pr(>mium 
for each beneficiary, then pays eighty percent of "reasonable 
charges" after the annual deductible and coinsurance criteria 
has been met. (There are exceptions to Part B payments for 
several different types of medical service). Reimbursement 
formulae for Parts A and B are determined by HCFA, but local fee 
schedules and conditions can affect rates of reimbursement. 

Intermediaries or carriers, under contract with HCFA, make 
direct payments for specified uses according to Medicare standards 
and regulations .. Under Part A, payments are made to providers on 

2Intermediaries usually process Part A claims from pro
viders; carriers generally process Part B Medicare claims. 
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behalf of beneficiaries, while under Part B, carriers pay physi
cians or suppliers under assignment for services rendered, or 
they make payment directly to the beneficiaries. When a provi:der, 
such as a hospital, ;;;killed nursing facility or home health agel.cy, 
furnishes Part A cove~ed services, the provider receives payment 
from an intermediary. 

ENFORCEMENT 

Program Losses 

The HEW Inspector General's report of 1977 cited a $2.~ 
billion loss to the Medicare program in FY 1977, as the result 
of fraud, abuse and waste. This loss represents the second 
largest amount lost to any program in HEW (Medicaid has the 
largest). The Inspector General's report categorized the various 
factors comprising the loss with monetary cost values as follows: 

General Description 

Excessive NursiD.g Differentia14 
Renal Dialysis 
Provider Overpayments 
Cost Report Reviews 
Connnon Audit 
Audit Exceptions 
Other Excessive Hea3th Care CostaS 

Amount 
(Millions) 

$ 185 
153 
141 

16 
8 
3 

1,711 

$2,2176 

3Health Car.'e Financing Administration, A Guide to Medicare 
(Washington, D.C.: Department of Health, Educa.tion, and Welfare, 
September 1977). 

4Medicare presently pays over one hundred percent of hospi
tal nursing care costs allocable to Medicare patients. The 
excessive nursing differen.tial cost factor was included by 
regulation to provide for the claim (by the American Hospital 
Association) that Medicare patirnts require more nursing care 
than other patients. 

Sather excessive health care costs include hospital inpatient 
services (i.e., excessive hospital beds, unnecessary surgery and 
hospital stays, and excessive physicians costs), x-rays (unneeded 
cUld repeated x-ray orders and associated genetic defects), and 
nursing homes (fraudulent and abusive operative practices). 

60ffice of Instector General Annual Report, April 11 1977 
. - December 31, 1977 Washington, D.C.: Department of Health, 
Education and Welfare, March 31, 1978) pp. 4, 82-90. 
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,s 

Quality Control 

HEW established HCFA to coordinate Hedicare and Medicaid in 
the hope of eliminating duplication and promoting economies and 
efficiencies for both programs, Within HCFA, the Office of Program 
Integ!"ity (OPI) is responsible for quality control for Hedicare 
(2nd Medicaid), The Audit Agency and the Office of Investigations 
also work w~th HCFA Hnd the Medicare Bureau, under the aegis of 
the In~pector General to assist in Medicare quality control efforts. 
They ,nay be called upon to ~o anything ranging from audit functions 
to investjgatio~ and criminal prosecution of ~articipants determined 
to be defrauding ur abusing the system. 

Sta.~f Training 

\11 trainLlg, orientation and the refresher training for 
Medicare staff is handled by the main HCFA 0ffice in Baltimore, 
in coordination with the regional HCFA offices and the Social 
Security Insurance District Offices. All trajning mater~als arc 
produced and distributed by the Baltimore office, and training 
staffs at the District Office levels assist in on-the-job trai~ing 
methods. 

Orientation d.nd training fo. Medicare personnel are provided 
to two categories of staff operating in the District Offices. 
C:aims represent~tives ~nd servi( representatives receive 13 
weeks of required coursework. In addition, regional office 
personnel are trained on a semi-annual basis. 

The training ~aterials prepared in HeFA's central office for 
Medicare and Program Integrity scaff are made available to all 
~nten11ediaric.s and carriers participating in the heal th ins 11rance 
program. In addition, HCFA reimburses intermediar::...c.s and carriers 
for the costs of any materials for training purposes that they 
may develop. They usually develop their oym program materials and 
cc)nduct coursework in which HCFA staff occasionally participate, 

Audi :: 

The Audit Agency of REH conducts audits of the l1edicare program 
l:('ntral office, tiS well as audits of selected intc=nnedLaries and 
carriers. Recent audi.ts have focused on determining vlhether ~'1e 
N~dica~e claims processing systems were producing accurate ana 
tImely benefit payments. The audits have identified many areas 
t,.f possible improvement to inc't'ease economy and efficiency in the 
~.;ys tem. Specific3.l1y, in both Parts A and B, the payments 
S ""S tems have resul ted in overpayments to beneficiaries and imI>ro
pt.:'l." d.t:nial of claims. Another area, of concern detected by agency 
:~,,(L f~; irrv'ul ves administrative costs claimed by intermedi.aries 
ln~ "Jrricrs. For FY 1978, the Audit Agency i.s allocating eleven 

;. ";~>';l[ '.JZ its resources to check the validity and equity of costs 
,-:,~ 1. :-,t,j by i t;(~nnediaries and carriers concerning claims process ing 
,', " ",:id!"!' ~jettlements, Al<.;o, attdi:: guides are being developed 
~::1 ~,. tfJ, th,H :-:ould be suitable fer state or CPA.mditr- of 
i~'::. :·'tH';'fh.: dnd carriers, 
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Providers, such as hospitals, skilled nursing facilities and 
home health agencies, are being audited on a rotating basis by 
intermediaries to dej-~rmine the am6unts allowed to be claimed for 
operating l'F,edicare. The providE~rs are also reviewed by federal 
and sLate auditors for other programs they administer. It.· has 
been suggested that ;:Iedicare could save millions of dollars if 
one conmlon audit ~as performed for all the programs administered 
by the providers. 

Investigation of Fraud and Abuse 

The investigations and prosecutions of fraudulent or abusive 
parti.cipants in the l1edicare program are presen~ly handled by 
seveyal agencies and staffs. The Program Integrity Office and 
the Office of Investigations (01) are responsible for investiga
tions and case development within REH. The 01 receives referrals 
from the Audit Agency and from Program Integrity, as well as 
variou~ other sources. Regional Office investigators conduct the 
investigations. The scope of the investigative work includes 
contractor problems and beneficiary complaints; the majority of 
the investigations involved nursing homes, home health agencies, 
laboratories and clinics, and a diverse group of providers (po
diatrists, therapists, chiropractors, dermatologists, opthaIT.",lo
gists, et. a1.). 

Prosecution 

Upon an investigative finding of probable fraud, the In
spector General, HCFA, or 01 refers the case to the United States 
Attorney for prosecution. Criteria affecting a decision to 
prosecute are the dollar amount of fraud and the evidence available 
to prosecute the. case. Successful prosecution, and therefore 
recovery of tiedicare, provides a highly visible deterrent for 
fraud or abuse in the close-"~nit medical provider communities. 
Efforts are being made to coordinate the criminal investigations 
activities in 01 and OPI in order to facilitate the prompt 
adjudication of the health care program cases by the Department 
of Justice. It has been recormnended that as the Office of Investi
gations staff increases, it should gradually relieve Program 
Integrity of the responsibility for I1edicare fraud investigations. 8 

7Ibia., pp. 13-14, 85,103-0L}. 

8Ibid., pp. 22-28, 69. 
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HEDICAL ASSISTANCE PROGRAl1 (MEDICAID TITLE XIX) 

Type of Benefit: Service 

Sponsor: U.S. Department of Health, Education, and Welfare 

Program Administration: Decentralized in a federal-state partner-
ship 

OVERVIEW 

The legislative authority for Hedicaid is Title XIX of the 
Social Security Act of 1935, as amended. The progrrum objective 
is: 

To p~uvide financial assistance to states 
for payments of medical assistance on behalf 
of cash assistance recipients and, in certain 
states, on behalf of other medi~ally needy 
who, ' ~cept for income and resources, would 
be eligible for cash assistance. 1 

All states, except Arizona, have Medicaid programs, for which the 
federal government wil~ pay out approxima~ely $10,851 million in 
FY 1978 for ...:l,34E ,000 recipients of medical assistance. It is 
estimated that $12065

2
million will be paid out for 21,378,000 

recl.pi.ents in FY 1979. Today, health care costs in the United 
StateS! rep:::-esent almost 9% of the gross national product, with 
cost increases of 12 percent yearly since 1967. Of the esb.lnated 
$186 billion spent for health 3are in 1978, over 10 percent is 
expended by Hedicaid programs. 

Participants in Medicaid programs inc'ude benefit recipients, 
third party providers of medical service, auxiliary providers and 
administering agencies and their employees. The general criteria 
for es~ablishing recipient eligibility is income standard, but 
specifically, persons receiving AFDC, aged, blind, or disabled 
persons, and others deemed in need of Medicaid benefits but not 
currently receiving other benefits, may participate. Third party 
providers delivering a broad spectrum of medical services, include 
physicians, dentists, laboratories, long-term and intermediat~ care 
facilities, hospitals, pharmacists, clinics and equipment and ser
vh.e companies (such as taxi companies). In addition, aUXiliary 

lOffi.ce of Management and 
tance, 1978 nlIashi.ngton, D.C.: 
May 1978), p. 343. 

2Ibid. 

Budget, Catalog of Federal AJsis
U.S. Government Printing Office, 

3"Unhealthy Costs 0f Health," Business Week (S·~T)tember 4, 1978) > 

pp. 58-59. 
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providers render services as insurance carriers, claims processing 
and data management intermediaries, and fiscal agents. 

The Health Care Financing Administration (HCFA) of HEW is 
responsible for the federal aspects of Medicaid programs. HCFA, 
established in 1977, in place of the Social and Rehabilitation 
Service, provides direction and technical guidance for the nation
wide administration of federal efforts to plan, develop, wanage 
and evaluate health care financing programs and policies. The 
Director of HCFA reports directly to the Secretary of HEW. States 
wishing to provide Medicaid program services must submit plans to 
HEW for authorization outlining the proposed management and 
delivery systems. The state agency responsibilities cover severa~ 
areas of program administration. 

• Lic~nsing of facilities for Me~icaid 
purposes 

8 Execution of records access agreement 
with all facilities which participate 
in r.vIedicaid according to federal regu
latory standards 

~ Eligibility determination 

e Furnishing medical assistance, 
rehabilitation services and other 
services to assist families 

Medical assistance services that states must provide benefi
ciaries are inpatient and outpatient hospital carp., laboratory and 
x-ray services, physicians' services (including screening, 
diagnosis and treatm~~t for children under 2l~ skilled nursing 
facility services, home health care and family planning services. 

Optionally covered services that may b~ reimbursable are 
dental care, prescribed drugs, eye glasses, clinic services, 
intermediate care facility services and other diagnostic, screening, 
preventive and rehabilitative services. 

The federal government's share of medical assistance for each 
state ranges from 50 percent to 78 percent according to a statutory 
formula based upon the relation of the state's per capita income 
to the national per capita income. The remaining costs in the 
individual programs are paid by statp. and local taxes. 

Opportunities for Fraud and Aqu~~ 

ReciDient Fraud 

There are diverse opportunities to defraud and abuse the 
Medicaid program because of its many participants and transaction 

4t-Iichele Moo:t"e ,ed., Public Welfare Directory, 1978/79 0-1a8h
ingtan, ~,C.: American Public Welfare Association, 1978), p. 11. 
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points. Among the recipient population, there have been documented 
problems with misrepresentation of eligibility requirements to 
obtain ineligible benefits and overutilization of Hedieaid-eovered 
services, such as methadone drug programs for narcotics users. 

Third Party Fraud 

Associated with third parties who are reimbursed for medical 
services provided are such frauds and abuses as: 

• Establishment of "ghost" patients. 

• Billing problems, i.e., over-billing, 
double-billing, billing for services 
not rendered. 

e Misrepresentation of services, e.g., 
up-8rading services and altering 
prescriptions or laboratory test 
orders. 

e Overutilization of services to recipients 
(unnecessary or inappropriate). 

f!I Tie-ins and interlocking mvnerships among 
clinics, laboratories, nursing homes, etc. 

• Kickbacks. 

~ Brokering, or subcontracting services. 

CD "Hedicaid mill" abuses, such as ping-ponging, 
ganging, up-grading and steering. 

e Manipulation and misuse of patient funds in 
skilled nursing facilities. 

The various types of frauds and abuses listed above are often 
specific to groups within the third party provider community, such 
as pharmacists, dentists, podiatrists, clinics and laboratories. 

Auxiliary Fraur 

Among auxiliary providers who contract wit1:l state agencies 
to assist in data management and claims processlng of Medicaid 
benefits, there have been occurrences of employee computer fraud. 
Of growing concern relative to computer fraud schemes is the need 
for increasingly sophisticated computer security measures to 
preserve data confiden::ially and prevent unauthorized use of 
computer systems by emploY2es of auxiliary providers. 

