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~ Don. Overly,.and Stephen-Schack. . Special thanks is extended to'_;f o
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.,enormlty of losses.,n i -:;»(
i ef(GAO), the offrcxal watch- SN

idog audlt agency for the federa
~lost to fraud-and abuse to . be i
~of 11 program expenditures.!
‘are conservative estimates,

st he'gOVernmenty“Zf A ten per- -

fknows the magnltude of fraud. agai
hen it 1s noted that such a- 1oss

‘cent estimate is only impressive
g'rate would drain invexcess of;7<

e In movrng to c°mbat.losses federal state, and 1oca1 govern~**'g

_;,;ments are . committlng stbstantla :audit investlgatron and’ computer =
"-yresources to detection. = Federal and 'state agencies. continue . to .

S view: prosecutlon of criminal fraud cases as a major enforcement ' -

“. ~goal. However, some Jurlsdlctlons have. begun developing civil as

~ - well as non—3ud1c1a1 remedies for program abuses, where cr1mina1 ;j
T‘intent cannot be prbven but some deterrent 1s sought L

S An 1mportant control issue. for the future w111 be establxsh—w
- ~ment .of uniform definitions for program offenses. “In the past, ek
~ 'the terms fraud and abuse, and categorlzations of specific offenses,bu-uﬂ’;
-have been subject to.varying interpretatlon. ‘As one local Food - BRI
. Stamp administrator noted, the U.S. Department of Agriculture de-[_ﬁé E
' fines fraud more broadly than the county and uses the terms fraudu-
~lent issuance and erroneous issuance 1nterchangeab1y though the
. county does not. For purposes of this report, abuse is broadly ‘ o
- 'defined .as the zmproper utilization of a benefit or benefit ‘system. . .
. “Fraud differs only in that the utilization must also be 7Zllegal.
[«gUltrmately, the impropriety or illegality of beneflt system ut111- -
f¢zation remains a Jurlsdlctlonal matter. . - :

L Program design deflclenc1es are also integra1 to control
kxPreviously, de91gn received little attention as a basis for combat—"
. ting fraud. A "delivery-at-all-costs'" philosophy pervaded much ‘of

,,the;program operations.~ Where controls‘were in place; many program

' sonnel either overlooked or circumveated them for: the sake of"
~expeditious- processﬁng of sizeable caseloads. Only in the past
gfive years: have auditors, lnvestigators, and other . enforcement
Ppersonnel taken a proactive role in designing legislation to meet EREE
uenforcement ag-well as delivery needs by acquainting law makers DA SN
Wit he vulnerabilrty of design faults . \

ffuPrograms (Washington, D C
; \jtember 1978) p 1

U S GOVernment Printlng




" basic to coﬂtrol ~While there has been a dramatic increase in the

‘ffstrategles in reduc1ng fraud and abuse. ' No major empirical testing 5

‘e.;ted by a virtually pervasive- lack of data on the size of

ﬁdf,on final dispositions and recidivism. Where with1n~prog
" 'ment data exist for a particular Jurlsdictlon, it is se
«tent with the type of data collected in other Jurisdlc

v;r.“/ ol

The types of enforcement avallable and thelr effectiveneas are

:ﬂ?quantity and variety of control” strategies employed, there has been e
“1little evaluation of the individual or- aggregate value of such '

. of the strategies has been completed nor comparatlve studlee done N
N fdetermlne the. relatlve impactSrA‘ each - . i

The lack’ of study glven enforcement effectiVeness LS'perpetua-
the fraud
,es, and T
am}enforce-. e
.dom cons1s-_

ns.

and abuse problem, on the handling of fraud and abuse ca

"'-781milar1y, the data collected for one kype of program¢1n a given

- of programs in- that same Jurlsdietion  The cross-prijgram/cross-
. jurisdiction inconsistencies make it v1rtua11y 1mpo§s1b1e to build -

 detect causes of fraud and abuse and to develop economical #nd

' V{components were chosen because a preliminary review of the exist-

Families with Dependent Children (AFDC), and Voeational Eduaatzon

vc;'ment (HUD), Rehabilitation Houszng ‘Loans and Fedevral Disaster

. Assistance (FP44); from the United States Department of Labor (DOL),-
o Unemployment Insurance (UI), also called Unemployment Compensation
.- in gome jurisdictions, and Comprehengive Employment and Training.

,fdh(SBA), 8(a) Minority Business Development, also known ds 8(a) Minor-
oty Contractzng, and Physical Disagter Loan Assistance; from the
‘. United Statés Veterans Administration: (VA), Veterans Educational

"T:Jurlsdlctlon usually differs from the data collected. }n ‘other types

‘a single data base for fraid and abuse at this time. Efforts to
R effectlve solutlons are. slowed immeasurably as a consequence

'hDe31gn of the Study

To. address the fraud and abuse control 1ssues, the otudy de-
_tsign was composed of two. 1nterre1ated,parts on-site interviews
-.and survey research covering fifteen benefit programs.- These

“ ing literature on fraud offered no synthesis of current knowledge.
. The combined survey and interview work thus provided contact with o
- a formidable cross-section of federal ‘program officials and en- - o
Vforcement staff 1n all states,,the D1str1ct of Polumbia and Puerto ) ’

leco - _

. Three phases of 1nterv1ews were conducted w1th one hundred
-~ and thirty-four (134) state and local govermment offrces_d"rlﬂw_ SR
‘ 1977 78 - The study f1ndings, therofore, reflect the views of pro-

: : 3Programs rev1ewed are: ~ from the’ Unlted States Deoartmen* of .7
':Agrlculture (USDA), Food Stamps (FS), Summer Food Servide Program for. :
- /Children (SF) and Rural Housing; from the United States Department.

of Health, Education,and Welfare (HEW) , Medicaré, Medicaid, Aid to

“:"(VE), from the United States Department of Housing and Utban Develop—

. Program (CETA); from the United States Small Business Administration

'7;fAsststance (G I. Bill) and Veterans Home Loan Guaranty Program. :

C e

B Y




V;gram admlnistrators, rrauu‘ nvestlgators, audltors prosec tors
“quality eontrol. offlclals, -and others charged with day- :

';“fjgfresponsibilltles for program operatlons, 1ntegrity, ‘and-

o The survey Portlon of the study 1ncluded~tWo parts In Novem
L ber 1977, a survey questlonnairecwas sent to all state Attorney -

‘,f‘fGenerals off1ce°4 ‘to collect information on the current investiga-

o tive. end prosecutorial actlvihies for anti fraud control in these i
- Jurlsdlctlons.,: ' L : _ . e

: Other survev work 1nvolved the aom;nlstratlon of an "Inform :
‘tion Resource Form'" to 216 state officials responsible for’ program
~ -operations and/or énforcement. ' The survey was designed to elicit- "
. information and views on program benefit’ fraud and abuse and wa .f”
. «womposed of three parts including program obJectlves, operations
~and priocedures, and fraud &nd abuse., This survey, - conducted between .
‘September and November 1978 asxeu for data on seven benefit programs
1nc1ud1ng : - | , _

_“Medlcald ' ’ ’ Kol

- Kid to- Famllies w1th Dependent Ch11dren o

- Vocational Education R

Food Stamps - ’

. Summer: Food Serv1ce Program for Chlldren
Comprehensive Employment and Trarnxng Act

;;Unemployment Insurance ‘

giﬁﬁ The survey response rate was appr xmmately 57% w1th one hun-'
~dred twenty-three (123) responses brgken down as follows on page 4

. Findings - ¢
fz c :Ar- Program‘Design

Appllcation f*a vulnerablllty perspectlve to the fifteen pro~;
were reviewed allowed identifidation of ‘major offender "
' categories and patterns of asscciated offenses. "Mlsrepreseut‘ﬂw,
- of e11g1b111. »béileved by'most adminlstrators to account for a

-:progr '?sponsor agencles. or. by thlrd party prov1ders A varlety' '
1of other offense patterns were found including: creation of.''ghos

ligibles, improper use of benefits, receipt of additional benefi;

onercharging,jw1thholding or prov1ding unneeded serv1ces,'accep.(

'Including approprlate offlces in Puerto Rlco and the Dlstrictf{j
Columbxaq s : : \

, 5The return was gratifying in thzs sen51tive area since pro
. grams had to ‘réport on their own inability to prevent fraudulent
activity. It may be indicative of the current high v151b111tyg':>

frauﬁ and abuse igsues and the eagerness to contrlbute *o resea ct

en-t em : , _ : o ERR . S




: ,-svﬁ\'rm RESPONSES

Number of Question- | -.Frequency of, Completed | |
~ naires Sent - Programs | Questlonnawre Returnv@jg%i‘ o
,_40' o beTMedicaid -.‘g_'f-'18_"h. oL as
e -AFDC ' o 18 53
37 b Food Stamps’ Y 20 IR . 1795 EO T P
) 6/”' | Summer Food | 3 6 - .00
f o 37" .. | - CETA . T { - N - X 15 P e
BT /S IRl (R |5 SR T A coe2 4
s ) 1&:}?7' ,”“..Q"Other"6 I R AR T .- X!

,h~or paylng kickbacks, records tamperlng, embezzlement or theft, over- Ky
and under- -payments of: beneflts, counterfeltlnh, and 11Lega1 owncr-'vhbf
’”shlp of beneflt ~services. : , R . '

_ e The research also suggests ‘that certaln types of beneflts are_;

___more susceptible to specific offense patterns than others. While

" cash assistance (in check form) exhibits the simplest transactlon.

_of all benefit types studied, cash benefits show wvulnerability to
pacterns of thefet, embezzlement tamperlng, forgery, counterfeitlng,
and misuse of funds ‘ , . :

. _ Scrlp (showing entlrlement to the bearer) is frequently a tar-'
get for theft either from the rec1prent or in quantities from s
coupon inventories. Since scrip has few identifying characterlstlcs, L

it is readily transferable to other parties and has surfaced in R
.f>severa1 blackmarket type operatlons . : SR

),/

_ Loan beneflts present compllcated trausactlon patterns whefe e
it appears that merely 1ncrea51ng the number of part1en~involvmd/~
- increases vulnerability.  Since documents change several hHands and
v;i,validatlons are required for many. parts .of the elx”fhlllty determi-
. nation, loan benefits are vulnerable to’ misrepresern:ation, forgery,
tampering,. colluslon to defraud and szuse oE documentatlon an&
:beneflts.v SR T e .

. Where service is prov1ded to the cllent and an 1nd1rect flnan el
;“Vaclal arrangement caIled reimbursement is used, programs become tar- =
~ gets for forged or falsified bills and vouchers, bill padding, . e

,[overcharging, dupllcate b1111ng, bid- rlgglng, payment of kickbacks,n S
f”and mlsuse of benef its. ~ _ . PRI -
: 6The category "other" infludes unlts 1ike audlt quallty con-*-
:_trol frava investigatron,,and survelllan e utllizatlon e

[ e




;blddlng,.mlsuse of contract payments,;
»record Lampeflng were well documen ad.

ion to flndlng commoﬂ poxntS-.f- :

. varigus programs, the study also revealed. two pot
-~ research on-the structure and functlonlng of p grams*to_reduc
- fraud and abuse. - Analvses of data on client -
‘assessed rates of fraud and abuse suggestec : I
offenses cannect be assumed to be a ‘simple function of program 3123.¢“
While factors such'as budget size, client 1oad§ and numbe _f “aff
ﬁd1d not correlate. 1th detectlen, vari bles su*b 3

factor in the relatlonshlp between cllenc/to staf f ratlos and F
~and abuse detection rates. - Tralnlng, therefore,. may be -
for: further study relavlve to its 1mpact;on détectxon. s

/».

B. Enforcement :icﬁ. _»‘{"T v»’d f/”“

Enforfﬂmeﬁe - gene: has suffe%ed from an ad¥ 0
tive posture. Quality data has baen phavailable for agsessing pro- .
portions of fraud and abuse or planﬁing fo 1f$f“ontrol *”Gthet
factors such as an absence of legi ive suppol
~ tives, and alternate resolutions ‘of cases that do-ndt rely on L
‘;CrlmlﬁdL 3 ustice dlSpGSlthnb have 1nh1b1ted eurbrrement efforts.-

_ Whlle 1arge ‘sums are now- ‘being expended for development of
computer detection systems, little evaluative study has been, g;ven
“to the real dollar costs and benefits of these systems, the value
of the data that is provided, or-the use made of the:data tor
resclution of cases. Furthen the 1mp1ementat10n of camputerlzeu

- welfare roll matching has.raised serious concerns for.the compati-.

bility of technology usgéd by the fedéral governmen

as well as for the Value of the output asg .a.-dete :

And while matchi ﬂ?has been conducted fo//several-years in some
-states, no follow-up to rev1ew Impact on fraud reduction and xe
,v1sm bas been conducted : v R

fer curbxng offen-*'a
u-',ted Cross :

,éfederéi program agenc1es, but'hasﬁn“
fln the states.~ ' :




Educat‘en/Tralnlng
~Legislative Support =

Quality Control i
Investigation =~ T e
- Financial Auditing e
-Harassment =

Civil and Criminal Prosecutions
. dministrative Adjudications and Remedies
thanlzatlonal Rede31gn ’

Research _

Used SLngularly or together .each strategy garries a dlfferent set
of expectations for enforcement effectiveness. The report conclud s
that when” enforcement units undertake strategles without careful

~ analyses of their associated strengths and weakuesses, limited

- deterrence may result, and commitments may be made to aolutloas that
© are subsrantlally burdened by opportanlty costs

_ 7For a more thorough dxecu351on of methods to compare the
;‘effectlveness of various enforcement strategies, see University
-~ City Sci nce Center, Alternative Strategies for Cost Benefit

use Enforcemerg A Worklng Paper (Wash1ng~




”-CﬁAPTER 1

INTRO@UCTION

Whether measured by number of programs or dcll rs allocated
. government benefits to the needy appear to-have grown dramatically .
in recent decades. Increasingly, however, news media reports sug-
» ' gest that such benefits are depleted by fraud and abusen ‘No . pro-
o - gram or region of.the country seems immune to scandal A Phila-
e ’.>‘de1ph1a news headline reads:— "Waste Alleged in Meal Program;" a
© . New York Times article begins, ""Consumer Board, in Study, Finds _
*  Abuse Among Technical Scbools,“ the Columbus, Ohio Pispatch warns,
~ "Welfare Cheating May Hit 46,(00;" and 1n Richmond “Virginia, the
Times Dispatch reports the findings of a General Accounting Office
: ‘study as. "United States. Agenc1es Unprepared to Detect Prevent
. Fraud. "%t

Telev131on news media have also served to place fraud and
abuse squarely before the public as a salient, national issue.
Aggressive investigative reporting, like a "60 Minutes'' segment on
abusive collections of disability compensation by air traffic con- R
trollers, is credited by some with embarrassing - government agencies
into accounting for their trustee role over: tax. dollars obligated to
benefit programs

Despite such adverse publicity, no one seems to know the actual
magnitude of lost benefits. While making this same point, the
‘General Accounting Office (GAO) of Congress estimates that total
dollar losses from fraud %nd abuse range from cne to ten percent of

- all program expenditures and in a frightening evaluation of the
*current 31tuation, the GAO argues that:

Oppcrtunity for defrauding ‘the Government is :
virtually limitless because of the number, variety,
and value of Federal programs . , . The 1nvolvement

of so much money, and so many people and institu-
'tlons makes the Federal programs vulnerable to fraud 3

While losses in. government benefit programs are extensive and
substantial tax dollars are spent to combat them, no systematic, ‘
¥ =r-gconomical or manageable solutions appear to currently exist. This
is not to suggest that strategies for combating fraud and abuse are’ i
totally lacking. On the contrary,»some strat gies do exist and are

1Philadelphia Bulletin fJuim 25 1978) The New York Iimes L
(July 24,°1978); Columbus Dispatcﬁ (March t,'} '8); R ,.m¢$”ﬁ
Disgatch (April 1' f;¥8) LT L RN

: ¢\»~“= Sl
FederalAAgencies Can, and"‘;z,j
ient Programs. Report: to RER
f,taS'fngton, D. C. s
19789 pp,,qu,,‘;:g~w

2y.. 8. Government Accounting Officj

‘ Should ‘Do More to- Combat Fraud in Governi: T
‘the Congress by the U. 5. Comptroller General
U S Government Printing Office, Septembef'23,

3Ib1d P 11.




f,one focus of this report But as this review will show, current s
strategies are ill- deflned and their success, at best, seems limited.
Because data concerning fraud and abuse are dlsaggregated inconsis-

~ tently collected or entlrely absent, opportunities for assessing the

. impacts of these strategies are severely ‘constrained. When program -
- fraud research has been conducted, usually at the direction of a
~~specific program agency, the product is specific to a program or

~agency and lacks: comparlsons with other programs

The llteraLure concerning fraud and abuse is also limited and
can generally be described as anecdotal, descrlblng flagrant welfare
sheating 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 quallty control sam-

pling or compliance visits by admlnlstratlve program staff to resi-
dent" BrOVlder part1c1pants, treat fraud and abuse only tangenti-
-ally v

. The 1ack of a. solld 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 admlnlstrators express frustration
with attempts to cope with unconfirmed allegations of fraud and’
-abuse in their daily operatlons. Auditors, investigators, and other
enforcement 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

- political pressures. Comments from the GAO report on fraud and
abuse cited earlier illustrate the new empha31s on anti-fraud plan—

nlng in federal agenc1es .

Most of the programs. and agencies (GAO studled)
have said that they have recently made fraud
identification a high priority and have fixed
organizational respon31b111tv for fraud detec-
tion o .

A statement by Attorney General of the Unlted State., Griffin Bell

before a Chamber of Commerce Advisory Panel on White Collar Crime
}underscorea the fact that Whlte collar crime enforcement plannlng

SRR 4Examples of recent works on the subJect are: Marc Bendick,
~The Anatomy of AFDC Errors (Washington, D. C.: Urban Institute,

v - April 1978); Touche-Ross and Company, Evaluatlon of AFDC -QC

. Correction Action Final Report (Washington, D. C. U. S.
- Department of Health, Educatlon ‘and. Welfare Social Securlty Admln-
]istratlon 1977) : . v .

SR i" 5U S. General Accountlng Offlce Combat Fraud _2 c1t . P




~is- Just now galning momentum at the Department of Justlce :

The tradxtlonal response to whlte collar crrme
- at all levels of government has been sporadic, -
reactive, and inconsistent. In the ‘past, through- o
out the criminal justice system--federal state,
and local--only minimal resources have been spec- -
ifically earmarked for combating white collar
offenses. What is needed, and what the Department
-of Justice is seeking to develop and 1mp1ement is
a natlonal enforcement strategy 6

The lmportance of these efforts cannot be 1gnored ~ Publie con-

fidence in government is eroded when tax dollars are wasted through

fraud and abuse. Noting a recent Gallup Poll in which it was sug-

gested that nearly half the American public believes 48 cents of

every federal tax dollar is wasted, Health, Education, and Welfare Sh
Secretary, Joseph Califano argued that unless the government responds

‘to the fraud and abuse problem, "it may not be long before the public
seeks to cut back social programs in an undlscrlmlnatlng way. :

The Purpose of Thls.Report

Follow1ng a general assessment of fraud and abuse in govern— i
ment benefit programs,; this report details the state-of-the-art in
program enforcement. Although available program data are insuffi- -
cient to allow an’ accountlng of all cases of fraud ‘and abuse, criti- -
cal policy-related issues are addressed. Next, focusing on fifteen S
distinct benefit programs, the analysis identifies ‘potential offender - -
‘populations and the types of offenses which occur across programs. SN
The state-of-the-art in preventing, detecting, and deterring offenses -
is then assessed. Finally, throughout the report, issues which Lo
should be addressed before effectlve and equltable solutlons can be
-developed are identified.

The - programs rev1ewed in developlng this assessment 1nc1udea,_fj‘ff9

e U. S. Department of Agrlculture (USDA)

j_'l; Food Stamps (FS) v SRR
Summer Food Service Provram for Chlldren (SF) S e
Rural Houslng (RH) . _ el

2
e U. S. Department of Heal h@_Educationﬁand Welfaref(HEw)fb

Medlcare"'

) 6"Wh1te Collar Crlme Erodes Respﬁct for Justice System," LEAA
4 Newsletter (January 1979), P 2 o , i

7Joseph A. Callfano Jr ""Remarks to the U S. Department of

Health Education and Welfare National Conference on Fraud, Abuse

. and Error" (Washlngton D.C.: U.S, Department of Health Education o
and Welfare December 13 1978), p 5.1,. : , i R e




Medicaid : ' - '
Aid to Families with Dependent Children (AFDC)
Vocational Education (VD)

. S; Department of Hou51ng and Urban Development (HUD)

Rehabilitation Hou81ng Loans ’
Federal Disaster Assistance Administration fFDAA)

. S; Department of Labor (DOL)

jurisdictions as Unemployment Compensation (UC)
Comprehen31ve Employment and Training Act (CETA)

. S. Small Business Administration (SBA) -

Bu~iness Development also known as 8(a) Minority
Contracting o
Physrcal Disaster Loan Assistance

. S~ Veterans Administration'(VA)-

2
3
4
U
1
2
13 | |
1. Unemployment Insurance (UI),‘also known in some
2
U
1
2
U
1. Veterans Educat10na1 As51stance (G.I. Bill)

2. Veterans Home Loan Guaranty Program

Each of these programs, oroanized by type of benefits (i.e., cash,
. script, loans, service or contract procurement), is profiled in
.,,Appendix A of this- report : s

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 for anti-
~ fraud control in these jurisdictions.. A list of the respondents
~and a copy of the questionnaire are to be found in Appendices c
*and G respectively . :

- Based upon information obtained from these offices and other
»government agencies, one hundred thirty-four (134) state and local
- government - officials were selected for face-to-face interviews

'Z'AZVThese respondents were selected because they were reputed by senior

federal officials as being intimately familiar with program admini-

o -gtration, fraud 1nvest1gation, auditing, prosecution, quality

g Res

”i:control and other aspects of program operations or enforcement at
the state or local- 1eve1 _ :

S During the interview process, an additional two hundred sixteen
f_state officials with senior level program or enforcement responsi-
- bilities were identified. ' These officialé were sent an Information
4 6urce Form (hereafter "fraud and abuse survey") to obtain addi-

" tional program and- attitudinal data This survey is discussed in
v,ﬁgreater detail below : ,

B I
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. cally sample either interview or survey respondents. The overriding:

’ Bureaucracy,(New York Van Nostrand 1979)

It should be stressed that no effort was made to systemati- e

goal of this exploratory effort was to obtain as much information

C from as many knowledgeable respondents as poSSLble.'v

5d Structure of Thls Report

Chapter 2 defines fraud and abuse, and addresses vulnerabil— %

ity of benefit program designs. While some evidence suggests that T

people are more likely to. steal from a government agency than from
a private firm (or from a large firm as opposed to small firms, or.
a business as opposed to a ‘person), -there is no direct evidencc: to

suggest why people are more likely to stgal from one government/
. agency or program as opposed to another L
. tresolving this question by creating taxonomies of plausible offen-v.“ o
' ‘ders and offenses, and by rev1ewing other common program de51gn
-vulnerabllrtles ' ‘ ST

In Chapter 3 ‘the report discusses the results of a SUtVEj of

* two hundred sixteen. state_ officials responsible for program opera-f“t"'

9

tions and/or enforcement.” The survey was designed to elicit in-: e

- formation and views on. program benefit fraud and abuse. It was
‘composed of three parts: program objectives, program operations SECH
and procedures, and program fraud and abuse. This survey, conducted3 i
between September and November: 1978 asked for data on the following”*
seven benefit programs A . , v

e Medlcaid a state operated program provrding healthr.» S
‘ a531stance serV1ces to ellgible recipients :

e AFDC ‘'a state or locally operated program offerlng
cash ass1stance to eligible recipients j;_-

‘. VE,~a state operated program offering vocational
‘planning and assrstance to eligible recipients

io-Food Stamps,'a state or. locally operated program S
' vproviding scrip benefits ior the purchase of food items

N so;Summer Food a federal or state operated program U B
: rserv1ng meals to. eligible chlldren during summer. months f

.. o CETA, a locally operated employment and txaining
- program for eligible rec1p1ents R _
opUI, a state operated program offering cash benefits toffgd:

- .unemployed ellgible recipients o e L o

"3Erwin Smigel "Publlc Attitudes Toward Stealing as Related :
the Size of the Victim Organizations," ‘American Sociological Revie
- 21: 320-27, 1956; Erwin Smigel and H. Lawrenc gRoss

9A copy of the instrument appears 1n Appendix_H;

’ —11-
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S The OVerall survey response rate was approx1mately 57%;0 w1th
(]one hundred twenty ~-three: respondents.- Respondents broken down by .
program type appear in the following table : B

 maBET
| SURVEYTRES?ONSES

: A, QUESTIONNAIRES QUESTIONNAIRES. oy |
- PROGRAM - | _ “SENT =~ RETURNEDll - RATE(%) |.
 MEDICAID 40 18 | a5
AFDC o 3 b 18 53
- VE - 10 o B 7 -70,
~ FOOD STAMPS 37 20 | 54
| SUMMER FOOD . |- 6 |- & | 100
CETA | 37 16 | a3 |
v..» .‘"OTHER” . . : - C . . )
ToraL | 26| 123 57

R Chapter 4 addresses current enforcement efforts to prevent
l*,detect and deter fraud and abuse and develops a typology of such
fi;istrategles Chapter 5 analyzes the def1c1enc1es of past and present .
puenforcement strategles : . ‘

7

S 10The return was gratifying in this sen81tiVe area since pro-
j,grams had,to report on their own inability to prevent fraudulent -
“activity. - It may be indicative of the: current high visibility of
,}fraug and abuse issues and the eagerness to contribute to research

- on them. Je _ :

11A 1ist of reporting agenc1es appears in Appendix C

. 12The category "Other" includes units like audit quality
fcontrol fraud investigation and surveillance utilization '




PROGRAM DESIGN VULNERABILITIES AND FRAUD AND:ABUSE

. In a 1977 study entltled Economic Offense -;j;‘effi°’: \ Bar
Assoc1atlon warned ’ e ‘ =R

“ Tn the future, all federal social programs v
 (excluding revenue. sharing funds) should be
designed so .as to diminish the likelihood .. =
of abuse, and that the- des1gnfof ‘any ‘social
 program spec1f1cally recognlze the potential
::for fraud : a T :

: Program deSLgn has traditionally been the responsib 1i y ‘of
: 1eg1s1ators, regulators and administrators only,. outside the
purview of auditors, fraud 1nvest1gators, ‘and other enforcemen”
personnel.. Unfortunately, problems in the design of program
~ appear to be affecting the abillty of governments to enf re
' benefit regulatlons and laws ' S . :

, Most persons 1nterv1ewed believed w1thout suppo' ng dat“<‘

: that the manner in which benefits are dellvered to eligible '

‘recipients provrdes some ‘explanation for the frequency . and ‘types.
“of fraud and abuse- committed and limited testing has been inade
-quate to prove ‘association. . For. example, a regionalsHE,'ofu
-responsible for AFDC programs in a ‘number of states told of .

" informal study done in the region to test whether length of

“between. initial gertification and subsequent .re rtlfica

an impact on. fraud and abuse, ‘the" premise ‘was that & ott

‘the time would reduce opportunities for committing oxfenses
Findings based on the statistical data provided by:the states

- were inconclusive, making it difficult to persuade s ates_fhat

'u-there was a need to shorten these time periods

Others who have 1nvest1gat d?the relationship be*ween;

':ﬁ-fopportunlties to conflrm their prelimin Ty

‘one’ state: initiated an extensive study
insurance beneficiary population using

'"gdiscrlminant analysis to learn whether ce

" ‘more or less prone: to commit program frauds ‘ar
- study was' undertaken following a mas. ‘a
'1n the state s Unemployment Insuranc

1Econom1c Offenses Recommendation

:fﬁ_thffenses (Was_ington D C i




'he findings suggested that "development of a profile for ]r .
dent fying'claimants ‘likely to. fraudulently collect benefits"
ossible ~that "propens1ty to commit (known) fraud was not . -
randomly ‘distributed among the c¢laimant population.’ '2 . The authors "
-emphasize; hoyever that the "proflle has not been operatlonally
plemented g o L ‘ : S

, To date there has been no comprehensive effort to compare
design characterlstlcs across programs with similar ‘patterns of
;fraud and abuse . This: chapter suggests’ why programs dre- targeteu,
iisuse, -why commonalltles exist in the types of offenses. _
d, “who comprises the offender population: ‘and why. certaln
;progr_ms ‘appear ‘more. ‘vulnerable. to fraud ‘and ‘abuse. . Begxnnlng
with definitions for "'fraud" and 'abuse", this vulnerability L
nalyeis identifies potential. offenses and’ offenders by: employlng '
: 'srmple framework of: characterlstlcs which were generic to the - -
fifteen programs ‘reviewed. In -addition, external- characterlstlcs:
:whlch were. commonly 1dent1f1ed by 1nterv1ewed program officials
‘are also used as indicators of poss1b1e program weaknesses. These.’
" externalities suggest basic issues which may be addressed by
gileglslators and- regulators as well as: enforcement personnel
~contemp1at1ng changes in- the de51gn of beneflt programs

_51gn1f1cavtfprob1em in the study of fraud and abuse is
ng similarities in fraud. deflnltlons and -abuse definitions
: ‘various program jurisdictions. . The potential for confusion -
‘about definitions ‘was well. 111ustrated in ‘an interview with a PR
~local county welfare adminlstrator who noted 1n a dlscussion of = s
-the Food Stamp Program«' ‘ cRE < :

g.fThe U S Department of Agrlculture tends to

- ~.define: fraud much more broadly than does the

f- " ‘county -and uses the terms fraudulent issuance
- and erroneous: 1ssuance 1nterchangeab1y though :
*fgthe county does not . :

¥ ‘ga1n more 1nf0r atlon on’ rhe complex1t1es assoc1ated with
finltlon_of fraud: and abuse, the. frand and abuse: survey® _
il discussed in more detail in Chapter 3) ‘asked re- S
working definitions in the foliowing programs:. LU
d, Food Stamps,_Summer Food Sew*nce Vocatlonal Educa-ﬁ‘ o

) ‘Paul 'Burgess and Jerry L Kingston, e
nem lo”dent Insurance_ﬁene£1ts ;Gh?race;y .




:g:iftion CETA and Unemployment Insurance Approximately
*Vrespondents indicated that '"abuse" is,considered such a: catch’all

. term that a szngle aeftnztzon zs not approprzate fbr aZl c@rcum-
'&v"stances : I v , , S A .

: Tbe eas1est way to categorize fraud definitions is by u31ng
s'legal definitions which describe whether state, federal or both -

. ‘government Jurlsdictlons have sanctioning authority. For example,_'a,

-~ federally funded programs administered primarily by federal agency

- personnel: are governed by federal fraud statutes. USDA's Rural® =~

Housing program VA's Education and Housing Guararnty, HEW's Medi-

" care, and. SBA's Minority -Contracting and Physical Disaster . ..
‘Assistance are examples. Where programs are. ‘federally fundéd (or
involve state and. federal monies -such as Unemployment Insuranée)
‘and’ are state supervised or administered, fraud definitions derive

~ from general state fraud - statutes or from what are called welfare
B fraud" statutes : . . : S

Arlzona illustrates a state with welfare statutes for fraud
perpetrated by recipients in Food Stamps, UL, or AFDC" programs. 2.
Five from the group of programs reviewed in. this study, USDA's
Food Stamp and Summer Food Service; HEW's Medicaid, AFDC, and °
Vocational Education; and DOL's Unemployment Insurance typify
.state sanctioning control and provide fraud definitlons.j It should
be added that within one program there may be appreciable overlap

. of state or federal law enforcement responsibilities; such is'the
. case with AFDC. On the other hand, within a single program, the
states and the federal government may have jurisdiction over dif-
ferent parts of the program ‘An example of this is the Food Stamp
. Program, where recipient fraud is a state responsibility and - :
- . retailer or wholesaler fraud is the respons1b111ty of the federal
'_‘government v v : = S

. BT , . ////

, ‘“Abus is a more amblguous term than “fraud" ‘ Defined heremf
as the zmproper uttltzatzon of ‘a benefit or benefit. system, in /.
practice, "abuse" rests on an official determination of improprt ty
When such impropriety is degined by laW‘and criminal intent can = - .

" be shown, abuse is "fraud. But often, administrative. reyulations,‘
not laws, proscrlbe certain behav1ors associated with . obtaining or:’

- using beneflts And in other; even less clear situatioms, benefits

' are obtained or used in. ways which ‘are not intended by those who ‘,, ,

" design or administer programs, but - which are not specifically 4
Uprohibited by law or regulation : [

S | 5Arizona Revxsed Statutes Annotated 142 9785;;4§£Zl§j'ii
'-;eZOl 360 respectively z e L S D T ’

- v 61t should be noted that laws vary across states. and that -
v.-Federal statutes may differ from state statutes; thus, in: practice :
< certain actions may be. defined as abuse in ‘some Juri dictions .

‘land fraud in others e : _




_ Thus abuse is a concept Whlch lncludes practlces as. dlverse
‘as making administrative errors on eliglblllty forms. to the. = -
‘irregular and inadequate provision of "quality of life" care for
- “elderly residents in a nursing home. ‘Program abuse entails. 1mproper
- lnterpretatlons of policies and program guidelines, as well = .
. as taking improper advantage of amblguous pollcles “Abuse is orten
‘more insidious than fraud; therefore, it is more difficult to combat.
- Most enforcement off1c1als see abuse as far more damaging to the .
' integrity of beneflt programs than is fraud,primarily because abuse
*_ often involves ' 'stretching'’ regulations to meet a desired end.

And from the perspective of ‘the potent:al abuser, the fact that

no laws are broken, that victims have little bas1s for raising -
. complaints and- that sanctions are less well-defined and applied
“than in fraud cases, abuse may be percelved as havxng a lower risk
calculus to commit. This risk calculus premise is confirmed by
most: observers, who also flnd that programs have more ahuse than
fraud ' : - ’ Ve

: The varlety of ex1st1ng programs -and the 1ncons1stenc1es among
federal ‘state, and interstate definitions of "fraud" complicate -
the task of prov1d1ng all-purpose examples of fraud. Some examples
whlch clearly imply criminal intent and which are often defined by
“statute as fraud include cases wherein: scrip benefits may be .
counterfeited; a loan program computer may be manipulated by an
“a’adminiStratlve employee to create-a fictitious borrower; serving
portions of summer lunches fur children may be made. lntentlonally
“too small to meet government standards; or a doctor may prov1de
‘unnecessary treatment to fraudulently collect reimbursement from
+ . ‘health programs. Case histories of prev1ously detected program

~fraud ‘also lead to the. generality that conceaiment and guile. (as
" in .other- types of white collar crlme) are major ingredients, i.e.
~ 'a contractor may conceal fraud in b1d rlgglng arranpements made
: w1th subcontractors . : :

_ Flnally, it should be noted that in practlce "it is v1rtua11y
1mpossible to distinguish sharply between fiaud,. .abuse, and waste
s1nce one problem frequently 1nvolves all three

BENEFIT PROGRAM VULNERABILITY

Interview respondents no*ed multlple points w1thln the bene-
fits ‘delivery system where program design weaknesses allow : indivi-
duals or groups to take unintended or illegal advantage of the :
j;/ ‘system. Identlfyrng these points of vulnerabzltty, ‘as well as the

indlviduals or groups with the potentlal to abuse the system are

O 7U -8, Department of Health Educatlon and Welfare Offlce
i of Ins‘eecor General Annual Report Aprll 1, 1977 - DecemEer 31,
-~.”.,wo,asﬁlngton D.C. March 31 1978) P 1.
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v;the first step toward developing ountermeasures ‘which -ar €wh‘11y
X dependent upon the partlcular type of" threat belng countered ”8,?Imu,a

" Vulnerability analys1s has been.used w1th some success ine the; :
computer- security industry. 9. These assets (including- facilities)
~are concentrated in only a few locations, and the primary purpose-

- of vulnerability analysis is to- identify the risks resulting fro
this concentration. When potenti’”-threats such ‘as. physical vioc
- lence; equipment malfunction and human error are- identified, they
. are then assessed for the magnitude of potent1a1 loss-in terms-o
~ dollars, time, or permanency of damage ' Managers may: then makee,,”,
v'policy’and budget decisions to.minimize potential losses. For ~—
purposes of this report vulnerability analysis is }1m1ted to the _H”f

identiflcation of pofential threats ‘and offenders

POTENTIAL OF ENDERS

The fifteen beneflt programs rev1ewed for this repfrt include _N
I.four potential orfender populations - These 1nc1ude ’

ENR

'S &eerpients - rr‘hcrse persons who directly received
T program benefits

o ,Administrators,- Persons charged w1th management o
R v respon51b111ty For a program

e ﬂThird Party Providers - Those persons er agencles sf-ﬁ"
- : . charged with: respons;bility for prov1d1ngt;}

benefit serv1ces o

: o.‘Auxiliary Prov1ders-- Distinct from third party pro-
. viders;. aux111ary providers offer: = -
contracted services to’ third parties and
administrators-i .

8Harry Katzan Jr. Com;Jter,ua Security (New York fvan o
”Nostrand Belnhold Cunpany”_1;>gff P- 113 S

9Arthur E. Hutt, -"Management s Reie in Computer Security, .gﬁ?f"
-Douglas B Hoyt Corputer Securitf Handbook (New York MacMillan,
‘1973), pp 1 3. N RRE e b

_allow fully informed policy and budget decisions would requ re the~*
._..availability of cost-benefit data. A separate report entitled
-~ ternative Strategies for Cost- Benefit Analysis of Praud and Abuse
- Enforcemeht: A Working Paper 'has been prepared which &
data requirements and altern esgﬁproaches_to itg an
current paucity. of available data. makes a“con te 1y,
fble Copies are. available from the Universitj Clty Science

Lo
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_ Program admrnistrators and U.'S. Attorneys 1ndicated some or- .
" ganized c¢rime activities in benefit programs. Only in four pragrams
. were suspicions mentioned, and results of the fraud and abuse survey-

- ‘suggested that only a small percentage (27) of respondents believe -
~that-organized crime activity-is linked to their benefits programs..
~While any willingness to report beliefs of organized crime involve-
inent mdy be significant, fﬁe current scope and level of such 1nvolve—

ﬁ;‘ment remains prlmarily a matter of conjecture

S Elements of organlzed crime are alieged to have used technlques

 'such as blackmarketing, trafficking, counterfeiting, and forgery to

. accomplish benefit-related crimes. The one area that has Tecently

. recelve&‘partlcular enforcement-attention for program deficiencies
"is syndicated crime ownership of third party services partlclpatlng _

in beneflt programs. For example, several state Medicaid investiga-

~ tion‘units have begun to analyze ownership ‘documents and disclosure

'Lfofms for purposes of detectrng alleged syn&rcate act1v1ty

_ “Because 1nformat10n concerning organlzed crime activrtles is
.lnsufflclent to limit its potential role to third party: prov1ders
- " and because information concerning its role in that sphere is. also
- limited, th1s report will not focus direetly on potential syndicate-
““involvement. The follow1ng discussion first conceptualizes benefit
‘program vulnerability; it then addresses each of the aforementioned
- potential offender groupsfendfrev1ews the rypes of Jffenses which °
have been found. : .

POTENTIAL OFFENSES

e Vlsualtzlng a benefit system as abuse free, the benefit pro-
cess as: depicted in Table 1I, pagel9 flows along a continuum from
“a- rec1p1ent s or1g1nal need to hls/herxeceiptrof bencflts.

