
This microfiche was produced from documents received for 
inclusion in the NCJRS data base. Since NCJRS cannot exercise 
control over the physical condition of the documents submitted, 
the individual frame quality will vary. The resolution chart on 
this frame may be used to evaluate the document quality. 

1.0 

1.1 ------

111111.2~ IIIII~!. IIIII /.6_ 

MICROCOPY RESOLUTION TEST CHART 
NATIONAL BUREAU OF STANOARDS-1963·A 

Microfilmit ,g procedures used to create this fiche comply with 
the standards set forth in 41CFR 101-11.504. 

Points of view or opinions stated in this document are 
those of the author(s) and do not represent the official 
position or policies of the U. S. Department of Justice. 

National Institute of Justice 
United States Department of Justice 
W' .shington, D. C. 20531 

. 
\ 1114.l83 \ ,. 

, \ 

" I 

i 

\. ' 
l. 
I 
1 , 
j 

• 

RESPONSES iP FRAlJD 
AND ABUSE IN AFDC 
AND MEDICAtp PROGRAMS 

January 1983 

By: John A. Gardiner and Theodore R. Lyman 

With Andrew R. Willard 

SRI International 
333 Ravenswood Avenue 
Menlo Park. California 94025 
(415) 326-6200 
TWX: 910-373-2046 
Telex: 334 486 

-If you have issues viewing or accessing this file contact us at NCJRS.gov.



r 
1 r 

\ 

.. 

f

'; 
1 
i 

I .J 

{! 

II 

I 
I 

I 
l 
I 

RESPONSES TO FRAUD 
AND ABUSE IN AFDC 
AND MEDICAID PROGRAMS 

January 1983 

By: John A. Gardiner and Theodore R. Lyman 

With Andrew R. Willard 

SRI International 
333 RavenswooCt Avenue 
Menlo Park, California 94025 
14151 326-6200 
TVVX:91~373-2046 
Telex: 334 486 



r -F --------~ __ ...._.---

~.otI' 

U.S, Dllpariment of Justice 
Nallonallnstltute of Justice 

Thill document has boen reproduced exactly as recolved from the 
person or orgnnizntlon origlnnting iI. Poinls of VieW or opinions Dlated 
in this document are those of the authors and do not necessarily 
represent Ihe officlDl posillon or policlCS of Iho National Institute of 
Justice. 

Permission 10 reproduce this ~d malerlal hail been 
grar:l1.odbYl' • 

PUb ~c Doma~n/LEAA/NIJ 
.=, U ~ S. Depai"Emenf:of JUStICe 

to the National Crlnlinal Justice Reference Service (NCJAS). 

Further reproduction outside of the NCJAS nyatam roquiros permis­
sion of the ~owner 

Prepared for the National Institute of Justice. u.s. 
Department of Justice, by SRI International. The 
grant number was 80-IJ-CX-Ol10. Points of view or 
opinions stated in this ,document are those of the 
author and do not necessarily represent the official 
position or policies of the U.S. Department of Justice~ 

I 
11 

CONTENTS 
APR !l 1983 

ACQUISITIONS, 

• • • . . • • • • • • • • • '~J._ ,,' LIST OF FIGURES • • 

LIST OF TABLES • • • • • • • • • • • • • • • • • • • • • • • 

ACKNOWLEDGf.£NTS • • • • • • • • • • • • • • • • • • • . . . . 
INTRODUCTION • • • • • • • • • • • • • • • • • • • • • • • • • 

1. 

2. 

PART I - BACKGROUND 

Processes and Organi za~ti on s: Opportuni ty Structures 
for Welfare Fraud and f:'raud Control ••••••••• 

Estimates of the Nature and Extent of Fraud and 

• • 

Abuse Problems •••••••••••••••• · ., . . . 
PART II - CASE STUDIES OF FRAUD CONTROL PROGRAMS 

INTRODUCTION • • • • • • • • • • • • • • • • • • • • • • • • • 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

Controlling Recipient Fraud in Illinois. 

Controlling Recipient Fraud in Colorado. 

• • • · . . .. . 
• • • • • • • • 

Control 1 i ng Recipi ent Fraud in Washi ngton • • • • • • • • 

Controlling Medicaid Provider Fraud and Abuse 
in Illinois ••••••••••••••••• · . . . ~ . 
Controlling Medicaid Provider Fraud and Abuse 
in'Colorado ................. . • • • • • • 

Controlling Medicaid Prov'lder Fraud and Abuse 
in Washington •••••••••••••••• • • • • • • 

PART IXI - PERSPECTIVES ON FRAUD CONTROL 

Fraud Control as an Ecology of Games ••• • • • • • • • 

10. Recipients' and Providers' Perspectives on 
Fraud Control •••••••••••••• • • • • • • ,j 

11. Program Administrators' Perspectives on ReCipient 
Fraud Control .....,............ 

iii 

• • • 

v 

vii 

ix 

1 

9 

23 

39 

45 

81 

105 

129 

157 

179 

199 

221 

235 

l 
1 
I 



CONTENTS (concluded) 

12. Program Administrators' Perspectives on 
Controlling Medicaid Provider Fraud and Abuse •••••• 
tt 

13. Control Agency Perspectives on Recipient Fraud ••••• 

14. Control Aqency Perspectives on Medicaid Provider 
Fraud and Abuse • • • • • • • • • • • • • • • • • • • • • 

15. Changing the Fraud Control Game: Strategies to 
Enhance Fraud Control Efforts • • • • 0 • • • • 0 • • • • 

APPENDIX 
Administrative Infornlation and Methodology. e 0 0 ••••• 

iv 

259 

283 

299 

323 

A-l 

1 

I i 

~ 
w 

i II 
~ ,. 

II I 
'\ 

~ ! 
~ 
ij 

fl 
I! 

!l ,f 
H 
II 

! , 
! 
i 

1 , 
~ 
I 

:1 

n 
11 t 
II 
[I 
II 

1 

2 

3 

4 

5 

6 

7 

LIST OF FIGURES 

Administration of the Illinois AFDC Program. 

Processing of Excess Assistance Cases in the 
Illinois AFDC Program •• 0 0 0 • 0 •• 0 •• 

. . . . . . 

. . . . . . 
Colorado Department of Social Services Organization 

Average Monthly AFDC Caseload, 1960-1980, 
Denver Department of Social Services ••••• 

• • • 

. . . . . 
Processing Cases of AFDC Error and/or Suspected 
Fraud (Generalized for 63 Counties) ••••• 0 . . . . . 
Washington Department of Social and Health 
Services Organization ••••••••••• . . . 
Administration of the Illinois Medicaid Program. 

• • • • 

• • • • 

8 Colorado Department of Social Services Organization ••• 

9 Division of Medical Assistance, Department of 
Social and Health Services, Washington ••••••••• 

10 Case Processing in tho Division of Medical Assistance •• 
11 Medicaid Fraud Control Unit Case Processing. . . . . . . 
12 Fraud Control as an Ecology of Games •• 0 ••••••• 

13 

14 

15 

16 

Administrators' Control Targets: Costs, 
Errors, and Fraud • • • • • • • • • • • • • • • • • • • • 

A Continuum of Agency Policies Toward Providers. • • • • 

Filtering Processes in Recipient Fraud Control 
• • • • • 

Stages of Infornlation ProceSSing •••••••••••• 

v 

47 

50 

83 

85 

88 

106 

135 

159 

180 

183 

188 

207 

245 

264 

284 

334 

• 



~~--~-.....----.-- -

LIST OF TABLES 

1 AFDC and Medi cai d Programs • • • • • • • • • • • • • • • 

2 National Estimates of AFDC Overpayments •••••••• 

3 Characteri stics of Case Study States •••••••• " • 

4 Client Errors in Illinois AFDC Quality 
Control Samples •••••••••••••••••••• 

5 Quality Control Eligibility Error Rates 
in the Illinois AFDC Program •••••••••••••• 

6 Reported Recipient Fraud in the State of 
Colorado for Peri od 4/80 Through 3/81 " •••••• 

7 State of Colorado AFDC Payment Error Rates ••••••• 

8 Agency Errors in Washington AFDC Quality 
Control Sampl es ••• • • • • • • • • • • • • • '." 0 • 

9 Client Errors in Hashington AFDC Quality 
Control Samples •••••••••••••••••••• 

10 State of Washington AFDC Payment Error Rates •••••• 

11 Processing of Illinois Medicaid Provider 
Fraud and Abuse Cases • • • • • • • • • • • • • • • • • 

12 Activities of the I11inois Medicaid Fraud 
Control Unit • • • • • • • • • • • • • • • • • • • • • • 

13 Case Activities of the Colorado Medicaid 
Investigative Unit ••••• ~ ••••••••••••• 

11. P1ayers in Fraud Control and Reldted Games ••••••• 

15 Disposition of Suspected AFDC Fraud Cases ••••••• 

16 Specialization in Fraud Control Agencies •••••••• 

17 Control Goals and Tactical Implications •••••••• 

18 Penalty and Incentive Strategies •••••••••••• 

vii 

Preceding page blank 

U 
1 

I 

I 
20 I 32 

'I 

41 

56 

68 

90 

101 

111 

113 

123 

143 

146 

169 

210 

286 

305 

315 

339 

[I 

I 

! 
i 
i h 

I! 

II 
! 
1 

I 

I 
11 

I 
i 
! 
i 
I 

ACKNOWLEDGMENTS 

This volume was made possible by a grant to SRI International from the 
National Institute of Justice. We wish to expre~s our gratitude to our 
project monitors, Fred Heinzelmann and Bernard Auchter of NIJ's Community 
Crime Prevention Division, and to Robert Burkhart, Director of NIJ's Office 
of Research Programs, for their guidance and encouragement during the 

• project. 

We also acknowledge the important role of Andrew Willard of SRI, who 
assisted 1n shaping the project and worked with Washington officials to 
write the two case studies of that state. Judith Hill of the University of 
Illinois assisted in the Illinois-based work and researched that state's 
filedic,aid program. 

Harlan Halsey, Frederick Nold, and Michael Block were helpful in the 
overall development of this work and authored a companion volume, "AFDL: An 
Analysis of Grant Overpayments," prepared as part of this project. 

The project was guided by an advisory committee whose members helped , 
resolve conceptual issues and commented constructively on draft materials. 
Members included Gilbert Geis, University of California~ Irvine; 
Steven Hitchner and Julie Samuels, Department of Justice; Norman Jacknis, 
former New York State Welfare Inspector General; Ronald Schwartz, Department 
of Health and Human Services; Alfred Ulvog, Assistant Inspector General, 
Department of Agriculture. Philir' I. Cook of Duke University, Larol Dorsey 
of NIJ and James A. Carroll of Syracuse University also provided valuable 
comments on draft reports. 

In each of the states visited, numerous legislators, benefit program 
managers, and law enforcement officials were interviewed and each was very 

ix 

Preceding page b'ank 

, t 

i 



helpful in providing us an understanding of his or her operations. Federal 
officials from regional headquarters offices of the Department of Health and 
Human Services were also helpful. Our promise to keep their specific 
insights confidential prevents us from acknowledging their significant 
assistance by name. 

Finally, we acknowledge our gratitude to the people who put our often 
incomprehensible work into readable form. Patricia QUintana and 
Judith Davis of SRI International were instrumental in this regard, as were 
Debra Sibert, Alicia Reed, and Agnes Foster of the University of Illinois. 

x 

}~ 
)1 

\1 
Ii 

Ii i 
I! 
I; 
Jl 
I 

j 
\ 
I , 
I 
I 

! 

II ,i 

I) 
t 
I 
1 
! 

I 
! 

I 

I 

INTRODUCTION 

Emphases in public debates over America's social programs change over 
time. In the G.~at Depression of the 1930s and again during the Great 
Society optimism of the 1960s, the central issues before Congress and the 
state legislatures were expansionist in nature--how should programs such as 
health, welfare, nutrition, and housing be expanded to meet social needs? 
How shoul d deli very systems be changed to improve "outreach" to the cl i ents 
the programs are intended to sei've? How shoul d bureaucrati c styl es be 
altered to respect the dignity of clients, their privacy and humanity, their 
status as citizens rather than as objects of official charity? 

By the late 1970s, these emphases had subsided, not because the 
problems had been solved but because more vocal and powerful forces were 
attacking the excess~s of social programs. While a 1961 survey found a 
plurality of respondents feeli!lg that government was spending "too little" 
on welfare, a 1977 survey found a plurality indicating thdt government was 
spendi ng "too much." A 1976 poll by Louis Ha rri s found 85% of 1500 
respondents agreeing with the statement, "Too many people on welfare cheat 
by getting money they are not entitled to." (Harris, 1976). General 
Accounting Office reports and Congressional heariMgs began to publicize 
mismanagement of social programs, Inspectors-General were appointed to 
oversee federal agencies, and the agencies themselves began to emphasize 
savings as major indicators of their accomplishments. By the start of the 
Reagan administration in 1981, reducing expenditures arid transferring 
programs from federal to state control becam~ the major social program 
proposals before Congress. 

As anti-government movements and taxpayer revolts brought social 
programs under attack, the issue of "fraud, waste, and abus'eu came to playa 
central role in the controversy. Perhaps echoing Gresham's Law that bad 
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money drives out good money, debates over ways to improve the effectiveness 
of social programs were overshadowed by exposes of welfare queens, Medicaid 
mills, poverty pimps, and nonexistent school lunches. By 1978, a defensive 
President Carter was appearing before a conference of 1200 officials to 
proclaim, IIThis Administration has declared war on waste and fraud in 
government programs •••• We are concerned with more than saving dollars, 
crucial as that is today. We must restore and rebuild the trust that must 
exist in a democracy between a free people and their government." (Carter, 

1978: 21) 

Responding to these charges, fraud control (a generic tenn we shall use 
to describe efforts to prevent fraud and abuse and to punish violators) 
became a widespread concern. Congress provided funding for federal and 
state fraud control efforts, revised social programs to facilitate fraud 
contro1

v 
and threatened to punish agencies which did not improve their 

perfonmance. Federal agencies began to analyze their fraud and abuse 
problems and sought to stimulate comparable efforts by the state and local 

agencies wh;'ch were spending federal funds. 

state agencies, also facing attacks from their own legislatures, pushed 
their local offices to pay more attention to accuracy in program 
administration. The issue of fraud had advanced from isolated public 
grumb1ings at the beginning of the 1970s to specific legislative mandates, 
administrative refonms in federal, state, and local agencies, and the 
fonmation of' specialized fraud control procedures and bureaucracies. 

The development of fraud control programs has been a conflict-ridden 
process. Critics continu~ to charge that administrators are failing to 
supervise programs effectively. Administrators argue that they have not 
been given the tools to wage effective control campaigns, and that the 
criminal justice system refuses to take fraud cases seriously. Prosecutors 
charge that the agencies are giving them weak cases, and that they have 
other, more important things to worry about. All claim that they are try'lng 
hard, that they don't have enough resources, and that someone else should do 
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something about fraud and abuse. From an opposite perspective, some 
supporters of social programs argue that too much is being done--that fraud 
control efforts are maki~9 it difficult for those who are, in fact, eligible 
to receive aid, and that the fraud and abuse issue is being used as a 
smokescreen to disguise efforts to dismantle social programs. 

This is a book about fraud control programs of the late 1970s and early 
1980s. We will provide neither a criminological analysis of those who 
defraud the government nor a textbook on the technology of fraud control, 
although both topics deserve more serious attention than they have as yet 
received. Rather, we will focus on a number of political and public policy 
issues surrounding fraud control. While, in the abstract, no one has 
opposed the development of fraud control efforts, specific control programs 
have led to conflicts within program agencies between those charged with 
delivering services and those given control responsiuilities; conflicts 
between program agencies and criminal justice agencies over enforcement 
priorities and responsibilities; and conflicts among federal, state j and 
local agencies over fraud control responsibilities. Many of these conflicts 
also involve disputes over the relative importance of different control 
problems and over resources for fraud control--how much should be spent, and 
who should pay for it? Finally, the implementation of fraud control 
programs has often led to charges that they are threatening either to 
immobilize the operations of the social program agencies or to violate the 
privacy and civil li~erties of program beneficiaries. Agreement that fraud 
should be controlled, in other words, has. not produced agreement on who 
shOUld do it, how it should be done, or how intensively it should be 
pursued. 

'. * * 

The issues of fraud control might be explored in many ways. Each 
government program provides different ~pportunities for fraud and abuse 
(Lange and Bowers, 1979; General Accoul\lting Office, 1981), and each 
administrati~9 and criminal justice system responds to these problems in 
different ways. While our analysis of fraud control issues will utilize 
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materials from many different sources, we will focus on two major programs, 
Aid to Families with Dependent Children (AFDC) and Medicaid. Both programs 
involve a combination of federal and state (or federal, state, and local) 
funding, and both are primarily administered by state agencies. The two 
programs, however, face substantially different problems. The AFDC program 
faces problems of recipient fraud, deception which affects rec'ipient 
eligibility and the size of the grant each will receive. (Similar problems 
are fac~d by Food Stamps, Medicaid, Supplemental Security Income, and 
general assistance programs.) In the Medicaid program, the major control 
problems are fraud and abuse by the providers (hospitals, nursing homes, 
phYsicians, pharmacies, etc.) who are paid to give services to recipients. 

Selecting AFDC and Medica"id programs for analysis involves both 
advantages and limitations. Since both programs are administered by states, 
they offer opportunities for comparative analysis which are not presented by 
federally-administered programs. Furthermore, they permit a comparison 
between programs to :ontro1 fraud by recipients and programs to control 
provider fraud. Yet, they leave us with no information about fraud and 
fraud control in federal programs or in programs whose beneficiaries are 
midd1e- or upper-class Americans and businesses. We do not know, in short, 
whether state agenci es are more or 1 ess competent and motivated to control 
fraud and abuse than their federal counterparts, and we do not know whether 
the poor or Medicaid providers are more or less likely to commit fraud than 
other recipients of government funds. Studies of fraud and fraud control in 
the Social Security program, defense contracting, and the income tax system, 
for example, would shed light on these issues. Finally, we must stress that 
we are not suggesting that either AFDC or Medicaid be curtailed or 
eliminated simply because they have fraud and abuse problems; while much can 
be done to improve these programs, they offer essential benefits to millions 
of Americans. 

Our analysi s proceeds in tllree parts. Part I sets out basic background 
information. Chapter One provides brief descriptions of the processes and 
organizations involved in the AFDC and Medicaid programs. Chapter Two then 
surveys conflicting definitions of fraud and abuse and estinlates of their 
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nature and extent. Part II presents six case stUdies of fraud control 
efforts, the responses of Colorado, Illinois, and Washington to AFDC and 
Medicaid fraud and abuse problems. Part III seeks to explain the 
development of fraud control programs in terms of the perspectives of 
program recipients and providers, administrative agencies, and fraud control 
specialists. In the concluding chapter, we analyze alternative approaches 
to improving fraUd control programs. 
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CHAPTER ONE 

PROCESSES AND ORGANIZATIONS: OPPORTUNITY 
STRUCTURES FOR WELFARE FRAUD AND FRAUD CONTROL 

WhY do I rob banks? Because that's where the money is! 

--attributed to Willie Sutton 

If my worst enemy was given the job of writinl my epitaph when 11m 
gone, he couldn't do more than write: "George W. Plunkitt. He Seen 
His Opportunitil:!s, and He Took IEm." (Reardon, 1963: 6) 

In Fiscal Year 1981. 3.8 million American families received payments 
totaling $12.5 billion under the Aid to Families with Dependent Children 
(AFDC) program. In the same year, 22.5 million people received services 
under the Medicaid program totaling $22.8 billion. (Office of Management 
and Budget, 1982) The two programs are, clearly, among the largest and most 
costly of government efforts to serve the poor. As they have evolv~d since 
1935 (AFDC) and 1965 (Medicaid),l the programs have developed detailed 
procedures both to determine who is eligible for benefits and to govern 
relationships among government agencies, individual recipients, and health 
care providers. To begin our analysis of problems of fraud and abuse in 
these programs, and responses to those problems, this chapter provides a 
general des~ription of how the programs work--how individuals apply for and 
receive benefits, how providers are re1mbursed for Medicaid services, and 
how the programs are fu~ded and administered. 

The Administration of State AFDC Programs. When Congress enacted the 
AFDC program (Title IV-A,of the Social Security Act) in 1935, the federal 
government began funding state programs which complied with federal 
guidelines. Since poor relief or welfare historically had been a state 
and/or local function in the United States, AFDC gave the states substantial 
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latitude to define who would be eligible for benefits, what level of 
benefits would be provided, and how the program would be administered. 
result, instead of one AFDC program, there are 54 (covering all states, 
District of Columbia, Guam, Puerto Rico, and the Virgin Islands). 

As a 
the 

To qualify for federal funding, each state must designate a "single 
state agency" to receive AFDC funds, and must prepare an annual state plan. 
In the plan, the state determines a "standard of need" which llreprese~ts the 
cost of those basic living needs which the state recognizes as essentlal for 
all appl i cants or reci pi ents under the assi stance program. II (DHHS, 1981: 
xii) In 1981, the standard for a family of four (one needy adult and three 
children) ranged from $187 per month (Texas) to $753 (Vermont). The state 
need not, however, award benefits equalling the standard; actual assistance 
payments for a family of four with no income ranged from $120 (Mississippi) 

to $563 (California). 

Once a standard of need and maximum payment levels have been 
established, the actual amount paid to a family is determined by the • 
composition of the "assistance unit" and its resources. The unit or faml1y 
must have at least one dependent child ("a needy child who has been deprived 

f parental support or care by reason of the death, continued absence from 
o ") 1 
t he home or phYsical or mental incapacity of a parent. States maya so , II . d f 
elect to include chi'ldren, under the AFDC-UP program, who are deprlve 0 

suppo~t by reason of the unemployment of a parent. II Chil dren must 11 ve wi th 
a specified relative and be under eighteen, or, if fUll-time.students: . 
between eighteen and twenty-one. If an applicant is categorlcally ellglble 
(there is an eligible child), the state then determines IIneed

ll 

by comparing 
the applicant's resources with the standard of need. In general, the state 
looks at both property resources and income resources (wages, pensions, 
child support payments, other government benefits), although some assets and 
some income are excluded from the calculation ("disregards"). (Fischel and 
Siegel, 1980: Chapter Two) A family with no resources will receive the 
full amount provided for a family of its size; payments will be reduced if 
resources are available, or an application will be denied if countable 

resources exceed the standard of need. 
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Once a 5tate plan has been appr~ved by the Office of Family Assistance 
of the Social Security Administration, the federal government pays 50% of 
the program's administrative costs and between 50 and 65% of the costs of 
benefit payments, depending on the per capita income of the state. In 
eleven states, counties pay a share of the non-federal costs; the rest is 
paid by the states. Apart from certain monitoring efforts to be discussed 
later, the federal govennent plays no role in the administration of AFDC 
programs. The day-to-dqy handling of the application and payment process 
follows one of two basic patterns. Thirty-six states have 
"state-administered" AFDC systems, in which local offices of the state 
welfare department process applications and issue checks; eighteen states 
have IIstate-supervised" systems in which the state only supervises the 
operations of local (usually county) welfare agencies. In the 
state-supervised systems, counties have some discretion in interpreting 
program guidelines, setting benefit levels, and handling individual cases. 
In both systems, local welfare offices process Food Stamp and Medicaid as 
well as AFDC applications, and may also handle non-federal1y-funded general 
assistance programs for persons who do not meet the requirements of the 
federal programs. All AFDC recipients also receive Food Stamps and Medicaid 
benefits; some persons qualify for the latter programs without being 
eligible for AFDC. 

Procedures used to handle applications for AFDC and the other programs 
vary from state to state, and probably from office to office.2 All 
applicants must complete an application form; a 1977 report by the 
Congressional Research Service found that states varied in terms of this 
require~ent from a minimum of one form (ranging in length from four to 
thirty-seven pages) to a maximum of twenty-one forms (ranging from 
twenty-seven to forty pages). (Congressional Research Service, 1977: 30) 
In addition to comp1eting the application form(s), the applicant may be 
asked to provide documentation of age, family composition and relationships, 
citizenship, residence, social security number for each member of the unit, 
school attendance of the children. resources, and expenses. Unless exempt, 
the applicant will also have to register, usually at another office, for the 
Work Incentive Program, to cooperate (if necessary) in efforts to establish 
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paternity and collect child support payments from the child's father, and to 
assign support payments to the state. 

States also vary in the extent to which verification of application 
information goes beyond examining the documentation provided by the 
applicant. Verification may involve conducting home visits with potential 
recipients or contacting secondary information sources. These contacts may 
include letters, calls, or computer-based inquiries to employers, banks, 
schools, and other government agencies to obtain independent confirmation of 
information provided by an applicant. Although most states now employ 
extensive verification methods, the philosophy attached to verifying 
eligibility information at application has undergone a significant shift in 
recent years. During the 1960s, federal initiatives and regulations 
encouraged welfare agencies to base ~~DC eligibility, as far as possible, on 
the information volunteered ~y applicants. Extensive verification was 
discouraged in favor of increasing agency responsiveness to recipients and 
decreasing the extent of intrusion into their personal lives as a 
requirement of program participation. By the early 1970s, however, concerns 
that de-emphasizing verification encouraged fraud in the AFDC program led to 
the policy reversal that now characterizes the program--one which encourages 
independent verification of at least some of the information provided by 
applicants. (Congressional Research Service, 1977: 30) 

Once AFDC eligibility is established on the basis of the information 
provided at application, the recipient family becomes part of the AFDC 
client caseload and starts to receive periodic cash payments. Case records 
are maintained at local welfare offices on AFDC families and their members. 
These records contain all eligibility information received at application 
and are supposed to be continuously updated to include changes in the status 
of a family, the amount of benefits paid, and other information which may 
affect a family's eligibility or be necessary for the provision of 
benefits. Typically, information from these case Y~r.ords is summarized in 
other files, both at the local welfare office and~t the state welfare 
agency. The most cammon of these condensed records is a master beneficiary 
record file which is an inventory of basic information about current 

12 

f 

n. 

II 

! 
I! 

If 

II 
I 
~ 
I' 

I 
» 
II 

~ 
~ 
1/ j, 
fl 

I 
I 
I 

i 
'I I ,I 

I I, 
~ 

II 
I' II 
1/ 

~ 
n ,I 

II 
II 
Ii 
11 

r 
II 
II 
fl 
I' 
(J. 
!I 
II 
1,1 1 
I 
! 
1 
I 
i 
I , 
I 

II 
/1 
d 

,i 

1 
'I 
1 

... ~-- -'--.. .-~ 

recipients. This file usually includes information such as name, date of 
birth, address, date of eligibility and benefit payment amount for each 
program recipient. Depending upon the state, AFDC h~nefit checks are 
distributed by the state or the local agency and may be either mailed 
directly to recipients or mailed for pick-up at local banks or welfare 
agencies. 

Eligibility for AFDC assistance and the amount of assistance available 
to a family can c~ange substantially over time. Changes in circumstances, 
such as an increase or decrease 'in income, change in family composition, or 
change in living expenses may not only affect the amount of the AFDC grant, 
but may also render a family ineligible for the program. Federal 
regulations require states to establish procedures to ensure that 
alterations in circumstances are systematically brought to the attention of 
welfare agencies so that eligibility adjustments can be made. 

Two processes are used by welfare agencies to ensure that eligibility 
adjustments are made--client reporting and redetermination of eligibility. 
In all states, AFDC recipients are informed at application of their 
responsibilities to report changes in their status which might affect their 
eligibility for assistance. A welfare agency might require a recipient to 
report as a condition of continUing eligibility, such matters as changes in 
income, family composition, residence, school attendance, and participation 
in work or training programs. Recipients are first informed of their 
reporting responsibility when they complete the AFDC application. At this 
time, they typically are asked to sign an application which includes a 
certification that they will report status changes that might affect their 
eligibility. Signing the AFDC application is typically an acknowledgment 
that the recipient understands that failure to report changes in status may 
result in criminal penalties. 

State practices with regard to reporting vary widely. Some states 
systematically mail AFDC recipi~nts a change of status/reporting form 
periodically (monthly or quarterly). In those states that utilize periodic 
reporting forms, some require that it be returned to the welfare agency only 
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if a change in status has occurred, while others require that the form be 
returned regardless of any change. Failure to submit the form in the latter 
case is often reason for the agency to terminate or delay payment of AFDC 
benefits. In practice, reporting procedures in most states usually focus on 
recipients' income because of the high potential for change and the 
prevalence of abuse by recipients when reporting this information. 
(Congressional Research Service, 1977: 88) 

Eligibility for benefits under the AFDC program is not a permanent 
condition. Regulations require that AFDC eligibility be formally 
redetermined at least every six months. The intent of these regulations is 
to insure that AFDC cases are comprehensively reviewed so that those in 
error not continue for long periods of time, The redetermination process, 
like the application process, also differs significantly among the states. 
Fur example, redetermination procedures often varY in the degree to which 
specific infoi1nation is reviewed, the kind of documentation required, and 
the extent to which and methods by which information is verified. The 
redetermination procedures in a state may involve practices as complete as 
the process of initial application or they may involve a simpler procedure 
in which only certain facts are checked and reverified. (Congressional 
Research Service, 1977: 40-44; Bendick, Lavine, and Campbell, 1978: 41-51) 

The frequency with which AFDC cases are redetermined also differs among 
states. Some states follow the minimum federal requirements and conduct 
redeterminations every six months. Other states perform redetermination 
more often, especially for certain types of cases, For example, states may 
requ ire more frequent redetermi nati ons for cases in "'hi ch the father is 
present in the home or in cases where recipients have e&rned income, because 
these cases are considered to be potentially more likely to involve errors 
or fraud. 

Redetermination of AFDC eligibility is considered to be one of the most 
important aspects of AFDC program administration. It is crucial to the 
maintenance of program integrity, especially with regard to fraud prevention 
and detection. For the typical AFDC case, redetermination is the only 
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instance in which AFDC eligibility is critically scrutinized by welfare 
staff after an application is approved. Unless a case is singled out for 
review by other means (i.e., a recipient's report of status changes, a 
quality control review, or a tip from another source), redetermination is 
often the first routine opportunity for an examination of case accuracy and 
the possible existence of fraud. tor example, if an AFDC recipient is 
defrauding the program, benefit checks for six months are almost assured 
before there is a risk of detection via a redetermination. If this f~aud is 
undetected during the first scheduled redetermination, the period of fraud 
may extend to a year. 

State Administration of Medicaid Programs. The Medicaid program (Title 
XIX of the Social Security Act) provides federal funding for health care 
services delivered to persons who are receiving cash assistance from AFDC or 
Supplemental Security Income (aid to aged, blind, or disabled persons), or 
who are "medically needy" (persons who fit within AFDC or SSI categories and 
have enough income to pay their basic living expenses but not enough to pay. 
for their medical care.) All states cover AFDC and SSI recipients in their 
r~dicaid plans; thirty-three states also provide for the medically needy. 
All states must cover certain basic services: Inpatient and outpatient 
hospital services, laboratory and X-ray services, skilled nursing facilities 
for persons 21 or older, home health care services for persons eligible for 
skilled nursing facilities, phYsicians' services, family planning services, 
rural health clinic services, and early and periodic screening, diagnosis, 
and treatment of individuals under 21. States may also elect to include 
drugs, eyeglasses, private duty nursing, intermediate care facilities, 
inpatient psychiatric care for the aged and persons under 21, phYsical 
therapy, dental care, etc. (Health Care Financing Administration, 1979: 2-3) 

In addition to specifying wh1ch services will be provided for Medicaid 
recipients, each state's annual Medicaid plan specifies how providers will 
be reimbursed. Federal regulations require that hospitals and nursing homes 
(skilled nursing facilities and intermediate care facilities) be reimbursed 
on a reasonable-cost basis,3 hut the states can establish their own 
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systems to reimburse other providers. The federal government pays 50% of 
the states' administrative costs, and between 50 and 78% of benefit costs, 
again depending on the states' per capita income. In addition to these 
basic cost-sharing arrangements, the federal government (the Health Care 
Financing Administration in the Department of Health and Human Services) 
will pay 90% of the costs of developing automated claims processing and 
management information systems, and 75% of the costs of operating such 
systems. The costs of professional medical personnel used in program 
administration are matched at a 75% rate, and the costs of skilled nursing 
facility inspectors are matched at a 100% rate. Of particular concern to 
this study was the 90 percent offer of federal financing (reduced to 75% in 
1981) for states that operate Medicaid fraud control units. 