Recent criticism has been directed toward auxiliary orgal.?
zations exhibiting conflicts of interest. Frequently, the decision
making groups for fee scheduling and the boards of director of 
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health insurance carriers are controlled by physicians and hospital 
representatives who may be too closely connected with the third 
party provider constituency and far removed from the direct bene
ficiary population. Auxiliary providers also come under criticism 
for their reluctance to take corrective actions against third party 
providers who are found to be abusing the program. 

Agency Fraud 

The occurrences of fraud and abuse by Medicaid agency . 
employees include such activities as collusion among the employees, 
providers and recipients to illegally obtain benefits, the creation 
of ghost eligibles to draw benefits, and computer fraud. Many of 
the problems associated with computer systems access and security 
found in the private intermediary and carrier organizations are 
also prevalent in the program agency computer systems. 

Enforcement Techniques 

HEW has established various programs and offices to facili
tate efficient and effectivf> state operations of Medicaid plans. 
HFCA maintains the Office of Program Integrity (carried over from 
the Social and Rehabilitation Service) to provide management and 
review and case development. The authority of Program Integrity 
is to assure that federal and state Hedicaid payments are made 
only on behalf of eligible recipients, only for covered services, 
only for appropriate services, and only in reasonable amounts. 
Program Integrity has a cen7"rally headquartered staff of 50 persons 
and 250 field personnel in the ten nation-wide regional offices. 
Initially, the major focus of Program Integrity was on Medicare 
investigations. However, for the past few years, more attention 
has been placed on Medicaid problems. 

Personnel in the Program Integrity sections of Regional 
Offices are r...;cruited from the medical assistance programs; they 
require further training in investigative skills only. In 1978, 
there were 300 Program Integrity staff in the regional offices. 

HR 3 

In an effort to assist state agencies to identify, investi
gate, and prosecute cases of fraud in Hedicaid and Medicare, Congress 
enacted the Hedicare-Medicaid Anti-Fraud and Abuse Amendments 
Act in October 1977 (Public Law 95-142») hereafter known as HR 3. 
The new llR 3 legislation appropriates 90 percent federal funding 
for three years to states that wish to set up an investigative 
and prosecution fraud unit for Nedicaid. The Program Integrity 
staff of the HCFA offices have been given primary responsibility 
for certification of HR 3 units. Recertification of units will 
also be handled by the regional offices. 
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Training 

The HR 3 legislation requires that new fraud unit employees 
be trained annually with follow-up training provided every seven 
months. Experienced employees are trained annually and attend 
refresher courses when new legisla~on o~ regulations are put into 
effect which apply to their specific job tasks. HR 3 regulations 
also place new demands on the! training of Program Integrity staff 
for technical assistance to fstates desiring to make application 
for funds for prosecution fraud units. Several one-day orientation 
sessions for regional personnel on the requirements for certifying 
HR 3 units have been held s:ince the legislation was finalized in 
1977. 

Any training materials relating to Hedicaid management and 
fraud control that HCFA produces are made available to all inter
mediaries and carriers participating in the program. HCFA will 
reimburse intermediaries and carriers for costs of materials they 
may develop for training purposes. In most instances, the inter
mediaries and carriers do their own development of program 
materials and conduct their own coursework for their own employees. 
The Blue Cross Association, for example, has its own staff for 
training purposes. In some instances, the courses have been so 
successful that HCFA has sent program staff personnel to partici
pate in the intermediarieS'and carriers' courses. 

Quality Control 

Quality control efforts are administered at the federal and 
state level by law, and within the auxiliary providers' organizations. 
There are mandatory auditing and reporting procedures for the 
state programs that are reviewed by the HEW office of Inspector 
General. By la.w, the Medicaid agencies must report any suspected 
frauds or abuses to th,e HR 3 unit for follow-up (if such a unit 
has been established), rather than conduct full-scale investigations 
from the administrative offices of the program. 

The Office of Inspector General created a specialized 
quality control program, Project Integrity, in the summer of 1977. 
The initial work consisted of a national analysis of all Medicaid 
claims paid to doctors and pharmacists in 1976 (over 250 million 
transactions) . The .analysis allowed the Inspector General's 
staff to examine the profiles, conduct investigations' and take 
appropriate actions for all types of irregularities dis~overed. 
The. lessons learned and experience accrued from Project Integrity 
are being applied to other third party providers as well (i.e., 
laboratories. dentists, podiatrists, optometrists, chiropractors, 
outpatient hOdpite.l billings, medical suppliers and equipment 
and transport services). Increasingly sophisticated and far
ranging edit programs like Project Integrity are expected to 
continue. S 

50ffice of...1.nspector General Annual Report, April 1, 1977-
December 31, 1977 (Washington, D.C.: U.S. Department of Health, 
Education and Kelfare, March 31, 1978), p. 37. 
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HCFA offers technical assistance to states to set up a Medi
caid Management Information System (MMIS). The MMIS will be used 
to create a data base for manageme'i:~t decision-making and detection 
of fraud and abuse on local levels. Federal monies are available 
to assist in development of the system. A federal-state agency, 
the Institute for Medicaid Man.agement (IMM). conducts workshops 
and conferences on "management information for federal and state 
personnel, provides technical assistance and training for program 
managers and staff, and acts as a clearinghouse for technology 
transfers between states and the federal government. 

Since staff turnover in Rtate Medicaid programs is extremely 
high (estimated at one in six annually), the Institute provides 
orientation to the new staffs. Approximately 15 states have certi
fied MMIS systems. Development has been promoted through a 
combination of ~1MIS support and state contracts with outside 
computer firms. The federal government pays 90% of implementation 
costs. Once the system is operational, the federal share is reduced. 

A subsystem of the MMIS used for profiling providers and reci
pients in the Medicaid programs is the Surveillance and Utilization 
Review System (SlURS). The profiling computer screens aid program 
staff for fraud and abuse detection in determining: 

• The client's eligibility for the program. 

• The certification status of the provider. 

• Types of charges made by the provider. 

• Whether or not the charges claimed are 
within specified limits for payment. 

• Whether or not rates are reasonable for 
various types of provider services, i.e., 
hospitals, nursing homes. 

With increasing reliance on computer technology for management, 
the states can gain control of h'ealth assistance claims through 
prepayment and postpayment checks. Prepayment controls p'Iovide 
initi.al monitoring of the claims, while postpayment edits give 
infol:mation on health care patterns. 
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SUMMER FOOD SERVICE PROGRAM FOR CHILDREN 

Type of Benefit: Service 

Sponsor: U.S. Department of Agri.culture 

Program Administration: Formula grants provided for federal or 
state administration of programs wi.th 
disbursement to eligible service insti
tutions providing program services 

OVERVIEW 

The Summer Food Service Program for Children is authorized 
by the Child Nutrition Act of 1966, Section 13, as amended 42 U.S.C. 
1751. At the federal level, Summer Food Service is administered 
by the Food and Nutrition Service (FNS) of the U.S. Department of 
Agriculture (USDA;. At the state level, Summer Food Service is 
run by state educational agencies that contract with local sponsors 
to operate the programs at approved feeding sites. Sponsors pre
pare the meaLs themselves or enter into agreements with food vendors 
for meal delivery service to the sites. If the states cannot or 
will not administer the Summer Food Service program, the FNS will 
act in the state's capacity to operate the program. Within statu
tory limits, the costs, both program and administrative, are paid 
by the federal government. The Summer Food Service program is 
designed to feed during the summer months those children who reside 
in areas in which poor economic conditions exist. l The meal quality 
standards must meet USDA minimum requirements for nutritional value. 
In FY 1977, the Summer Food Service program served 2.7 million 
children, at a federal cost of $152,465,000. The estimated average 
reimbursement rate to sponsors for meals or food services was 75.4 
cents for each meal served. Estimates for Fy 1978 and FY 1979 show 
that federal outla.ys for the Summer Food Service, respectively, are 
$190,000,000 and $1l!.8,500,000.2 

l"Areas in which poor economic conditions exist" are defined 
as (1) the local areas from which a site draws its attendance, in 
which at least one-third of the children are eligible for free or 
reduced price school meals under the National School Lunch (or 
Breakfast) Program; or (2) an enrollment program in which at least 
one-third of the children are eligible for free or reduced price 
school meals as determined by eligibility statements in regard to 
the size and incomes of the children's families. 

20ffice of Management and Budget, Catalog of Federal Domestic 
Assistance 1978 (Washington, D.C.: U.S. Government Printing Office, 
May 1978), p. ~9 . 
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Because of the occurrences of massive abuses and fraud in 
Summer Food Service programs through the country, new regulations 
were approved.in 1977 to reduce the opportunities for misuse and 
improve program management by all .participants. 

Responsibilities of the 'FNS and Federal Government 

The Food and Nutrition Service, as the federal agency respon
sible for administering the Sunnner Food Service Program, reviews 
state plans entailing proposed management and administrative pro
cedures, budget projections, compliance methods, and other program 
requirements. The state plans are written in accordance with 
guidelines and regulations established by the FNS. In the event 
that a state refuses to administer the Summer Food Service program, 
the administrative responsibilities, outlined in the regulations 
for state agencies, are assumed by FNS. 

Responsibilities of State Agencies 

The responsibilities of the state agencies cover a broad range 
of functions to assure proper management of the Summer Food Service. 
The state agency provides program assistance to sponsors. For 
example, the state agency conducts site visits of new sponsors or 
large budget sponsors prior to approval for program participation. 
The site inspE:ctions evaluate the capability of sponsors to serve 
the number of children expected, as cited in the sponsor's opera
tion plans. 

Periodic on-site evaluations must be made by state personnel 
during the operational months. State approval of sponsors and 
sites is guided by considerations of past performance in the pro
gram, capabilities to meet the needs of the child population in 
the site area, and limitations regarding the average daily atten
dance of eligible chi11ren and the number of sites a sponsor can 
serle. Eligibility qualifications differ for non-residential 
public or non-profit private institutions from those for public 
or non-profit private camps. 

The state agencies establish accounting and reporting proce
dures for the sponsors and food !3ervice management companies: In 
addition, the state agencies are responsible for standard sponsor
vendor contract requirements, including allowances for record 
inspection and audits by the state agency, USDA, or the General 
Accounting Office. Regulations dealing with food service delivery 
encompass food quality standards, unitization of meals, and 
ineligible fo.od service (e.g., food delivered to un;tuthorized site. s). I 
State agencies should encourage the use of the spotfsor's own facili-
ties or the facilities of public or non-profit private schools by 
the sponsors for preparation, service, and delivery of meals. 
Investigations of complaints or irregularities in connection with 
program operations are to be conducted by the state agencies, and 
appropriate action taken. Records and evidence gathered from such 
investigations must be maintained for subsequent USDA investigations. 
Spo"lsor training for administrative and supervisory personnel must 
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be provided by state agencies and should reflect individual sponsor 
needs and locations. Food service management companies (vendors) 
must register with state agencies administering the Summer 'F'ood 
Service in order to enter into contract agreements with approved 

.. )011 . :)rs. 

Responsibilities of Prime Sponsors 

Upon application to the state agency, or FNS, the sponsor must 
demonstrate its eligibility for participation by documenting such 
factors as its past performance with Summer Food Service (if any), 
its corporate status (public or private non-profit), its staff 
capability to supervise and operate program, and its commitment 
to proper training for all personnel. With their applications, 
the sponsors must submit information sheets for each site to be 
used, a proposed budget, synopsis of the invitation to bid for food 
service (if vendor food seryice is desired), and certification that 
the sites (camps excluded) are located in economically depressed 
areas. The sponsors are responsible for the nutritional quality 
of 2,11 meals served, as ou.tlined in USDA regulations. Other spon
sor provisions include specifications regarding the bidding process, 
i. e., standard contract forms and pUblicity for competitive bidding. 
Sponsors cannot contract with food service management companies 
that are not registered with the state. 

Cost Reimbursements 

The federal government reimburses sponsors for nhe full cost 
uf food service operations; however, certain cost per meal rates 
will not be exceeded. The rates of per meal reimbursement for 
state agencies and sponsors are adjusted annually as specified by 
law. FNS makes three advance payments to the states during the 
summer to be disbursed to the sponsors. Determinations of fi~cal 
needs are based on monthly reports submitted by the sponsors to 
states and on the cost of the state program in the preceding fiscal 
year. 

Program Frau~ and Abuse 

A recent GAO report notes that: 

Before 1977, weak and inconsistent program admin
istration and non-compliance with regulations 
resulted in widespread abuses in the Swtwer Feed
ing Program. Several of these abuses developed 
to epidemic proportions in places such as New 
York City.3 

3 ' 
U.S. Comptroller Genenal, The Sunnner Feedin 

Children: Reforms Begun - Many More Urgent l 
D.C.: U.S. Government Printing Office, Marcn 

-182-



The abuses documented related mainly to sponsors ~nd vendors. A 
large catalog of problems concerning sponsors and vendors includes 
ineligible food service (poor quality, not meeting USDA nutrition 
requirements, feeding adults, and off-site consumption of meals), 
collusion and kickbacks between service i.nstitutions, bidding and 
contract irregularities, and m~il1tenance of incomplete and inaccurate 
data on the number of meals served and children fed. Inerficient 
site operations are attributed to the participation of incompetent 
sponsors and lack of close monitoring by appropriate agents. Some 
summer camps had provided food of poor quality. Other sponsor 
abuses 'noted were padded budgets and falsified claims for reimburse
ment. Vendor irregularities related to bidding and contract proce
dures and the lack of records to demonstrate past performance and 
suitability for program participation. 