Co Reciplent need can be considered Pornt A. At P01nt B, recip-
ient-eligibility data, third party ellgiblllty data and auxrllary
provider data are rev1ewed by program admlnistratlon for purposes -
" of determining eligibility to partlcipate “When eligibility deter-
mination is favorable, the recipient enters the benefit system. -
At point C, benefits are provided to the recipient either by admin-
_,’istratlon itself ‘or by third parties- with the assistance, in some
. instances, of auxrllary providers. Benefits are received by the
_‘reclpient at. Point. D. Delivery:and receipt transactions are sep-
. arated into two points to emphasize that both delivery and receipt
- exhibit individual opportunities for fraud and abuse. At Point E;~
~'the administratlongreimburses third. parties for their benefit ser-'
vices after reviewing their wouchers and bllllng"*alms ‘The™
process of delivering anﬁ'receiving ‘benefits con nues. unkil time
; of- rede« rmine;ion or fecertification of eligibillty S7¥ts trans-
~aetion ] jis considered as F in the flow diagram.. /~Wﬁen a ‘
b e ; n is made at-Point F, the delivery of ben-
' efirs is renewed and,the pattern is- repeated along the continuum.

ST e A




CTABLE ME

" PROGRAM VULNERABTLITY POINTS

' AUXILIARY PROV IDERS |
| THIRD PARTY BROVIDER -
POINT A POINTB - POINTC PONTD FE

Recipient’ ,__Aamimst,rative g Delivery 5"’.Réée‘i';€% Admmls‘ a:lvé Admimstratwe De‘lwery Re«.e:pt

"~ Needs .. - Determingtion © . of Ceeoof e Reimbdrsement. Recerr:flqat-on oL of -7 A e
SR of :Hg"olllty . Benefits . Beneﬁts for Servicea of] cligubslity . --Bennf_ms, Benefits = . o
e e (Prinarxly S ; S N T

o o o poStEpayment . o TOE g
i T S -;but. some pre- * T

populatlons, fecu”kon the types of tisk as

_.vulnerability points. It should be noted that while the example
~of vulnerability presente_,he' e are pri gram-speclfic, the vul :

'blllty ngay éxz.s‘t fgr program other than 'hcse _jrom l‘2»7h1.ch the

, prov1der misrep
-{beneﬁits £frow




v»benefit drrectly from avallable programs 11 IndLv1dua1 and famlly -

:-:ﬂrec1p1ents vary in socio-economic and demographlc characteristics,
. i,e., young and old, poor and middle income; sick and well, urban’
- and rural employed “and unemployed. Certain of these populatlon

'7]characterlst1cs derive from eligibility crlterla set out 1n statute’
y and program regulatlons for . each benefit. . :

' Beﬂause e11g1b111ty deternlnatlon and subsequent redetermlna-

'A*tlbn are at the heart of recipient participation in ‘a program, they

v are ‘basic. to program design and, consequently, to program enforce-

- nent. At the present time, ellglblllty determinations rest on

‘criteria and forimulaé-established by each -individual jurisdictionm.
VA a result, there is little con51stency or standardlzatlon elther

'w*thln or- across programs.

L The Varlety is. compounded by another problem - too much ‘paper.
As one federal official commented "We are asking for more and more
and 1earn1ng‘1ess 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 has p01nted out that in some places "if Jou need public
assistance, you may fill out 60 separate forms." ‘- An official par-
 ticipating on the President's Commission . on Federal Paperwork -
- commenfed. that 85 percent of a caseworker's time in the AFDC program
~is- spent on paperwork rather than on direct contact w1th clients.

. Observers sugge°t “that the 1ack of standardlzatlon and a pre-_
ponderance of forms and documents have resulted, among other things,

in fragmentlng eligibility data, swamplng program files with data,
cau51ng rec1p1ents and program personnel to '"drop out because they

fr can't cope' with the mass of information required, and forcing
ngadm1n1strat0Ps te seek the support of others for the eligibility
" ‘decisions they make. These difficulties suggest that these admin-

._lstratlve weaknesses of recipient eligibility determination and
Cﬁrecertlflcatlon are hlghly vulnerable to rec1p1ent manlpulatlon

'7”Rec1p1ent lerepresentatlon of Ellgibillty

o : The research flndlngs support the premise. that mlsrepresent ed

h»ﬁellglblllty lnformatlon (A) is an identifiable offense pattern used

to qualify recipients not only for initial benefits where legitimately
guch quallflcation would not be pos51b1e, but also for benefits over

% . and above. those to which the recipient is entitled. Intentional and

,5R‘w111fu1 mlsrepresentatlon of ellglblllty 1nformatlon submltted to a

S 11Rec1p3.ents here are. cons1dexed as. prlme benef1c1ar1es and
:should not be confused w1th entities. which received relmbursement

33_vfrdm program funds for services rendered to the program. For exam-

ey ple,\a physxc1an receiving Medicare payments for services rendered
;o tolan ‘lxglble ‘Medicare patient is not:a prime- benef1c1ary of the
;proglamf The ellglble Medicare patlent is the rec1p1ent .




"”provram sggnsorlng agency is common. to all but one of the programs
reviewed. Mlsrepresented data on acquired assets,’ income birth
date, social security identification, veteran status, marital status
credlt worthiness, and criminal records have been documented in

numerous programs. - : : » .

Slmllarly, 1ntenc10na1 mlsreportlng or nonreportlng of changes_,
in ellglblllty status also occur frequently. For example, an AFDC
recipient whose economic status chaunges because of the acquisition
of new assets or the attainment of employment prov1d1ng additional -
income is required to report this. Forgetfulness and lgnorance of
regulatlons may also explaln.some nonrenortlnz

‘Because many of the 1nterv1ews indicated serlous program vul o
nerability tc misrepresentation of eligibility, respondents to the
fraud and abuse survey were asked- to ‘assess the occurrence of this
offense pattern among several types of fraud and abuse, using five -
- response categories-for the frequency with which it occurred
-0 to 10 percent, 11 to 25 pefcent 26 to 50 percent, 51 to 75 p

cent, and 75 to 100 percent. Only 72 (or 58.5%) of the 123
-.'adminlstrators responded with an estimate of the extent of

B TABLE mr

: FREQUENCY OF PROGRAM RESPONDENTS ESTIMATKﬁG .
PERCENT OF RECIPIEﬁT MISREPRESENTATION OF ELLGIBILITY

Program - 0-10% f 11-25% | 26-50% - 75-1oaz_

Medicaid
{AFDC
{VE
Food Stamp
Summer ‘Food
CETA
ur o
Other

s

o
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WWOoOOHONO

000000 O

wu
s
-
0

Total

lelsrepresentatlon of ellglblllty was not reported in the 7
,Vocatlonal Educatlon program '

13See Appendlx H,Item 22




‘‘‘‘‘‘‘‘‘

_imlsrepresentatlon of e11g1b111ty 14 as Table III lndlcates of
those providing an estimate, 54 (75. 0%) believed the abuse to occur

. in 0 to 10% of ‘all cases; 8 (or. 11.1%) believed it occurred in 11 to

25% of the cases; and 9 (or 12.5%) of those responding estimated that

o “misrepresentation of eligibility occurred in 76 to 1004 of all cases.

‘Recipient Creation of '"Ghost" Ellglbles

The transaction point of administrative determination of ellgl-
“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. _JIn this way a recipient estab-
~lishes ''ghost eliglbi]lty“ and recelvesﬂﬁeﬁ efits other than those
. to which he/she is entitled. Illegal duplicat®on or mauipulation
“of social security 1dent1f1cat10n, program identification forms,
forging veteran discharge papers, or fa151fy1ng employment status
data are some illustrations of how ''ghosts'' may be created. Obser-

‘vers have documented creation of fictitious eligibles in conjunction

with other patterns of fraud such as counterfeiting or paying kick-
“backs to program admlnlstratlon personnel, prov1ders or- third
. pdrtles . :

The fraud and abuse survey data on the assessed occurrence of

rec1pleut ghost ellgiblllty showed even lesi variability than for
-misrepresentation of recipient eligibility. For those 34 percent
of the respondents who even estimated the rate of recipient ghost
eligibility, only one respondent placed it above the 0 to 10 percent
range. However, it should be noted that several respondlng fraud
_ -1nvest1gat10n and audit units placed creation of ghost eligibility -
= :by recipients in the low range, suggesting that they have handled
- "ghost'" cases. ' ' . o

Recipient Theft of Benefits

The "benefit dellvery" transaction posnt (C) is vulnerable to
“dlrect theft. Theft of benefits is & pattern associated primarily
with programs. offering cash or scrip benefits, or programs where
cash or scrip must change hands in order to prov1de the benefits,
such as Food Stamps and AFDC. Where cases of theft have been

‘*Other respondentb either did not estlmate nlsrepresentatlon

. of recipient eligibility or checked a "not appropriate" box. Unless
- . otherwise indicated in subsequent analysis of estimated fraud and

‘abuse, mlssing percent values represent respondents who either did
not respond or who checked the "not appropriate" category. NOTE:
Because responses to all other patterns of abuse similarly clustered
‘in the "0-10%" category, complete breakdowns by type of abuse are

- not generally provided for subsequent offense patterns. ‘Detailed

”Efpresentation for each offense type would place improper emphasis on
data with limited variance where the number of administratives pro-

L viding estimates is often low.

S ISSee Appendj_x H, Item 22




"t_operations as to the dates and times when benefits are available.

‘documented they entail a rec:prent s "inside knowledge" of" rogra

For example, an AFDC recipient knows when his or her. benefit’" _
' are sent out and when they are expected This knowledge may be used
to steal checks from other rec1p1ents postal boxes and then to :
traffic the stolen checks : S v Sy

Across all programs vonly 26 percent of survey respondents B
placed this offense pattern in a percentage range at all.l6 - Only
 two respondents estimated the rate occurrence. above ten percent
The remainder found the pattern inappropriate for the types of S
fraud and abusé in their programs. AFDC and Food Stamp program ;[]‘f
' respondents were the two. groups Wwith. the greatest proportlon of
B respondents previding any estlmates of rec1p1ent theft S

: Recrpient Imprqperly Usrng Beneflts

There is another pattern of offenses that may be assoclated
with the benefit receipt transaction point (D): . improper ‘use of ~J‘“
- benefits. While: the offense occurs-in all: programs, ‘how: the bene-*';“;ﬁ

fit is "improperly' used depends upon individual ‘program regula”lons;'vh
This pattern is illustrated by using scrip benefits, like Food =~ = = .
Stamps, to purchase items which are ineligible under program reg-- . . .~
- ulations, renting to others a residential dwelling" purchased with. -
- VA loan a531stance, or using Individual and Family grant. money from :
FDAA to repair parts of the home not. damaged by disaster All df
these acts-are in V1olatlon of program regulations ‘ P

Only one th1rd 9f all survey respondents prov1ded estlmates on
this type of fraud Twenty~threc percent of the respondents o
estimated improper use of benefits by reciplents as occurring be-“““
tween zero and ten percent of the tlme., Three percent of all
" respondents estimated it as occurring 1l to 25 percent of the tlme
~and six percent of the respondents rated it as happening 25 to 50
 -percent of the time. Medicaid respondents were the :largest’ -group
providing estimates of improper use of benefits in. their programs:
1approximate1y two-thirds (647%) of these respondents prQV1ded es
mates of this type of fraud and abuse ‘ i N

THIRD PARTY PROVIDER OFFENSES AND OFFENSES ,ft'

: Third party prov1ders (hereafter "thlrd parties") represent a
significant potential offender group. ‘In examining program vulner-

- ability to third party offenses, ‘an understanding of how third. :
parties function in the delivery of benefits is useful. In many
programs third parties operationalize benefit: delivery*- “In general
, federal, state or local government program sponsoring agencies ‘

16See Appendix H Item 22
17Ibid




Zfz,example pharmacies, physicians, hospitals, and nursing homes are
«.also: con51dered to be third party providers. Each state program

’ffcontract w1th third parties for specialized goods or services to be
delivered from the private sector. In Medicare and Medicaid, for

- “determines reasonable fees for reimbursement ‘of these various ser-

“vices based on guidelines and regulations from HEW and the states.

1¢gfIn some states, for example, bottled oxgyen supplies to a nursing
- facility are not reimbursable under program regulations but instead

ifvare considered ‘a '"pass- through“ cost of the nurSLng home In others,
f'f'it 1s partlally reimbursed , :

Other programs be51des Meditare and Medicaid that 1nvolve 1den-""v

r]}:tlflable provxder/vendor participation and potential benefit delivery
. offenses are shown in Table IV on page 25. One of the distinguishing
--characteristics of proV1ders is that they represent white coliar.

‘elites in most ‘communities. Bankers, doctors, and educators are

'}:generally con51dered important - community members providing specia- .

" lized services. As professxonal elites, the public generally expects”

'szrthem to be beyond reproach. - As one prosecutor put it, '"They are

seen as pillars of the community because of their status, pover, and
~authority." The community's perception of these providers: helps to

- explain WhY‘lt has been difficult to combat provider -offenses. The

' ‘members of the community who must sit on juries have found it diffi-
- cult to convict the family doctor, 1awyer or accountant in a benefit S

.+ fraud scheme because they do not perceive these individuals as nor- -
“ 'mal-criminals or wrongdoers. Current efforts are only at a threshold;
. stage because of the conflict inherent in enforcing program regula-

- tions-against those who are generally viewed as honest by the public.

 The patterns of offenses committed by some third parties in¢lude the

‘bﬁ-follow1ng : misrepresentation of eligibility, receipt of additional:

-benefits, overcharging for services withholding services, providingi

,f'?;unneeded services, establishing ' ghost ellgibles,’.accepting or
‘uf_fpaying bribes; kickbacks, or payoffs, and record tampering

& Third parties/aubmit eligibility data on their own behalf and o
in some programs, on behalf of those recipients they intend to serve,

f.;Many of the administrative weaknesses that marked deficiencies in
= recipient determinations appear in third party determinations..

‘These include nonstandardization, excessive red tape and burdensome

fiff}paperwork 1nadequate verification of ‘data, and poor quality con=" in"xfﬁ

i trol ‘at the point of eligibility information intake. - "As-with .

' ‘recipient fraud and abuse, some third parties see opportunities at

- “the -eligibility determination point to manipulate the system to-
-gftheir advantage L _ o , _ :

'tfffThird Party Mlsrepiesentation of Eligibili_y

R The pattern of third party fraud through w111fu1 misrepresen-"
“tation of' qualifications submitted to the program. 2gency ‘is -

' demonstrated in. several programs. Examples of some. types of mis-

f”i"representations Of eliglbillty follow presentatlon of the Provider/»g
"*l;Vendor table i _ T e ‘ S

S -2




TABLE IV

EXAMPLES OF PROVTDER/VENDOR PROGRAM PARTICIPANTS

1Program [ i .,]'Benefit Type ,.5'-_ : Type of Thlrd 5
L _ . e . S Party Providers j;
‘__Summer Foodeervice o SerViCe‘ R '_Prime Sponsors

| ‘Food Management Firms
| Food Stamps' T Scrip - i‘ '; fCoupon Vendors “ -
SRR N : . G o ;Coupon Redeemers
Medicare ~~  Service ]Phys1cians, ‘Pharma- |
s | S o | . cists, Hospitals, ete.
‘| Medicaid © Service = Physiciams, Pharma-:"'»
AR S S e e fcists. Hospitalsa etc..

“:Ruraliﬂousing~ B SLoan ’ Spv _.,VContractors and
; g S B o S Builders ' =
'Rehabilitation Housing  Loan | o S oContractors and
o A : "{;Builders R
Veterans Education p”- Loan :‘ . ,-Vocatlonal Scheols,.ﬁ
: D L : o . Universities, and :
Collegesvf“ R
Veterans Housing ~ Loan = - 'Real Estate Brokers?i
~ Guaranty = v.: T R R ' and Lenders e
'f>Comprehen51ve Employ- - Service e e 'Prlme Sponsor and
ment Tralnlng Act SR . TR vEmployer |
; Sd,5Vocational Education .  Service .i 'Vneational SChOOlSZ;ﬁﬁi
R FDAA Reconstructlon g Loan S ,Contractors
| sBA 8(a) )  Comtract - E A Gontracto:sllsgf“'- i

Procurement - .

e demographic data on potential eligible children to be: served,

:fjf,the sites, and yet: fraudulently collect reimbursement for each mea
Ao claimed: to. have been served. As one federal: prosecutor commenting
'-!;_on misrepresentation in the Summer ?ood Service program ‘noted:.

. MaJor fraud and abuse occurred in the Summer Food Service pro R
gram where prime sponsors. claimed to establish several feeding g
- .gites within the- 1nner .city and these sites subsequently Were_sl“”“-
to be duplicative. Since feeding sites are created on the basis of

viders would create sites on paper, never serve meals at some




'~When a prlme sponsor represents to the government ‘

" that it can feed two hundred children at a single

_site that has only a four burner stove, then one v
. must’ begln to suspect lrregularltles in the appll- o
- cant’ s serv1ce quallflcatlons

ST ”M:vrepresentatlon of serVrce ab111t1es may occur separately or.
~in conJunction with misrepresented eligibility data for those whom
..~ third parties intend to .serve. For example, some providers serving
. the Rural Housing programs for the USDA have misrepresented the
eligibility of recipients. Program regulations allow providers of
- “large housing development or tenant housmng to submit the applica-

~tions of potentlally eligible borrowers in the single package, = -
-~ thereby presentlng a number of applicatlons to USDA county offices
. at one time. . As the program is currently- structured, high volume

“offices have come to rely on ''packaged applicatlons" to speed the
- benefit delivery process. The problem is that falsified and mis-

- 'represented- ellgibllity ‘information which is submitted without
- " verification, is" frequently tagen at face value by administrative -
- personnel . Audlt and investigative studies of Rural Housing = .
. packaging crlmes ‘place blame with both- packagers and agency staff
*'who carelessly process appllcatlons y

Two. methods for mlsrepresentlng ellglblllty from prov1ders T

._,“;have been found in the CETA programs. - It is reported that in some
- counties, prime sponsors have "coached" recipients to file appli--

cation papers that meet CETA requirements, even. though they in -

: ,reallty cannot meet such criteria. Another method falls ‘under the
~rubric of "patronage - Patronage fraud and abuse by providers have

. resulted in individuals being hired and paid with CETA monies

_:although they do not meet eligibility crlterla

' ‘7Th1rd Party Establlshment of "Ghost" Ellglbles

IR The p01nt on the continuum where data are submltted for service
'~eligibi11ty by third parties also appears vulnerable vo creation of .

. "ghost" eligibility for those they claim to serve, e. g , a thlrd
‘?“party collects benefits for nonex1stent cllents ' .

S Bogus eligibllity data to create a: "ghost" client may be drawn
:from identification from the living or deceased. Duplicate social

S or falsified wage reports illustrate ways of establishing ghosts.
. The Unemployment Insurance, CETA, SBA 8(a) and. Vocational Educa-

’"»ugfoffense S -

S ~To understand how ghost clalmants may be created by employers[
;for collection of unemployment insurance, it is essential to know
“the. diStinction between a "wage reporting' and a "wage requestlng oo

~In some states ("wage reporting"), statutes require em--
L y ‘quarter on all’ wages paid. - In other states (""wage request-'?[l
;ipgfy; wage records are requested by the state for only an annual o

. f264 ,

"”%security numbers, forged obituary data, abandoned residence: addresses,;fff

“tion programs have documented 1ncidences of thlS pattern of prov1der‘a"d"*

ers to. report to the state on a timely and periodic basis, i.e.



"i_period without uniform records for each quarter In wage requ sting,
. states,. therefore, there is potential for employers to .create gho
_employees to collect illegal benefits since. all the state: ever: sees. -
- are total’ aggregate salary figures for the year. This is less: likely,,

o to gciur 1n wage reporting Jurlsdictions where all wage records are o
'on ile. . . : _ -

. Similar ‘to the pattern oi creating ghost employees is a
technique called "fronting." Fronting involves a person or a group
masking. the identification of activity of the actual c¢ontrolling
~agent. This strategy can be used by an unscrupulous contractor to.
' obtain federal contracts in the SBA" 8(a) minority program.- He/she
~misrepresents or falsifies corporate ownership documents in order
to create & "stand-in,.:‘;g,; a'minority member,. who because*o_ race
is automatically eligible for program partic1pation ‘With: this’ffﬁ
~ client, the contractor is certified by SBA to receive procurement:
contract ‘assistance. The accomplishment of this offense is: possible
zhen SBA officials do not perform adequate veriflcation of ownership o
ata o . _ . _ SR v . v

Data from the fraud and abuse survey for assessed occurrence SO
of thixd party ghost eligibility were not ‘statistically SLgnificant
Few respondents provided estimates and those that did (18%) placed
'1t An the O to 10 percent range . s NPy -

'bProvider Receipt of Excess Benefits i:

b Prov1der schemes to. obtaln reimbursement ‘over. and above that _
to which the party is entitled may be found at several transaction ; &

~points in a benefit process. Upon eligibility application, data . =

. may be misrepresented or when reimbursement for service is claimed
‘vouchers and bills may be forged, mutllated lost, or improperly
submitted Service information may- also be misrepresented

Receiving benefits in addition to those to which a provider is
‘entitled is classified as "error" in many programs that were. reviewed
- Where audits or investigations find such errors, provxders are. Sy
. usually required to repay the overpayments. However ‘where’ addi-?:-g
tional benefits are received through fraud by forging vouchers or v
; jintentionally misstating information about the work or- serv1ceudone,"*
'x,criminal actions may ensue B . ”vf L e

o Criminal prosecutions were brought against contra“to sr fo'
: .“vexample, who falsely notarized vouchers in an attempt to c t
-~ additional disaster assistance. gunding from FDAAa'”Double

~illegal upgrading of services, 18 and similar practi Vi
- owvided: opportunities for medical prov1ders to gai
. ﬁprogram funds ‘ BRI , 5

e 18Upgrading of services "is the practice of bil:in for a:
:;-service more ‘extensive than that actually provided A’ physician

“may treat a suspected cold .and bill for treating acute bronchit
(See HEW Inspector General Annual Report»,_p




i Returning again to the schematic we' asserted that serv1ce : S
“delivery" was a key point- for program vulnerability. The next: three RO
‘patterng of third party offenses described below are committed at R
,;this delivery point (C) 1n “the benefit process St .

}f0vercharg1ng for Serv1ces Rendered

, Overcharging may occur in two ways 1f monitoring from the
. 'program ‘agéncy is inadequate, one form of abuse is for providers to
-~ mistakenly overcharge and subsequently mistakenly receive payment; o
. the second way involves intent to overcharge.: Methods used. for - TR |
. intentional overcharges . ‘include budget padding, voucher paddrng,- o .
. . ‘multiple billing, or substitution of services while claiming reim- -
- bursement at a higher rate. ' In past Summer Food Service programs,
- there were ‘instances of bid padding to include accessory items to
- meal service, ‘such as trash collection. Prime- sponsors in the -
- 'program have padded budgets with inflated salaries and overhead = -
i};expenditures Rehabilitation Housing Loan officials have received
. “padded bids from contractors, and .one. _program reported problems with
~-"frills" rehabilitation, i.e., the construction of a garden gate
'jcharged,in addition to the work/Lnitially contracted for '

N L e

‘ : meulcare and mealca:.a are aiso piaguea by prov:.aer OVéftnarglrlg, :
. “Preliminary investlgations in one state show gross overcharging by
'hospitals which is difficult to detect because of the numerous =
- "cost centers' in hospital facilities. For example; radiorogy
‘treatments may be charged in the hospital laboratory and in the
j_radiology department thus prov1d1ng potential for double-billing

"dflProv1der W1thholding Services

Ll Another identifiable offense paftern at P01nt(Clinvolves with=
‘..‘holdlng services or goods while bililing the program for them: Thls

‘- pattern-ig asscciated-with a prov1der‘*;ab¢rity ‘to either conceal
~ . the withholding by juggling books;;;d records or by "paying off"

" others to hamper discovery of the offense. Many Summer Food Service -
programs in the mid-1970's had documented cases of partial meals " °
being served to. eligibie beneficiaries. ‘Because prepayments were.

- ‘allowed in the program, providers could serve inadequate portions
o and still col'ect reimbursement without being detected through an

) Withheld serVices ‘are documented in the Rural Housing programs S
: Shoddy and inferior construction done by providers has led to leak- -
-ing roofs, broken plumbin”/*electrical fires, and structural ‘damage..
. The: damage occurs. after the homes are occupied and after the pro-
“ wvider has received ‘payments. In order to-. remedy these problems for :
< the: recipient ~the program legislation provides some. finan01a1 o

: T ' ' ecause of substandard construction :

ijroviderS of;' »_g Unneeded Services

_ QL At the.other end of the spectrum from withholding serv1ces is B
'the provi, on_of unneeded services or goods - For: exampie__to gain ,'




. ,j service /A difficult aspect of this offense pattern ls'whether
. the. cliedt: 1s,g1n fact, better served by the additional services.
1 Foxr example, in ‘conjunction with health programs,,only certain ser
‘iifvices are coveredxby reimbursementiformulae Often however, the

is” required “and it is argned thas..“e provider should rnceive‘
 ment since better health care may be the end result. As one offic]
. noted, it is a question of what is "medical necessrty,“ who should

*determine 1ts nece 31ty, and who should pay for ic. L S

L Prov1syon of unneeded services is also illustrated wherle ]
;,,,:contractors participating in Rehabilitation Housing Loan prograr
- have "tailored" their work.  "Tailoring" involves. work perform
~not: spec1ficall" described in the contract as the same type of work -
%0 be dene.  A: roof may- be- replaced in a home, because of tai orfgz~'”
'Ling, when | the lnltlal contract\calls only for reshingling '

D=

[v,,, o In Medicaid provrsion of unneeded servrce falls under the
©.. . 'speeial heading of ! "overutilization.' States—are Tow establishin :
- what are called’ ""Surveillance Utilization Review tnits" (S/UR) for -
- ereation of’ provider and- Ppatient profiles and - analyses ‘of utili-
“zation patterns. Under present plans in one state: Department)of
. Health, prov1ders are screened for flagrant overwriting of drug
.-_“gprescriptions Approximately 50 types of drugs with high street
.- .values are the initial targets of the surveillance. . Where ove
t'fﬁ,utilization is found ‘a warning letter is. sent to the prov‘de’

- In- another Medicaid SIURprogram, physrcian v1s1ts 1
- and consultations are reviewed to ascertain whether they are nec-
. essary and reimbursable, or unnecessary, ‘and, therefore, not reim-
- .bursable. In many cases a’ physician - bills: Medicaid for. a twenty
- minute - consultation, even Lhough a simple analysis will show that .
~ . adding " up all his/Her reported "twenty minute consultations" would: L
V~resu1t in a twenty hour da? at the hospital RN RN

'fProv1ders Accepting 0r Paying Kickbacks, Bribes L | ;

R | Paying or. accepting kickbacks out of program funds is usuallyrlw
- -associated with the '"service delivery" transaction point, ‘although

... “there are a few instances where: misrepresented serVice eligibilityt;
'1{_was covered up by paying bribes - o TR :

e Doctors in some Medicaid programs kickback program monies to"
V;T“pharmacies that they own for the purpose of perpetuating opportun
.. - ties for writing and- filling unneeded prescriptions nemplo‘
- Insurance has had cases where an employer has colluded wi: )
- ‘employee to receive Unemployment Insurance benefit { ).
- the proceeds ~Programs involving bid work between the p ’v1de'
arid a SpEClallzed subcontractor have. also docume ted cas
bribes and kickbacks were paid, i.e., Sur Yol rv
(a), HUD's Rehabilitation Housing, US
DAAfs reconstruction programs'




| Prov1ders Tamnerlng'w1th Records

R Prov1ders have been known to . fraudulently tamper with program
or. program:related records. For example, investigators for the VA
descrlbed ‘a case where veterans! discharge papers were fraudulently .

B aged and backdated. -The VA Housing Loan Guaranty program has docu- '

mented incidences of forged or altered-credit reports, affidavits, =~
“and other documents submitted by .real estate brokers or@lendersuto
VA with false information about the veteran, the proposed lo ox
- the property belng purchased ’ T L .

A reglonal counsel to the SBA reported several lnstances of _
record tampering in the packaged loan appl@eations ‘submitted to ,
the-Regional Office. The applications for Ioans contain a sepa- -
_rate sheet of warnings to: the. beneficiary about conditions and fees

- for packaglng, but packagers receiving the SBA forms tear off the

“ warnings. An unsuspecting client may.end up paying exorbitant fees
to the packagers without understanding the conditions already set
 out. In:brne example, ‘a packager submitted 60-70 applications =
charg;n fees of $1, 500 each where the fee llmlt should have been

’ around 500 S e e . , : L

ADMiN.L m'rrvs PROGRAM PERSONNEL '

: The general ‘view is that recipient ‘and provxder fraud and abuse
‘represent the majority of offenses committed in programs. However,

‘there is little reliable evidence to show the frequency with whlch
either of Lhese groups commlt offenses N ,

Data from the fraud and abuse surve are equivocal on- thlS
p01nt ‘The majority of respondents (71%) provided estimates on the
‘rate of fraud and: apgse among recipients across the various types
xfof fraud and abuse. Fewer respéndents provided estimates of fraud
.and abuse for provmder offenees (417) or for program agency employees
(35%) . However, the estlpates of the rate of occurrence of fraud
-and ‘abuge made for empleyees by this' smaller sample of respondents
tended to: be. h;gher than those made for recipients or providers. .
‘Half of the respondents who estimated rates of fraud and abuse among
- ‘employees- categorized it as occurring more than 11% of the time.

Only 28% of those who estimated the rate of fraud and abuse for .
ients and 47 of those who estimated yrovider fraud and abuse
placed the rate of estlmated occurrence ‘a8 OVe this . ll% rate

- In an ana1y31s of telephone calls made to its "Fraud ‘and Abuse L
hctlene," the United States General Accounting Office found that .
.of 957 allegations of wrongdoing, the highest proportion, 39 per- -
, was in the partlcipant category caIled ’f*deral emplovees o
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As the flow diagram suggests, administrative program personnel.v,i,
: have major responsibilities at the po nts of eligibility determing-
- tion.(B) and. receftification (F). _ In fact, the scope of their Ly

respon51bi11t1es goes far beyond,to quality control, quality assur--
‘ance, program integrity, and timely delivery of benefits L f-L%

: Regardless of specific program details or the benefits offered
staff are considered the backbone of program. operations Computers,
are installed and technology is used to assist staff in sorting - '
- eligibility.data," storing retrieving client files, or cataloging
‘internal program audits. Third party providers such as bankers,
-doctors, or contractors offer key services in program.delivery b
Auxillary providers assist program operations by assurn rta!

" responsibilities for third party provider participatiui. -~ But i
the final analysis, the human staff component provides the link
between.program formulatior and implementatiorn. Because. this link
is believed to be a wvital one for effective, efficient ‘and crime-cw
- free delxvery, staffing of benefit programs continues to be costro-a

versxal

Staff size is criticized for poor staff to client ratios~
S distributiOn ‘may vary: from one to one up to one to several~thou
‘:f, Staff functions are criticized for being too general in some pro- -
grams, thus. allow1ng ‘abuses and errors to slip by, or for being‘;oo v
spec1a11zed as in the criticism that caseworkers serve only'a =
“benefit - delivery role and nét a fraud detection role. Staff functionsl
are also criticized for having too ‘many: responsibilities, some. of the
in potential conflict. - For example, many argue that eligibili
workers ghould not be given tasks of fraud investigation, thaf it
1mpossxb1e to "provide benefits-and look over a client's shoulder.'™ .
To-uriderscore the importance of staffing, ngress insert ‘a~pro- o
. yision in the Food Stamp Act of 1977 calling for establishment of -
. staffing standards. The Department of Agric lture is- currently
%7 undertaking a study to determine the most appropriate staffin

arrangements for each state Food Stamp progr o

C These staffing controversies ﬁ*ise mult'ple rese ,ch is
' related to the vnlnera ilitv of programs to employee fra;

taats U S Comptroller’ e
| v tee on Budget, GAO Efforts:
“and. Mlsmanagemen in Federal Programs' (Wash
Government Erinting Office ,March 15, 1




“_Staff respon81b111t1es are sometlmes spllt between state
~and” Tocal government agenc1es e oK

.fo]Star’ tuxnover is extremely hlgh

_,o-Part ~time stafflng can 1ncrease the p0551b111ty of Ls”.hv
;traud and abuse. . S D :

- kS /

. One staff size varies. tremendously w1thrn atid atross prograr
'areas The fraud and abuse survey dat# show staff sizes range from
two to 5 599 employees The raties of staff adm1n1ster1ng a pro-
gram to total cllents servad by the program vary from a~Iow of one
to ohe, to a hlghA i one employee to: 32,789 clients: The higher
‘ratios are perhaps expla ined :by-the fact/that _some’ programs rely on
: - third partles ‘to provide Benefits.  For- xample, the state admini-.
'U;/strat-ve gtaff for a Summer Food Serv1ce'program may be composed of
~.a-dozen persons, but a food’ manggémén_ firm under corntract to the
~prime _sponsor may serve meals-“to thousands of needy children. - Little R
.. is known . about the: relatlonshlp betweent staff size or clients to -
‘ristaff ratios, and the incidence of fraud and abuse. The results of =~ =
-a preliminaz -a%a1y31s of these variables uSLng the Jurvey data are-
presented in Chapter 2 of this report. : o
- _Two, staff resnon51b111t1es from programs may’be spllt (oecen- '
S trallzed) between: state and locality. For example, 42% of the - . .=
survey respondents indicated that their programs were. decentraLWﬂ : .
‘Knowledge of the relatlonshlp ‘between decentralization and‘the raLej
~‘of fraud and abuse may be beneficial for developlgéeprogram designs.
- for fraud and abuse control. For exampled;,f tddy completed for
HEW on AFDC error rates concludes~ : ' _

We flnd that'state admlnlstered AFDC programs :
exhdib 1t‘51gn1f1cantly lower error rates than state-
et superVLsed programs. If all state-superv1sed programs.

it WJ were .converted to state admlnlstratlon $98 mllllon

S ' per year in payment errors would be saved

L ' However ‘data’ from the fraud and abuse survey 1nd1tated that
afﬁ_resPOﬂdent "from progréms exhibiting split responsibilities tended
- TTto report lower awerage~est1mated,gates of administrative fraud and .
" abuse.. For those. programs that estimated the frequency gf vatrious
e types uf admlnlstfp{ive fraud. and -abuse, only. 47%_ut/tﬁe decentra- .
= ‘ Ims 5 ' and abuse as occurring
-] 1% me. - » 74% of ‘the-programs having single
£t espon31b111ty for administration” placed their estimates above .-
1%.-- Further, the majority (62%) of programs with split responsi-
ity reported ‘their assessed rate of fraud and abuse. detection ;
ve 10% while the majority of. respondents (52%) frgg programs w1th“_
531ngle staf%“respon31blllty placed it at 9% or. less oy

_Jr Abe Lavrne loby Canpbell The A X Pko»blv.

l'd;_learc:BeDd‘ck
3G ton. D C The Urban Instltute l§783

;rors (W/shln

}ZZSee AppendlxlB Item 31




Jk’Such data sugg

’;the_:' .may ‘\9 offset bY P

staff turnover
for its. reductlon
assure careful case handlfﬁg}'
o Foutth the staff'of programs w1th part tlme personnel is’ al—
ileged by ‘some to créate more.opportunities’ for' fraud and.abuse than.a
if only full- -timZ staff were used. - Part-time staff i
during neaﬁ*demand perlods. For example migrant workers?
;;men*’Ihsurance claims  increase at .the end of seasonal work perlods;i

7 Also, during dlsaster racovery-operations; spec1al emergencj be'
“are offered on a’'short-term basis to victims. ' : :

surges in demand make it necessaxy to hlre‘temporary,
‘The corresponding increase in fraud_an .8

~..several factors. In crisis

for extensive personnel training.. Poor training and a quick pre
start up can 1eave patt time personnel confuse ;about tfeir ob '

z,1n duties‘ For example applxo’ _ 3
 review and recipients may be declared eli lble,jo be eflts who

~would, on further 1nspect10n,,be declared ine h' - 'Previous
fraud and abuse cases involving part- tlme

: ;of theft of beneflts and services_}i

)“:as it relates to part t’me p*
‘1;heavy finanelal losses andi

P ‘The. 1rony of the part time,,full time controversy & :
'fact that program vulnerabllity to fraud:and abuse b; employees
rives in 1arge measure from the very nature of : ; '

23Bend1ck, et al _2 clt
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:’:fknowledge | As w1th rec1p1ent and thlrd party fraud, mlsrepresented
- ellgiblllty and creation of ghost ellglblllty characterlze patterns
of employee offenses E ,

:’-Agency Mlsrepresentatlon of Ellglblllty

The: s1gn1ftcance of ellglblllty determlnatlon for program par-

“ticipation cannot be overemphasized. Therefore, weaknesses in
- program design which. prOV1de opportunltles for employee misrepresen-

tation of an apnllcant s eligibility are important to identify. The
determlnatlon of eligibility formulae is a maJor area for that abuse

riln one recent study of the AFDC program it 1s 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 states, then the
- 'national case error rate could be cut . . . sav1ngs
"~ in payment errors avoided. .

Detectlon of mlsrepresented ellglblllty is difficult because
verification is cumbersome. .As an 1nvest1gator of Hou31ng Loan

‘Guaranty fraud cases commented, lnvestlgatlons are inhibited because
sources of employment verlflcatlon have frequently ‘gone out of

business.

Misrepresented eligibility with intent to defraud may also
occur in collusion with a client or with a provider. In an already
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 misstaied
eligibility data for potential benefic1ar1es to qualify them for
eligibility. . The employee also :ntered into:collusive agreements
with a local bulldlng contractor who was to do the repair work. The
contractor then klcked back a portlon of his relmbursement

Mlsrepresentatlon of recipient ellglblllty may also result in
fraudulent collection of benefits over and above those to which the

wrec1p1ent is entitled, an administrative overpayment to the client,

the provision of unneeded services to some recipierts, or the recelpt

‘sof beneflts by 1ne11gxble recipients.

- Ageney Creatlon of "Ghost" Ellglbles

Creatlon of bogus case files and flCtlthUS benefit 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 employees create
ghost recipients, collected funds are either kept for themselves or

'klcked back to others who may have colluded.ln the fraud.

241pid., p. 7.
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Ageney Embczzlement or Theft

: It is approprlate that embezzlement follows creatlon of ghost
eligibility in this taxonomy of agency offenses because wost pro-
gram embezzlement schemes involve establishment of ghosts. . For -
example, a computer technician, responsible for payment of ‘health
claims to providers, could manlpulate the program to create a ghost
provider and ghost patients and then embezzle the payments.