Each state designates a "sing1e state agency" to plan and implement its 
Medicaid program. Medicaid recipients are enrolled by the local welfare 
offices which process AFDC applications: these offices mayor may not be 
part of the Medicaid agency. The agency contracts with hospitals, nursing 
homes, pnysicians, pharmacies, and other providers to accept Medicaid 
patients (requiring that they accept Medicaid fees as full reimbursement for 
services). While it directly arranges for provider participation and sets 
reimbursement rates, the Medicaid agency also may contract with an insurance 
company or fiscal agent to process claims submitted by providers. The 
agency must provide for monitoring and auditing of providers' costs, and 
estab1 ish a system to refer appropri ate c1 aims to other sources ("thi rd 
party 1iability"), e.g., insurance companies, the Veterans Administration, 
or Medicare, since Medicaid is designed to be only a "payor of last resort." 

The Medicaid program presents two very different opportunities for 
fraud--1ikc the AFDC recipient, the Medicaid recipient may misrepresent 
facts at the time of application or redetermination, e.g., concealing assets 
or income which would exceed eligibility limits. More significant in terms 
of total financial loss are fraudulent claims by providers--c1aims for 
services never delivered, duplicate claims, inflation of hospital and 
nursing home costs, overc1assification of services to qualify for higher 
fees, etc. Administratively, recipient fraud problems are the concern of 
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the welfare offices which handle applications and redeterminations, while 
provider problems are the concern of the centr~l Medicaid agencies. 

The Federal Role in AFDC and Medicaid Programs. As has been indicated, 
state agencies have substantial freedom to determine eligibility for AFDC 
and Medicaid benefits, the scale of those benefits, reimbursement rates for 
Medi cai d provi ders, and systems for admi ni stet"i og the two programs. Thus in 
most ways they are state programs, even though they involve sUbstantial 
federal financial participation (FFP). While state AFDC and Medicaid 
administrators have this freedom to adapt their programs to state needs, 
priorities, and resources, federal agencies (the Social Security 
Administration and the Health Care Financing Administration) have a number 
of opportunities to influence state decisions. In the process of reviewing 
annual plans and reports, federal agencies can determine that state 
practices are not in compliance with federal guidelines and threaten to 
disallow FFP for non-compliant activities. Audits conducted by the 
Inspector General of the Dupartment of He31th and Human Services identify 
"exceptions," specific non-compliant expenditures which lead to the denial 
of FFP. 

Of particular interest to our analysis of fraud control in AFDC and 
Medicaid are federal efforts which began in the 1970s to pressure states to 
take action against erroneous payments. While the states control all 
decisions regarding eligibility and payment levels, the Department of 
Health, Education, and Welfare (later DHHS) created a quality control 
process to provide estimates of the nature and extent of eligibility and 
payment errors in each state. As will be detailed in Chapter Two, the "QC" 
process reviews a sample of AFDC, Medicaid, and Food Stamps files in each 
state and calculates the proportion of cases and payments which are in 
error. Semi-annually, each state is required to submit a "corrective action 
p1an" indicating how it will reduce identified types of errors. Late in the 
1970s, Congress attached fi sca1 sanctions (the "Mi chel" amendment) to the 
error rate system, threatening to reduce FFP for states with high error 
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rates. (The fiscal sanction strategy will be discussed in Chapter 
Fifteen.) While no fiscal sanctions had been imposed by 19Q2, their 
threatened imposition led many states to review their managem~nt practices. 

Supplementing the diagnostic process created by the quality control and 
corrective action systems have been limited technical assistance efforts by 
SSA and HFCA; regional office and national-level officials have sought to 
provi de i nfonnati on for state agenci es on techni ques whi ch mi ght address 
error and/or fraud and abuse problems. Finally, in addition to the 
Congressionally-authorizad prog~ams which provide 75% federal funding for 
Medicaid Management Infonnation Systems, Child Support Enforcement units, 
and Medicaid Fraud Control units, the federal agencies can award 
discretionary funds for "demonstration projects" to address state fraud 
control probl ems. 

Responses to Fraud Problems. Finally, a few words are in order about 
the range of responses which may follow when fraud is detected. We will use 
the generi c tenn "fraud control" to encnmpass all responses to fraud 
problems. Fraud prevention refers to efforts to make sure that fraud will 
not take place in the future {revising program reqUirements, improving 
administrative procedures, etc.).4 Fraud enf~!ment programs involve 
responses to specific events which have already rccurred: what should be 
done with Mrs. Smith or Dr. Jones? In many casas, as will be seen in the 
following chapters, noth;ng is done because the fraud either cannot be 
proved or is trivial in scale. A second level of response is to cut the 
agency's losses by taking Mrs. ,:.mith off the AFDC rolls or terminating Dr. 
Jones' contract to serve Medicaid patients. Third, the welfare agency can 
try to persuade defrauders to give the money back voluntarily; overpaid AFDC 
recipients who remain on the rolls may also find their grants reduced 
( recoupment) • 

All of these responses to overpayments, whether innocent or fraudulent, 
can be accomplished by the welfare agency acting on its own (although the 
recipient or provider might contest the action in an administrative hear~ng 
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or court proceeding). Efforts to impose additional civil or criminal 
penalties on defrauders, however, involve the participation of judicial 
agencies. AFDC and Medicaid fraud involve violations of both federal and 
state laws, although there are differences in coverage and penalties. As a 
result, fraud cases may be prosecuted through either judicial system, using 
state and federal investigators (state police, the FBI, and the DHHS 
Inspector General), prosecutors (county prosecutors, state 
~t~o:neys-General, United States Attorneys), and judges. These agencies may 
lnltlate enforcement actions on their own (e.g., Via grand jury 
investigations) or as a result of case referrals from welfare agencies. 
Perhaps as important, as we shall see, is the fact that they can decide not 
to act, either choosing to concentl'ate on other matters or specifically -
declining referrals for prosecution. While state and federal judicial 
systems can serve to implement the fraud control goals of the welfare 
system, they also have the freedom to direct their attentions elsewhere. 

In conclUsion, Table 1 summarizes basic aspects of AFDC and Medicaid 
costs, beneficiaries, funding, administration, major fraud and abuse 
problems, and control responsibilities. We turn now to estimates of the 
extent of these problems. 
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Total Costs, FY 1981 

Beneficiaries, FY 1981 

Federal Financial 
Participation: 

Program Costs 

Administrative Costs 

Administrative Structure: 

Determination of 
eligibility 

Payments 

Major Control Problems 

Fraud Control 
Responsibilities: 

Prevention 

Enforcement 

Table 1 

AFDC AND MEDICAID PROGRAMS 

AFDC 

$12.5 billion 

3.8 million families 

50-65% 

50% 

State or county wel~ 
fare offi ces 

State or county 
treasurer 

Recipient fraud 
regarding income or 
family structure 

Local offices 

State or local 
i nvesti gators 
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Medicaid 

$22.8 billion 

22.5 million persons 

50-78% 

50% of basic costs; 
75-90% of special 

program costs 

State or county 
welfare offices 

State or county 
treasurer, or 
fiscal agent 

Recipient fraud; 
provider fraud and 
abuse 

Local offices (e1igi-
bility): cl aims 
processors (provider 
fraud and abuse) 

State investigators 
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NOTES 

1. The development of federal poverty programs is described in Advis~ry 
Commission on Intergovernmental Relations (1980); Handler and 
Hollingswurth (1971); Piven and Cloward (1971); and Steiner (1966). 
The development of Medicaid is described in Stevens and Stevens (1974) 
and Thompson (1981: Chapter Four). Federal consideration (or lack 
thereof) of fraud prevention and enforcement issues in the development 
of these programs will be discussed in Chapters Eleven and Twelve. 

2. In the text, we discuss variations in official application procedures. 

3. 

4. 

In subsequent chapters, it will become apparent that there are very 
substantial variations arising both from the competence and motivation 
of local administrators and caseworkers, and from poliCies toward 
applicants; some offices and some caseworkers tend to give the benefit 
of the doubt to the applicant, processing applicants as quickly as 
possible and checking the details later, while others tend to stick to 
the letter of the regulations, delaying approval until all papers are 
in order, all facts verifi~d, etc. 

States, in general, are required to follow the Medicare reasonable cost 
payment system for reimbursements for hospital care unless they have 
approval from the Secretary of DHHS to use an alternative payment 
system. For all other services, with the exception of skilled nursing 
faci1 ity and i ntennedi ate care faci1 ity services, the only federal 
requirement is that the state Medicaid reimbursement rate~may not 
exceed the amounts paid under Medicare; thus, there is a ceiling on 
payment, but no corresponding floor. In the case of skilled nursing 
facility and intennediate care facility serVices, a state's payment 
level must be reasonably related to cost. This does not mean that a 
state is required to use the Medicare reasonable cost system, but that 
they must relate their reimbursement rates to the cost of care in some 
reasonabl e way. 

Potential fraud prevention strategies for state and local benefit 
programs are analyzed in depth in Gardiner, Hentzell, and Lyman (1982). 
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CHAPTER TWO 

ESTIMATES OF THE NATURE AND EXTENT OF 
FRAUD AND ABUSE PROBLEMS 

Fraud, waste, and abuse in HEW programs amount to $5.5 to $6.5 billion 
doll ars each year. 

--DHEW Inspector General, May 1978 
(HEW,1979: 150) 

We never could figure out how they came up with that figure. We got a 
call from the Secretar,y's office saying he would be giving a speech in 
nine days, and wanted an estimate of fraud, waste, and abuse. We sure 
didn't know about our program, and I doubt that any of the people in 
other programs had better figures. We sent in some figure--we had 
to--and I guess the Secretar,y's people just added up all the guesses. 
Welve been stuck with the $6.5 billion figure ever since. 

--Assistant DHHS Inspector 
General, March 1981 

What's the Problem? Definitional Issues. Debates over improper 
expenditures in government benefit programs have long been marked by vague 
and conflicting definitions and by questionable data. At the low and of the 
spectrum are estimates based on cases of fraud which have be~n prove~ in 
court; at the hi gh end are estimates whi ch i ncl tide any e~penditure \fhi ch 
does not further the aims of the program (to reduce poverty, improve health 
and nutrition, etc.). A 1981 analysis of twenty-one federal agenCies by the 
General Accounting Office utilized a very elastic definition of "fraud and 
illegal activities": 

••• any willful or conscious wrongdoing that adversely affects the 
Government's interests. It includes, but is not limited to, acts of 
dishonesty which contribute to a loss or injur,y to the Government. The 
following are some examples of fraud or other unlawful activity: 
falsification of documents, such as time cards or purchase orders; 
charging personal expenses to Government contracts; diversion of 
Government property or funds for unauthorized uses; submission of false 
claims, such as invoices for services not performed or materials not 
delivered; intentional mischarging or misallocation of contract costs; 
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deceit by suppression of the truth; regulatory or statutory violations, 
such as briber,y, theft of Government property, graft, conflict of 
interest, and gratuities; and any attempt or conspiracy to engage in or 
use the above devices. (General Accounting Office, 1981: 2) 

In contrast with this ~mphasis on the effects of the behavior in question, 
other definitions are formalistic in emphasis (Does it violate a law or 
regulation?) or ~lly judgmental (Does the person "deserve" some extra 
help? Is it in a "good cause"?). 

Because of varying definitions such as these, conflicting estimates of 
the scale of improprieties in government activities often are due to the 
fact that people are talking about different things. Before describing 
different methods which are used to measure improprieties, we should ~ote at 
least five different problems which are often lumped together: 

Fraud usually refers to a violation of a civil or criminal statute, 
and involves intentional misrepresentation of facts for the purpose 
of obtaining unauthorized benefits from a program; the 
misrepresentation may involve either the provision of incorrect 
facts or the failure to provide correct facts. 

• Errors involve program decisions which violate relevant rules, and 
may be intentional or unintentional, substantial or technical, and 
may be caused by the official (e.g., not knowing the rules, or 
incorrectly applying the rules to the facts) or the client. A 
decision involving an error could either incorrectly award benefits 
or incorrectly deny them. 

• Abuse most frequently is used in a circular fashion to refer to 
Iiimproper utilization of a program." While intentional fraud and 
unintentional error would also constitute "improper utilization," 
the term abuse usually refers to situations in which "benefits are 
obtained or used in ways which are not intended by those who design 
or administer pro~rams, but which ar~ not specifically prohibited by 
law or regulation (Lange and Bowers, 1979: 15). Since there are 
no definitions of behaviors which were not "intended," apart from 
those which have been specifically prohibited, perceptions of abuse 
are quite elastic. 

• Waste is a concept even more vague than abuse. In general, it 
refers either to ineffective expenditures (expenditures which do not 
accomplish progralllllatic goals) o,r inefficiencies, things which cost 
more than is necessary. 

24 

f 

!i 
1! 
I: 
I 
I 

• Corruption, unlike the previous terms, specifically refers to 
actions by officials. Some definitions are formal in nature 
("behavior which deviates from the formal duties of a public officer 
for private wealthll); others are broader (e.g., IIbehavior of public 
officials which deviates from accepted norms in order to serve 
private ends.") (Definitions of corruption are discussed in 
Gardiner and Lyman, 1978: Chapter One). In some agencies, corrupt 
acti vi ti es are termed "emp10yee fraud. II 

Measurement Systems. Measurement is a multi-stage process involving 
data collection, the classification or labeling of that data, and the 
extrapolation or projection from that data to some assumed universe. If we 
want to measure how many murders occurred, for example, we would have to 
count the number of deaths, utilize a definition of murder to classify the 
deaths, and then make an assumption that these known murders constitute some 
proportion of the total number of murders. In this example, we usually 
assume that the initial counting process is fairly simple, since most bodies 
and most missing persons are reported. The labeling process is somewhat 
more complicated, since we must make judgments that the death was caused by 
someone else, that the act which caused it was intentional, etc. Finally, 
if we have data on only part of the population we are interested in (e.g., 
if we have data on California and want to know about murder in the entire 
United States), we would need to make assumptions about the relationship 
between our sample and the universe. If we conclude that the two are 
similar and California constitutes lOX of the population, then we can simply 
multiply California's murders by ten; if we guess that Californians are half 
as murderous as others, we might multiply by twenty. 

Attempts to measure the nature and extent of fraud and abuse suffer 
from very serious counting, labelling, and projection problems. Since 
misrepresentation and deception are central to the crime, counting only 
occurs when someone goes looking (defrauders are rarely so guilt-ridden as 
to turn themselves in, although they may be inept enough to provide 
conflicting or incredible information which invites investigation). 
Labeling the events we have counted is clouded both by the necessity to 
infer intent (Did Mrs. Jones forget to report her babysitting job, or was 
she intentionally concealing this income?) and by ambiguities in applicable 
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rules (Had a teen-aged son "left the family" if he spent only ten days at 
home last month? Was it improper for the pediatrician to give every_member 
of the family a pnYsical examination when one child had a sore throat?). 
Projecting from a sample of AFDC recipient or Medicaid provider files to the 
universe is beclouded by several problems. Are the people of State X more 
likely to try to cheat than other states l AFDC applicants? Are the welfare 
workers of State X more likely to spot the deception at the time of 
application so that fewer of those who try will succeed? Is the sample 
selected in a way which will over- or under-represent defrauders? (I.e., if 
we pick files which have certain characteristics, such as those with 
teen-age children or unemployed fathers, the proportion of errors may be 
unrepresentative of the total caseload). Compounding all of these 
methodological problems may be problems of bias--do the counter, the 
labeler, and/or the projecter overstate or understate the existence of fraud 
and abuse?--and of variations among the individuals or organizations which 
produce data (looking at similar "facts," State X may report IIfraud" while 
State Y reports "uni ntenti ona 1 error ll in reports to a federal agency). 
These problems are especially important when the estimates are used to serve 
some overt or covert purpose of the estimater: supporters of a program and 
the program l s admi ni strators will estimate low ("Al most all of our cl i ents 
are really poor; it is only a few welfare queens who try to cheat the 
system"), while opponents of a program or those who seek to justify control 
emphases wi 11 estimate hi gh (IIMost of those peopl e are cheati ng, and all of 
those poverty pimps are padding their billsll). 

Finally, we must recognize the important of systems to record data. 
Air pollution, discrimination, and industrial accidents have always existed, 
but it is only recently that official systems were established to measure 
them. Newspaper headlines and dramatic prosecutions of welfare queens and 
t~edicaid mills tell us not that these cases are representative of welfare 
cases but only that the newspaper or the prosecutor found them worth 
publicizing or prosecuting. The General Accounting Office report cited 
earlier surveyed twenty-one federal agencies and found that they knew of 
77,000 cases which fit the GAO definition of IIfraud and illegal 
activities. 1I Since each agency had different systems for locating, 
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labeling, and processing cases, it is hard to say what proportion of each 
agency1s problems was captured by the GAO data; some systems may retain all 
i nfonnati on whi ch has been recei ved whil e others may record only the cases 
which remain at the end of the process. l As Albert J. Reiss, Jr., and 
Albert D. Bidennan note in a major study of data sources on IIwhite-collar 
law-breaking": IIConceptlJally and empirically, the records of individual 
events themselves are products of socially organized means of perceiving, 
defining, evaluating, recording, and organizing infonnation ll (Reiss and 
Bidennan, 1980: lxx). 

Auditing Approaches: The Federal Quality Control Systems. We have 
indicated that the "horror stories" p~esented in newspaper exposes or 
prosecutions may be Simply exotica which fit publishing or legal needs, and 
that agency records may only reflect the cases that they have learned about 
aMd classified according to their own criteria of significance. Neither 
source purports to cover the entire scope of a benefit program, and both 
sources systematically exclude lesser offenses. A more valid methodology 
requires systematic auditing of all program decisions or a random sample of 
them. As the costs of welfare escalated in the 1970s, federal agencies, 
with SUbstantial prodding from Congress, sought to develop ways to detennine 
whether federal funds were going to overpaid or ineligible recipients. 
Whether the purpose was selfish (to reduce federal matching of overpayments) 
or benign (to assist state administrators to improve their programs), the 
federal agencies wanted a statistically valid way to identify payments in 
violation of federal and state regulations. The results have been the 
Quality Control <QC) systems established for Food Stamps (1971), AFDC 
(1973), Supplemental Security Income (1974), and Medicaid (1975). All four 
QC systems look at problems of recipient eligibility;2 we will focus on 
the system used in the AFDC program as an illustration of QC issues. 

The AFDC QC system uses both federal and state analyses. Every six 
months each state welfare agency draws a sample of cases to be reviewed 
(about 150 in the smaller states, and about 1,200 in states with more than 
60,000 AFDC families). State QC reviewers look at these case files to 
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determine the accuracy of the grant amount and the recipient's eligibility; 
factors such as family income, resources, and other grant requirements are 
verified through contacts with persons such as recipients, landlords, and 
employers. The reviewers calculate "case error rates" (proportion of 
ineligible case$, overpaid but eligible cases, and underpaid cases) and 
"payment error rates!! (the proportion of erroneous payments in each case 
error category). (A smaller set of cases in which the agency has denied 
applications--"negative case actions"--is also reviewed.) QC staff from the 
regional offices of DHHS then select a subsample of the cases reviewed by 
the states, and re-review them to assess the accuracy of state conclusions. 
After federal-state differences on individual cases have been resolved (DHHS 
has the final word), official state error rates are computed. 

Nationally, the AFDC quality control reports for the period April to 
September, 1980, indicate that 5.0% of the cases reviewed were ineligible, 
10.2% were eligible but overpaid, and 4.3% were eligible but underpaid. 
Payments to totally ineligible cases amounted to $215 million; overpayments 
to eligible cases amounted to $176 million. Client errors (not reporting 
information or reporting incomplete or incorrect information) occurred in 
8.2% of all cases, and 47% of the error cases. Client errors accounted for 
80% of all resource errors and 53% of Errors concerning earned income and 
other benefit program receipts. (Social Security Administration, 1982). 
(Error rates and their corrective action implications are examined in depth 
in Bendick, 1978.) 

Quality Control Findings vs. "True" Rates of Recipient Fraud:. 
Implications of Recipient Surveys. Qua1ilty control systems have been 
attacked for a variety of reasons. In Chapter Fifteen, we will discuss the 
attacks which focus on their fiscal sanction implications, including 
proposals that states with high ~rror rates will receive reduced federal 
cost-sharing and their potentially dysfunctional effects (that pressures on 
the welfare agencies to reduce errors will cause them to give short shrift 
to other goals such as service to recipients, speedy processing of 
applications, efficiency, etc.). At this point, we will note that for both 
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substantive and methodological reasons, quality control surveys are only 
imperfect measures of the extent of recipient fraud in a benefit program. 
Substantively, their focus on "errors" (awards in violation of regulations) 
avoids the issue of intent: client errors may correctly indicate causality 
but mingle intentional concealment with such things as forgetfulness, 
ignorance, and laziness. Methodologically, the QC process may encourage 
i ntent'f ona 1 data suppressi on by state revi ewers who want to make thei r 
agency look good, an overrepresentation of errors which are easy to find 
(regular jobs reported to the Department of Labor, school attendance, etc.) 
and, most importantly, underrepresentation of more easily concealable 
assets, income, and family structure factors. Since the reviewers do not 
conduct full-scale criminal-type investigations of the recipients whose 
files they are examining, they are heavily dependent upon official records, 
statements by banks or employers they know about (e.g., present or past 
employers identified by the recipient), and the statements made by the 
recipients themselves. (Richardson, 1977; General Accounting Office, 1980 
and 1981 b) 

A uni que opportuni ty to go beyond the fi ndi ngs of the QC revi ews \lIas 

provided by the Seattle and Denver Income Maintenance Experiments (SIME and 
DIME). SIME, running from 1970 through 1976, and DIME, running from 1972 
through 1977, were the 1 a rgest of four income mai ntenance experiments 
conducted by the federal government to simulate conditions in which there 
was a universal negative income tax. In the experiment, a treatment group 
received grants similar to but more generous than AFDC; a control group 
received no grant but was allowed to partiCipate in other welfare programs, 
including AFDC. During the experiments, both treatment and control 
households were interviewed approXimately three times a year by interviewers 
from Stanford Research Institute (SRI); respondents' statements were not 
reported individually to the local welfare agencies or to the federal 
sponsors. 

Extensive efforts were made in the interviews to record the structure 
of the family and each member's earnings and employment. Data was also 
collected directly from the welfare agencies on control families who 
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reported participation in AFDC. Thus it is possible to compare the data 
reported to AFDC with the data reported to the SRI interviewers. (Since 
SIME/DIME and AFDC defined family units differently, it was necessary to 
reconstruct the SIME/DIME data to match the AFDC families.) Analysis of 848 
households in Seattle and 1,294 households in Denver produced the following 
findings (Halsey, No1d, and Block, 1982): 

(1) About one-half of the households in each city had reportable 
income. Of these, one-quarter of the Seattle households and 
one-third of the Denver households reported.!!Q. income to AFDC. 
The average amount of monthly earnings not reported to AFDC by 
households which reported income to SRI was $322.36 in Seattle and 
$354.45 in Denver. The earnings of male heads of households were 
far less likely to be reported than female heads; income by 
non-head members of the family was rarely reported. About 
one-quarter of non-wage income (pr'imarily alimony and other 
government benefits) was reported in Seattle, and about one-half 
in Denver. 

(2) With regard to family structure, 47% of the Seattle households and 
42% of the Denver households failed to report the existence of 
male heads, and 8% (Seattle) and 9% (Denver) overreported children 
(i.e., reported children who either did not exist or did not live 
in the household). 

(3) Aggregating the effects of income and family structure 
misreporting, Halsey, Block, and No1d concluded that the total 
amount of annual overpayments in Seattle was between $1.4 and $7.1 
million; in Denver, the range was between $2.0 and $9.9 million. 

. (4) In terms of types of misrepresentations, they concluded that AFDC 
recipients tend to overstate the number of non-income earning 
dependents but understate the number of family members capable of 
earning income (male heads, teenagers), and to report only a 
fraction of wage and non-wage income. When the family 
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acknowledges a particular source of income (e.g.~ a specific job), 
it tends to report a high percentage of the income from it; other 
sources are not reported at all. 

As we have indicated, the SIME/DIME data are a unique source of 
recipient-reported data on income an~ family structure. It is likely that 
the SIME and DIME households concealed some information from the SRI 
interviewers, so Halsey, Nold, and Block's conclusions probably miss some 
fraud. We have no way of knowing whether Seattle and Denver families are 
more or less likely than other American AFDC families to misrepresent facts 
in reporting to AFDC agencies. However, if we make the assumption that 
there is a nationally constant proportion of overpayments in AFDC caseloads, 
then national estimates such as those presented in Table 2 are possible. 
Dividing the Halsey, et al., estimates of overpayments by the number of AFDC 
families in the two cities, we can produce low (line D) and high (line E) 
estimates of overpayments per AFDC family. Multiplying these estimates by 
the total number of AFDC families in 1980, we can derive low (line G) and 
high (line H) estimates of the national overpayment problem: AFDC 
overpayments may range from $376 million to $3.2 billion annua11y.3 

Provider Fraud and Abuse. Unlike the problem of recipient fraud and 
error, no statistically valid surveys of provider fraud and abuse exist. 
The Medicaid quality control system checks a sample of Medicaid claims, but 
error findings only indicate that a payment violated a program rule (e.g., 
by paying for a service not covered, by paying an incorrect amount, etc.); 
QC reviewers do not check to see if the service was provided as claimed. 
While Medicaid agencies annually report "overpayments identified" and the 
penalties levied on participating providers, they do not systematically seek 
to measure which types of provider services are most frequently abused and 
to what extent. As will be seen in Chapters Six through Eight, the agencies 
which audit and investigate Medicaid providers concentrate their attention 
on those providers who receive the most payments (hospitals, nursing homes, 
and poverty area group practices, or Medicaid mills) and on those whose 
billing practices are significantly different from their peers; such 
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Table 2 

NATIONAL ESTIMATES OF AFDC OVERPAYMENTS 
BASED ON SIME/DIME DATA 

A. City AFDC Families, 
Avg. 1974-751 

Annual Overpayments: 

B. Low Estimates 

C. High Estimates 

Overpayments/Families: 

D. Low Estimate (B/A) 

E. High Estimate (C/A) 

F. National AFDC Families, 19802 

Total Annual Overpayments: 

G. Low Estimates (FxD) 

H. High Estimates (FxE) 

Seattle 

14,500 

$1,420,236 

$7,101,178 

$ 97.95 

$ 489.74 

3,842,534 

$376,376,205 

$1,881,842,601 

1Source: Halsey, No1d, and Block (1982). 

2Source: Social Security Administration (1980: 8). 
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Denver 

11,400 

$1,975,032 

$9,875 p 175 

$ 173.25 

$ 866.24 

$665,719,015 

$3,328,556,652 
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emphases increase the opportunities for agencies to recover overpayments and 
to apprehend particularly greedy providers, but they do not lead to 
representative data on fraud and abuse problems. In 1979, the 
Inspector-General of DHHS estimated that "Medicai d fraud and abuse, 
including unnecessary nursing home costs" in 1977 amounted to $668 million, 
with the notation "Number is incomplete and probably low" (HEW, 1979: 
192). No indication was given as to how the estimate was derived, or the 
distribution of fraud and abuse among different types of providers. 
State-level data on providar problems will be presented in Part II. 

Conclusion. This chapter has suggested the variety of definitions 
which have been given to fraud, abuse, and related concepts. No data 
systems exist which specifically measure fraud. The "client errors" 
identified by quality control systems indicate that misrepresentations by 
recipients amount to many millions of overpaid dollars each year; the unique 
SIME and DIME data suggest that many cases are not discovered by the QC 
review process. While no similar data exist on Medicaid provider fraud and 
abuse, many insiders in welfare agencies believe that its scale far exceeds 
losses due to recipient fraud in the program. We turn now to case studies 
of state responses to these problems. 
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2. 

NOTES 

Table 15 in Chapter Thirteen illustrates the shrinkage which takes 
place during the various stages of the enforcement process. In FY 
1979, state welfare agencies concluded that 133,847 cases involved 
Jlfacts indicating fraud. II Of these, 52,037 were referred for 
prosecution. In the same year, prosecutors looked at 42,300 cases and 
initiated prosecution on 17,263. 

Since 1978, the Medicaid QC system has looked at payment errors and 
third party liability errors as well as reCipient eligibility errors. 

3. In addition to the costs incurred by erroneous payments in the AFDC 
program, recipients gain access to the Medicaid and Food Stamps 
program. Between October, 1979, and September, 1980, the Department of 
Agriculture projected from Food Stamp QC data that $792 million was 
paid in error, about 8.6% of total Food Stamp issuances; 19% of 
households received overpayments. About 45% of variances were 
associated with the reporting of inco~e data, 33% with reporting of 
deductions, 13% resources, 6% non-financial factors (e.g., household 
size), and 3% agency computation errors. Medicaid quality control 
reports for the period October, 1980, through March, 1981, indicated 
that 4.1% of the dollars spent were in error due to the recipient not 
being eligible for Medicaid (or the recipient's liability for payments 
was understated) and 0.7% of the claims processed for eligible clients 
were in error. HCFA, unlike Agriculture and the Social Security 
Administration, does not calculate a total national cost of errors. 
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PART II 
CASE STUDIES OF FRAUD CONTROL PROGRAMS 

Preceding page b\ank 

INTRODUCTION 

Welfare and criminal justice systems in the United States, as has been 
indicated, are predominantly state and local, rather than national in 
nature. When Congress enacted the AFDC, Food Stamp, and Medicaid programs, 
it explicitly provided for sUbstantial state latitude in defining program 
eligibility, benefit levels, and implementation systems. Fraud in these 
programs, while violating both federal and state statutes, was to become 
primarily the responsibility of state and 'local prosecutors and judges. To 
understand fraud and fraud control in welfare programs, we must therefore 
begin our story in the states, using individual states' experience,5 as the 
basis for our analyses, in Part III, of general problems of fraud control. 

In a research project, it usually is desirable to select research 
subjects on the basis of a pre-established taxonomy--to select, for example, 
one state II representati veil of Type X, one of Type Y, etc. Unfortunately, no 
such taxonomies of fraud, fraud control, or welfare systems exist. Neither 
federal welfare officials nor leaders of professional associations have 

,I 

detailed understandings of what goes on in ajl states, althOUgh personal 
contacts may lead them to conclude that Smith in State A is a good 
administrator and Jones in State B is incompetent. Such positive and 
negative reputations eXist, but it is impossible to judge whether they 
reflect more than such things as personality, presentations at conferences, 
or cooperativeness. 

Lacking a predete~lined basis for selecting our case studies, we chose 
the'states of Colorado, Illinois, and Washington on the simple ground that 
we had worked with them in previous research, and thus expected few problems 
of access. In addition to the variations caused by differences in geographY 
and population. the states have different administrative systems (Colorado's. 

i/AFDC program is administered by counties, while ll11nois and Washington are 
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state-administered; Illinois processes its own Medicaid claims, while the 
other states contract with fi scal agents for cl aims processi ng). 1111 noi s' 
programs are larger than Washington's, which are larger than Colorado's. 
Table 3 summarizes basic aspects of the three states' AFDC and Medicaid 
programs, and their primary fraud and abuse control emphases. 

To identify the states' responses to their fraud control problems, we 
visited each state in the Spring and Summer of 1981, interviewing federal 
and state officia'ls (and, in Colorado, county officials) and collecting 
written materials on its programs. The availability of written source 
materials varied. Each state had formal plans describing AFDC and Medicaid 
policies and procedures, and provided up-to-date Quality Control statistics 
and reports on Medicaid Fraud Control Units. The Illinois and Washington 
AFDC programs had also been the subjects of detailed studies in 1979 and 
1980 by Abt Associates and the National Academy of Public Administration. 
In a1l states, we interviewed federal regional office officials, 
administrators of the AFDC and Medicaid programs, and enforcement 
official s. These respondents identified other agency off'Scial s, 
legislators, and others interested in fraud control issues to be 
interviewed. Approximately four person-weeks were spent in on-site 
interviews; other respondents were interviewed by telephone. During the 
Winter of 1982, officials in each state were asked to comment on drafts of 
the following chapters; their reactions have been included in the final 
versions presented here. 