QUALITY CONTROL 

The new Summer Food Service regulations authorized in 1977 
tighten the program's quality control measures for all participants. 
The Summer Food Service scandals in 1976 in several areas of the 
country, involved extensive fraud and abuse in sponsor site manage
ment. Consequently, the new regulations limit the number of sites 
to be operated and the number of children that can b2 served at 
sites for each sponsor. The state agencies are required to make 
pre-program site inspection visits to the non-school sites in larger 
cities. In addition, the states may restrict the types of meals 
served as well as the number ~f meal services to be provided daily. 

In the area of sponsor-vendor relationships, the federal govern
ment requires public bid openings for many sponsors who expect to 
receive more tha~ $100,000 of program payments. Now, vendors who 
contract with sponsors for food service must maintain current health 
certificates and be bonded. As mentioned previously, there are 
standard contract forms to ensure the provision of certain base 
program requirements. 

Increased monitoring of sponsors and sites is now required of 
state agencies. Monitoring takes place at sites prior to the approv
al of sponsors new to the program an.d at sites of sponsors receiving 
more than $50.000 of program payments per year. State personnel 
car.. monitor food vendor operations under the new regulations. Self 
monitoring is expected of sponsors also. However, this is not 
considered an effective quality control method presently, because 
sponsors have little reason to repo'!'t and correct their deficien
cies. 

TRAINING 

Training is an important tool of program control. Because of 
the $hort duration and structure of the Summer Food Service program, 
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proper training of personnel, both state agency and sponsor, tends 
to be haphazard. Many program employees are summer volunteers who 
assess the food quality and quantity at sample sites. Efforts have 
been made by USDA and state agencies to provide adequate training 
for agency and sponsor employees, particularly for administrative 
personnel. As noted earlier, the USDA requires states to make 
training available to Summer Food Service personnel in a program 
that is appropriate to the sponsors' individual circumstances and 
requirements. FNS assist~ in training state personnel. 

AUDIT 

The 1977 regulations contain specific audit procedure guidelines 
for the states and authorized sponsors. However, FNS resources do 
not allow 100% site audits; consequen~ly, statistical samples in 
each state are taken for audits. USDA has automatic access to all 
financial re~ords, accounts, and audit information 0~ states and 
sponsors. Sponsors are subj ect to audits e':lery two years by CPA's, 
state agencies, the U.S. Department of Agriculture or the General 
Accounting Office, if the states in which sponsors operate programs 
do not have an audit program. Additionally, sponsors who receive 
more than $50,000 of program payments must undergo an audit of 
reimbursement claims by private CPA's or independent state or local 
auditolS. Limited personnel and budgets preclude thorough,continual 
audits of program participants to identify po~sible fraud or abuse. 

Problems in the Summer Food Service Program at the state level 
were of an administrative nature, dUe to the structure of the pro
gram, rather than to an intent to defraud. The congressionally 
set appropriations vary from year to year, so that the states cannot 
calculate how much of their budgets will be necessary to cover 
administrative costs not reimbursed by the federal governnlent. It 
is felt by state and federal GAO officials that the cost reimburse
ment schedules are inflexible and insufficient to pay states for 
program operation. As a result, states decline the administration 
and the rElsponsibilitics fall to the Food and Nutrition Service, 
Which genurally requires higher wages and costs for federal person
nel. The "take-back" aspect of the program can cause gt.-eat confusion 
for all participants if the state opts out at the last moment. 

OTHER ENFORCEMENT 

Efforts to combat the extensl .. ve fraud and abuse in Summer Food 
programs have been geared toward regulatory control of the opportu
nities for fraud or abuse. The 1977 regulations specified more 
stringent eligibility requirements for sponsors. outlined procedures 
for terminating a sponsor's contract in the event of noncompliance 
with service procurement requirements, and initiated enhancf'd 
quality control measures as cited earlier. A clearinghouse report, 
being compiled by the USDA, will list food service management com
panies and their summer food performance histories. Conventional 
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methods involving administrative or judicial penalties to reduce 
program abuse do not have the strength of deterrence in the Summer 
Food Service program as in other assistance programs. The provisions 
for suspending sponsors and vendors or thier claims are restricted 
by the guidelines in the program regulations. It is difficult to 
prosecute or obtain recoveries from sponsors such as churches and 
community and special interest organizations. The Office of Audit, 
USDA, has recommended the states be considered liable for any fis
cal losses from sponsors or vendors, if recovery is not forthcoming. 
States can withhold prograw payments to sponsors who are delinquent 
in returning overpayments. . Fraud cases ar'e handled by the U. S. 
Department of Agriculture's Office of Inspector General or the 
respective State's Attorney General. There are no special fraud or 
investigati1re units to accept oversight and control responsibilities 
for the Summer Food Service program. 

4Ibid ., p. 4l. 
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C.OMPREHENS IVE EMPLOYMENT AND TRAINING ~ROGRAM (CETA) 

!1~of Benefit: Service 

Sponsor: U.S. Department of Labor 

Pro...~;a.m Administration: Decentralized to more than 440 prime spon
sors, which are either states, units or 
local government, or consortia of lvcal 
government, and which receive either for
mula grants or project grants. 

OVERVIEW 

The legislative authority for CETA Titles I, II, and VII is 
found in the Comprehensive Employment Act Amendment of 1978, 29 
U.S.C. 801 (1963). 

The overall purpose of CETA is to provide job training and 
employment opportunities for economically disadvantaged, unemployed, 
and underemployed persons and to assure that training and other 
services lead to maximum employinent opportunities and enhance self
sufficiency. This is done through the establishment of a flexi~le 
and decentralized system of federal, state, and local programs, 

. Title I (How Title II-A, B, C) provides for institutional (i.e., 
classroom) training, as well as on-the-job training. with eligibility 
criteria focusing on the "hard-to-employ." Title II-A provides for 
supplemental vocational education assistance in addition to the 
basic CETA grants allotted to a jurisdiction. These special grants 
to governors can amount to six percent of the grants received under 

IThe other titles of the CETA program have not been reviewed 
in th~ Fraud and Abuse study, because either they contain the ad
ministrative provisions of the Act or they are the continuation of 
previous "categorical" employment programs, They are: • Title III: 
Special Federe! Responsibilitie3 {categorical programs; skill train
ing and improvement program STIP for previous CETA participants 
who have been unable to find jobs in the private sector; and re
search, training, and evaluation); 8 Title IV: Youth Progr~~s; 
... Title V: Establishment of a National C01IDlliss:ton for Employment 
Policy; • Title VII: Private Sector Opportunities for the Economi
caLly Disadvantaged; and. Title VIII: Young Adult Conservation 
Corps. 

2 I 

Office of Management and Budget, Catalog of Federal Domestic 
Assistance 1978 (Washington, D.C.: U.S. Government Printing Office 
May 1918), p. 575. ' 
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certain sections of the CE:rA law. Title II (now Title II-D) pro
vides funds for the trairdng activities covered in Title I, and 
adds a Public Service Employment (PSE) component. Title VI, the 
"Emergency Jobs Program\! provides for additional PSE, as a counter
cyclical measure (tied to the unemployment rate), with $2.5 billion 
auth(lrized initially, for FY 1975. 3 Criteria for training and 
employment are discussed in the follolJling section. 

In fiscal year 1978, approximately $4.2. billion were expended 
for Titles I, II, and VI combined. For fiscal year 1979, it is 
estimated that almost $8 billion will be spent for Titles I and VI. 
The following chart shows the number of enrollees served in fiscal 
years through 1978. 4 

1976 1977 197 
Title I: 1,672,000 1,415,600 1,314, 

Title II: 252.300 352.900 210. 

Title VI: 481.200 592.900 1,008, 
~ 

:~~ 
1.300 I 
~ 

BENEFITS AND ELIGIBILITY 

Historically. CETA has developed :.~om a categorical employment 
program. In 1969, it was changed to reflect a greater interest in 
local community responsibility for employment problems and to pro
vide for a general emphasis on revenue sharing. Monies are provided 
on a formula basis to states and other political subdivisions 
(including consortia of governments) that meet a population require
ment of 100.000. The formula variables. defined by statute are 
based on a combination of local unemployment rates and the propor~ 
tion of persons with incomes less than 70% of th~ Department of 
Labor's lower living atandard budget. 

The states or political subdivisions must submit an employment 
plan to the regional offices of the Department of Labor. The offices 
revi~w the plan; however. this appears to be rather perfunctory since 
the legislation intends local initiatives. Upon approving the 
employm~n,t plan the regional office enters into a contract with the 
elected official of the political subdivision. Each subdivision must 
have an advisory committee composed of labor. management, and busi-

3The Impleme~tation of CETA in Eastern ~assac~usetts and Boston, 
U.S. Department of Labor, Employment and Training Administration. 
R&D MQnograph 57 (Washington, D.C.: U.S. Government Printing Office, 
1978). p. 6. 

4per January 18, 1979 telephone conversation with CETA adminis
tra.tive staff. Washington. D. C.: U. S. DepartmE-nt o:f Labor. 
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ness representatives from the community. This advisory group re
views applications from employers seeking to provide jobs. Adminis
trative costs of the program are covered in the total allocation 
made to the political entity prime sponsor, but they are not to 
exceed 15% of the total funds allocated. 

The political subdivision is responsible for training adminis
trative and program personnel. A "Federal Representative" from 
the regional off~.ce is assigned to monitor each program. The Federal 
Representatives can also offer technical assistance 'to the prime 
sponsors, and can be a valuable liaison between the regional offices 
and the sponsors. 

In order to qualify as a CETA candidate, a job or training 
recipient must meet at least one of the following criteria: 

• Have received unemploy~ent compensation for 
15 weeks or more. 

• Have exhauRted unemplo}~ent compensation 
benefi.ts. 

" Not be eligible for unemployment compensation) 
but be unemployed. . 

• Be a member of a family reCel.Vlng AFDC under 
state plan (Part A of Social Security Act, 
with family income less than 70% of the 
BLS lower living standard budget). 

• Have been unemployed for 30 days prior to 
application, except in areas of excessively 
high unemployment, in which case persons 
need only be unemployed 15 days (applies to 
50% of the non-project jobs under Title VI 
and Title II, if residing in an area of 
substantial unemplo)~ent) 

These criteria, particularly the one concerning family income, 
have given rise to complicated formulae and extensive paperwork, 
for which local program administrators have had to be trained. 
Where state agencies train CETA administrators, the situation is 
complicated by the fact that each prime sponsor may run its CETA 
program differently. 

The benefits, which are subsidized jobs, may be renewed on 
an annual basis. The precise amounts received by each pr~e sponsor 
vary according to the area's share of unemployment. Individual 
recipi~nts may continue in their jobs if they are unable to find 
unsubsidized positions in the private sector. 
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OPPORTUNITIES FOR FRAUD 

Provider Fraud 

Prime sponsors in CETA may include the following organizational 
structure: 

• States 

• Units of local government which meet certain 
population requ.irements (usually 100,000 
persons) 

• Combinations of units of local government 

e Some cooperative rural area employment pro
grams 

These sponsors, in turn, may elect to run their own employment 
and/or training programs, or may subcontract all or part of them 
to private providers or to other government agencies. 

Distribution of funds from the prime sponsors to actual program 
operations takes different forms, ,particularly in view of the 
emphasis on local decision-making. For example, some balance-of
state (BOS) consortia (groupings of counties which do not meet the 
minimum popUlation criteria) have elected to run their CETA programs 
through state Departments of Education, Labor or Commerce, while 
others have subcontracted the funding to each individual county. 
Still others may hire private organizations to run the programs. 

Every time funds are tI'.:nsferred, an opportunity for fra.ud or 
abuse exists. From this, the major types of provider fraud are: 

e Embezzlement of federal funds by creating 
"ghost" eligibles who are fictitiously 
reported as working at jobs or in training. 
The provider then pocke.ts the money which 
had been earmarked for paying recipients. 

• Allowing enrollment in the program by per
sons known to the provider to be ineligible 
according to the legislated criteria, often 
for political patronage considerations . . 

• Coaching of recipients to make fraudulent 
claims. 

• Using CETA funds to pay for positions which 
would otherwise have been funded from local 
sources. This is called "maintenance" of 
effort", because federal funding i~ being 
used for maintenance of public services and 
public employment. 
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Recipient Fraud 

Recipients, themselves, can misrepresent their eligibility 
by unde=-re~)orting their family income of their length of unemploy
ment. However, there is a very low proportion of ineligibles 
certified compared with other abuses of the program. The worst 
cases of eligibility abuse are in the summer employment programs 
where large numbers of applications must be processed within a 
short period of time. The countercyclical PSE program (Title VI) 
would also be subject to the problem of a large number of applica
tions during an economic downtu~n. 