~Agency Overpayments or Underpayments

Admlnlstratlve responSLbllity for beneflt dellvery to the. cllent_ P

is indicated at transaction Points C and G; administrative responsi--
bility for third party reéimbursement of services is shown at Point E.
While prepayment has been eliminated in most programs, there are

- still vestiges of 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 beneflts

Programs offering cash benefits appear to be the most 14 kely
candldates for administrative payment error to clients. For exam-
ple, AFDC's cash assistance to ¢lients has been particularly
troubled with administrative payment errors forcing the. implementa-
tion of formalized quality control. The complicated nature of
payment determinations, understaffed offices, and poor case manage-
ment are blamed for fostering opportunities for payment abuses. ‘

Inaccurate administrative payments. have been made in ...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 quickly to
- providers so as to avoid their dropping out of the program are
‘design deficiencies which lead to relmbursement abases

Agency Withheld Benefits

Closely assoc1ated w1th payment abuse is an offense pattern of
withholding or misrepresenting information on services prov1ded to
-a beneficiary. This pattern occurs at the transaction point where
third parties are reimbursed for their services and usually is _
allied with other offense patterns such as acceptlng bribes or chk'
backs from a third party. :

The mOstgblatant‘illustration of this pattern occurs in some-
housing assistance programs where agency staff either forget to
submit work change orders or deliberately falsify information on
the orders to Lepresent that work has been done when it has not.
Withheld or misrepresented information on work change orders has
resulted in faulty and inferior construction of dwellings paid for
with program:funds. 1In addition, agency inspectors or compllance‘-
monitors perform substandard quallty control. Critics of USDA's
Rural Housing program find that 1nadequate employnent criteria for.
hlring of 1nspection personnel poor 1n -house tralning of lnspection

%35'—__ >
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"personnel and huge inspection caseloads whlth are understaffed
are to blame for faulty lnspectlon jobs and consequent administra-
tive. abuses. :

AUXILIARY PROVIDERS

Having synthesized information on patterns of offenses committed
by rec1p1ents third parties, and agency personnel, one final ca-
‘tegory of potentlal offenders remains to be" dlscussed which is
that of auxiliary providers. The phrase ' aux111ary providers"
identifies groups and agencies offering services integral to thlrd
party provider participation in programs. In some programs, auxi-
liary prOV1ders are outside the scope of federal program regulations,
‘while in others they are subject to spec1f1c provisions. From the
illustrations which follow, it is fair to conclude that aux111ary '
prOV1ders operate in programs where third party part1c1patlon is-
requisite for benefit delivery. Fiscal intermediaries and insurance
carriers who process third party claims for Medicare and Mediecaid
are examples of auxiliary providers. 1In Medlcare, the federal gov-
ernment contracts directly with these firms, but in Medicaid the
states contract with auxiliary providers. :

Offenses committed by some intermediaries and carriers appear
to fall into patterns of contractual abuses, rather than intentional
fraud. For example, several Medicaid contractors were dismissed
because they did not meet their obligations for timely payment of
third party claims. 1In one particular state, the backlog of claims
-became so great that the Medicaid program was almost forced to shut
down. Critics of auxiliary providers also suggest that they are:
reluctant to questlon claims aggre531vely and would rather handle
the problem with a '"pat on the provider's wrist.

State licensure boards, state rate-setting commissions, state
regulatory agencies and the like may also be placed in the category
-of auxiliary providers. Program third party providers are subject
to their regulatory supervision and general governance and, there-
fore, the vigor with which they perform these functions may influence
‘how fraud- and abuse-free a program will be. If physicians'
‘lltenses are revoked by appropriate state authorities after the con-
- viction of criminal fraud charges in Medicare, for example, the
deterrent effect of this action is presumably far reaching. Where
regulatory boards do not take aggressive action, provider offenses.
continue and may lncrease since there is no deterrent

Confllcts of interest shared by third partles and those who sit
on regulatory boards, and the lack of aggressive action from these
‘boards, has come under serious criticism in the past several years.
Some critics argue that the justice system would not have to take
on the responsibility for punishing third party fraud and abuse if
the regulatory boards were doing a more thorough and public-minded
~job. Proponents of some of the boards are quick to show that not

‘all have been delinquent in their regulatory responsibilities. At
- least. two state boards in one federal reglon have aggressively
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sought sanctions for thlrd partles found mlsuSLng Medlcald funds
~ and regularly make referrals to HEW of alleged prov1der abuse prac-'
.tlces that are brought to their attention. § '

_ Peer boards used spec1f1ca11y in health care programs for re-
view of cherges made by third parties for reasomable costs and for

- review of cost-containment in hospitals also function as auxxllary
providers., Subcontractors, such as those used in CETA's program

~desig:, emphaSLZe ‘local initiative' and decentralized operations; :
private firms which act as subcon ractors are ouL51de fodaral régu-.
latory control : : : : : : :

, Regulator and llcensor patterns of offenses ara dlfflcult to
identify. However, critics argue that their failure to proper]y
inspect facilities, vevoke professional licenses, and to bring im-
‘proper profess1onal practices to the attention of program admlnl-
strators are an abuse of thelr public trustee role.

Patterns of aux111ary subcontractors ~offenses have heen
identific . as collusive bid-rigging, inferior quality benafit
delivery, misuse of program funds, payment or acceptance of kick-
‘backs from program funds, and tampering with beneflt delivery
vouchers, records, or files to defraud programs.

EXTERNALITIES OF PROGRAMS

This appllcatlon of vulnerability assessment to benefit programs
has employed a taxonomy of offenders and offenses. ' The taxonomy,
~however,; only begins to explore the issue of why program deficiencies:
are easy marks for fraud and abuse. External factors of program
operations can also be related to program vulnerability and make it
easy for program crimes to be committed. These externalities 1nc1ude
the economic structure of service dellvery and aspects of suoply
.and demand for program serv1ces

- Economiec Structure- of Serv1ce Dellvery

To understand the ways that externalities 1nfluence program
vulnerablllty, the economic structure of the particular "functional
area" (market place) within which program benefits are delivered
"must be explored. The term "functional area' applies to the major
objectives of the program. 'For example, Food Stamps provides im-.
proved diets for loyrincome eligibles by supplementlng their food:
purchasing ability.%? Similarly, loans which 'restore, as nearly _
as p0351b1e the v1ct1ms of phys1cal disaster to pre- dlsaster con-
ditions'26 prov1de dlsaster a351stance :

25Offlce of Management and Budget 'CatalogtoffFéderal,Doméstic_f G
Assistance 1978 (Washlngton D.C. U.S. Government Printing Office, -
May 1978), pp. 42-43. = IR . LT

_Zﬁxbld, pp 760~ 761
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S The current economics of the health services delivery market-*

" place" provide a useful illustration of how economic structure: is

" 'related to program vulnerability. Health assistance programs rely -

~on third party and auxiliary provider services, Their partic1pation o
of necessity expands the number of financial transaction points L
- through which program- funds must pass.. It has been suggested that
third party reimbursement affords numerous opportunities for abuse

: "and fraud in the claims reimbursement process. Hospital reimburse-

© - ment illustrates the potential problems created by an economic:
~structure which necessitates indirect financing with program funds.

" "“Hospitals are reimbursed on the basis of costs incurred in patient

. care; thus the incentive 1is to ru& up: costs, bringing enough zev-
_enue to keep the hospital going 7

L  As one federal enforcement official commented "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 can be billed: directly to the health programs." Instances of

“billing for 'phantom surgeons' have occurred for example. Once an .
individual has completed his/her hospital residence, he/she may stay

“on at the hosoital as a junior surgeon and then blll Medicaid directly
for the surgical services. ‘Medicaid reimbursement, however, never
flows back to the individual surgeon, but rather is used to support

- the hospital's program for all resident surgeons. v

'Supply and Demand

Another externality which should be cons:dered for its rela-
‘tionship to fraud and abuse is the supply and demand aspects of

functional service areas. Since program caseioad is a proxy of
demand, as demand rises caseload wil% also increase. Seasonal
-~ 'demand for benefits in Summer Food Service, for summer CETA employ-
~ment, and for unemployment relief for farm workers is credited with
v 1ncrea51ng caseloads for short time periods, for example. . The o
surge in demand makes it difficult to perform adequate quality con-
trol. It has created problems of understaffing and required the
employment of part-time personnel who have limited knowledge of
program operations. Poor quality control and inadequate’ staffing
are, in turn, blamed for incidents of fraud and abuse '

. Elast1c1ty of supply - .a demand in iunctional service areas
also appears related to fraud and abuse. “Housing assistance and
health assistance both illustrate this relationship

sHousrng Assistance

The entire residential industrv is a maJor credit consumer28

27Abigail Trafford, "Inside Our Hospitals," u.s. News and World
Report Vol. 86, No. 9 (March 5, l979) p 35 _ :

L 28Veterans Adminlstration, Annual Report, 1977 (Washlngton D. C
'r~'U S. Government Printing Office,v 177y, p. - ‘
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,aand depends on demand for homes and the availability of housing EERRA
stocks. ~ "The availability and cost of funds in the’ money -and capi-*:"
‘tal markets therefore have an impact on' ‘the number. of claims :

for housing assistance in governmentnsponsored programs. 29 The o

VA program, for example, keeps its ‘interest rate ceiling competitivef;;

. with the private market to assure: lender support for the program. i

~ ‘Availability of mortgage money and increased demand for housing has‘ﬁff_

placed heavy pressures on government loan volumes at ‘the program

. agency level and has created more opportunities for lenders and real =~

estate brokers to participate as third parties. The result has beenf)[;

- that large caseloads have swamped understaffed eligibility offices
~and loan monitoring processes, affording opportunities for fraud
and abuse , A S : ;

'lbsHealth A331stance

The. relationohip of price elasticity to potential fraud and
abuse opportunities is also demonstrated in the health service area g
- However, price: elasticity for health services acts in reverse to:

- most’ "free market" operations.3l On the service side, -observers -

see that the "more hospital beds in an- areg the more usage goes up
--and the more costs per admission go up." 2 ‘Hospitals find it -
necessary to maintain their initial capital investment purchases
of beds.  For physicians who offer program services, the price
pattern operates similarly. The higher the number of doctors in an
~area, the higher the fees whith are charged and must be reimoursed
by program funds.33 | | o - i T

On the demand 31de more indiV1duals are seeking health care
assistance- and demanding better care. Take the elderly population,
for instance, who benefit from health assistance programs. = The
number of elderly persons in the nation is increasing, -and they
generallx require 2.5 to 3 0 times as much medical care as younger
people. Moreover, the ' elderly . and theix diseases, usually"

chronie, require 50 percent more bed rest than those who are 45 to- .7eh9h:u
64 years old. 135 ‘Hospital treatments and stays are therefore in- = .

crea31ng and ''gobbling up' more health assistance dollars. With .
prices for health services rising, providers contend they must s
"defensively bill for the services that are rendered to elderly -
program recipients in order to meet rising costs.  This results in
more efforts by providers to abuse program billing regulations. '

For example, a physician may attempt to upgrade billing or attempt =

 to double bill, Many physicians who are caught abusively billing’ji”
‘consider any fines they must pay as a cost of doing business T

291pid. "T’; 301bid,
31Trafford gp cit s

: 32"Special Report:. Unhealthy Costs of Health " Business Week:.ﬂ;i
(September 4, 1978), P 58 : v O

33Ib1d 34:‘151:1.’ f 35]‘bid ey

Q;l,tjgi_fﬁ
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The vulnerablllty assessment of flfteen government beneflt 2
}vprograms ‘uncovered common:. de51gn deficiencies which provide oppor-'.
“tunities for fraud and abuse. In additionm, externalities were
~identified which make it easier for offenders ‘to take advantage ofj
.. program design deficiencies. Table V. summarlzes the potent1a1
. offenses and offenders, see below. : e :

g TABLE "v

TAXONOMY OF OFFENDERS AND OFFENSES

'\o@- ?&@ A‘Q_ | \\,

8
| RIr DL .

'MISREPRESENTING ELIGIBILITY o | e | - °

' CREATING»'%EDST"’ELIGJBLES (] | (3 o
| IMPROPERLY USING BENEFITS o .

- RECEIVING ADDITIONAL BENEFITS L 3 _ o ¢
OVERCHARGING FOR SERVICES | . o
WITHHOLDING SERVICES e e | e
OFFERING UNNEEDED SERVICES | o e |
ACCEPTING OR PAYING KICKBACKS ] e o '
TNPERING WITHRECORDS | @ | e
EVBEZZLING OR STEALING BENEFITS SRR B |

| OVERPAYING OR LNDERPAYING BENEFITS | )

COUNTERFEITING BENEFITS ol e . S
ILLEALY C OMING BENEFIT sERvICES | . [ | @ '
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SELECTED HIGHLIGHTS FROM THE FRAUD AND ABUSE SURVEY i

The other’ portions of thiq report offer a number ‘of . frndingsf_g*
from the fraud and abuse survey which are descriptive in nature,_w-q :
e.g., survey response data to items concerned with definitions of ;;mi
,.fraud and abuse and the ways computers are used to detect fraud E

’and abuse

_ . The survey data also lend themselves to. some. other ypes of,vf_)h
a,analyses 'These analyses suggest some possible relationships be- o
‘tween program structure and operation ‘estimated rates of fraud = .
- “and 2buse, and program. ‘enforcement. Concerning program: structure S
o and operations, there is- some ‘indication of a ‘relationship- between;o*'”
' ‘various ratios of staff to clients and. assessed rates of fraud and
" abuse occurrence and detection. With regard to program enforcement
- overall ‘levels of training activities were observed to be related
 to the ‘detection and occurrence of some types of fraud and abuse.:
Such results deserve further scrutiny in future efforts to reduce
: benefit program fraud and abuse o _

tStaff to Client Ratiosv :

At present ‘there is very little 1nformation avallable on
. the relationship between staff to client ratios and incidences of
. fraud and abuse. The relaiionship has only begun to be: scrutinized
for emplrical validity A continuing problem is that tremendous'*”' :
variation in the way programs are operated at .each management .. '/”\j
‘level inhibits the formulation of national ‘standards for- specifying N
appropriate ratios of staff to clients. There is- -also some’ contro-_:
 versy as to whether an. appropriate formula for determining the .
number of staff to serve a given number of clients is attalnable SR
and workable In addition,.social welfare management. literature . = .
has not dealt extensively with issues of efficiency and effective- =
.. ness expressed as a proportion of. staff to clients. "The closest’
_ concept appears. to be work measurement. However, work measurement -
‘theory usually assumes a given error rate per worker rather than j"*"
a variable rate based on other factors B . . S s

While the fraud and abuse survey does not. shed light directly’},f

“on 1ssues of optimal staff to client ratio, it does provide some - .1 -

- data which suggests that staff to client ratios may have a relation-
‘='wsh1p to the detection and reporting of fraud’and abuse in programs*“

Examining the staff to client ratios in thehreporting sample
_;.‘utilized ‘the reported number of staff employi: i
‘.‘program and the reported monthly client ‘loads. @,Fr

om these figures,

S lﬁbnthly client 1oad was' chosen becauseﬂ t epresen,[d‘a con
: l;ceptually manageable middle ground between .gross aggregations of -
- .yearly figures ‘and’ the more variable daily figures.» It also .epre
sented the time frame most commonly used by programs themse ‘
asse551ng workloads . e T L \




a client t0~staff members ratio was computed
ant index figures represent rather gross estimates of workload .
‘becatise they do not exclude purely administrative personnel certain
,relationships of possible interest were noted v _ L

.pjclient to staff ratios and the average assessed rate of fraud and
_-abuse across ‘parties for receipt of additional benefits (r = +.48,
o No= 43, p = .001) and for overcharge of benefits provided (r =4
i.33, N =25, p = .048). Thatis, survey respondents with more
fa,clients per. staff member tended to estimate a ‘greater frequency of
- fraud and abuse in these two areas:. . A" further, and perhaps more:

" reliable analysis was: conducted on those program- respondents ‘who
‘;indicated‘that ‘they kept statistics on fraud and abuse. The under-
“lying-assumption was that the estimated rates of fraud. and abuse
 from these programs would be more accurate and less erroneous than
-7 those estimates made by other respondents.' Despite the reduced

i,”sample size, the relationships just discussed improved considerably

. The correlation between the clients per staff’ ratio and receipt of

. -additional benefits was + .64 (N = 29, p = .001). For overcharging

. of benefits provided it became + .70 (N = 15 p.= ,002). 'In addi-

' tion, one other relationship ‘was noted which had been nonSignificant
' -when computed on the full ‘sample. The overall estimate of fraud

.~ .and abuseé by program recipients2 was found to be positively cor- -
.related with the clients to staff ratio (r = + .39, N =139, p =

. .015). As before, statistics-keeping survey respondents With more
. clientsper staff member tended to report more frequent occurrénce:

- of recipient fraud and abuse than those respondents with small

. clients per staff ratios. One technical note which should be -

- ‘injected -into these findings at this point is that other notable

- correlations were obtained but restrictions in the Tesponse range

" ".and the number of respondents in certain fraud and abuse categories

-_VfStatistically prohibited their incluSion R . _

-~ . analyses conducted using the ratio of clients to fraud and abuse
~detection persomnel (i.e., the number of fraud investigators and
7 -internal auditors. which a program ‘has) .3 However, one finding
- which did emerge was a low, but significant negative correlation
- between -this ratio and the estimated rate of fraud and abuse "
fV;detection by programs ‘which kept statistics (r ='-.29; N = 35, p=
-.041). In general, survey respondents who had fewer clients ‘per: -
fdetection personnel also reported higher estimated rates of fraud
1,;and abuse detection - _ : o

'f‘( Z‘fhis vaIue represents the average estimated rate of fraud

" and abuse by program recipients computed across. each type of fraud
;;and abuse listed (see Appendix H Item 22) e Ll :

3See Appendix H Item 11

Although the result-fi» }e

Initial analysis revealed a significant relationship between fffTi”

| These.restrictions prevented the interpretability of 51milar’f‘”'



- 0verall these findings suggest that the ncidenc
;7-tion of fraud and abuse cannot be: assumed to - € net: \
- of ‘program size. ' That is, as pfograms get larger the rate of fraui
~and abuse increases and the’ ability to. detect it decrease :
. ting the statistical restrictions mentioned earlier, no sign
" correlations were observed between program size as measured by
- budget, client load ‘or staff size and the reporting incidence or
. detection of fraud and abuse. Those factors which did appear to
- _.be.of some interpretative value were the presence. or ‘absence of
o t[actual fraud~and- abusedstatistics, and the ratio of. clients to
.. staff members and detection personnel. . Such resultSys :
. in future studies, relative measures of program design anc
- tioning such as ratios ‘or per capita may yield information.
v greater enforcement ut111ty than absolute measures such as
- size, total staff etc o e

!ﬁf”ﬂgTraining o

e A second nvenue of exploratory analyses concerned the level
o of training a program ‘provided to its staff. An overall level of .
~Cprogram training activity wzs derived from the frequency of repor-
- ted training in the survey.® In those programs which kept fraud
. and abuse statistics, these overall levels of training were found .”;;‘
" to be positively correlated with the estimated rate of fraud and :
‘abuse detection (r = + .32, N = 43, p.= .013) and negatively

- correlated ‘with ‘the assessed rate of fraud and abuse occurrence ,.gqg
" in the category of rece1v1ng additional ‘benefits by those declared =

- eligible (r = -.29, N'= 32, p =.049). In essence, those programsh*w
- which reported greater levels of regularly scheduled training o

- -activities also tended to report a greater estimated rate of.fraudf'f
- and abuse detection and lower estimated rates of fraudulent Tre- . .
»'ceipt.of addltional beneflts . , : .

- The relationship of overall levels of training with program '
f«31ze variables was also explored. A 51gn1ficant negative co
yﬁrelatlon was found with monthly client.loaa (= =.26, N
~p.=.040). - The programs that reported less: overall training on

o a regularly scheduled basis ‘also reported higher monthly client
~- loads. Presumably an explanation for this would be that greater:

- .client- demands on the program leave less time for-other activities

- “such.as training. Partial support for this supposgition: come:

 from the finding of a. marginally significant correlation- betwee
- overall levels of: training and the ratio of clients to staff
.= -,27, N=34, p=".060). ‘Programs with more clients per el
- staff. member also tended to report fewer regularly scheduled e -
'jﬂtraining act1vities.»._.;.,v. : e SRR I vs-,‘a

L 40vera11 trainlng level was computed by summin
.*;'gassigned to the’ frequency: of - training across- all type of ‘trai
. ing and audiences (see Item 12, Appendix H). ' Values assign
ot weres 1= Training ‘held once, 2 J Training held annually,,;
T Training held two to four times per year, and 4 = Training
'ﬂfheld more- than four times per year. T R g
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a'Although these correlations are low and cannot be 1nterpreted o
“in any causal ~fashion, they do tend to- suggest that staff trainingL
‘is'an area of programmaticgendeavor which may- be. of some benefit’ -
“in reducing the incidence of program fraud and abuse. . The survey
data indicates that greater regularly scheduled training activity
18 associated with higher estimated rates of detection and lower
-*estimated rates of certain types of fraud and abuse. ~The fact =
- that. training levels are related to estimated detection/rates
© whereas clients to staff ratios are not suggests that training
““‘'may -be an important. mediating variable in’ asse331ng the value of =
‘Vfchanglng client to gtaff ratios. Limitations in the response,

<" detail, and refinement of the present survsy preclude a more so-

:;i'phisticated statistical" analys1s of part and partial correlations.
. among these variables. Future research should be designed to

:;f;prov1de ‘data on both the structure and: functioning of individual
" . programs so that analyses of the interaction between.these factors

“will provide a. better understandlng of the dynamics ‘of program
“fraud and abuse. - . _

- ‘7: Overall the - preliminary results of the ‘survey suggest that
a greater number of detailed studies can provide useful informa-
 tion in the design of welfare programs to be less vulnerable to
fraud and abuse. But weak program designs are only one contri-

-~ bution to the general problem of fraud and abuse. Deficient
“enforcement strategies also contribute to the on- g01ng problem.
" The following chapter reviews the current commitments to enforce-
“ment of benefit program laWS and regulations as they relate tok :
:]des1gn vulnerabilities S . o




CURRENT ENFORCEMENT'”»COWITMENTS

_ Recognltlon of the relatlvely frequent occurrence of fraud an
 abuse in government benefit programs has led to the. development

i variety of techniques ‘to combat the problem; These

. aetivities are inextricably bound to successful beref .delivery, -
and in an era of fiscal restraint are/destlned to play an even more-
“significant role in- determlnations ‘of program-viability and ucce

. The reader will recall that Chapter 2 described the benef

‘ery. process in terms of a basically llnear continuum. = Wh

° ment activities are added, it may be tore- appropriate'

'-process as circular .(See’ Table VI below). -1hus, ‘oné.aim ofnen
~‘ment:is to recoua'lmproper benefit: payments. Recouped funds are

| '~p1aced back 'in ‘the program for additional beneflt ‘payments

‘types of enforcement occur at different points on the. e
‘an example; a-strategy to recoup fraudulently ‘collected ene"ts

h']and return them to the program for detc: iination of eligibll ty

. appears at Point B. ‘Another enforcement strategy is to terminat
'partlclpation of 1ne11g1b1e recipients and assure that only eligibl
needs are met at Point C. Strategies that punish third party pro- -
~viders for program wrongdoing are de31gned to assure approprla[ e
,gand timely. dellvery of beneflts at Points C and G. ‘

The f1e1d 1nvest1gat10ns of the flfteen beneflt programs

'Interv1ews suggested that current commitments are usuallywthought
- of in terms of their primary goal ‘€.g., prevention, de :
,Qdeterrencel.of fraud and abuse. Beglnnlng with this simple. goél;
'typology, thls chapter will’ f1rst describe current enforcement
commitments. . Not all currently existing examples of a particular
type of enforcement activity are 1ncludeu, as this- ‘woul result
“in a prohibitively long and analytically redundant’ volume.

 Rather, one or two typical examples of thevenforceme%

. is/are descrlbed It should be’ note%&

:'Therefore,_those strategzes which are'commOn o,all programs

o will be further differentiated on the bas: sioffthe activitid

‘associated with their employment ‘thus creating a: m're*d_ta 1
.'typology of enforcement strategies which is based on charact
.tic activities rather ‘than general- goals.. Because each of: ,
' 'new strategy types is- ‘designed to reduce the inciden e of fr ud
g ‘and abuse, and because the preventlon-detectlon-de; >




ypology: ,onceptually slrppery2 those who are concerned about.f”'.
enforcement to centrol fraud and” abuse may find the action’ typol- o
ogy to have greater ,”ﬁlity,tha ghe goal txpology SR

TABI..E VI

FLOW CHART OF EBQGRAM ENFORCEMENT

Beriefit

Assure proper .

o -Assure
i receipt-and @ accuratede-
. termination

-use of benefnts

. , Reoe:pt of ’ Admsmstratwe
- benefits- . determination. ) _
EERTHRES T of eligibility . - \ :

Assure proper | . Assure proper

- delivery of <~ P delivery of
- benefits - benehts
N Admmistratlve B "Receipi of l
. \recemflcatlon o beneﬁts ﬂ
y F 'No Administrative D ‘ O
N \ relmbursemem / ‘Assure proper -
Assurefproper v —~—y . _— Y ‘receipt and -
o recertl u:atqon : . . ‘usé-of béneflts
S . " . Assuré proper
L IR o .reimbp_l_'se_megt, )

* Program enforcement
- ;--:C:. =. Programdesign :

_ '1sﬁslippery, in part because deterrence 1mplies that new
rimes or abuses are prevented, and detection is necessary to. deter-
ine’the suce 45’of either‘prevention or deterrence. Simplyvstated




SMIEECe Three federal agencie the -Unite tates Di ‘artments of Hou31ng

~and’ Urban Develorment‘”HEa , .Education,and Welfare, and- Agricul- -

: ¢ r >~ establishment o: offices pf Inspector .
SGeneral ‘a8 an indeperdent agencyfunianor coordinating: program en- . .

 forcement (and 1nterna1 security);i The mandate of HUD's Inspector .
‘General, for example, is to provide an: "independent”" riew of the -
_effectiveness and" integritj’of "HUD - operations, “and - offi )
‘the authority "to inquire into all programs. and administrative _
activities' of the agency as well as those of ' 'persons or parties'

- performing ugder grants,; contradcts, or other agreements with - the

. Department. The offlces have staffs of auditors and " criminal
ﬁinvestigators . Nl : - ,&

o Organizationally, these offices have central headquarters in ERRE

'Washlngton and. regional or branch field offices also staffed with
. audit and investigative: personnel, HUD's ‘office had 478 personnel
.~ in fiscal year 1977, consisting of-about 80 employees - headquar-fagf”

ters and ‘the remainder in. field locations 4 One . of the unique R
o ‘position in. thef,a_.;
}.hierarchy., They are autonomous units andfreport directly'to the
agency secretary. ~While they do not repl“ce established 11nes ofv
o operational authority, they fofinterven
e _‘duies, policies, or- employ,egcond"t;arise

T ,Congress and the agencies have appropriat'd'f to
. these offices. - The. Department ofjAgriculture'office will- operate
- in fiscal year 1979 with'a $32 m“”‘ion budget, HEW's office with
- a'$35 million budget -and’ HUD s office with a $16 m budget 6

B 3United States Departmen (o} : ' al - nt,
 Office of " Inspector General, 1977 ‘Annual " Report Scheduie No;i,*
“:(Washington,,DrC U S GovernmentuPrinting-ﬁfE:_v 978); .p-

. 4Ib:Ld
5Ibid

LjStates (Washington, D;
P. 349 and U.S. Depart”
-~ of Inspector: General ’
“ﬁ'.(Washington, D C U S.- >a,
- 1979) B T




~ One Jmportant measurable result of the IG offlces work has

. ‘been program cost sav1ngs Annual reports for the offices provide

illustrations of these sav1ngs The Housing and Urban Development

report shows sustained savings of $116,720,595 for fiscal years
1972 to 1977 and cash ‘savings of $54, 145 335, 7 The 1nuLwlaual
~annual figures are shown in the next table, ' :

TABLE VII

SUWMAPY OF - SUSTAINED AND CASH SAV NuS
FISCAL YEARS 1972 THROUGH 1978

Flscal '-f _ Sustained o _ Cash
- Year E o Flndlngeo_;_ . _ Savings

1972 7,984,678 . 4,135,507
1973 ' 9,446,571 : 5,052,352
1974 - ~ 16,101,956 - 8,131,077
1975 14,807,141 7,511,005
1976 o 33,799:805 : 18,756,109
1977 o _' 34,580, 444 - 10,550,285
Totals - 8116,720,595 . 854,145,335

The guccess of these IG off:ces has spurred Congreos and the

- President to expand the concept. The House of Representatives

~ Conference Report on offices of Inspector General concludes that

consolidating cx1°113g resources in other agencies will result in
“substantial savings. The Report also finds that "any direct costs

- incurred will be relatively minor and will be offset many timef
over through benefits attributable to the work of the office.'10

7“Susta1ned 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 make restitution or take
corrective action. Cash sav1ngs are reported only after we have
- received evidence 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
amounted to $DQ3 046 OHUD Inspector General Report, op. cit.
- Schedule 5. _

:" ;Ibld

9Inspector General Act of 1978, 5 U.s.C. .app. (1978).

lOU S. Congress, House of Repres entatlves, 'Extension of Offlce

‘ Inspector Generals in Certain Departments and. Agenc1es Report.

- 95-584, 96th Congress, first session (Washington, D.C.: U.S.
Government Printing Ofche August 5, 1977), FP. 16 18.
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'otate and Local Consolldatlons of Audlt and Investlgatlon

: Follow1ng the trend of the federal government states and
localities have begun coordinating enforcement efforts and commlt-
ting funds for specific enforcement purposes. The patterns of
organization for these units vary conSLderably from one: Jurlsdlc-
tion to the next. In one state, the investigation unit is an arm

-~ of the state. comptroller and in .another, it is an autcnomous unit

but under the organlzatlonal structure of the program admlnlstratlveff
agency. : ,

The fraud and abuse survey questioned whether state program
~budgets had allocations for enforcement. When such allocations
were identified, the survey sought to determine the amount of money
allocated to enforcement techniques, such as detection, investiga-
tion, client education, staff training, prosecution, etc.*d 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 technlques and percentages of the
total budget for these allocations, only 47 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 leglslatures see fraud con-
trol:-as an imporiant expendlture

Enactment of State Welfere Fraud Statutes

~ Several states contacted during the study have enacted fraud
statutes applicable to specific prugrams. These statutes specify
penalties for program offenses and are the basis for developing
state fraud investigation/prosecution 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 administrators and enforcement officials will more
“regularly seek legislative support for freud statutes in response
to the public's demand for actionm. v

Legislative Support

As an enforcement technlque, the search for 1eglslat1ve support
is intended to bring about changes in program design and/or provide
enforcement funding through the political process. Historically,
support has been sought only by administrative and management

~officials. Now, enforcement interests as well are lobbying for
program reform and enforcement appropriations. Part of the change
has come with public recognition that careless spending of tax

dollars without requisite safeguards has created "legislated waste"
in many programs. The lobbylng efforts are generally dlrected

llAnptndlx H ‘Item 17
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to. ard 01031ng loopholes in program design, tlghtenlng the meaning
of program definitions and terminology, eliminating ambiguous pro-
grain obJectlves, and provxdlng funding for enforcement manpower,
rescurces, and technology.

The effectlveness of leglslatlve lobbylng lies in its ability
to bring about compromise. Since decisions in government résult :
from multiple; often conflicting pressures, the purpose of 1eglsla—
tive lobbying is to bring about some general agreement. It is
obvious that elected leglslators cannot function without being
reelected. Consequently, '"they must...advocate the perceived needs
of their constituency, even though satlsfylng those needs may mnot
be in the best interests of the larger body which they are supposed
to represent

One of the greatest weaknesses of "1og rolling" for program
enforcement is that Congressional efforts to resolve deficiencies
seemingly cannot account for all the variations in programs. . The
problem is that 50 different variations of a program compllcate
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-ab0ut compliance monitorlng of food preparation and food .
service sites. Strict monltoring in urban areas from a practical
viewpoint proved much easier to accompllsh than in geographlcally
spread out rural areas.

In sum, the decision-maker chooses leglslatlve 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 techniques 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 vulnerablllties in program design are 1dent1fled reme-
dies for the problems may be sought by redesxgnlng the program's
- organization. Redesign aims to define major organizational con-
_straints to combat opportunities for program misuse. It can be
categorizcd ‘therefore as an enforcement activity for benefit pro--
grams. _Using the Rural Housing program for illustration, there
‘are several program control aspects demonstrated by organlzational
redesign. In the past, some fraud and abuse has been attributed
to organlzatlonal weaknesses concerned with staffing, volume of
work, and quality control. Observers claim that inadequate staff

12pobert N. Anthony and Regina Herzlinger, Management Control
in Non-Profit Organizations ' (Homewood, Illinois: Richard D. Irwin,
“Inc. 1975), p. 50.
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at the county offlce levels, coupled thh a heavy volume of 1oan
portfolios and the additional responsibllltles for other aspects
of the Department of Agriculture's work, have resulted in poor .
loan deter inatlons and management e .

Efforl4 are underway to elimlnate these vulnerabllltles by
redesigning staff responsibilities. In a recent experimental pro-
ject, an automated system will perform all accounting and servicing
of housing loans as well as the handling of tax servicing and
~liquidation. Automatlng these functions, it is believed, provides
- county staffs with time to more carefully review houging appllca--
 tions and reduce reliance on packaged appllcatlons 2 -Under a :
reorganization plan adopted by one state, county offices will retain
all housing loan responsibilities, but all other department ‘work

- will be shifted to the district office level. The plan is aimed

once again at focusing more time, attention, and staff resources
on hou81ng loans since. these account for the bulk of the county
offlces workload : :

The rural hous1ng example points to: several contrlbutlone 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 dellvery (in terms of timeliness, thoroughness and effici-
ency) should decrease opportunities for fraud and abuse. Second,
redesign 1s intended to change the boundaries of the client groups
serviced. By readjusting the scope of the client load, i.e.
concentrating only on hou51ng loans and reallocating other tasks
redesign is assumed to improve contacts with applicants and, for
the administrative side, to provide more fraud - and abuse - free
service to the ellglble c11ent :

Other redes1gn efforts have focused more. dlrectly on inten-
tional fraud and abuse by administrative employees. Employee
offenses appear to account for a substantial portlon of fraud and
abuse. While the magnitude of these offenses nationwide is not
known, the experience of one federal agency is illustrative of the
potentlal of employee crime.  The U.S, Department of Housing and
Urban Development reports that since 1972, 92 of its employees have

. 13Paekagbng is a technlque (allowed under program regulatlons)
~used by housing developers and builders to combine applications
for Rural Housing Loan assistance to assure purchasers. for their
housing and to expedite the application and determination process.
Packaging has been criticized because county staff have been lax
in reviewing appllcatlons submitted in this manner and some devel-
. opers have abused the process by falsifying appllcant 1nformatlon
to receive a favorable loan determination. :
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.1”been indleted for'offenaes izlated to their misuse of offlce and
74 of these were convicted.

The 1mportance of reduclng 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 conditions.
of emplovment 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 are considered proper cause for dismissal. Under some of

the condltlons, employees are prohlblted from; :

) Backdatlng a clalm without formal adjudica-
tion or approval from a superior;

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

e - Participating in taking, adjudicating, or
paying claims from relatives by blood or
marriage; or .

‘@ Receiving cash restitution payments unless
. the receipt is witnessed and counter31gned
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"l5 under federal regulations. In fiscal year 1977, the Office
conducted 79 such brleflngs at regional and headquarter offices.

~Recipient fraud and abuse is countered 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 return 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 beneflt grant - The

14
15

HUD Inspector General Report _R cit., p. 4.
Ib1d | |
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" .-duces the amount of administrative error in the form. of overpayments T

computatlons of grants are based on the benef1c1ar1es clrcumstances fgﬂ
for the -month prlor to payment, rather than on estlmates of future
“circumstances. This monthly "retrospectlve accounting" system re-

and- underpayments because the appllcant s e11g1b111ty is: redeter—' L
’_mlned with more frequency than 1n the past o . o

_ The monthly reportlng system 1nvolves f'he 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 and eff1c1ent1y
~and to update the central file systems for. quallty control and :
: management information purposes.

In addltlon to redesmgnlng partlcular program elements for a

reduction in vulnerability, some reorganization aims at coordina-
tion and streamlining. For example, Medicare and Medicaid were
combined in the Health Care Flnancing Administration (HCFA), and -
in April 1978 the Office of Program Integrity 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 admlnlstered programs

: Several localities ‘are experrmentlng with computers to deter—
mine ellglblllty 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-
lining benefit program operations and reduc1ng the: opportun1t1es~
for fraud and abuse. 1n several ways. They: o

° standardlze'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 dlrect contact w1th .
.cllento,”

e make beneflt cllent records eaSLIy acce531- e
ble. : S

® reduce the turnaround time of process1ng
‘app11cat10ns and. thereby allevxate hard- :
‘shlp more qulckly ' : T :

o'vdecrease errors in agency case recordkeeplng
_ Caseworkers obtain’ ellglblllty data from prospectlve bene-‘ e
ficiaries and then enter ‘this data into the system. The computer

‘calculates the amount to be awarded and sxmultaneously prlnts a
~ case: f1nanc1a1 summary-. SN o R
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I Finally, in the belief that simplified programs and reduced
... paperwork for recipients and administrators will reduce program’

" 'misuse, the U.S. Department of HEW-is undertaking a project to »“‘
ereate uniform eligibility standards for programs. of public a851s—f»
© tance. The prOJect w1ll operate 1n 1979 and has three obJectlves

e Standardize federal requlrements across‘
~social: serv1ces

rof-Simplify the ap Lication process for cllents
o, Implement government-wide standards |

'jlhe pro;ect is modeled on:a state prOJect conducted in one of the-"
-federal regions nundev the acronym SPAARS (Slngle ‘Purpose Applica-
tion and Automat.c Referral System.). The project consisted of a
.. SPAARS team drawn from six states. The team was responsible for
maintaining contact with individual states, coordinating efforts,
‘and prov:ling technical assistance for the development of a single
: appiicatlon form for 17 benefit programs Tbe prOJecL had several
. goals. _ _ v :

o Develop methods to Smelify and reduce the

-~ cost of the application. process for indivi- -
duals seeking assistance from social and
medlcal service and income maintenance pro-
grams at the state level

) Consolidate application and ellglblllty forms
while continuing to meet state and federal
requirements . . v

° vDesxgn and implement ‘a complementary refer-,
‘ ral system which would maximize client access
to the appropriate state programs

e Make certain the system would protect the
- confidentiality of all '"personal ‘data'" pro-
. vided through a single purpose appllcatlon
~and referral service 4 e

A 24- page draft of the application was. developed by . the team.
1t was then reviewed for legal constraints which might affect
~~determination of eligibility. Because of the differences across
program lines and among state administrations of programs, ques-
. tions arose regarding how best to accommodate variations in eligi- .~
o blllty determination within the single applicatlon The experimental .

TR 16SPAARS The Le al Constraint Stud_
e Committee Colorado 0 : of uman

(Denver Colorado SPAARS
,esources March 1977) p. A-2.




}:,”1mp1ementation of the single _purpo
© - small- geographical area for a shor
. SPAARS team is concentrating on. )
Coinn eligibility ‘requirement regulations in conjun?h
>efforts to simplify program.operations -

e z ,.pendent in arg
~fthe human'resources that process the@organization's wor
.~ “ment literature has dealt. wii? problems of workers' ”itudes,roward;
- the organization and change. ‘Field work for this study found '
- similar effectiveness: problems: in program agencies where changes
- “were undeértaken to redesign staff responsibilities from. delivery
o to partial enforcement,  For ‘example, the introduction of detective
investigative: responsibilities -at the operatlonal levels of progra
~agencies has created serious work effectiveness problems - -for both
 benefit delivery and program ‘enforcement. . Some staff.see the two
~roles as: incompatible ~They argue that ‘one cannot provide benefits
_.toda aecrpient and also monitor the recipient for potential frav"
“and abuse S B . , B , .

o ‘In summary, rede81gn 1s believed to provide program control
‘through its capacity to readjust organizational constraints and %
ncontingencies, ‘thus eliminating or reducing opportunities for fraud~
and abuse. ' The examples chosen to illustrate this assumed contri-»
';:bution have yet to. be tested emp1r1ca11y At . AREE IR P

vCreatlon of Financial Incentives

PR In the past many state Jurisdlctlons were reluctant to pursue?*
- fraud control because -they had to bear the ccosts, while the funds
~ they recouped . automatically reverted to the federal government.
" New legislative and appropriation. initiatives recognize the lack u,“
‘of incentive and provide matching funds ‘and reimbursable costs to
states who undertake fraud detection. For. example, the Food Stamp,
Unemployment Insurance, AFDC, and Medicaid programs offer financial
- incentives for 'gstates to establish fraud units. The Medicaid pro-
gram also provides financial assistance to.states that develop
_management information systems which meet HEW certification

Education and Training

Educational and training act1v1t1es are ueed to reinforce _nd‘
 vidual behavior and to raise the level of awareness an. individual -
"has about the program Education and training'are consid red

< 17Am.ong this 1iterature is Chris Argyris iIntggggrsonahﬁCom-
etence and Or anizational Effectiveness ‘(Homewood, Illino:
' 52) ; Rensls Ikert "he HumanJOruanization_:Nﬁ“ ;

o ’AMcGraw-Hill 1951)




'ﬁlmp‘ﬁtant enforcement tools which can be agplied to all part1c1pants
in a benefit program - administrative staff, third party prOV1ders,iu,,,;;
auxiliary providers, recipients, and potent1a1 applicants : S

Most program regulations require adminlstrative staff to attend
©an. orientation and receive- continuing training in their area(s) :
-0f- responsi ility Much of -this training is provrded on-the-job |

by supervisory staff Instruction and casework for =2 uministrative
“personnel are designed to reduce errors which may- lead to fraud
~and abuse and to enhance the overall ability of personnel to detect
;uirregularities for follow up investlgatlons.‘ : .