Several factors should be kept in mind in reading the following 
chapters: 

(1) Federal and state regulations and procedures are constantly in 
flux. We have sought to portray the policies in effect as of 
mi d-1981. 
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Table 3 

CHARACTERISTICS OF CASE STUDY STATES 

Illinois 

AFDC Program (December 1980) 

Recipients (number) 691,434 

Total Payments ($000) $ 62,904 

State administered? 

State supervised? 

*Error rate (percent) 

Medicaid Program (FY 1981) 

yes 

8.6% 

Recipients (number) 1,110,676 

Vendor Payments ($000) $1,322,176 

Claims processed by state? yes 

Claims processed by 
fiscal agent? 

Primary Control Emphases 

Improved local office 
management 

Staff train; n9 

Computer cross-matches 

Information systems 

yes 

yes 

Colorado 

81,031 

$ 7,592 

yes 

10.1% 

145,514 

$215,712 

yes 

yes 

yes 

Washington 

173,339 

$ 23,435 

yes 

9.8% 

331,375 

$424,147 

yes 

yes 

yes 

* 10/80-3/81, includes both ineligible and eligible but overpaid. 
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Recipient Fraud 

Table 3 (concluded) 

CHARACTERISTICS OF CASE STUDY STATES 

III inoi s Colorado 

Recovery of Monthly 
excess reporting 
benefits 

Termination Restitution 
of ineligi-
bles 

Washington 

Case detection 
and investi-
gat ion 

Recoupment and 
penalties 

Provider Fraud and Abuse Pre-delivery Pre-payment Audits-vendor 

and Abuse 

controls 

Computer 
edits 

claims reviews 
review 

Explanation Medical Services 
of medical Verifications 
benefits 

Postpayment Patients 
audits lock-in 

Administrative 
recovery 

42 

n 

II ; 
1 

11 

I 
\ 

II 
!! 

11 
1\ 
ji 

II 
I: 
II 

~ 
I 

II 
'I 
It 

~ 

(2) Our case studies are based on interviews and written materials. 
We did not observe welfare field offices to determine whether 
official policies were followed in practice, although we have 
included materials from other sources which address this issue. 
Similarly, we did not examine the files of individual recipients 
and providers, so we do not have independent quantitative data on 
the states' fraud control practices. Finally, we did not 
interview welfare recipients or Medicaid providers. 

(3) In our interviews, we agreed not to attribute quotations to 
specific individuals. Quotations in the following chapters are 
thus attributed only to a type of respondent ("a county 
prosecutor," "a legislator," etc.). 

(4) Our six case studies describe fraud control efforts from the point 
of view of the people in each state. Each chapter will provide 
their (at times conflicting} perspectives on fraud control issues; 
our interpretation of these issues will be presented in Part III. 

(5) Finally, it must be emphasized that we have no way of knowing 
whether these three states are "typical" of other states, or 
whether AFDC and Medicaicl are "typical" of government benefit 
programs. In at least one respect, all three states are 
atypical: none of the .states' Medicaid Fraud Control Units 
correspond to the model desired by the federal government, since 
none are housed in the office of the state attorney-general. Our 
field research showed problems and practices in these states which 
are cited in other literature, and also showed personality and 
agency conflicts which may be unique to a particular state or 
program. 

Our case studies show both differences among states and differences 
between recipient and provider fraud problems. We will first outline the 
three states' recipient fraud control programs, and then turn to provider 
fraud and abuse issues. In each series of case studies, Illinois is 
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presented first, followed by Colorado and then by Washington. The Illinois 
cases are presented in somewhat greater detail than the others to provide 
the reader with basic information about AFDC and Medicaid program 
administration; the four Colorado and Washington case studies emphasize 
characteristics and practices which differ from Illinois. 
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CHAPTER THREE 

CONTROLLIHG RECIPIENT FRAUD IN ILLINOIS 

The Department of Public Aid is overprotective of recipients and their 
own employees. Some employees are on the take and some are just there 
for the paycheck. If you don't watch them, some recipients will rip 
you off any chance they get. 

--Illinois legislator 

I don't know anybody who wants to be on welfare. The big abusers of 
the welfare system are the medical providers, not the individual re­
cipients. The central issue should not be how much fraud and abuse 
there is, but rather whether people are getting a decent standard of 
livi ng. 

--Illinois legislator 

Within the Department of Public Aid, our programmatic goals necessarily 
compete wl'th our 1 aw enforcement goal s. Making sure each intake and 
redetermination decision we make is correct is more important than 
prosecuting individual cases; our basic philosophy is that a soundly 
managed system will have the best chance to reduce fraud and abuse over 
time. 

--Public Aid official 

Since the early 1970s, the AFDC program in Illinois has faced problems 
of high error rates; frequent scrutiny by DHHS, the state legislature, and 
other state auditors and investigating commissions; challenges by welfare 
lawyers to agency policies and procedures; condemnation by liberals for 
I/inadequate" benefit levels and by conservatives for "coddling welfare" 
queens;" and repeated efforts by insiders and outsiders to combat fraud and 
abu~e problems. In short, AFDC in Illinois has been a highly visible 
program whose problems have received widespread attention. 

Administration of the AFDC Progral,1!. Illinois has been partiCipating in 
theAFDC program since 1941. The scah~ of the progr~m has fluctuated with' 
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economic and social changes; the number of persons receiving AFDC assistance 
rose from 484,000 in 1970 to 687,000 in 1980, when Illinois had the fourth 
highest unemployment rate in the nation. Of the 233,000 families on AFDC in 
1981, over 60% lived in Chicago's Cook County. The Illinois Department of 
Public Aid (IDPA)l administers all medical assistance programs and most 
income assistance programs in the state. Fifty percent of AFDC's benefits 
and administrative costs are paid by the federal government; the remainder 
comes from state funds. In 1973, a system based on 51 "special allowances" 
was replaced with a "modified flat grant" system in which monthly benefits 
are based on the composition of the family unit, deducting net income from a 
need standard calculated for three groups of counties in the state.2 In 
the largest counties, including Cook County, an AFDC family with one adult 
and one child receives $250 per month; a family with one adult and three 
chil dren receives $368. 

Figure 1 indicates the agencies involved in the administration of the 
AFDC program. Within the Department of Public Aid, the Division of Policy 
and Planning is responsible for both the development of departmental 
policies and procedures and their interpretation in individual cases. 
Caseworkers who have questions about applicants, eligibility, or appropriate 
benefit levels are encouraged to call Policy and Planning in Springfield to 
get answers. The Office of the Chief Auditor administers the federal 
quality control program, conducts program audits, and investigates 
allegations of employee misconduct. The Office of Hearings and Recoveries 
holds fair hearings on all appeals by recipients or persons denied aid; 
investigates allegations of excess assistance, fraud, and abuse; and 
recovers excess assistance from recipients. 

For individual applicants and recipients, the most important part of 
IDPA is the Division of Operations, whose 6,100 employees staff ten regional 
offices (used primarily to implement central office policies and monitor 
local office performance)3 and 124 local offices. Each county has at 
least one local office; 25 offices are located in Cook County. IDPA 
appoints an advisory welfare services committee for each county, with both 
public members and representatives of the county board of supervisors. 
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u.s. DEPARTMENT OF HEALTH AND HUMAN SERVICES 

Region V 

Office of Family Assistance 
Office of Assessment 

(program review, 
corrective action planning) (Quality Control programs) 

ILLINOIS DEPARTMENT OF PUBLIC AID 

DIRECTOR 

POLICY AND PLANNING 

Policy Development 
Policy Interpretation 

T I 
AUDIT AND REVIEW DIVISION OF OPERATIONS HEARINGS AND RECOVERIES 

Internal Affairs 10 Regional Offices Administrative Hearings 
Internal Audits ') 24 Local Offices Collections 
Quality Control 

I I Special I nllestigations 
I 

I 
I 
I 
I 

COUNTY WELFARE I 
SERVICE COMMITTEES I-.J 

(In each county) 

I 

I 
I 
I 
I 
I COUNTY PERSONNEL 
L _ ADVISORY BOARDS 

(in sach county) 

FIGURE.l ADMINISTRATION OF THE ILLINOIS AFDC PROGRAM 
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Under the state's public aid code, each county personnel advisory board can 
recommend to IDPA candidates for staff vacancies and for the position of 
County Superintendent of Public Aid from among persons certified as eligible 
by the state Department of Personne1. 4 Intern~' promotions and job 
assignments, however, are controlled by a union contract. 

Each local Public Aid office administers the AFDC, Food Stamp, AABD 
(Aid to the Aged, Blind, and Disabled), Medicaid, General Assistance in the 
City of Chicago,5 and Aid to the Medically Indigent programs. While IDPA 
does not provide direct social services, it counsels applicants and 
recipients on the availability of services offered by other state and county 
agencies, and on personal, employment, training, and household management 
matters. Nonexempt applicants are also instructed to register at a local 
office of the Illinois Department of Labor for participation in the Work 
Incentive program or the Illinois Job Service. 

When people apply at the local IDPA office for AFDC benefits, they fill 
out an extensive application form and are scheduled for a personal intake 
interview. At the interview, a caseworker goes over the application with 
the applicant r filling in additional information and specifying the 
dOlcuments (birtn certificate, social security numbers, WIN registration 
forms, divorce decrees, etc.) which will be required to establish 
eligibility and benefit levels. Following a home visit and receipt of the 
necessary documents, intake workers verify eligibility and compute the 
appropriate level of benefits. Under a federal court ruling in 1977, IDPA 
must act on all applications within 45 days of receipt. although an 
application may be denied if the applicant fails to submit needed 
documentation; failure to meet the 45-day deadline can subject the 
Department to a $100 per month penalty (Custom v. Trainor, 74 F.R.D. 409, 
N.D. 1111 no is, 1977). 

The level of contact between AFDC recipients and the local IDPA office 
following an initial award varies. Department policy requires 
redeternlination of every case within 45 days after the first award, and 
every 6 months thereafter, but some redeterminations are based on a review 
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of the file and telephone contacts with the recipient; home visits are 
expected at least once per year, however.6 Since 1979, all recipients who 
have reported earned income are required to submit a monthly report of 
earnings, which leads to a budget redetermination based on recent earnings 
history.7 (In October, 1981, the reporting and rebudgeting system was 
revised to match new federal guidelines.) In August of 1981, the Department 
launched a demonstration project in one Cook County office and one downstate 
office in which all recipients in the test group, whether they have earned 
income or not, are required to report monthly on all eligibility 
factors. S IDPA hopes that monthly reporting will uncover changed 
circumstances more rapidly than the regular redetermination process. 

Procedures for Handling Nonfraudulent AFDC Errors. Cases found to 
involve fraud or abuse constitute only a small proportion of the total 
number of AFDC cases with ineligible recipients or excess assistance. While 
special procedures have been established to investigate and take action 
against fraud cases, the routine procedures of IDPA focus on the more 
frequent problem of identifying cases of ineligibility or excess aid, 
revising benefits, and recovering past overpayments. Their emphasis, 
therefore, is on the improper receipt of benefits; the pursuit of fraud is a 
secondary concern. 

Every determination by IDPA that a client has received excess 
assistance is expected to lead to a revision of the grant award to reflect 
the proper benefit level, or to cancellation if the client is no longer 
eligible. What other actions are taken depends on the amount and source of 
the error, the agency's past experience with the recipient, and whether 
fraud may have led to the error. The steps in the process are outlined in 
Figure 2 

(1) If the amount of excess assistance received is less than $200 and 
there are no aggravating circumstances (e.g., that the recipient 
secretly held a government job or had been found receiving excess 
aid before), the caseworker handles the problem directly by asking 
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the recipient to sign a "repayment agreemer.t and plan," a 
promissory note to repay the excess. Payments on these notes are 
handled by the Bureau of Col1ections.9 If the recipient refuses 
to sign the note and ignores follow-up efforts, the matter is 
dropped, since the department feels further collection measures 
will be a waste of time. 

(2) If the amount involved exceeds $200 or if there are aggravating 
Circumstances, and the client refuses to sign a promissory note, 
the case is referred10 to the Bureau of Special Investigations 
(BSI, for counties outside the Chicago area) or the Bureau of 
Collections (BOC, for Chicago's Cook County and three suburban 
counties).11 After verification of the amount of excess 
assistance, BSI and BOC once again try to settle the matter with a 
promissory note unless there are aggravating circumstances or the 
amount involved exceeds $1,000. 

(3) If the amount of excess assistance exceeds $1,000, or if a client 
defaults on a repayment agreement, the case is referred to the 
Welfare Litigation units in the Illinois Attorney General's 
Springfield or Chicago offices. If sufficient documentation is 
available, civil suits are filed against the recipients, and 
enforcement actions are brought against defaulters~ 

These procedures for handling nonfraud cases have been a source of some 
controversy in recent years. Because of the volume of cases involved, there 
is a clear desire to handle prublems as simply as possible, with BSI and BOC 
trying to keep petty cases in the local offices, and the Attorney-General's 
office trying to keep as many cases out of court as possible. There have 
also been charges that the promissor,y note procedure is not really 
voluntary. In 1980, the Legal Assistance Foundation of Chicago filed suit 
in federal court charging that IDPA caseworkers were harassing ~jients, 
falsely threatening them with the loss of aid if they refuse to sign notes; 
the case was still pending in 1982 (T~lor v. Miller, N.D. Illinois). 
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It should be noted that, prior to Congress' 1981 amendments to the AFDC 
program, IOPA rarely used recoupment procedures to recover excess 
assistance, having elected not to follow federal recoupment requirements. 
When the excess occurred as a result of agency error, IOPA could only recoup 
the excess which was given over a 12-month period, and could not reduce the 
amount of the grant below the proper level (i.e., recoupment could only be 
taken from nonexempt assets or earned income). When the error was caused by 
the client, however, recoupment could cover an unlimited period, with a 
reduction in the amount of the grant, although IOPA was required to make an 
individual determination of the hardship which reductions would work on the 
client. Following the 1981 AFOC amendments, IOPA adopted standard federal 
recoupment policies, going after nonexempt assets and reducing monthly 
payments by up to 10% to recover excess aid. Local offices handle 
recoupment on grants which remain active; BOC initiates recovery efforts for 

terminated grants. 

Fraud and Abuse Problems in the Illinois AFDC Program. It was noted in 
Chapter Two that estimates of the nature and extent of fraud and abuse in 
state AFDC programs are very unreliable. Like other forms of crime, 
incidents only become known--and part of a statistical data base--when 
someone discovers and reports them; estimates therefore are as likely to 
reflect the characteristics of data sources as they are the "true" nature 
and extent of problems within an AFDC program. Finally, it must be stressed 
that most--and the most accurate--sources of information focus on errors, 
cases where a recipient was ineligible or received excess assistance, rather 
than on the legal question of whether the recipient committed an act of 
fraud. Before describing what is known or believed about Illinois' 
problems, therefore, we will first indicate the various sources of fraud and 
abuse data and the biases or limitations which they present. 

The most statistically reliable source of error data on the Illinois 
AF&C program is the quality control (QC) program. IOPA began a QC program 
in the early 1970s, before it was mandated by DHHS; until standardized in 
1973 to meet federal requirements, the emphasis was on assessment of local 
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office administrative practices and office effectiveness in responding to 
area welfare needs. Currently, the Illinois QC staff reviews 1,200 AFDC 
cases every 6 months for federal reporting purposes, and an additional 1,000 
cases in an "expanded state samp1e" which permits the Depurtment to analyze 
error trends in larger offices. During the state and federal reviews, the 
QC reviewers audit files, interview recipients personally, and check 
collateral sources for eligibility and appropriate benefit levels. While 
they will look for suspicious indicators during the interview with the 
client (e.g., signs of an unreported adult, or the absence of signs of 
children who are supposed to be living in the home), and follow-up on anY 
leads they receive, the QC reviewers do not ~onduct formal investigations; 
they do not, for example, interview neighbot~s or watch the home. 

Error findings are grouped according to whether the agency or the 
client caused the error; client errors are further classified to indicate 
whether the client made a willful misrepresentation of facts. While a good 
source of data on fraud, the "willful client misrepresentation" data are 
necessarily limited by the reviewers' ability to locate relevant information 
and to determine whether the misrepresentation was "willful." Both IDPA and 
OHHS Regional Office QC officials also report recurrent disputes over the 
application of federal and state regulations in the labeling of cases as 
errors; these disputes will be discussed at the end of this chapter. 

A seriond opportuni ty to i denti fy fraud is provi ded by case 
redeterminations. Within 45 days after the initial award, and, every 6 
months th~reafter, caseworkers are expected to review each active AFOC case 
to determine whether assistance should be continued, and at what level. 
(Department records 'i nciicate that 85% of AFDC cases were "current, II i.e., 
had been redetermined within the expected time limits as of September 
198~ ) • Our; ng the 4-month peri od from May to August 1981, IDPA caseworkers 
redetermined an average of 35,000 cases per month; 81% of t~e grants were 
unchanged following redetermination, 8.0% were cancelled, 6.3% were 
increased, and 4.4% were decreased. 
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Cases are also redetennined more frequently if the recipient reports a 
change in circumstances (e.g., a change in family structure or earned 
income) or if the Department has reason to believe that changes have 
occurre~. Caseworkers are provided with a detailed listing of verification 
data which should be secured during redetenninations, but oppot'tunities to 
discover errors and fraud are limited both by time constraints (each 
caseworker must complete at least 30 redetenninations per month as well as 
handle other case maintenance duties) and by the lack of investigative 
resources; unless the local office asks the Bureau of Special Investigations 
to check suspicious cases, the caseworker must act on the basis of 
information provided by the rP.cipient, computerized data bases, or a few 

telephone call s. 

A third source of leads on potential fraud cases is an extensive data 
exchange program in which IDPA matches recipients' names and social security 
numbers with a variety of sources of infonnation. First used in 1973, 
crossmatches are regularly run with the state's wage and unemployment 
insurance data systems, and periodically with the employment rosters of 
federal, state, and local government agencies (particularly in Chicago) and 
of major pri vate employers who agree to cooper1ate. Crossmatches are al so 
used to identify persons receiving welfare benefits from other states; 
births, deaths, school attendance, and marriages which would change the 
composition of the family unit; and reviews of IDPA records to check out. 
recipients with similar names, social security numbers, or addresses. Slnce 
1977, the data exchange program has identified 77,000 cases where AFDC 
recipients' names appeared in other data bases. Forty thousand cases were 
reviewed by IDPA staff members, leading to 14,000 grant cancellations and 
2,600 grant reductions. IDPA believes that its sources of information on 
employment cover about 70% of the state's work force, with little or no 
information on smaller employers, workers who are paid in cash (and are not 
paying social security or unemployment insurance taxes), workers with 
out-of~state jobs, or workers who use multiple names or social security 
numbers. The data exchange program also suffers from a problem of 
timeliness, since many listings reflect conditions as of six to twelve 
months before, conditions which may already have been reported to IDPA. 
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Referrals from outside the agency are the final source of leads about 
fraud or error problems. In 1975, IDPA established a welfare abuse hot1ine; 
during the 4-year period from 1977 through 1980, about 10,500 calls were 
received per year, leading to a total of 3,400 grant reductions or 
cancellations. Other tips come from law enforcement agencies, the media, 
and the state legislature's Legislative Advisory Committee on Public Aid, 
which, until 1979, employed off-duty police officers to investigate welfare 
fraud allegations. (In 1979, a new committee chairman decided to 
de-emphasize recipient fraud issues.) 

What do these sources indicate about the nature and extent of Illinois' 
AFDC fraud problems? QC reports, sUJ1llTlarized in Table 4 , show that the 
most frequent problems of client misrepresentation are earned income, the 
composition of the family unit (whether a child is in fact living with a 
specified relative or caretaker, whether the proper persons are included in 
the budget, and whether the father is "continuously absent"), and other 
sources of support, including bank deposits, contributions, and benefits 
such as Retirement Survivors Disability Insurance (Social Security) and 
unemployment compensation. These error/fraud problems are confirmed by 
other data sources, although they are not reported in such error-specific 
detail. Data exchange programs identify unreported jobs or income different 
from that reported to the Department, receipt of other benefits, or 
discrepancies in the composition of the family unit. Hotline tips tend to 
focus on unreported income ("Mrs. Smi th got a job worki ng at the Acme 
Corporation") or family composition ("Mr. Smith moved back in the house last 
month," or "Mrs. Smith has remarried," or "Jimmy dropped out of school and 
left home"). Earned income, family composition, and other sources of 
support, therefore, are the primary potential fraud problems which must be 
addressed. 

Admi~istrative Responses to Fraud and Abuse Problems. In recent years, 
while welfare fraud issues have been a matter of state and national concern, 
lOPA has taken a number·of steps which ha,,~ increased its ability both to 
prevent fraud and to respond to identified cases. Some are specifically 
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'Table 4 

CLIENT ERRORS IN ILLINOIS AFDC QUALITY CONTROL SAMPLES 

Program Area Reporting Period 

. 4/79 - 9/79 10/79 - 3/80 
Basic Reguirements 

School Attendance 2 
Living with 
Specified Relative 12 

InGapaci ty 1 
Continued Absence 12 
Unemployed Father 2 
WIN/Job Service 
Registration 

Residence 2 

Resources 

Bank Deposits or cash 5 
Other 

Need-Income 

Earned Income 23 
Work-related expenses 
disregards 1 

RSDI benefits 6 
Veterans Benefits 
Unemp') oyment 
compensation 4 

Workmen's 
compensation 1 

Contributions 9 
Other 3 

Other 

Proper persons 
in budget 3 

TOTAL 86 . 

* Weighted to estimate state-wide averages. 
Source: IDPA ~eports to OHHA, Form SSA-434l 
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targeted at the three types of fraud problems noted above; some deal with 
administrative practices which affect fraud control efforts. In order to 
understand current IOPA policy, however, we must begin with its basic 
assumption that sound management has the greatest potential for reducing 
fraud and abuse. This orientation was stressed in IOPA's 1980 Corrective 
Action Report to DHHS: "Of primary importance to this agency is the overall 
improvement of public assistance administration. The result of improved 
administration is better service to clients. The Quality Control system 
measures only eligibility determination. It does not fully measure the 
performance of a State in executing its total regulatory respofisibilities. 1I 

To improve management, IDPA sought in the late 1970s to clarify its 
various missions. to focus administrative responsibilities in the local 
offices, and to develop a way to monitor local performance. The Local 
Office Performance Indicator (LOPI) system, begun in 1979, is the focal 
point of this effort. Following extensive discussion with regional and 
local office managers, LOPI spelled out central office Uexpectations for the 
performance of local offices," including IIgoal s, which set the general 
directions for program management; objectives, which specify the activities, 
events, or outputs whi ch must occur in order to achieve the goal s; and 
standards. which prescribe levels of performance pursuant to each 
objective." IDPA then constructed scales to measut'e office intake 
activities, case management, office management, and program integrity, with 
different performance expectations for different size offices (somewhat 
higher standards \'1ere set for the smaller offices). In the sUl11ller of 1980, 
IOPA began quarterly publication of each office's LOPI scores, reporting 
both individual offices' scores on each scale and groupings for the five 
classes of offices. 

The LOPI system sets eight objectives relevant to fraud prevention and 
control: 

I-B: Ensure proper determination of eligibility and proper level 
of benefits for all applicants. 
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II-A: 

II-C; 

II-G: 

VIII-D: 

VIII-E: 

VIII-F: 

VIII-G: 

Determine continued eligibility on a timely basis for all 
recipients of assistance. 

Update case record information, reflect special c~ient nee~s 
or update assistance/support levels and provide tlmely notlce 
to clients on changes in levels of assistance. 

Ensure that levels of assets do not exceed those specified in 
agency policy. 

Minimize agency-generated errors involved in paying financial 
and/or medical assistance to, or on behalf of recipients for 
which they are not eligible. 

Take all necessary steps for timely corrective action i~ 
areas where appeal decisions or quality control identifled 
errors are indicative of local office errors in policy 
application or interpretation. 

Take all necessary corrective actions where client or vendor 
fraud is suspected, or where there is reason to believe that 
low quality or vendor service exists. 

Take necessary action to assist agency in recovering any 
excess financial or food stamp benefits, whether the reason 
for such excess benefits is client or agency error. 

To reinforce central office expectations, IDPA has taken a number of 
steps to facilitate and encourage impl'9mentation by both caseworkers a.nd 
local office managers. In April 1980, to supplement the data provided by 
the federal QC system, the Department initiated a stratified QC sampling 
system covering 50 of the largest offices. A desk auditing system begun in 
1980, now call ed the Quali ty Assessment and Improvement Pl anni ng Pr'ogram, is 
also used to review random samples of documents in case files in 38 of the 
1ar'gest offices, leading to a report called the Quality Assessment 
Document. The central office expects local managers to use its findings and 
the regular QC findings as bases for planning operationa1 improvements. 

To focus the attention of caseworkers on specific factors which may 
generate error or fraud, IDPA has developed systems to enumerate cases which 
may present problems, to specify data sources and interview techniques which 
may be used to verify eligibility and budget items, and to push caseworkers 
to use these sources in intake and redetermination decisions. In 1975, the 
Departn~nt initiated the Integrated Criteria List (ICL),12 which on a 
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monthly basis lists for each local office the cases which are due for a 
routine redetermination, or which may involve earnings, unemployment 
compensation, or Social Security benefits; cases where monthly checks have 
been returned undelivered or voided; and cases involving WIN or Social 
Security enumeration problems. Caseworkers are expected to take action, and 
report to the central office, on all ICl-listed cases which are delinquent 
or currently due for redetermination; other ICL listings such as lack of a 
Social Security number, children reaching age 18, or lJexhibiting factors 
indicating the probability of error lJ are intended simply for the information 
of the caseworker. At various times in the past, IDPA has mounted crash 
efforts to get caseworkers to act immediately on every indication of 
potent; a1 err'or; the current phi 10sophy of IDPA management emphasi zes 
improving the quality and currency of regular redeterminations rather than 
asking caseworkers to drop everything when one of their cases shows up on an 
ICL pri ntout. 

In response to repeated QC indications that caseworkers were not 
follol-ling the verification procedures which had been developed in 1976, IDPA 
revised its redetermination forms in 1980. Under each item in the form, the 
caseworker must record how verification was accomplished; e.g., lJexplain how 
the worker verified at this redetermination that the child 'lives with' the 
caretaker relative ll

; "Comp1ete and attach Automated Wage Verification System 
inquiry" on all persons 16 or over in the home whether in the assistance 
unit or not; explain how earned income, contributions, other benefits, etc., 
were verified. In a 1980 Cor~active Action Report to DHHS, IDPA concluded 
that lithe new form provides for better organization of the redetermination 
process and encourages reference to required pri or documentation. II 

Finally, to encourage applicants and recipients to provide accurate 
information to the Department, IDPA prepared a brochure describing the AFDC 
program. The brochure emphasizes that it is the applicant's "responsibility 
to furnish the information needed to establish that the family meets the 
eligibility requirements for assistance •••• Full information must be 

given about income, assets, and means of support at the time of 
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application. Any change in circumstances must be reported within five 
worki ng days. II The brochure then states: 

FRAUD 

Under Illinois law, persons who make false statements or who 
willfully deceive and misrepresent their circumstances to the 
Department of Public Aid, or persons who willfully fail to report 
changes in income, property, or need which affect the amount of 
assistance they are entitled to are subject to penalties. 

Persons found guilty of fraud will be required to repay the state 
the amount of assistance received and, in addition, may be fined, 
imprisoned, or both. Anyone who helps or encourages 
misrepresentation of a case by any means, is, by law, also guilty 
of fraud. 

Cases in which recipients received $200 or more by deliberate 
fraud will be considered for prosecution. 

These changes discussed above fOGUS broadly on case intake and 
redetennination processes. Other changes have been targeted more directly 
on the specific causes of fraud and errors identified in QC studies. Since 
1975, the senior managers of the Department have met as a Corrective Action 
Panel, reviewing staff analyses of identified QC errors and discuSSing 
proposed options for change. A 1980 Corrective Action Report to DHHS 
summarized the process as follows: 

Infonnation on the causes of payment errors and suggested 
corrective action alternatives are presented to this Panel by the 
Bureau of Research and Analysis and the Corrective Action 
Coordinator. Error analysis reports are element specific. These 
internal reports include not only an analysis of all Quality 
Control data but also infonnation concerning Agency procedures 
that are contributing to errors. Additional reports, studies, 
and centrally available data are also utilized in determining 
causes of errors. Suggested alternatives include a description 
of the present system, the proposed changes, and the anticipated 
results of the proposed change. 

Major error-specific administrative changes deal with problems of 
family composition, earned income, other sources of support, and lost and 
stolen warrants. 
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(1) Family Composition. The major error elements are the persons included 

in the family assistance unit, the continuous absence of the father, 

whether children are living with the family, and whether older children 

are attending school. The Department expanded its Child Support 

Enforcement efforts, both to increase support payments and to identify 

parents who might in fact be living at home. Crossmatches of marriage 

records and school attendance records can identify recipients who have 

marri ed and chil dren who have dropped out of school or are not 1 i vi ng 

at home. In 1979, IDPA also expanded the number of verification 

sources to be used regarding continuous absence. By 1980~ "llvi ng 

with" errors had been reduced by 24% and "continuous absence" errors by 

62% as compared wi th a yeal" before. 

(2) Earned Income. Somewhat different problems exist for recipients who 

report earned income (EI) and those who report that they have none. 

Historically, recipients who have worked before are more likely to 

resume working than those who hlave never worked; administratively, 

earned income cases involve complex problems of verification and 

budgeting. The Department has therefore had to work both to expand its 

sources of infonnation about income not reported by recipients and to 

improve processing of the infonnation it has received. To address 

processing problems, IDPA established specialized local office EI 

caseloads in 1979; EI caseworkers are given speci~l training and 

smaller caseloads than their colleagues. At intake and 

redetermination, caseworkers check the Illinoi~ Department of Labor1s 

Automated Wage Verification System, using CRTs in each Public Aid 
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office. Data exchange programs with public and private employers, and 

the state's records of unemployment insurance and workmen's 

compensation give additional information about earned income sources. 

In 1980, the prevalence of EI problems in the QC samples led IDPA to 

make action on ICL cases with indicators of earned income a priority 

for local office administrators. 

The most extensive change which has been made by IDPA to combat EI 

problems involves a change from the standard 6-month redetermination 

policy to a system of monthly reporting by recipients of their earned 

income, with budget revisions based on past earnings. Based on a 

modification of the Colorado system described in Chapter Four, IDPA 

required all recipients with earned income to report monthly. One year 

after the program began, IDPA reported that its average monthly EI 

case10ad had dropped from 17,349 to 15,640; the rate of cancellations 

in EI cases rose from 4.2% to 6.3%, and the rate of decreases in grant 

amounts rose from 12.9% before the policy change to 26.3% a year 

later. The Department concluded that monthly reporting/retrospective 

budgeting has been a major source of the decline in its EI QC error 

rates. In 1981, IDPA also began a DHHS-funded experiment in two local 

offices in which all recipients, whether they have reported earned 

income or not, must report monthly ft 

(3) Other Sources of Support. A variety of information sources have been 

developed to identify assets, contributions, and benefits from 

government programs. Since 1975, each local office has had access to 
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the BENDEX system, showing benefits from the Social Security 

Administration; IDPA reported that Social Security errors promptly fell 

by 68%. Data exchanges on unemployment insurance and workmen's 

compensation were used to identify those sources of income, and efforts 

to locate absent parents identified unreported contributions. 

(4) Claims of Lost or Stolen Warrants. In the mid-1970s, many recipients, 

particularly in the Chicago area, filed repol"ts) some of which may have 

been fraudulent, of lost or stolen warrants (benefit checks)~ The 

problem almost totally disappeared when the ~tate began in 1977 to send 

warrants directly to currency exchanges designated by recipients. 13 

Enforcement Responses to Identified Fraud Cases. It was indicated 
earlier that cases in which it is discovered that a client has received 
excess AFDC aid lead to administrative recovery procedures, supplemented in 
larger cases by civil court proceedings; Figure 2 described the steps 
involved in the recovery process. From the point at which the issue of 
fraud enters the picture, the two additional decisions to be made are 
whether IDPA will refer the case to the Illinois Department of Law 
Enforcement (IDLE) for investigation and whether IDLE will refer the case to 
a (county-level) State's Attorney for prosecution.1 4 Each decision 
involves two issues, an evidentiary issue of whether fraUd can be proved, 
and a resource allocation issue of how many recipient fraUd cases IDLE, the 
State's Attorneys, and judges want to handle. 