ENFORCEMENT TECHNIQUES USED IN THE CETA PROGRAMS 

Recipient eligibility ana certifi.cation are handled by the 
state employment agency in conjunction with the prime sponsor. 
Usually, there is no computerization of eligibility rolls since it 
is too costly for local government. However, some states do cross
match their CETA rolls with Unemployment Insurance and Public 
Assistance rolls. 

The representative from the regional office of the Department 
of Labor is responsible for monitoring prime sponsor procedures 
and auditing contractors' books to assure consistency of wage records 
and compliance with CETA requirements. Additionally, prime sponsors 
can audit their contractors' books and performance. 

The decentralization of CETA makes enforcement difficult, 
although the Department of Labor requires an enormous amount of 
paperw~rk from the prime sponsors, as follows: 

In addition to the planning document, the prime 
sponsor must supply the Regional Office of the 
Department of Labor with an incredible array of 
reports, e.g., program planning summaries, pro
gram status summaries, PSE occupational summaries, 
financial status reports, etc. Occasionally, the 
prime sponsor must even provide "assurances" and 
"certifications" ~hat it is adhering to all regu
lations. Perso~s connected with the day-to-day 
CE1'A operations are not surprised that the Presi
dent's Commission on Federal Paperwork deter
mined that the amount of paperwork required under 
CETA "prevented the program from serving its in
tended beneficiaries." The report IN'ent further 
to say that the Department of Labor tended to 
"].egislate through the issuanc. of guidelines 
and regulations." Whether or not the volumes of 
reports and paperwork are necessary to assure 
that the funds are used in an honest manner and 
do get to the persons designated as target groups 
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in the legislation is hard to determine. There 
are good arguments on both sides of the issue. 5 

The new CETA law passed in October 1978 addresses the issue 
of "maintenance of effort" and tightens the regulations restricting 
it. The term "maintenance of effort" refer~ to the practice of 
using Title VI (PSE) monies to provide those services which the 
local government is mandated to provide as part of its basic func
tion, us:i;ng regular municipal employees rather than CETP_ enrollees. 
It is anticipated that the new Office of Inspector General in the 
Department of Labor will follow-up on allegations of serious abuse 
involving "maintenance of effort." Presumably, prime sponsors 
which flagrantly violate "maintenance of effort" or other regula
tions, or those who ignore eligibility criteria, could be dropped 
from the CETA program. Realistically, this is unlikely to happen. 
Under the current organization of CETA, without the prime sponsors, 
there would be no way to get the money to those recipients who 
need it. 

5The Implementation of CETA ill Eastern Massachusetts and 
Boston, Q£. cit., pp. 35-36. 
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VOCATIONAL EDUCATION - BASIC GRANTS TO STATES 

Type of Benefit: Service 

Sponsor: U. S. Department of Health, Education, and Welfare 

Program Administration: Decentralized in a federal-state 
partnership 

OVERVIEW 

The Vocational Education program of the Office of Education, 
Department of Health, Education, and Welfare, is authorized by the 
Vocational Act of 1963, as amended, P.L. 94-482, 20 U.S.C. 2301 to 
2461. 

The program objective is: 

To assist states in improving planning and in con
ducting vocational prcgrams for persons of all ages 
in all cotmnuniti.es who desirI and need education 
and training for employment. 

The Vocational Education program provides for the funding of 
vocational education programs, construction of vocational educa
tion school facilities, placement services for students successfully 
completing vocational education programs, support services for 
women entering traditionally male-oriented vocational programs, day 
care services for children of vocational students, and state and 
local expenses for the administration of the program. States are 
required, under federal law, to allot certain portions of their 
services for vocational education for the disadvantaged, the handi
capped, and persons of limited English-speaking ability, as well as 
for post-secondary and adult vocational education. The program 
can be administered in conjunction with other federal assistance 
programs that are considered suitable for joint funding according 
to federal regulations. Any individual requiring vocational train
ing may participate in the program. 

States. desiring to provide the Vocational Education program 
services must submit a five-year state plan and annual program plan 
to the Commissioner of Education for approval. Funding for the 
state programs is determined by a set formula relative to the age 

lOffice of Management and Budget, Catalog of Federal Domestic 
Assistance 1978 (Washington, D. C.: U. S. Government Printing 
Office, May 1978), p. 266. 
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, distribution of state populati.ons as compared to the national dis
tribution and the previous year's allotment. The funding formula 
allows more funding for the low'er income states than for higher 
inco~e states. The federal share of funding for fiscal year 1978 
and fiscal year 1979 is estimated at $413 million and $430 million, 
respectively. An estimated 16 million students enrolled in Voca
tional Education programs in fiscal year 1978. 2 

Qpportunities for Fraud ~nd Abuse 

~he area in which fraud and abuse of the Vocational Education 
program may occur is in the contractual relationship between the 
schools providing vocational training and the administering state 
agencies. The Inspector General Annual Report for 1977 noted that 
there was no systemic assurance that the appropriated funds ~"ere 
being furnished to the appropriate agencies and training programs. 
SCHlle institutions received funding when the local employment oppor
tunities were unavailable or insufficient to warrant such training 
programs. J There have been instances also in which vocational 
schools and training institutions have received funds for ficti
tious students, for students who never enrolled, or for students 
who dropped out prior to completion of the programs. 

Enforcement Methods 

Vocational Education programs are subject to continuous eval~ 
uation by the state boards for vocational education and annual 
evaluation by State Advisory Councils (required to assist in admi'a
istering the programs). The annual plans and annual program reports 
are rev~ewed by HEW with the states. On-site management evaluation 
reviews are conducted periodically to assess the compliance and 
quality of program administration. Audits of the state and local 
agencies are conducted in accordance with HEW regulations; each 
state agency is audited by HEW at least once every five years. As 
a result of the findings regarding program abuse, as cited in the 
1977 Inspector General report, the Office of Education plans to 
strengthen the guidance, monitoring and evaluation of all levels 
of Vocational Education administration. 4 

2Ibid ., p. 267. 

30ffice of Inspector General Annual Report, April 1 1977-
December 31, 1977 (Washington, D. C.: Department of Health, 
Education and Werfare, March 31, 1978), pp. 14, 107. 

4Ibid., p. 107. 
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PART E: CONTRACT PROCUREMENT AS BENEFIT 

The method by which govrernments most frequently obtain services 
is through contracts v;'ith private enterprise. These contracts serve 
a dual function of providing needed services to an agency and pro
viding income to the individual business firms. Under the~a) 
Contracting programs from the Small Business Administration Minority 
monies flow from the Federal agency to minority-owned small bus:.l
nesses for either professional, e.g., research centers, or non
professional, e.g., food service to military installations. The 
steps involved in a typical procurement include the following: 

The agency develops a contract solicitation, which 
describes its purchase requirements and sets forth 
conditions which the contractor must meet. That 
solicitation is publicized and businesses submit 
bids or responses to it. In negotiated procure
ments, the agency is able to evaluate and discuss 
the components of each response with the company 
who submitted it; in formally advertised procure
ments, the agency checks each bid to see if it meets 
the terms and conditions of the solicitation. The 
agency then selects the apparent winner. In nego
tiations, the apparent winner is the firm whose 
proposal, after evaluation of price, technj.cal and 
other factors, best meets the terms of the solici
tation. In formal advertising, the winner is the 
firm which responded to the terms of th~ solicita
tion a.nd submitted the low bid. After selection 
but before the actual signing of a contract, the 
agency looks at the apparent successful firm to 
determine if it has adequate financial resources, 
will be able to meet delivery schedules, has ade
quate technical capabilities, a satisfactory past 
record of performance and is otherwise qualified 
for the award. The purpose of this review, which 
is called a responsibility determination, is to 
determine if the contractor who has been respon
sive to the terms of the solicatation and has 
submitted the best offer is responsible to be 
awarded the contract. 

Contract procurements appear vulnerable to several patterns 
of misuse. The one most publicized in the 8(a) program has been 
"fronting" where non-minorities use a minority front to obtain 

ISmaIl Business Investment Act of 1978, United States Senate 
95th Congress, 2nd Session, Report No. 95-1140, Calendar No. 1059, 
Aug~st 23, 1978, y. 5. 
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contract benefits. The program has seen problems with defaults, 
with the misuse of advance loan payments (advances used to open 
savings accounts and draw interest); and a tendency to continue 
on. the program and not "graduate" to a status where it could obtain 
its own contracts without government assistance. 

Audits and investigations following complaints of problems in 
individual programs have detected these patterns of offenses. 
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MINORITY CONTRACTING 
(Minori.ty Business Development - Procurement Assistance) 

Type of Benefit: Government Contract 

Sponsor: Small Business Administration 

Program Administration: Decentralized to SBA's district offices 
with regional office supervision 

OVERVIEW 

The authority for the Minority Contracting program is found 
in the SBA Act as amended 15 U.S.C. 631, 637 and 698 (1953), and 
the Economic Opportunity Act of 1964 42 U.S.C. 2901, 2902, 2906b 
and 2906c as amended. The purpose of the Minor.ity Contracting 
program, which is also known as "8(a), is to: 

insure participation of businesses that are owned 
and controlled by 'disadvantaged' persons, in 
federal contracting, and to est:~blish small manu
facturing service and construction concerns, that 
will become independent and self-sustaining in a 
normal compet:itiv~ environment. l 

Federal agencies offer selected contracts to SBA. which sub
contracts the work to firms owned by persons who are "socially or 
economically disadvantaged." The SBA, therefore, is considered as 
the prime contractor, and the minority firms are the subcontractors. 

During fiscal year 1977, 2,727 contra~ts with a total value 
of $547.6 million were awarded to 1,061 disadvantaged companies. 
Considering that a purpose of the legislation is that the companies 
become independently viable in their marketplace, very few have 
actually been "graduated" from the program. Some have been "ter·
minated" because the SBA has subsequently concLuded that the firJDs 
will never be able to achieve self-sufficiency. But many "limp 
along," surviving solely on the basis of their SBA contracts. As 
of 1977, only 112 of the more than 3,000 companies involved with 
8(a) since 1968 had gone on to achieve self-sufficiency. This 
situation may stem from the fact that the demand for some of the 
services, e.g., keypunching, provided by 8(a) firms is sl.i..ght1y 
outside the government sector. Or, the lack of self-sufficiency 

10ffice of Management and Budget, Catalog of Federal Domestic 
Assistance 1978 (Washington, D.C.: U.S. Government Printing Of
fice, May 1978), p. 759. 
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may stem from the disadvantaged firms I need for technical and nlar
keting assistance, along with the dollars provided by. the contracts 
themselves. Therefore, the 8(a) prbgram has recently begun to 
emphasize provision of technical and marketing assistance to firms 
with 8(a) contracts. 

BENEFITS AND ELIGIBILITY 

The primary criterion foI' program eligibility is qualification 
as a "disadvantaged person." These are persons who, because of 
reasons beyond their control, have been deprived of the opportunity 
to develop and maintain a competitive economic position because of 
social or economic disadvantage. In many cases, persons in the 
following minority groups have been so deprived: Black-Americans, 
American Indians, Spanish Americans, Oriental Americans, Eskimos, 
and Aleuts. However, the class of socially or economically dis
advantaged is not limited to members of these groups. 

In order to apply for the program, the firm must show that it 
is "economically and socially" disadvantaged. The burden of proof 
for sustaining the claim of deprivation is placed on the firm. The 
regional office of the SEA must verify the information supplied by 
the applicant, but the term "disadvantaged" is often subject to 
varying interpretations. 

Contracts run from 30 days to a year and are usually renewed. 
Originally, there 'was a time limit of three years for program par
ticipation. It was later lengthened to five years, and now there is 
no time limit. Each firm must send an up-date ot its business 
plan to the SilA office annually. The business plan is developed by 
the entrepreneur with the guidance of 8. SBA business development 
specialist and defines the mutual responsibilities of both SBA and 
the 8(a) firm. 

OPPORTUNITIES FOR FRAUD 

The major fraud in the 8(a) program has been "fronting," where 
an apparentl.y eligible person has "headedli a firm which, in reality, 
is not disadvantaged. The "front" usually does nothing for or with 
the firm, other than signing the papers to apply for the SBA
sponsored contract. Where analyses of the ownership, i.e., the 
stock distribution of the company are made by the SBA regional or 
district office, fronting is less likely to succeed. In addition 
to blacks acting as fronts for white-owned businesses, contracts 
have sometimes been let to blacks who did not appear to be disad
vantaged. 

Misuse of contract funds by 8(a) firms has occurred, but can 
be minimized through the use of quarterly audits. District and 
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regional offi.ce directors have sometimes accepted kickbacks and 
bribes for Letting contracts to certain firms or making o":her 
"political" decisions. 

ENFORCEMENT METHODS USED IN MINORITY CONTRACTING 

The minimum proportion of minority ownership of a company which 
is required for an 8 (a) contract is l'et by 1 a'\>,; , but the maximum 
varies among the regional offices. Analysis of tbe claim of minor
ity ownership is central to the elimi:nation of fronting. Some of 
the techniques used by SBA to analyze ownership are as follows: 

• Determination of who are stockholders in 
"disadvantaged'" companies 

• Det'~rmination of whether the firm is, in fact, 
"di.sadvantaged" or whether it is just poorly 
managed and, therefore, not eligible 

• Exami.nation of joint ownership in arrangements 
to see who, in fact, con.trols the company 

• Determination of whether or not "management 
agreements" will result in bettering the firm 
economically. 