S During the 1nterv1ews, it was found that practlcally all pro- L
gagrams have ‘some training component for employees; however “the . = Sl
‘type. and frequency of ‘training varies conSLderably Table VIII . : U
- presents’ the percentage of respondents in the fraud- and ‘abuse sur- SR
;' vey who indicated that they prov1de particular types of tralning .
a,;“Fto SpeleiC groups of employees R _ _

i- TABLE VIII

FRAUD AND ABUSE SURVEY PERCENT OF PROGRAMS -
PROVIDING TRAINING BY TRAINING TYPE AND AUDIENCE

-rﬁType of E Staff o Ellglblllty 'Case» Fraud Inves- Audi-
gj_Trainlng S,»;Supervisors -Workers  |Workers. tlgators | tors.

Q?77Orienta-

oo eien L ossm | son | | s | oo |
1fffln House/ -AQJ'!I R O B R 'ﬁ'f'vyﬂ e RS
;d*wOn«the -Job 4 68% . f o -52% o} 1% ) 39% . | 21% 1
({:DISpecialized L B S (T SRRCES (oLF CORRe Rt I
{;;Courses S o A9% - o 29% | 7%} 30% | 12%

?ijefresher S R B R U RIS I
';QCourses 1NJ.jgg‘-29%‘_'f o 'j19%n', 6% .315%_ § ,Vg_'7%v

“*As indicated in Table VIII although all forms of training are
provided to fraud investigators ‘and auditors, relatively few pro-‘
grams. provide the same types of training for these enforcement =~
personnel,when ‘compared to staff supervisors. ‘and eligibility work-
ers. “While only about ‘a third of the programs surveyed provided
a: particular type of training to fraud investigators or ‘auditors,. ..
only a tenth of the programs reported that ‘they offered no training_ S
at all to their fraud investigators and audit staff : L

7‘ésrefﬁp,wﬁdiiﬁﬁf;iﬁéﬁslééf



1'ﬁf[1earn program openations ‘a. caseworker ‘may learn. investigative '
'skills, or a prosecutor may learn program specifics. In addition

b\¥from working with persons trained in other disciplines. Such was:

l’rWith loan guaranty officers.

,;_,‘ceive ‘training through either regional USDA offices or state- Board

v:i.Many program officials believe that the more information tha

“>>*guaranties

: Cross training» to obtain addition'lfor speciavizf: 1Ll
“'is also available in many programs.  For example, an auditor m

. to the formalized training, ‘administrative personnel will learn

 “the case when a Veterans Admiaistration Investigative UniW,;orked
o According to the’ investigators, o
" they became "sensitive to peculiarities which may be indicators of

1fraud and abuse in programs

. Training for third party providers normally is. conducted eitherg
by the program administrative staff or by auxiliary providers.” In
- the: Summer Food Service: program, for example, prime ‘'sponsors re- -

‘of Education offices. In the case of Medicare training, ‘third

- parties, i.e., doctors, nurses, hospitals, etc., receive. informa_
. tional materials from HEW and from auxiliary providers (intermed,
,‘aries and carriers) . _

- Training for auxiliary prov1ders in Medicare and Medicaid is
',Vconducted both by the program-sponsoring agencies and-by the =~ =
individual providers. Intermediaries and carriers develop instruc-
tional materials for their staff members who have responsibilities wu'
in these two. health programs . L - :

] Educating benefiCiaries is also being emphaSized to improve
.communications at the time of application as well as during the “g i
period of eligible participation. In several Jurisdictions;jvf"“"'“
~slide presentations are prepared in-house for" preparation . - 0
to prospective beneficiaries of AFDC and Food Stamps. The shows‘;ﬁ]‘}
- depict the types of information that will be: required from the:
\recipient to determine eligibility and the steps in the. benefit
process. In another program; Medicaid regulations require- that
. beneficiaries be informed of the charges made:to their Medicaid - T
. ‘accounts. Significant work has. been done in bilingual and multiple'_j
language communications to assure that recipients understand all
”,their rights and obligations of assistance i

: ‘The aim of educating and training program participantsband'”Hz
';the general public is three-fold. First, there is prevent ,
S
- available about ‘a.program, the fewer incidences of fraud and abuse_
will occur. In the case: of recipients,veducational informationﬁ1 i
~ds directed to alleviadte ~anxiety about. receipt of benefits.

< that in the past, recinienttexasnﬁ§j-jon.and misund
standin i

gL an @ifé’ﬁ‘wiﬁw\”t‘tﬁ%m“’ ﬁmed‘

-8t 2300 fthem against th
: system and toward“its ‘misuse. A
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e Second educatlon (partlcularly publlc 1nformatlon) is belleved
-?to encourage reports of suspicious program behavior tc enforcement .
- officials. This "consumer intelligence" ‘function is demonstrated
oim a prOJect ,undertaken by a state Medicaid prosecution unit. The
 unit trains coalitions of elderly citizens (i.e., Gray Panthers)
“to watch for unhealthy or inadequate living condltlons in nursing
. fdeilities where they visit friends and relatives. = This training
- activity has created an intelligence network: which has surfaced
. 'many abuses and has placed a check on the dellvery of 1nadequate,g
_vf;services in. these nurslng homes : S y .

Gen To ascertaln whether pub11c 1nformat10n is- cons1dereo a deter—'
'g;rent to fraud ‘and abuse, the fraud and abuse survey asked respon-
"dents to "explain' -its effects - whether it decreased incidences

_+of fraud and abuse or increased them.20 Sixty percent of the -

- sample said public information had a p081t1ve impact on decreasing

- .. fraud and abuse. When: responses were separated by programs, only -
" two-thirds of respondents who administered Unemployment Insurance.

+ and CETA programs 1nd1cated that public information decreased the

. - 'amount of fraud and abuse. Over half of the Medicaid and AFDC .

;;:program respondents were also in agrecment, as were almost all the -
‘;fraud ~audit, and quallty control units Whlch responded S

o o Thlrd educatlon is belleved to prov1de support for enforcement
" actions. Informatlon is disseminated in the belief that public
',jawareness of fraud and abuse and the harm which is caused both in
. ““human terms and in dollar losses will encourage the publlc to-
g"tolerate enforcement mere readily. As an example, public awareness
‘,;of AFDC fraud and abuse has" brought enforcement offlcials to consider
- a National Recipient Data System. _One of the major obstacles to .

- ‘creation of the system 1is the prlvacy issue. The system, as
.. -designed, accounts for privacy concerns by limltlng the period of

- time that data may be retained and limiting the type of information
. which is collected. The system's implementation would be lmpos-
ivg»sible wrthout publlc understandlng of the problems :

5 ,fffraud and abuse, there are those who question its effectiveness in .
.. this: regard. Some argue that large amounts of 1nformatlon tend
“.to increase "insider knowledge" .and consequently 1ncrease opportun-
Jities to defraud or abuse programs. ' _ a

*TtIn another context - some program admlnistrators questlon ‘the
alue of education's 'consumer xntelllgence function. The use of"
n'Explanat;on of Benefits" (EOB) forms in. Medlcald demonstrates rhls
‘eoncern: about effectiveness.. ~EOBs provide the Medlcald patient with-
- an- accounting of charges made against his account. The form is
~intended :to be informational and to provide a check on prov1der
h rges Where a patlent finds a bllllng error, he/she is to report

Oappendix H, Item 23.

Wh11e educatlon is touted as an lmportant technlque for reduC1ng,' :



" by the patients ‘'or if they are, they confuse, rather than help

i ”f'mational form As one state Medicaid administrator explained;

'7,“who are responsible for handling recipient data and.claims. It

- form the function of deliverying benefits, if the worker must at:

o to explore the general phenomenon of program fraud and abuse. Re-' L
- search inquiries lead to better understanding of relationships among

‘fifbelow which the ‘two groups fall

‘ithe irregularity to the appropriate enforcement authorv, es
‘administrators comment that either these forms are. never re

" ‘the patient. - Others question the cost-effectiveness of the 1nfor-:fg

-,fmy Department sent out 26 000 EOBs of which 67 -

. were sent back with questions. 0f those 67, e
- only 4 provided useful information for poten- g;fly:*'
'tisl fraud cases. There is no cost- effective-“fv
 nesgs since the. postage ‘alone was more expen31ve
- -than the EOBs returned w1th indications of

V_possible fraud s _ :

o There is. doubt also about the effectiveness of prov1ding inves-ffi;
' ~tigative dnd detective technique training to administrative: staff

ig felt by some that an eligibility worker cannot. adequately perh(; ‘
~ the same time look for fraud in applications. In some of the sites =
> that were visited, the interviews disclosed problems of tension,. S
- eonflict, 'and ear]y "burn-out" where persons were required to . -

serve clients and 'also look over their shoulders " At the present S
~ time, this criticism is based on administrators subJective Judgment \}}
_without benefit of empirical data. However, it does raise serious
questions about cross- training of workers and their abilities to = =
do their jobs when they must also control the delivery of- benefits. Ll

Fraud and Abuse Research .

“The potential value of research clearly 11es with its ability

various patterns of fraud and abuse, relationships between program =~
. design and vulnerabilities, relationships among enforcement strate-%‘

- gy effectiveness, and the 1mpacts of benefit program offeases on '

- -society, B DA ,

= There has been only limited research 1nto the causes and effectsg};
- of program benefit fraud and abuse, The research that has been o
"done, however, includes several studies- employing discriminant analy-- .
sis. Discriminant analysis is a statistical technique fo",differen-~ :
 tiating between two groups of individuals or objects on the b:

- of several properties they possess. To conduct: analysis, 1line R
_.combination of measurements whose distributions for the two: groups A
~ do not overlap must be- found The procedure for discriminating &
_consists of determining a critical value of the 1ndex abor‘ﬂand

5 : 21For a more thorough discussion of multiple linear discrimi-ifgf7
P nant analysis see: Paul G. Hoel, Introduction to Mathematical o
iz Statistics (New York John Wiley & Sons, Inc.,*l§66) pp 179 180n




. (known) fraud is not randomly distributed among the claimants.

”'i»,therefore a v1ab1e enforcement tool.

o U31ng this techn1que, several states have examined progr«m
" beneficiary. popula*ions for tendencies to commit offenses. The
~analysis in one of these studies shows that the tendency to commit

'd_Systematic 1dentif1cation of claimants who may - cnmmit offenses 1s

: Other research efforts have involved computations of estimated L
~ losses in programs based on past records. In one particular pro- -
~.ject, it was found that during the period 1950-1975, fraud charges -
~were brought against one in every 100 benefic1ar1es One out of
'5;eVery ten of these cases ‘was prosecuted ' :

: Education and training,;organizational redes1gn,-estab11shment
,_of financial incentives, and research to counter fraud and abuse
. are; techniques in wide use for prevention. Techniques associated
Cowith improving detection of fraud and abuse are discussed in the

- followxng sectionu‘- SRR

'DETECTION

" Creation of ﬁnited'ﬁfa"s”GeﬁeraieAeco"ﬁtingfﬁffide"SpecialfFraud

"Prevention Task Force.

4 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 B 1
‘Comptroller General announced the creation of the GAO Special Task S
. Force for the Prevention of Fraud, with the broad mandate of evalua-

~ ting the adequacy of- management. control systems in federal agencies
‘and assessing the adequacy of investigative and corrective actions

taken on the GAO audit and investigation reports. .Initially, the
Special Task Force reviews the CETA program, Community Services |
Administration, Small Business Administration, ‘and ‘the Naval Material

- Command. The efforts of the Special Task Force will concentrate

~on identifying program operation and system weaknesses in order to
~discern patterns of fraud, abuse, and mismanagement that can be

~ applied to many agencies and departments.f The Comptroller General

4has ass1gned three magor activ1t1es to the Spec1a1 Task Force

® 'Establishment of a; nationW1de hotline tele—
phone to allow citizens to report fraud and
‘abuse in federal programs

Q'fConduct of "vu]nerability assessments" to
- determine whether agencies audited have
adequate internal accounting or management
ﬂcontrols (these assessments will result in
oM risk proxiles" of the agency or program)

e Making an overall effort to determine the
- " ‘extent of fraud in federal agencies and
; programs and its causes.
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: After incxdences ofafraud or mlsma,rgement a ntified  tt oL
. hotline tlps, they are referred to the appropriate agencies for

. further action. - The. Comptroller General has’ a331gned,57 person
. years in each of fiscal years 19zglan_,v980 to ach1 veithe objec-

'=ﬁ‘t1ves of the Specral Task Foroe' [ R S e :

'v5:gua11ty Control

N Quallty Control is‘a- system of monltorlng the rellabrlrty anof

: accuracy of program—relate&"data and resources.. In government; as

. . in other complex organlzatlons, qu'Iity control.serves as-a: detec-sggl
- tion’ mechanlsm to spot’ 1nstab111t1es ‘and problems in. program’ e
‘ operations This detection: system is usually placed:at successxve s
* levels within the. organization's structure to allow consistent =~ <l i
‘monitoring ‘and stabilizing of workflows and to trlgger changes 1n L
*,the organizatlon where 1nstabllit1es are present. . : N

. The growth of quallty control in all organlzatlons is attrl-isf{‘ i
- butable in part to the introductlon of spec1allzatlon 1n the work-*-fﬁ .
'place ' SENN ‘ o , e o o

.}The grOwth of speclalizatlon has resulted,rn

" numerous. groups whose ‘existence d-pends upon
their ability to make appraisals, evaluatlons,;,
-and checks. that the manager himself has neither
- the time nor the skills to make for. hrmself 23

Addltronally, the admlnistrator "maz not see trends by generally
~looking at single points in’ trme., . Problems of dlsgulse and ;oo
deceit which may figure in the ‘superior-subordinate rcle between = -

. manager and worker also may. necess1tate quality control. 25 - The =~

. point to be empha31zed about any quality control technlque is how
effectively or ineffectively -it functions to detect problems. and
allows for marginal adjustments in the program or its delivery.

' process. -In the sense that quality control offers an alternatlve X
 to crisis management, it is antimportant tool for f-ogram enforce-,
‘Pment and 1ntegrity SR : . L B TR SR

_ Wlthin program agencles, quallty control serves a number of
enforcement purposes. Qualrty control: prov1des staff support, Bt
i resource management and/or reportrng systems for 1nterna1 mana-‘ L

: 22Staats, U S Comptroller General "Statement Before the
Senate Commlttee on Budget GAO Efforts..,? op eit “*passzm.~“a'u

23Leonard R Sayles, Managerial BehaV1or‘(Newf;ork;McGrawég:57f

Hill 1964), p. 93.
2“1b1d
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gerial effectiveness. The equitable and humane distribution of
benef.ts is impacted by the ability of quality control to identify
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 unnecessary 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 observers believe that imposing quality control
(a fairly structured technique) on unstructured benefit operations
‘has created serious obstacles to its success.  The Summer Food
Service program illustrates the problem. Pfrogram benefits are
delivered by ''grass roots,' non-profit organizations. Many program
administrators claim that these organizations have not had encugh
experience in accounting for service delivery. Some critics believe
that imposing quality control on these groups and expecting it to
indicate problem trends and irregularities, is a naive assumption.
In their judgment, it csnnot 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.20 Also, interviews
with AFDC quality control staff and program supervisors at regional
office levels of HEW indicate that the use of quality control to
measure fraud in AFDC is inappropriate. 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 applicant for an
-~ employment program when it determines eligibility for AFDC, the
case is automatically thrown out as adwministrative error,

Another apparent weakness of AFDC quality control rests with
the sampling technique used. - In the current AFDC quality control
activity, a sampling of open and closed cas>z is taken and reviewed
for errors, inconsistencies, and possible fraud. If a fraud case

3 : _

v “6U.S..General Accounting Office, Report by the U.S. Comptrol-.
ler General, Attainable Benefits of the Medicaid Management Infor-
mation System Are Not Being Realized (Washington, D.C.: U. S.
“Government Printing Office, September 26, 1978), passim.
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appears in that sample, then it is pursued for lnvestlgatlon 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 investigation

In conclusion, quality control's merit for enforcement is its
“ability to indicate instabilities in program de31gn and operatlons
In a practical sense, quality control raises a '"red flag," screening
out problems and questlonable aspects of program operations. Its
effectiveness, however, is tied chiefly to its ability to accurately'
perform this screening and allow for marglnal adjustments in program
design.

Investigation

Like the detective in the police department the criminal 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, lnvestrgatlons are brought against a varlety of
program participants.

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

In praetloe,'lnvestlgatlons of recipient fraud and abuse are
handled by the state or local investigative units., There is usually
little, if any, federal investigative involvement, i.e., the Federal
‘Bureau of Investigation. Investigations of admlnlstratlve person-
nel are usually handled by the internal security division of the
investigative units. Depending upon- Jurlsdlctlonal authority (as
set out in statute and regulation) over third parties and auxiliary
providers for individual programs, irregularities are lnvestlﬁated
by either state or state and federal investigative personnel '

Whlle all 1nvest1gat1ve techniques ‘encountered cannot be
enumerated, a few illustrations should suffice to demonstrate that
effectlveness is associated directly with the type of benefit pro-
vided. Thus, programs offering loan assistance are susceptible
to analyses of default patterns and, particularly, identification
of first defaults. Other 1nd1cators used in loan programs are:

27See individual program profilee in'Appendix A. 
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- patterns of loan application rejections, lenders' reluctance or
eagerness to make marginal risk loans, and past corrupt business
practlcms of lenders or real estate brokers

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

Programs offering services, such as Summer Food Service, pro-
vide opportunities for investigators to analyze the economic
market structure of the particular service industry to ascertain
the types of business entities involwved 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. Investlgatlon 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, or as the basis for
some civil or regulatory action.#4

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

Financial Auditing

Financial auditing involves analysis of financial documents and
records for accuracy and completeness. As a broad enforcement
ractivity, it is also assumed vo contribute to detection of finan-
-cial irregularities and to the collection of ev1dence for proving
the gullt of alleged offenders.

28Herbert Edelhertz, et al., The Investigation of White Collar
Crxme A Manual for Law Enf—rcement 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 technlque is fanrly
innovative. Under federal law, all agency administrators must -
create an internal audit. capablllty to control agency funds, pro-
perty, and other assets. 29 While this internmal audit capablllty
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 usually provided for internal
audits and external audits only; fraud audits per ge are only
beginning to. occur.

Internal'Audifs

Internal program audits, otherwise known as operational aualts,
performance audits, or management reviews, evaluate the efficiency
and effectiveness with which managerial responsibilities within
the beneflt programs are carried out. The internal audits in HUD
programs, 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 an increas-
ingly 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 org.nization or indivi-
dual with the statutes, regulations, and terms of agreements under
which federal funds are made avallable, as well as the appropriate-
‘ness of disposition of the funds granted, loaned or contributed.
The financial audits review only the finances and transactions of
the contractors, not their operations. .

An example of how external audlts are applied to beneflt con-
trol is 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 relmbur51ng third partles

29The Budget’and Accounting Procedures Act of 1950

: 3OU S. Department of Housing and Urban Development Inspector_’-
 General Annual Report, op. 01t , Appendix No. 1, p. 1 ' L
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Fraud Audits

v The new emphasis on fraud detectlon has created a different
type of audit - the fraud audit. The fraua audit is an in-depth
review of the finances and operations of the program agencies or
the contractors. Fraud audits analyze and investigate irregulari-
ties and discrepancies that surface during financial audits. Fraud
audits are usually conducted by audit personnel in fraud investi-
gatlon and/or prosecution units.

"An example of the fraud audit technlque 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-
quency 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.31l HEW's Office of Inspector General is requesting
additional auditors to fill the unmet needs in calendar year 1977,
of 1,382 staff-years of audit work 32

The increased empha51s on audltlng can be attributed to several
factors: v

e The complexities presenred by benefit programs
with ‘numerous financial transactlon points

e The national scope of programs 1nvolv1ng many
individuals and business entities

e Program reliance on third party relmbursement
to purchase services

' The introduction of computers for storing and
‘retrieving financial and other .management in-
formation

' 31U S. Department of Hous1ng and Urban Development, Offlce of
Inspector General, Salaries and Expenses, op. cit., p. F-5. :

: 32U S. Department of Health ‘Education, and Welfare, Inspector -
"vGeneral Annual Report, op. cit., pp. 12 13.
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The recognltlon audltlng is rece1v1ng for program control in
the public sector is paralled by activities in the private bu31ness
“auditing community. . At controversy now in both sectors is whether

or not auditors should exercise an investigative role, how far
they should go in uncovering fraud and abuse, and whether current -
tools are effectlve for detectlon

Accountants, burned by instances of management -
fraud they failed to uncover, are being told i
they now must play a much larger role in fer-
reting out wrongdoing...Despite auditors'
repeated assertions. that uncovering fraud is
not their primary role, Congress, regulators,
the courts, and even the accounting profession
itself all are pressurlng CPA's to probe more
deeply..

To date, auditors have shunned the 1nvest1¢at1ve role because
they lack the tools for specifically detectlng 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.3% "Any new approaches
may have to be palnstaklnglg developed with inputs. from other d1s-
ciplines and professions.

" Given the characterlstlcs of program crimes and the wlnanc1al
transactions involved, auditing appears to hold promise as a first

"~ line of defense aga1nst fraud and abuse. However, its effective-

ness rests almost solely on the ability of the disc1p11ne to create
appropriate financial audit fraud detection tools.

Computer Aided Detection

Several 1oca11t1es are experimenting w1th computers to deter—
mine e11g1b111ty 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 reduclng the opportunltles for
fraud and abuse in several ways

o To standardize and;automate_ali'calcula-
tions of benefits paid to beneficiaries

’

33"Can Accountants Uncover Management Fraud7" Bus1ness Week
-(July 10, 1978), p. 92 : .

341114,

- 3d1bid.
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® To reduce the amount . of tlme caseworkers must
spend on routine paperwork and increase the
time available for dlrect contact with
cllents‘ ‘ :

o To make beneflt cllent records ea511y acces-:
- sible

@ To reduce the turnaround time of processing
applications and thereby allevxate hardship
more quickly v . _

. 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 personai, finan-
cial, and family data, in addition to computed amounts, such as
the adJusted basic needs, related expenses, net and adjusted i
earnings, total needs, net income, applied income, and the recom-
mended benefit award. After ellglblllty 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 summary system aids in program quallty
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 dupllcatlon or 1rregu1ar1t1es in
: beneflt delivery. ~

) -

Lomputer Screenlng and Edltlng S

For purposes of enforcement, computerization prOV1des .oppor-
tunities to verify benefit program data and.analyze the data for
problems. The concept of using computer ''screens' to prov1de
~leads to investigators has received the greatest attention in the
AFDC, Medicare, and Medicaid programs. For Medicaid, states are

'a} be1ng encouraged by the Federal government to develop ‘management

information systems which screen out providers for false billing,

. double-billing, overutilization, and other offenses. These Medi-

“ caid efforts are backed by HEW certlflcatlon 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-

. ject was conducted jointly by the Office of Inspector General and
“%t,the Health Care F1nanc1ng Admlnlstratlon.b_All Medicaid claims
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pald to phy81c1ans and pharmac1es durlng calendar year 1976 from
~_the 49 Medicaid states, the District of Columbia, and: Puerto Rico

were reviewed.36 ' These analyses covered approx1mately 250 mllllon."l'

‘transactions., Of these 250 million, 3,500 cases were selected for
intensive follow-up. Half of this group eventudlly warranted no

- action, approx1mately 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 on N
. what actlon,»lf 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 applxcatlods
to other prOV1der service areas. - o

Computerlzed Central Flle'

Wlthln the AFDC program of HEW a computerlzed central f11e
bank of recipient income and 1dent1f1cat10n 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 that program misuse 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 functlons in the detectlon of
fraud, abuse, and error. ,

o Interstate name search

®  Social Securlty verlflcation

° Federal beneflt payment verlflcatlon - |
The lnterstate name search addresses the problems of- 1nd1v1duals

who ‘are allegedly drawing AFDC payments: in more than one state.
For individuals whose name, birthdate, sex, or social security

number may differ from the information on f11e at the Social: Secur-r**v'

ity Administration, the NRS provides verification. The . NRS also
~verifies federal benefit payments w1th the" rec1p1ent s reported
-v1ncome from federal beneflt programs s

The system has been carefully des1gned to meet prlvacy re-“

quirements, both: under current law (Privacy Act: of 1974), and’ underﬁ:;

draft Office of Management and Budget regulations for privacy. in
cross-matchlng The safeguards include 11m1t1ng the .amount. of

‘ —36
of the Inspector General Computer Matching Programs Underway
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’5”;information that goes into the system (name, date of birth,-sex,'“

ft{-social security number, and case or client number) and allowing
the data in each case ‘to be retained only from the time of benefit

- application or until the recipient withdraws from the program.

*fﬁ-The ‘computer file itself is nov marked when cross-matches are found _” ity

. The National Recipient Systen provides accurate information ‘
- to state and federal administrators which will help to ‘eliminate

~ duplicate payments and to adjust payment rates. Also, the validated

 Social Security number will enable states to search their own pay-

"V'roll and program.rolls

Cross-Matching of Welfare Rolls W1th Employment Records o

- The State of Michi an, along With several other Jurisdictions,
jpioneered the concept of comparing welfare recipient rolls with
‘state and city payroll records Texas and Oklahoma, for example;

- “now have the computer- capability to cross-check rolls among their

 respective counties for several different benefit programs in

‘7~:;add1tlon to cross-matching with other states

= The cross-matching techniques in states gave impetus to a
national effort conducted by HEW in 1977-78, not only to compare
state AFDC rolls with federal employee: records but also to compare

-*:yfrolls and records across ‘state.jurisdictions. - Project Match, as
" the HEW effort was called, identified 33,000 matches, of which

18,000 cases are currently under review by the respective states

,”_respon51b1e for administrative or prosecutorial actions. HEW -
-reports that of these 18,000, 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.

iﬂiv_letriLt of Columbia. Project officials claim costs and sav1ngs

as follows

TABLE IX

PROJECT MATCH 1 (1977 78)
ESTIMATED COSTS

Direct i IR Total =

S *Levelf;.j'f'iCost '_ }'» Savings .“.T‘AVOidance#,*- Sav1ngs
- Ystave | ::$1 million' $6 million | )

| $35" 9'ni111mn, $17 9 mllllon.

'ITT.T'Federal $1 million : $6 million

fﬁikgstlmated savings from determination. of ineligibility For benefits N

" other than those of the d1rect1y ‘matched programs, cannot currentlyg"

be broken down by level of government

S 380 S. Department of Health Education, and Welfare Computer -
ijatching Programs Underway, ‘op.- cit » Pl R

39Costs and savings estimates for ProJect Match I per telephone‘

ffinterview with John Allen, Office of Inspector General, United States .

‘ﬂ;Department of Health Education and Welfare, January 4 1979




,”dEW believes that the success of PrOJect Match I warrants addi-~~'~'

. tional matches and is planning to.conduct matches of Supplemental
. ‘Security Income with employee rolls and" 1nterstate matches on a.
o ,quarterly or semi annual basrs : 1?.,»,y;s ‘ . TRRLE R0

There are some major obstacles to cross-matching 'Intra¥

"?'Jurisdictional matches are difficult to conduct, and the results

‘are inconclusive in those states where wages are not mands’ orily
reported. . A major stumblrng block to interstate matching‘is the
1ncompatib111ty of computer hardware -and software. ' As several HEW
staff who were involved in Project Match recalled, the states'
AFDC computer systems ranged from "terrible to passable " Inter-
views conducted with state employment agencies also underscored
-the need for more compatibility of equipment and output. In some
- instances, states wanting to match with others had to choose Juris-v=
. dictions with similar computer systems instead of Jurisdictions '
. where the results would be more meaningful, i.e. ,_adJacent statesi~
or states w1th heavy streams of migrant lahor -

Cross Reglstration for Receipt of Benefits

_ Cross registration requires a benefit program applicant to
'_also register his or her employment status. Originally designed

- for the simple purpose of determining an applicant's employment
‘status, this: procedure has coincidently provided a potential check

“ on fraud and abuse. Mandated by statute in many states, the pro-»"'
" vision of such information often. makes it possible to determine . ) o
- whether an applicant is receiV1ng benefits in V1olation of the work L
~ requirements of the public as31stance program , '

e~Rotat10n of Caseloads

» To avord employee fraud ‘and abuse and also to provide a detec-
~ tion tool, many agencies have begun to rotate caseloads and job -

”respon81bilit1es for benefit programs. Variations of this technique*p7

appear in a number of programs that were studied. For . example, .~
fee adppraisers in the Loan Guaranty programs of the. Veterans Admin- -
“istration receive rotating appraisal assignments. In. another
instance, a local county welfare. office reported that a floating

- unit of personnel is used to rotate. AFDC, Food Stamps, and Medicaid o
caseloads. This unit also acts as & ‘raud and abuse. detection unit -
'W1th;personnel trained: across the various program areas : o

'~LfInvestigat10n Team Concept for Improved Detection

Many Jurisdictions are finding that a team approach to 1nvesti57jfi

-rfgations works. effectively Combinations include the ‘use of a .
-+ lawyer, auditors and 1nvest1gators for health care program fraud

‘and a team of three investigators on’ 1ndividual program fraud cases 1d?

- In:the latter situation, each 1nvestigator is responsible for a
_different aspect  of. the 1nwestigation -One 'investigator: handles
’interrogation of witnesses, anothex; acquisition of evidence, and

'”_i;a third the overall coordination of the investigation




~.Peer Rev1ew

- The technlque of peer review is being used in health assis-
tance programs to contain costs and detect overutilization. The

‘:technique involves teams of nurses and doctors reviewing patlent

© 'stays in hospitals, and making. recommendatlons for acceptance or
. denial of federal Medlcald payments ; S .

o Profe351onal Standards Review Organlzatlons (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 v
in a Wasnlngton Post artlcle It noted . _

o Only 7 of 18 closely studred PSRO's arhleved
' reductions in hospital stays, and the PSRO-
system seemed to have no effect on hosp1ta1
use natlonally :

e There is no evidence PSROs have saved money.
Even where they have cut hospital stays, it
~has cost them $16 to $18 on the average, '
to review each patient's stay, with these-
federally paid admlnlstratlve costs them-
selves addlng up to mllllons

® There are some 1nd1cat10ns that PSRO's have
- improved the quality of hospital care by
“requiring doctors and hospitals to keep
better patient records and by creating ev:
this new partial kind of review of doctors
'-performance :

The failure of PSROs to detect fraud and abuse may be traced
to three factors. First, there is some confusion about the role
vthey should play. Some argue that their mission is solely the

. review of utilization patterns to recommend administrative changes.

Others argue that ‘this mission should be conducted in tandem with
- . fraud detection. Where fraud is suspected in utlllzatlon patterns,
it should be pursued by‘the organizatlon ,

o Second the PSROs deal w1th several constltuencies ‘Some of

" these constituencies tend to conflict with others in matters of

fraud detection. The PSROs are committed to protect the interests
‘of physicians and hospitals - their professional constituency.
_PSROs must meet demands from thls constituency that profess1ona1

g 4OVJ.ctor ‘Cohn. . "Watchdog Doctor Unlt Says It Saved Us $3 E
:ngllllon," The’ Washington Post (November 8 1977) Sectlon c, P 1.
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‘the survey techniques, "Not enough effort is being dovoted to them: Q3.ffff

General Annual Report op. cit > p 17.

: _standards be used to guide cases of alleged fraud or abuse These

- professional standards may differ appreciably from what govarnment

- or the public con51ders legitimate, particularly concerning issues .
of medical necessity. 1In addition, the PSROs operate. partially

within a public area. ' Often, discussions of fraud and abuse do not
occur -in a public PSRO meeting but rather in an 1nformal setting

'among colleglal peers : L

- Third, PSROs also represent the benefit rec1p1ents In per-’ .
forming a form of quality control on service utilization. patterns,'.'
PSROs are’ attempting to provide better health benefits: for reci- -

.pients by screening out questionable practices

Operational Surveys

"Operational Survey 'is a term pioneered (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 control

which management exercises over the activity.' ‘4l The "survey

data form the basis for planning more audits ‘and: prioritlzing fur--,
ther actions relative to def1c1enc1es that are found in program
management o : ‘

The effectiveness and eff1c1ency of surveys have beon

applauded by oversight and enforcement officials. The surveys are_la

credited with early detection of program design def1c1enc1es whichv'

may encourage fraud and abuse. The type of commendation ' surveys

have received appears in the following excerpt from the General .

‘ Accounting Office study of government benefit program fraud

‘ Among the agenc1es we rev1ewed HUD s opera-
tional surveys are the most ambitious systematic - e
mechanisms aimed at actively seeking out and - L

: 1dent1fy1ng fraud. The operational survey com- ‘ SO

~ bines HUD investigators and auditors in a team

“which concentrates its efforts on a single HUD
office. The survuys are aimed at uncovering -
deficiencies in program management and identi-. B AR L EDINE SIS
fying specific irregularities, Whlﬁ? 1nd1cated_,' GRS
p0351b1e fraud for 1nvestigation '

The GAO report goes on to suggest that con31dering the merit. of

TA4ly. S 'Department of Housing and Urban Development, Insgectorn‘hfi

42
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In. intervxews w1th,staff of HUD Reg10na1 Inspector General s offices
it was suggested that although such surveys are time. consumlng, G
expenoive, and labor 1ntens1ve, they are cost effectlve in the long -
“fun. - v o v ‘

Surveys of Rec1p1ents to Prevent Th1rd Party Offenses

Modelled on ‘victimization surveys in ¢riminal Justlce, surveys
of program beneficiaries who receive third party services have been
~ conducted by several jurisdictions. For example, a state Medicaid -
~ prosecution unit surveyed 'relatives and friends of nursing home -
patients by mail" to solicit information on the nature 2£ the
‘beneficlarles experltnces, both posrtlve and negative.

v"Third Party Prov1der Surveys to Prevent Abuses

A maJor concern. in programs which operate seasonally is the
‘lack of pre-program preparation afforded to third 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~ ass1stance is needed for plannlng, tralnlng, and recordkeeplng

: Survelllance of Thlrd Party Prov1der Services

Survelllance of thlrd party services offered to program re-
crplents is another strategy used to lessen the opportunity for
~fraud -and abuse. In the Food Stamp program, for example, regula-
tions prohibit the purchase of certain items with Food Stamps
. To see that this regulation is enforced, the program employs ' 'aides"
~from local communities to attempt to purchase these 1ne11giole
items with Food Stamps : Thus, they can detect sale abuses by
retailers T _

: ‘Medicaid programs in about a quarter of the states have estab-
lished or are beginning to establish fedicaid Management Information
Systems - with comronents for profiling prov1der practices and b1111ng
‘patterns.  After _etermining typical service and billing practices, -

;.investlgators focus their efforts on those providers whose claims
do not fit the normal pattern, in order to determine whether the
‘¢laims are in fact valid. Because provider service and billing
practices vary across states, the surveillance systems are de31gned
to fit the. partlcular needs of each state v

:7f_}Commun1ty Organ121ng to Detect and Report Thlrd Party Offenses

P _ Some recip1ents v1ct1mlzed by thlrd party’ prov1ders are not
SRR aware or Lneir vulnerablllty v ThlS is especlally true among eiderly:

- 44Charles J Hynes, Thlrd Annual Report from the Deputy Attor-
,A;"ney General for Nursxng Homes, Health and Soc1a1 Serv;ces (New York ‘
:5¢NJanuary 10, 1978),,.f - . v . :

—74-




" While there have been concerns that these rating systems would be

 “showed that with "training and a- properly. developed’ format, rater

u-recipients of Medicare and Medlcaid a381stance.:;‘f.” : v
-infirmities may leave them vulnerable to'crime and equally help i
‘less to counteract. For example, ‘there a =seriou ﬁprobl
“some nursing home facilities ‘when ‘a patient:s ‘éscrow account is
intermingled with the. operating funds of ‘the home thus violating
. Medicaid regulations. ' The patient ¢ may have no knowledgz of these_‘_v
“transactions. Other problems in‘nursing facilities have. stemmed
from 1nadequate provision of '"quality of life' care by: facillty
staff, i.e.; linen lS not changed regularly or food served 1s not
‘_“nutritional ' L Ll v

- .To compensate for the vulnerability of oeneficiaries, state o
offices are working with local. community groups, partieularly thoseiv :
with elderly members. Since these groups. frequently vigit friends -
and relatives who may be institutionalized, they are im a position.,.‘
to note irregularities and’ patient abuses.- The crganizing. has
created an ‘informant network for investigative leads and hag -
,-generated a potent.lobby for 1mprov1ng the quality of life 1n
‘vnur81ng fac1lit1es ' e

: Thlrd Party Provzder Misconduct Prevention Referrals

Investigators working with fraud and abuse cases of third T
' party providers explain that many cases ‘would be,avoided if allega-fi,
tions of misconduct were handled expeditlously At least one .
- prosecution-unit is putting forth an effort to accomplish this.
Allegations of misconduct are referred formally and immediately to.
- appropriate dlsc1plinary boards resulting in’ actlo_sfbeing brought -
against several accountantz for negligent pmeparation of nur31ng e
home financ1a1 statements o L o : : E

Ratlng Systems for Preventing Third Party Offenses

Several state Medicaid programs have 1mp1emented rating systems
'for auxillary providers who conduct 1nspections of nursing homes. = .
- The rating systems provide standards of comparison for reimburse
~ment of ‘nursing home facilities.  The ratings apply to- the ovezg
facility rather than concentrating on individual deficiencies.

inconsistent and unworkable, one state's testing with-a: system

. could reach 90% agreement on ratings and the areas of disagreement“
were minor. , _ L S

yff_ff§3ib,a B, 44

) 46Jo:.'1t Legislative Audit and Review Commission3°Lon“'ﬁ_
Care In Virginia . (Rlchmond Virginia The Virginia Ge eral As
March 28, 1978), p 68 R C T
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Establishment of‘Anti~Fraudeotlines

: Research and experience in the detection of program fraud and
- abuse have shown that a significant proportion of fraud investiga-
tioris are initiated by anonymous phone tips. In response to this
- finding, hotline tnlephones have been established in many juris-
~di .tions around the country to systematically collect and evaluate
allegations of benefit program fraud, abuse, and waste. On Janu-
ary 18, 1979, the General Accounting Office put a nationwide
: anti-traud hotline into operation. Professional auditors of the
.~ GAO"s Special Task JForce for the Prevention of Fraud answer tele-
phones and attempt, by questioning the informant, to astablish the
materiality and invelvement of federal funds in the alleged wrong-
doin;'. When reviewing the allegatljns the hotline staff categorize
the ailegatl ons according to six activity participant types:

¢ Federal employees only
o Federal employees in conjunction with others
@ TFederal contractors or grantee organizations

e Corpciate recipi.nts of feder . financial
ssistance

e Individual recipients of fedsral financial
assistance '

o Other individuals or corporate entities

The allegatlons are jointly reviewed by Task Force personnel and

the Inspector General cf the agency affected The case by case

follow-up of allegations usually takes one form cf three possible
“referral actions:

® Referral to the approprlate agency Inspector
General, for investigation to determine the
need for criminal justice or agency correc- ‘
tive action : :

¢ Referral to a GAO Regional Office when the
- agency involved does not have an Inspecto
Ceneral

» Referral to the GAO Audit Division when tha
aliegations are of & non-criminal nature
ipmesibie mﬁsmenegemLmt)

tove the status of all cases regard~
The Zﬁf@”ﬂatlﬁﬂ from "hotline"” calls
ala for investigation and is retained

i
“a




. In its first six weeks of operatlon the GAO hotllne YLEldEd
over 3,000 allegations from 48 states, the District of Columbia,
and overseas‘locationa that affect agencies within all executive
cabinet departments a: well as the legislative and judicial branches.
0f the calls received, 62% appear to merit investigation or audit
to determine 1ntent10nal wrongdoing or agency mismanagement. In
addition to the detection functioms of the hotline, the GAO intends
to use the data collected to assezg weak areas in agency management
and improve goverment operations. ' I

DETERRENCE *”

_ Creation of'Tatget 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 scandals 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 operatlon and over 1,000 cperationalized in the
period 1972 to 1978.50 Composition of the task forces has been
increased to include a number of other program 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.

z;g—t:aetts, U.S. Comptroller General, "Statement Before the
Senate Committee on Budget GAO Efforts. op. cit., pp. 15-29.
49

Prevention and deterrence are closely associated. Preven-
tion "Lrategles produce activities which make it more difficult

to commit crimes, regardless of perceived odds of apprehension.
Deterrence strategies invoke enforcement activities intended to
1ﬂJZuence the perceptmons ¢f pater*zal offenders as to the likeli-
hood of itheir apprehension and punishment. (See Theodore H. Schell,
Don Overly, Stephen Schack and Linda S. Stabile, National Evalua-
tion Program Dhase 1 Summary Report, Tradltlonal Preventive Patrol
(Mashington, D.C.: U.”. Department of Justice, Law EnForcement
Asgistance Administra o, June 1976), p. 6.