The resource allocation problem pervades the entire enforcement 
process, from the initial referral decision by a caseworker through the 
prosecutor's filing of criminal charges. At the caseworker level, for 
example, referring a case to the Bureau of Collections or the Bureau of 
SpeCial Investigations for recovery or enforcement action requires extra 
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1 work beyond the steps involved in cancelling or revising the grant award. 
Until 1981, caseworkers were responsible for calculating the amount of 
excess assistance and initiating recovery efforts, and there were many 
complaints about the paperwork involved. In March of 1981, however, IDPA 
changed its procedures; the caseworker now only fills out a simple referral 
form and, if the amount of excess assistance is more than $200, forwards the 
fonn and supporting documents to BOC or BSI. Over the 8 months before this 
change, the local offices referred an average of 227 cases per month; over 
the 4 months following the change, they averaged 922 referrals per month. 15 

During Fiscal Year 1981, BOC and BSI received a total of 8,565 
referrals regarding excess assistance in AFDC cases. Five thousand, five 
hundred and seventeen came from the local offices, 2,773 from crossmatch 
programs, 117 from Quality Control, and 158 from other sources (e.g., the 
FBI, the Legislative Advisory Committee, or IDPA investigations of other 
cases) • 

The processing of referrals has changed substantially in recent years. 
The first step in all cases is a review of the file to verify that excess 
assistance was given, and in what amount; the second step is to determine 
whether there is evidence of criminal fraud.16 

Until 1978, investigators on the staff of BSI analyzed case files, 
interviewed recipients, employers, and other sources, and packaged cases of 
suspected fraud for direct submission to the appropriate State's Attorney. 
In 1978, however, following massive federal indictments of AFDC recipients, 
a Fraud Prevention Commission appointed by Governor James Thompson concluded 
that BS! did not possess "specially trained investigators who know how to 
gather evidence and prepare a case for successful prosecution," and 
recommended that criminal investigations of recipient fraud be centralized 
i,n the Department of Law Enforcement. BSI, however, was to continue to have 
responsibility for "investigation of all reported fraUd and abuse cases to 
the point of criminal investigation, and development of new technology for 
defining the highest dollar risk potential for system abuse or fraUd." This 
change was made effective JUly 1, 1978. IDLE's Bureau of Financial Fraud 
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and Forgery now employs 15 investigators to handle "white collar crime" 
cases; of these, the equivalent of 10 full-time person-years are devoted to 
AFDC fraud and stolen warrant cases. 

The transfer of investigative powers to IDLE led to substantial policy 
and implementation problems. When IDLE began operations in 1978, BSI and 
BOC sent all of their current fraud cases to IDLE, overwhelming the IDLE 
staff with thousands of cases, almost all of which were promptly rEturned to 
IDPA for administrative action. In 1979, IDPA and IDLE established 
guidelines to control the referral process; cases were to be referred for 
investigation only when (1) there was a misrepresentation; (2) the fraud 
occurred within the state's three-year statute of limitations; and (3) at 
least $1,000 was involved, or a State's Attorney requested action on a case 
involving a lesser amount. Even where those conditions were met, IDLE 
stated that it would not open a case where (1) it is likely that the 
recipient had fulfilled all reporting requirements, (2) lDPA had continued 
to allow the client to receive assistance after learning of ineligibility, 
(3) documentation was insufficient to support fraud (where documents are 
unavailable or IDPA did not redetermine eligibility for the period of 
alleged fraud), or (4) a prosecutor had indicated in advance that he would 
not treat the case as a 'felony and seek criminal prosecution. 

In FY 1979 BOC and BSI reviewed 5,803 cases, and referred 1,995 to 
IDLE; 246 cases were referred to State's Attorneys for prosecution and 335 
were sent to the Attorney-General for civil action. In FY 1980, BOC and BSI 
reviewed 7t 884 cases and referred 1,999 to IDLE; prosecution was initiated 
on 131 cases. From October 1980, to March 1981, IDPA reviewed 5,266 cases 
and referred 806 to IDLE; IDLE sent 74 cases to State's Attorneys for 
prosecution. 

In general, IDPA and IDLE officials feel that downstate prosecutors and 
judges are willing to take any recipient case Which is given them, but that 
Cook County people want only major cases. Both IDLE and county prosecutors 
have i nfonnall y "lobbied" judges to encourage them to hear more fraud cases 
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anrl to impose stiffer sentences; their general impression is that while the 
number of cases has remained low, the sentences imposed have gone up.17 

In reaction to the federal indictments in 1977 and the publicity 
surrounding the number of public employees found on the welfare rolls, Cook 
County State's Attorney Bernard Carey formed a welfare fraud unit in 
November 1977. In the first year after the unit was formed, 211 people were 
indicted for defrauding the state of more than $2.1 million. Eighty of 
those indicted were public employees, including fifteen IDPA employees. 
Carey's welfare fraud unit obtained 85 convictions; 52 defendants were given 
jail sentences. The courts also ordered restitution of more than $250,000. 
From 1977 until 1980, the unit brought 631 indictments, totaling more than 
$7.3 million in alleged fraud. Convictions were obtained in 473 cases; 305 
resulted in jail sentences (Brodt, 1980). 

Carey's successor, elected in 1980, reduced the size of the unit and 
indicated to IDLE that he wants to handle only provider and major recipient 
fraud cases. IDLE investigators reported that the declining interest in 
recipient cases might reflect a change in prosecutorial philosophy, or might 
indicate that the recent heavy emphasis on recipient fraud had exhausted the 
supply of major cases. 

Assessments of Illinois' Response to AFDC Fraud Problems. The 
quotations presented at the beginning of this chapter suggest the variety of 
perspectives which Illinois residents and officials have regarding AFDC 
fraud problems. For many who are primarily concerned with improving the 
conditions of the poor, fraud problems are either minor embarrassments or 
indications of the inadequacy of benefit leve1s--"What's wrong with someone 
making a little bit of money on the side? They can't live on what the state 
gives them.1I Those who basically dislike welfare and its costs to 
taxpayers, however, are more likely to see fraud as a crime problem--"They 
took public money that they weren't entitled to. Let's get the money back 
and put them in jail ~II Managers of welfare programs are inev'Itab1y caught 
in the midd1e--while they know that fraud exists, wastes money, and can be 
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politically costly, they are fundamentally concerned with the delivery of 
welfare programs; the prevention or reduction of fraud must be accomplished 
without hindering routine case intake and maintenance activities. 

One indication of the impact of the administrative changes which IDPA 
has made in recent years can be found in the quality control error rates. 
Table 5 shows a substantial decline in recent error rates over the hi g:. 
levels of the mid-1970s. The 1980-81 error rates were low enough to enabl~ 
the Department to avoid fiscal sanctions, although Department officials fear 
that the increased caseload generated by the recession will lead to higher 
error rates.18 

The leadership of IDPA is satisfied with its recent rate of progress, 
and feels that it is on the right track with its emphasis on general 
management improvement. Officials reject the argument that fraud control 
should be a major focus in and of itself; providing service to the poor 
control~ing waste and mismanagement, terminating ineligible rec;Pients,'and 
recoverlng excess assistance are viewed as higher priorities. The 
Department's enforcement efforts, they feel, are better directed at provider 
problems in the Medicaid program than at recipient problems in AFDC. The 
various indicators of "quality" built into the LOPI system will serve as a 
reminder to local office managers of the importance of the issue, and the 
simplification of the referral process will encourage caseworkers to take 
action on the problems they encounter. 

The Regional Office of DHHS appears satisfied with IDPA efforts. It 
concluded in a 1980 administrative review that "The State is interested and 
able in its pursuit of activities to curb fraud and abuse." It recognizes 
the constraints imposed by IDPA's union contract (setting limits on the 
number of redeterminations which can be required of a caseworker each 
month), understaffing, high caseloads, court requirements on the process)~g 
of applications, and active scrutiny by the Legal Assistance 
Foundation.19 The AFDC program director in the Regional Office praised 
the efforts made to reduce error rates, although her staff often disagreed 
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Apri1~Sept. 
1973 

9.6%/11. 7% 

Jan.-June 
1976 

6.9%/8 •. 0% 

April-Sept. 
1978 

6.7%/8.5% 

Oct., 1980-
March, 1981 
3~B%/4.4% 

-~--.~--

Table 5 

QUALITY CONTROL ELIGIBILITY ERROR RATES 

IN THE ILLINOIS AFDC PROGRAM 

(Payment/Case) 

Jan.-June 
1974 

10.8%/12.7% 

July-Dec. 
1976 

4.8%/6.0% 

Oct., 1978-
March, 1979 

7.0%/7.7% 

July-Dec. 
1974 

12.8%/15.1% 

Jan.-June 
1977 

10.2%/11.8% 

April-Sept. 
1979 

5.7%/7.0% 

Jan.-June 
1975 

8.7%/11.4% 

July-Dec. 
1977 

9.6%/11.0% 

.Oct., ,1979-
March, 1980 

5.2%/5.6% 

July-Dec. 
1975 

6.1%/8.2% 

Jan.-June 
1978 

8.0%/9.7% 

April-Sept. 
1980 

3.1%/3.5% 

Source: Illinois Department of Public Aid, AFD.c Correctiv~ Action Repol't 
October, 1980--March, 1981, submitted to DHHS October, 1981. It 
should be noted that thi~ table reports QC error rates as mea­
sured by the state QC process; the "final II figures established 
following the federal re-review are higher than these "original" 
figures. 
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with some details of IDPA implementation activities and found IDPA not 
always receptive to federal offers of technical ass'! stance. 20 

A 1980 study conducted by the National Academy of Public Administrati,n 
for DHHS similarly concluded that the changes developed in recent years 
would be sufficient to reduce AFDC errors to a satisfactory level of 
tolerance although it recommended that computerization and training efforts 
be increased (Zashin and Summers, 1980: V-7--V-10). 

While declining error rates and the approval expressed in the DHHS 
administrative review and the NAPA study suggest that IDPA management is 
taking the right steps, two substantial obstacles to further progress 
remain, obstacles which may prove insunmountable. The first concerns the 
local offices of IDPA and their caseworkers; the second concerns IDLE, 
prosecutors, and judges, the officials involved in criminal justice 
responses to fraud cases. 

Many of the administrative refonms which have been discussed were 
changes which the IDPA central office could effect on its own--redefinitions 
of eligibility policies; the creation of data systems such as ICL, BENDEX, 
and data exchanges with employers; the separation of earned income caseloads 
and the requirement of monthly reporting by EI clients; the reassignment of 
recovery duties fron) th~ local offices to central office bureaus, etc. 
othel" changes, however, require implementation by local office 
administrators and their staffs. As one senior IDPA administrator stated 
the problem, IIWe are now at a point where we have grown more sophisticated 
than our caseworkers are ready for. We're not sure how to use all the tools 
we have developed. While we can improve on out' util ization of information 
sources about earned income and on our simple interviewing techniques. we 
can only go as far as caseworkers. skill, and motivation permit." 

Our 1981 interviews with central office officials and 1980 interviews 
conducted in local offices for the NAPA study suggest the complexity of this 
"skill and motivation" problem. With regard to fraud and abuse. the basic 
questions are whether intake and income maintenance caseworkers will follow 
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prescribed procedures to verify data and whether they will take steps to 
recover excess assi stance--whether, in short, the "official" policy 
described in Figure 2 accurately reflects what happens in the local 
offices. 

At one level, there is a problem of competence--can caseworkers perform 
the steps necessary to identify and react to fraud and abuse problems? The 
NAPA study found some minor IIglitches" in the local offices such as CRTs 
which were out of service or unavailable when needed, and forms which were 
repeatedly out of stock. More significantly, it found problems of high 
staff turnover (about 10% of the local office people leave every year), high 
caseloads resulting from a state hiring freeze in the midst of a recession, 
salary leve1s (particularly in Cook County) which were not keeping pace with 
inflation, limited training, and frequent reassignment of cas~loads. 
Finally, a career ladder established in the early 1970s permits an entry 
1 evel case~lOrker wi th a hi gh school education to ri se to a Caseworker IV 
position merely on the basis of seniority, without necessarily having the 
skills or training needed for the higher position (Zashin and Summers, 
1980: I-20, 1-22, and 111-10). For numerous reasons, therefore, many 
caseworkers may be new to the job and not understand the rules, or new to 
their caseloads and not know their clients. 

More broadly, there is a question whether local office personne1--at 
both the caseworker and administrator levels--are motivated to work on fraud 
and abuse problems. For caseworkers, simp1 y "keeping up"--handling 
redeterminations, routine changes, and other paperwork--can more than fill 
their work day; investing extra effort in verifying client-reported data may 
be seen as service above and beyond the call of duty. Openly challenging 
clients ' statements ("ls Jimmy really still 'living at home?" "Has your 
husband been gone 6 months?") can exacerbate tensions between client and 
caseworker (Zashin and Summers, 1980: 111-19). Finally, there were many 
indications that some caseworkers viewed the central office emphasis on 
fraud and abuse as a sham--"Why should we make an effort to report this 
stuff? We know that BSI and BOC don't fol10\,1 up on the leads we give them. 
The Department doesn't get the money back and only the real welfare queens 
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get prosecuted. Besides, many of the Department's rules are nonsense 
anyway. II Si nce fraud and abuse efforts are not used to eval uate employees I 

performance--there are no bonuses for extra effort and no penalties so long 
as caseworkers perform a minimum number of redeterminations each month--they 
have little incentive to hustle themselves into this line of work. 2l 

Similarly, local office administrators must decide how much of their 
caseworkers I time should be invested in enforcement activities, or how much 
of their own time should be devoted to carrying out the central office's 
enforcement expectations. The goals and standards articulated in the LOPI 
system include attention to ineligibility and excess assistance issues, but 
many other office management responsibilities are also cited. Even if the 
administrator has an incentive to excel, either' to win a perfonnance award 
for the office or for personal advancement, performance on IIquality" 
indicators counts for no more than performance on other parts of the LOPI 
system. While the administrator may be more exposed to central office 
pressure than are the caseworkers, increased attention to fraud and abuse 
problems may not be the inevitable result. 

The tension between fraud problems and other issues which confront 
caseworkers and administrators within IDPA becomes more pronounced when we 
turn to the criminal justice agencies which must handle fraud prosecutions. 
While IDPA's Bureau of Collections and Bureau of Special Investigations have 
been able to develop about 2,000 potential fraud cases in each of the last 
three years, only a few hundred are sent by IDLE for prosecution. IDPA 
investigators understandably are unhappy with this situation, feeling that 
IDLE does not devote sufficient effort to welfare fraud cases. IDLE 
investigators, on the other hand, claim that many of the cases referred by 
IDPA either lack clear documentation of fraud or involve negligence by IDPA 
(such as failing to redetermine a case on schedule, or continuing a grant 
after learning of fraud) which will create a poor impression if the case 
goes to trial. As one IDLE investigator put it, "They should do a better 
job of going over their files before they send cases to us--if IDPA doesn't 
have the documentation we need, we can't go for prosecution." 
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~!;,,, e the 1 ack of adequate evi dence may provi de a pa rti a 1 expl anati on 
for lDLE's high rate of rejection of IDPA cases (although many of these 
problems cou1d presumably be solved by investigations to supplement the 
papers in the files), a far more serious problem concerns the relatively low 
priority given welfare cases vis-a-vis other crimes. The Director of the 
Department of Law Enforcement stated the issue succinctly. "The real 
question is where you want to invest your resources. As compared with other 
kinds of law enforcement duties, fraud cases are neither fun nor 
satisfying. Recipient fraud cases, for a prosecutor, are like shooting fish 
in a barrel. ln addition to being unsatisfying from a technical point of 
view, they are less satisfying to the public. But IDLE has a duty to a 
brother agency (IDPA) to handle some of its cases, and we would like to 
maintain some type of general deterrence, so that people won't think they 
can get away with fraud. Beyond that level of effort, however, we can't 
handl e many cases." Prosecutors and judges seem to share thi s perspecti ve, 
acting on the major fraud cases but declining others in favor of what they 
regard as more serious crimes. 

The Director of IDPA was not dissatisfied with the level of effort 
provided by IDLE Clnd the courts, recognizing that recipient fraud is only 
one of many responsibilities which they have. He was not interested in 
having investigative authority returned to IDPA, arguing that enforcement 
powers would increase its role conflicts with recipients; the ability to 
terminate recipients and recover excess assistance, he argued, is sufficient 
to serve the Department's needs. While the two departments seem to 
rer.ognize each other's divergent priorities, they are willing to negotiate 
about individual cases; if IDPA has a special interest in prosecuting a 
particular case, it can lobby with IDLE or a State's Attorney to take it • 

. Conclusion. Illinois has made substantial progress in its 
administrative efforts \to prevent AFDC fraud and abuse and to recover excess 
assistance, but little is being done by the criminal justice system.22 

Changes in 1981 in the excess assistance referral process and the initiation 
of recoupment measures should greatly increase the dollar volume of 
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recoveries, but it is unlikely that criminal investigations and prosecutions 
will increase significantly. The monthly reporting requirements built into 
the processing of earned income cases will make it easier for prosecutors to 
prove that willful misrepresentation occurred, but will do little to solve 
the basic problem presented by investigators' and prosecutors' feeling that 
they have more important things to worry about. 

Ultimately, policies about AFDC fraud and abuse in Illinois reflect the 
divergent goals and interests of organizationally separate entities. DHHS, 
armed with the threat of fiscal sanctions, has succeeded in pushing IDPA to 
reduce error rates but cannot dictate the specific steps which are taken to 
administer the AFDC program. IDPA, trying to conserve limited resources, 
has been able to revise many of its policies and procedures to focus 
attention on excess assistance problems, but may be unable to get further 
progress out of its local offices. Independent investigators, prosecutors, 
and judges, however, are faced with substantial backlogs of street crime 
cases, and have little time for fraud cases. Despite occasional newspaper 
write-ups of \,:elfare queens and minor grumbling in the legislature, there 
appears to be little pressure to increase criminal justice efforts. "Except 
for the feds with their fiscal sanctions and the legislators who want to cut 
welfare costs any way they can," one legislator concluded, "there simply 
isn't an 'anti-fraud' lobby in the state." In the words of another 
legislator, IINo one is emphasizing enforcement against welfare fraud because 
theY'e is no political mileage in it unless you catch a welfare queen." 
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NOTES 

d . . t tive processes of the 
1. The organizational str

f
ucptub1r: a~1daa~n~!s~~ibed in a~tai1 in Bateman 

Illinois Department 0 u lC 
(1979) and Zashin and Summers (1980). 

2. In calcu1atin~ fi~anci~l e1~gib~1~t~s~~~~~b~~c~e~~t~~~~~e~n~e~~~~es, 
assets, contrlbu~~onsd.r?m11~~~b1e disregards ll deducted from these 
sources a~ conSl ere, a 1ated to earning income, income earned by 
resources lnc1ude expenses re. . nts and work expense 
full-time student chi1dre~, WIN lncentlv~_~~1~~ of the remainder of 
reimbursements, anhd thethf~rstt~!~ ~~~b~~s of the family. Certain other 
income earned eac mon Y 0 t"ideration. Income, 
assets and resources a~e exempt from con '.1.0 calculate I1l1et countable 
disregards, and exemptl(01n97s9~reli~~~ ~~e1I~31) and DHHS Office of Family 
i ncome. 1I See Bateman • 
Assistance. (1980: 57-60) 

.. t tch federal changes in 1981 l~d 
Changes in Illinois AFDC p011cles 0 m~ 25 000 recipients. The major 
to the tenni nati ~~ ~i ~~nef.$~~ :~~ ~~:-thi ~dll di sregard to four months, 
charyges were to, lml festep-parents in calculating eligibility, and 
to 1 nc1 ude the 1 nc02m1 e 0 01 ds un1 ess they were full-time students. 
to exclude 18- to -year 
(Frantz, 1982) 

.' ,,' g in the local offices, the 
3. IIIn addition to monltor~ng ca~e plo~essl~es com 1aints about local 

regional offices d:al ~1th unl0n g~~~~~nc1i~nts Poutreach to commuunity 
offices from organlzatlo~s represe ~ Correcti~e responses to QC 
organizations, and stafflng.Pb~ol~i~m~f the regional offices.1! (Zashin 
audits are also the responsl 1 1 ~ 
and Summers, 1980: IV-14) 

4. Desp!~~ thi~a:~t~r~~i~'i~~:~~~fl~if~~e~ef~~lt~:~a~~~e~~U~;~i~;rsonnel 
c~~~iO~~ssuch as the local office administ~ator and deputy 
~dministrator, however, command more attentl0n. 

5. General Assistance outside of Chicago is locally funded and 
admi ni stered. 

6. In 1981! IDPA ch
h
an

1
ged i1tsuhpOe~~i~~~i!sP~~i~~~t~~~v!n~i!~tt~st~~cessary 

discretlon of t e oca s 
in an individual case. 

7. ~~~~ ~~~~eA~~ :e~~~!~~!f'a~~~:~d..!~~~::'m~~~~f!~n~~n~~~n~~~e to an 
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8. Several months after initiation of the demonstration project, 
recipients were reporting that the reporting fonns were hard to 
understand, that IDPA offices were misplacing fonns, and that checks 
were being delivered late. Spanish-speaking recipients were 
particularly suffering, since the reporting fonns were printed in 
English, and IDPA offices had few bi-1ingual assistants to help the 
c1 ients. (White, 1981) 

9. The actual rate of payments into BOC accounts varies. During FY 1981, 
43% of the persons who had si gned vol untary repayment agreements made 
payments averaging $29.30 per month. Of those who lost in a civil 
court suit, 40% paid at an average of $44 per month. Twenty-six 
percent of the persons who were convicted of cdmina1 fraud paid an 
average of $253.11 per month. (Since court orders required payments to 
the county probation office, prior to forwarding to IDPA, the 
supervisory power of the probation officers assisted in the collection 
effort.) 

10. As will be noted later, there were many indications that caseworkers do 
not refer all excess assistance findings to the central office for 
recovery acti on. 

11. In October of 1981, BOC took over BSI's excess assistance referral 
processing functions, a1t~ough BSI continued to handle any necessary 
investigations on cases. 

12. While the ICL identifies individual cases containing factors which 
might indicate errors, IDPA has not developed lIerror-prone-profi1esll to 
classify types of high-risk cases. 

13. A 1982 evaluation of the direct mailing program by the DHHS Inspector 
General, however, concluded that the program made it difficult for the 
elderly or handicapped to pick up their checks, that forged 
photoidentification cards made it still possible to steal checks, and 
that the photo ID system was expensive to operate (about $300,000 per 
year). (Coates, 1982a) 

14. While AFDC fraud also violates federal laws, federal agencies rarely 
become involved in the investigation and prosecution of Illinois AFDC 
cases. The Regional Office of the DHHS Inspector-General concentrates 
almost exclusively on provider fraud. The FBI office in Chicago, 
acting on guidelines set by the United States Attorney, will not 
i nvesti gate a red pi ent case i nvol vi ng 1 ess than $20,000 (referri I1g 
such cases to the state for action), although it will act on interstate 
violations exceeding $5,000 and on some types of aggravated­
circumstance cases. In 1977, for example, a federal grand jury prohe 
of government employees receiving welfare payments led to the 
indictment of 94 persons. Almost all were convicted. Crossmatches 
located an additional 1,500 government employees who were receiving 
illegal aid from IDPA, leading to grant cancellations or reductions. 
Complaints by some federal judges about the burden posed by the 1977 
mass indictments led to an agreement between the U.S. Attorney and the 
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state th\~t (mythi ng under $20,000 will be referred to state agencies. 
Arrangements have also been made to appoint prosecutors from the 
Illinois Attorney-General's office as special Assistant United States 
Attorneys to handle same prosecutions. 

The 1977 investigation was conducted by a task force of the Federal 
Bureau of Investigation, Illinois Department of Law Enforcement, IDPA, 
and Postal Inspectors. The task force used computers to match public 
agency work records against IDPA records of public aid recipients. 
Although IDPA had established a computerized crossmatch program in 
1973, efforts to expand it to local government units were unsuccessful 
until 1977, when the federal grand jury requested a special government 
employer data exchange. Government agencies such as the Chicago 
Housing Authority, Chicago Post Office, City of Chicago, and the 
Chicago Board of Education were subpoenaed by the grand jury to prepare 
tape files of payroll infonmation in a fonmat specified by IDPA~ 
( DHHS, , 980: 2-31) 

Federal involvement in Illinois recipient fraud problems revived in 
1981. A jOint investigation by the FBI, the regional Inspector-General 
of the Department of Agriculture, the United States Attorney, and the 
Cook County State's Attorney led to county and federal indictments of 
eighteen persons on Food Stamp fraud charges~ (Crawford, 1981) The 
DHHS Inspector-General conducted computer checks of AFDC, Food Stamps, 
and Medicaid recipients in Illinois, identifying 152 families which 
were registered at least twice to receive the same benefits, and 
reported various failings in IDPA efforts to verify social security 
numbers, birth certificates, etc. (Coates, 1982b) In 1982, a combined 
federal and county investigation led to 22 AFDC indictments and 19 Food 
Stamp indictments (Crawford, 1~81). 

It should also be noted that a few AFDC fraud cases at~ processed 
outside of the BOC/BSI--IDLE route. Some tips are sent directly to 
county p~osecutor~ Jr other officials; of these, some are passed on to 
IDPA or IDLE for analysis while others are independently investigated. 
The procedures discussed in the text, however, account for the 
overwhelming majority of AFDC fraud investigations and prosecutions in 
Illinois. 

15. lOPA officials were uncertain whether the increase in referrals was due 
to the simplification in the caseworkers' referral tasks or to the 
pressure exerted on office managers by the LOPI sy~tem. 

16. Under Section 11-21 of the Illinois Public Aid Code, recipient fraud 
occurs when II Any person who by means of any fal se statement, wi 11 ful 
misrepresentation, or fail ure to notify the Department of a change in 
his status ••• or through other fraud~lent device obtains or attempts 
to obtain public assistance." Offenders are subject to penalties for 
perjury, and may be ordered to refund the amount of the excess 
assistance, to pay a penalty up to the amount of excess aid, and/or be 
sentenced to imprisonment for periods ranging from six months to twenty 
years, depending upon the umo~nt of excess aid. 
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17. While no statewide data are collected on the sentences imposed in ftFDC 
fraud cases, IDLE and IDPA reported that many convictions led to either 
probation or to a combination of probation and restitution. Some 
judges were said to avoid restitution orders, concluding that the civil 
courts are better able to enforce restitution with their remedies of 
attachment and garnishment. 

18. While they of course like the decline in their error rates, IOPA 
officials are quick to challenge the validity of the OHHS error rate 
~ystem as a full mea~ure of a ~tate:s effectiveness in administering 
,ts AFDC program. Glven the dlverslty of states' implementation 
problems, IDPA officials reject any conclusions that a state with a low 
error rate is necessarily perfonning better than a state with a high 
error rate, or that high error rates should lead to fiscal sanctions. 

J' 

Three problems in the use and interpretation of the QC data were cited 
by IOPA. First, the federal QC data provide a statistically valid 
picture of errors for the state as a whole j but do not tell individual 
offices what their problems are or what corrective actions would be 
appropriate for them; IDPA hopes that its own expanded state sample 
(not used for federal QC calculations) will provide valid and useful 
error rate data for larger offices. Second, IOPA reports a lack of 
coordination within the .Regional Office of OHHS. "We'll clear a 
program change with their program people and then their quality control 
people will stick us on the six month quality control reports and tell 
us that what we'd done with prior approval was incorrect--that what 
we'd done is not penmitted, and they count it as an error. They just 
don't talk to each other over there." (Quoted in Zashin and SUmmers 
1980: 1-11) J 

Third, many Jf the reductions in error rates were attributed by IOPA 
not to their administrative reforms but to policy changes which defined 
errors out of existence. In 1975, for example, QC reviewers stopped 
counting changes in recipients' status, unrecorded by the caseworker 
which occurred during the review month or the preceding month. The' 
reqUirement that clients register for the WIN program was 
a1tered--reregistration requirements were changed from every 
thirty days to every six months. An affinnative reqUirement that the 
file show that a child was in school was changed to a negative 
reqUirement; a case was only in error if 1DPA had received a IIdrop 
~ot! c7" from the. chi 1 d's schoo 1. To get a round a problem caused by 
,ndlvldua1 reciplents who had not signed fonms promising assistance in 
enforcing child support agreements, IDPA persuaded the legislature to 
make such assistance a matter of law; as a result, the absence of an 
individual form in a file no longer counted as a QC error. 

F~na11~, IDPA officials point out that error rates lump together 
slgn1flcant substantive problems and meaningless technical errors; if a 
client has not reregistered for WIN or obtained a social security 
number for a new child, for example, "real eligibility" is not 
affected--the caseworker Simply sends the client off to get the right 
fornls and payments continue uninterrupted. 
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19. The activities of the Legal Assistance Foundation and predecessor legal 
services programs in Chicago are detailed in Katz (1982). 

20. Zashin and Summers (1980: 1-13--1-15). On the topic of relationships 
with the DHHS Regional Office, IDPA officials suggested that DHHS was 
rarely obstructive, but often was a less valuable source of helpful 
infonnation than other state welfare agencies or officials in 
Washington. By way of comparison, they reported that regional HCFA 
officials were more helpful about Medicaid than OFA officials were 
about AFDC. 

21. Zashin and Summers note that caseworkers have "limited incentives to 
seek out instances of clients' not reporting changes. Wage increases 
for superior perfonnance can be earned, but perfonnance is evaluated on 
a variety of activities; there is no direct reward system for superior 
'investigative' work. Increasing cancellations by uncovering 
ineligibility factors may help in keeping the total caseload under 
control for a local office, but it is not clear that this works to the 
caseworker's advantage except in the short run because caseloads are 
periodically redistributed. On the negative side is the time required 
to pursue such inquiries, the possible unpleasantness of confronting 
clients about a sensitive matter, and the added hardship to clients 
that mi ght resul t from attempts to recoup excess assi stance. II (1980: 
I II-,S) 

22. A 1980 staff report by the Legislative Advisory Committee on Public Aid 
concluded that criminal justice approaches to recipient fraud were 
unlikely to be very important, since IDLE was not equipped to handle 
many IDPA referrals and effective prosecution would require extensive 
pretrial investigations. As a result, LACPA recommended continued 
emphasis on voluntary reccvery and/or civil suits through the 
Attorney-General's office. While this recommendation corresponded with 
IDPA policy, the LACPA report concluded that IDPA was not doing an 
adequate job in enforcin~ recovery agreements or in monitoring the 
handling of excess assis ance cases both within IDPA and by IDLE and 
the Attorney-General's Office. (Stein, 1980) 
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CHAPTER FOUR 

CotJTROLLING RECIPIENT FRAUD IN COLORADO 

"Fraud in AFDC isn't a serious problem in Colorado. There have only 
been a handful of jail sentences in the past 10 years. I believe the 
number of fraud prosecutions pretty accurately mirror the amount of 
AFDC fraud out there. II 

Colorado State AFDC Official 

"I am so constrained by lack of resources and the problem the state has 
in being out of compliance with its own rules that I only have 40 cases 
in my backlog." 

County Welfare Fraud Attorney 

"On occasion. I can get a case worked up for the attorneys but the 
pressures of my job arc severe. I feel that I'm batting 1.000 if I can 
just motivata the Eligibility 'rechnicians to keep blatant ineligibles 
off the rolls." 

County Welfare Investigator 

As in most other states. AFDC in Colorado is seen as a complex and 
expensive welfare program--necessary but unpopular. But Colorado's AFDC 
program, unlike that of other states. has escaped the highly visible, highly 
emotional controversy that so often surrounds welfare programs. Instead, 
the AFDC rolls and program expenditures have quietly and slowly been reduced 
since 1975. This downward trend is no doubt due to a number of factors, not 
'f 

the least of which 'Is Colorado's economic health and relatively low 
unemployment rates. Instead of having to fight soaring welfare costs. 
Colorado's officials can concentrate on such matters as balancing economic 
dev~lopment with protection of the environment. 