Each 8(.!).) contractor must submit quarterly financial statements 
to SBA in order that th~ progress of the firm can be monitored 
effectively. 

Most of f;he district and/or regional offices hold meetings to 
determine eligibility for the program, to review the firms annually, 
to assess balance sheets, and to evaluate management and technology 
absorption rates for "weaning" from the program. 

Since district offices are the prime contractors, most are 
, audited by their regional office on a uarterly basis. Audits of 

subcontracts, that is, the 8(a) contractors, are not done on a 
regular basis, but rather as needed. The agency does send out a 
qaestionnaire to all contracting agencies asking about performance 
standards and whether there is a need to have a special site 
visit fron', SBA personnel. Each 8 (a) firm is visited by regional 
or district offtce staff .approximately once a year; in some in
stances, they are v:i.sited more frequently. Some program admini
strators believe that more on-site visits would improve the record 
of contracting firms, because they would identify the areas requir
ing technical assistance, or they would become aware of those firms 
which are not functioning properly under the terms of their contracts. 

In addi.tion, there is a surveillance team available from the SBA 
national office, which can be called upon to inver-:tigate irregular
ities found by regional or district office staff. 
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APPENDIX B: LIST OF RESPONDENTS '1'0 ATTORNEY GENERAL SURVEY 
~~;;..;....~.;..;;;:...;;;...;;.;...;..;;.".--~~ • ..;.;.;;;~~..;;..;;.;,;;.;;..;.;...=-.;;;...;;;..;;.;..;..;;;;.~ 

State of Alabama 
The Attorney Gen.eral 

State of Alaska 
Department of Law 
Criminal Division 

State of Ala.ska 
The Legislature 
Budget and Audit Committee 

State of Alaska 
Department of Health and 

Social Services 
Office of the Commissioner 
Office of In.ternal R'i,view 

State of Arkansas 
Office of the Attorney General 

State of California 
Department of Justice 
Offi.ce of the Attol.ney General 

Stat\:! of Florida 
Department of Legal Affairs 
Office of the Attorney General 

State of Georgia 
Department of Law 
State of Illinois 
Attorney General 

State of Indiana 
Office of the Attorney General 

State of Iowa 
Department of Justice 

Connnonwealth of Kentucky 
Office of the Attorn.ey General 

State of Maryland 
Office of the Attorney General 

The Conwonwealth of Massachusetts 
Department of Attorney General 

State of Mississippi 
Department of Justice 
Office of the Attorney General 

State of Missouri 
Office of the Attorney General 

State of Nevada 
Welfare Division 
Office of the Attorney General 

Sta,te of New Hampshire 
The Attorney General 

State of Ne'w Mexico 
Department of Justice 
Office of the Attorney General 

Sta'ce of New Mexico 
Heal th and Sod.al Services 

Department 
Office of the Executive Director 

State of New York 
Department of Labor 

State of North Carolina 
Attorney General 

State of North Dakota 
Attvrney General 

State of Ohio 
Office of the Attorney General 

Commonwealth of Pennsylvania 
Department of the Attorney 

General 

Commonwealth of Puerto Ri~o 
Office of the Attorney General 

State of South Carolina 
Department of Social Services 

State of Texas 
Attorney General of Texas 

State of West Virginia 
Office of the Attorney General 
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APPENDIX C: LIST OF RESPONDENTS TO FRAUD AND ABUSE SURVEY 
(INFORMATION RESOURCE FORM) 

ALABAMA 

Bureau of Public Assistance for Aid to Families with Dependent 
Children, Department of Pensions and Security 

Bureau of F~od Assistance, Department of Pensions ~nd Security 

ARIZONA 

Assistance Programs Bureau, Department of Security* 
Manpower Grants Nanagement Section, Program Operation Division, 

Department of Employment Security 
Unemployment Insurance Bureau, Department of Economic Security 

ARKANSAS 

Utilization Review' Section, Office of Nedical Services, Division 
of Social Services 

Division of Unemplo~rment Insurance, Division of Employment 
Security, Department of Labor 

Division of Vocational} Technical and Adult Education, 
Department or Education 

CALIFORNIA 

Fraud Prevention Bureau, Welfare Program Operations Division, 
Depa~tment of Social Services* 

Vocational Education Unit, D~~artment of Education 
Audits and Investigation. Division, Department of Health Services 

COLORADO 

Appeals and Recovery Section, Division of Medical Assistance, 
Department of Social Services 

Child Nutrition Un.it, Department of Education 
DiviRion of Food Assistance, Departmen.t of Social Services 
Division of Income 11aintenance, Department of Social Services 
Office of Quality Control, Administrat~_ve Support Division, 

Department of Social Services* 

CONNECTICUT 

Division of Vocationa: Education, Department of Education 

*Multiple responses received from these offices. 
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D3LAWARE 

Assistance PaYI"'~nts Section, Division of Social Services, 
Department of .Health and Social Services 

Division of Unemployment Insurance. Department of Labor 
Food Stamp Section, Division of Social Service, Department of 

Health and Social Services 
Medical Assistance Branch, Division of Social Services, 

De~artment of ~ealth and Social Services 

DISTRICT OF COLUMBIA -.. -

Employment Security, Department of Labor 

IDAHO 

Bureau of Financial Assistance, Division of Welfare, Department 
of Health and Welfare* 

Division of Vocational Education, Board of Education 

INDIANA 

Benefit Administration, Employment Security Division 

IOWA 

Food Stamp Unit, Division of Community Services, D~partment of 
Social Services 

Fraud Control Unit, Job Service 
Incorue Maintenance Section, Bureau of Benefits Payments, 

Department of Social Services 

KANSAS 

Unemployment Insurance Service, Division of Employment~ 
Department of Human Resources 

KENTUCKY 

Bureau for Manpower Services, Department of Human Resources 
Bureau for Social Insurance, Department of Human Resources* 

LOUISIANA --.---
Comprehensive Employment and ~raining ~ct Bureau, Department 

of Education 

-.----
-kr-lultiple responses received from the:se offices. 
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MAINE 

Bureau of Social Welfare, Department of Human Services* 
Division of Medicaid Surveillance and Utilization Review, 

Department of Health and Welfare 
Unemployment Compensation Division, Employment Security 

Committee, Department of ¥~npower Affairs 

Child Nutrition Section, Food and Nutrition Bureau, Office 
of Administration, Department of Education 

Social Services Administration, Department of Human Resources 
Division of Quality Control, Office of Program Planning and 

EvaluatioI"1, Department of Human Resources 
Unemployment Insurance Division, Employment Security Adminis

tration, Department of Human Resources 

MINNESOTA 

Assistance Payments Division, Income Maintenance Bureau, Depart
ment of Public Service 

Income Maintenance-Client Eligibility Unit. Department of Public 
Service 

Surveillance and Utilization Review Division, Income Maintenance 
Bureau, Department of Public Service 

Tax Branch, Division of Unemployment Insurance, Deprtmcnt of 
Economic Security 

MISSISSIPPI 

Division of Assistance Payments, Department of Public Welfare 
Food Assistance Division, Department of Public Welfare 
Security and Fraud Division, Office of Legal Services. State 

Medicaid Commission, Division of Payments Assistance, Depart-
ment of Public Welfare 

MISSSOURI 

Division of Investigation, Department of Social Services 
Employment Servi:As Operation, Division of Employment Security, 

Department of Labor and Industrial Relations 
Overpayment and Fraud Control, Unellployment Insurance Operation, 

Division of Employment Security, Department of Labor and 
Industrial Relations 

*Multiple responses received from these offices. 
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NEBRASKA 

Division of Medical Services, Department of Public Welfare 

NEVADA 

Food Stamp Program, Welfare Division, Department of Human 
Resources 

Summer Food Services Program, Cbild Nutrition Program, Field 
Services Division, Department of Education 

Welfare Division, Department of Employment Security* 

NEW HAMPSHIRE 

Office of Assistance Pa~ent, Division of Welfare, Department 
of Health and Welfare 

NEW .JERSEY 

Assistance Investigation Unit, Division of Public Welfare. 
Department of Human Resources 

Bureau of Medical Care Surveillance, Division of Medical 
Assistance and Health Services, Department of Human Services 

Divisi.on of Unemployment and Disability Insurance; Department 
of Labor and Industry 

Fraud Unit, Office of Program Integrity, Division of Medical 
Assistance and Health Services, Department of Human Services 

State Manpower Services Council, Department of Labor and 
Industry 

NEW MEXICO 

Comprehensive Employment and Training Act Bureau, Employment 
Service Division, Department of Human Services 

Benefit Payments Control, Unemployment Insurance Bureau, 
Employment Division, Department of Human Services 

NORTH DAKOTA 

Economic Assistance. Social Service Board 
Employment Development Division, Employment Security Bureau 
Food Services, Economic Assistance, Social Service Board 
Public Assistance and Supplemental Security Income Liaison, 

Social Service Board . 
Board of Vocational Education, Social Service Board 
Unemployment Compensation Division, Employment Security Bureau 

*Multiple responses received from these offices. 
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OHIO 

Unemployment Compensation, Internal and Administrative Audit 
Department, Bureau of Employment Services 

OREGON 

Adult and Family Services Division, Income Maintenance Section, 
Department of Human Resources 

Career and Vocational Employment Section, Department of 
Education 

Family Assistance Program Unit, Adult and Family Services 
Division, Department of Human Resources 

Manpower Instructional Services, Vocational Education Section, 
Department of Human Resources 

PENNSYLVANIA 

Food Stamps and Work Incentive Program, Bureau of Employment 
Security, Department of Labor and Industry 

Internal Audits and Fraud Control, Department of Labor and 
Industry 

Medical Assistance Unit, Office of Family Assistan~e, Depart
ment of Public Welfare 

State Manpower Planning Council, Department of Labor and 
Industry 

RHODE ISLAND 

Division of Fiscal Affairs, Department of Employment Security 

SOUTH CAROLINA 

Bureau of Economic Service, Division of Assistance Payments, 
Department of Social Services* 

Division of Food Stamps, Bureau of Economic Service, Division 
of Assistance Payments, Department of Social Services 

SOUTH DAKOTA 

Division of Job Services, Department of Laber 
Division of Unemployment Insurance, Department of Labor 

*Uultiple responses received from these offices. 
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TENNESSEE 

Division of Vocational-Technical Education, Adult and Con
tinuing Education Section j Department of Educ.atiofl* 

Food Stamps Program Section, Department of Human Service~ 
Public Assistance Division, Department of Human Services 

UTAH 

Benefit Payments Control, Unemployment Insurance Division, 
Department of Employment Security 

Division of Adult and Vocational Education, Board of Voca
tional Education, Board of Education 

Office of Health Care Financing, Department of Social Services 
School Food Services Section, External Support Service Division, 

Board of Education 

VERMONT 

Child Nutrition Programs, Department of Education 
Civision of Vocational Education, Department of Education 
Unemployment Compensation Division, Department of Employ-

ment Securiy 

VIRGINIA 

Surveillance and Utilization Review, Bureau of Medical Assis
tance, Department of Health 

Unemployment Insurance, Employment Commission 

WASHINGTON 

Claims Investigation Branch, Division of Unemployment 
Insurance, Department of Employment Security 

Employment Service Division, Department of Emplo)~ent 
Security* 

Employment and Training Division, Department of Employment 
Security 

Office of Special Investigations, Department of Social and 
Health Services 

WEST VIRGINIA 

Division of Medical Care,. Department of Welfare 
Employment Service Division, Department of Employment Security 

*Multiple responses received from these offices. 
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· WISCONSIN 

Bureau of Benefits, Unemployment Compensation, Job Services 
Division, Department of Industry, Labor and Human Relations 

Food and Nutrition Services, Division of Management and Planning 
and Federal Assistance, Department of Public Instruction 

WYOMING 

Medical Assistance and Services, Division of Health and Medical 
Services, Department of Health and Social Services 
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APPENDIX D: LIST OF FEDERAL INTERVIEWEES 

UNITED STATES DEPARTMENT OF AGRICULTURE 

UNIT 

Office of Secretary 

Office of Investigation 

Office of Audit 

Office of Inspector General 

Compliance Branch, Family'Nutrition 
Program 

Food and Nutrition Service, Family 
Nutrition Program 

Administrative Services, Food and 
Nutrition Service 

Security and Special Investigation 
Office of Investigation 

Child Nutrition' Services, Summer 
Food Service Program for Childr€ 1 

Office of Program Evaluation, Farmers 
Home Administration 

Compliance Branch, Food Stamps, Area 
Office 

Rural Development, Audit Division 
Farmers Home Administration 

Technical Services Division, Farmers 
Hortle Adminis tration 

Single Family Housing, Farmers Home 
Administration 

Child and Nutrition Program, Regional 
Office 

Office of Investigation., Regional 
Office 
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LOCATION 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

New York, New York 
Atlanta, Georgia 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

Chicago, Illinois 

Atlanta, Georgia 



-
UNIT 

Office of Rural Housing, Farmers 
Home Administration 

School Food Services, Summer Food 
Service Program for Children 

Summer Food Service Program for 
Children, Food and Nutrition 
Services, New England Regional 
Office 

LOCATION 

Austin, Texas 
Oklahoma City, Oklahoma 
Raleigh, North Ca.rolina 
Phoenix, Arizona 

Denver, Colorado 

Burlington, Massachusetts 

UNITED STATES DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE 

UNIT 

Office of Inspector General 

Office of Program Integrity, Health 
Care Financing Administration 

Program Integrity, Health Care 
Financing Administration, 
Regional Offices 

Aid to Families with Dependent 
Children Program 

Medicaid Management Institute 

Social Security Insurance, Region #3 

Medicaid Training, Regional Office 

Aid to Families with Dependent 
Children, Regional Office 

Office of Family Assistance, Soci!l 
Security Administration 
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LOCATION 

Washington, D.C. 