SQSHaw; u.s. Comptmllex General, "Statement Before the
Senate Committee on Budget, GAD Efforts..," gp. cit., passinm.
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In some Jurlsdlctlons, 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 prosecutlon units include:

] Creat;on of ecomncmic 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.51

® Reorganizations of U.S. Attorneys Offices
to accommodate unit expertise in program
fraud 11t1gat10n

In the case of Medicaid, Tederal funding is available to states
that establish program prosecution (HR 3) units within certain
federal guidelines. These units are aimed primarily at criminal
prosecutions of program providers,and secondarily,at civil re-
coveries of defrauded program funds.

Formal in-house white collar crime training of prosecutors is
also becoming more prevalent. The American Bar Association, the
National Institute of Law Enforcement and Criminal Justice, and
the Practicing Law 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 evaluation of white collar
¢rime.

e Plea-bargaining and sentencing white collar
crime.>

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

;IMedlcaid-Medicare Anti-Fraud and Abuse Act of 1977, P.L.
95-142, '

) : : '

“"B. James George, Jr., White Collar Crimes: Defense and Pro-
secution, Criminal Law and Urban Problems Course Handbook Series 31
{New York: Practicing Law Institute, I970), passim.
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Civil and Criminal Prosecutions'

The obJectlves of civil and crlmlnal prosecutlong ‘are not
- only to successfully develop and present a court case agalnst pPro-
gram offenders, but also to impress upon all program participants
and the general. publlc that those who defraud or abuse the system
wxll be pursued.

At preuunt, 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 eriminal and civil
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 it difficult to
coordinate prosecutions of program fraud. ¥For example, HR 3 o
Medicaid fraud unit regulations require that for certlflratlon 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.?3 Respondents were asked to describe
common problems they encountered in investigating and prosecuting
cases of benefit fraud and abuse.54 The responses indicated the
following problems: ' : o o

e Shortages of personnesl to investigate and
prosecute cases

® High costs of rescurces relative to the
proportion of punitive‘action aVailable

o Lack of screening mechanisms for cases
referred for prosecutlon

° ‘Reluctance of witnesses to prOVLdP 1nfor-
matlon or to testify at trials ' :

° Lack of a centrallzed coordinated effort
with specific investigation and prosecu-
tion goals

e Lack of clear and understandable statutory
or administrative restrintions on benefit
payments and constant changes in these
which make it difficult to prove intent
to decelve

53For copy of survey,’see Appendix G.
5‘*:_[1;}3. ,1tem 3.
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e Lack of admlnlstratlve records and systems
designed to detect fraud and abuse

e Lack of adequate leglslatlon under which
o prosecute :

e 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 adJudlcatlon )

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 Jurlsdlctlon

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.?3 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 wviable
because funds have been spent by the recipient; or coUnty prosecu-
tors are reluctant to use thelr limited resources preparing civil
cases.

Finally, the survey aéked'prosecutors to specify incentives
that they felt should be built into benefit programs to enforce

opportunities for investigation and prosecution.36 The following

suggestions indicate the variety of responses to this item:

® SLandardlzatlon and 51mp11f1cat10n of proce-
dures

e Adequate and trained personnel at caseworker
level

e Statutes mandating felony sanctions for fraud

e Data processing control systems for monitor-
ing and analyses

e Federal funds for state and local prosecu-
tions of fraud cases

55
56

Ibid., Item 5.

Ibid., Item 6.
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® Safeguards, checkp01nts, and other built 1n-_-’
detectlon mechanlsms :

e Motivatlon for 1nformerq

® Public awareness: of how tax dollars are
spent :

e 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 1nvest1gat1ng and prosecuting
the case

There are two important effectlveness issues for prosecutlon
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 nogs that little research has been done in the: program fraud
area.

The second effectiveness issue relates to the relationship
between the amount of resources committed to the prosecution as an -
activity and its deterrent impact. Judging 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, prosecutors 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 frcm
the perspectives of monetary recoupment (many defendants are
indigent and therefore cannot repay fines or make restitution)
and 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 committed
to prosecution to adequately assess its relatlve effectiveness.

57For the reader who may be interested. in the measuremenc

problems, see Alfred Blumstein, Jacqueline Cohen, and Daniel Nagin, -

eds. Deterrence and Incapac1tation Estimating the Eifects:of
Criminal Sanctions on Crime Rates (Washington, D.C.: National
Academy of Sciences, 1978). - ' o
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Reformlng Penaltles

‘ At least one program, Food Stamps, has begun to- work with the ‘ L
_concept. that swifter justice deters fraud. This is accomplished = |

by altering the penalties for frauds committed by retailers or SRR

e heard before U.S. Maglsfrates

. “wholesalers. - Under the 1964 Food Stamp Act, frauds were consrdered T
felonies, and therefore, prosecutable only in the U. S. Federal SR
District Courts where felony dockets are crowded and backlogged. o

The 1977 Act provides for mlsdemeanor penaltles, and cases are

Criminal penaltles for coupon issuers of. Food Stamps were also
“increased under the 1977 legislation. Issuers now. face possxbre '
fines and imprisonment for failure to report 1nventory levels of
coupéns or for falsely stating information on their inventory re-
ports submitted to USDA. 53, Under proposed regulations published
last August, HEW intends to 'ferret" out evidence of fraud and

abuse and prosecute offenders involved in illegal ownershlp of"

"~ - control interests in private 1nst1tut1uns, organlzatlons, and

agencies providing health-related services to beneficiaries.

The new regulations would require full disclosure of ownershlp

Failure to disclose names of owners or managing employees previous-

ly convicted of a criminal offense may result in administrative

termination of the provider from the health programs. These regu-

lations apply to Medicare and Medlcald in addltlon to. several '
other health—related programs. :

AdJustments in penalties for. recipient offenses are sgen as
another method of deterrence. Again, in the Food Stamp'Act of
1977, for example, administrative penalties are stiffer than in
previous legislation. A recipient faces disqualification from
‘the program when administrative proceedlngs find he/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 crlmlnal penaltles for
rec*plent fraud.

_ Admin1strat1Ve AdJudlcation and Admlnlstratlve Remedles

Perhaps the most 31gn1f1cant contribution administrative ad-
 judication makes to enforcement is its capacity to correct program
" deficiencies without the involvement of criminal justice agencies.
This contrlbutlon is crxt:cal to program lntegrlty because the

>SFood Stamp Act of 1977, 7 U.S.C. 2016 (7d).
. 4Ew NeWS;'press‘release re: AFDC and SSI Error Rates,

(Washington, 5.C.: U.S. Department of Health, Edurarlon and Wel-
fare, Auguot 13, 1978)
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: criminal Justice sysrem has been criticized for failing to cope
effectively and effzciently with cases of program fraud and abuse.w
- Often, prosecutors have given low priority to criminal- litigationn

or fraud cases. Court dockets, already backlogged with criminalzf.g7f”'

cases, are ill-equipped to process additional program fraud cases
which may be lengthy. or involve small amounts of money. Critics

of the criminal justice system find that sentenc1ng of criminal S
offenders has been inconsistent and has detracted from the. deter-ﬁ““
’rent effect of the criminal sanction ‘on. program fraud and abuse

The use. of administrative due: process apparatus ‘and administra~«f‘ o

tive sanctions offers a viable alternative to the shortcomings of .-

criminal prosecutions. Rather than draining prosecutorial resources},»'””"

on small cases or prosecutorial time on learning extensive program.
details to bring about a complicated program litigation, a perma-
nent adjudicative structure may provide better allocations of R
resources and more uniform handling of fraud and abuse cases. -
‘Administrative adjudication is also used against a variety of
.offender types which enhances its appeal as an. enforcement acti-.
vity. Recipients,’ administrative agency. staff, third party pro- =
viders or auxiliary program providers may be subject to administra-
tive penaltles which exact restitution or ‘suspend or terminate =
program perticipation. Administrative penalties may be quite ‘
effective. A legal authority recently noted *hat ''suspension of -
payments is a powerful governmental weapon for controlling or
pressuring those health care entities which depend on governmental
-reimbursement for a substantial portion of their revenues. 160 When
suspension is imposed, the cash flow pOSltlon of a prov1der may
,'be seriously crippled . _ ,

The major llmitatlon to measuring ‘the effectiveness of the
~ administrative sanction has been its limited use by both government
‘agencies and independent state regulators (i.e., professional . -
licensing boards or rate-setting commissions), desplte government
support for the alternative.62 "Interview respondents consistently
noted that state regulatory bodies have refused or neglected to
impose administrative sanctions against: prov1ders who were found
gullty of misusing benefit programs. These groups have provided =
"slap on the wrist", rather than using the powers of their office -
to suspend or revoke a provider s license, where collegial interests

“have dominated the regulator s respon31b111ty to censure providers E R

~who are their peers

60Byron G. Lee,_"Fraud and Abuse in. Medicare and Medicaid no
Administrative Law ReView,»BO 1 (Wlnter L978) : :

611b1d p. 36. | e

62

: U.S. General Accounting Office Food Stamp Program—-Over-'-f
1ssued Benefits Not Recovered and Fraud B Not Punished,; Report to
the Congress by the Comptroller General of the United States z.q-'"'
(Washington, D.C.: U S Government Printing Office July 18 1977),

p. 111-1v » , L v




,J=j;_Adm1nlstrat1ve Collectxons of Overpazments

C

_tlected payments: has met with some success, partlcularly in the

'Harassment

tT*compllcate the task of demonstrating its contributions and effec-
: .tiveness to enforcement However for those agenc1es who use’ -

In summary, admlnlstratlve adJudlcation punlshes 1nd1v1duals

:h}fforkgroups through penaltles,,or rewards' them through prescripticn .
. of ‘certain courses of-action, or through' reparatlonal awards. 6 Ay
‘Although ultimate adJudlcatlve decision-making lies with the courts;.

administrative ‘adjudication is a viable alternative. Effective-

- 'ness. of administrative remedies, however, reésts on ‘how' regularly
'v’vand w1th what degree of determlnatlon it is- used S

Admlnistratlve recoupment of " erroneous and fraudulently col- =

Unemployment Insurance program.  Recoupment is handled in either

- of two ways: the amount of funds owed is either offset: agalnst
" ‘continued payments or the amount is pald in a Iump sum. ~The off-
set technique has tended to be used in times of economic recession
“when disposable income is reduced, and the lump 'sum in periods of
.. economic prosperity (when personal lncomes are hlgher and work
‘jls more avallable ) : . . .

Recoupment success iy credited to fundlng of spec1a112ed state

recoupment units by the United States Department of Labor. A Labor
- official estimated the success rate for collection of funds at
.50 cents on every dollar, and state units provide similarly favor-
- able recoupment statlstlcs - Another estimate based on a state's
. official statistics for the priod 1977-1978 shows a recoupment

© success rate of closer to 25 percent . The amounts lost and

recouped appear‘ln the follow1ng table.

~ TABLE X

STATE UNEMPLOYMENT INSURANCE
' RECOUBMENT STATISTICS

-Amount T Amount -~ | Percentage

| Year‘ ,‘ . Lost. | Recouped n Success
1977 | $595,304 |  $135,481 23
| 1978 | su68,152 | $113,139 |  24%

The negatlve connotatlons assoc1ated w1th the term "harassment"

Joseph P Champerlaln, et al. The Jud1c1al Functlon in

. Federal Administrative Agencles (Freeport,fﬁew York Books for

1L1brar1es Press, 197?) p 95
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_ harassment elther as an ind1v1dua1 technique or in conJunctlon”?';'.;
- with other strategies, it is consrdered an 1mportant tool for- B
deterrrng suSpected offenders o S

Examples of "harassment" dn program enforcement 1nc1ude

o Dlrect survelllance of a warehouse where‘bf
' crates of allegedly stolen Food' Stamp
,Authorxzation to Purchase cards are. kept

. Badgerlng of a food servrce prov1der before :
. a grand jury to gain the details of a frau-
:fdulent bld rlgglng scheme. '

e Continual reVLews of the records of health
- ‘care providers who. prev1ous1y have been
‘suspected of. fraud or abuse

Co A factor whlch serlously hampers evaluatlon of harassment i
effectiveness is that.law enforcement off1c1als who employ the.
strategy are reluctant to acknowledge its use. Their reluctance N
is attriburable to the public perception that the strategy is - .
-somehow extra legal." For example, arrests of alleged offenders
_to '"shake-out'" the- actual offenders while knowing that evidence
is insufficient for an indictment places broad discretion in the -
_hands of enforcement officers. = The rigid application of admlnls-.
trative standards, that otherwise are laxly enforced, to detect -
[alleged offenders also 111ustrates the dlscretlonary aspect of ‘
its use. . ;

Thus the strategy s effectlveness rests on its ab111ty to
~identify suspected offenders.. Its effectiveness, however, must
. be vrewed w1th1n the framework of broadened enforcement powers vl

SUMMA-RY

v A broad spectrum- of enforcement actlvit1es ‘was reV1ewedbin s
- this chapter. These efforts are generally believed to be. effec—».»*
‘tive by those who employ them. 65 The numerous examples provided
from federal, state and local initiatives may serve as a catalogue

for off1c1als with specific types of problems which require enforce-Jh"
‘ment solutions.  But, because none - of the enforcement techniquesvi»'“

N GiLee Admlnlstratlve Law Review, _p c1t Y p 37 (footnote 196)

: 65, Appendlx I prov1des a ranklng ‘of strategy types on the basis’
~of their relative effectiveness as perceived by those who: responded
to the fraud and abuse survey. Because the categories ranked. were

vi,deVelOped before the research leading to the typology in Table XI,

‘"5.; strategles S

.-they are not 1dentica1 to the most commonly employed enforcement

o




- TABLE X1°~
TYPOLOGY OF STRATEGIES

" 'STRATEGY TYPE

 EXAMPLES OF
INDIVIDUAL TECHNIQUES

ASSUMED CONTRIBUTION TO
ENFORCEMENT ‘EFFECTIVENESS
THROUGH TS

LEGISLATIVE SUPPORT

“Creatlon and Ffunding of IG

units

Enactment’ of state fraud sta-
tutes

Appropriation of financxal in-
centives to combat. fraud

| Effect on benefit program de-~

sign and program. enforcement
funding : .

ORGANIZATIONAL REDESIGN

ConsolidaCior of audit and in-
vestibatlon divisions in an

1G unit- .
Creation of new span of admin-
istrative control to accompany
program design simplification,
i.e.,. reduce number of admin-
istrative staff

Creation of new pOSlCiQnS in

_-administrative agencies for
specialists, 1 ¢, qunlxty

control

Definition and ordering ‘of
major organizational conscraints

and contlngencies

EDUCATION AND TRAINING

Recipient’ educational macerials|

- Training of admxnxstratxve

program staff
Creation of prOgram mdnuals for
providers

Reinforcement of ‘and effect on -

1individual behavior and the

lével of awareness an indivi-
dual has about the. beneFit
program

|RESEARCH

Use of dxacrlmlnant analysis
to develop fraud ofﬁender
profiles

Uée of techniques to deter-
mine dollar: losses in program
Studies of past cases to de-

tect program vulpnerabilities

Capac1Cy to gathet knowledge and
empirical data for imoroving the
effectiveness. of all the

cited stratepgy types

LKVESTIGATION

Txdcing fluws of beneflt dol-
Lars

Identifying dand queatxonlng
witnesses

Identifyxng evidence for
trial -

ldentification and apprehensxon
of program offenders and provi-
sion of evidence to find guilt

L




TABLE XI (con t)
TYPOLOGY OF STRATEGIES v

' S R ASSUMED com‘munou TO. -
‘EXAMPLES OF . g . ENFORCEMENT "EFFECTIVENESS

SIRATEGY;?YPE . - INDIVIDUAL TECHNIQUES : 1. THROUGH 118 :‘i-
: R R 'Q”Statistical sampling ,-,:: - Monitoring of resources and in-"
: QﬁALiTY CONTROL - }'e Compliance visits to. program formation associated thh pro-‘

| - delivery sites - ol lvision of benefits ™ .
. Computer cross-matching : :

) . [ Internal program computer au-: CapaciCy for deteccion of fxnan--
o . . diting ) - .jeial program irregularities and
FINANCIAL AUDITING = = |o Operational surveys : : gathering evidence of: guilt o
.| o Provision of financial records } )
- as proof of guilt B :

® Fraud hearing in Food Scamp51 Capacity to correct deficiencies |-
. e Suspension or termination: without involving’ criminal justice3
o : N of recipient, third party pro-jagencies .
-|ADMINISTRATIVE ADJUDI- -vider participation
CATION AND ADMINISTRA- | e Administrative dispute resolii-
TIVE REMEDIES = - tion of .program fraud claims

o ‘ ) ) - from recipients against pto- . : : .
‘viders ‘ } g : : v

e rem W o T

3

e Badgering of witnesses during Identification of suspected of- o
’ _1nvescigation or trial of pro- fenders ] . :
‘gram cases

o 1e Adminiscrativé review of pro-
' HARASSMEST o : ziders records on a continous
asis

‘e COmpliance vigits conducted by
- numerous enforcement partxes
at the cage sites

o'Ptogrém'prosecﬁtion univs, . .}Definition and ordering of: major =N

: N “i.e., HR 3 Medicaid units ‘lorganizations constraints and
CRIMINAL AND- CIVIL }e Creation of special. program contlngencies

PROSECUTION : . fraud grand juries
. : ) ® Creation of new legal doctrine

to broaden prosecutorial au- :
. thorzty in program fraud cases |

—— ;. J

Lsee Food Stamp ptofile'injAppendix A




applicable across. all benefit. programs. Ten general types of

~activities, or enforcement strategies, were found in all fifteen

. benefit programs reviewed for this report. Table XI. presents
these ten enforcement strategies and notes ‘each strategy s

'”g.assumed contrlbutlon to enforcement effectlveness

‘In addltlon to uncoverlng ‘common enforcement strategies and

 ﬁfinding many examples of their apparently successful use, the

- research on which this report is based found several serious

.. deficiencies in: ‘the area of enforcement These deflciences are
':"discussed in the next chapter. - :

..”"has been subJected to rlgorous evaluatlon, some officials may ‘be
- .motre interested in a surrogate measure of their viability. One
such measure is the extent to which the enforcement technlque 1sj







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. - . i

The discussion of these deficiencies must include two cau-
tionary notes. The first relates to the ubjectives of program
enforcement. Over the past ten years, énforcement 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 considerecd the measure of enforcement success. In
the last several years, there has been a growing trend to find
alternatives to criminal prosecution of cases. This change in
objectives 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 broken. Objectives
like restitution, recoupment, administrative disbarment, and
suspension from program activities are starting to supplement,
and in some programs, supplant criminal justice objectives.
Therefore, discussions must recognize that "enforcement" is in
transition and that the new term now applies to a number of stra-
tegies besides criminal prosecution. ’

The se~ond cautionary note concerns the state-of-the-art in
program enforcement. For a variety of reasons soon to be dis-
cussed, some jurisdictions have moved mere slowly than others to
adopt enforcement strategies. They have also moved with varying
degrees of commitment in terms of staff support, time, moaey, and
other resources. The comments that are madn: about enforcement,
therefore, should not be construed to suggest that all agencies
ir all jurisdictions are similar in their applications of strate-
gies nor are the same deficiemcics seen in every enforcement
setting.
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CHARACTERISTIC WEAKNESSES

The languor which has characterized much of past enforcement
appears to be a basic weakness. In commenting specifically on the
itudent loan program, EEW Secrstary Califano underscored this gen-
2ral 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 purpoies, never sent them a bill for
over ten years?

The sluggish pace and disparate levels of resource allocations
for curbing fraud and abuse were confirmed in interviews. Many
adininistrators admitted thdt enforcement had always been a reactive
managerial posture, and many used the words "crisis management' and
"putting out fires" to describe past enforcement activity. The
general pattern seems to have been that as problems arose in a par-
ticular program, oversight hearings were held, administrative or
judicial actions were taken, and legislative or regulatory changes
were enacteqd which would hopefully deter repetitions. As one agency
head noted, enforcement has taken a 'band-aid approach" 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
and abuse

® Standard definitions for fraud and abuse
® Legislntive priorities for enforcement

® Alternatives to criminal justice for
enforcement

® Overall enforcement planning
® Enforcement incentives
® Consistency in the use of sanctions

Each of these deficiencies is discussed below.

A 1Joseph A. Califano, Jr., "Remarks to the National Conference
on Fraud, Abuse and Error," as verified by tape transcript on
2/1/79 by Thomas Ruttershan, Department of Health, Education, and

Welfare, Washington, D.C.

-80-




Absence of Reliable Data

~ One of the major limitatiomns 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-fraud and abuse strategies are
based on administrative 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 highly 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
undertakingi, it usually is unreported and/or
undetected.

Similar concerns about the lack of reliable data were ex-
pressed in the HEW Inspector General's report which underscored
the fact that "best estimates' are the only available measuvres
for federal dollars }lost to fraud abuse, and waste in the De-
partment’'s programs.

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 maintained on the numbers
and types of fraud and abuse cases associated with the program.

Of 80 program respondents, 747 claimed to keep such statistics;

of 51 programs who also had investigative persommel, 827 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.

ZStatts, U.S. Comptroller General, "Statement Before the
Senate Committee on Budget GAC Efforts ...," op. ecit., p. 5.

3u.s. Department of Health, Education,and Welfare, Annual
Report, op. cit., p. 8.

bgee Appendix H, Item 30.

5U.S. General Accounting Office, Attainabie Benefits, op.
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 collectioen 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 reviewing the quality of
care provided Medicaid recipients as required, and
the subsystems are nog providing the data needed

to help states do so.

-Interviews with fraud investigators reveal that data they
receive from program personnel are frequently useless because the
accuracy cannot be substantiated. Federal proszacutors express
discouragement with ambiguous and inadequate data supplied by
program ddministrators for trial. As one prosecutor commented:

For HEW cases, computer output is the pivotal
source of data to present cases. However,
computers give inadequate definitions, because
the program regulations on whici they are based
are so loose. Data based on these ambiguities is
(sie) 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 terms fraud and abuse were discussed in the
introduction to this report. Inconsistent dafinitions directly
hamper legal and regulatory enfurcement activities by inhibiting
coordinated cfforts. 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 priovity concern in
program legislation. Most benefit program legislation results
frcm an adversary process which is eclectic, and frequently
bitter. As legislation is marked-up, legislators are inclined

51bid.

-92-




te fight to include their constituents 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 unintenticnally, 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 inten-
tionally vague and ambiguous, making it difficult to distinguish
between criminal behavior, general lethargy or ineptitude on the
part of program administrators 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 are at least 51 percent owned and operated
by a socially and economically disadvantaged person.'® High-
lighting the legislators' own failure to come to grips with the
definitional ambiguity, a report accompanying the legislation
admits 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 agencies to comply with the subcontract-
ing requirements can only be enhanced by the 7
existence of an unambiguous set of guidelines.”:

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 prograin-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 appropriations process has neg-
lected management of many programs, thereby increasing to a

6Small Business Investment Act of 1978, United States Senate,
95th Congress, Second Session, Report No. 950-1140, August 23,
1978, p. 13. : | _

'1bid. pp. 9-10.

8See the program profile in Appendix A, p. 138.
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sometimes inordinate level the burden placed on enforcement. RNut
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 were responsible

for over ‘.70 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 briage the gap
left by inadequate appropriations to meet added legislated program
responsibilities, the Farmerstome Administration has established

a national computerized collection service. The service wiil
relieve staff of collection responsibilities so that more time

can be spent on eligibility matters to avoid fraud and abuse at
the determinatior . point. ‘

To counter some of the problems of legislative inattentiveness
to program design and subsequent enforcement, the Department of
Justice has recommended that an enforcement impact statement
accompany all pieces of benefit program legislation 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, mndeled on the experiences with environmental and
judicial impact statements, would provide lawmakers with needed
information to enact programs that afford more safeguards in design
and more opportunities for effective enforcement.

Absence of Alternatives to Criminal Justice

Many observers of program enforcement have criticized its
frequent reliance on the criminal justice process to the exclusion
of other alternatives. Failures of enforcement to curb fraud and
abuse are attributed to this pronounced emphasis on combatting
problems with criminal justice penalties. Traditionally, fraud
investigation units were staffed with ex-law enforcement 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 2 third party provider's billings
and vouchers. Criminal prosecution was considered the paramount
deterrent for program fraud, and felony cases, in particular,
were primarily chosern by prosecutors.

Experience in combatting program frzud and alise suggests
that limitations of the criminal justice process confound program
enforcement. As one former federal prosecutor comments about the
use of criminal sanctions:
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There is no reliable evidence to suggest that
tke criminal sanction has succeeded in control-
ling white collar crime. In general, deter-
rence has 1>t been realized, rehabilitation
has been ignored, repeat offenders have mnot.
been removed from society, and victims have
not been compensated.-

He adds that the questionable success of the sanction for white .
collar offenses is due to 'the ponderous character," the "in-
frequency of prosecution,” and the "limited fssources" of the
criminal justice system to handle the cases.

Another deficiency of criminal- prouecution has been that
they must operate at what several officials 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 deficiencies of criminal justice to handle
fraud and abuse has begun a trend toward broadening the skills
of enforcement staff and diversifying the arsenal of techniques
used to combat it. As a guide In investigating white collar
crimes notes, diversification is needed:

If a unit determines that criminal prosecution
is ius main objective it can still retain civil,
administrative, or even mediation remedies for
situations where criminal actlons are not
feasible or wise.

The manual adds that a truly experienced white collar inves-

tigator ''should develop great skills for judgigg wlien to work
toward one enforcement objective or another.

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 plannln for enforcement found that the Department of -

dRobert W. Orgen, "The IneFfectlveneﬂs of the Criminal Sanc-

tion in Fraud and Corruption Cases: Losing the Battle Against
WhlZ§ Collar Crlme", The American Criminal Law Review (2:959),
P

101pid.

ot ———

lljerbert Edelhertz, et al., op. cit. p. 41

121pid., p. 41




Justlce, for one, has been "blOW to assist, ~oord1na£§, and
monitor the anti- fraud efforts of federal agencies.

This lack of planning and coordination has often resulted
in disatisfaction between program staff and prosecutors. Foxr
‘example, one of the most frequently heard complaints during
interviews with fraud unit personnel was the prosecutors (federal,
state and local) placed such low pr1or1ty ‘on benefit cases that
it sometimes "seemed not worth the time' to prepare a case. On
the other hand, interviews with prosecutors revealed that many
of the cases referred to them from fraud units contained "botched"
witness interviews and Lnadequate ev1dence for trial presentation.

- Enforcement planning is undoubtedly hampered by the absence
of reliable data concerning fraud and abuse. Nevertheless, in-
terviews and the fraud and abuse survey suggest that staffing,
case screening and utilization of Lechnology all deserve careful
planning attention.

- Staffing

Field investigation for thlS study dlsclo«ed 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. Insufficient
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 "a nationwide probe of
.suspected abuses involving $26 million in unpaid loans or 'advance
payments' made over Rast years to help anorlty business fulfill
federal contracts."l% Over half of the (agency's) 80 investigators
were involved...in a large abuse problem with 8(a) contractors,
that of 1ne11g1b1e white- owned businesses getting contracts by
using minorities as fror's.

The fraud and abuse survey revealed that respondents consider
staff to be one of the most effective enforcement resources; the
apparent deficiencies in staffing across programs is a serious
current weakness. :

13y.s. General Accounting Office, Combat Fraud, op. cit

*)

_p{ 5.

ifngpa Examining 35 Firms in Unpaid Loans Probe," The Wash-
1ngton Post, -(November 11, 1978) p. A2

151b1d.
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Case Screening

Case screening involves the development of formal criteria
for rating and rank orderlng cases for investigation and trial.
Critics of formal case screening. argue that the process would
‘reduce their flexibility to pursue cases. Given limited resources,
they would generalily prefer to select just a few cases based on
informal judgmental criteria of potential effectiveness. Pro-
ponents of case screening frequently find it lacking in current
application, but argue that it is an essential area to ensure
future enforcement effectiveness. For example, they would argue
that more precise care should be given to decisions about the
use of audit resources in program cases. A regional Inspector
General in charge of audit staff commented that toc ~=ften staff
time had been wasted when a 100 percent audit had been dene for
a case when screening would have found that only a partial audit
was needed. He recommended that a review of audit resources
needed for each case should be done prior to initiation of the-
investigatinn rather than after it is underway.

Practical applications of case rating in large and small
prosecutorial offices have provided useful tools for planning
and prlorltldlng resource allocatisns. One of the major applica-
tions undertaken is a system called the Prosecutor's Management D
Information System (PROMIS). It has been shown that PROMIS s
rankings: : o

"bestow exceptional managerial leverage

on the Chief prosecutor, who can now

apportion his coffice'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 puETlc s concexn over repeat el
offenders and service crime."l e

The interviews suggest that except for those offices using .
PROMIS, few if any formal systems exist for prioritizing cases i
for enforcement attention. Only one state prosecutorial unit ?
contacted was vigorously developing screening standards for
program fraud cases, and these efforts had just begun under 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. Collectlon of empirical data which

161nstitute for Law and Social Research, Institute Briefing
Paper, Uniform Case Evaluation and Rating Number 3, (Washington,
D.C. U.S. Department of Justice, Law Enforcement ASSLStance
Administratlon 1976) PP. 2- 3 . :
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evaluates practical impacts n{ formal case screening on benefit -
program enforcement efficiency and effectiveness is an important
future step. ' : '

Computer Technolegy Usage

Another neglected planning area is coordination of computer
- generated program data for enforcement. Utilization of computer
technology is extensive: Almost all respondents (94 percent) to
~the fraug and abuse survey indicated use of computers in their
programsk’ Eighty-two percent of the respondents informed uj that
computer data are used in some fafgion for detection and surveil-
lance of program fraud and abuse. Appendix reports the open-
ended responses to these items. ”

Despite rather extensive usage of computers, interwviews
suggested that they are being used effectively. Often; programs
have obtained large computer systems with sophisticated software
packages. But enforcement personnel tend to find the systems
lacking. TFrequently they argued that potential fraud and abuse
cases could not be pursued because 9f a lack of requisite benefit
program information which should have been programmed into the
computer. In some programs, investigators expressed exasperation
with the paucity of data that they could receive from computers,
and several investigators told of losing precious hours of
investigative time identifying basic case and client data because
these 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 continually have taken a conservation ap-
proach when requesting funds for enforcement purposes because
they felt that seeking these appropriations constituted an adnis-
- sion that programs were failures and could not be run efficiently
and effectively. Given tight budgets and small staffs, many

17see Appendix B, Items 28 and 29.

18yhile a large percentage of the sample told us they use
computers, the data provide no information on the sophistication
of computer usage.” It should not be concluded from the survey
‘data that usage implies necessarily that the sophistication levels
of the usage are also high.

-98-




jurisdicti...s were not able to afford the costs of supporting
enforcement activities. There was also an added impediment:
jurisdictions who did pursue enforcement paid for it out of their
own pockets. Most of the recouped funds were returned to the:

federal government and were not applied to overhead costs of
enforcement.

Program experimentation with incentive schemes has led to a
conclusion that incentives do stir action. A recent evaluation
of the AFDC;s correctlve action program to rzduce error rates
concludes: :

Based on results of cur visits to 15 states,
the DHEW threat of fiscal sanctions prompted
states to redirect management attention to
reduction of reported errors. There is no
questlon that this increased management at-
tention and emphasis placed on error reduction
was a primary factor contributing to 1mproved
state performance.

The evalua f&on report adds that even though negative financial
incentives*" have been eliminated, the Department of Health, Ed-
ucation, and Welfare 'should seek an alternative strategy to

maintain and reneglthe 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 benefit programs. Under provisions of the 1977
Food Stamp Act, USDA may reimburse the state 75 percent of the
costs of establlshlng investigation units. Medicaid, AFDC, and
Unemployment Insurance programs have provisions for federal
financial assistance to states establishing investigation and
prosecutlon units, and Medicaid monies are also available for
creation of lﬁfOLmd ion systems. The Food Stamp Act, in particular,
has begun to deal with the problems of recouped funds by splitting

the respons ibilities and costs between the federal and state govern-
ments.

Inadequate Use of Sanctions

The basic principles of deterrence suggest that in order to
be effective sanctions must be meted out with swiftness, severity,
and certainty. While the requisite sanctions {(criminal, civil,
and administrative) for deterring program fraud and abuse are in

19Touche Ross and Company, Evaluatlon of AFDC-QC Corrective
Action Final Report (Washington, D.C.: U.S. Department of Health,
Education, and Welfare, October 31, 1977), p. 116.

2OA.negatlve financial incentive involves the state 1031ng
program funding unless it corrects program errors.

21

T@dchu Ross, op. cit., p. 117.
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place, inconsistency in their use has limited their success. This
finding is not surprising given tbe current state of criminal
sentencing in the courts. A major report on fair and certain
punishment found:

The sentencing system prevailing in the
United States is flawed by profound
imbalance between the severity of
punishment and the certainty of puni&?z
ment among those convicted of crimes.

»

B
P
Xt
v ¢

er the report concludes that the status of sentencing is much
> a

...nation of extremes, because sentencing
is neither felt nor effective, it harms
both the individual and society...
Credibility is weakened further when a
substantial propor.icon of convicted de-
fendants haphazardly ggcape punishment,
as also often occurs.

Although there are little empirical data on the sanctions
used in program fraud and abuse, minimal use of sanctions appears
to characterize third party provider cases. From an adjudicative
perspective, very 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 "out of business,” thus
leaving the jurisdiccion without a service provider. For example,
a rural physician 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 that prosecu- .
tors accept cases for trial. But prosecutions of providers usually
involve lengthy trials with hundreds of exhibits and witmesses. As
one federal prosecutor ncted, a trial against a prime sponsor in
the Summer Food Service program would have taken almoet two months
to present to the jury because of the 200 witnesges 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.

231phid., p. 6.




Informing juries of sophisticated accpunflng arrangemﬁafs,
loan agreements and, in some cases, payments, and agceptances Of
bribes and klckbacks has hampered prﬁserutxgm; Most prosecutors
attempt to present evidence with visual aids, flow charts, and th
like which break out the various. 'transaction points in the fraudu—f
lent schemes. Az one prosecutor ‘noted, it takes concentration and
parseverence to understand the schemes o begin with, néver mind
trying to explain them te someone else.”

Even when cases are brought to t11a1 a pattern of incon-
sistency emerges in the criminal sentencing of third parties.
Judges and juries appear h351tant to sentence. As ome prosecutor
put it, noting that in the '"macro-sense' judges and juries underx-
stand the number of tax dollars being Iost to program traud
“Jualclal sanctions imposed are mot strong encugh in the 'micro-
sense'," that is, the indiwvidurl provider case.

One of the major reasons given for the incoiisisténcy of
criminal punishment rests on the nature of programs, themselvesz.
As one prosecutor explained, 'Certain types of program frand cases

are losers." It is moxe difficult to show darjage in pregrams
where some berefit 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 exeludiriy thée beneficiary from the preject.

The CETA program provides examples of hard teo .prosecute
program fraud and abuse where a ppr&on receives a job whith he
or she is technically ineligible to receive under thg program.
Because. the beneficiary has received only a job {at whlch he or she
presumably mus* work to receive money) and because 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 program
abuses as the horrid treatment provided by some nursing homes which
are reimbursed with federal pregram dollars. The fa#ts in both
.cases may be compelllng, but it is more difficult to show 'the
blood of the victim" in the CETA case than in the Medicaid case.




CONCLUSION

" Proof of the seriousness of fraud and abuse has been obscured
by inconsistent and inadequate data and emotional media reports.
The meager evidence currently available supports the finding that
frau’ and abuse extends into all types of benefit programs and
is cor mitted by a large cast of actors either singly or in col-
lusion. Truly staggering is the facvt that if current trends are
extv»polated, losses to fraud and abuse in the fifteen programs
reviewed in this study could amount to between $80 and $100 bii-
lion over the nex® ten years., With such an outlook for the future,
federal, state, and local governments can no longer turn their
backs on the problems of enforcement.

This report has focused on assessing the quality and scope
of current information on fraud and abuse and its control. Tech-
nic "es for arraying this knowledge in simple and manageable frame-
wor..8 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 benefits are delivered as intended.
Current program vulnerabilities are, in large measure, a conse-
.quence of inadequate program legisla-ion. Legislators must
address program design and enforcement issues 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 enforcement staffs must take a broader view of
their _esponsibilities to include civil, criminal, administratvive,

. and other remedies and must promote greater legislative support,

program operations coordination, and public concern.