However, as this examination of the State's AFDC program will 
illustrate, the problem of AFDC recipient fraud looms in many ways as an 
iceberg--just below the surface lies a very significant problem. The key 
question might be. why is there no controversy? 
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Administration of the AFDC Program. Colorado maintains a 
state-supervised, as oppor.ed to a state-administered AFDC program.l 

Fundamentally, the two approaches are different in the location of 
responsibility for day-to-day operation of the program. Colorado's 
63 counties are responsible for running the program. County workers staff 
the program, determine eligibility, establish individual AFDC grant amounts, 
handle redetermination$, distribute checks, serve as recipients' first level 
of appeal, and perform nearly all fraud control functions. The state 
legislature sets county staffing levels for program administration. The 
state is also responsible for promulgating general rules, monitoring, 
auditing, conducting quality control reviews, and providing training and 
general technical assistance to the counties. County governments contribute 
20% of the cost of the program, the state 30%, and the federal government 

50%. 

The Colorado Department of Social Services (DSS) coordinates the AFDC 
activities of the 63 county departments of social service. A nine-member 
State Board of Social Services, serving at the pleasure of the Governor, 
oversees the Department. An Executive Director, also appointed by the 
Governor, is the top administrator. DSS, in addition to AFDC, also 
supervises Medicaid and Food Stamps; these programs, like AFDC, are 
administered on a day-to-day basis by the counties. DSS also directly 
administers a wide variety of other social service programs such as those 
for veterans and the aged. DSS has the third largest budget in the state, 
after higher education and primary/secondary education. The total 
cost of AFDC in Colorado was $7.5 million in 1981. 

Figure 3 presents the organization of DSS. The Division of Income 
Maintenance (DIM) promulgates rules guiding county operations. Training of 
county employees, information systems support, planning, statistiCS, and 
other management assistance are provided to the counties by the DSS 
operations branch. Quality control and field audits are performed by an 
administrative branch. A small Office of Investigations, handling audit 
reviews and recoveries, reports to the Executive Director. There is no 
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requirement that counties have such an investigative capability, although 
several of the larger counties have investigators. 

It is within the county departments of social services that applicants 
queue up to fill out forms, technicians2 interview clients and fill out 
fonms, and primary efforts to prevent or detect welfare fraud occur. 

Denver County serves as a useful illustration, although this county is 
atypical in size. In area, it is Colorado's smallest county (118 square 
miles), although it has the largest population (nearly 500,000). It also 
has nearly 40% of Colorado's AFDC case load (and its error rate is more than 
twice that of the rest of the state). It is in the Denver County Department 
of Social Services (DOSS) that eligibility is determined and AFDC grants are 
issued. DOSS has approximately 1,000 employees and a total annual budget of 
$63 million. Its Income Maintenance Division performs AFDC intake, 
redetermination, and Food Stamp application processing functions. Social 
services and administrative services are provided by two other major units 
within the department. From the perspective of DOSS, the federal 
government's Office of Family Assistance is not relevant in any major sense, 
and the state is relevant only with regard to quality control, rules and 
regulations, and funding for program staff. 

There are approximately 8,000 active AFDC cases in Denver County at a 
total annual cost of $30 million. The annual AFDC cost to the county, 20% 
of the total, is approximately $6 million. As in the state as a whole, the 
Denver County AFDC case10ad and total AFDC costs have been dropping steadily 
since 1975 (see Figure 4 ). 

To reach citizens throughout the county, DOSS has opened a number of 
district off1ces. These offices are staffed primarily by Eligibility 
Technicians (ETs) and their supervisors. District staff members accept AFDC 
applications, determi'.ne eligibility and the AFDC grant amount and, every six 
months, redetermine eligibility. Other investigative staff and the welfare 
fraud attorneys are locat~d in the DOSS headquarters building, where program 
officials have offices. (DOSS recently disbanded the headquarters unit that 
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assisted ETs by researching such things as employment data, birth 
verification, motor vehicle checks, bank and mortgage accounts.} In 
addition to AFDC, the DOSS staff also handles Food Stamps, Medicaid (except 
for fraud control), family services, and a host~f related activities. 

Applying for AFDC benefits in Colorado is a relatively straightforward 
procedure. Generally, a new AFDC client files an application at a district 
office and completes an interview with an Eligibility Technician. The 
application is reviewed (and completed, if needed) and a process is started 
by technicians to determine eligibility. A great deal of judgment is 
allowed, but typically the technician makes telephone calls to banks, 
schools, credit bureaus, etc. If time is limited, the intake technician may 
perform this validation only in Cases where there are suspicions of 
misreporting. State rules require that a home visit be made for every new 
upplication. Again, this is reported to be a difficult rule to follow in 
counties, like Denver, where the caseload is heavy. 

If the technician suspects misreporting, an investigator can be asked 
to follow up with records checks and/or make the home \,"isit. For 
redeterminations, investigators are often called on to determine if a man is 
living in the house and contributing income to the family. No state rule 
requires home visits at the time of redetermination, so visits are typically 
made in suspicious cases only. 

Once all necessary information has been assembled, and eligibility is 
determined, the size of the AFOC grant is established. To minimiz9 
possibilities for error, technicians overlay a plastic ruler-like templ~,te 
on the highly formatted applica1;ion and, by reading off a scale, determh~e 
the size of the grant. Supervisors randomly review these calculations. 

Procedures for Handlina Nonfraudulent Errors and/or Fraud. Because 
AFDC regulations are both complex and changing, nonfraudulent errors find 
their \,/ay into the program. Recipients may confuse time periods when income 
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or changes in the family unit should be reported; technicians may overlook 
certain factors when determining the size of the grant. 

There also are, of course, cases involving willful misrepresentation by 
recipients. But it is difficult to separate the procedures used for 
handling inadvertent error from those used for handling fraud, because in 
Colorado, in addition to investigating suspicious cases, county 
investigation units become involved in many matters having to do with 
determining eligibility. A teChnician who becomes suspicious of a 
recipient's eligibility, or of the grant amount, can refer the case to the 
investigation unit whether it is suspected to involve inadvertent error or 
willful fraud. Depending on the technician's workload, it is often up to 
the investigator to examine the case and determine how to proceed. 
Procedures for handling errors and potential frauds are shown in Figure 5 
which depicts the processing of cases referred to county investigation units. 

Three point~ in the typical error/fraud investigation require 
discussion (see reference numbers in Figure 5 boxes). We again use the 
Denver County Department of Social Services for illustrative purposes. 

(l) Eligibility technicians, social workers or supervisors can, at any 
time, refer a caSe to the Investigation Unit (IU). Typically, 
cases are screened by the supervisor of the IU. The IU has total 
discretion regarding the case; it can be accepted, rejected, or 
deferred. If time is aVailable, some form of investigation takes 
place, even if it is only a telephone interview. If no time is 
available, the case will be deferred. There are no incentives to 
investigate. Workload pressures (two of eight investigators were 
recently cut from the Denver unit) are often powerful forces in 
deciding not to investigate. 

(2) When, On completion of an investigation, there is reasonable cause 
to believe that legal action is necessary, the case is referred to 
the County legal Unit (CLU). Here the merits of the case are 

87 



INELIGIBLE CLIENT DISTRICT OFFICE CAN THE SUSPICION 
OR EXCESS ASSISTANCE r+ DETERMINES EXISTENCE ...... OF FRAUD BE 
REFERRAL RECEIVED Arm TENTATIVE ADMINiSTRATIVELY 

BY CDSS AMOUNT OF EXCESS DISPROVED? 

No 

~ G RANT ADJUSTED 
REFER CASE J t DOWNWARD OR I TO CDSS-IU 

REPAYMENT PLAN Not Accepted 
Accepted NEGOTIATED by IU 

1 by IU 

+ CASE RETURNED TO INVESTIGATION 
DOES CLIENT DISTRICT OFFICE AND COMPLETED IN 
COOPERATE? MAnER DROPPED OR ACCORDANCE WITH 

HANDLED ADMINISTRATIVELV TIME AVAILABLE 
No 

Yes Ap j j 

I CLIENT REQUESTS 
IS THERE REASONABLE FAIR HEARING No 
CAUSE TO REFER CASE 

FOR LEGAL ACTION? 
COSS ESTABLISHES Ves 

ACCCUNT AND 
MONITORS No 

CLU REVIEWS CASE AND REPAVMEr~T PUr$ult 
DETERMINES PROCEDURE 2 

FOR HANDLING 

No I Criminal 

DOES DA ACCEPT CASE? I _ 
Procedure 

Ves 

COUNTV ESTABLISHES 
DA SECURES PLEA OR ACCOUNT AND 
CRIMINAL JUDGMENT 

~ 

MONITORS PAVBACK 

+ 
DOES CLIENT DEFAUl.T? 3 

J No !ves RESTITUTION COLLECTED 
AND CASE CLOSED -

REFER TO DA FOR CDSS-County Department of 
FOLLOWUP ACTION Social Service 

t !U-Investlgatlve Unit 
DA-Dlstrlet Attorney 

DOES DA ACCEPT CASE? I CLU-County Legal Unit 

RECOVERV ACTION STOPPED I~ 
J No lve. 

I DA SECURES Pl.EA OR 
CRIMINAl. JUDGMENT 

HA·2312.:3 

FIGURE 5 PROCESSING CASES OF AFDC ERROR AND/OR SUSPECTED FRAUD 
(GENERALIZED FOR 63 COUNTIES) 

88 

t t zr t 

reviewed and a decision made as to whether the CLU will try 
criminal prosecution or refer the case back to the technician for 
administrative followup. (Table 6 indicates how many cases are 
handled by law enforcement and how many by administrative 
procedures.) No formal action is taken on a criminal case until 
approval has been secured from the Director of Social Services, 
who ascertains whether there is reasonable cause to proceed with 
the case. If approval is granted, the attorney files a criminal 
complaint, affidavit, and application for arrest warrant.3 The 
typical case moves from arrest to the court in a few weeks and 
usually reslJlts in a guilty plea and court-ordered probation and 
restitution. Typically, the court orders incarceration only in 
cases where there is a long criminal history. Program officials 
remember no more than a few jail sentences during the past ten 
years. 

(3) The terms of probation usually require that excess payments be 
repaid on a monthly basis. Promissory notes are secured and an 
accounting system established. Although an attempt is made to 
collect the full amount of court-ordered restitution, officials 
acknowledge that complete restitution is seldom made; there is 
little legal or administrative followup if reci~ients default on a 
promissory note. . 

Fraud ~Abuse in the Colorado AFDC Program. The true magnitude of 
Colorado's AFDC fraud problem is unknown. When asked their subjective sense 
of how much fraUd exists, agency officials typically repor't "one or two 
percent. II Investigators, on the other hand, more often feel that 50% of the 
caseload involves some sort of fraUd. Given these widely disparate 
estimates and no other measures, quality control findings are the only means 
of illuminating the characteristics of the fraud problem.4 
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Table 6 

REPORTED RECIPIENT FRAUD IN 
. THE STATE OF COLORADO, 
FOR PERIOD 4/80 THRU 3/81 

Total cases referred to 
1 aw enforcement 

Total cases dropped or 
handled administratively 

Action by law enforcement 
prosecuted (total) 

Case dismissed 
Acquitted 
Convi cted 
Confession of judgment 
Other 

Action on cases not referred 
to law enforcement 

Facts insufficient to 
sustain fraud case 

Reimbursement arranged d 
Special hardship involve 
Unable to locate 
Small amounts involved 
Other 

90 

o 
o 
1 
1 
6 

514 
36 
o 

97 
46 

361 

8 

1,054 

8 

1,054 

\ 
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An analysis of quality control data indicates th3t approximately 75% of 
all errors in Colorado's AFDC cases are client-caused. This statistical 
resul t contrasts sharply \'lith the feeling of AFDC program official s that 
errors are generally 50% client-caused and 50% agency-caused. Supporting 
the data gathered from the Denver Income Maintenance Experiment reported in 
Chapter Two, apprOXimately two-thirds of all client-caused errors are the 
result of unreported income or an unreported parent in the home. The 
remaining errors fall into a wide variety of budget categories having to do 
with receipt of nonwage income. While such statistical findings vary from 
period to period, client-caused errors in income underreporting, or 
mi s reporti n9 of the fami 1 y structure, consi stentl y rank hi gh among types of 
errors found. It is believed by investigators that reCipients with 
fraudulent intent typically leave out the highest wage earner from the 
reported family unit (of~en the father), thereby removing large amounts of 
income from the monthly report. Such errors occur approximately five times 
more often at the time of the 6-month redetermination than at the time 
eligibility is initially determined. Finally, underpayments are far less 
frequent than overpayments, lending credence to those in Colorado who 
believe that there is a significant amount of willful misreporting. 

In terms .of the magnitude of the problem, only one source of 
information is available: quality control data. QC activities not only 
illuminate where errors are occurring but how many errors occur over time. 
For the period April-September 1980, 468 AFDC cases were subjected to QC 
scrutiny. The federal findings for Colorado were as follows: 

Ineligible cases 
Overpaid cases 
Underpaid cases 

Total cases in error 

4.29% 
10.66% 
1.87% 

16.82% 

Thus, for Colorado, approximately one AFDC case in six during mid-1980 
exhibited some type of error resulting in an incorrect payment. 
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state rules. Recently, this expanded staff also took over responsibility 
for following up on quality control findings and implementing corrective 
actions. S Plans are underway for each county's operations to be reviewed 
and for training programs to address identified shortcomings. Division 
staff are working toward a process whereby quality control findings are 
linked with audit findings, leading to the preparation of corrective action 
plans. These plans would then be reviewed and special county-by-county 
training programs established. While proud about their successes to date, 
Division staff are not sanguine about the expected negative impact of budget 
cuts on the Department. 

The stated goal for both COIN and the training programs is to reduce 
error rat0s by means of improved local management and administration. While 
the control of fraud and abuse is an issue, however, it seldom receives 
explicit attention when such assistance activities are planned. 

In addition to special purpose administrative efforts at the state 
level, a variety of reforms are being implemented at the county level. 
Here~ the control of fraud and abuse is more often a stated objective. 
Denver and Boulder counties currently have their entire caseloads on 
retrospective monthly reporting. This requires reCipients to complete a 
status report form for each monthly period. Recipient.s are asked to answer 
approximately 40 questions regarding the past month for which they received 
AFDC. On receipt of each month's reports, eligibility technicians determine 
if payments for the past month were accurate and, if they were not, 
additions or deletions are made in the next month's payment. 

The monthly reporting concept has a humber of objectives, one of the 
most important being the elimination of the need for face-to-face 
redetermination interviews. Cost factors were expected to be offsetting 
(expenses for a larger administrative workload are offset by personnel 
savings due to no redetermination interviews). Denver officials (and 
others) are not entirely satisfied that monthly reporting does much more 
than provide a system for recipients inclined to misstate circumstances to 
do so every month in safety. Furthermore, county officials say that when 
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changes are reported, monthly checks are delayed, setting up a disincentive 
to report any changes. County 1 egal aid official s, ~iho are skeptical about 
any al terati ons in procedures that tend to pl ace a burden on reci pi ents, say 
IIbeing on AFDC is now a full time job. 1I Denver's DDSS Director, acting on 
these concerns, has recently announced that all recipients will be required 
to appear at a district office for a redetermination interview every six 
months. The Director's rationale was that facts regarding income and family 
structure are easier to establish face-to-face than by mail. It is also 
felt that interviews reduce the number of fraudulent statements made by 
applicants. The value to the county of obtaining accurate information is 
evident from the high costs it is willing to accept to handle both monthly 
forms and redetermination intervi~ws. The state is challenging Denver 
County over the additional expense, maintaining that face-to-face interviews 
are not warranted. However, county officials are quick to point out that 
the state is really of two minds, pressuring the county to reduce its error 
rate but complaining about the means the county chooses. Officials from 
both agencies feel that this dispute will not be quickly resolved. 

Monthly reporting has been controversial since its experimental 
inception in 1978. Originally proposed by OFA and the state, it is still 
controversial at the county level. The Denver Legal Aid Advocacy Group 
filed suit in 1979 (Iris v. Colorado Department of Social Services, Colorado. 
'79 N.296, 1979), arguing that the monthly reporting system is unreasonably 
burdensome to recipients. It was claimed that reported cost savings (4.3% 
of total costs) were due in large part tv otherwise eligible people either 
not participating in the program due to difficulties in filing reports or 
filing reports inaccurately and being removed from the system. A study made 
in 1980 by Mathematica Policy Research, Inc., of reporting problems 
concluded that "between 11 and 39 percent of all cases discontinued under 
the Monthly Reporti ng System may have been di sconti nued for fai 1 ure to 
comply with filing requirements even though they were otherwise eligible for 
assistance." The court rUled that MRS was not an unreasonable burden but 
that the county should clarify instructions to recipients. 
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Denver County has also recently addressed the problem of stolen AFDC 
checks. Photo identification cards are now being issued to all AFDC 
recipients. Originally requested by the business community and viewed as a 
service by the county's legal unit, photo identification cards, DDSS feels, 
are also useful to investigators who report they are stymied in many 
recipient investigations by identification problems. 

Computer-matchi ng of wage records is another admi ni stl"ati ve approach 
being used in Denver. In the pa~t, an occasional match was made against the 
county payroll records or state w~ge records but this is now a routine 
practice that has grown out of recommendations contained in state-approved 
corrective action plans. County officials feel, however, that matching is 
largely a waste of time and money. Very few hits are made because, they 
say, the fraud problem in Colorado is not one of misreported wage income. 
Rather, the problem centers around nonwage income (e.g., tips, gifts) and 
wage-earning members of the family who are not being reported. Their 
suspicions are confirmed by the DIME data presented in Chapter Two. 

A final local administrative response in Denver is specifically geared 
to reducing the county's own error rate, as established by QC reviewers. 6 

Using "supercheckersll (eligibility technicians Who perform a quality control 
function) to scrutinize each case that is pulled for state QC review, the 
county ensures that easily spotted agency errors are cleansed from the 
sample. State officials wonder aloud about the ethics of "superchecking ll 

only those cases being reviewed for quality control, but are acutely aware 
that Colorado's error rate difficulties are centered in one countY--Denver. 
Apparently, any means of reducing Denver's error rate will be acceptable to 
state officials who are anxious to avoid fiscal sanctions. 

Enforcement Responses to Identified Fraud Cases. Most enforcement 
• 

responses to fraud in Colorado are reactive. In some counties (e.g., 
Jefferson and E1 Paso), the child support enforcement staff provides 
information to AFDC investigators that can cause an investigator to initiate 
an AFDC investigation, but more typical is the case that is referred by a 
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technician who becomes suspicious about an application, a monthly report, or 
a redetennination interview. The county investigative unit is typically 
required to review the case but can reject it either because it lacks merit 
or there is too little time to follow up. Typically, the investigators will 
perfonn a 48-hour IImini-investigation ll to assist a technician in detennining 
eligibility. If a willful misrepresentation of facts is suggested by the 
eligibility investigation or by findings after a recipient is admitted to 
the program, the investigation unit embarks on a more complete examination. 
Many investigations are limited to a single telephone call or to a single 
home visit. The applicant or recipient is asked about infonnation on the 
origina1 application or on a monthly report. If an admission of guilt ;$ 
offered (said to occur in approximate1y 50% of the cases), a statement is 
taken and becomes part of the case package that eventually goes to the legal 
unit. If no admission is secured and time is available, the investigator 
may check with neighbors regarding the makeup of the family, check wage 
records with the Colorado Department of Employment, or check with the 
Department of Motor Vehicles, etc. However, such follow-up activity is not 
typical, due to the inve5tigator's time pressures and the low probability 
that unreported wage income is the problem. More common is the 
investigation that ends with a single interview and either an admission of 
guilt or a dropping of the case in favor of the next one in line. 

The Denver County IU now has six investigators, four of whom assist 
technicans in determining eligibility. In 1980, eight investigators 
completed 1,885 lIinvestigations,1I some amounting to a single interview or 
h!>me vi 5i t. These i nvesti gati ons concerned a va ri ety of benefi t programs, 
with AFDC and Food Stamp cases in the majority. 

There are, of course, cases where substantial fraud is apparent and a 
relatively complete investigation is made. Of 1,885 investigations, 
approximately 40 cases were added to the legal unit's small backlog. The 
others were handled administratively or dropped. The legal unit consists of 
one county civil attorney (who is also a deputy district attorney) and a 
paralegal who together are responsible for the 40 or so cases in process at 
any given time. As with the investigative unit, the legal unit handles 
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cases from AFDC, Food Stamps, foster care, estates, and other county 
programs. AFDC cases, however, are in the majority. 

When an AFDC case is accepted by the legal unit, a criminal complaint, 
affidavit, and application for arrest warrant are completed. Upon arrest 
and arraignment, the accused typically pleads guilty, but at the suggestion 
of the court the plea is usually on a deferred basis so that after the 
typical two-year probation period, charges and t~e conviction can be 
dropped. In addition, sentences almost always include restitution. 

When restitution is ordered» a schedule of payments and a promissory 
note are secured. A recoupment account is established within DDSS and 
monitoring of repayments initiated. Default on restitution is a serious 
problem in Denver, at least to enforcement officials who feel that claims by 
recipients of "extenuating circumstances" are too often upheld by the 
court. County staff members feel that only 10% of court-ordered restitution 
is ever collected. 

The legal unit feels that a major barrier to more successful 
prosecutions lies in a court judgment in 1977 in favor of a client of the 
County Public Defender (People v. Wi11iams, 197 Colorado 559, 1979). The 
court ruled that the Executive Branch was technically out of compliance with 
state law, since DDSS's AFDC rules were not filed correctly with either the 
Secretary of State or the Supreme Court Librarian. This now, say one 
county I s prosecutor's, threatens any successful prosecuti ons in the state 
under the welfare fraud statute. However, in another county a prosecutor 
said that the problem is more one of attitude, because theft, perjury, or 
false statement charges are potentially successful prosecutoria1 tools which 
would bypass technical problems in using the welfare fraud statute. 

While there may be technical difficulties in Denver County, there are 
no significant organizational conflicts among the investigators, the 
attorneys, and the administrators of Denver's Department of Social Services, 
because they are all a part of the same agency. Other counties in the 
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state are not so organized. In sUburban Jefferson county (a~jac:nt to. . 
Denver, with one-fifth of Denver's AFDC caseload) the invest1gat1ve un1t 1S 

contractually provided service to the Department of Social Services by the 
~istrict Attor~ey's Office. In mid-1981 there was only one person in the 
"unit, /I but it was not always so small. In 1978, there was a more fully 
taffed Welfare Fraud Investigation Unit .. established with some fanfare by s . 

the District Attorney's Office and the Department of Social Serv1ces. 
Staffed by an attorney, four investigators, and an auditor, the unit the~ 
as able to investigate welfare fraud cases in an ambitious and systemat1c 

:ayo However, budget cuts, poor personnel choices, organizational c~nfli~t, 
and poor planning eroded the unit to the point that its abandonment 1S be1ng 
discussed. 

In El Paso County (largely rural except for Colorado Springs), a 
specialized unit in the District Attorney's Gffice has been successfully 
inVestigating and prosecuting welfare fraud cases since 1974. Three 
attorneys and three investigators have been organized into a Fraud and 
Support Division of the DAIs Office. Originally, the unit focused mainly on 
AFDC cases; investigation of family support cases became a secondary 
r'esponsi bi 1 i ty. However, because fi seal incentives in. the. famil y su~port 
program have changed over the years, making the investlga~lOn of famlly 
support cases financially rewarding to the co~nty: the U~l~ h~s slowly /I 

shifted nearly all of its attention to invest1gat10n of m1ss1ng father 
~ases. There are no fiscal incentives to investigate AFDC fraud; where an 
AFDC recovery is obtained through the efforts of any county in the state, 
the amount of the recovery is split 50% federal, 30% state, and 20% to the 
county, even though 100% of the cost of the investigation and proscecution 
is incurred by the county. 

It is difficult to generalize from these experiences with different 
structures fOI" fraud control as to what fom of organization is best ~uited 
to combat welfare fraud. In Denver County, a good working re1ationshlp 
exists between investigators, attorneys, and program officials because all 

re part of one organization. However, the caseload is very low. This may 
:e due to the involvement of top program officials in decisions to file 
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charges. In Jefferson County, a separate unit was formed and a contract 
established between the welfare office and the District Attorney's Office. 
Investigations have dropped precipitiously as staff have left the unit. In 
El Paso Coun::y, the Department refers all cases to the Di stri ct Attorney, 
who has a special welfare fraud unit. However, the unit's attention has 
been drawn away from AFDC fraud due to the fiscal incentives provided by the 
child SUpport program, so in this county too, AFDC is receiving little 
attention. 

County enforcement Officials generally feel that without state guidance 
concerning how to attack the fraud probl~m, and with limited resources, they 
are doing the best job they can in the best way they can. Certainly no 
enforcement offiCial could say that mUch more than the tip of the AFDC fraud 
iceberg was being controlled. This is contrary to statements from high 
state and county AFDC officials that fraud is not a serious problem. 

~sessment of Colorado's Responses to AFDC Fraud PrOblems. The picture 
seems clear--AFDC rolls are shrinking and this rests well with Colorado's 
largely conservative population. Fraud enforcement offiCials feel 
overwhelmed by the assumed m~gnitude of the problem. Because of budget cuts 
and other pressures, however, the true magnitude of fraud and abuse remains 
unknOWn. AFDC program officials, anxious to cope with the momentum of 
changing program rules and budget cuts, struggle to keep the program 
operating. The result is an information gap between enforcement and program 
staff. With no clear incentives to attack fraud in specific cases, and no 
priority given from the top, investigators and legal staff charged with 
fraud control do what they can. It is not difficult to understand, then, 
the seemingly incongruent sentiments expressed at the beginning of the 
chapter. To those close to the problem, it is an overWhelming one; to those 
more removed, fraud control takes its place far down on management's list of 
concerns. 
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In terms of incentives, only a reduction of quality control error rates 
is importan't. Threatened fiscal sanctions cause program officials to do 
what they can to reduce errors. However, they can do little more than 
reduce agency errors. Little can be done to reduce client errors in a 
situation where too few staff are available to validate each pie~e of 
information provided by the client. 

Reducing the error rate in state-supervised AFDC programs is not easy. 
The state has no direct control over county program administration. 
Table 7 shows the results of three years of efforts to implement 
corrective actions at the county level--the error rate is creeping up. The 
federal first qual"ter 1980 QC report for the state says: 

Colorado continued its retrogressive trend by increasing its error rate 
instead of decreasing as mandated by the so-called IIMichel Amendment. 1I 

Continuance of this trend will not only prevent the State from meeting 
its assigned goals, but (Colorado) could incur approximately $2,411,338 
in Federal fiscal sanctions based on its present known error rate. 

Compounding the problem and increasing the likelihood of fisca'J sanctions 
are the problems of monthly reporting. The same report states: 

The monthly reporting system continues to have a negative impact on the 
State I s error t"ate with a 85.2X increase in MR payment errors in Denver 
and Boulder Counties. In addition, a serious increase in client 
misrepresentation ~~~rorted the higher error rate. 

The frustration mounts as program officials attack the causes of error 
but error rates go up. Client misrepresentation also climbs. And, most 
interestingly, the State Legislature remains silent through all of this, 
except to cut funds for county staff. The last legislative action on fraud 
control was in 1979 when training, mandatory verification of reCipient 
information, and reporting systems were required; county program staff are 
still struggling with these mandates, with little success. Since that time, 
there has been little legislative activity on fraud control. When asked, 
legislators respond much as do program officials: it is not a serious 
problem and it ranks below others on a list of priorities. l'hus, it seems 
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Ineligible 
Eligible, overpaid 
Underpaid 

Ineligible 
Underpaid 

* 

Table 7 

STATE OF COLORADO 
AFOC PAYMENT ERROR RATES (Adjusted Federal Figures) 

Jan/June July/Dec Jan/June July/Dec Jan/June July/Dec 1974 1974 ,1975 1975 1976 1976 
4.3 6.1 6.3 5.8 4.4 4.1 5.8 4.4 3.7 4.5 5.6 3.3 0.6 4.6 0.5 0.7 0.8 0.4 

July/Dec Jan/June April/Sept Oct/March April/Sept Oct/March 1977* 197~ 1978 78-79 1979 79-80 
4.8 6.5 4.3 6.5 6.3 9.8 0.6 0.8 0.6 0.6 0.7 0.1 

Jan/July 
1977 

1.5 
3.3 
0.9 

"Ineligible" and "eligible, overpaid" collapsed into "ineligible" figure July 1977 through March 1980. 

**Includes errors for state failure to properly apply child support 
requirement and failure to obtain Social Security Numbers. 

Source: Social Security Administration; Division of Quality Control; 
Officp. of Assessment; Office of Payment, Eligibility, and Quality. 
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clear that the Legislature must await a call to action from program 
officials, who currently are not overly concerned about the fraud problem. 

With the AFOC rolls shrinking and no clamor for fraud control, little 
attention is likely to be paid to the problem. Because the program is state 
supervised, "fraud is." as one DSS official stated: "a County problem." As 
one county attorney stated, lilt is an overwhelming problem but we have no 
incentives; why should we do more than our current resources allow us to 
do? II Simpl y put. as in Illinois, no anti-fraud lobby exists in Colorado. 
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NOTES 

T. Colorado has always operated AFDC as a state-supervised program. 
However, in the midw1970s an organized mo~e to change to a 
state-administered program was proposed but quickly dropped by the 
legislature. Opposition came from county officic,ls in the form of 
debate over which county commissioners would serve as Regional AFDC 
Commissioners. In the end, local political pressure succeeded in 
defeating the move. 

2. Over the past 10-15 years, fiscal constraints have resulted in a 
significant change in AFDC staffing. Less-trained Eligibility 
Technicans have replaced social workers with MSW degrees in nearly all 
but supervisory positions. It is reported that conflict between the 
groups holding these titles is not uncommon. Technicians are often 
drawn from the WIN program for which all AFDC applicants must register; 
thus, they are probably more 111 ike ll AFDC recipients than are social 
workers, who are trained to provide services to people usually very 
differ'ent from themselves. 

3. If the amount is in excess of $200, the charge is usually based on the 
state's felony theft statute. An alternative filing charge is a 
welfare statute (for $500 plus), but it is felt to be a more difficult 
charge to prove or on which to secure a plea. 

4. Unlike Illinois or Washington, Colorado has no well-established welfare 
abuse hotline on which to base estimates of recipient fraud. Also. 
Colorado does not yet systematically employ computer crossmatches with 
Department of Employment wage records. 

·5. Corrective action plans. prepared by each county in the state, are an 
attempt to change systems and/or procedures after an analysis is made 
of local qUcllity control findings. These plans are reviewed by DSS 
staff; changes are negotiated if suggested by the state. and a 
composite state corrective action plan is filed with federal Region VII 
officials. 

6. Although the state has been threatened with fiscal sanctions from time 
to time p and is currently facing sanctions, the federal government has 
never invoked the law. However, the state has invoked fiscal sanctions 
on Denver County, where funds have been withheld from the program as 
the county's error rate has continued to increase. 
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CHAPTER FIVE 

CONTROLLING RECIPIENT FRAUD IN WASHINGTON 

"In the last seven years, fraud and abuse has not been a big issue in 
Washi ngton. 11 

Washington Legislator 

"The way to control fraud is to prevent it from happeni ng in the fi rst 
place. This means that the skills of frontline workers need to be 
upgraded ••• Would it matter to me that if this strategy worked, I might 
lose my job? Absolutely not. ll 

Welfare Fraud Investigator, 
Department of Social and Health 
Services 

"Federal regulations regarding quality control and error rates have 
probably weakened fraud prefention efforts by shifting resources from 
frontline workers to overhead." 

Division of income Assistance 
Official. Department of Social 
and Health Services 

The Department of Social and Health Services (DSHS) is Washington's 
Jlsitlgle state 'l agency responsible for administering the AFDC program. DSHS 
was created in 1970 as an umbrella agency to coordinate the delivery of 
social services in the state. Five agencies--the Departments of 
Institutions, Public Assistance. Health and Vocational Rehabilitation, and 
the Veteran's Counci1--became divisions in the new department. The 
development of tile department into its present organization of five 
administrative areas (administration, auditor, comptroller, employee 
services, and analysis and informat'Jon), two braad program areas (colilltunity 
services and health and rehabilitative services), and six regional offices 
"has been marked by internal 'turf fighting' and external political 
cri ticism.1J (Bateman, 1980: II .. 7) (See Figure 6 for an organization 
chart of DSHS.) Because the AFDC program accounts for roughly 19.4% of the 
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DSHS budget, and because AFDC provides benefits to approximately 45,000 
families each year, the character of program administration is constantly 
scrutinized by many individuals, each having different interests (e.g., 
state and federal executive and legislative bodies, welfare rights 
organizations, the welfare fraud association, and the Legal Aid Society). 