Baltimore, Mar;land 

Denver, C\ 1 orado 
Dallas, Te)~ "3 

San Francisco, California 
Seattle, Washington 

Washington, D.C. 

Washington, D.C. 

Philadephia, Pennsylvania 

Dallas, Texas 

San Francisco, California 

Washington, D.C. 



----------------------------------------------_______________ k _________________ ~ 

UNITED STATES DEPARTMENT OF HOUSING AN-P URBAN DEVELOPMENT 

UNIT 

Office of the Inspector General 

Office of Program Support, Federal 
Disaster Assistance Administration 

Relocation Program Community 
Planning and Development 

Office of the Inspector General of 
Audit, Federal Disaster Assistance 
Administration 

Office of Counsel, Federal Disaster 
Assistance Administration 

Section of Rehabilitation Housing 
Loans 

Federal Disaster Assistance 
Administration,Regional Office 

Office of the Inspector General, 
Regional Offices 

Community Planning and Development, 
Regional Office 

Area Office 

Rehabilitation Housing Loans and 
Community Planning and Develop
ment, Regional Office 

Service Office 

LOCATION 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

Philadelphia, Pennsylvania 

San Francisco, California 

San Francisco, California 
Denver, Colorado 
Seattle, Washington 

Los Angeles, California 

Seattle, Washington 

Denver, Colorado 

Phoenix, Arizona 

UNITED STATES DEPARTMENT OF JUSTICE/UNITED STATES ATTORNEYS 

UNIT 

Fraud Section, Criminal Division 

United States Attorney's Office, 
Northern District of Texas 

United States Attorney's Office, 
Western District of Oklahoma 
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LOCATION 

Washington, D.C. 

Dallas, Texas 

Oklahoma City, Oklahoma 



UNIT -
United States Attorney's Office, 

Northern District of Georgia 

United States Attorney's Office, 
Eastern District of Virginia 

United States Attorney's Office, 
District of Columbia 

United States Attorney's Office, 
Western District of Washington 

United States Attorney's Office 

United States Attorney's Office, 
Western District of Arizona 

UNITED STATES DEPARTMENT OF LABOR 

LOCATION 

Atlanta, Georgia 

Richmond, Virgina 

Washington, D.C. 

Seattle, Washington 

Denver, Colorado 

Phoenix, Arizona 

UNIT LOCATION 

Office of Program Management, Washington, D.C. 
Unemployment Insura.T1ce 

Office of Investigation and Security Washington, D.C. 

Employment and Training Administration Washington, D.C. 

UNITED STATES GOVERNMENT ACCOUNTING OFFICE 

Office of Supe~visory Management 
Auditor, Justice and Law Enforce~ 
ment Matters 

SMALL BUSINESS ADMINISTRATION 

UNIT 

Office of Inspection and Security 

Office of Field Operations 

Office of 'Business Development 

Office of Disaster Assistance 

8(a) Minority Contracting Program, 
Regional Office 
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Washington, D.C. 

LOCATION 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

Philadelphia, Pennsylvania 



UNIT 

Office of Disaster Assistance, 
Regional Office 

Office of Procurement, Regional 
Office 

8(a) Minority Contracting Program 
District Office 

Office of Procurement, Regional 
Office 

Office of House Counsel 

Regional Office 
\ .. ) 

VETERANS ADMINISTRATION 

UNIT 

Office of the Inspector Geueral, 
Director of Investigation and 
Security 

Office of Benefits Control 

Office of Special Investigation, 
Office of the Inspector General 

Office of Veterans Housing Loans 
Service 

Office of Veterans Educational 
Assistance 

Office of Veterans Housing Loans 
and Office of Veterans Educa
tional Assistance, Regional 
Office 

Special Unit for Investigation 
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LOCATION 

Philadelphia, Pennsylvania 

Dallas, Texas 

Richmond, Vi.rginia 

Atlanta, Georgia 

Atlanta, Georgia 

Boston, Massachusetts 

LOCATION 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 

Washington, D.C. 
Los Angeles, California 

Los Angeles, California 
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APPENDIX E: LIST OF STATE AND LOCAL INTERVIEWEES 

UNITED STATES DEPARTMENT OF AGRICULTURE SPONSORED PROGRAMS 

UNIT 

Food Stamp Program, Department of 
Soci.al Services 

Department of Education 

Food 'Stamp Section, Department of 
Health and Rehabilitation Services 

Bureau Child Nutrition Services, 
Department of Education 

Summer Food Service Program for 
Children, Department of Education 

LOCATION 

New York, New Yo;tk 

Albany, Net'l York 

Tallahassee, Florida 

Sacramento, California 

PhoeniK, Arizona 

UNITED STATES DEPARTMENT OF' HEALTH, EDUCATION ,AND WEr.rARE 
'S'PONSORED PROGRAMS 

UNIT WC~IOO 

Department of Social Services, Albany: New York 
Division of MediC!al Assistance 

Office of Special State Prosecutor New York, New York 
for Nursing Homes, Health and 
Social Services 

Office of Standards and Investigations, Lansing, Michigan 
Department of Social Services 

Medicaid Fraud Unit Lansing, Hichigan 
Denver, Colorado 

'Office of Consumer Protection, Office Austin, Texas 
of the State Attorney General 

Medical Unit, Department of Human Austin, Texas 
Resources 

Investigation and Compliance Atlanta, Georgia 
Division, Deuartment'of Medical 
Assistance • 
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UNITED STATES DEPARTMENT OF HEALTH, EDUCATION AND WELFARE 
SPONSORED PROGRAMS --,...) --

UNIT 

Office of Special Administrative 
Services, Legal Services Division, 
Department of Human Resources 

Welfare Fraud Unit, Department of 
Welfare 

Med:.--Cal, Fraud Unit 

Office of the State Attorney 
General 

It<lelfare Fraud Unit, Medical Division, 
Department of Health 

Office of Investigation, Department 
of Social Services 

Special Prosecution Section, Office 
of the State Attorney General 

Provider Review and Sanction Unit, 
Medicaid Program, Department of 
Public Welfare 

LOCATION 

Atlanta, Georgia 

Richmond, Virginia 

Sacramento, California 

Sacramento, California 

Denver, Colorado 

Denver, Colorado 

Phoenix, Arizona 

Boston, Massachusetts 

UNITED STATES DEPARTMENT OF HOUSING AND UFBAN DEVELOPMENT 
SPONSORED PROGRAMS 

UNIT 

Division of Disaster Preparedness 

Office of Civil Defense, Disaster 
Assistance 

LOCATION 

Tallahassee, Florida 

Atlanta, Georgia 

UNITED STATES DEP ARTMEHT OF LABOR SPONSORED PROGMMS 

UNIT 

Department of Labor 

Department of Education 
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Albany, New York 
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UNITED STATES DEPARTMENT OF LABOR SPONSORED PROGRAMS 

UNIT 

Office of llilemployment Insurance 
Payments and TaA Accounting, 
Department of Social Services 

Employment Commission 

Office of Insurance Programs and 
Staff; Unemployment Security 
Connnissiol.1 

UnemploJ~ent Security Cc~ission 

Division of Unemployment Compen
sation, Bureau of Employment 
Servi~es, Department of Commerce 

Unemployment Insurance Unit, Office 
of the State Attorney General 

Employment Security Administration 
District Office 

ENFORCEMENT UNITS 

UNIT 

Investigation Division, 
Department of Human Resources 

Office of Investigation, Department 
of Social Services 

Office of the Acting Welfare 
Inspector General 

Bureau of Audit Operations, Offic~ 
of Audit and Quality Control, 
Department of Social Services 

Income Support Unit, Department of 
Social Services 
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LOCATION 

Albany, New York 

Austin, Texas 

Oklahoma City, Oklahoma 

Oklahoma City, Oklahoma 

Tallahassee, Florida 

Phoetdx. Arizona 

Phoenix, Arj.zona 

LOCATION 

Austi.n, Texas 

Columbia, South Carolina 

New York, New York 

Albany. New York 

Albany, New York I 



ENFORCEMENT UNITS 

UNIT 

Office of Audit and Quality Control, 
Department of Social Services 

Office of Auditor General, Fraud 
Division, Division of Public 
Assistance 

HUMAN SERVICES OFFICES 

UNIT 

LOCATION 

Albany, New York 

Tallahassee, Florida 

LOCA'rrON 

Social and Rehabilitation Services, Oklahoma City, Oklahoma 
Department of Institutions 

Public Assistance Program, Department Tallahassee, Florida 
of Health and Rehabilitation Services 

Division of Social Services and Staff, Raleigh, North Carolina 
Department of Human Resources 

LOCAL 

UNITED STATES DEPARTMENT OF AGRICULTURE SPONSORED PROGRAMS 

UNIT LOCATION 

Office of the Food Stamp Program New York, New York 

UNITED STATES DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE 
SPONSORED PROGRAl1S . 

UNIT 

Wake County Department of $~cial 
Services 
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UNITED STATES DEPARTMENT OF LABOR SPONSORED PROGRAMS 

UNIT 

Offices of Unemployment Insurance, 
Aid to Families with Dependent 
Children I and Food Stamps for 
Maricopa Connty, Employment 
Security Administration 

LOCATION 

Phoenix, Arizona 

VETERANS ADMINISTRr\.TIO:i SPONSORED PROGRAMS 

UNIT 

Office of Veterans Affairs, George 
Washington University 

Office of Veterans Clerk, Northern 
Virginia Community College 

Office of Veterans Administration, 
Northern Virginia Community College 

Office of Veterans Certification, 
University of Maryland 

Office of Veterans Counselor, 
Montgomery College 
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Washington, D.C. 

Annandale, Virginia 

Annandale, Virginia 

College Park, Maryland 

Rockville, Maryland 



APPENDIX F: TELEPHONE INTERVIEWS 

FEDERAL 

UNITED STATES DEPARTMENT OF AGRICULTURE 

UNIT 

Office of Rural Housing, Farmers 
Horne Aduinistration 

LOCATION 

Woodland, California 
Denver, Colorado 

YNITED STATES DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

UNIT 

Office of Community Planning and 
Development, Area Office 
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Kansas City, Kansas 
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University City Science Center 

APPENDIX G: ATTORNEY GENERAL SURVEY 

November 28, 1977 

ADDRESS 

Dear Sir: 

3624 SCience Center 

Philadelphia 

Pennsylvania 191114 

215 387-2255 

The University City Science Center has been awarded a grant by 
the Law Enforcement Assistance Administration to study fraud and 
abuse in goverrunent benefit programs. The underlying" objective 
is to identify strategies for prevention and deterrence for fraud 
and abuse in present and future benefit programs. The study will 
examine a number of different transaction patterns and the oppor
tunities afforded for fraud and abuse across the states. 

Recently completed studies by both the American Bar Associa
tion, Section of Criminal Justice, Committee nn Economic Offenses, 
and the National District Attorney's Association, Economic Crime 
Project, document the need for effective coordination of investi
gative and prosecutorial resources at all levels of government to 
combat fraud and abuse in public benefit programs. Clearly, 
offices of Attorney General play a major role in this coordination 
effort. 

In order that we may have a better understanding of the inves
tigation and prosecution activities presently underway in your 
office in this regard, we are seeking your comments concerning 
appropriate measures and procedures for dealing with fraud and 
abuse. Specifically, we would appreciate your view on the fol
lowing. 

1. What programs or transaction types particularly lend 
themselves to fraud and abuse in your state jurisdiction 
and why? 
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2. What programs or transaction types afford the most oppor
tunities for large scale fraud and abuse in your state 
jurisdiction? 

3. What common problems are encountered in investigating 
and prosecuting cases of benefit fraud and/or abuse in 
your state jurisdiction? 

4. In your view, what additional resources are needed to 
investigate and prosecute benefit program fraud and 
abuse, i.e., increased personnel, improved methods for 
case weighting and screening; more funds for benefit 
program prosecution? 

5. Within your jurisdiction, have criminal rather than 
civil remedies been generally more effective in combat
ting fraud and abuse? 

6. In your view, what incentives should be built into bene
fit programs to provide opportunities for detection, 
prevention, and prosecution? 