Ridding programs of all fraud and abuse is probably an
unrealistic-goal, but the drain of dollars should and can be
slowed substantially. With more reliable data concerning fraud
and abuse and the employment of proven enforcement tools, losses
could be more effectively controlled. The unusually broad «-ope
of this report, while a necessary first step, only scratches the
surface of fraud and abuse centrol. More extensive quantitative
research of particularly important relationships related to fraud
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and abuse is critivsi. Future attention must be directed specifi-
cally toward the development of accurate and manageable data bages
and empirical resezvvh of Che effectiveness of variocus enforce-
ment strategi.s. Suwcessfully reducing the incidence of fraud
and abuse depends on :. *h efforts. '
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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 criminal penal-
ties; examples are suspension or termination from program
participation, recoupment procedures, warnings of subsequent
action, and dispute resolutions with mediators

Attorney Generals' survey - a survey letter sent to all state At-
torney Geuerals' offices in November 1977, to collect in-
formation on the investigative and prosecutorial activities
for anti-fraud control underway in the respective jurisdic-
tions; a list 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 subcontracting for services not within
the capabilities of the primary institution. In Medicaid,
for example, many laboratories subcontract for sophisticated
testing and analysis. Problems occur in this program when
the laboratory accepts Medicaid 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 analysis cf suspected fraud or abuse cases prior to
an investigaticn 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 projects when the costs are identical, or
of the costs when the benefits are identical

cross-match - an enforcement technique involving the comparison of
wage, emplovee or benefit program rolls (usually a computer-
ized process) to detect duplicate participation, ineligible
recipients, or to verify data affecting eligibility. The
cross-matches are conducted across agency, local, state or
federal jurisdiction and are subject to the Privacy Act of -
1974 restrictions

direct loans - financial assistance provided through the lending
of federal monies for a specific period of time, with a rea-
sonable expectation of repayment. Such loans niay or may not
require the payment of interest

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 activity 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 for the federal government

direct payments with unrestricted use - financial assistance from
the federal government provided directly to beneficiaries who
satisfy federal eligibility requirements with no restrictions
being imposed on the recipient as to how the money is spent.
Included are payments under retirement, peansion, and compen-
sation programs.

discriminant analysis - a technique used to statistically

distinguish between two 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 clagsification 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 cextain work-experience
and work-training prograis. 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 progyam

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 opportunities for fraud or abuse

Federal Disaster Assistance Administration (FDAA) - within the
Department of Housing and Urban Development, responsible for
direction, management, and coordination of federal disaster
assistance prograin

Food and Nutrition Service - the agency responsible for federal
administration 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 tc appeal disqualifications from program
participation enforced by sponsoring agencies; FNS provides
ghe appeal mechanism through the Office of Administrative
ervices

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 treatment
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General Accounting Office (GAQ) - in ihe legislative branch, the
GAO assists the Cougress, ics committees and its members in
carrying out their 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 guidance in the nationwide
administration of the federal effort to plan, develop,
manage, 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 equlvalent to the
difference between the face value and the purchase price of
the old Food Stamp coupons (under the 1964 Act)

HR 3 - Medicare-Medicaid Anti-Fraud and Abuse Amendments 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

lntermedlarles/carrlers (auxiliary providers) - organlzatlons
which contract with program agencies (usually Medicare or
Medicaid) to assist in benefit delivery, such as claims
processing, e.g., in the Medicare program carriers handle
Part B claims, while intermediaries 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 jus-
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 major responsibility for implementation of the Compre-
hensive Employment and Training Act of 1973 (CETA) and the
work incentive program (WIN)

Office of Inspector 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, HUD, 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 form of benefit delivery in which benefit
payment is made 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 of

local governments or agency (private or nonwproflt) that de{ffpj
livers benefits or contracts to dellvery benefits, and deals;g}

directly with the benefit program sponsoring agency
pyramldlng - the practlce of masklng ownershlp patterns (e.g., A

nursing home operation ) to qualify for cost reimbursements-

under benefit programs such as Medlcare and Medlcald '

scrip benefits - benefits issued in the form of a certlflcate that

entitles the recipient to exchange the certificate for a good g

or service; spe01flcally, in this study, Food Stamp coupons e

Small Business Admlnlstratlon (SMA) - prov1des guaranteed dlrect
or lender participation loans to small business concerns tou
help them finance plant construction, conversion, or expan~
sion; and acquire equipment, facxlltles machinery, supplies,:

or materials. SBA also provxdes them with working capltal;“-"

The agency makes, part1c1pates in, or guarantees economlcw .
opportunity loans ' : '

Social Security Admlnlstratlon/SOCLal Security Insurance (SSA/SSI) :
- the Department of Health, Education and Welfare admlnlsterSg

a national program of contrlbutory social insurance whereby = = .

employees, employers, and the self-employed pay contribu- :
tions, which are pooled in special trust funds. ‘When earn-.

ings stop or are reduced because the worker retires, dies, or

becomes disabled, monthly cash benefits are paid to replace

part of the earnings the family has lost. SSA administers the o

AFDC program

Social Security Insurance (881) - replaced felerally aided state o
assistance programs for the aged, the blind and dlsabled (seev'
Social Security Admlnlstratlon) in 1977 in HEW

steering - direction of a patient to a particular pharmacy by a

physician or anyone else in a given medical center; v101at10n R

of the patient's Freedom of choice

Surveillance Utilization Units - creates provider and patient
profiles of utilization of medical services and analyzes the
utilization patterns; specifically used in the Medicald pro-
gram in conJunctlon with state anti-fraud-units ’

tailoring - work performance not specifically described- in a
contract as the same type of work to be done

taxonomy - a systematic arrangement of fraud and abuse offenders g
and offenses; used as a tool for identifying commonallties of:ej‘
vulnerablllty across a universe of programs ¢

third party determinations - establishment of eliblbllity to R
participate in a benefit program as a third party provider e
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eethlrd parcy providers - those persons or ?gencies charged with

responsibilities for providing bene it services on contract

- with the sponsoring agency

upgrading - the practice of billing for a service more. extensive

wage

than that actually provided; a physician may treat a sus-
pected cold, for example, and bill for treating acute bron-
chitis

reporting state - by law a state which required employers to

- report wages paid to employees on a regular basis, and there-

wage

fore maintains wage records that may be used for cross-match
purposes

requesting state - a state 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

- eross-match purposes
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APPENDIX A: PROGRAM PROFILES GROUPED BY BENEFIT TYPES

Program design vulnerabilities were addréssed in this report as
a major concerfi in the search for solutions to fraud and abuse. At
the basis of program design, however, is the nature of the benefit
offered. Program design evolvas in large part from the type of the
benefit assistance provided. Programs offering contract services
as benefits will, of necessity, be designed differently from thoss
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 giwven by the Comptroller General of the United
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.

In this Appendix, commonalities of fraud and abuse patterns are
explored from the perspective of the benefit types involved. The
§enera1ized program profiles which follow cover aspects of program
design 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 ~ PROGRAM

Cash Aid to Families with
Dependent Children
Veterans Education
FDDA Disaster Grants
Unempioyment Insurance

Compensation
Scrip Food Stamps

Loans SBA Disaster Loans
_ Rural Housing Loans
VA Housing Loans
Rehabilitation Housing
Loans

'Statement of Elmer B. Staats, Comptfoller>Genera1 of the Uni-

ted States Before the Committee on Budget, United States Senate,
"GAO Efforts Related to Fraud, Abuse, and Mismanagement in Federal.
Program,' March 15, 1978, p. 11. SR
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BENEFIT TYPE

Service

Contract

~112~

PROGRAM

Medicare
Medicaid
Summer Food Service

CETA

Vocational Education

8(a) Minority Contracting




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 person depending upon program regula-
tions or restrictions.

From a program design perspective, c¢ash assistance exhibits the
most simple organization of all the benefit types. There are culy
two major financial transaction points =~ check issuance and check
cashing. Under fraud and abuse-free conditions, the check moves
through only three hauds - the sponsoring agency, the recipient,
and the check cashier. Simplicity in this case, however, does not
forestall vulnerability.

While cash benefits are not plagued with problems of third
party reimbursements or complex subcontracting arrangements (from
which opportunities for fraud usually evolve), they are vulnerable
to patterns of stealing, embezzlement, or theft; tampering, forgery
or counterfeltlng, and mlsappllcatlon of funds once the checks are
cashed, These crimes may be committed by eligible or ineligible
recipients, agency employees, o% by syndicated interests desir-
ing to obtaln proZits from 1l1cgal check cashing operations.

The major detection techniques currently used for cash assis-
tance frauds or abuses are recipient complaints to authorities
about stolen or lost checks; anonymous leads, telephone tips, o<
formalized leads from enforcement agencies, e.g., FBL 1leads on
check 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, programs offer-
ing income, educational and disaster support are profiled below.
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AID TO FAMILIES WITH DEPENDENT CHILDREN (AFDC)

Type of Benefit: Cash

Sponsor: U.3. Department of Health, Education, and Welfare

Project Administration: Federal formula grants made to states for
state supervised or state administered-
money 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.S5.C. et seq.) aucthorizes
the Aid to Familes with Dependent Children (AFDC) program. State
and local welfare 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 preograms. The federal share for AFDC is
based on a state's average monthly payment of $32 per recipient
(and $100 per child in foster care). Thi federal share of payments
is_getermined by individual computation and is subject to statutory
ceilings. :

Assistance payments from states are made directly to eligible
needy families to cover costs of food, shelter, clcthing and other
_items of daily living recognized 4s necessary by each state's pro-
grams. Within AFDC programs, payments are also made for the care
of specified children in foster homes or iastitutions. 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 programs 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 19791

Eligibility -

, Assistance under the AFDC progam is available for needy fami-
lies with dependent children who are deprived of parental support

Ioffice of Management and Budget, Catalog of Federal Domestic
Assistance 1978, (Washington, U'.C.: U.S. Government Printing
Office, May 1978), 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 will, 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 11,022,000,
respectively, suggesting that the program serves many needy per-
sons. The states are responsible for the determination and valida-
tion of beneficiary eligibility. By federal program regulation, -
redetermination of eligibility for each AFDC case is required every
six months. .

L
=

~ Administrative Responsibilities

States are responsible for AFDf 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 stateand/or local agencies to ensure compliance with fed-
eral regulations. Federal supervision includes reviews and analy-
sis of the mandatory quality control efforts of each state. The
states are awarded tfunds quarterly on the basis of their estimates
of maintenance assistance and 2dministrative costs. Staote estimates
are based on the formula of federal &aud state funding as outlined
in individual state plans. There is a federal average raximum of
funding. The beneficiaries receive monthly assistance payments

‘from the state and leocal welfare agency.

AFDC Loses

AFDC losses (both state and federal) are usually ascribed to
program abuse and errcr, rather than fraud. Error rates by state
and local governments administering AFDC are measured by HEW in
terms of payment errors and the percent of cases containing errors.
Regular reports are tmade to Congress on Deparvmental efforts to
reduce the error rates. The most recent measuring period, June to
December 1977, shcwed 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 of total
payments. Uncarpayments to beneficisries are not included when
computing payment error rates., Case error rates are the percent of
inaccurate cases out of the total number of cases. The loss to

<“The amount of assistance for each beneficiary is computed by

thedstate plans formulae certified by HEW and the determination of
need.
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AFDC through fraud, abuse and waste in payments (includings 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 9f
loss to the AFDC program 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-
mencztions for the Audit Agency to prevent the overclaims call for
more aggressive reviewing and monitoring of state agencies' claims
and the imposition of sanctions or other deterrents in cases of
irregular claims 4

Program Expenditure Strategy

Since 1972, AFDC federal regulatons have required states to use
quality control methods for computer 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 approai~
mately 45,000 recipients every six months. As an incentive for
developing computer information systems to improve and standardize
models of quality 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
beer recommended that an AFDC Management 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 involved computer matching
of AFDC rolls with other agencies' rolls, local, state and federal
wage reports and payrolls. Many states have conducted interjuris-
dictional matches of AFDC rolls as well as cross-agency compari-
sons to identify duplication of recipients (by name, social secur-
ity number and address) and to verify income reporting. LEW, in
1977, instituted Project Match which locates potentially ineligible
welfare recipients on federal payrolls (civilian and military) to
be reviewed for eligibility. The pilot test was made in the

30ffice of Inspector General Report, April 1, 1977-December 31,

1977 (Washington, D.C.: U.S. Department of Health, Education and
Welfare, March 31, 1978), p. 18.

_AInspector General Report 1977, op. cit., p. 109.
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District of Columbia; enlarged projects then were designed on a
national scale, and are to be ccnducted on a continuing basis.

Computer Matching

Project 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 guardé individual pri-
vacy during the procedure. HEW makes the initial match of employees
and AFDC recipients. Any ''raw hits”, or names found on both
rolls, are then subject toc employment and income werification by
the federal employer and eligibility redetermination bystate or
local agency. The result is either prosecution by a U.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 destroyed during each
phase. The original computer tape files are destroyed or returned
to the respective agencies at the conclusion of each Project
‘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 Project 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, some states have well
defined privacy regulations that conflicted with Project Match
intentions. The Office of Management and Budget recently drafted
(August 1978) more specific guidelines to the Privacy Act of 1974,
to allow Project Match activities to proceed.

Naticnal Recipient System

The 1977 welfare reform legislation appropriated funds for the
development of a federally operated national recipient system
(WRS). The NRS will provide information on AFDC cases for pur-

poses of detecting fraud and abuse. The functions of the NRS fol-
low.

e An interstate name search is conducted to discover
duplicate payments. WName, date of birth, sex, so-
cial security number and case or client number are
checked.

® OSocial Security numhers are verified in conjunction
with Social Security's NUMBERDENT System which lists
all SSN's by verifying name, date of birth, and sex.

e 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 Ma§ter'8ege-
ficiary System, the Social Security Income program, V.A.'s pension
disability program and the Civil Service Commission. All informa-
tion from the system will be turned over to the states and appro-
pliou.c agents in HEW (the Inspector  General, .quallty _cont{ol,
ete.) for any necessary actions. The system will not interfere
with states' current quality control procedures, but will provide
quality comtrol with better data projectsion when it becomes opera-
tional.

Training

The Social Security Act authorizes. fodgral funding to assist
state and local agencies with employee trainiig programs. The
states are reimbursed for 75 percent of cost: associated with edu-
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
to deal with program fraud and abuse. The training programs are
sponsored by Legal Services Divisions or are contracted 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
prevention and deterrence of fraud and abuse is directed toward
2ligibility determination programs. A rigid, efficient applica-
tion intake process eliminates opportunities for fraud and che

redeterminaticn procedure is a viable detection method to back wup
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 actual fraud (indicated by multiple social security
numbers 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
bave also been requests for higher level Congressional funding for

state AFDC fraud units, commensurate with appropriations in the
Medicaid Program.

Although there is recourse to prosecution for individuals
found to be defrauding the program, there is a reluctance 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
children. Similarly, it is extremely difficult, and often impos-
sible, to reccup overpaid benefits from AFDC recipients with the
meager incomes that qualify them for participation. Several court
decisions stand in the way of rec ipment from indigent families.

-118-




Program administratoré and public welfare experts are seeking  
alternative methods to 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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UNEMPLOYMENT INSURANCE COMPENSATION

Type of Benefit: Cash
Sponsor: U.S.Departmentof Labor
Program Administyation: 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 1is:

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, 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 {s 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 depleted, the
federal government willsupplement it, so that all eligible workers
may receive the benefits to which 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 dewnturn, 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 state reaches a specified level,

" there is provision 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,

o-—nans

o .;TOEfice of Management and Budget, Catalog of Federal Domestic
~Assistance 1978 (Washington, D.C.: ~1.S. Government Printing
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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 97 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. Railroad workers are also covered by a
separate federal program.

In recent years, unemplbyment 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

iBiﬁ%ions Taxes Benefits
Years Collected Paid
1976 $ 6,404 . $18,348
1977 $ 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, as
well as eligibility standards. Consequently, benefits vary widely
from state to state., Maximum weekly benefits range from $80 to
$183. 1In general, UI is financed exclusively by the payroll tax
on employers. However, there are three states which require emn-
ployer contribution to the UI system.

20ffice of Management and Budget, Catalog of Federal Domestic
Assistance (Washington, D.C.: U.S. Government Printing Office, May
y PP. 573 ‘and Office of Management and Budget, Update to the

1978 Catalog of Federal Domestic Assistance, (Washington, D.C.:

g Office, . Pe E=45
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Each state UL law must be approved by the Secretary of Labor.
Criteria for approval of state plans include the following:

e Methods of administration which will insure full
payment of unemployment compensation when due.

° Unémployment compensation . payment through public
employment offices or through other approved agen-
cies.

e Fair hearings to individuals whose claims for unem-
ployment compensation have been denied.

e Payment of all funds collected to the Federal Unem-
ployment Trust Fund.

@ 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 erroneously paid into the fund.

e Submitting reports required by the Secretary of
Labor.

e Providing information to federal agencies admini-

stering public work programs or assistance through
public employment.

e 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 wages or must have worked for a certain period of time
within his or her base period, or both, to qualify for benefits,
The 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

gayable for a week of total unemployment as defined in the state
aw. This amount varies with the worker's past wages within mini-
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mum and nmximﬁmhlimiﬁg,‘ The period of past wageé used and the
formulae for computing benefits from these past wages vary greatly
among the states., ' - ‘

Usually a week of total unemployment is a week in which the
claimant performed no work and received no pay. In most states, a
worker is defined as partially unemployed in a week if he or she
earns less than his weekly benefit amount. The benefit payment.
for such a week is the difference between the weekly benefit amoun
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 without 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 UI program. They can be divided into the following
categories:

e Recipient fraud.
e Employer fraud

e 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:
e Unreported or incorrectly repbrtéd earnings.
e Fictitious employment.

e Simultaneously claiming benefits in more than one -
state. - , o
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e Misrepresenting employment status, especially in
applications for extended benefits.

e Misrepresenting the reason for unemployment.

e Misrepresenting availability for work and efforts to
find work.

® Receipt of vacation pay while collecting benefits.

e Collecting UI 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
government. However, if the claimant has received 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 UL system. Once availability is explained by the UL 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
makes the system more vulnerable. For example, about hali of the
states allow mail-in claims for continued certification of Ui bene-
fit eligibility. This procedure is especially helpful during per-

iods of economic 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 UL programs more vuiinerable to recipient
fraud. 1t 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 can 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 Fraud

‘The major employer frauds found in Ul involve misreporting
of wages and/or misrepresenting the reason(s) an employee has left
a job. Such frauds generally are intended toc increase the amount
of benefits to which-a claimant is entitled, or to gain benefits
for a person who wnj¢ld otherwise be ineligible.

Another fraud committed by employers is the creation of a fic-

vtitious employee by falsely reporting wages and paying the unem-
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ployment tax for him or her. The "shost" employee later becomes
"unemployed", and his or her UL benefits are collected by the em-
ployer. ’

Employers or recipients can preate fictitious employerié a
fraud which has as its aim to create the appearance of an "em-

_ ployer" having paid unemployment tax so that the "claimant" would .
seem qualified to collect benefits:- Fictitious employers are some-

times created by activating inactive claims, that is, where a le-
gitimate employer has gone out of business.

Administrative Agency Fraud

Administrative agency personnel have sometimes been found to
coliude with claimants. 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 information on employers
contacted and so on.

Additionally, 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
Ul 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.

Methods Qf Deteétion 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 Ul are determined to be ineli-
gible, indicating strong quality control at the outset..

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 for a fine
(maximum $20 to $1,000) or imprisonment (maximum ten days to one
year), or both for fraudulently claiming benefits. In additiom, -
all states have the right to disqualify recipients for fraudu--
lently claiming benefits. b ' o

- States also have provisions for recovering those benefits
which have been obtained fraudulently. Agreements have been signed:
between state governors and the U,S. Department of Labor concern-
ing responsibilities for dollar ceilings on recoveries. States

are responsible for recoveries of monies up to $1,000. Amounts -

over $1,000 become the responsibility of the Department of Justice
and U.S. Attorneys. ' A S T BT
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During 1976 the government was able to identify 103,300 fraudu-
lent claims. Nationally, the detection and enforcement techniques
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. The following tabulation sum-
marizes the results of state fraud detection -efforts for fiscal
year 1976.3 R

Number of fraudulent claims 103,300

Amount of fraudulent payments  $32,000,000

Amount of fraud restitutions $13,400,000

Number oi prosecutions 5,950

Number of convictions 6,430
The states employ a variety of methods to detect improper pay-
ments. Probably the most productive technique is the quarterly
cross-matchi, which involves comparing benefit payment records with
wage informaton for the same quarter. Using a sampling formula,

the states select cases for further investigation to determine if
thu claimant failed to report wages during weeks benefits were col-

ciécted.

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 information 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 employment 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 large states as New York, New Jersey,
Massachusetts, Michigan, and Ohio.

Other detection techniqﬁés include matching unemployment insur-
ance recipient rolls 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 use these
techniques. '

Claims deputies can refer questionable UI application to

; another section of state's Employment Security Administration or to

the state's Attorney General for investigation. Program fraud
units are an impertant part of this enforcement technique, which
serves to detect and deter fraud. Preceding a full-fledged inves-

tigation, there may be further fact-finding done by the claims

deputies themselves.

éj 3u.s. Department of Labor, "Fraud and Abuse in the Federal-
State Unemployment Insurance System'(mimecgraphed January 1977).
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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 8ystem, the employer
can report it to the administrative agency and stop the 'double-
dipping." L

The number of claims in a state can be responsible for how
well program controls operate to detect and prevent fraud and mis-
use, A large caSeload makes it moredifficult to provide complete
quality control, especially during periods of econcmic recession.
In fact, during recession periods, there have been direct policy
guidelines from the mnational office that enforcement efforts
should be eased in order to get unemployment insurance benefits
out to those who are eligible as quickly as possible. 1In these
cases, payments made to ineligible recipients is caused by staff
error rather than an intent to defraud the svstem.

The U.S. Department of Justice and U.f{. Department of Labor
have worked together to uncover Ul program misuse. State programs
are audited by the U.S. Department of Labor every other 7year,
with follow-up recommendations made to the states. Some states
have task force teams of Justice and Labor people who are respen-
sible for investigating and prosecuting fraud. A number of states
participating in the task 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. o




VETERANS EDUCATIONAL ASSISTANCE (G.I. BILL)

Type of Benefit: Cash (Monthly stipend or loan while enrolled in
schiool)

Sponsor: Veterans Administration P

Program Administration: Decentralized to educational training in-
stitutions, with built-in pxicedure

checks from central Veterans Adminis=~
tration

OVERVIEW

~~ The legislative authority for the G.I. Bill is found in 38
© U.S.C. 1661 (1944), as amended. Its-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 education, and to restore
lost educational opportunities to those whose educa-
tion was interrupted by active duty after January
31, 1955 and before January 1, 1977.

“To meet these objectives, several different types cf education
are supported by the Veterans Administration. . Th&y are:

e College level training

° Trade .and’ vocatlonal training

'b”;”Correspondence training

e On-the-job training
In addition, those veterins who have nelther completed high school
or received an equivalency certificate may work towards these
goals, without charge to their basic entitlement.

During fiscal year 1977, almugt two million veterans and ser-
vice personnel part1c1nated in training programs of all types.
-Aforig them, 1.4 million (71%) were enrolled at the college level,

444,000 (23%) were at schools other than college, and 112,000 (6%)
were in on-the-job training programs.

» 10ffice of Managoﬁent and Budget, Catalog of Federal Domestic
Assistance 1978 (ﬁaananton, D.C.: VU.S. Government Printing
Officg, May'1§7§), p. 806.
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In fiscal year 1976, over $5 billion were paid to thke more
than 2.8 million veterans and service personnel whe undertook
traianing programs. By FY 1977, total benefits wre down to $3.6
biilicen for two million students. Estimates for 1978 and 1979
indicate further declines in the number of students and a concur-
rent drop in total benefit payments. - -

ELIGIBZLITY AND BENEFITS

Eligibility and benefits are determined by the veteran's
length of service, the number of dependents, znd his or her stu-
dent status (full-time, part-time). _In addition, these benefits

are available only to honorably-'discharged veterans who have
served at least six months, _Benefits are paid from a minimum of
nine months to a maximum of 45 months depending upon the lerngth
of time the veteran was.in the military. Veterans who have served
between six and 18 months are entitled to 1% months of full-time
benefits for each month served. Those who have served contin-
uously for 18 ddonths are entitled to the maximum 45 months of
full-time 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 allowances
are shown in the following.

TABLE XIII
G.I. BENEFIT ALLOWANCES

NUMBER OF DEPENDENTS

Each

1 2 3 | Add.

Full-time $311 | $370 | $422 | $26

INSTITUTIONAL] Three-Quarter - 233.. 1 277 U85%7 19

Half-Time 156 | 185 211 13

, - 1st 6 Months $226 | $254 | $277 | $12

T ON-whE. | 2nd 6 Months 169 197 221 | 12
Tob TRAINING | 3rd 6 Months 113 | 141 | 164 | 12 |
Succeeding 6 Months 56 8 | 108 | 124

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-
uvary 1, 1977 may participate in a contributory payment plan for
their education, whereby the Government matches the money deducted
for education from the service person's pay on a two-on-one basis. -

2yeterans Administration, Office of EduCatibn'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
inadequcte to meet his educational expenses, he becomes eligible
for a loan. These loans are available for educational needs only,
not for other expenses. Therefore, they are perceived 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:

e The loan application must go through the educa-
tional institution ‘

© The accuracy of the tuition, fees and supplies that
are claimed are verified by the institution

e The institution must certify that the expenses are
reasonable.

Normally, Veterans Administration does not follow up with verifi-
cation of loan applications but assumes that the information from
the iwstitution is accurate.

In fiscal year 1977, more than 14,000 loans were granted to

veterans at a cost in excess of $14 million. This 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 (BIL3). As institutions submit form. for eligible veterans
who have enrolled as students, the VA regional office checks them
through BILS. Thus, there may be as much as an eight week lag
from the submission 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
her curriculum or the number of hours he or she is carrying, or to
withdraw completely and continue to receive benefits. 1In some
instances, certifying clerks at non-college and technical school
have entered into collusive agreements with veterans to defraud
the government. The veterans then pay kickbacks to the clerks.
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 con-
cerning the number of dependents or the number cf 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 ENFORCEMENT 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. The other is

through an efficient monitoring system of both the -~=teran and the
educational institution.

In 1977, the law was changed sc that prepayment of benefits
is no longer allowed. Since then, overpayments have declined con-
siderably. 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 practices is the Compliance Survey.
Nationally, there is a staff of 245 VA compliance officers to in-
spect the institutional facilities to assure that there is com-
pliance with VA regulations. Colleges and universities 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 required.

v The general 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 backup 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 overpayment results from an action taken by an institu-
tion, liability can be established against the iunstitution. 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 decicion 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 mnotice requirements 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

Sponsor: Department of Housing and Urban Development, Federal Di-
saster Assistance Administration (FDAA)

Program Administration: Decentralized through Regional Officesof
” the FDAA

OVERVIEW

The current legislative authority for the disaster assistance
program is foundin the Disaster Relief Act of 1977, P.H. 93-288,

88 Stat. 143. The major objective of the disaster relief program
is:

to provide assistance to states, local governments,
owners of selected private nonprqfit facilities,
and individuals in alleviating suffering and hard-
ship resulting from emergencies or major disasters
declared by the President.!

The program is designed to supplement the efforts and avail-
able resources of state and local governments 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 major disaster area. Basides 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
are subsequently reimbursed from the Disaster Relief Fund for di-
saster work performed at FDAA's direction. States are responsible
for distributing funds to local governments.

In fiscal year 1976, 40 major disasters were declared in 24
states and four territories; 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
grantswere made.

1office of Management and Budget, Catalog of Federal Domestic
Assistance 1978 (Washington, D.C.: U.S. Government Printing
Office, y , Pe 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-stop center. Within
this center, state and federal representatives are assigned booths
to explain and accept applications for individual 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
"miission assignments'" to extend other agencies' staff responsibil-
ities.

BENEFITS AND ELIGIBILITY

Once the President has declared 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. 1Individuals apply for assistance to the appropriate
federal, state and local government agencies.

Services are proQided and grants and contributions are made
available for suppression of forest or grassland fire, and for
post-disaster assis’ .ave, 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.

“Office of Management and Budget, Update ot the 1978 Catalog
of Federal Domestic Assistance, 1978 (Washington, D.C.: U.S.
Government Printing Cffice, 1978), p. E-40.
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. Emergency shelter and temporary housing for dis-
placed individuals and families. ~

e Assistance to unemployed individuals.

® Loans to local govermments suffering substantial
loss of tax and other revenues.

e Emergency transportation service.

¢ Emergency communications.

e Food coupons.

o Crisis counseling.

@ Survey and allocation of construction materials.

e 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 FDAA Regional
Director within 90 days of the disaster declaration date.

The FDAA 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 FDAA. 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 FDAA 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 total funds for a project may be advanced to the contractor
or subcontractor, which can cause problems if the work is later
found to be of substandard quality or the project is not properly
documented.

Unreliable contractors and unreliable companies attempt to
take advantage of the disaster situation by providing services and
products that are substandard. 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 determining 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
dealing with the federal disaster effort and avoiding duplicate
services. Regional directors are usually appointed positions, and
during the time of a disaster, the federal 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 directors are responsible for determining
eligibility for funds from FDAA, and they are responsible for mazk-
ing advances of monies to the states. Records for all programs,
particularly large construction and public works projects arekept
by the locality, .and inspectors are called in to éxamine the con-
struction and the records at the end of the project. Final iaspec-
tions of completed work are performed by state and federal inspec-

gzrs to determine whether the work was done in accordance with the

The audit section of the HUD office of Inspector General is
composed of 300 auditors distributed among regional offices. They
are full-time Civil Service personnel. All audits, no matter what
their specific purpose is, look for fraud and abuse. Thus, audits
are concerned with duplicate payments that may have been made, 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 may be done where large sums,
i.es, over $40,000 for hospitals, are involved. 1If regional audi-
tors find irregularities in FDAA programs, the matter 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
Sponsor: U.S. Department of Agriculture
Program Administration: Direct federal paymenis 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 (7U.S.C. 2011 et
seq.) is a federal-state food assistance program operated cooper-
atively with state and local agricultural and welfare agencies.
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 tc purchase staple
foods or seeds and plants to grow food for the household’s use.
Elderly food stamp recipients may purchase meals from certain
nonprofit meal delivery services and communal dining facilities.3

The Food Stamp program is operated through a network of
entities including the Food aand 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

10ther 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 agencies, if deemed appro-
priate by USDA; for "out-reach” activities to alert persons to
public assistance programs and aid them in making application; and
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 19783(Washington, D.C.: U.S. Government Printing Office,
May 1978), p. 43. .

o 31n addition, food stamps can be used to buy hunting and
fishing equipment in remote areas of Alaska.
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the Focd 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, 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 costs of certification of households, acceptance, storage
and protectlon of the coupons, administrative hearings, and control
and accounting.

State and local agencies share the administrative task of
certifying qualified households for food stamp 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 participaticn and reporting by coupon
issuers, although the states actually contract with the issuers.
USDA forumlates the application. regulations for retailer and whole-
~saler participation and issues certification of approval. Coupons
received from beneficiaries fcr food purchases are redeemed by
wholesalers and retailers st commercial banks, who are, in turnm,
reimbursed through the Federal Reserve system.

New eligibility stundards in the 1977 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 poverty 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 bereficiaries to buy food stamp coupons of greater
face value than the purchase price: they now receive coupons at
no cost. The coupons, under the new 1aw, 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 affected area to provide temporary relief
to victims. Under new regulations, the income 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. The Task Force will be available to go into

disaster areas and provide direct assistance 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 program, such as accountability or outreach
activities. A cycle of audits for the entire administrative
mechanism are phased as follows:

¢ Regional offices are audited annually;

e Selected state issuance agents are audited
annually. Those chosen are usually the
ones that do 65 percent of food stamp
busiress - New York, Baltimore, Los Angeles,
Philadelphia, Chicago, Miami, Washington,
P.C.;

e Another 200 stamp agent sites are audited
on the odd years; and

e 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 irregulavities are given to the state immediate-
ly so that attention can be given tc 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 determining the number of participating households
that are eligible and receiving the appropriate amounts of benefits.
Continuous reviews 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 local
agencies for adjustment and recoupment, if necessary. Any incidence
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of overissuance of food stamps musz,be reported to the local
certifying office for disposition.

Other quality control tools are also in use. There are .y
federal and state regulations governing beneficiary application Cen
and certification processes to ensure accurate eligibility infor-
mation. Mandatory in-person interviews, mardatory mail updates,
and various recertification requirements are 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.5

Compliance Activities e

] - In 1977, 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 dealt 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 coupcns 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 practices continue.

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.) v

4y. S. General Accounting Office, The Food Stamp Program -
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 Office, July 18, 1977), p. 1ll.

5Special consideration will be granted for states utilizing
combined Public Assistance/Food Stamp forms or for states with v
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 Computer 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 cof administrative costs to state and
local agencies provides for training agency employees. Training
programs emphasize interview strategies for eligibility determi-
nation and certification. Special investigative training is
- spongored by the Office of Investigation (USDA) and the Compliance

ranch 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
overissuances 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.'®

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 ATP'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
1677 Food Stamp Act to help local, state, and federal agencies
nguce the opportunities and incidence of Food Stamp fraud and
use, :

6The Food Stamp Program, op. cit., p. 1i.
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Provisions to discourage recipient fraud or abuse include:

. Disqdalific&tion of recipient and household
from progiram participation; terms dependent
'gn agmlnlstrative or judicial findings of

rau

® Reduction of penalty (misdemeanor) from
$5”000 to $1,000 to make prosecution
easier and more timely.

° Standardized deductions to reduce abuse
opportunities.

® Payment to state agencies for 75 percent
of costs of state 1nvestigations and
prosecutions.

New prov131ons 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:

e Cash change (up to 99 cents) 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 institutions that
serve meals to drug addicts and slcoholics).

@ Only stores with half their food sales
comprised of food staples will be authoriznd
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 which
reduce their error rates tc 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 relating to error rates. States which fail to meet program
standards without good cause will be penalized by having f=deral
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funds for administrative costs witchheld in an amount thai USDA
determines appropriate. (These states are entitled to 1. admini-
strative review if they disagree with the determination.) States
which do not comply with program requirements may be referred to
the Attorney 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 requived to pay for coupnis improperly issued. (USDA will
no longer have to establish that gross negligence has occurred
befure billing a state.)

Financial incentives are now available to states to encourage
investigation and prosecution of recipient fraud and abuse. De-
tection 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' part to follow up with their own
investigations 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 prosecution-
investigation costs. The federal government encourages states to
create fraud units to work in conjunction with USDA'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.

Lenefit 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
guaranteed/insured loans where the government arranges to indemnify
a lender against gart or all of any defaults by those responsible
for loan payment. 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,
the transaction may involve

e builder or seller of the home
e lender

® real estate broker

e credit repoxting agency

e title company

¢ insurance company

#» f2e appriaiser

o fee compliance inspector

e veteran, oOr

e Veterans Adninistration employees?

All these points in the program represent potential opportunities
for misuse.

10ffice of Management and Budget, Catalog of Federal Doinestic
Assistance 1978 (Washington, D.C.: U.S. Government Printing Office,
May 1978), ». vi.

b

2U.5. General Accounting Office, Federal Agencies Can, and
Should, Do More to Ccmbat Fraud in Government Programs Report to
the Congress from the U.S. Comptroller General (Washington, D.C.:
U.S. Government Printing Office, September 1978), p. 1l.
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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 un 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

8, wor: 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. 1It's purpose is to:

"provide loans to restore, as nearly as
possible, the victims of physical disasters
to pre-disaster conditions.'l

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 SBA's national
office. It is the responsibility of the Operations Division to
implement the policies in the regiomal and district offices.

BENEFITS AND ELIGIBILITY

Physical Disaster loans are available on a first-come, first-
served basis for replacement costs of perscnal effects and/or real
property after a disaster. Most SBA disaster 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 property. Business loans
may be as high as $500,000. Individuals, business concerns in-
cluding agricultural enterprises, churches, private schools,
colleges and universities and hospitals are also eligible.

I0ffice of Management and Rudget, Catalog of Federal Do-
mestic Assistance, 1978 (Washington, D.C.: U.S. Government
Printing Office, May 1978), p. 760.
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Applicénts for disaster loans must show or prove:
e Items that were damaged.
e Ability to repay the loans.
e Financial statement of current condition.

Loan funds may be used to repair or replace damage or destroyed
realty, machinery and equipment, household, and other personal
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 difficult to prove or
disprove; 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. Uatil 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 made tc 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, that
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 are 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 an 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 nationa. office staff. If
the investigation reveals that fraud is suspected and additional
investigation assistance 1is 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 officials, 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
rural 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) w1th1n 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 home loans. Application for a loan may be made
by an owner of a farm 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 Loans

Section 515 and 521 of the Housing Act provide for insured
‘loans to be made to individuals, 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:

e A comprehensive market analysis indicating
the need for housing.

e Legal capacity to incur the obligation.
e 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 1977), p. 12.
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Number of Loans Amount of Loans

or Grants orrGrants
Rural Rental : : | '
Housing FY 1978 1,750 $6,000,000,000
FY 1979 (N.A.) (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 directors 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 ''ruxal' areas in the state based on Standard Metropolitan:
Statistical Area (SMSA) figures and the state director allocates
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 low-income families and senior occupants. 1In many
instances, developers claim the "interest credits' when, in fact,
their units 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 renting to only families that
qualify. - Many times ineligible renters become tenants, and the
developer receives interest credits just the same.

A second design feature of the program is "packaging".
Packaging allows developers or builders providing large develop-
ments or tenant housing to submit packeses of Upplrcations to the

e > Anra

g LT e
- L

20ffice of Management and Budget, Update to the 1978 Catalog
of Federal Domestic Assistance (Washington, D.C.: U.S. Government
Printing Office, 1978), pp. 22-27, ES, E-6. v -

-153-




county offices for consideration as one application. This is
allowed because it represents an economy for agency employees
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 alte.: loan papers or falsify
employment verifications. County staffs raceiving 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 of fraud.

ENFORCEMENT STRATEGIES

Quality 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 menitor programs for effectiveness and
provide recommendations for changes. A small staff in the Wash-
ington office (composed of evaluators 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, evaluations, 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 ang 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 county 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 of 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 yvear 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 loans, but also tax
'servicing and liquidation. This program would reduce caseloads
for those county offices that are understaffed but that 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 housing loan programs handled by FmHA. This 20 percent figure
reflects an "aging' of delinquency rates tc all accounts $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 o
closing. o
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® Personal contacts are made between the
county supervisor and the client.

® After two missed payments, telephone
contact is made.

® After Chree missed payments or more,
the county supervisor writes a
collection letter.

When foreclosures are necessary, they are usually handled
by FmHA personnel without the use of judicial foreclosure. If
court proceedings are mnecessary, 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, 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 programs, 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.




'VETERANS HOME LOAN GUARANTY PROGRAM

Type of Benefit: Loan Guaranty

Sponsor: Veterans Administration

Program Administration: Federally administered program decentral-
ized to 49 regional i field offlces
Loan Guaranty Divisions.

OVERVIEW

The legislative authority for the G.I. Home Loan program is
in 38 U.S.C. 1810 (1944). 1ts objective is:

"To assist veterans, certain service
personnel and certain unmarried widows
or widowers of veterans, in obtaining
loans for the purchase, constraction,
or improvement of homes on more liberal
terms than are generally available."

Under the convent1onal mortgage terms, loans are protected
by substantial down payments and relatively short terms of re-
payment. Under the Lcan 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 with no down payment. Thus, eligible
veterans are able to finance home purchases even though they may
?ot have sufficient down paymeat to qualify for conventional

oans.

Although the bulk of the loans are used for purchasing
traditional single family homes, loans may also 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 lcans 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 durlng fiscal year

loffice of Management and Budget, Catalog of Federal Do-
mestic Assistance, 1978 (Washington, D.C.: U.S. Government
Printing Office, May 1978), p. 807. '
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1977 was $13.1 billion. Forecasts for fiscal year 1978 and 1979
indicate loan guarantees totaling $14.5 and $14.8 billion,
respectively. Between June 22, 1944 and September 30, 1977,
veterans have obtained 9.5 million loans, totaling $139 billion,
under the G.I. Home Loan program.

BENEFITS AND ELIGIBILITY

To determine veteran eligibility for participation in the
G.I. Home Loan program, the field office analyzes the income and
credit records of each applicant. The application is reviewed to
insure that the veteran has an adequate income to cover his or
her tixed 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.

There are additional restrictions on loan guaranty eligibi-
lity.

e The borrower must own and occupy the
housing unit securing the loan.

e The unit must be suitable 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 insurance companies or mortgage bankers
comprise about 70 percent of all lenders. Small banks and savings
and loan institutions make up the balance. The veteran 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, the:e is a
list of appraisers who receive their assignments from VA, but are
paid directly by the person making the request for the appraisal.
In order to avoid 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/or employment on the loan application. A veteran may claim

2yeterans Administration, 1977 Annual Report (Washington,
D.C.: U.S. Government Printing Office, 1I978), 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 problem area is the subjective nature of "credit-
worthiness'. There are no cut and dried determinants for credit
worthiness. What one person may consider a good credit risk,
another person may not. Therefore, there are decisions made based
on perscnal reactions to the credit data.