Administration of the AFDC Program. Like Illinois, Washington's AFDC 
program is state-admi ni stered ra ther than state-supervi sed. In the central 
offices of DSHS, the Division of Income Assistance 

develops and monitors all of the financial assistance policies and 
procedures. The division has responsibility for translating federal 
laws and regulations and state laws into the policies and procedures 
used daily by the local offices. Policy statements are contained in 
the Washington Administrative Code, while fonms and procedures are laid 
out in Manual F. The division has three other important 
responsibilities: the division works with the financial trainers in 
the regional offices to train local office workers; it interprets all 
policy questions and manuals in an effort to reduce error; and it 
monitors federal Quality Control and program audit findings to improve 
CSO [Community Service Office] procedures. Division staff also analyze 
proposed and recently enacted federal and state legislation to evaluate 
the effect on agency programs and to recommend appropriate actions to 
management. (Bateman, 1980~ 11-11) 

For individual applicants and recipients, the most important parts of 
DSHS are the six regional offices and the 54 CSOs. The regional offices 
interpret and implement central office policy and monitor ioca1 CSO 
perfonmance. There is a degree of autonomy for the regional offices, 
however, and each develops, implements, and monitors its own regionwide 
policies on various issues. At the CSO level, where clients apply and go 
through redetenmination for benefits, there is also a range of discretion as 
to how the office operates. 

In the community service offices, AFDC cases are handled by three types 
of Financial Service Technicians. Reception and Financial Intake System 
(RFIS) workers process AFDC and other applications. Financial Maintenance 
Services (FMS) workers handle cases while benefits are being received. The 
~entra1 local office role relating to fraud and nonfraudu1ent error is 
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played by Verification, Overpayments, and Control System (VOCS) worke~s. . 
VOCS workers receive case referrals from a variety of sources. The f1rst 1S 
the RF!S worker who notices an inconsistency in an application and decides 
that further verification of the data is required. The second source of 
referrals is a FMS worker "whose suspicion is aroused by an inadvertent 
client comment, an anonymous phone call from an irate relative or neighbor, 
or by inconsistencies in the information reported by the client during the 
eligibility review process." (Bateman, 1980: VII-44) A third source of 
referrals comes from the comparison of the quarterly Employment Security 
wage lists with client-reported income. This comparison is performed 
-initially in the DSHS central office in Olympia. Matches or "hits" that 
appear suspicious are sent to the appropriate CSO for further 
verification.1 A fourth source of referrals is the toll-free fraud 
hot1ine number; again, all calls go to Olympia and are forwarded from there 

to the appropriate CSO. 

~lhen a referral has been received, a VOCS worker tentatively calculates 
the amount of overpayment and then attempts to disprove the statutory2 
presumption of fraud. This may involve visiting the home of the client, 
calling collateral sources to verify income, checking with neighbors or 
similar tactics. On the basis of the VOCS investigation, the CSO can decide 
to drop the matter, ask the recipient to sign a voluntary repayment 
agreement, recoup the overpayment through a mandatory 10% deduction from 
future AFDC checks, or ask the Office of Special Investigations in the 
regional DHHS office to consider criminal fraud prosecutions. 

According to some sources, the 10% deduction is only applied after the 
existence of fraud has been determined by an OS! investigator. Other 
sources, however, reported that the 10% deduction can be applied in cases 
that are not reviewed by the regional OSlo If the 10% mandatory deduction 
is applied, the client has a right to contest the decision in a fair hearing. 

The DSHS Office of Financial Recovery establishes and monitors all 
repayment acti vi ty. I f a cl i ent stops recei vi ng a grant (for whatever 
reasons) before the amount of the overpayment has been fully recovered, the 
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DSHS can file a civil suit against the client and/or attempt to garnishee a 
percentage of the client's wages--assuming that the client has a "traceab1e" 
job. 

Following a referral to OSI (close to 95% of all of the AFDC referrals 
received by the regional offices of the OSI come from a VOCS unit), 
preliminary or initial review cf each case is performed» facts are 
collected, and the amount of the ovc~rpayment is documented. If this review 
leads to a conclusion that the case does not warrant a full investigation, 
it is sent bacK to the referring csa for disposition. If the initial review 
shows that the case is fairly solid, a full investigation ensues; when 
completed, the case is either returned to the referring CSO for 
administrative disposition or passed on to the appropriate prosecuting 
attorney's office. 

A 1980 study of Washington's AFDC program provided the following 
description of the handling of recipient fraud cases by the criminal justice 
system: 

There are 39 county prosecutors in Washington, and each has his/her own 
guidelines both as to what type of case will or will not be prosecuted, 
as well as what procedures the special investigator is to employ. In 
many counties, for example, there exists an unwritten da1lar limit of 
overpayment below which the county prosecutor will not pursue the case 
in the courts. (For example, the Pierce County prosecutor will not 
prosecute a case involving less than $1,000 in overpayment.) Also, 
some county prosecutors will only pursue income-related fraud, while 
others will pursue "1iving with" and relationship fraud as well. On 
the procedural side, some county prosecutors do not object to the 
special investigator reque~~ing a repayment agreement from the client, 
while others require that such procedures be postponed until after the 
prosecutor has disposed of the case. 

This lack of consistency in the application of fraud prosecution 
procedures requires that the special investigator be aware of these 
variations and plan his referrals to the county prosecutor to 
accommodate them. This in turn leads to a certain nonstandardizatio~ 
of state-wide procedures which affects not only the Office of Special 
Investigations, but also the client. It should be noted that a number 
of counties have alternatives to court prosecution for clients whose 
case represents a first offense and who agree to cooperate and 
p'articipate. Thurston County, for example, has what is called the 
'Friendship Project," which counsels clients weekly and monitors their 
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repayments. However, if the client fails to follow through with 
his/her commitment to the Friendship Project, the case reverts back to 
the county prosecutor. 

In prosecuted cases, the client has a choice of either a jury or 
nonjury trial. If the court finds against the client, it issues a 
court order requiring repayment. The court order goes back to the VOCS 
unit which then sends an overpa~ent letter to the client and to the 
Reimbursements Section in Olympia, which has the responsibility for 
taking collection action. OSI then receives a monthly printout from 
Reimbursement which indicates the name of c1ient~ amount to be repaid 
and the amount repaid to date. In court-order cases, OSI refers any 
client who has become delinquent in repayment to the county prosecutor 
who then contacts the c1 i ent. In repayments \,1 hi ch are not 
court-ordered, the Reimbursements Section has the responsibility of 
monitoring cases involving delinquent repayments. (Bateman, 1980: 
VII-47-8) 

Fraud Problems in the Washington AFDC Program. As was discussed in 
Chapter Two, estimates of the extent of recipient fraud are unreliable. 
Estimates of the incidence of errors in the AFDC program are, however, 
calculated twice a year in the quality control (QC) program. In general, 
program personnel speculate that 50% of the state error rate is due to 
agency error and 50% is due to errors committed by clients. Of the client 
errors, roughly one-half or 25% of the total error rate is believed to be 
the resu1 t of "willful cl ient mi srepresencation." 

While most individuals interviewed helieve that fraud is not a serious 
problem in the Washington AFDC program,3 administrative attention is 
focused intently on efforts to reduce the error rate in order to avoid the 
potential imposition of federal sanctions.4 Tables 8 and 9 provide a 
detailed picture of the types of errors uncovered in the QC reviews for the 
periods 10/79-3/80 and 4/80-9/80. (These tables show state QC data, and 
should not be confused with the final federal error "profile" for Washington 
for these two periods. The final error rate and profile is negotiated 
between the federal QC staff and DSHS.) The figures show that the agency is 
just as responsible for producing errors as are the clients. 5 To a large 
degree, the corrective action plans--which are intended to address the 
state's error profi1e--are designed to reduce the incidence of agency error 
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Table 8 

AGENCY ERRORS IN WASHINGTON AFDC QUALITY 
CONTROL SAMPLES 

Program Area 

Number of Errors 
in Re~orting Period 

10/79 -/80 4/80 - 9/80 

Basic Reguire~ 

School attendance 
Living with specified relative 
Deprivation of parental support 

Continued absence 
Unemployed father 

WIN Program-Talmadge Amendment 
Residence 
Child support program: 

Social security number 
Assignment of support 
Cooperation in support act 

Resources available to AFDC family 

Life insurance 
Liquid assets and personal property: 

Bank deposits or cash on hand 
Motor vehicle 

Income available to AFDC family 

Earned income 
Earned income disregards: 

Work incentive exemptions 
Work related expenses 

Child care expenses 
RSDI benefits 
Other pensions or benefits: 

Veterans' benefits 
Unemployment compensation 

Other cash income: 
Co ntri buti ons 
Other 

-

111 

1 
3 

3 

13 
1 

2 
6 

1 

1 

14 

1 
1 
3 
2 

2 

1 

1 

1 
14 

5 
1 
1 

1 
1 

13 

1 

1 

1 
2 



Table 8 (concluded) 

Number of Errors 
in Re~orting Period 

10719 -/80 4/80 - 9/80 

Requirements for AFDC famill 

Basic budgetary allowance: 
Shelter only 
Other than shelter, fuel 

and utilities 
Shelter combined with fuel 

and/or utilities 
All basic budgetary allowance 

Special Circumstance Allowance 

Child care 

Other 

Arithmetic computation error 
Proper persons in budget 

TOTAL 

Source: DSHS reports to DHHS, Form SSA-4341-BK 
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2 

1 

1 
5 

1 

1 

66 

1 

3 

2 

3 

52 
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Table 9 

CLIENT ERRORS IN WASHINGTON AFDC QUALITY 
CONTROl.. SAMPLES 

Program Area 10/79 - 3/80 4/80 ~ 9/80 

Basic ReqUirements 

Living with specified relative 
Deprivation: 

lncapacity 
Continued absence 
Unemployed father 

WIN Program-Talmadge Amendment 
Child support program: 

Social security number 

Resources 

Real property--home and other 
Bank deposits or cash on hand 

Need Income 

Earned income 
Earned income disregards: 

Work-related expenses 
Child care expenses 

RSDI benefi ts 
Other p~nsions or benefits: 

Veterans' benefits 
Unemployment compensation 
Workmens' compensation 
Other 

Other cash income: 
Co ntri buti ons 
Other 

Need-Requirements 

Basic budgetary allowance: 
All basic budgetary allowance 

" 
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10 

10 

2 

3 

21 

1 
1 
1 

1 

1 
3 

2 

9 

1 
7 
3 

4 

6 

15 

1 

2 
2 
1 
2 

1 
2 
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Table 9 (concluded) 

Number of Errors 
in Reporting Period 

10/79 - 3/80 4/80 - 9/80 

Special Circumstance Allowance 

Child care 1 

Other 

Proper persons in budget 

TOTAL 

Source: DSHS reports to DHHS J Fonn 55A-434l-BK. 
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with the hope that by so doing, client-created error--whether fraudulent or 
not--will be reduced as a by-product of the process. 

Problems Associated with Reducing the Error Rate.6 Reducing 
agency-generated errors is complicate" by many factors, many of which relate 
to the context within which all Financial Service Technicians (FSTs) 
operate. It is difficult to overstate the pressures on the FSTs. To start 
with, Washington has utilized a Workload Planning and Control Program (WLPC) 
designed to monitor the efficiency and productivity of FSTs.7 The program 
includes specific time allotments for completing specified tasks and, as a 
result, tends to put a premium on speed rather than on accuracy_ On the 
other hand, FSTs also have standards (which vary in their application from 
CSO to CSO) regarding how many errors they can commit. Combined with these 
pressures are the difficulties associated with administering a variety of 
programs, each with different, sometimes conflicting, and constantly 
changing requirements.8 In addition, the clientele has changed in recent 
years. More applicants than before have income or other resources that 
require extensive documentation; and with the increasing number of unmarried 
adults living together, there are more situations where there are no rules 
for dealing with an applicant's particular situation. And finally, many 
FSTs have felt some fear and uncertainty when dealing with the clients who 
may direct their bitterness arId anger at them. 

Given the nature of this working environment, combined with a low 
salary, it is no surprise that in many CSOs there is a high rate of turnover 
among FSTs. In one CSO in Seattle, there was 105% turnover in a recent 
year; for Region 4 (the Seattle area) as a whole, there was a 74% turnover 
rate. In addition, there are many unfilled FST jobs. (The reasons for this 
are not clear, though the long time it takes to ~~ocess a job applicant was 
a refrain mentioned by a few i ndiv'i dual s.) In summary, then, the lack of a 
skilled and experienced staff to administer a battery of complex programs 
means that reducing the error rate will continue to be a vexing and perhaps 
intractable problem. 
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Administrative Responses to Fraud and Abuse Problems. Most individuals 
interviewed in Washington felt that the statE: is more strict regarding how 
cases involving alleged overpayments are handled than is required by federal 
law. For example, Washington has been deducting 10% of the monthly grant in 
overpayment cases; this was not federally required until October 1981. Even 
more illustrative is the 25% penalty that Washington has used since 1969. 
This law--which was contested from its inception by the federal 
representatives in Region X as well as by the local legal aid 
society--al10ws the state to add 25% of the amount of the overpayment to the 

9 total amount which would eventually be deducted from the grant. 

In general, as is the case in Illinois, the basic philosophy of DSHS is 
that a soundly managed system has the greatest potential for reducing fraud 
and abuse. Within DSHS, the Division of Audit has the primary 
responsibility for ensuring the integrity of all of the programs 
administered by DSHS. The overall mission of the Audit Division is: 

To conduct both internal and external examinations of financial and 
other kinds of data, managem&nt systems and prog~ams,for purposes,of 
making verifications and assessments and suggest1ng 1mprovements 1n 
procedures; to conduct investigations for the prevention, detection and 
prosecution of welfare and Medicaid fraud; and to administer the state 
quality control system as mandated by federal regulations. 

The most striking change in terms of strategies designed to improve 
AFDC program management relates to the utilization of QC information. DSHS 
decided that QC data has the potential to help target corrective action in 
the administration of the AFDC pr"ogram.1 0 As a result, the QC program was 
organizationally shifted into the Audit Division where it is hoped that QC 
data will be utilized as part of a planned comprehensive audit of the DSHS 
and its component organizations, including the Division of Income 
Assistance, the Regional Offices, and the local Community Service Offices. 
Sp~cifica1ly, the Division of Audit hopes to: 

Develop a comprehensive audit program that will prov'fde management 
with information necessary to improve department operations, assist 
in controlling costs and fixing accountability. 
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• Integrate information gained from quality control reviews with the 
audit and investigation functions to assist management in improving 
management systems. 

Investigate ways to improve the productivity of auditors, 
investigators and quality control reviewers and implement 
improvements as appropriate. 

• Revise and update the corrective action policy. 

Develop a comprehensive audit schedl.lle. 

The acting director of the Division of Audit is aware that the thrust 
of these initiatives will demand that auditors behave more like management 
consultants than like detectives. Accordingly, there is a six-part form for 
corrective action that begins with a recommendation for correction rather 
than adopting an accusatory tone. The six parts of the form include the: 

• Recommendation as stated in a final audit report. 

• Steps to be taken to implement the recommendation. 

~ Person(s) responsible for each step. 

• Time planned to accomplish each step. 

• Progress to date. 

I Plans for monitoring each step as well as the implementation of the 
overall recommendation. 

As is often the case in Washington, many state-level activities are 
adaptations of regional-level activities. For example, a corrective action 
plan for Region 4--which includes Seattle and roughly 25% of the AFDC 
clients--for April to September, 1980, included the following objectives: 

• Discussions of error rates at individual CSOs. 

• Corrective action plans tailored by and to specific CSOs. 

• A request for all CSOs to develop an auditing plan. 
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• A brief discussion concerning the use of "screens." (~creens a~e 
essentially filters that are used b~ FSTs to focus thelr at~entl0n 
on error-prone elements in the appllcatlon and redete~inatl0n. 
process. Screens can be prescribed by the Central Offlce, Regl0nal 
Office, or CSO administrator.) 

A list and discussion of three eligibility elements req~iring 
specific corrective action (WIN, unemployment compensatlon, Absent 
Parent in the Home). 

In addition to these recent general management improvement initiatives, 
an older inititative targeted specif~cally at preventing and detecting fraud 
and abuse was the decision to create the VOCS position in the early 1970s. 
During the mid-1970s, VOCS personnel were downgraded and, at times, used for 
jobs other than verification of eligibility. Recently, an effort has begun 
to upgrade the VOCS function nnd to ensure that CSO administrators use VOCS 
personnel lIappropriately.1I 

Specific efforts to detect potential fraud cases involve the use of 
crossmatches of Employment Security tapes with the amount of income reported 
by a client to an FST, and error-prone profiles. ll A study conducted in 
1981 by the Federal Region X Quality Control Supervisor identified elements 
of the AFDC application that were particularly error prone. For each 
element, there is a discussion of the best, secondary, and other sources of 
evidence for verifying the information given by applicants during initial 
intake and case redetermination. If these sources of evidence (which 
include birth certificates for children and applicant; school certification 
for school age chil dren or appl icant; statement of absent par'ent when 
whereabouts are known; and statement of landlord or neighbor) were 
acceptable to DSHS, then clients could, before applying at the eso, be 
notified of a few items that are necessary in order to receive assistance. 
What animated the study was federal concern that the state's Manual F did 
not do a good job of guiding FSTs in their eligibility determination work. 

Other DSHS initiatives designed to prevent fraud and abuse include 
efforts to clarify the procedures in Manual F as well as to subject new 
procedures to a fraud impact assessment. This approach, which takes place 
in the Division of Income Assistance, examines new policies and procedures 
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for their potential to create incentives and opportunities for defrauding 
the program. 

The agency also conducts its own analyses concerning fraud and abuse 
issues. in a 1981 study by the Everett CSO, for example, an attempt was 
made to determine if there was any agency-generated corrective action that 
could be taken to reduce the incidence of QC client errors. The study found 
that an FST's communicative ability may have more to do with client ert'or 
than many of the factors noted earlier regarding the pressures on FSTs. The 
study found that "simple fraud prevention techniques such as explaining the 
responsibility to report changes made a difference" in reducing client 
error. (Of course, the pressures on the FSTs may make it more difficult for 
them to explain the responsibi1ity to report changes.) The DSHS concluded, 
interestingly, that ••• "The idea that client error is unavoidable given 
present resources should be rejected. The agency can reduce the incidence 
of client error within the present framework." In another study (still 
ongoing at the time of our research), home visits to clients' residences are 
being made at the time of application and redetermination to see if this 
practice is a cost-effective way of gathering data from clients as well as 
verifying data supplied by clients. 

Finally, applicants and recipients are encouraged to provide accurate 
information. A brochure describi ng the AFDC program states, "You have the 
responsibility for providing information and verification about any new 
situation immediately. The best way to do this is to send in the change of 
circumstances form included with your check each month." The brochure then 
states: 

The Law 

If you make a false statement or hide information you are breaking the 
law. According to the Washington State law RCW 74.08.055, it is a 
crime to get any kind of assistance under false.pr<;tenses. The penalty 
can be a fine or imprisonment or both upon convlctlon. Anyone 
receiving assistance by making false statements will be reported to the 
appropriate law enforcement agencies for prosecution. 

119 



(The last statement may serve deterrence purposes; it does not, as will be 
shown below, reflect DSHS enforcement practices.) 

Enforcement Responses to Fraud and Abuse Problems. The factors that 
shape the enforcement process include resource allocation issues as well as 
political, budgetary, historical, and institutional issues. The resource 
allocation question permeates the entire process. For example, CSO 
administrators are budgeted for a specific number of FTEs; however, they 
have discretion as to how many individuals they want to have performing the 
various FST jobs. If they decide, most likely due to agency pressure, to 
allocate more positions to VOCS-type personnel who focus mainly on questions 
of verification and investigation, this decision will certainly influence 
the quantity and quality of referrals from the CSO to the local OSlo 

Unlike Colorado, Washington's Office of Special Investigations does not 
suffer from lack of work. There is a tremendous backlog of cases, and in a 
state with a case10ad one-fifth to one-sixth the size of IllinOis's, there 
are almost twice as many cases referred to the OSI as to the Illinois Bureau 
of Collections and Bureau of Special Investigation. From the period of 
January to June 1981, the OSI received 5,377 referrals and closed 4,923 
cases. Of the cases closed, 818 were sent back to the CSO immediately, 
2,045 were given desk reviews, 1,826 were fully investigated, and 234 were 
referred to the appropriate county prosecutor. 

The decision to prosecute a case involves many factors. The most 
common explanation for whY AFDC fraud cases are not prosecuted is that they 
are simply not important enough to take the time of a county prosecutor who 
is also dealing with homicide, anned robbery, and rape. On the other hand, 
a fraud case may be accepted because a fair amount of money is involved12 
or, and more infrequently, because handling a particular case appears to a 
prosecutor to be a good way to gain some electoral support13 

In addition to these standard explanations, there are other factors 
that influence the decision to prosecute. The quality of evidence can be an 
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important factor influencing the decision to prosecute. There have been 
efforts to familiarize the OSI investigators as well as the VOCS personnel 
wi th the methods prosecutor.s endorse 'for gatheri ng and present; ng evi dence. 
On the other hand, because of rapid turnover in trial deputies, as well as 
rapid changes in welfare eligibility rules and regulations, the DSHS 
investigators often find it necessary to take time to familiarize the 
members of the criminal justice community with what evidence is pertinent 
and available for a welfare fraud prosecution. 

Another issue that can influence a county prosecutor's decision to go 
forward with a welfare fraud case relates to the history of program 
operati ons and to the doll ar costs of prosecuti ng AFDC cases. Before the 
Washington legislature initiated a state administered AFDC program, the 
counties handled the administration of the program. The cost of prosecuting 
we1fat~ fraud was borne by the counties and any money recouped from a 
prosecution was divided among the counties, the state, and federal 
authorities. Currently, with a state-administered program, the prosecution . 
of welfare fraud is still 100% funded by the counties. All recovered funds 
are divided between the State's General Fund and the federal government; 
none is returned directly to the counties. This is another disincentive to 
prosecute welfare fraud, which, as the county prosecutors might see it, 
ought to be prosecuted by the State Attorney General, since the state both 
runs the AFDC program and may, in part, be responsible for creating some of 
the programmatic opportunities for defrauding the program. 

Assessment of Washington's Responses to AFDC Fraud and Abuse Problems. 
Whether or not fraud and abuse is considered a problem depends on one's 
perspective. In general, there is agreement that the incidence and 
magnitude of fraud in the Washington AFDC program are significant. However, 
despite this perception, an equally common perspective is that welfare fraud 
is not a serious problem, nor is it a high priority on anyone's agenda (with 
the obvious exceptions of the OSI and VOCS personnel). The reasons for this 
i nc1 ude: (1) the bel i ef that if one is concerned wi th control"! i ng frauds 
against the U.S. government, one ought to consider areas where the dollar 
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volume is much greater (e.g., Medicaid and Medicare, or income tax fraud) 
than in AFDC; (2) the belief that benefit levels are inadequate and that 
it1s okay to wink at a mother of four who defrauds the program for $100 a 
month; and (3) the belief that there are more important issues to worr,y 
about, including administering the program for those who truly need the 
benefits, handling violent cY'imes, trying to avoid fiscal sanctions by 
keeping the error rate down, and so on. 

1n terms of the activities described in this chapter, there are a few 
indicators that show continuing support for the detection and investigation 
of cases of alleged fraud if not for active prosecution. As stated earlier, 
the OSI investigates a large number of cases. In addition, in a legislative 
year (1981) when the DSHS was staggered by a huge budget cut, organizations 
within the OSHS such as the OSI--whose basic mission is to ensure that 
public money is used appropriately--received budgets comparable to those in 
previous years.14 

I l"oni cally, it is the opi ni on of most offi ci a 1 s that contro 11 i ng fraud 
is best done, not by the OSI or enforcement personnel, but rather by the 
FSTs at case intake and redetermination~~to prevent it from happening in the 
first place. Unfortunately, the only indicator of overall program 
performance in regards to controlli~g fraud and abuse is the QC error 
rate-~unfortunate because, as discussed earlier in this chapter and in 
Chapter Two, the QC error r~te may indicate very little about the causes and 
magnitude of welfare fraud problems. Nonetheless, as is shown in Table 10 , 
the trend in Washington is for the payment error rate to fluctuate. 
Adminhtratlve efforts to reduce the error' rate, however, may have 1 ittl e 
success. As a 1980 study conducted by the National Academy of Public 
Administration concluded: 

The Washington Department of Social and Health Services has given 
priority to quality control and error reduction during the past decade, 
and has succeeded in reducing errors to a commendably low level. 
However, because of past and present efforts, cost-effective options 
for reducing error rates further have been exhausted. While some major 
procedural changes, such as the resumption of home ~isits to 
applicants, might conceivably redtlce error siightly, the costs would be 
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Table 10 

STATE OF WASHINGTON 
AFDC PAYMENT ERROR RATES (Adjusted Federal Figures) 

Jan/June July/Dec Jan/June July/Dec Jan/June July/Dec Jan/July 
1974 1974 1975 1975 1976 1976 1977 

Ineligible 3.6 3.9 3.7 3.1 3.4 2.6 5.6 
Eligible, overpaid 2.7 2.5 1.8 1.8 1.5 2.8 1.5 
Underpaid 0.6 0.6 0.5 0.6 0.2 0.5 0.4 

July/Dec Jan/June April/Sept Oct/March April/Sept Oct/March 
1977* 1978** 1978 78-79 1979 79-80 

Ineligible 4.9 6.6 6.7 9.6 6.5 8.8 
Underpaid 0.4 0.1 0.4 0.6 0.7 0.4 

* "Ineligible" and "eligib1e, overpaid" collapsed into lIineligib1e ll figure for July 1977 through 
March 1980. 

** Includes errors for st~te failure to properly apply child support 
requirement and failuro to obtain Social Security Numbers. 

Source: Social Security Administration; Division of Quality Control; 
Office of Assessment; Office of Payment, Eligibility, and Quality. 
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rohibitive and would exacerbate already se~ere st~ffing problems. The 
~ractice would also raise concerns about cllent pr1vacy. 

The combined impact of an increasing c~se't,o~d hlu~f:f~ncyi~e~~:i!g:~~y 
taff reductions necessitated by a proJec e s or , ••• h' th 
~udget is 1 ikely to push the et'ror rate upward, desp1te ;nyt 1 ng, e 