At a later time, we will be making si.te visits to a number 
of state and local jurisdictionEl to talk directly with prosecu
tors, investigators, administrators, and program personnel. We 
would appreciate your suggestions about others whom you believe 
should be contacted in the course of the study. 

Please be assured that responses to these inquiries will be 
treated confidentially and not released. We ask that all comments 
be returned by December 20, 1977. If you wish further information 
about the project, do not hesitate to contact either myself or my 
colleague, Ms. Andrea Lange at (202) 483-7600 or Mr. Bernard 
Auchter, the project monitor in LEAA, at (202) 376-3994. 

Your assistance and cooper~tion is very much appreciated, and 
we look forward to hearing from you. 

Sincerely, 

Don H. Overly, Director 
Program Development & Management 

DHO/meb 
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INTRODUCTION 

APPENDIX H 

FRAUD AND ABUSE IN GOVERNMENf 

BENEFIT PROGRAMS 

INFORMATION RESOURCE FORM 

The University City Science Center is currently conducting a national 
study of fraud and abuse in govenunent benefit programs. The study will 
provide information on benefit program administration, patterns of fraud 
and abuse, and prevention and deterrence strategies undertaken by federal, 
state, and local govenunents. The following questions cover aspects of 
benefit programs, operations , and fraud and abuse detection and prevention 
efforts. Your cooperation in responding to the questions in full is 
critical to the objectives of this national study. 

ALL RESPONSES WILL REMAIN TOTALLY mNFIDENTIAL AND WILL NOT BE ATIRIBUfED 
TO flNY STATE OR LOCALI1Y. 

1. BASIC PROGRAM OBJECTIVES 

IF YOUR OFFICE ADMINISTERS t.DRE 1HAN ONE PROGRAM IN 1HE FOLlDWING LIST. 
PLEASE XEROX AND FILL OUT A SEPARATE INFORMATION roRM roR EArn PROGRAM. 

1. Please check which program you will be describing in this resource 
fom? 

MEDICAID ---
___ AFDC(ADC) 

___ S.lJM.1ER FEEDING 

___ CETA 

VOCATIONAL EDUCATION __ UNEMPLOYMENT CO\1PENSATION ---
FOOD STAMPS ---

2. Could you briefly describe the objective(s) of the program your 
office administers? 

3. Please check all the characteristics which apply to the ultimate 
beneficiary s~ed by your program? 

• MEDICAID: Young __ Old _ Unemployed __ Urban Resident __ 

Rural Resident Disaster Victim Income Standard 

Other (Speci fy) 
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• AFOC(ADC): Yotmg Old Unemployed Urban Resident - - --- --
Rural Resident Disaster Victim Income Standard ---
Other (Specify) __ 

• VOCATIONAL EDUCATION: Young __ Old __ Unemployed __ Urban 

Resident Rural Resident Disaster Victim Income 

Standard __ Other (Specify) __ 

• J!X)D STAMPS: YOtmg __ Old __ Unemployed __ Urban Resident __ 

Rural Resident Disaster Victim Income Standard ---
Other (Specify) __ 

• S1J».tER FEEDING: Young __ 01d __ Unei11ployed __ Urban Resident _._ 

Rural Resident Disaster Victim Income Standard ----
Other (Specify) __ 

• CETA: YOlUlg __ Old __ Unemployed _ Urban Resident __ Rural 

Resident Disaster Victim Income Standard 

Other (Specify) __ _ 

• UNEMPlDYMENT CDMPENSATION: Young __ Old _ Unemployed 

Urban Resident Rural Resident Disaster Vic.tim ---
Income Standard Other (Specify) __ 

4. What type(s) of benefits does the program that you administer provide? 
Check all that apply . 

• MEDICAID: Food __ Medical Assistance _ Income Suport ---
Education Disaster Assistance Employment -- ---.---
Employment Training Other (Specify) -- -

• AFDC(ADCl: Food __ Medical Assistance __ Income Support --
Education __ Disaster Assistance __ Employment ---
Employment Training _ Other (Specify) __ 
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• VOCATIONAL EDUCATION: Food Medical Assistance Income 

Support Education Disaster l\ssistance Employment -- -- ----
Employment Training __ Other (Specify) __ 

• FOOD STAMPS: Food __ Medical Assistance __ Income Support __ 

Education _._ Disaster Assistance __ Employment __ 

FJnployment Training __ Other (Specify) __ 

• S~R FEEDING: Food __ Medical Assistance __ Income Support _ 

Education __ Disaster Assistance __ Employment __ 

Fmployment Training __ Other (Specify) __ 

• CETA: Food __ Medical Assistance __ Income Support __ 

Education __ Disaster Assistance __ Employment __ _ 

Fmployment Training __ Other (Specify) __ 

• UNfMPLOYMENf CDMPENSATION: Food Medical Assistance Income 

Support __ Education __ Disaster Assistance __ Employment __ 

Employment Training Other (Specify) -- --
5. Do third party providers participate in the program you administer 

e . g., eloctors, teachers? 

Yes If ''Yes'', specify which providers -----
No ---

I I. ProGRAM OPERATIONS AND PROCEDU"nES 

6. Please provide the full name of your section/division and organization. 

7. Are responsibilities for administration of your program split between 
the state and the localities, e.g., city, county. 

Yes --
If ''Yes, please go to 
question 8. 

No ----
If ''No, please go to question 9. 
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8. Please check which responsibilities are those of the loc~lities 
and which are those of the state? Check all that are appr0priate. 

~ 

STATE LOCALITY 

Adminis tra tion --
Establishment of Eligibility - -
Casework - -
Fund Disbursement - -
Recertification of Eligibility - -
Benefit Appeals - -
Audi t, Accounting - -
Quality Control - -
Fraud/Abuse Detection - -
Fraud/Abuse Investigation - -
Fraud/Abuse Prosecution - -
Other (Specify) - --
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9. 

10. 

11. 

I 

In approximate numbers, how many staff are employed to administer 
'the benefit program? _____ _ 

In approximate numbers, how many of the staff who administer the 
program are full-time state employees? ----
What specific functions does the staff admblistering the program 
perform? Please check "Yes" or ''No" where applicable and provide 
an approximate number of employees. 

FUNCfION YES NO NUMBER OF EMPlDYEES INVOLVED 

Staff Supervisors 

Eligibility Workers 

Caseworkers 

Fraud Investigators 

Internal Auditors 

Other (Specify) 

12. Please describe the training practices used by your office for various 
categories of personnel, e.g., eligibility worker receives two weeks 
orientation training, annual refresher courses. Check all that 
are appropriate and provide frequency. 

Staff Supervisors 

Eligibility Workers 

Orientation 
In-Housel -
On-the-Job 
Specialized 
Courses 
Refresher 
Courses 

· Other 

· Orientation 
In-Housel --
On-the-Job 
Specialized 
Courses 
Refresher 

• Courses 
· Other 
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Frequency __ 

Frequency __ 

Frequency 
Frequency --

Frequency __ _ 

F~equency __ _ 

Frequency --
Frequency --Frequency --



. Orientation Frequency 
In-Housel ---Caseworkers 

On-the-Job Frequency 
Specialized 
COUl'ses Frequency 
Refresher 
Courses Frequency ____ 
Other Frequency ____ 
No Training Frequency ___ 

Fraud Investigators Orientation Frequency 
In-Housel 
On-the-Job Frequency 
Specialized 
Courses Frequency. 
Refresher 
Courses --- Frequency 
Other Frequency 
No Training Frequency 

Internal Auditors Orientation Frequency 
In-Housel 
On-the-Job Frequency 
Specialized ---
Courses Frequency ----Refresher 
Courses Frequency ----· Other Frequency 

· No Training ---- Frequency 

Other (Specify): Orientation Frequency 

· In-Housel 
On-the Job Frequency 

· Specialized 
Courses Freyueiicy __ ._ 
Refresher 
Courses Frequency 
Other Frequency ___ 

· No Training Frequency 

13. Does your office utilize outside consultant assistance for program 
operations? Yes No 

14. If the answer to #13 is ''Yes'', what types of services do the consul
tants perform, e.g., fiscal agents, training of program personnel? 

15. In approximate numbers, what is your average program client-load? 

PCI' week ____ _ Per month ----- Per year __ .. ___ _ 
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16. tJhat was the approximate size of your budget in dollar figures for: 

FY 1977 ------
fY 1978 __ . __ _ 

FY 1979 

III. BENEFIT PROGRAM FRI\lJD AND ABUSE 

17. Is any of the FY 1979 budget earmarked for combating fraud and abuse 
in benefit programs? Yes No 
If "Yes'!, u1.en identify teChiiiques; 

Detection ----
Investigation ---
Audit -------
Quali ty Control __ 

Client Education 

Staff Training __ _ 

Prosecution ----
Administrative 
Proceedings ----
Other (Specify) __ 

IDLlARS PERCENT 

18. Does your program have a working definition of what constitutes 
benefit program fraud? Yes No ___ _ 

19. If the answer to #18 is ''Yes'', please provide the definition. 

20. Does your program have a working definition of what constitutes 
benefit program abuse? Yes No ----

21. If the answer to '20 is ''Yes'' ,please provide the definition. 

22. What types of fraud and abuse have occurred in the program adminis
tered by your office? Please answer with a check in the appropriate 
space. Where no answer is appropriate check "Not Appropriate". 
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• MISREPRESENTATION OF P.LIGIBILITY (approximate frequency; % of the time) 
Not Appropriate 17 76%-100% 51%-75% 26%-50% 11%-25% 0%-10% 
- By Recipient 

- By Administering Agency 

- By Thi I'd Pal ty or 
Authorizing Party 

• RECEIPT OF ADDITIONAL BENEFITS BY THOSE DECLARED ELIGIBLE 

Not Appropriate n 76%-100% 51%··75% 26%-50% 11%-25% 0%-10% -, 
- By Recipient 

'-- By Third Party or 
Authori.zing Party 

• OVERCHARGE FOR BENEFITS PROVIDED 

Not Appropriate 17 76%-100% 51%-75% 26%-50% 11%-25% 0%-10% 
- By Administering Agency 
- By Third Party or 

Authorizing Party -... 
• WITr~LD SERVICES OR MISREPRESENTATION OF SERVICES PROVIDED 

Not Appropriate n 76%-100% 51%-75% 26%-·50% 11%-25% 0%-10% 

- By Administering Agency . 
- By Third Party or I Authorizing Party --

• PROVISION OF UNNEEDED SERVICES 

Not Appropriate n 76%-100% 51%-75% 26%-50% 11%-25% 0%-10% 

- By Administering Agency 

.. By Third Party or 
Authorizing Party -

• MISUSE OF BENEFITS RECEIVED --
Not Appropriate n 76%-100% 51%-75% 26%-50% 11%-25% 0%-10% 

- By Recipient 

- By Administering Agency 

- By Third Party or 
Authorizing Party 
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• ESTABLISHMENT OF "GHOST" ELIGIBLES 

Not Appropriate /~ 76%-100% 51%-75% 26%-50% 11%-25% 0%-10% .-
- By Recipient 

I I " ,---
- By Emp1oyee(s) of 

Adminlster:i,ng Agency 
- By 'lhil'd Party or 

L\uthorizing Party 

- By Private Organizations 
I 

- By Others - -

• MISUSE OF PROGRAM FUNDS: KICKBACKS, PAYOFFS 

Not Appropriate /7 76%-100% 51%-75% 26% - 50% 11%-25% 0%-10% 

- By Recipient 

- By Employees of 
Administering Agency 

- By Third Party or 
Authorizing Party -. 

• COUNTERFEITING OF SCRIP, FORMS, OR IDENTIFICATION 
Not Appropriate ;-r 76%-100% 51%-75% 26%-50% 11%-25% 0%-10% 
- By Recipient 

- By Employees of 
Administe';:ing Agency 

1----
- By Third Party or 

Authorizing Party 

I - By Others I 

• MISUSE OF BENEFIT THROUGH ~ffiEZZLEMENT, STEALING 

Not Appropriate /7 76%-100% 5190-75% 26% -50% 11%-25% 0%-10% 
- By Recipient 
- By Emp1oy0es of 

Administering Agency 
- By Third Party or 

Authorizing Party 
-, By Others 
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• TAMPERING WITH BENEFIT RECORDS 

Not Appl'opriate /7 76%-100% 51%-75% 26%-50% 11%-25% 0%-10% 

I ~ By Recipient 
-

By Fmployees of 

1 Administering Agency 

- By Third Party or 
Authorizing Agency 

- By Others 

Only check if your agency administers Medicare or Medicaid programs . 

• DISCLOSURES OF CDNFLICrING ONNERSHIP PATIERNS FOR PROVIDER SERVICES 

Not Appropriate r-7 76%-100% 51%-75% 26%- 50% 11%- Z5% O%-lO~ 
- By Direct Providers 

- By Third Party or 
Authorizing Agency 

- By Suhcontractors 

23. How do you believe that public infonnation, e.g., knowledge about 
the program, effects deterrence of benefit fraud and abuse? 