Along with borrower misstatements of income, employment, or
asset information on the loan applicaticn is the possibility of
misrepresentation of discharge papers. For submission of an
application to VA, the veteran must include his original discharge
papers or a reasonable copy. This has created a number of oppor-
tunities for fraud. In some instances, the veteran has submitted
someone else's discharge papers when the veteran'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 administrative personnel making the
decision of granting the loan guaranty.

There has bcen 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 cut for investment purposes. Occasionally,
veterans have attempted to secure loans for other people, in
effect, selling their "entitlements'.

Default by borrowers has been a2 minimal problem. Loans
currently (fiscal year 1977) in default regresent slightly more
than one percent of all outstanding loans. 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

31Ibid.
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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 vulnerable 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 domne 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 percentage of the value of the
preperty, it would be to his advunta%e to claim that a piece of
property is worth more than it actually is. He can then use
part of his fee to pay off 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 iecipients 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,
providzars, and administrative agency personnel.

More thorough analysis of forms helps detect forgeries and
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. 1If
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 example, recently,
the VA has exercised more frequently its power to disallow further
participation in the Loan Guaranty progran 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
informatiorn about actual prosecutions. There are some indications
that these methods have been successful. For example, a team of
investigators on the West Coast noticad an appreciable difference
in th~» queality 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 review and supervise them are as fcllows.

® 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 othes 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 BELIGIBILITY

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 are no. income
criteria for borrowers. Eligibility is based exclusively on the
location of the property, as described above.

The loans may be used for one or more of the following pur-
poses.

® 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 as a 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: Loamns

Sponsor: 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
5260 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 number 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 associatioms.

loffice of Management and Budget, Catalog of Federal Domestic

Assistance (Washington, D.C.: U.S. Government Printing Office,
1978), p. 470; and Update to the 1978 Catalog of Federal Domestic
Assistance (Washington, D.C.: U.S. Government Printing Office,
1978), p. E-39.
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OPPORTUNITIES FOR FRAUD

Therz have been some instances of collusion between owners
and agency staff to misrepresent the location of the bulldlng
slated for rehabilitation, especially since location is the major
eligibility criterion.

The quality of workmanship 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, if 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 “tallorlng This is a practice whereby the work
actually completed is not the same work originally specified in
the contract. TFor example, 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 programs, although duplicate payments for the
same work are prohibited.

When 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 delinquerncy
rate overall remains low. During fiscal year 1976, about 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 rehabllltatlon 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 statutery or other
reasons) or does not have the capacity to provide services directly,
it contracts with third party providers to delivr.: service benefits.
This process is depicted in Diagram A.

DIAGRAM A

SPONSOR THIRD PARTY

e Contractor —> e Delivers Service

® Reimbursorj“*jgzziL_ﬂ. e Bills for Service

BENEFIT SERVICE |

RECIPIENT

The specific design of each service program depends on the type
of service ocffered and the economic market structure existing
for delivery of that survice.

Health service programs must, of necessity, use pharmacies,
doctors, nurses, home health 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 provider services be billed either
directly to the patient and tuien sent to the sponsoring agency,
or that they be assigned to auxiliary providers, e.g., inter-
mediaries and carriers. 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 of the USDA) to a '"non-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.
e Fraudulent or abusive billing practice

o 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 practices. 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 services 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 detecting service benefit offenses
include: compliance monitoring 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.

To illustrate how service benefits are delivered and their
vulnerabilities to fraud and abuse, the Medicare, Medicaid, and
Summer Food Service, CETA, and Vecational Education programs are
grouped together. These program profiles follow.
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MEDICARE

Type of Benefit: Service

Sponsox: 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. seq., as amended, is a
two-part federal insurance program that includes hospital insur-
ance (Part A) and supplementary medical insurance (Part B).
Medicare Part A automatically provides hospital insurance benefits
for covered services 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.) FY 1979 (Est.)
Benefit Outlays $17,529,000,000 $20,543,000, 000
Persons Automatically

Eligible 26,000,000 | 26,600,000
Part B  FY_1978 (Est.) FY 1979 (Est.)
Benefit Outlays $ 7,§75,000,000 $ 8,411,000,000

Persons Electing
Coverage 25,700,000 26,400,000

loffice of Management and Budget, Catalog of Federal Domestic
Assistance 1978 (Washington, D. C.: U.S. Government Printing Of-
fice, May 1:°78), pp. 345-46. ’

*Certain disabled persons entitled to Medicare benefits include,
specifically, chronic kidney disease patients (CRDs). Those people N
under 65 who are entitled to twenty-four consecutive months of So- i
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 refervoirs for payments of claims.
Fiscal intermediaries and carriers,4 contract with HCFA for program
operation and participation. The duties of intermediaries and
carriers and the requirements of this participation 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 in Medicare
Part A coverage. Part B claims generally are processed for
services, such as physicians' services, not covered under Part A
of Medicare. The reimbursement schedules for Part A and B are
distinctive: Part A requires no monthly premium and pays
"reasonable costs'" (based on pioviders' Medicare Cost Report
audits) af*er certain benefit periods deductible and coinsurance
standards are filled (the amount reimbursed varies with the
service rendered and covered). Part B charges a monthly premium
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 provider,
such as a hospital, skilled nursing facility or home health agei.cy,
furnishes Part A coveged services, the provider receives payment
from an intermediary.

ENFORCEMENT

Program Losses

The HEW Inspector General's report of 1977 cited a $2.2
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:

Amount
General Description (Millions)
Excessive Nursing Differential% $ 185
Renal Dialysis 153
Provider Overpayments 141
Cost Report Reviews 16
Common Audit 8

Audit Exceptions
Other Excessive Healt! Care Costs” 1,711

$2,2176

3Health Care Financing Administration, A Guide to Medicare
(Washington, D.C.: Department of Health, Education, and Welfare,
September 1977).

4Medicare presently pays over one hundred percent of hospi-
tal nur31ng care costs allocable to Medicare patients. The
excessive nursing differential cost factor was included by
regulation to provide for the claim (by the American Hospital
Association) that Medicare patients require more nursing care:
than other patients.

50ther excessive health care costs include hospital inpatient
services (i.e., excessive hosp1ta1 beds, unnecessary surgery and
hospital stays, and excessive physicians costs), x-rays {(unneeded
and repeated x-ray orders and associated genetic defects), and
nursing homes (fraudulent and abusive operative practices).

6Office of Inspector General Annual Report, April 1, 1977
- December 31, 1977 (Washington, D.C.: Department of Health,
Education and Welfare, March 31, 1978) pp. 4, 82-90.
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Quality Control

HEW established HCFA to coordinate Medicare and Medicaid in
the hope cof eliminating duplication and promoting economies and
efficiencies for both programs. Within HCFA, the Office of Program
Integvity (OPI) is responsible for quality control for Medicare
(and Medicaid). The Audit Agency and the Office of Investigations
also work with HCFA and the Medicare Bureau, under the aegis of
the Inspector General to assist in Medicare quality control efforts.
They may be called upeon to ¢o anything ranging from audit functions
to investigation and criminal prosecution of participants determined
to be defrauding or abusing the system.

Staff Training

A1l trainiag, orientation and the refresher training for
Medicare staff is handled by the main HCFA nffice in Baltimore,
in coordination with the regional HCFA offices and the Social
Security Insurance District Offices. All training materials are
produced and distributed by the Baltimore office, and training
staffs at the DBistrict Office levels assist in on-the-job traianing
me thods.

Orientation and training fo- Medicare personnel are provided
to two categories of staff operating in the District Offices.
Claims representutives and servic representatives receive 13
weeks of required coursework. In addition, regional office
personnel are trained on a semi-annual basis.

The training materials prepared in HCFA's ceuntral office for
Medicare and Program Integrity scaff are made available to all
intermediarics and carriers participating in the health inswurance
program. In addition, HCFA reimburses intermediar.és and carriers
for the costs of any materials for training purposes that they
may develop. They usually develop their own program materials and
conduct coursework in which HCFA staff occasionally participate.

The Aucit Agency of HEW conducts audits of the Medicare program
central office, as well as audits of selected intermediaries and
carriers., Recent audite have focused on determining whether ~he
Mledicave claims processing systems were producing accurate and
timely benefit payments. The audits have identifizd many areas
wi possible improvement to increase ecounomy and erficiency in the
svstem. Specifically, in both Parts A and B, the payments
svstems have resulted in overpayments to beneficiaries and impro-
per denial of claims. Ancther area of concern detected by agency
audity involves administrative costs claimed by intermediaries
v curricrs. For FY 1978, the Audit Agency is allocating eleven
Lt i its resvurces to check the validity and equity of costs
. by intermediaries and carrlers concerning claims processing
ood o ovider settlements.  Also, audit guides are being developed
wvs torted rhat would be suitable for state or CPA .iudite of
irviterredinries and 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 detrermine the amounts allowed to be claimed for
operating Medicare. The providers are also reviewed by federal
and state auditors for other programs they administer. It has
been suggested that Medicare could save millions of dollars if
onte common audit gas performed for all the programs administered
by the providers.

Investigation of Fraud and Abuse

The investigations and prosecutions of fraudulent or abusive
participants in the Medicare program are presently handled by
several agencies and staffs. The Program Integrity Office and
the Office of Investigations (0OI) are responsible for investiga-
tions and case development within HEW. The OI receives referrals
from the Audit Agency and from Program Integrity, as well as
various 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, optham~lo-
gists, et. al.).

Prosecution

Upon an investigative finding of probable fraud, the In-
spector General, HCFA, or OI 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 Medicare, provides a highly visible deterrent for
fraud or abuse in the close-«ait medical provider communities.
Efforts are being made to coordinate the criminal investigations
activities in OI and OPI in order to facilitate the prompt
adjudication of the health care program cases by the Department
of Justice. It has been recommended that as the Office of Investi-
gations staff increases, it should gradually relieve Program
Integrity of the responsibility for Medicare fraud investigations.8

7ibia., pp. 13-14, 85, 103-04.
8Ibid., pp. 22-28, 69.
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MEDICAL ASSISTANCE PROGRAM (MEDICAID TITLE XIX)

Type of Benefit: Service

Sponsor: U.5. Department of Health, Education, and Welfare

Program Administration: Decentralized in a federal-state partner-
ship

OVERVIEW

The legislative authority for Medicaid is Title XIX of the
Social Security Act of 1935, as amended. The program objective
is:

To provide financial assistance to states

for payments of medical assistance on behalf
of cash assistance rccipients and, in certain
states, on behalf of other medically needy
who, ' xcept for income and resources, would
be eligible for cash assistance.

All states, except Arizona, have Medicaid programs, for which the
federal government wili pay out approximaZely $10,851 million in
FY 1978 for :1,34€,000 recipients of medical assistance. It is
estimated that $12 065, million will be paid out for 21,378,000
recipients in FY 1979.2 Today, health care costs in the United
States represent almost 9% of the gross national product, with
cost increases of 12 percent yearly since 1967. Of the estimated
$186 billion spent for health gare in 1978, over 10 percent is
expended by Medicaid programs.

Participants in Medicaid programs include benefit recipients,
third party providers of medical service, auxiliary providers and
administering agencies and their employees. The general criteria
for establishing 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 intermediate care
facilities, hospitals, pharmaciste, clinics and equipment and ser-
vi.e companies (such as taxi companies). 1In addition, auxiliary

loffice of Management and Budget, Catalog of Federal Assis-

tance, 1978 (Washington, D.C.: U.S. Government Printing Office,
May 1978), p. 343.
2Ibid.

3"Unhealthy Costs nf Health," Business Week (S~ntember 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, panage
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 several
areas of program administration.

® Licq:msing of facilities for Medicaid
purposes

® Execution of records access agreement
with all facilities which participate
in Medicaid according to federal regu-
latory standards

® Eligibility determination

® 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 care, laboratory and
x~-ray services, physicians' services (including screening,
diagnosis and treatment for children under 21) skilled nursing
facility services, home health care and family planning services.

Optionally covered services that may be 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 tbe
individual programs are paid by state and local taxes.

Opportunities for Fraud and Abuse

Recipient Fraud

There are diverse opportunities te defraud and abuse the
Medicaid program because of its many participants and transaction

Bifichele Moore, ed., Public Welfare Directory, 1978/79 (Wash-
ington, D.C.: American Public Welfare Association, 197/8), 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 Medicaid-covered
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.

e Billing problems, i.e., over-billing,
double-billing, billing for services
not rendered.

e Misrepresentation of services, e.g.,
up-grading services and altering
prescriptions or laboratory test
orders.

e Overutilization of services to recipients
(unnecessary or inappropriate).

e Tie-ins and interlocking cwnerships among
clinics, laboratories, nursing homes, etc.

e Kickbacks.
e Brokering, or subcontracting services.

e ''Medicaid mill" abuses, such as ping-ponging,
ganging, up-grading and steering.

® 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 Fraud

Among auxiliary providers who contract with state agencics
to assist in data management and claims processing 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 employzes of auxiliary providers.

Recent criticism has been directed toward auxiliary orgar.: -

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 effective 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 Medicaid 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 centrally 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 Regicnal
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 Medicaid and Medicare, Congress
enacted the Medicare-Medicaid Anti-Fraud and abuse Amendments
Act in October 1977 (Public Law 95-142), hereafter known as HR 3.
The new IIR 3 legislation appropriates 90 percent federal funding
for three years to states that wish to set up an investigative
and prosecution fraud unit for Medicaid. The Program Integrity
staff of the HCFA offices have been given primary responsibility
for certification of HR 3 units. Recertification of units will
2lso be handled by the regional offices.

-177-




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 legislation or 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 tu states desiring to make application
for funds for prosecution fraud units. Several one-day orientation
sessions for regional persornel on the requirements for certifying
HR 3 units have been held since the legislation was finalized in
1977.

Any training materials relating to Medicaid 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 law, the Medicaid agencies must report any suspected
frauds or abuses to the 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 discovered.
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,
ocutpatient hospitel billings, medical suppliers and equipment
and transport services). Increasingly sophisticated and far-
ranging edit programs like Project Integrity are expected to
continue.

- 50ffice of Inspector General Annual Report, April 1, 1977-

December 31, 1977 (Washington, D.C.: U.S. Department of Health,
Education and Welfare, 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 managemeiit decision-making and detection
of fraud and abuse on local levels. Federal monies are available
te assist in development of the system. A federal-state agency,
the Institute for Medicaid Management (IMM), conducts workshops
and conferences on management information for federal and state
perscnnel, 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 state 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 MMIS 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 (S/URS). The profiling computer screens aid program
staff for fraud and abuse detection in determining:

o The client's eligibility for the program.
e The certification status of the provider.
e Types of charges made by the provider.

® Whether or not the charges claimed are
within specified limits for payment.

o 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 contreol of health assistance claims through
prepayment and postpayment checks. Prepayment controls provide
initial monitoring of the claims, while postpayment edits give
information on health care patterns.
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SUMMER FOOD SERVICE PROGRAM FOR CHILDREN

Type of Benefit: Service

Sponsor: U.S. Department of Agriculture

Program Administration: Formula grants provided for federal or
state administration of programs with
"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 meais themselves or enter into agreements with food vendors
for meal delivery service to the sites. 1If 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 outlays for the Summer Food Service, respectively, are
$190, 000,000 and $148,500,000.2

1"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 enrocllment 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.

: ZOffice of Management and Budget, Catalog of Federal Domestic
Assistance 1978 (Washington, D.C.: U.S. Government Printing OIffice,

May 1978), p. 49.
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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 Summer 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 agssumed 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 inspections 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 children and the number of sites a sponsor can
serve. 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 service management companies. 1In
addition, the state agencies are responsible for standard sponsor-
vendor contract requirements, including «llowances 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 food service (e.g., food delivered to unputhorized sites).
' State agencies should encourage the use of the sporfsor'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.
Sponsor 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 Food

Service in order to enter into contract agreements with approved
0L DTS, : ‘

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 persommel. 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 service is desired), and certification that
the sites (camps excluded) are located in economically depressed
areas. The sponsors are responsible for the nutritional quality
of 211 meals served, as outlined in USDA regulations. Other spon-
sor provisions include specifications regarding the bidding process,
i.e., standard contract forms and publicity for competitive bidding.
Sponsors cannet contract with food service management companies
that are not registered with the state.

Cost Reimbursements

The federal government reimburses sponsors for the full cost
vf 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 Fraud 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 Summer Feed-
ing Program. Several of these abuses developed
to epidemic proportions in places such as New
York City.3

3U.S. Comptrollef-Genenal, The Summer Feeding Program for
Children: Reforms Begun - Many More Urgently Needed (Washington,
D.C.: U.S. Government Printing Office, Marcn 31, 1978), p. 2.
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The abuses documented related mainly to sponsors znd 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 institutions, bidding and
contract irregularities, and maintenance of incomplete and inaccurate
data on the number of meals served and children fed. Inefficient
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 be 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 of 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 than $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 and 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 report and correct their deficien-
cies.

TRAINING

Training is an important tool of program control. Because of
the short duration and structure of the Summer Food Servicevp:ogram,
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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 eniployees, particularly for administrative
personnel. As noted earlier, the USDA requires states to make
training available to Summer Focd Service personnrel in a program
that is appropriate to the sponsors' individual circumstances and
requirements. FNS assists 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; consequenily, statistical samples in
each state are taken for audits. USDA has automatic access to all
financial records, accounts, and audit information vi states and
sponsors. Sponsors are subject to audits every two years by CPA's,
state agencies, the U.S. Department of Agriculture or the Generzl
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
auditois. Limited personnel and budgets preclude thorough, continual
audits of program participants to identify possible 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 government. It
is felt by state and federal GAO cfficials that the cost reimburse-
ment schedules are inflexible and insufficient to pay states for
program operation. As a result, states cdecline the administration
and the responsibilities tall 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 great confusion
for all participants if the state opts out at the last moment.

OTHER ENFORCEMENT

. Efforts to combat the extensive 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 noucompliance
with service procurement requirements, and initiated enhanced
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 Audir,
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 progra? payments to spansors who are delinquent
in returning overpayments.®“. Fraud cases are handled by the U. S.
Department of Agriculture's Office of Imnspector General or the
respective State's Attorney General. There are no special fraud or
investigative units to accept oversight and control responsibilities
for the Swmmmer Food Service program.

41pid., p. 41.
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COMPREHENSIVE EMPLOYMENT AND TRAINING PROGRAM (CETA)

Type of Benefit: Service

Sponsor: U.S. Department of Labor

Program Administration: Decentralized to more than 440 prime spon-
sors, wnich are either states, units or
local government, or consortia of local
government, and which receive either for-
mula grants or project grants.

OVERVIEW

The legislative authority for CETA Titles I, 1I, and VI1 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
emplovment opportunities for economically disadvantaged, unemployed,
and underemployed persons and to assure that training and other
services lead to maximum emplicyment opportunitiec and enhance self-
sufficiency. This is done through the establishment of a flexigle
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

lThe other titles of the CETA program have not been reviewed
in the Fraud and Abuse study, because either they contain the ad-
ministrative provisions of the Act or they are the continuation of
previcus ''categorical” employment programs. They are: e Title III:
Special Federal Responsibilities {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); e Title IV: Youth Programs;
@ Title V: Establishment of a National Commission for Employment
Policy; e Title VII: Private Sector Opportunities for the Economi-

gaily Disadvantaged; and e Title VIII: Young Adult Conservation
orps.

2Office of Management and Budget, Catalog of Federal Domestic

Assistance 1978 (Washington, D.C.: U.S. Govermment Printing Office,
May 1978), p. 575.
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certain sections of the CETA law. Title II (now Title II-D) pro-
vides funds for the traiping activities covered in Title I, and
adds a Public Service Employment (PSE) component. Title VI, the
"Ewmergency Jobs Program" provides for additional PSE, as a counter-
cyclical measure (tied to the unemgloyment rate), with $2.5 billion
autherized initially, for FY 1975. Criteria for training and
employment are discussed in the following section.

In fiscal year 1978, approximately $4.2 billion were expended
for Titles 1, 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 enroilees served in fiscal
years through 1978.

1976 1977 1978
Title I: 1,672,060 { 1,415,600 | 1,314,600
Title II: 252,300 352,900 210,300
Title VI: 481,200 592,900 | 1,008,400

BENEFITS AND ELIGIBILITY

Historically, CETA has developed from 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 subdivisiomns
(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 707% of the Department of
Labor's lower living standard budget.

The states or political subdivisions must submit an employment
plan to the regional offices of the Department of Labor. The offices
review the plan; however, this appears to be rather perfunctory since
the legisiation intends local initiatives. Upon approving the
employment 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-

31he Implementation of CRETA in Eastern Massachusetts and Boston,
U.S. Department of Labor, Employment and Training Administration,
R & D Mgonograph 57 (Washington, D.C.: U.S. Govermment Printing Office,
1978), p. 6.

4Per January 18, 1975 telephone conversation with CETA adminis-
trative staff, Washington, D.C.: U.S. Department of 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 coverad 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 office 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:

e Have received unemployment compensation for
15 weeks or more.

e Have exhausted unemployment compensation
benefits.

e Not be eligible for unemployment compensation,
but be unemployed. )

® Be a member of a family receiving AFDC under
state plan (Part A of Social Security Act,
with family income less than 70% of the
BLS lower living standard budget).

e 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 Titie VI
and Title II, if residing in an area of
substantial unemploymert)

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 prime sponssr
vary according to the area's share of unemployment. Individual
recipients 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:

e States

e Units of local govermment which meet certain
population requirements (usually 100,000
persons)

e Combinations of units of local government

© 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 tc 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 tramsferred, an opportunity for fraud or
abuse exists. From this, the major types of provider fraud are:

¢ Embezzlement of federal funds by creating
"ghost" eligibles who are fictitiously
reported as working at jobs or in training.
The provider then pockets the money which
had been earmarked for paying recipients.

e 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.

o Coaching of recipients to make fraudulent
claims.

e 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 is being
used for maintenance of public services and
public employment.
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Recipient Fraud

Recipients, themselves, can misrepresent their eligibility
by under-reporting 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 downtuin.

ENFORCEMENT TECHNIQUES USED IN THE CETA PROGRAMS

Recipient eligibility and certification 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 te 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
paperwork 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" that it is adhering to all regu-
lations. Persons connected with the day-to-day
CETA 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 went further
to say that the Department of Labor tended to
'"l.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

-190-




in the legislation is hard to determine. There
are good arguments on both sides of the issue.

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, using regular municipal employees rather than CETA 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 in Eastern Massachusetts and
Boston, op. 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 communities who desirf 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 populations as compared to the national dis-
tribution and the previous year's allotment. The funding formula
allows more funding for the lower income states than for higher
income 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

Opportunities for Fraud and Abuse

The 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 were
being furnished to the appropriate agencies and training programs.
Soue institutions received funding when the local employment oppor-
tunities gere unavailable or insufficient to warrant such training
programs. There have been instances also in which vocational
schocls 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 admia-
istering the programs). The annual plans and annual program reports
are reviewed 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.?

21bid., p. 267.

3Office of Inspector General Annual Report, April 1, 1977-
December 31, 19// (Washington, D. C.: Department oif Health,
Education and Welfare, March 31, 1978), pp. 14, 107.

41bid., p. 107.
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PART E: CONTRACT PROCUREMENT AS BENEFIT

The method by which governments most frequently obtain services
is through contracts with 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 8(a)
Contracting programs from the Small Business Administration Minority
monies flow from the Federal agency to minority-owned small busi-
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 follcwing:

The agency develops a contract solicitation, which
describes its purchase requirements and sets foxth
conditions which the contrxactor 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, technical 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 the solicita-
tion and 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) pregram has been
"fronting" where non-minorities use a minority front to obtain

1Small Business Investment Act of 1978, United States Senate
95th Congress, 2nd Session, Report No. 95-1140, Calendar No. 1059,
August 23, 1978, p. 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
(Minority 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 Mincority Contracting
program, which is also known as "8(a), is to:

insure participation of businesses that are owned
and controlled by 'disadvantaged' persoms, in
federal contracting, and to establish small manu-
facturing service and construction concerns, that
will become independent and self-sustaining in a
normal competitive environment.

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 contracts with a total value
of $547.6 million were awarded to 1,061 disadvantaged companies.
Considering that a purpcse 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 firms
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 slightly
outside the government sector. Or, the lack of self-sufficiency

loffice 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' need for technical and mar-
keting assistance, along with the dollars provided by the contracts
themselves. Therefore, the 8(a) program has recently begun to
emphasize provision of technical and marketing assistance to firms
with 8(a) contracts.

BENEFITS AND ELIGIBILITY

The primary criterion for program eligibility is qualification
as a '"disadvantaged person." These are persons who, because of
reascns 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 econcmically 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 SBA 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 of its business
plan to the SIA office annually. The business plan is developed by
the entrepreneur with the guidance of a 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 apparently eligible person has '"headed" a firm which, in reality,
is not disadvantaged. The "front" usually does nothing for or with
the firm, other than signing the papers tc 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 tc 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 office directors have sometimes accepted kickbacks and
bribes for lettimng contracts to certain firms or making o*her
"political'" decisioms.

ENFORCEMENT METHODS USED IN MINORITY CONTRACTING

The minimum proportion of minority ownership of a company which
is required for an 8(a) contract is set by law, but the maximum
varies among the regional offices. Analysis of the claim of minor-
ity ownership is central to the elimination of fronting. Some of
the techniques used by SBA to analyze cwnership are as follows:

¢ Determination of who are stockholders in
""disadvantaged' companies

o Determination of whether the firm is, in fact,
"disadvantaged" or whether it is just poorly
managed and, therefore, not eligible

e Examination of joint ownership in arrangements
to see whe, in fact, controls the company

® Determination of whether or not "management
agreements' will result in bettering the firm
economically.

Each 8(2) contractor must submit quarterly financial statements
to SBA in order that the progress of the firm can be monitored
effectively.

Most of *the 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 wuarterly basis. Audits of
suvcontracts, that is, the 8(a) contractors, are not done on a
regular basis, but rather as needed. The agency does send out a
questionnaire to all contracting agencies asking about performance
standards and whether there is a need to have a special site
visit from SBA personnel. Each 8(a) firm is visited by regional

or district office staff approximately once a year; in some in-
stances, they are visited 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 addition, there is a surveillance team available from the SBA

naticnal office, which can be called upon to investigate irregular-
ities found by regional or district office staff.
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APPENDIX B:

LIST OF RESPONDENTS TO ATTORNEY GENERAL SURVEY

State of Alabama
The Attorney General

State of Alaska
Department of Law
Criminal Division

State of Alaska
The Legislature
Budget and Audit Committee

State of Alaska

Department of Health and
Social Services

Office of the Commissioner

Office of Internal Riview

State of Arkansas
Office of the Attorney General

State of California
Department of Justice
Cffice of the Attoiney General

State of Florida
Department of Legal Affairs
Cffice of the Attorney Gemeral

State of Georgia
Decartment of Law
State of Illinois
Attorney General

State of Indiana
Office of the Attorney General

State of Iowa
Department of Justice

Commonwealth of Kentucky
Office of the Attorney Gemneral

State of Maryland
Office of the Attorney General

The Commonwealth 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

State of New Hampshire
The Attorney General

State of New Mexico
Department of Justice
Office of the Attorney General

State of New Mexico

Health and Social Services
Department

Office of the Executive Director

State of New York
Department of Labor

State of North Carolina
Attorney General

State of North Dakota
Atturney CGeneral

State of Ohio
Office of the Attorney General

Commonwealth of Pennsylvania
Department of the Attorney
General

Commonwealth of Puerto Riro
Office of the Attorney Generzl

State of South Carolina
Department of Social Services

State of Texas
Attorney General of Texas

State of West Virginia
Office of the Attornev General
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APPENDIX C: LIST OF RESPONDENTS TO FRAUD AND ABUSE SURVEY
(INFORMATION RESGURCE FORM)

ALABAMA
Bureau of Public Assistance for Aid to Families with Dependent
Children, Department of Pensions and Security ;
Bureau of Fsod Assistance, Department of Pensions and Security

ARIZONA

Assistance Programs Bureau, Department of Security*

Manpower Grants Managemernt Section, Program Operation Division,
Department of Employment Security

Unemployment Insurance Bureau, Department of Economic Security

ARKANSAS

Utilization Review Section, Office of Medical Services, Division
of Social Services

Division of Unemployment 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,
Department of Social Services*

Vocational Education Unit, Department 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 Unit, Department of Education

Division of Food Assistance, Department of Social Services

Division of Income Maintenance, Department of Social Services

Cffice of Quality Control, Administrative Support Division,
Department of Social Services¥

CONNECTICUT

Division of Vocationa. Education, Department of Education

*Multiple responses received from these offices.
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DZLAWARE

Assistance Payr> nts Section, Division of Social Services,
Department of Health and Social Services

Division of Unemployment Insurance, Department ¢f Labor

Food Stamp Section, Division of Social Service, Department of
Health and Social Ssxyvices

Medical Assistance Branch, Division of Social Services,
Department of Health and Social Services

DISTRICT OF CCLUMBIA

Employment Security, Department of Labor
LDAHO

Bureau of Firancial 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, Dspartment of
Social Services

Fraud Control Unit, Job Service

Incowe 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 Training Act Bureau, Department
of Education -

“Myltiple responses received from these 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 Manpower Affairs

MARYLAND

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
Evaluatiow, Department of Human Resources

Unemployment Insurance Division, Employment Security Adminis-
tration, Department of Human Rescurces

MINNESOTA

Assistance Payments Division, Inccme 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, Deprtment 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 Services Operation, Division of Employment Security,
Department of Labor and Industrial Relations

Overpayment and Fraud Control, Uneiiployment 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, Child Nutrition Program, Field
Services Division, Department of Education

Welfare Division, Department of Employment Securlty

NEW HAMPSHIRE

Cffice of Assistance Paxment, 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

Division 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

NCRTH DAKOTA

Economic Assistance, Social Service Board

Employment Development Division, Employment Security Bureau

Food Services, Economic A331stance, 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

Unemploymerit 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, Cffice 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 Servxces

Division of Food Stamps, Bureau of Economic Servmce, Division
of Assistance Payments, Department of Social Services

SOUTH DAKOTA

Division of Job Services, Department of Laber
Division of Unemployment Insurance, Department of Labor

* . co s = .
Multiple responses received from these offices.
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TENNESSEE

Division of Vocational-Technical Education, Adult and Con-
tinuing Education Section. Department of Education

Food Stamps Program Section, Department of Human Servicei

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 Employment
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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APPENDIYX 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 Children

Office of Program Evaluation, Farmers
Home Administration

Compliance Branch, Food Stamps, Area
Office

Rural Development, Audit Division
Farmers Home Administration

Technical Services Division, Farmers
Home Administration

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.
Washingcon, 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.
Washiugton, 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 tor
Children, Food and Nutrition
Services, New England Regional
Office

LOCATION
Austin, Texas
Oklahoma City, Oklahoma
Raleigh, North Carolina
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 te 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

-208-

LOCATION

Washington, D.C.
Baltimore, Marzland
Denver, C< orado

Dallas, Telx s

San Francisco, California

Seattle, Washington

Washington, D.C.

Washington, D.C.
Philadephia, Pennsylvania
Dallas, Texas

San Francisco, California

Washington, D.C.




UNITED STATES DEPARTMENT OF HOUSING AND 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

UNTT

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,
Eagtern District of Virginia

United States Attorney's Office,
Digstrict 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 LABCR

UNIT
Office of Program Management,
Unemployment Insurance
Office of Investigation and Security

Employment and Training Administration

LOCATION

Atlanta, Georgia
Richmond, Virgina
Washington, D.C.
Seattle, Washington

Denver, Colorado

Phoenix, Arizona

LOCATION
Washington, D.C.

Washington, D.C,

Washington, D.C.

UNITED STATES GOVERNMENT ACCOUNTING OFFiCE

Office of Supervisory 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
Cffice

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 General,
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, Pennsyivania
Dallas, Texas

Richinond, Virginia
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




APPENDIX E: LIST OF STATE AND LOCAL INTERVIEWEES

UNITED STATES DEPARTMENT OF AGRICULTURE SPONSORED PROGRAMS

UNIT

Food Stamp Program, Department of
Social Services

Department of Education

Food -Stamp Section, Department of
Health and Rehabilitation Services

Bureau Child Nutrition Services,
Department of Education

Summer Food Serwvice Program for
Children, Department of Education

LOCATION

New York, New York

Albany, New York

Tallahassee, Florida
Sacramento,

California

Phoenix, Arizona

UNITED STATES DEPARTMENT OF HEALTH, EDUCATION,AND WELFARE

SPONSORED PROGRAMS

UNIT

Department of Social Services,
Division of Medical Assistance

Office of Special State Prosecutor

for Nursing Homes, Health and
Social Services

Office of Standards and Investigations,
Department of Social Services

Medicaid Fraud Unit
‘Office of Consumer Protection, Office
of the State Attorney General

Medical Unit, Department of Human
Resources

Investigation and Compliaunce

Division, Department of Medical
Assistance
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LOCATION

Albany, New York

New York, New York

Lansing, Michigan
Lansing, Michigan
Denver, Colorado
Austin, Texas

Austin, Texas

Atlanta, Georgia




UNITED STATES DEPARTMENT OF HEALTH, EDUCATION AND WELFARE
SPONSORED PROGRAMS '

UNIT LQCATION

Office of Special Administrative Atlanta, Georgia
Services, Legal Services Division,
Department of Human Resources

Welfare Fraud Unit, Department of Richmond, Virginia
Welfare

Med:.~Cal, Fraud Unit Sacramento, California

Office of the State Attorney Sacramento, California
General :

Welfare Fraud Unit, Medical Division, Denver, Colorado

Department of Health

Office of Investigation, Department Denver, Colorado
of Social Services

Special Prosecution Section, Office Phoenix, Arizona
of the State Attorney General

Provider Review and Sanction Unit, Boston, Massachusetts
Medicaid Program, Department of
Public Welfare

UNITED STATES DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
SPONSORED PROGRAMS

UNIT ‘ LOCATION
Division of Disaster Preparedness Tallahassee, Florida
Office of Civil Defense, Disaster Atlanta, Georgia

Assistance

UNITED STATES DEPARTMEMT OF LABOR SPONSORED PROGRAMS

UNIT LOCATION
Department of Labor Albany, New York
Department of Education Albany, New York
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UNITED STATES DEPARTMENT OF LABOR SPONSORED PROGRAMS

UNIT

Office of Unemployment Insurance
Payments and Tax Accounting,
Department of Social Services

Employment Commission

Cffice of Insurance Programs and
Staff, Unemployment Security
Commission

Unemployment Security Commission

Division of Unemployment Compen-
sation, Bureau of Employment
Servines, 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, Office
of Audit and Qualitv 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
Phoenix, Arizona

Phoenix, Arizona

LOCATION

Austin, Texas
Columbia, South Carolina
New York, New York

Albany, New York

Albany, New York




ENFORCEMENT UNITS

UNIT LOCATION
Office of Audit and Quality Control, Albany, New York
Department of Social Services
Cifice of Auditor General, Fraud Tallahassee, Florida
Division, Division of Public
Assistance

HUMAR SERVICES OFFICES

UNIT LOCATTON

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 PROUGRAMS

UNIT LOCATION

Wake County Department of Social Raleigh, North Carolina
Services
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UNITED STATES DEPARTMENT OF LABOR SPONSORED PROGRAMS

UNIT

Offices of Unemployment Insurance,
Aid to Families with Dependent
Children, and Food Stamps for
Maricopa County, Employment
Security Administration

LOCATTION

Phoenix, Arizonda

VETERANS ADMINISTRATION 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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LOCATION

Washington, D.C.
Annandale, Virginia
Annandale, Virginia
College Park, Maryland

Rockville, Maryland




APPENDIX F: TELEPHONE INTERVIEWS

FEDERAL

UNITED STATES DEPARTMENT OF AGRICULTURE

UNIT LOCATION
Office of Rural Housing, Farmers Woodland, California
Home Adwinistration Denver, Colorado

UNITED STATES DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

UNIT LOCATION

Office of Community Planning and Kansas City, Kansas
Development, Area Office
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University City Science Center 3624 Science Center
Philadeiphia
Pennsylvania 19104
215 387-2255

APPENDIX G: ATTORNEY GENERAL SURVEY

November 28, 1977

ADDRESS

Dear Sir:

The University City Science Center has been awarded a grant by
the Law Enforcement Assistance Administration to study fraud and
abuse in governmment 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 on Economic Offenses,
and the National District Attorney's Association, Economic Crime
Project, document the need for effective coordination cf 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 &« major rele 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?

A non-protit
Delaware Valley
corporation engaged
in the application of
scientific and
technical knowledge
to improve the
-218- , qualty of life.




University city Science Center

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. 1In 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 site visits to a number
of state and local jurisdictions to talk directly with prosecu-
tors, investigators, administrators, and program personnel. We
would appreciate your suggesticns 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, 1577. 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 cooperation 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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APPENDIX H G
FRAUD AND ABUSE IN GOVERNMENT _)

BENEFIT PROGRAMS

INFORMATION RESOURCE FORM

INTRODUCTION

The University City Science Center is currently conducting a national
study of fraud and abuse in government benefit programs. The study will
provide information on benefit program administration, pattermns of fraud
and abuse, and prevention and deterrence strategies undertaken by federal,
state, and local governments. 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 CONFIDENTIAL AND WILL NOT BE ATTRIBUTED
TO ANY STATE OR LOCALITY.

I. BASIC PROGRAM OBJECTIVES

IF YOUR OFFICE ADMINISTERS MORE THAN ONE PROGRAM IN THE FOLLOWING LIST.
PLEASE XEROX AND FILL OUT A SEPARATE INFORMATION FORM FOR EACH PROGRAM.

1. Please check which program you will be describing in this resource

form?
MEDICAID SUMMER FEEDING
AFDC(ADC) CETA

______ VOCATIONAL EDUCATION ~ __ UNEMPLOYMENT COMPENSATION
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 served by your program?

@ MEDICAID: Young 01d Unemployed Urban Resident
Rural Resident Disaster Victim Income Standard _

Other (Specify)

. University City Science Center
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e AFDC(ADC): Young 01d Unemployed Urban Resident
Rural Resident Disaster Victim Income Standard

Other (Specify)

o VOCATIONAL EDUCATION: Young 01d Unemployed __ Urban
Resident __ Rural Resident ___ Disaster Victim __ Income
Standard ___ Other (Specify)

e FOOD STAMPS: Young 01d Unemployed ____ Urban Resident _
Rural Resident ___ Disaster Victim __ Income Standard

Other (Specify)

e SUMMER FEEDING: Young 0ld Unemployed Urban Resident _

Rural Resident Disaster Victim Income Standard
Other (Specify)

o CETA: Young 0ld Unemployed Urban Resident Rural

Resident Disaster Victim Income Standard

Other (Specify)

o UNEMPLOYMENT COMPENSATION: Young _ 0l1d Unemployed
Urban Resident Rural Resident Disaster Victim
Income Standard Other (Specify)

4. What type(s) of benefits does the prcgram that you administer provide?
Check all that apply. pregt 4 P

e MEDICAID: Food ____ Medical Assistance ____ Income Suport
Education ____ Disaster Assistance ___ Employment —
Employment Training —___ Other (Specify) __

® AFDC(ADC): Food ____ Medical Assistance ___ Income Support —_—
Education ____ Disaster Assistance ___ Employment _
Employment Training —_ Other (Specify)
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o VOCATIONAL EDUCATION: Food Medical Assistance Income

Support ;____Education ____ Disaster Assistance ___ Employment
Employment Training ___ Other (Specify) __

e FOOD STAMPS: Food __ Medical Assistance ____ Income Support __
Education ___ Disaster Assistance ____ Employment
Employment Training _ Other (Specify) __

o SUMMER FEEDING: Food __ Medical Assistance __ Income Support
Education __ Disaster Assistance ___ Employment __
Employment Training __ Other (Specify)

e CETA: Food ___ Medical Assistance ____ Income Support
Education ___ Disaster Assistance __ Employment
Employment Training _ Other (Specify)

e UNEMPLOYMENT COMPENSATION: 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., doctors, teachers?