administration might attempt. The per~lst~nce 0 ~rror 1S 
~~~~;~ in the complexity of the progr~ms and the lnsUff}C}e~Cy ~f 

bl' ort for the adequate stafflng. The threat 0 e era 
~~ncl~o~~P~nder such circumstances.onlY,S~rvds to imp~1l~~~ :~dncy 
to\'Jard more desperate measu~s havlng 11m1te o(~ n~hu ~y1 1980) 
negative consequences for c11ents and staff. ea er , 
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NOTES 

1. In the Seattle area (i. e., Region 4 of OSHS), most referrals are from 
the wage matching operation. Close to 90% of all welfare fraud 
prosecutions in this area are income cases. 

2. In Washington there is a presumption--held with varying degrees of 
intensity by many program personnel--that all client errors may 
indicate the existence of fraud. This presumption has a legal basis: 
Subsections 2 and 3 of Section 388-44-020 of the Washington 
Administrative Code (WAC) state: 

• The failure of any recipient of public assistance to notify the 
department within twenty days of any change in cincumstances 
affecting eligibility or need, including receipt or possession of 
all income or resources not previously declared to the department, 
shall be prima facie evidence of fraud. When a local office finds 
that an applicant or recipient has misstated or failed to reveal any 
material fact affecting eligibility or need, it shall presume that 
such act was done intentionally • 

• It shall be the duty of the department, whenever it finds 
misstatement or failJ.re to reveal pertinent facts or circumstances, 
to secure further evidence, whenever possible, which enables it to 
formulate a firm opinion as to whether or not the act was committed 
intentionally and fraudulently. In the absence of such further 
evidence the presumption is not overcome; however, such presumption 
is rebuttabl e. 

3. Presumably, if it were shown that fraud was a serious problem, then 
administrative practices would change. For a study that suggests that 
the incidence and magnitude of ArOe fraud is substantially greater in 
the Seattle area than is commonly believed, se~ Chapter Two. 

4. For an excel 1 ent di scussi on of Washi ngton' s efforts to reduce the error 
rate, see Weatherley (1980). Weatherley's account corroborates our 
finding that the concern with avoiding fiscal sanctions preoccupies the 
minds of many individuals responsible for pr~gram administration. 
Interestingly, the fear of being penalized is based on the fact that 
the Washington error rate for the base year was relatively iaw; trying 
to reduce it at the rate demanded by the Michel Amendment (the fiscal 
sanction provision) has been exceedingly difficult. Ironically, there 
is reason to believe that the base year error rate was inaccurately 
computed and should have been substantially higher; if this were the 
case, some of the intense pressure on state officials would have been 
relieved since it is generally agreed that redUCing an error rate from, 
for example, 20% to 12% is easier than reducing it from, for example, 
8% to 5%. 
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5. 

6. 

7. 

8. 

9. 

The fact that the agency is only responsible for one-half of ~he error 
rate but is held accountable for all of it by the threat.of flsca1 
sanctions (which are based on the total error rate) provldes a source 
of constant tension between state and federal officials. 

See, in general, Weatherley (1980). 

The Wor~load Planning and Control Program (WLPC), which is vie~ed as a 
nuisance by FSTs may also be responsible, in part, for the ex~stence 
of some of the FSTs' job Dositions; a part of the original ratlon~le 
for instituting the WLPC was the perception iry the DS~S that, in o.·~er 
to stabilize the number of FTEs in the Communlty Servlce Offlces, lt 
would be useful to have a measure of the performanc~ of FSTs to ~r~s~nt 
to the state legislature during budget hearlngs. SlJ1Ce the app11catl0n 
of the WLPC, the number of FST positions has incr:ased., That th~s , 
could have occurred without the WLPC is open to dlScussl0n, but lt 1S a 
common defense given by administrators whenever pressured by 
disgruntled FSTs. For a description of staff trends, see Bateman 
(1980: 11-41-2); for general discussions of the WLPC, see Bateman and 
Weatherley (1980). 

As Weather1ey reported, liThe complexity of the programs and procedures 
administet~d by the Financial Service Technicians ~rulY bog~les ~he 
mind. The intake workers of the RFlS Unit (Receptl0n and Flnanclal 
Intake System) take applications for eight different progra~s •••• The 
rules and procedures governing these programs are replete w1th 
inconsistencies and complicating detail •••• If the task of the 
frontline Financial Service Technician were simply to master the 
intricacies of the programs they administer, this would be taxing 
enough. However, the programs are in a constant sta~e of flux. There 
are about twelve to fifteen major policy changes com1ng down to the 
local office in a typical week." Weatherley (1980). This kind of 
environment, combined with the demands of the WLPC sys~em, makes ~t no 
surprise that FSTs can literally forge~ to ask a questl0~ of a cl~ent 
that might prevent a fraud from occurrlng. In one CSO, lt was pOlnted 
out that a standard question of aep1icants is, liDo you have a ba~k 
account?1I If the applicant says 'No," an obvious followup questl0n 
that may not be asked· due to job pressure--which might prevent a 
fraud, directly or indirectly, would be, "How.then do ~ou pay your :ent 
and/or utility bills?" Asking followup que~tl0ns and In-depth problng, 
in general, are encouraged by program adminlstrators, but,the 
environment the administrators have shaped for the FSTs d,scour~ge? 
them from pursuing such leads in the context of actually intervlewlng 
an applicant. 

For recent cases dealing with the 25% penalty, see Burns v. Social ,and 
Health Services 20 Wash. App. 585 (1978) and Bazan v. Dept. Of,S~clal 
and Health Services 26 Wash. App. 16 (1980). For a ~tudy examlnlng the 
deterrent value of Washington's 25% penalty, see Sosln (1981). 

10. For a federal perspective on this issue, see General Accounting Office 
(1980). 
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11. Specific error-types as identified in the QC reports can provide 
information to be used in constructing a general profile. However, 
error-prone profiles are typically tailored specifically to the region 
or to a particular eso. 

12. The largest sum in a case of recipient fraud in Washington is reputed 
by some to have been $30,000; according to others, there are 
innumerable cases in excess of $30,000, the largest having involved 
$250,000. 

13. In fact, many of the 39 county p)~osecutors do not seek reel ecti on 
because the demands of the job are extreme and the rewards are 
relatively slim. From 1965 to 1977, there was a 20% turnover every 
year in the ranks of the county prosecutors. Of this percentage, 
two-thirds voluntarily quit the job. Over this period, twenty counties 
had three or four prosecutors and one county had nine prosecutors 
during the~e twelve years. 

14. The legislature also voted to terminate the AFDC-E Program which 
provided assistance to a two-parent unit. A major reason for this 
decision was the perception that the AFDC-E Program provided a major 
opportunity for defrauding the entire AFDC Program. The logiC was that 
by eliminating the program in total, a great deal of fraud would be 
eliminated as well. An unanticipated consequence of this legislation, 
however, was that 30% of the former AFDC-E clients continued to receive 
assisstance by enrolling in the AFDC-R Program, the standard single­
parent household portion of the AFDC Program. Thus, by passing this 
legislation, the legislature created an incentive for individuals to 
either stop living together (Whether they remained married or not) or 
to begin to do so covertly so as to become eligible for AFDC-R 
benefits. In addition, the average time spent by A~DC-E c'ie~ts in 
that program was five months; for AFDC-R clients, the average time is 
fourteen months. Even if only 30% of the former AFDC-E clients enroll 
in the AFDC-R Program, it is conceivable that virtually no money will 
be saved and the incidence of fraud will increase. 
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CHAPTER SIX 

CONTROLLING MEDICAID PROVIDER FRAUD AND ABUSE IN ILLINOIS 

It appeared in 1977 that the Medicaid Program might have actually 
turned around and started on improving itself. However, a review of 
1978 indicates that there was no sip'nifiGant change in the 
Program--on1ya slight II re trenching' caused by the "Medicaid Exposes" 
of 1975 and 1976. The same problems exist today that existed in 
1974--a relatively few unscrupulous providers managing to acquire vast 
amounts of Medicaid dollars by actually defrauding the Program or by 
practicing substandard medicine; while the majority of the providers 
who are attempting to provide quality medical care have a difficult 
time receiving adequate payments on a timely basis. (Stein, 1979) 

Ths III i noi s Medi ca i d Program is one of the 1 a rgest in the Uni ted 
States, offering eight mandatory and twenty-nine optional servicesl to 
over 1,000,000 recipients in 1981; over $1.4 billion was paid to 25,000 
providers of health care. It is also one of the most controversial; the 
program has been under attack almost since its inception in 1966. Providers 
have attacked the Illinois Department of Public Aid (IDPA) for low 
reimbursement levels and long delays in processing claims; recipient and 
provider fraud and abuse have been attacked by Congress, the General 
Accounting Office, the legislature, the state auditor, national and local 
mass media, and citizen groups. Whether or not the Illinois program is in 
fact less-well run than other Medicaid programs, many people feel that it 
has suffered from incompetent management and that it has deset'ved the bad 
publicity it has received. 

Attacks on Fraud, Waste, and Abuse. From 1974 until 1979, a number of 
investigations documented both fraud and abuse and problems in ~laims 
processing in the Illinois Medicaid Program. A series of exposes !n 1974 by 
Chicago Tt'ibune investigative reporter George Bliss began the attack. Bliss 
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reported that phYsicians were treating Medicaid recipients i~ an , 
nassemb1y-1inen manner and focused attention on 1973 HEW audlt fin~1ngS 
criticizing IDPA handling of the pharmaceutical port:on of , the Medlca1 
Assistance Program. The audit found that pharmacy dlspens1ng fees were 
excessive and that the state was not exerting controls to ensure that drugs 

did not exceed patient needs. (Bliss, 1974) 

An investigation headed by the Chainnan of the Medical Advisory , , 

C 'ttee of IDPA then found evidence of assembly-line treatment of Medlca1d 
omml k' Th 

recipients, sloppy diagnoses, bill padding and careless record- eep1ng. e 
report charged that the Illinois Medicaid program lacked adequate controls 
to insure that medical services billed are actually perfonned. The rep~rt 
recommended that physicians unable to substantiate their bills Wit~ ~e~1ca1 
records reimburse the state, that phYsicians engaging in these actlvl~1es be 
prosecuted, and that doctors whose records are inadequate be put on SlX 

months probation and thoroughly investigated. 

The Tribune disclosures prompted Governor Daniel Walker to order an 
investigation of the Medicaid program's quality of care and the large sums 
paid to some physicians and phannacists. After eight months of 
investigation, a committee composed of members of the legislature and state 
department heads reported many of the same problems disclosed by the 
h Orman of the Medical Advisory Committee. The report stated that IDPA was 

Co:1capable of operating the Medical Assistance Program efficiently in the 
:reas of applications, bill processing, or program surveil1an~e. The 

'ttee found that the reimbursement system encouraged nurslng homes to 
comml , 'h1 'd 
provide poor care to Medicaid recipients. After checklng 19 h1g Y p~, 

1fare physicians, the committee found that at least half were engaglng in 
we d" II l' t 'ng to unsatisfactory practices including "sick call me lClne, 1S em , 
patients' complaints and prescribing drugs with little or no phys'Ica1 

examination. 

The Illinois General Assemb1y's Legislative Advisory Committee on, 
Public Aid (LACPA) conducted an independent investigation and found eVldence 
of needless or nonexistent prescriptions, concluding that much of the fraud 
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was the work of syndicates of drug store, medical clinic, and laboratory 
operators created to exploit the Medicaid Program. Coming on the heels of 
these investigations was a 45-page report to the U.s. Senate Health 
Subcommittee by the General Accounting Office. The report stated that 
Illinois was known to be violating fraud control guidelines in 1970 and was 
still violating many of the same guidelines. IDPA resources allocated to 
its fraud and abuse unit were characterized as "grossly inadequate" 
considering the size of the Illinois Medicaid program. The report accused 
IDPA of hunting fraud in a scattershot manner by investigating individual 
fraud cases instead of trying to find widespread patterns of fraud and 
abuse. 'The report found that since the Medicaid program began in 1966, IDPA 
had referred only 22 fraud cases to the Illinois Attorney General for 
prosecution. Not until Januar,y, 1975, were the first three fraud cases 
referred to the U.S. Attorney for prosecution. The report also criticized 
the way HEW supervised Medicaid programs in various states including 
Illinois; while HEW could penalize states for violations, it never had. 

The LACPA, with a $188,000 investigative budget, then hired Z7 police 
officers to work as part-time investigators to step up investigations of 
doctors, phannacies, medical laboratories, and other providers suspected of 
defrauding the Medicaid program. (Bliss, 1975) The investigators found 
examples of lax supervision by IDPA of Medicaid providers. One phYsician 
barred from the program continued to write prescriptions which were filled 
and paid for by the Department. LACPA investigators also found that 
pharmacies suspended from participation in the program merely changed their 
names and continued to collect Medicaid payments. Before the year had 
ended, the LACPA agreed to a request by Senator Frank Moss, Chainnan of the 
U.S. Senate Subcommittee on Long Tenn Care, to conduct a joint investigation 
into the Illinois Medicaid scandal. 

Not to be outdone, Illinois Attorney General William J. Scott 
established a task force to investigate IDPA, to seek evidence of fraud in 
social programs, and to recover money collected illegally from the Medicaid 
program. 
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permanent review of public aid health care. (Bliss, 1976b) The Department 
even came under attack by its own medical advisory committee because of 
initial Department reluctance to take action against doctors whose 
suspensions were recommended by the committee. 

The Internal Revenue Service opened an investigation into Illinois 
nursing homes that wet'e said to be overcharging IDPA for public aid 
recipients. In a related investigation, LACPA also assigned committee 
investigators to concentrate on nursing homes. HEW then fonned a special 
team of 106 investigators, attorneys, auditors, and computer specialists, to 
begin a massive investigation into Medicaid fraud in several major cities, 
including Chicago. The team had two objectives: identification of the 
types of fraud and abuse being perpetrated, and assistance to the State in 
the development of management systems designed for early detection of 
illegal operations. 

By the summer of 1976, the U.S. Attorney had doubled the number of 
attorneys assigned to his governmental fraud unit and was coordinating a 
grand jury investigation, with investigations being conducted by the FBI, 
the IRS, and the Postal Service. (Merridew, 1976) 

The GAO investigation ordered by Senator Moss late in 1975 led to a 
report in August 1976. The report charged that HEW knew of but was not 
effective in eliminating medical laboratory overpayments. The GAO found 
that labs charged substantially more for tests for Medicaid recipients than 
for other patients, and recommended limiting lab charges to the lowest level 
in a locality and that Medicaid pay only for services provided by labs 
certified to do them. (Bliss, 1976c) 

In November of 1976, U.S. Attorney Skinner successfully prosecuted the 
first federal kickback case against Chicago area nursing home owners. They 
were fined a total of $900,000, and four were given jail sentences of up to 
three months under a federal misdemeanor kickback statute. The five 
defendants were found to be connected directly or indirectly with one-third 
of the nursing homes in Illinois. A week after the trial, Skinner testified 
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before a su bcommi ttee of the Senate Sped a 1 Cemvni ttee on Agi ng on the 
necessity to make it a felony to give or rece'jve kickbacks and to impose 
mandatory jail sentences on those convicted. Congress enacted similar 
provisions in 1977. 

Intensive investigations by federal and state agencies into the 
Illinois Medicaid program continued in 1977. A wave of federal indictments 
made head1 ines, fr'aud task forces and study groups were formed, and finally 
new federal and state anti-fraud legislation was passed. 

The LACPA remained on the offensive, continuing to attack IDPA's 
administration of the program. Its chairman concluded that "Illinois is 
doing a wholly inadequate job of managing Medicaid" shortly after the 
committee returned from a trip to California to study its privately run 
Medicaid program, and recommended that Illinois farm out Medicaid to a 
private firm (Locin, 1977) and that IDPA be stripped of its authority to 
manage the Medicaid program and its investigative functions. 

The lACPA report stated that IDPA "has not been ab1 e to operate the 
business aspects of Medicaid efficiently and in a manner' which permits 
necessary accountability. II Among the report's recommendations were a 
program to certify clinics prior to participation in the Medicaid program 
and to consider charging recipients a fee for medical services to discourage 
unnecessary demands for treatment. The report also estimated that fraud and 
abuse in the Illinois Medicaid program amounted to $200 million annually, or 
20% of the $1 billion program. (Elmer, 1977) 

The Illinois Fraud Prevention Commission, a 12-member task force formed 
by Governor Thompson in 1977 and headed by former U.S. Attorney Skinner, 
released a report early in 1978. Among the commission's findings were that 
Medicaid providers suspended or terminated from the Medicaid program were 
able to re-enter by operating under a new name or corporate shell, and that 
some providers found guilty of fraud had not had their licenses revoked or 
suspended. The Commission also concluded that the fraud investigations unit 
of IDPA had been ineffective in prosecuting welfare recipients and Medicaid 
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providers who defraud the stat,e~ and that IDPA' s c1 aims processi ng system 
emphasized timely payments to doctors and health agencies, relegating 
control of fraudulent activity to a secondary concern. 

The commission recommended that responsibility for criminal 
investigations of physicians and health-delivery agencies receiving Medicaid 
payments be transferred from IDPA to a special unit within the Department of 
Law Enforcement~ which would deal solely with criminal fraud cases. The 
Commission also recommended that IDPA improve computer systems to determine 
eligibility and to detect fraud, and tighten access to the computer systems 
by employees administering the programs. The commission conceded that the 
proposals would add to state costs but stated that they would pay for 
themselves through detection of fraud. (Petaqua, 1978) 

The nationwide federal crackdown on Medicaid providers initiated by HEW 
in 1977 continued into 1978. Project Integrity recovered over $300,000 in 
ten months from Illinois physicians and pharmacists who defrauded the 
state's Medicaid Program. (Kotulak, 1978) In April 1978, HEW released an 
audit report recommending disallowance of $327,380 of federal funds paid the 
IDPA~ due to duplicate payments. HEW's audit agency estimated that during 
the two-year period ending June 30,1976, nUrsing homes received about $1.2 
million in duplicate payments. The duplicate payments were attributed to 
the fact that effective July 1, 1974, IDPA discontinued the use of computer 
edits to identify potential duplicate payments. At the time of the audit, 
about $517,000 of the $1.2 million had been identified and recovered. 
(Illinois Auditor-General, 1979) 

Administration of the-I11inois Medicaid Program. These attacks on the 
Illinois Medicaid program have led to a variety of administrative and 
enforcement responses by state and federal agencies. To understand these 
responses, we must first describe the structure of the program and the steps 
involved in admitting recipients to the program and processing claims for 
payment. The Medicaid program is administered, like the AFDC program, by 
the Illinois Department of Public Aid (lDPA). (See Fi,9ure 7 ) Half of the 
program's costs are paid by DHHS's Health Care Financing Administration; the 
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remainder comes from state funds. As was indicated in Chapter Three, the 
county-level offices of IDPA's Division of Operations handle recipient 
intake and redetermination, assessing eligibility for the Medicaid program 
and authorizing issuance of the "green cards" which recipients use to secure 
services from providers, Medicaid recipients fall in four categories:

2 

Medical Assistance-Grant (MAG), those who receive cash assistance 
• from the state through the AFDC or the Aid to the Aged, Blind, or 

Disabled (or Supplemental Security Income) Programs. 

• Medical Assistance-No Grant (MANG), those who me~t all ~a~egorica1 
requirements for AFDC or AABD, and whose income 1S suff1c1ent to 
meet basic needs, but whose ~edica1 expenses exceed their ability to 
pay. 

• General Assistance-Medical (GA-MED), those who receive assistance 
grants through the General Assi stance Prog."am. 

Aid to the Medically Indigent (AMI), those who incomes are not 
• sufficient to ~eet ~edical expenses but who are ineligible for MAG, 

MANG, or GA-MED. 

The Division of Medical Progra~s has ~ajor responsibility for central 
administration of the Medicaid Program. The major activities of this 
Division are provider enrollment, establishment of coverage and 
reimbursement policies, monitoring program integrity, and payment of 
provider claims. Its 661 personnel are organized in six units, four of 
which deal with issues affecting Medicaid fraud and abuse. 

The Office of Planning and Budgeting conducts planning, budgeting, and 
management analysis activities for the program. The office identifies and 
evaluates policy alternatives and their potential fiscal impact, and 
analyzes proposed legislation. Other responsibilities include studying and 
recommending alternative provider reimbursement rate-setting methods, and 
monitoring program performance and expenditures. 

The Bureau of Program Integrity conducts fiscal audits and 
investigations of providers who engage in fraudulent behavior or who abuse 
the Medicaid program. (These ar.tivities are described in greater detail 
later in this chapter.) 
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The Bureau of Provider Services is responsible for enrolling health 
care providers, maintaining updated vendor eligibility files, formulating 
medical policy, and providing medical consultation to other Bureaus as 
needed. 

The Bureau of Claims Processing is responsible for the processing of 
all provider claims and the operation of the third party liability (TPL) 
program to identify other sources of health benefits and to recover medical 
claims already paid for which a third party is responsible. 

In addition to these operating units, IDPA has six medical provider 
advisory committees: the Chiropractic Advisory Co~ittee, the Dental 
Advisory Committee, the Medical Advisory Committee (physicians), the 
Optometric Advisory Committee, the Pharmacist Advisory Committee, and the 
Podiatric Advisory Committee. Each committee is composed of licensed 
professionals appointed by the Director of IDPA and meets from one to four 
times per year. In 1980, IDPA formed a twenty~five member Medicaid Advisory 
Co~ittee composed of the chairpersons of the six medical provider advisory 
committees and community and recipient members. This committee provides 
general policy advice to the Department; the provider committees provide 
technical advice related to their specialties. Meetings are attended by 
IDPA staff and representatives from state medical professional 
associations. 

While IDPA is r~sponsib1e for enrolling providers in the Medicaid 
program, it plays no role in licensing them for delivery of health care 
services. The Department of Registration and Education licenses, and 
suspends or revokes the licenses of, medical practitioners (e.g., physicians 
and dentists), while the Department of Public Health licenses facilities 

• such as nursing homes. hospitals, and clinical labDr~tories. 

&dminfstrative Procedures in the Medicaid Program. Once the local 
offices have determined that an applicant is eligible for one of the 
Medicaid programs, a medical eli gibility card ("green card") is issued 
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monthly and mailed to the primar,y recipient (e.g., the head of the 
household). The period of eligibility and each covered recipient's name, 
date of birth, and individual recipient number are listed on the card. If 
Medicaid services are restricted, the services covered are also listed. 
Other encoded information includes known resources available for payment of 
medical expenses. If medical care ;s anticipated before receipt of the 
first regular monthly card, an emergency medical form providing a seven-day 
period of eligibility may be issued. No other personal identifiers such as 
sex, height, weight, or hair and eye color are listed on the card. 

Prior to implementation of IOPA's Medicaid Management Information 
System (MMIS), provider claims were manually screened for completeness and 
accuracy by Bureau of Claims Processing (BCP) staff. As various provider 
groups were added to the MMIS system between 1977 and 1981, the claims 
processing system was modified. All provider claims now undergo a limited 
manual examination for errors, are given a unique document control number, 
microfilmed, batched, and logged by BCP personnel. Unusual or suspicious 
claims found through manual screening may be sent to the Bureau of Program 
Integrity for further examination prio~ to processing and payment. The MMIS 
subjects claim data to various computer edits including recipient and 
provider eligibility, pricing infonnation, drug code number and duplicate 
charges. The computer also groups invoices from the same provider into 
vouchers, prints the vouchers, and generates the authorization for payment. 

Administrative Responses to Attacks on the Medicaid Program. As has 
been indicated, many groups attacked the Illinois Department of Public Aid 
throughout the 1970s for failing to control fraud and abuse by recipients 
and providers, for low reimbursement rates, and for long delays in 
processing claims. As the nationwide recession hit Illinois particularly 
hard in 1980~ these issues were exacerbated and often eclipsed by serious 
financial problems, federal cutbacks, and declining tax revenues forcing 
lOPA to cut its staff and reduce the coverage of the Medicaid program.3 
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For the leaders of IOPA and its Medicaid program, these problems posed 
a number of dilemmas. The entitlement logic of AFOC, 551, Food Stamps, and 
Medicaid, fostered by pro-welfare legislators and welfare rights 
organizations in Illinois, encouraged efforts to expand eligibility, to 
reach out to potential recipients, to broaden Medicaid coverage, and to 
enhance the quality of patient care. But escalating program costs produced 
d,emands that the scal e of the program be reduced. Making heal th care 
accessible to recipients necessitated continuous efforts to enroll 
providers, but cost factors kept reimbursement levels for noninstitutional 
providers below market rates, and inadequate administrative systems slowed 
the processing of claims. Anti-welfare groups in the legislature focused 
attention on recipient fraud at the same time that pro-welfare forces and 
the greater expenditures involved were demanding that provider abuses be 
controlled. Recognizing the validity of both provider complaints and the 
charges of extensive fraUd and abuse, IDPA 1 eaders were forced 
simultaneously to attack recipient fraud and overutilization, to identifv 
overpayments to providers, to improve claims processing, ~ to cut costs, 
trying all the while simply to keep the program running. 

Several approaches have been taken to control overutilization of 
Medicaid services, both to reduce costs and to prevent fraud and abuse. 
Chapter Three descri bed the steps IDPA4 has 'taken to control fraud by 
recipients, both as to eligibility and the level of AFOC payments; when 
recipients are declared ineligible for AFDC, they also lose their 
eligibility for Medicaid benefits unless they remain eligible via the MANG, 
AABO, GA-N~O" or AMI programs. 

Other IDPA utilization control programs have targeted specific 
services, specific recipients, and problem p.·oviders. Predel ivery control s 
are used to prevent or minimize the misuse of medical services by requiring 
preadmittance screening and prior approval before some services are 
authorized for payment. Services requiring prior authorization generally 
involve questions of medical necessity, cost, and high potential for 
overuse. Examples include tinted or plastic lenses, transportation, 
equipment, and the purchase of private duty nursing services. 
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Local officl~s of lDPA approve requ.ests for certain types of care, ,up to 
$100.00. Larger requests for prior approval are forwarded to the Bureau of 
Medical Services in Springfield, which uses medical professionals under 
contract to rev; f~W proposed treatment p1 ans sUbmi tted by vari ous provi ders. 
In 1981, the predel i very control program was expanded to requi re second 
opinions when cel"tain surgical procedures are recoll1l1ended by physicians who 
have previously been detected abusing the Medicaid program. 

Concurrent t'eviews are monitoring programs to determine if a 
continuation of long-term care is toequired. On-site visits are conducted 
for IDPA by 'the Illinois Department of Public Health (IDPH) on a contractual 
basis, although IPDA retains responsibility for monitoring IDPH's 
performance. Pt"l"fessional medical reviewers evaluate the need for care once 
every six months in Intenmediate Care Facilities (IeFs) and annually in 
Skilled Nursing Facilities (SNFs). Approximately 46,500 reviews are 
conducted yea,rly.5 One of the !5emiannua1 reviews in ICFs is a utilization 
review to establish each recipient's need for continued treatment in the 
facility. nlf~ other review in ICFs and the annual review in the SNFs 
i ncl ude in spetti ons of the qua') i ty of care provi ded by the faci 1 i ty. A 
poi nt count Cllssessment of each reci pi ent' s need for care is comp1 eted duri ng 
the reviews, based on the amount and type of services required by and 
furnished to the recipient. 

The fil1a1 component of IDPAls attack on recipient overutilization of 
Medicaid benefits is the Recipient Utilization Review Program (RURP), which 
uses a computerized review ~f Medicaid payments to identify recipients who 
misuse medical services. After a pattern of abuse has been found, the 
recipient is counseled on the proper use of Medicaid services and 'then 
monitored for threle months to determine if the pattern has been corrected. 
If the pattern of misuse is not rectified by the end of that period, the 
person is; assi gned to a pt'imary care phYSician who must approve all 
nonemergency medical services. From the beginning of RURP in 1976 until 
1980) approximate'ly 13,200 t"ecipients had been counseled, 2500 we\'e in the 
initial monitoring periodl, 300 previously counseled reci.pients were being 
manito'red again, 4500 had modified their behavior and were removed from 
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re¥iew, and 3,200 continued to misuse program benefits and were recommended 
for restriction. IDPA estimates that RURP was responsible for an estimated 
program savings of $21 million during FY 1980. 

Controlling Overpayments to Providers. Identifying from among 
26,000,000 claims submitted to IDPA each year those claims that may involve 
fraud or abuse is a complex process. In part, the complexity arises from 
the sheer scale of the Illinois Medicaid Program and the constant pressure 
from providers to process claims quickly. In part, the complexity arises 
fr'om the dual process of trying to identify both individual claims that may 
be improper and providers whose patterns of claims suggest that they should 
be subjected to intensive review. Some claims are invalid on their face 
(the provider or the patient is not enrolled in the program, or the service 
provided is not covered by the program.) Some claims have surface validity 
but raise questions when compared with other claims submitted by the 
provider. A third set of claims, valid on their face, may conceal services 
that were never provided or services that are misclassified, e.g., as a $15 
"extended examination" rather than as a $10 "Hmited examination. II 

The technically simpler process of weeding out claims that are invalid 
on their face occurs during claims processing, as each claim is checked to 
determine that both provider and recipient are enrolled in the Medicaid 
program, that the service is covered by the program, and that the service is 
related to the st~ted diagnosis (e.g., that a patient with chest pains is 
given an EKG rather than an appendectomy). As IDPA's MMIS system was phased 
into operation between 1974 and 1981,6 manual screening was replaced by 
computer edits. 

Deciding which of the claims that survive this screening process should 
be investigated further depends on several factors. In some cases, IDPA 
already has a basis for suspicion regarding a particular provider. Medicaid 
calls on the Fraud Hotline, for example, led to reductions or cancellations 
in 1,177 cases in FY 1979, for a total savings of more than $250,000. rips 
come in to IDPA, HCFA, and prosecutors from patients, the media, 
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legislators, and other audits and investigations (e.g., a DHHS audit of a 
Medicare provider may trigger an IDPA audit of the provider's Medicaid 
billings). Peer reviews by Professional Standards Review Organizations 
(PSROs) can indicate overutilization or poor quality care~ which may lead to 
further investigation to identify fraud or abuse. ~ problems with a 
provider can lead to both prepayment utilization reviews, in which all 
claims from the provider are individually reviewed, and postpayment audits 
and investigations. In addition to these leads, providers are selected fo~ 
analysis based upon statistical profiles that identify aberrant billing 
patterns, high levels of referrals to other providers, unusual drug 
prescriptions, and similar irregular behaviors. 7 

Decisions to check out a specific provider can lead to actions by many 
different agencies. As indicated in Table 11 , both federal and state 
groups participate in Medicaid provider fraUd cases, although the state 
agencies handle many more cases than do the federal agencies. The two most 
important units are the Bureau of Program Integrity (BPI) in IDPA and the 
Medicaid FraUd Control Unit (MFCU) in the Department of Law Enforcement. 

BPI is a descendant of Governor Walker's Medicaid Task Force created in 
1974. Its primary functions include identification and evaluation of 
provider patterns of overutilization; determination of the consistency of 
quality and quantity of medical services; identification and recovery of 
Medicaid overpayments through field and desk audits, third-party recovery 
and interprogram crossmatches; identification of providers with a high 
statistical probability of involvement in fraud and abuse; identification 
and referral of potential fraud cases to the MFCU; identification of 
recipient abusers of the Medicaid program; verification of the accuracy of 
cost statements submitted by hospitals, nursing homes, and clinics; and 
monitoring of the PSROs. 

BPI's control activities include both prepayment and postpayment 
analyses of claims. Prepayment utilization reviews determine, before 
payment is authorized, if the medical services rendered were appropriate for 
Medicaid recipients. The appropriateness of services and payments are 
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Function 

Audit 

Investi gati on 

Prosecuti on 

Recovery of ' 
Overpayments 

Provi der Suspen­
sion or Termina­
tion 

License Revoca­
tion 

Tabl e 11 

PROCESSING OF ILLINOIS MEDICAID PROVIDER 
FRAUD AND ABUSE CASES 

State and County Agencies 

lOPA 'Bureau of Program Integri ty 
(BPI) 

Auditor-General 

IDPA/bpI (non criminal) 

IDLE Medicaid Fraud Control Unit 
(MFCll ) 

State's 'Attorneys 

Attorney-General 
Welfare Litigation Unit 

(noncr1mi nal ) 

MFCU (criminal, Cook County only) 

State's Attorneys (criminal) 

lOPA 

IDPA 

Registration and Education 

Publ i c He'al th 
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Federal Agencies 

DHHS Office of In­
spector General Audit 
Agency 

DHHS Office of In­
spector General 
Office of Investiga­
tions 

DHHS/HCFA Regional 
Office of Program In­
tegrity (noncriminal) 

FBI 

Postal Inspectors 

United States 
Attorneys (Chicago, 
Springfield, East St. 
Louis) 

HCrA (Baltimore) 



considered on a claim-by-claim basis. Reviews catch such abuses as 
excessive use of laboratory or x-ray services. Prepayment review may result 
from referrals from within BPI (Peer Review or Narrative Review Cor.wittees) 
or other Bureaus, such as Claims Processing, referrals from outside the 
depar'tment, or util ization analyses performed by the Exceptions Analysi s 
Unit within BPI. Prepayment reviews of provider claims in 1980 resulted in 
a cost savings of $955,000. 

Postpayment audits include both field and deSK audits to detect both 
misutilization and potential program abuse by recipients and providers. BPI 
conducts limited desk reviews on all Medicaid payments. Several computer 
programs are used in the process, including exact duplicate billings, 
mUltivendor duplicate listings, and utilization reports. Desk audits review 
computer output for billing errors or program abuses. During FY 1980, BPI 
conducted 2792 audits and reviews, leading to the identification of $11.5 
million in overpayments and the cost avoidance of $45 million. 

While virtually all institutional providers (hospitals and nursing 
homes) are reviewed regularly; noninstitutional providers are scrutinized 
only in response to indications of problems; BPI does not attempt to review 
a random sample of their billings. When audits or other sources indicate a 
potential for fraud or abuse, BPI's Medical Investigations Unit conducts a 
preliminary investigation to determine if services provided were billed 
correctly, if providers received kickbacks from suppliers or additional 
payments from recipients, etc. Simple overpayments can lead to the 
disallowance of a claim or administrative efforts to recover funds; when a 
provider disputes the finding. IDPA can ask the Welfare Litigation Unit in 
the Attorney General's Office to file a civil suit against the provider. If 
SUspicions remain but no action is taken on past claims, the provider may 
nonetheless be placed on "exception reView," leading to prepayment screening 
of subsequent claims by the provider; 490 providers were on exception review 
in 1981. If BPI's preliminary inVestigation of a provider leads to the 
conclusion that criminal fraud may have occurred, however, a report prepared 
by BPI is submitted to a Narrative Committee composed of representatives of 
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BPI and the Medicaid Fraud Control Unit; the Committee can recommend that 
the case be ha.ndled by administrative recovery or civil litigation efforts, 
termination ~r suspension from the Medicaid Program,8 or criminal 
investigation and prosecution by the MFCU. 

The Illinois Medicaid Fraud Control Unit is organizationally somewhat 
di fferent from the MFCUs in other states. The MFCU is based upon agreements 
between the Bureau of Financial Fraud and Forgery in the Department of Law 
Enforcement, the Attorney General, who assigns assistant attorneys-general 
to the Unit, an~ county level state's attorneys; MFCU attorneys prosecute 
their own cases in Cook and surrvunding counties, and state's attorneys 
prosecute Un'it cases downstate (with technical assistance, if requested, 