Positively __ _ 
(e.g., decreases amount 
of fraud and abuse) 

Has No Impact __ 

Negatively 
(e.g., increas~ount 
of fraud and abuse) 

Don't Know 

24. Do you have any knuwledge or reason to believe that organized criminal 
activity is linked to the benefit program administered by your 
office? Yes No ----

25. Does the program your office is administering utilize prevention 
and deterrence measures to combat fraud and abuse? 

Yes No ----
26. If the answer to #25 above is "Yes", please specify the measures 

being utilized, e.g., training of eligibility workers to discern 
fraud, computer editing, random sampling for quality control. 
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27. Where appropriate, please rate the effectiveness of the following for 
preventing and deterring fraud and abuse in the beneH t program your 
office administers. 

Very Somewhat Not Don't 
Effective Effective Effective Effective Know 

Quality Control -- -- -- -- --
Administrative Sanctions -- -- -- -- --
Organizational O1anges -- --- -- -- --
Education -- --- -- -- --
Investigation -- -- -- -- ---
Prosecution -- --- -- -- --
Harrassment -- -- -- -- --
Legislative Lobbying -- -- -- -- --
Evaluation -- -- -- -- ---
Research -- -- -- -- --

28. How does your office use computer technology? 

29. If your program generates detection and surveillance information by 
computer, what use(s) are made of the information? 

30. Does your office maintain statistical data on the mmlbers and types 
of fraud and abuse cases which have been associated with your 
program? Yes No ----

31. How would you assess the rate of fraud and abuse detection in the 
program administered by your office? 

Le~s than 10% of cases identified 
10 - 29% of cases identified -----
30 - 49% of cases identified 
50 - 69% of cases identified 
70 - 89% of cases identified 
90% or above of cases identified 
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32. Hanr do you measure this success rate? Answer by checking the 
appropriate item(s). 

Number of convictions 

Number of administrative 
suspensions of participation 
in the program 

Type of professional 
association actions taken 
against defrauder or abuser ---

Number of administrative 
terminations of participation 
in the program 

Amount of monetary 
recoupement 

Other (Specify) 

None of the Above 

33. ~11at do you see as the costs of benefit program fraud and abuse 
detection? Check the appropriate scaled item. 

Very Very 
High Moderate: Low None 

Manpower and Personnel 
Cost..; 
• Audit - - - -• Investigation - - - -

Reduced Participation 
of Program Eligibles - - - -
Computer Technology 
Costs - -- - -
Critical Peer Group 
Review Costs - - - -
Public Perception of 
Benefit Programs Costs - - - -
Criminal Justice Costs - - - -
Administrative 
P'roceedings Costs - - - -
Other Costs (Specify) - -- - -
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34. How would you assess the effectiveness of additional detection and 
prevention resources in the program administered by your office? 

[Rank in the order of preference, 1-8J. 

Manpower and Personnel 

Audit 
Investigation 

Computer Technology 
---
---

Critical Peer Group Review ---
Public Education About Benefit Pl'ogram 

Criminal Justice 

Administrative Proceedings ----
Other Resources (Specify) 

---

35. What types of benefit program reform do you believe h8ve corne from 
detection and prevention of fraud and abuse? 

36. How and where have the refonns been implemented? 

37. What types of refonns do you believe should be contemplated for 
future detection and prevention of fraud and abuse? 

38. From an administrative viewpoint, please assess the relative 
effectiveness of the following judicial and administrative detelTence 
str' ,~gies for preventing fraud and abuse. Check where appropriate. 

Very Somewhat Totally Don't 
Effective Effective Effective Ineffective Know 

Civil Court Dispositions -- -- -- -- --
Criminal Court Dispositions -- -- -- -- -
Adrninistl'3tive Dispositions, 
e.g., suspension, tennination -- -- -- -- --
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39. In your view, are there any other agencies that should receive this 
fom? 

Yes No -- ---
40. If yes, please provide the name. ______________ _ 

41. Please feel free to make any additional comments about fraud and 
abuse in the program that your office administers. 

Please print name and title of individual completing "FORM". 

NAME TITLE 

• WOULD YOU PLEASE INCLUDE WIlli lliIS RESOURCE FORM A COPY OF 1HE 
REGULATIONS WIUrn OOVERN ELIGIBILI1Y, PARTICIPATION, AND RECERTI
FICATION OF BENEFICIARIES. 

• PLEASE INCLUDE WIlli nus INFORMATION FORM A COpy OF ENABLING 
STATIITES, GUBERNATORIAL EXECUTIVE ORDERS, !:Tr ) WHIm OOVERN 
THE OPERATIONS OF YOOR AGENCY • 

TIiANK YOU FOR YOUR cx)()PERATI ON 

RESOURCE FORM3 SHOULD BE RE1URNED TO: 

University City Science Center 
1717 Massachusetts Avenue, N.W. 

Suite 101 

Washington, D.C. 20036 

BY OCTOBER IS, 1978 
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APPENDIX I 

RELATIVE EFFECTIVENESS OF 
ENFORCEMENT STRATEGIES 

The fraud and abuse survey contained several items which may 
be used to compare respondents' perceptions of the utility of 
variJus enforcement strategies. It should be noted that the list 
of enforcement strategies used in the survey is similar, but not 
identical, to the final typology ( . strategies developed in Chapter 
3. Moreover, the list of strateg~_~ is not identical across all 
items. This is because the list of strategies used in the survey 
was developed relatively early in the research process; the final 
typology was developed only after all research was completed. 

The fraud and abuse survey asked respondents to rate ten 
strategies on a four point scale of effectiveness for preventing 
deterring fraud and abuse. 1 The average ratings and standard 
deviations for each strategy are provided in Table . It 
should be noted that these enforcement strategies divide them
selves into three major groupings. Prosecution and investigation 
are clearly perceived as the most effective strategies with rat
ings falling between effective and very effective. Legislative 
lobbying and harassment, are viewed as lCdst effective with ratings 
between not effective at all and somewhat effective. The remain
ing six strategies occupy the middle ground between somewhat 
effective and effective. While prosecution was a most favored 
strategy, further ana.lysis of the effectiveness of various types 
of case dispositions indicated some diversity.2 Criminal court 
dispositions received a mean effective rating of 3.11 while civil 
court dispositions were rated at 2.54. Administrative disposi
tions (e.g., suspension, termination), rated at 2.82, exceeded 
civil court dispositions in terms of perceived effectiveness as 
a deterrent strategy. 

lSee Appendix,H, Item 27. 
1 = not effective, 2 = somewhat 
effective. 

2See Appendix H, It.~m 38. 

The values for this item were: 
effective, 3 = effective, 4 = very 
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TABLE XIV 

RANK ORDERING OF ENFORCEMENT STR~TEGY 
EFFECTIVENESS MEAN RATINGS3 

Enforcement Strategy Mean Rating(s.d.) 
Prosecution 3.30 (.86) 
Investigation 3.29 (.68) 
Quality Control 2.84 (.88) 
Education 2.80 (.73) 
Administrative Sanctions 2.75 (1. 04) 
Evaluation 2.72 (.90) 
Organizational Changes 2.45 (.93) 
Research 2.15 (.84) 
Legislative Lobbying l. 63 (. 76) 
Harassment 1.14 (.41) 

To probe the relative value of increasing different enforce
ment strategies, respondents were asked to rank the effectiveness 
of eight different types of detection and prevention resources to 
their current programs.4 Table XV , displays the mean ranking 
and sfandard deviation values. 

TABLE XV 

MEAN RANKING ORDERING OF THE EFFECTIVENESS 
OF PROVIDING ADDITIONAL DETECTION AND PREVENTION RESOURCES*5 

Enforcement Strategy Mean Rank(s. d.) 

Investigators 2.50 (1.68) 
Auditors 2.73 (l. 70) 
Computer Technology 3.17(1.78) 
Administrative Proceedings 4.36 (l.58) 
Criminal Justice 4.66 (1. 88) 
Public Education about 

Benefit Program 5.04 (1. 54) 
Critical Peer Group Review 5.91 (1. 79) 
Other Resources 6.16 (2.57) 

* Lower values represent higher ranking in ~ffectiveness relative 
to the other strategies listed. 

3N = 95 

4See Appendix H, Item 34. Respondents were instructed to rank 
order strategies by placing a value of 1 by the strategy they felt 
would be most effective down to an 8 for the least effective. 

5N = 93 
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As can be seen from Table XV ,the addition of manpower in the form 
of investigators and auditors is ranked as being more effective than 
the other strategies. Overall, these findings suggest that survey 
respondents tend to percei.ve maximum effectiveness in the utiliza
tion of manpower for investigation and prosecution of fraudulent 
activity. 

An inherent difficulty in assessing the effectiveness of any 
strategy is the considerable diversity in the way rate of detection 
is measured. Respondents to the fraud and abuse survey were asked 
to indicate the various criteria they used to determine the success 
of their fraud and abuse detection efforts. 6 Table XVI, presents 
the percent of respondents who checked each type of criteria. 

For those respondents checking various measures, 83% checked 
two or more measurement cTiteria. Taken as a whole, the data 
indicate that the current situation ranges from a complete lack 
of measures (or administrator ignorance of their use) to utilization 
of multiple indicators. 

TABLE XVI 

RESPONDENTS UTILIZING VARIOUS MEASURES OF 
FRAUD AND ABUSE DETECTION7 

Detection Measures 
Percentag~ o~ Respondents 

Utilizing }:[easures 
,--

Amount of Monetary Recou.pment 
Number of Convictions 
Number of Admini.strative Termina

tions of Program Participation 
Number of Adminisl:rative Suspen
sions of Program Participation 

Type of Professional Association 
Actions Taken Against Offenders 

Other Measures 
No Response 

(55) 
(46) 

(42) 

(40) 

(17) 
(12) 
(34) 

A truly adequate assessment of the relative efficacy of dif
ferent enforcement strategies must awa:Lt comparative studies across 
sites and program types using standard measures. However, the 
results of this survey generally suggp.st that detec,tion and deter
rence strategies are generally perceived as mor~ e£:fective than 
prevention strategies; use of concrete measures f01:' detecting fraud 
and abuse seems limited. 

6See Appendix H, Item 32. 

7N = 123 
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APPENDIX J 

SURVEY RESPONSES TO UTILIZATION OF COMPUTER PROGRAM 
DATA ITEMl FOR FRAUD AND ABUSE DETECTION 

MEDICAID 

Generates field investiGations 
Identify practices and patterns of providers 
Reviews by health professionals; referral to peer Review Commission 

for criminal/civil actions 
Reviews by health professionals, investigators; on-site visits to 

providers. recipient lock-in or restriction program 
Determines field audits. educational needs, provider comparison 
Site visits to providers. recipients for audits 
Identification of abuse in prior authorization of beneficiaries. 

and overuse/abuse/fraud by providers 
Cross-agency quality control information on employment. addresses, 

social security from other agencies. 
M}lISj detect potential fraud and abuse by providers; refer to At

torney General fraud unit 
Corrective action; planning purposes 
Identify cases for investigation; policy change considerations; 

pre-payment controls 
SlUR fraud and abuse detection 

AFDC PROGRAM 

Edits that initiate full scale investigations 
Cross-agency quality control 
Project HATCH 
Reports non-compliance. misrepresentation 
Follow-up to determine eligibility; report ineligibilities to 

legal authorities 
Investigative follow-up; case reviews; reporting 
Notifies local administrative agencies of periodic case actions 

due 
Corrective action; planning purposes 

FOOD STAMP PROGRAM 

To recover any losses 
Research to investigators 
Cross-agency quality control 
Investigation resulting in prosecution or termination or surveil

lance 
Eligibility worker evaluates computer information. reports, takes 

appropriate action 
Rejection of documents with already active case number (unless 

an interim change); duplicate purchase list to detect illegal 
purchases made on allegedly lost authorizations 

Audit purposes 
Provides indicators for possible fraud 

1 Open-ended responses to Item 28. Appendix H. 
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FOOD STAMP PROGRAM (cont'd) 

.Corrective action; planning purposes 

CETA PROGRAM 

Cross-checking to prevent duplicate payments 
Audits, quality control evaluation 
Summer program; identify duplicate wage checks for time, attendance, 

client verification 
Sub-contractor auditing 
Identification and collection of overpayments; adjust budgetary 

expenditures 
Cross-match CETA/UI 
Comparison of records and contracts 

UNEMPLOYMENT COMPENSATION PROGRAM 

Match with benefit payment records 
To recoup overpayments 
Establish overpayments and investigate flagrant fraud cases 
Identify improper benefit payments; statistical data; management 

data 
Investigation; determines amount of overpayment; recoup overpay-

ments 
Cross-match data for investigations; verify earnings with employers 
Investigation of employer wage records and claimant benefits paid 
Investigations; initiate prosecutions 
Quality control to indicate claimant violations for reported work 

and earnings 
Investigation; interstate records, cross-match 

VOCATIONAL EDUCATION PROGRAM 

Detect audit exception 

QUALITY CONTROL PROGRAM 

Used by investigators-heavy reliance 
Quality control; eligibility and error rate established 

FRAUD UNITS PROGRAM 

Investigation 
Turn information over to county units for investigation 
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