Yes If 'Yes", specify which providers

No

—r—————

II. PROGRAM OPERATIONS AND PROCEDURES

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 No
If '"Yes, please go to If 'No, please go to question 9.
question 8.
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8. Please check which responsibilities are those of the loculities
and which are those of the state? Check all that are appropriate.

STATE LOCALITY

Administration

Establishment of Eligibility
Casework

Fund Disbursement
Recertification of Eligibility
Benefit Appeals

Audit, Accounting

Quality Control

Fraud/Abuse Detection
Fraud/Abuse Investigation

Fraud/Abuse Prosecution
Other (Specify)
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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 administering the program
perform? Please check 'Yes' or '"No'' where applicable and provide
an approximate number of employees.

FUNCTION YES NO NUMBER OF EMPLOYEES INVOLVED

Staff Supervisors

Eligibility Workers

Caseworkers

Fraud Investigators

Internal Auditors

Other (Specify)

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 . Orientation Frequency
. In-House/
On-the-Job Frequency
. Specialized
Courses Frequency
. Refresher
Courses Frequency
. Other Frequency
Eligibility Workers . Orientation Frequency
In-House/ )
* On-the-Job Frequency
Specialized N
" Courses Frequency
Refresher
' Courses Frequency
+ Other Frequency
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Caseworkers . Orientation Frequency

_ In-House/ =~
On-the-Job Frequency
. Specialized
Courses Frequency
. Refresher
Courses Frequency _ _
+ Other Frequency
- No Training Frequency
Fraud Investigators - Orientation Frequency
. In-House/
On-the-Job Frequency
. Specialized
Courses Frequency
. Refresher
Courses __ Frequency
. Other Frequency
. No Training Frequency
Internal Auditors .- Orientation Frequency
. In-House/
On-the-Job __ Frequency
. Specialized
Courses ______ Frequency
Refresher
" Courses ______ Frequency
« Other Frequency
- No Training __ Frequency
Other (Specify): - Orientation Frequency
. In-House/
On-the Job Frequency _
. Specialized
Courses Freyuency
Refresher
* Courses Frequency
- Other Frequency _
- No Training Frequency

Does your office utilize outside consultant assistance for program
operations? Yes No

1f the answer to #13 is '"Yes', what types of services do the consul-
tants perform, e.g., fiscal agents, training of program personnel?

In approximate numbers, what is your average program client-load?

Per week Per month Per year
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16.

What was the approximate size of your budget in dollar figures for:

FY 1877

FY 1978

Fy 1979

I1I. BENEFIT PROGRAM FRAUD AND ABUSE

17.

18.

19.

20.

21.

22.

Is any of the FY 1979 budget earmarked for combating fraud and abuse
in benefit programs? Yes No
If "Yes'", then identify techniques:
DOLLARS PERCENT
Detection _
Investigation _ _
Audit

Quality Control
Client Education
Staff Training
Prosecution

Administrative
Proceedings

Other (Specify)

Does your program have a working definition of what constitutes
benefit program fraud? Yes No

If the answer to #18 is 'Yes', please provide the definition.

Does your program have a working definition of what constitutes
benefit program abuse? Yes _ No

If the answer to #20 is '"Yes',please provide the definition.

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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MISREPRESENTATICN OF RLIGIBILITY (approximate frequency; %

of the time)

Not Appropriate / /

76%-100

N

51%-75%

26%-50%

11%-25%

0%-10%

- By Recipient

- By Administering Agency

- By Third Paity or
Authorizing Party

RECEIPT OF ADDITIONAL BENEFITS BY THOSE DECLARED ELIGIBLE

Not Appropriate /7

76%-100%

51

o0

-75%

26

o\

- 50

5

- By Recipient

- By Third Party or
Authorizing Party

OVERCHARGE FOR BENEFITS PROVIDED

Not Appropriate / /

76%-100%

26%-50%

- By Administering Agency

- By Third Party or
Authorizing Party

WITHHELD SERVICES OR MISREPRESENTATION OF SERVICES PROVIDED

Not Appropriate / /

76%~100%

51%-75%

26%~-50%

11%-25%

0%-10%

- By Administering Agency

- By Third Party or
Authorizing Party

PROVISION OF UNNEEDED SERVICES

Not Appropriate / /

76%-100%

51%-75%

11%-25%

0%-10%

- By Administering Agency

- By Third Party or

Authorizing Party

MISUSE OF BENEFITS RECEIVED

Not Appropriate / /

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 / /

- By Recipient

By Employee(s) of
Administering Agency

By 'lhird Party or
Authorizing Party

?

By Private Organizations

1

By Others

MISUSE OF PROGRAM FUNDS: KICKBACKS, PAYQFES

Not Appropriate /[ /

76

o\

-100

o\
(5a]
[Ny
o\e
]
~3
(55
o

Do
(o))
o\
1
(¥}
o
o\e

bt
—t
54
[
[
w
oe

- By Recipient

- By Employees of
Administering Agency

- By Third Party or
Authorizing Party

COUNTERFEITING OF SCRIP, FORMS, OR IDENTIFICATION

Not Appropriate / /

76%-100%

51%-75%

o
o®

-10

- By Recipient

- By Employees of
Administexing Agency

- B8y Third Party or
Authorizing Party

- By Others |

MISUSE OF BENEFIT THROUGH EMBEZZLEMENT, STEALING

Not Appropriate [/

51%-75%

- By Recipient

- By Employ=es of
Administering Agency

- By Third Party or
Authorizing Party

- By Others
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e TAMPERING WITH BENEFIT RECORDS

Not Appropriate /7 76

N

-100% 51%-75% 26%-50% 11%-25% 0%-10%

- By Recipient

- By Employees of
Administevring Agency

- By Third Party or
Authorizing Agency

- By Others

Only check if your agency administers Medicare or Medicaid programs.

¢ DISCLOSURES OF CONFLICTING OWNERSHIP PATTERNS FOR PROVIDER SERVICES

Not Appropriate /7 76%-100% 51%-75% | 26

oR

-50% 11%-25% | 0%-10%

- By Direct Providers

- By Third Party or
Authorizing Agency

- By Subcontractors

23.

24.

25.

26.

How do you believe that public information, e.g., knowledge about
the program, effects deterrence of benefit fraud and abuse?

Positively Negatively

(e.g., decreases amount (e.g., increases amount
of fraud and abuse) of fraud and abuse)

Has No Impact Don't Know

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

Does the program your office is administering utilize prevention
and deterrence measures to combat fraud and abuse?

Yes No

If the answer to #25 above is 'Yes', please specify the measures
being utilized, e.g., training of eligibility workers to discemn
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 benefit program your
office administers.

Very Somewhat Not Don't
Effective Effective Effective Effective Know

Quality Control

- v———

Administrative Sanctions
Organizational Changes

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 numbers 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?

Less 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.

33.

How do you measure this success rate?

appropriate item(s).
Number of convictions _
Number of administrative

suspensions of participation
in the program

Mumber of administrative
terminations of participation
in the program

Amnount of monetary
recoupement

What do you see as the costs of benefit program fraud and abuse
Check the appropriate scaled item.

detection?

Type of professional

Answer by checking

the

association actions taken
against defrauder or abuser

Other (Specify)
None of the Above

Very
High

Moderate Low

Very

None

Don't
Know

Manpower and Personnel
Costs

e Audit
e Investigation

Reduced Participation
of Program Eligibles

Computer Technology
Costs

Critical Peer Group
Review Costs

Public Perception of
Benefit Programs Costs

Criminal Justice Costs

Administrative
Proceedings 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, 1-87.
Manpower and Personnel
Audit
Investigation
Computer Technology
Critical Peer Group Review
Public Education About Benefit Program
Criminal Justice
Administrative Proceedings
Other Resources (Specify) __
35. What types of benefit program reform do you believe have come from
detection and prevention of fraud and abuse?
36. How and where have the reforms been implemented?
37. What types of reforms 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 deterrence
str” .cgies for preventing fraud and abuse. Check where appropriate.

Very Somewhat Totally Don't

Effective

Effective Effective Ineffective Know

Civil Court Dispositions
Criminal Court Dispositions

Administrative Dispositions,
e.g., suspension, temmination

.

-232-




39.

40.

41,

In your view, are there any other agencies that should receive this
form?

Yes No

If yes, please provide the name.

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 WITH THIS RESOURCE FORM A COPY OF THE
REGULATIONS WHICH GOVERN ELIGIBILITY, PARTICIPATION, AND RECERTI-
FICATION OF BENEFICIARIES.

PLEASE INCLUDE WITH THIS INFORMATION FORM A COPY OF ENABLING
STATUTES, GUBERNATORIAL EXECUTIVE ORDERS, IT7 , WHICH GOVERN
THE OPERATIONS OF YOUR AGENCY.
THANK YOU FOR YOUR COOPERATION
RESOURCE FORMS SHOULD BE RETURNED TO:

University City Science Center

1717 Massachusetts Avenue, N.W.

Suite 101
Washington, D.C. 20036

BY OCTOBER 15, 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
various 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 strategi.c 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. 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 least 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 analysis of the effectiveness of various types
of case dispositions indicated some diversity.Z2 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. The values for this item were:

1 = not effective, 2 = somewhat effective, 3 = effective, 4 = very
effective.

2See Appendix H, Item 38.
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TABLE XIV

RANK ORDERING OF ENFORCEMENT STRATEGY
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 1.63 (.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 standard deviation values.

TABLE XV

MEAN RANKING ORDERING OF THE EFFECTIVENESS 5
OF PROVIDING ADDITIONAL DETECTION AND PREVENTION RESOURCES*

Enforcement Strategy Mean Rank(s.d.)
Investigators 2.50 (1.68)
Auditors 2.73 (1.70)
Computer Technology 3.17 (1.78)
Administrative Proceedings 4,36 (1.58)
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 effectiveness relative
to the other strategies listed. :

3y = 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.

3y = 93

-235-




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 perceive 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.® 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 criteria. 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

RESFONDENTS UTILIZING VARIOUS MEASURES OF
FRAUD AND ABUSE DETECTION/

Percentage of Respondents
Detection Measures Utilizing Measures

Amount of Monetary Recoupment (55)
Number of Convictions (46)
Number of Administrative Termina-

tions of Program Participation (42)
Number of Administirative Suspen-

sions of Program Participation (40)
Type of Professional Association

Actions Taken Against Offenders (17)
Other Measures (12)
No Response (34)

A truly adequate assessment of the relative efficacy of dif-
ferent enforcement strategies must await comparative studies across
sites and program types using standard measures. However, the
results of this survey generally suggest that detection and deter-
rence strategies are generally perceived as morg effective than
prevention strategies; use of concrete measures for detecting fraud
and abuse seems limited. .

6
7

See Appendix H, Item 32.
N = 123
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APPENDIX J

SURVEY RESPONSES TO UTILIZATION OF COMPUTER PROGRAM
DATA ITEM! 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. .

MMIS; 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

S/UR fraud and abuse detection

AFDC PROGRAM

Edits that initiate full scale investigations

Cross-agency quality control

Project MATCU

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 survell*
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

1Open-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

Idsntify improper benefit payments; statistical data; management

ata

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

Investi%ation
Turn information over to county units for investigation

~238-




BIBLIOGRAPHY

PROGRAM ADMINISTRATION

ADP Requirement Study for the Department of Health, Eduction and
Welfare's Alid to Families with Dependent Children Program:
Assessment of Existing AFDC  System. Washington, C.:
Booz, Allen and Hamilton, Inc., September 1978.

ADP Requirement Study for the Department of Health, Education, and
Welfare's Aid to Families with Dependent Chi.dren Program:
Assessment of Welfare Systems. Washington, D.C.: Booz, Allen
and Hamilton, Inc., September 1978.

Comminity Services Administration, Geographic Distribution of
Federal Funds in Summary. Washington, D.C.: U.S. Department
of Commerce, National Technical Information Services, March
1978.

Congressional Budget Office of the U.S. Congress. Proposition 13:
Its Impact on the Nation's Economy, Federal Revenues and Fed-
eral Expenditures. Washington, D.C.: U.S. Government Print-
ing Office, July 1978.

"Constitutional Right to Timely Processing of Welfare Applica-
tions." New York University Review of Law and Social Change,
5:183 (Spring 1975).

County Health Szrvices Survey, County Indigent Medical Programs,
Arizona Fiscal Year 19/5-/6. Phoenix, Arizona: Department of
Health Services, Medical Assistance Division, June 1977.

The Budget of the United States, Fiscal Year 1979. Washington,
b.C.: U,5. Government Printing Oiftice, 19/8.

"Crisis of Coupons: Evaluation of the Food Stamp Program."  Con-
necticut Law Review, 8:557 (Summer 1976).

Denvir, J. "Controlling Welfare Bureaucracy: A Dynamic Ap-
proach.''Notre Dame Law Journal, 50:457 (February 1975).

"Due Process Rights of Welfare Recipients.'" St. Louis University
Law Journal, 21:551 (1977).

Food and Nutrition Service. Characteristics of Food Stamp House-
holds, September 1976. Washington, D.C.: U.S5. Department of
Agriculture, September 1977,

------- .Summary of the Food Stamp Act of 1977. Washington, D.C.:
U.S. Department of Agriculture, November 1977.




Health Care Financing Administration. A Guide to Medicare. Wash-
ington, D.C.: U.S. Department of Health, Education and
Welfare.

Kurtz, Howie. '"Medicaid Files Not Uniform, Panel Says,"” The Wash-
ington Star (December 19, 1978), p. A-3.

Moore, Michel , ed. Public Welfare Directory 1978/79. Washington,
D.C.: American Public Welfare Association, 1978.

Office of Management and Budget. Catalog of Federal Domestic
Assistance 1978. Washington, D.C.: U.S. Government Printing
Office, May 19/9.

———————— . Update to the 1978 Catalog of Federal Domestic Assis-
tance. Washington, D.C.: U.S. Goverment Printing Office, 1978.

Rich, Spencer. '"Figures Show End of Era in Social-Program
Growth," The Washington Post (February 14, 1978).

Salaries and Expenses, Housing and Urban Development, Budget Acti-
vity 12. Washington, D.C.: U.S. Department of Housing and
Urban Development, Office of Inspector General, 1979.

Social Security and Medicare Simplified, A U.S. News and World
Report Book. New York: McMillan Company, 1970.

Summary of Reviews Made of Food Stamp Fiscal Accountability Opera-
tions, Food agd Nutrition Service, Washington, D.C., As of
March 30, 1976. Hyattsville, Marylend: U.S. Department of
Agriculture, Office of Audit, Office of the Secretary, 1977.

Trafford, Abigail. "Inside Our Hospitals,'" U.S. News and World
Report, Vol. 86, No. 9 (March 5, 1979), pp. 33-38.

U.S. Commission on Civil Rights. The Age Discrimination Study,
Washington, D.C.: U.S. Government Printing Office, December
1977.

U. S. Congress. House of Representatives. Small Business Invest-
ment Act of 1978. Report No. 950-1140. 95th Congress,
second session. Washington, D. C.: U. S. Government Printing
Office, August 28, 1978.

U.S. Department of Health, Education and Welfare, Social Security

’ Administration. State Plans for Aid to Families with Depen-
dent Children Under the Social Security Act, Title IV-A.
Washington, D.C.: U.S. Government Printing Office, 1976.

Waxman, J. Mark. "An Introduction to Medicare.'" Los Angeles Bar
Journal, 52:338 (January 1977).

-240-




PROGRAM FRAUD AND ABUSE

"An Anti-Fraud Computer Nods Over Medicaid Outrages,' The Washing-
ton Post (November 13, 1978), p. A-4.

Bacon, Don. "Mess in Welfare -- The Inside Story,'" U.S. News and
World Report, No. 84 (February 20, 1978), pp. 21-24.

Bendick, Marc Jr., Abe Levine, Toby N. Campbell. The Anatomy of
%FDC Exrrors. Washington, D.C.: The Urban Institute, April,
978.

"Bilking the FHA -- Way of Life to Some Mortgage Firms," Congres-
sional Record (July 8, 1975), pp. H6403-H6408. :

Bonner, Alice. "Food Stamp Activists, Officials Clash Over Missis-
sippi Program,'" The Washington Post (September 5, 1978).

Bonventure, P. "Rx for Medifraud," Newsweek, Vol. 89 (May 9, 1977),
p. 92.

Bumstead, R.A., "Scandal in the Use of Vocational Education Funds:
The Case of P.J. Weagraff," Phi Delta Kappan, No. 59 (March
1978), pp. 477-78.

Butler, F.J. '"Medicaid Fraud," America, Vol. 8, No. 6 (May 7, 1977),
pp. 414-15.

Califano, Joseph A. "'Remarks to the U.S. Department of Health,
Education and Welfare, National Conference on Fraud, Abuse
and Error." Washington, D.C.: U.S5. Department of Health, Edu-
cation, and Welfare, December 1978.

"Carter Tax Reform to Combat Abuses," The New York Times (February
3, 1977), p. 22.

"Catching Double Dealers: Welfare Fraud," Time, Vol. 110 (June 4,
1977), pp. 12-13. I

"Chicago 'Welfare Queen'," The New York Times (March 19,1977),p. 8.

Cohn, Victor and Peter Milius. 'New Medical Science: Reimbursement,
How to Make Computers Pay More," The Washington Post (January
8, 1979), pp. Al, A4.

"Compensation F. auds to be Probed," The Washington Post (November
21, 1977).

“"Computer Uncovers 13,584 Collecting Double Benefits,” The New
York Times (February 8, 1978), p. 8. '

-241-




"Crackdown on Cheaters Who Draw Jobless Pay," U.S. News and World
Report, No. 84 (Mey 15, 1978, ... 81-83.

"Dreams for Sale: Federal Housing Programs" Newsweek, Vol. 86
(September 23, 1975), p. 65.

"Federal False Claims Act: Potential Deterrent to Medicaid Fraud
and Abuse." Fordham Urban Law Journal, 5:493 (Spring 1977).

"$440 Million Is Said to Be Misspent in Welfare Program,” The New
York Times (January 16, 1978), p. 19.

"Fraud and Abuse Are Twin Plapues of Welfare," Nation's Business,
Ne. 67 (January 1979), p. 38.

"Fraud and Abuse in the Federal-State Unemployment Insurance Sys-
tem." Mimeographed report. Washington, D.C.: U.S. Depart-
ment of Labor, Janurary 1977.

HEW News. Press release re: AFDC and SSI error rates. Washing-
ton, D.C.: U.S. Department of Health, Education and Welfare,
August 13, 1978.

"Ineffici -cy and High Cost," U.S. News and World Report, Vol. 83
(August 8, 1977), p. 49.

Karp, Richard. '"Physician, Heal Thyself. Blue Cross, Blue Shield
Are Taking Their Medicine." ~Barron's (September 11, 1978),
pp. 11-18.

Lee, Byron G. "Fraud and Abuse in Medicare and Medicaid,"

Admini-
strative Law Review, 30:1 (Winter 1978).

"Let's Stop Medicare-Medicaid Frauds," The AARP News Bulletin.
Washington, D.C.: The American Association of Retirad Per-
sons, September 1975.

McNeil, Donald G., Jr. "Consumer Board, in Study, Finds Akuse
Among Technical Schools," The New York Times (July 24,
1978).

Hack, E.E. "Fundamentals of Jointly Managed Health and Welfare
Frauc Operations," Chartered Life Underwriters Journal,
23:36 (January 1969).

"Minor Excesses Add Up te Major Waste," The Washington Post (Novem-
ber 21, 1978), p. B-15.

Mitgang, Lee. 'Favoritism, Kickbacks Found in Public Jobs Pro-
gram," The Washington Post (April 19, 1978).

"One More Plan to End Fraud in Welfare,” U.S. News and World
Report, Vol. 84 (January 9, 1978), pp. 41-44.

Otis, A., and M. Zielenziger. 'Oh, Arlene, You Welfare Queen,"
New Times, XI (August 21, 1978) p. 18.

-242-




Pies, Harvey E. '"Control of Fraud and Abuse in Medicare and
Medicaid,'" American Journal of Law and Medicine, 3:323 (Fall
1977).

Raab, Selwyn. '"1.5 Million in Medicaid Is Found Misspent in New
York Agencies,'" The New York Times (December 12, 1977), pp.
1, 65.

Reed, Roark M, "Welfare Fraud: The Tip of the Iceberg,'" Journal of
Criminal Defense, 3:163 (1977).

Rich, Spencer. 'Discrepancies in Jobless Pay Studies," The Wash-
ington Post (December 27, 1978), p. A3.

Robinson, D. ''Billion-Dollar Scandal at the S.B.A.,'" Readers
Digest, No. 112 (June 1978), pp. 130-33.

St. Louis, Robert D., Paul L. Burgess, and Jerry L. Kingston.
Fraudulent Receipt of Unemployment Insurance Benefits:
Characteristics of Those Who Committeed Fraud and A Predic-
tion Profile, Phoenix, Arizona: Department of Economic
Security, Unemployment Insurance Task Force, U.I. Bureau,
June 1878,

"SBA Examining 35 Firms in Unpaid Loans Probe,” The Washington
Post (November 11, 1978), p. A2.

“Special Report: Unhealthy Costs of Health," Business Week (Sep-
tember 4, 1978), p. 58.

Thomasson, D., and C. West. 'Medicaid Scandal,' Readers Digest,
Vol. 110 (May 1977), pp. 87-91.

U.S. General Accounting Office. Lack of Coordination Between
Medicaid and Medicare at Johm J. Kane Hospital. Report to
the Senate Special Committee on Aging by the U.S. Comp-
troller General. Washington, D.C.: U.S. Government Printing
Office, May 6, 1977.

~~~~~~~~ .The Food Stamp Program - Overissued Benefits Not Re-
covered, and Fraud Not Punished. Report to the Congress by
the U.S. Comptroller General. Washington, D.C.: U.S. Govern-
ment Printing Office, July 18, 1977.

------- .Ohio's Medicaid Program, Problems ldentified Can Have
National Importance. Report by the U.S. Comptroller Gen-
eral., Washington, D.C.: U.S. Government Printing Office,
October 23, 1978.

"Welfare Cheating May Hit 46,000," Columbus Dispatch (March 2,
1978).

-243-




"Waste Alleged In Meal Programs,'" The Philadelphia Bulletin (July
25, 1978).

CONDUCT OF PROGRAM ENFORCEMENT

Aikman, A.B. and J.B. Berger. ''Prosecution of Welfare Fraud in
Cook County: The Anatomy of a Legal System,'" Journal of
Urban Law, 45:287 (Winter 1967) .

Argyris, Chris. Interpersonal Competence and Organizational
Effectiveness. Homewood, Illinois: Dorsey Press, 1962.

Baldus, D.C. 'Welfare As a Loan: An Empirical Study of the
Recovery of Public Assist. ice in the U.S.," Stanford Law
Review (January 1973).

Bloom, Benjamin S. "Learning for Mastery,' Reprint from Evaluation
Comment, I, No. 2 (May 1968).

Blumstein, Alfred, Jacqueline Cohen, and Daniel Nagin, eds.
Deterrence and Incapacitation: Estimating the Effects of
Criminal Sanctions on Crime Rates. Washington, D.C.: Na-
tional Academy of Sciences, 1978.

Brooke, David Bray and Charles E. Lindblom. A Strategy of Deci-
sion, Policy Evaluation As a Social Process. New York: The
MacMillan Co., 1963.

Brown, Warren. ''SBA Probes Overdue Minority Loans,'" The Washing-
ton Post (November 22, 1978).

Burnham, David. 'New York State Fails to Seek Aid for Prosecuting
Medicaid Fraud," The New York Times (April 24, 1978), p.
D5.

Cattoni, J.A. Medicaid Fraud and Abuse Control: A Review of
Selected Literature. McLean, Virginia: General Research
Corporation, September 1976.

Causey, Mike. '"Hot-Line Tip Phone for GSA,'" The Washington Post
(November 15, 1978), p. C-2.

Chaiken, Jan J. The Criminal Investigation Process, Volume II:
Survey of Municipal and County Police Departments. Santa
Monica, California: Rand Corporation, October 1975.

Chamberlain, Joseph P. The Judicial Function in Federal Admini-
strative Agencies. Freeport, New York: Books for Libraries
Press, 1972.

-244-




"Computer Matching Programs Underway." Prepared for the Secre-
tary's National Conference on Fraud, Abuse and Waste.
Washington, D.C.: U.S. Department of Health, Education and
Welfare, Office of the Inspector General, December 1978.

"Concepts in the Economic Analysis of Criminal Justice Systems."
Draft paper submitted to the Police Foundation, 1978.

Constantine, Jean. "Recoupment of Overpayments in the Aid to
Families with Dependent Children Program,” Unpublished

» paper, Catholic University Law School, 1978.

Corsetti, Paul and Earl Marchand. '"Fraud Squad Probes Medicaid,"
The Boston Herald American (November 19, 1978), pp. Al, A6.

"Defense in Welfare Fraud," San Diego Law Review, 10:83 (January
1968).

Dershowitz, Alan M. Fair and Certain Punishment. Report of the
Twentieth Century Fund Task Force on Criminal Sentencing.
New York: McGraw-Hill, 1976.

Frank, Alean. ‘''Lack of Evidence Causes Dismissal of Several Cases
in Welfare Crackdown,” The Washington Star (December 5,
1978), pp. DC-1, DC-2.

Hazard, G.R. '"Social Justice Through Civil Justice," University
of Chicago Law Review, 36:699 (Summer 1969).

Hershey, Alan M. and Robert G. Williams. Colorado Monthly Report-
ing System: Design and1 Operations. Denver, Colorado:
Mathematica Policy Researca, February 1978.

-------- . Colorado Monthly Reporting System: Design and Opera-
tions Summary. Denver, Colorado: Mathematica Policy Re-
search, February 1978.

Hoel, Paul G. Introduction to Mathematical Statistics. New York:
John Wiley and Somns, Inc., 1966.

Hornik, John. '""Medicaid and ATDC Fraud and Abuse Control and
Restitution Efforts by States and Localities," "Best Prac-
tices" Case Study: Washington AFDC Program. McLean, Vir-
ginia: General Research Corporation, October 1976.

Hynes, Charles L. Third Annual Report from the Deputy Attoxr-
ney General for Nursing Homes, Health and Social Services.
State of New York, January 10, 1978.

Institute for Law and Social Research. Institute Briefing Paper,
Uniform Case Evaluation. Number 3, Washington, D.C.: U.S.
Department of Justice, Law Enforcement Assistance Adminis-
tration, 1976.

~245-




Joint Legislative Audit and Review Commission. Long Term Care in
Virginia. Richmond: The Virginia General Assembly, March
28, 1978.

Kobrin, Solomon, et al. The Deterrent Effectiveness of Criminal
Justice Sanction Strategies Summary Report. Washington,
D.C.: U.S. Department of Justice, Law Enforcement Assistance
Administration, September 1972.

Likert, Rensis. The Human Organization. New York: McGraw-Hill,

1967.

-------- . New Patterns of Management. New York: McGraw-Hill,
1961.

Maltz, Michael. Evaluation of Crime Control Programs. Washing-

ton, D.C.: U.S. Department of Justice, Law Enforcement

Assistance Administration, April 1972.
"Miranda Warnings in Welfare Investigations,"
sity Law Quarterly, 455 (Spring 1973).

Washington Univer-

Office of Inspector General Annual Report: April 1, 1977 - Decem-
ber 31, 1977. Washington, D.C.: U.S. Department of Health,
Education, and Welfare, March 31, 1978.

O 'Neill, Robert. Investigative Planning. Seattle, Washington:
Battelle Law and Justice Study Center, undated.

Pear, Robert. 'Justice Department, Carter Gear Up for Attack on
Fraud in Government,'" The Washington Star (December 4,
1978), pp. A-1, A-9.

"Recoupment of Welfare Overpayment.' Houston Law Journal Review,
7:635 (May 1970).

Rottenberg, Simon, Ed. The Economics of Crime and Punishment.
Washington, D.C.: American Enterprise Institute, 1973.

Rule, Sheila. '"Assembly Votes Bill to Check Employees with Wel-
fare Rolls," The New York Times (March 3, 1978), p. Al.

Sayles, Leonard R. Managerial Behavior. New Yerk: McGraw-Hill,
1964.

Sawyer, Kathy. '"$7 Million a Year in Overtime Paid to 600 U.S.
Workers, Probers Say,'" The Washington Post (October 27,
197&),~pp. Al, A4,

Schechter, Susan B. and Robert E. Oshel. "Medicaid and AFDC Fraud
and Abuse Control and Restitution Efforts by States and
Localities, Options for Reducing Fraud in the AFDC Program.
McLean, Virginia: General Research Corporation, March 1977.

-246-




-------- . Medicaid and AFDC and AFDC Fraud and Abuse Control and
Restitution Efforts by States and Localities, Options for
Reducing Fraud in the Medicaid Program. McLean, Virginia:
General Research Corporation, April 1977.

Schell, Theodore H., Don Overly, Stephen Schack, and Linda S.
Stabile. National Evaluation Program Phase I Summary Re-
porit, Traditional Preventive Patrol. Washington, D.C.: U.S.
Department of Justice, Law Enforcement Assistance Admini-
tration, June 1976.

Schumiatcher, M C. 'Welfare Fifty Years Hence," Canadian Bar
Review, 51:40 (March 1973).

Silver, C.R. '"Practical Guide to Your First Welfare Case,' Prac-
tical Lawyer, 16:77 (October 1970).

SPAARS Legal Constraints Study. Denver: Colorado SPAARS Com-
mittee, Colorado Office of Human Resources, March, 1977.

Staats, Elmer B. U.S. Comptroller General. 'Statement Before the
Senate Committee on Budget, GAO Efforts Related to Fraud,
Abuse and Mismanagement in Federal Program,'" Washington,

D.C.: U.S. Government Accounting Office, March 15, 1979.

State of Florida Office of the Auditor General. Report on Inves-
tigations of Possible Public Assistance Fraud Cases for the
Period January 1, 1977 - December 31, 1977. Tallahassee,
Florida: State of Florida, March 8, 19/8.

Thompson, James D. Organizations in Action. New York: McGraw-
Hill, 1967.

Touche - Ross. Evaluation of AFDC-QC Corrective Action, Final
Report. Washington, D.C.: U.S. Department of Health, Educa-
tion, and Welfare, Social Security Administration, October

31, 1977.

"Unemployment Compensation: Waiver and Recoupment of Overpay-
ments,' Memphis State University Law Review, 7:683 (Summer
1977).

"U.S. Agencies Unprepared to Detect, Prevent Fraud,' The Richmond

Times Dispatch (April 16, 1978), pp. 1, 1l4.

U.S. Congress. House of Representatives. Extension of Office of
Inspector Generals in Certain Departments and Agencies.
Report 95-584. 96th Congress, first session. Washington,
D.C.: U.S. Government Printing Office, August 5, 1977.

U.S. Department of Health, Education, and Welfare, The Institute
for Medicaid Management. Patient/Provider Profile (S/UR)
Conference Report. Washington, D.C.: Pacific Consultants,
June 197/7.

~247~




P R R I
e sEries

U.S. Department of Justice, Law Enforcement Assistance Adminis-
tration. Evaluation of Crime Control Programs. Washing-
ton, D.C.: U.S. Government Printing Office, April 1972,

U.S. Government Accounting Office. Attainable Benefits of the
Medicaid Management Information System Are Not Being Real-
ized. Report by the U.S. Comptroller General. Washington,
D.C.: U.S. Government Printing Office, September 26, 1978.

-------- . Computer auditing in the Executive Departments: Not
Enough Is Being Done. Report to the Congress by the U.S.
Comptroller General.  Washington, D.C.: U.S. Government

Printing Office, September 28, 1977.

-------- . trederal Agencies Can and Should Do More to Combat Fraud
in Government Programs. Report to the Congress by the U.S.
Ccaptroller General. Washington, D.C.: U.S. Government
Printing Office, September 23, 1978.

-------- . Further Improvements Needed in Investigations of Medi-
caid Fraud and Abuse. Report to the Congress by the U.S,
Comptroller General, Washington, D.C.: U.S. Government
Printing Office, March 10, 1978.

-------- . Investigations of Medicare and Medicaid Fraud and
Abuse. Report to the Subcommittee on Finance by the U.S.
Comptroller General. Washington, D.C.: U.S. Government
Printing Office, May 23, 1977.

-------- . The Summer Feeding Program for Children: Reforms
Begun--Many More Urgently Needed. Report by the U.S. Comp-
troller General. Washington, D.C.: U.S. Government Printing
Office, March 31, 1978.

-------- . Ways the Department of Health, Education. and Welfare
Can Increase Benefits from Auditing. Washington, D.C.: U.S.
Government Printing Office, October 25, 1977.

Veterans Administration. Annual Report 1976. Washington, D.C.:
U.S. Government Printing Office, June 30, 1976.

-------- . Annual Report 1977. Washington, D.C.: U.S. Government
Printing Orrice, 19/8.

WHITE COLLAR CRIME

"Can Afc%;?tantgyncover Management Fraud?'" Business World (July 10,
978), p. 92.

-248-




Douglas, C.H. '"White Collar Crime - Proposed Sclutiomns,'" Public
Law Quarterly, 7:11 (January 1978).

Economic Crime Digest, Vols, 3, 4 Nos. 5, 6, 1., Chicago, Illi-
nois: National District Attorneys Assocation.,

"Economic Crime Project, First Annual Report 1973-74." Chicago,
Illinocis: National District Attorneys Association, 1974.

Economic Offenses. Recommendations of the American Bar Associa-
tion. Washington, D.C.: American Bar Association, Section
of Criminal Justice, Committee on Economic Offenses, March
1977.

Edelhertz, Herbert, et al. The Investigation of White-Collar
Crime, A Manual for Law Enforcement Agencies. Washington,
D.C.: U.S. Department of Justice, Law Enforcement Assistance
Administration, April 1977.

Finn, Peter and Alan R. Hoffman. Exzemplary Projects: Prosecution
of Economic Crime. Washington, D.C.: U.S. Department of
Justice, Law Entorcement Assistance Administration, March
1976.

George, Jr., B. James. White Collar Crimes: Defense and Prosecu-
tion, Criminal Law and Urban Problems Course Handbook.
Series 31. New York: Practicing Law Institute, 1970.

Hagen, Roger E. The Intelligence Process in White Collar Crime
Investigation. Seattle, Washington: Battelle Law and Jus-
tice Study Center, undated.

"In Pursuit of Corruption." America, No. 139 (September 16,
1978), p. 149,

Meyer, Lawrence. 'Scourge of White Collar Criminals Tells WNew
U.S. Probers How He Did It,'" The Washington Post (November
30, 1978).

National District Attorneys Association. Economic Crime Digest,
Volume 3, No. 5; Volume 3, No. 6, Volume 4, No. 1, Chicago,
Illinois.

Ogren, Robert W. "The Ineffectiveness of the Criminal Sanction in
Fraud and Corruption Cases: Losing the Battle Against White
Collar Crime,'" The American Criminal Law Review, 2:959
(Summer 1973).

Smigel, Erwin. ''Public Attitudes Toward Stealing As Related to
the Size of the Victim Organizations,' American Sociological
Review, 21:320-27, 1956.

-249-




-------- . and H. Lawrence Ross. .Crime Against Bureaucracy. New
York: Van Nostrand, 1970.

"White Collar Crime Erodes Respect for Justice System,'" LEAA
Newsletter (January 1979), p. 2.

White Collar Crime: A Selected Bibliography. Washington, D.C.:
U.S. Department of Justice, Law Enforcement Assistance
Administration, July 1977.

"White Collar Crime Seminar.'" Seminar Papers Compiled September
16, 1976, in conjunction with the 1976 Annual Convention of
the Federal Bar Association.

COST BENEFIT ANALYSIS

Aldine Annuals on Forecasting, Decision-Making, and Evaluation.
1974 and 1972 Editions. Chicago : Aldine Publishing Company,

1972, 1974.
Andrieu, M., "Benefit Cost Evaluation." Fvaluation Research
Methods: A Basic Guide (Leonard Rutman, ed.). Beverly

Hills, California: Sage Publications, Inc., 1977.

Anthony Robert N., and Hertzlinger, Regina. Management Control in
Non-Profit Organizations. Homewood, Illinois: Richard D.
Irwin, Inc., 1975.

Bolle, Mary Jane. Cost-Benefit Studies for OSHA Standards: Use
and Misuse. Washington, D.C.: Library of Congress, Congres-
sional Research Service, August 22, 1977.

brown, Howard A. Benefit-Cost Analysis of Water Resource Pro-
jects. Washington, D.C.: Library of Congress, Congressional
Research Service, August 12, 1976,

Cauthorn, L. Terry. 'Whatever Happened to Social Accountants?"
Management Accounting, Vol. 58, No. 10 (April 1977), pp.
55"60-

Due, John F. Government Finance: Economics of the Public Sector,
4th Edition. Homewood, TIIlinois: Richard D. Irwin, Inc.,
1968.

Joehnk, Michael D. and McGrail, George R. '"Benefit-Cost Ratios
for Family Practice Residency Centers," Management Accoun-
ting, Vol. 58, No. 8 (February 1977), pp. 41-46.

Kendall, M.G., ed. Cost Benefit Arnalysis. New York: American
Elsevier Publishing Co., Inc., 1977.

-250-




Livingstone, John L. and Sanford C. Gunn. Accounting for Social
Goals. New York: Harper and Row, Inc., 1974.

Magee, Robert P. 'Cost Control with Imperfect Parameter Know-
ledge," Accounting Review, Vol. 52, No. 1 (January 1977),
pp. 190-199.

Sassone, Peter G., and Schaffer, William A. Cost-Benefit Analysis:
A Handbook. New York: Academic Press, 1978.

Stokey, Edith and Zechhauser, Richard. A Primer for Policy Analy-
sis. New York: W.W. Norton and Co., Inc., 1978.

Taylor, Bernard W., and North Ronald M. '"The Measurement of Econo-
mic Uncertainty in Public Water Resources Development."
American Journal of- Agricultural Economics, Vol. 58 (Novem-
ber 1976), pp. 636-643.

University 'City Science Center. Alternative Strategies for
Cost-Benefit Analysis of Fraud and Abuse Enforcement: A
Working Paver. Washington, D.C.: University City Science

Center, July 1979.

COMPUTER SECURITY

Babcock, Charles R. 'Compromise Is Offered on Bank Record Pri-
vacy," The Washington Post (May 18, 1978).

"Computer Files Are Called Safe,'" The Philadelphia Inquirer (Novem-
ber 16, 1977).

"Computerization of Welfare Recipients: Implications for the
Individual and the Right to Privacy," Rutgers Journal of
Computers and the Law, 4:163 (1974).

"The Growing Threat to Computer Security,' Business Week, No. 2494
(August 1, 1977), pp. 44-45.

Hoyt, Douglas B., ed. Computer Security Handbook. New York: The
MacMillan Company, 1973.

Katzan, Harry, Jr. Computer Data Security. New York: Van Nos-
trand Reinhold Company, 1973.

Shapley, D. "Social Security Computers Vulnerable, GAC Says,"
Science, Vol. 201, No. 4351 (July 14, 1978), p. 142.

'""Social Security's Computer Security Is Found Lax," The New York
Times (March 8, 1978).

% U.S. GOVERNMENT PRINTING OFFICE: 1979--281.380:1679

-251-