from the MFCU). Fonmed in 1978 on the recommendation of the Governor's 
Fraud Prevention Commission, which concluded that IDPA "has neither the 
personnel nor the institutional mission to conduct complex financial 
investigations/I and IIcurrently is frustrated in finding sympathetic state's 
attorneys and courts to hear cases prepared by a 'non-professional' unit," 
the Unit was initially hindered by opposition from both IDPA, which resented 
10Ging its investigative functions, and state's attorneys, who felt that the 
state was moving into their territory. liThe absence of a working 
relationship \'Iith state and local prosecutors" delayed DHHS certification of 
the Unit until 1979; since that time, interagency conflicts have declined, 
although DHHS has pushed to have more prosecutors assigned to the Unit and 
to have the Unit take more cases to court. 

Once the FraUd Control Unit receives a referral from IDPA, or a lead 
from another source (about one-third of the MFCU cases are based on IOPA 
referrals), several levels of effort may follow. "Integrity reviews" 
involve a desk analysis of IDPA records on patients and providers; "field 
investigations" involve reviews of files in the provider's office and 
interviews with the provider and patients. Cases can then be prosecuted 
criminally by the MFCU attorney or state's attorneys or civilly by the 
Illinois Attorney General; or referred back to IOPA for administrative 
action; some criminal cases are prosecuted in the federal courts in 
cooperation with the United States Attorney. Table 12 summarizes MFCU 
activities during 1979-81. 145 
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Table 12 

ACTIVITIES OF THE ILLINOIS MEDICAID FRAUD CONTROL UNIT 

Activi ty 4/79-3/80 4/80-3/81 

Integrity Reviews Initiated 152 89 

Integrity Reviews Closed 253 164 

Field Investigations Initiated 67 64 

Field Investigations Closed 47 65 

Cases Referred for Prosecution 28 18 

Indi ctments 12 19 

Convictions 5 10 

Wh'ile BPI and 'the MFCU handle the vast majority of provider fraud and 
abuse cases frQm the Illinois Medicaid program, the activities of several 
other agencies should be noted. Cook County, with over one-half of the 
state's welfare papulation, is the only county whose prosecutor has 
established a special fraud unit. As was noted in Chapter Threet Republican 
State's Attorney Bernard Carey was very active in prosecuting recipient 
fraud cases in the late 1970s; his successor, Democrat Richard M. Daley, 
announced following his election in 1980 that he would decrease his office's 
role in recipient cases and increase the attention paid to provider cases. 
In 1982, Daley, the Illinois Attorney General, and the U.S. Attorney for the 
Northern District of Illinois announced the fonmation of a task force of 
fifty investigators and ten prosecutors from their three offices to focus on 
Medicaid and Medicare provider fraud and abuse (Frantz, 1982). The task 
force was viewed as a means of resolving both personnel shortages and past 
rivalries because of which the three offices had been reluctant to 
cooperate. 

The Welfare l.itigation Unit of the Illinois Attorney Generalis Office 
handles all noncriminal litigatfon affecting IDPA, including civil\ recovery 
suits against vendors, vendor appeals of administrative hearing dElcisions, 
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and suits by provider organizations and the Legal Assistance Foundation 
challenging IDPA policies. If the MFCU or other prosecutors decide not to 
file criminal charges, or if criminal prosecutions are unsuccessful, the 
Welfare Litigation Unit may be asked to proceed civilly against a provider 
or recipient. As with recipient cases, the Unit prefers that sma'l1er and 
ambiguous cases be handled administratively by IDPA; since litigation can 
drag on for several years, both agencies tend to share a desire to handle as 
many cases as possible through the simpler and faster medium of 
administrative hearings. 

The fraud and abuse activities of the federal agen~ies listed in 
Table 6.1 tend to be more frequently focused on Medicare problems than on 
Medicaid, although thsy share information with the state Medicaid-oriented 
agencies, monitor their performance, and at times handle Medicaid cases 
directly, either on their own or in cooperation with the State. The Office 
of Program Integrity in HCFA's Region V both reviews IDPA program integrity 
efforts, preparing the fraud and abuse component of the annual State 
Management Report, and conducts its own preliminary investigations 
("integrity reviews"). The DHHS Inspector General's Region V Audit Agency 
and Office of Investigations share informdtion with IDPA's Bureau of Program 
Integri ty on th,air activi ties; whi1 e major fraud findings are submitted to 
the FBI and U.S. Attorney for prosecution, the State is encouraged to handle 
other leads itself. Spread over a six-statv ~~gi~n and focusing primarily 
on Medicare problt:ms. the HCFA and OIG auditors alH! ~nvesti gators sel dam go 
looking specifically for Illinois Medicaid fraud and abuse, but often 
encounter leads that are useful to the other agencies. 

The Chicago Office of the Federal Bureau of Investigation and the 
United States Attorney for the Northern District of Illinois have taken a 
great interest in provider fraud cases since t~Ii!;: mid-1970s. Working 
primarily on leads from the media, postal ins~ectors, and other federal 
inVestigators (referrals from IDPA have decr~ased substantially since the 
MFCU became operational), they tend to focus on large cases, partfcu1arly 
those involving multiple defendants and institutional providers~ While 
there is no official minimum amount for accepting a case, one federal 
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investigator stated that the u.s. Attorney was unlikely to be interested in 
a case involving less than $75,000. Federa1~ state, and county prosecutors 
spoke highly of each others' abilities in handling complex fraud cases, 
attributing limited productivity to staffing shortages rather than to 
incompetence or lack of interest. In view of these personnel problems and 
other priorities in the federal courts, and the availability of both 
judicial and administrative options at the state level, the common 
assumption was that all but the most serious Medicaid provider cases should 
be handled by IDPA and the MFCU; if they want to handle cases known to the 
federal agencies, they are usually welcome to them. 9 The U.S. Attorney 
clears his potential indictments with the MFCU and, in 1981, appointed three 
assistant attorneys-general, one from the MFCU, as Special Assistant U.S. 
Attorneys so they could handle cases in the federal courts. 

~ssments of Illinois Medicaid Control Efforts. A 1974 book on the 
early years of Medicaid offered an observation on Illinois that is as 
applicable in 1982 as it was in the early 1970s: 

Illinois provides an almost perfect example of the tragic institutional 
battles that swirl around Medicaid programs in the states. An 
efficiency-minded governor, hoping to cut costs~ found himself faced 
with entrenched bureaucrats and political machines, with a hostile 
legislature, judges, and welfare rights ~r9anizations, as well as 
dissatisfied providers. (Stevens and Stevens, 1974: 282) 

By 1981, the attacks on Medicaid fraud and abuse in l'ilinois had been 
displaced by a pervasive legislative and administrative concern over 
finances, as the state was forced to cut back in many areas. As the 
Governor called for Medicaid budget cuts of $170 million an~ IDPA laid off 
400 employees in 1982, the earlier obsessiorJ with fraud and ht:;se problems 
seemed to disappear. The Legislative Advisory Committee on Public Aid, 
Which had led the attack on ZDPA in the 1970s, acquired a new chairman and 
executive director in 1978, and attention was turned to quality of care and 
the growing problems of Illinois welfare recipients. 

It is difficult to predict how the Illinois fiscal crisis will affect 
efforts to control Medicaid fraud and abuse. The recession and high 
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unemployment, coupled with IDPAls staff reductions, guarantee increased 
recipient eligibility errors; inflation, coupled with reimbursement 
schedUles for providers, which have not changed since 1978, invite providers 
to overcharge IDPA. From the state's perspective, however» fiscal pressures 
increase the need to control costs by reducing both outright fraud and more 
innocent overutilization and provider abuse. 

Developments since 1975 have greatly increased both IDPA's and other 
agencies' ability to prevent and control fraud and abuse. By 1979, HCFA had 
conclUded that "IDPA has developed a vigorous, innovative* and diversified 
approach to the problems of Medicaid fraud and abuse. Given the limitations 
of its current data system l the Bureau of Program Integrity has been highly 
effective in detecting, assessing, and resolving fraudulent and abusive 
practices. II (Health Care Financing Administration, 1979: 30) The long 
overdue implementation of MMIS in 1981 should improve IDPA's prepayment 
control efforts, although few took seriously the claim of the LACPA 
Executive Director that MMIS "would cut fraud and abuse in half overnight.-" 
The Recipient Utilization Review Program and the eligibility procedures 
described in Chapter Three have the capacity to keep recipient fraud under 
control, although they may be overwhelmed by recession-increased 
applications and staff reductions. 

Improvements in criminal justice efforts have paralleled those in 
program administration. While federal efforts remain somewhat peripheral to 
the control process, the operations of the Medicaid Fraud Control Unit, the 
Welfare Litigation Unit in the Attorney GeneralIs Office, the U.S. 
Attorney's Office, and the new joint federal-state-county task force offer 
SUbstantial resources for civil and criminal prosecution. A former IDPA 
director recalled that no prosecutor wanted to touch provider fraud cases 
until the fPicago Tribune exposes in 1974; prosecutors at all levels seem 
quite interested in the area now. 

But while motivations may be high, expenditures are low. A 1982 study 
of Medicaid fraud control units by the staff of the U.S. House of 
Representatives Select Committee on Aging found that Illinois ranked next to 
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last among the thirty states with MFCUs, in fraud control expenditures as a 
proportion of Medicaid expenditures. The report attacked Illinois as having 
very high MFCU costs per conviction, and relatively light sentences 
(Recktenwald) 1982}. 

Several conclusions emerge from this description of Illinois' efforts 
to control Medicaid fraud and abuse. First, policy issues about the 
administration of the program wer'e inseparable from issues concerning the 
entire welfare system and its costs. As has been documented elsewhere 
(Stevens and stevens, 1974), the Medicaid program in the United States was a 
hastily contrived effo)~t, which was implemented without adequate planning or 
the vaguest comprehension of the scale it would attain. Illinois, like 
other states, had to learn how to run the program and decide what it could 
afford long after the operation began. Politically skilled recipient and 
provider organizations and their lawyers were well prepared to protect the 
initial high payment levels and minimal supervision of payments. The highly 
visible fraud exposes of the mid-1970s and the fiscal crisis of the early 
1980s led to political support for a respectable control system. Despite 
the wi despread recogni ti on of 1 egi sl ators a.nd admi ni strators that provi der 
fraud was a far more costly problem than recipient fraud, public perceptions 
of welfare queens and the political power of providers meant that recipient 
control efforts were developed more quickly and with less controversy. 

Second, the emphasis in provider rontrol efforts as in recipient 
efforts has been to get the money back as efficiently as pOSSible, using the 
judicial system for only the largest and most egregious cases. Providers 
who are padding their bills are only dunned for overpayments; it is only 
those with massive overcharges and/or questionable care records who are 
hauled into court. Administrative recovery mechanisms or suspension from 
the Medicaid program serv~ the needs of IDPA more dit~ctly than the 
protracted judicial process. 

Finally, the development of control efforts in the Illinois Medicaid 
program reflects the importance of resource allocation issues. While IDPA 
is proud of the cost avoidance and recovery record of its Bureau of Program 
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Integrity, it simply does not have additional funds to devote to fraud 
control. As the director of the Medicaid Program stated, "Fraud and .abuse 
have an inexhaustible appetite for resources to fight them. The Department 
is short of staff for cost containment measures, let alone any further 
buildup of fraud and abuse initiatives. Given the reality that the public 
does not want the state government to grow, we must focus on areas which 
have the greatest potential for recovering dollars or for danger to 
recipients, and try to maintain an appearance of deterrence in other 
areas.!1 A fonner di rector of IOPA added, "You have to remember that we are 
here to provide a service, not to catch cheaters. Designing our control 
program therefore requires that we constantly test both public perceptions 
of our probl ems and our own guesses as to where the probl ems are. 1/ 

Prosecutors must similarly ask where their resources should go, whether 
they deal only with Medicaid ?roblems or have broader missions. Provider 
fraud cases are professionally challenging for prosecutors and often promise 
good media publicity, yet they are time-consuming and expensive; it is often 
necessar,y, as a result, for the multipurpose prosecutors to decide how much 
time can be taken away from street crime or other cases. Even the 
prosecutors in the Medicaid Fraud Control Unit and the Welfare Litigation 
Unit also must select those cases that have the highest recovery or 
deterrence value. The motivational and organizational issues that 
restricted Illinois control efforts in the m'fd .. 1970s have generally 
disappeared, but the resources issue remain. 



NOTES 

1. The optional services offered by IOPA in 1981 were: clinic services; 
prescribed drugs; dental services; prosthetic devices; eyeglasses; 
dentures; private duty nursing; physical, occupational, speech, 
hearing, and language therapy; other diagnostic, preventive, and 
rehabilitative services; emergency hospital services; skilled nursing 
facility services for those under 21; optometrists' services; 
podiatrists' services; chiropractors' services; other practitioners' 
services; Care for those under 22 in psychiatric hospitals; care for 
recipients 65 or older in institutions for mental diseases; 
institutional services in intermediate care facilities; intermediate 
care for the mentally retarded; and Christian Science Sanatoria. 

2. In 1980, the number of recipients and estimated average annual 
expenditures per recipient for each of the four programs were: MAG, 
726,982 recipients at $791j MANG, 159,323 at $3,754; GA~MEO 65,641 at 
$1,351; and AMI, $14,545 at $1,870. 

3. 1982 efforts to reduce Medicaid costs included efforts to restrict the 
1 ength of hospital stays, 1 imiting hospital reimbursement rate 
increases to lOX per year, delaying Medicaid coverage until an 
application is approved (rather than dating from the time of 
application), delaying nursing home reimbursement rate increases, and 
eliminating nonessential services for Medicaid recipients who did not 
receive AFOC benefits. 

4. As in the case of AFOC fraud, federal agencies do not playa major role 
in the control of recipient problems in the Illinois Medicaid program, 
other t;an to refer to the state problems encountered in the course of 
investigations of providers. 

5. Un1ess otherwise noted, statistics presented in this chapter are taken 
from the Annual Reports of IDPA*s Medical Assistance Program. 

6. Creation of IDPA's MMIS was a tortuous process extending over seven 
years, as IOPA changed its specifications, found that it was unable to 
recruit systems designers to develop the program in-house, and awarded 
a development contract to a firm which walked out on the job. Pharmacy 
providers were integrated into the MMIS system during 1977 and 
hospitals in 1979. The last groups of providers were not phased into 
MMIS until late 1981. 

These delays in MMIS implementation led to criticism from HCFA. which 
had to approve each extension and modification of the planning and 
design contracts, and from legislators who blamed rising Medicaid costs 
in part on IDPA's incapacity to analyze claims data without the SURS 
subsystem. In addition, each month's delay cost IDPA $300,000 to 
$500,000 in federal support, since the federal share of administrative 
costs rose from 50% to 75% when the MMIS was certified as 
operational. 

152 

i 
}, 

i 

MMIS implementation, when it finally arrived, produced massive 
short-term headaches. In January of 1982, the Chicago Tribune reported 
that IOPA was behind in paying almost $100 million owea to providers 
(Mi11enson, 1982a); there was a $22 million backlog in payments delayed 
beyond thirty days, and IOPA was forced to advance payments to ease the 
cash flow problems of some providers with a high proportion of Medicaid 
patients. (Mi11enson, 1982b) 

7. With the full implementation of MMIS in 1981, IOPA's capacity to 
identify unusual billing patterns was greatly expanded through the 
Surveillance and Utilization Review Subsystem (SURS) of '1MIS. SURS 
contains information from paid claims on the activities and 
characteristics of both providers and reCipients. It groups providers 
and recipients according to medical, demographic, and utilization 
characteristics, and develops a statistical profile of each peer group 
as a baseline for comparison. A statistical profile, compatible with 
peer group profiles, is developed for each provider or reCipient. 
Comparisons can then be made of individual providers or recipients with 
the appropriate group profile, and those deviating significantly from 
preestablished group norms are reported by the system. 

A number of report items are established for each category of provider, 
including provider treatment patterns and number of drugs prescribed. 
Recipients may be reported on items such as number of physician visits 
and number of prescriptions filled dUring a specific period. 

According to Illinois SURS personnel, this subsystem requires 15 months 
of trend data from claims to compose meaningful profiles. Since the 
Illinois SURS subsystem only became operational in 1981, it will be at 
least a year and a half after that date before SURS data will be flseful 
for analysis and targeting. 

8. Between 1976 and 1980, IDPA suspended or terminated 227 providers; 67 
physicians, 83 other practitioners, 15 laboratories, 46 pharmacies, and 
16 nursing homes. 

9. Commenting on the division of labor between MFCU and federal 
prosecutors, the Director of IDLE noted, "Under the MFCU grant from 
OHHS, rDPA has no authority to refer cases of suspected provider fraud 
except to the MFCU. Thus, Unit investigators and attorneys have 
priority to investigate and prosecute any such cases. If they feel 
that federal prosecution of a particular matter would be more 
appropriate than state prosecution, they may refer it to the United 
States Attorney's office for p~osecution. Second, a number of the 
provider fraud cases being inVestigated by federal authorities have in 
fact been referred to them by the MFCU after determination by Unit 
inVestigators and prosecutors that prosecution of the allegations in 
Federal court would be more effective than in State court. All such 
cases continue to be investigated jointly by Unit investigators and 
Federal investigators. 1I 
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CHAPTER SEVEN 

CONTROlLING MEDICAID PROVIDER FRAUD AND ABUSE IN COLORADO 

~'DEMISE OF I£OICAID FRAUD UNIT CAUSES CONCERN, II Denver AP _ 

IIWorried state and federal officials say Colorado r.tay soon be 
incapable of investigating and prosecuting major violations by 
Medicaid P.'oviders because of a legislative decision to eliminate 
the state's Medicaid Fraud Unit. 

'IIThere's nobody in the state that's gOing to pursue Medicaid 
fraud,' said Colorado Bureau of Investigation Director ••• , whose 
agency oversaw the unit. 'These cases take months to put together, 
and nobody else has a team like we had.'" 

Associated Press 
Denver Post 
June 8, 1981 

Although Colorado's Medicaid program has been without serious 
controversy in its thirteen-year history, the same cannot be said for the 
state's efforts to control program fraud and abuse. Debate has not centered 
so much on the amount of Medicaid fraud and abuse but rather on how fraud 
enforcement activities should be organized, what kind of Medicaid providers 
should be examined. and whether or not the cost of Medicaid fraUd 
enforcement should be offset by recovery of mi sused funds. 

In Colorado, Medicaid services are provided by statute. During Fiscal 
1980, fifteen service$ were provided by 91 hospitals, 193 nursing homes, 
more than 700 phanmacies, more than 5,000 phYsiCians, about 200 
1aboratorie~, and more than 40 home health agencies.1 

About 131,000 Colorado residents were recipients of Medicaid in fiscal 
1980. The $185 million cost made Medicaid the most expensive benefit 
program administered by the Colorado Department of SOcial Services (OSS). 
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(Included in program expenditures were payments of $3.3 million in Medica,re 
Part B (noninstitutional care) premiums for Medicaid recipients who were 
also eligible for Medicare.) The nursing home program is the single largest 
c~~ponent (41%) of the Medicaid Program; more than 11,000 Medicaid patients 
used nursing home facilities in 1980. 

Approximately 53% of Medicaid costs are funded by the federal 
government; the remaining 47% is funded by Colorado's Old Age Pension Health 
and Medical Funds and the General Fund. As with other states, Colorado'~ 
Medicaid expenditures are increasing rapidly; they rose from $122 million in 
1977 to $185 million in only three years. 

~inistration of Medicaid Program. The Medicaid Program has been in 
operation since 1969. The Colorado Department of Social Services (DSS) is 
the sing'!e state agency responsible for the overall administration of the 
program. Figure 8 presents the overall structure of DSS. DSS's Division 
of Medical Assistance CDMA) oversees Medicaid program operations, developing 
policies and procedures with respect to reimbursement, the scope of program 
benefits" and administrative directives to the fiscal agent. DMA has 
responsibility for the overall management and administration of the program 
including, but not limited to, provider relations, reimbursement, detection, 
third party liability, and verification of services. 

Certification concerning eligibility to participate as a provider in 
the Medicaid program is controlled by the Licensure and Certification 
Section of the State's Department of Health in coordination with the 
Department of Regulatory Agencies. The DMA maintains provider agreements 
with partiCipating hospitals, nursing facilities, and home health agencies. 
The Medicaid claim form establishes a claim-by-claim provider agreement for 
physicians and sUppliers that partiCipate in the Medicaid program. Claims 
processing and payment are contractua11y delegated to the fiscal agent, 
Colorado Blue Cross/Blue Shield, under the Supervision of DMA. 
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The Division of Income Maintenance (DIM) has responsibility for 
establishing Medicaid eligibility policy- Policy issues are typically first 
identified by county staff through reviews of new federal laws and 
regulations and by reviewing instructions issued by the HCFA Medicaid 
Bureau. The Division of Field Operations is responsi~le for assisting 
county departments of social service in carrying Dut their responsibilities, 
evaluating the effectiveness of program operations, and keeping DSS aware of 
the impact of policy changes on county operations. Finally, the Office of 
Appeals handles recipient Dr provider appeals when eligibility or claims are 
denied. 

Tha responsibility for the detection of Medicaid fraud and abuse is 
shared by the DMA, the fiscal agent (Blue Cross/Blue Shield), the Office of 
Investigations, and the Office of Field Audits. Preliminary fraud and abuse 
investigations are conducted by the Office of Investigations according to a 
written manual of procedures. When a preliminary investigation by the State 
Office of Investigations establishes that fraudulent activity may have taken 
place, the case is referred to the Colorado Medicaid Investigation Unit 
(MIU~ in accordance with a Memorandui.1 of Understanding between the 
Department of Social Services and the Department of Local Affairs 
(organizational home of the MIU). 

The MIU ha~ primary responsibility for conducting full-scale fraud 
investigations and prosecutorial action. The State Office of Investigations 
maintains responsibility for administrative actions and reCOVeries under the 
authority of the DMA. 

The function of program audita is shared. The Office of Field Audits 
within DSS performs audits on patient contributions and personal needs funds 
in lrstitutional facilities, while an accounting firm performs cost audits 
of nursing facilities under contract with the DMA. Like the AFDC program, 
Medicaid is superv)sed by the stat3 but Medicaid recipients are enrolled 
through the 63 county departments of social service*2 While the state 
sets Medicaid policy, : . .'omulgates rules, handles all health provider issues 
including rate setting, billing, and utilization review, recipients are 
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enrolled in the program at the county level. Determination of Medicaid 
eligibility is not typically a specialized function in county offices. Eli­
gibility for the program and for SSI beneficiaries is determined by Eligi­
bility Technicians (ETs). The ETs are also responsible for determining eli­
gibility under the AFDC program and Medicaid eligibility of categorically 
related families with dependent children. In addition, county staff 
determine eligibility for other departmental programs, including DSS's 
financial assistance programs and Food Stamps. However, because there is no 
county participation in Medicaid costs, because program rules are relatively 
stable, and because eligibility is tied to standards used for determining 
eligibility for AFDC, SSI, and other benefit programs,3 counties don't 
have the same sense of administrative overload as they do with the AFDe 
program. No grant calculations are made, little paperwork is necessar.y, and 
no particular staff expertise is required. Furthermore, except for 
undertaking program administration in a prudent and effective way, the 
counties carry no responsibility for poliCing Medicaid provider fraud. This 
function is assigned solely to the state. Accordingly, except for policing 
recipient fraud as an adjunct to investigating AFDC fraud, counties have 
little sense of ownership in the Medicaid program. 

Enrolling Medicaid providers is the responsibility of the fiscal agent 
(Blue Cross/Blue Shield). Under contract, the fiscal agent assures that all 
providers have a Medicaid enrollment application completed, approved, and on 
file in order to receive payment for covered Medicaid services. The 
application requires submittal of the license number; effective date of 
license, and name of the issuing license board. DSS requires that 
hospitals, nursing homes, home health agencies, and pharmacies execute 
provider contracts in addition to the approved enrollment application. 

Fraud and Abuse Problems in the Colorado Medicaid Program. There are 
few front page stories of "Medicaid mills" in COlorado. Seldom is there a 
noteworthY prosecution of a doctor. No phanmacy-pnYsician kickback scandals 
have surfaced. And finally, statistics suggesting the magnitude of the 
problem are nonexistent. Instead, the general public sees headlines about 

161 



the legislature "killing" the Medicaid investigation unit. Lobbyists for 
health care providers argue in print with enforcement officials saying that 
the officials sometimes abuse the legal rights of providers. Enforcement 
officials respond by charging that the "special interests" have forced 
budget cuts through the Legislature. 

State officials in DSS and federal Region VIII officials are also 
alarmed about the intense arguments and the abolition of the Medicaid 
Investigation Unit. Said one program official, "Until all this controversy 
arose, nobody in DSS thought that there was much fraud in the program. Now 
we1re wondering. We don't feel that our flank is protected. The 
legislature, in effect, has jUst told the providers that nobody will be 
looking; go ahead and and rip us off." 

The belief among program officials that there may, in fact, be an 
intolerable amount of fraud in the program has developed only since the 
mid-198l budget cuts. In the past, program officials downplayed the fraud 
problem- ... not wanting to alienate providers by suggesting any sort of 
questionable practice. Enforcement officials, however, have pr~dictably 
felt that the program was being victimized by a sizeable number of 
unscrupulous health care providers. Said one, "There must be a lot of fraud 
in the program because we can only look at a small .. umber of situations and 
every time we look we find a potential fraud case." 

But clearly, officials from the Medicaid program see the problem 
differently than those from the enforcement units. Program officials are 
more concerned with the "overutilization" problem, where tne recipient 
visits many doctors, clinics, and/or pharmacies for the same health problem, 
either in order to satisfy a need for medical attention or to acquire 
excessive medications. Providers too are potential abusers of Medicaid by 
"overutilizationll-.. too many X-rays, too many lab tests, too many referrals 
to specialists. Practices such as "ping-ponging" (unreasonable numbers of 
doctor referrals, back and forth), "splitting" (pharmaCists receiving more 
than one dispensing fee for a single prescription), "sub-ing" (generic 
substitution of drugs), and Ushorting" (dispenSing of fewer than the 
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prescribed number of pills) are typical examples of questionable care. 
Program officials view many of these problems as well as overutilization as 
program abuse rather than as willful criminal fraud. Program and 
enforcement officials usua1ly agree that a potential fraud problem exists in 
cases where providers manipulate records, so that they receive payment for 
services not provided, overcharge for services or medication, or acquire 
funds from patients illegally. Where such 3ctivities are detected, 
enforcement officials typically receive support from program officials. 
However, most situations felt to be questionable fall into a vast gray area, 
and decisions as to how these cases are to be handled prove difficult. Is 
it fundamentally a problem best suited to provider or recipient education? 
Or is it a problem warranting civil or even criminal sanctions? Tension is 
high when these decisions must be made. Program officials are typically 
inclined to suggest administrative remedies, while enforcement officials 
tend to be eager to prosecute. 

How much fraud and abuse actually exist in Colorado's Medicaid 
program? As with most nonviolent crime, only a small percentage is ever 
detected. Two enforcement units maintain statistics, but neither cover 
anything but their own investigative productivity. The Office of 
Investigation in DSS recently reported the following criminal investigation 
accomplishments:4 

Open cases carried over 
from FY 1978-79 

Cases added during FY 1979-80 
Cases Closed "no fraud ll FY 1979-80 
Cases closed or referred to 

other jurisdictions FY 1979-80 
Cases pending (backlog) as of 

6/30/81 

35 

97 
89 
25 

18 

Because its mission is broad but its staff small, the Office of 
Investigation handles only a small percent of all Medicaid investigations. 
Instead, most provide~ fraud since 1978 has been handled by the Medicaid 
Investigation Unit (MIU). Table 13 presents the case activity of the MIU 
for a 15-month period. 
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Table 13 

CASE ACTIVITIES OF THE COLORADO r·1EDICAID INVESTIGATION UNIT 

REPORTING PERIOD JULY 1, 1979 TO SEPTEMBER 30, 1980 

Complaints Investigations Cases Prosecution Arrest Conviction Civil Cases Decl1.ned Pending 

Provider Fraud: 
M.D. 26 8 7 2 2 5 D.O. 5 2 1 1 D.D.S. 3 3 2 1 1 Pharmacy S 4 3 2 1 Laboratory 2 1 1 1 Clinic 8 S 5 1 1 3 Hospital :3 1 1 1 Nursing Hon:e 28 13 7 8 1 4 3 Transportation 1 ...... Assist Outside en 

Agency 16 .po 

91 37 27 6 9 1 7 15 Recipient Fraud: 6 .2 
Fraud Total 103 40 

Patient Abuse: 
Fraud and Abuse 

~ II ..1. ..! J. ..£ 
Totals 137 S4 3(~ 10 11 3 7 15 -- - - - - -- - -

\ 

..... ~ __________ ~ ____ ~ __________________________ ~M _________ ~~ 
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In combination, the two agencies investigating Medicaid fraud handled 
approximately 200 cases during a recent 12-15 month period. Approximately 
two-thirds of these cases are closed after preliminary investigation. 

This relatively low level of activity is not considered by Colorado 
officials to be an accurate reflection of the fraud problem. While the 
Office of Investigation has been satisfied with the case10ad carried by its 
investigators, the MIU director has been unhappy that his unit's case 
backlog has been so small. Both units report difficulty in getting 
referrals from units such as the Survm1lance Utilization Review section and 
the Field Audit unit. The investigators maintain that their task is not so 
much to detect fraud as it is to in'.fsstigate allegations of fraud. 
Allegations, the investigators claim, must be generated by others and the 
farot that so few cases are surfaced is attributable to flaws in 
administrative mechanisms designed to highlight questionable claims. 

Administrative Responses to Fraud and Abuse Problems. Like most other 
states, Colorado has implemented computer systems (the Medicaid Management 
Information System), claims review processes, training and education 
programs, and a variety of other approaches to manage and control its 
Medicaid program. However, controlling fraud and abuse is seldom the 
prtmar,y objective. Instead, the legislature and program officials alike 
have been revamping Medicaid operations for the past few years with an eye 
toward cost containment. Fraud control is, of course, a likely result of 
improved management, but only a few adminietrative reforms are implemented 
explicitly to control willful wrongdoing. 

In this era of exploding costs, controlling the overutilization of 
Medicaid consumes most of the time of DMA officials. Their attack on cost 
growth bri ngs together the resources of the fi scal agent, the contract 
auditor, the Division of Field Operations, the SURS un'it, the MMIS 
contractor, and the counties. Computer-assisted post-payment claims review 
is a primar,y weapon. For three year0, work has been under way to create a 
Surveillance and Utilization Review Subsystem (SURS) as a part of the MMIS. 
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The capability has been partially available since 1980, whe~ a.SURS staf: of 
analysts, auditors, and medical specialists was hired. Revlewlng exceptl0n 
reports generated by the SURS component of the MMIS, these specialists 
identify providers or recipients who use the program in excess of the norm. 
To identify "outliers," the system is programmed to "kick out" quarterly all 
claims demonstrating program use four standard deviations beyond the 
mean. S Although heavy users of Medicaid are not necessarily abusers of 
the program, it is felt that these cases represent a higher probability 0: 
abuse. SURS medical specialists and a Utilization Review Board then examlne 
each case and recommend to the SURS unit director a course of action. 
Options include dropping the matter, recommending patient loc~-in (de~cribed 
below), recommending recipient or provider education, forwa~dlng provlder 
cases to medical or health care licensing boards, or referrlng the case to 
an i nvesti gati on uni t (ei I:ler the Offi.ce of Investi gati on or, if a full 
scale fraud investigation seems warranted, the Medicaid Investigation 
Uni t) • Pati ent 1 ock-i n and program uti 1 i zati on educati on are i ncreasi ngly 
the most often exercised option. The Utilization Board, after reviewing the 
case, is responsible for deciding wheiher or not lock-in and/or education is 
warranted. 

Lock-in, as described in a recent DSS instruction, is a program that 
identifies Medicaid recipients who overuse medical services and restricts 
them to services provided by a limited number of providers, which the 
recipient (or in certain situations the State) chooses. The purpose of 
lock-in is to educate recipients about appropriate uses of health care 
services. Its goals are twofold: to improve the continuity and the quality 
of care for involved recipients, and to improve service utilization patterns 
in order to control Title XIX expenditures. 

Those r6cipients whose usage of medical services falls outside certain 
defined parameters as identified thr~ugh post-payment review of cla~m5 are 
reviewed to determine whether an educational effort through counsel1ng 
and/or a limitation on the number of providers they can use for a given 
period of time is warr~nted. When the State, through the Utilization Review 
Board, determines that a recipient may benefit from counseling and/or 
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lock-in, the county workers and providers with whom the recipient has had 
contact will be asked for additional information and concurrence with the 
lock-in recommendation. If the providers and county workers agree that the 
recipi ent woul d benef', t from such an action, the State wi 11 have the county 
worker explain to the recipient the findings and the options available. The 
recipient can agree to change his/her usage patterns or participate in 
lock-in and/or counseling. If the recipient fails to cooperate, the st~te 
may lock him/her into specified providers selected by the State. The 
recipient has a right to appeal s~ch lock-in decisions. 

Under lock-in, t.le recipient and all other eligible family members are 
requ i y-ed to choose one PhYs i ci an and one pharmacy to be used du ri ng the 
lock-in period. Claims from any other physiCian or phannacy not designated 
by the recipient will be denied. The attending PhYsician may use referrals 
to provide additional services and the recipient may change providers within 
certain guidelines. Usage is periodically evaluated to detennine if the 
recipient should continue to be tied to a limited number of providers. 
Lock-in is for a l2-month period unless the Utilization Review Board 
determines that the time should be shorter or longer. 

Prepayment review of claims is a second administrative approach to 
controlling fraud and abuse by controlling program costs. Federal 
regulations require each state to have procedures in place to systematically 
'review provider claims to detect problems prior to payment of the claim. 
Colorado's fiscal agent has a "Resolutions Unit" that performs this claims 
quality control function, but seldom does this review result in referrals to 
the investigative unit. Instead, obvious errors in claims are typically 
resolved before payment is made. COlorado's MMIS also has a program module 
for prep~ment review: but again, this is more a quality control function 
than an administrative response to fraud and abuse. In a federal review of 
Colorado's prepayment review procedures, criticism was directed at the 
fiscal agent who, it was felt, was not performing the level of review 
required by the federal government. 
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Yet another administrative response to the cost growth problem, one 
more directly tied to controlling fraud and abuse, is the Explanation of 
Medical Benefits (EOMB) procedure. Now computerized, but handled manually 
for years, EOMBs are randomly sent out to 5% of the recipients in the form 
of a letter stating what services were claimed to have been rendered by 
which provider. The letter encourages recipients to report to the SURS unit 
providers who submitted claims for services or goods not received by the 
Medicaid card holder. Program officials report that many recipients call 
the SURS unit with questions, but only a few referra"ls are generated. If 
the disputed claim relates to billing or is otherwise an administrative 
matter, follow up is made by Blue Shield/Blue Cross. If there is potential 
fraud, the case is referred to 01 or the MIU. 

The Office of Field Audits and the private audit contractor 
systematically review the service and financial records of providers, but 
Colorado does not rate well in federal assessments of the extent to which 
this typical administrative control serves to detect fraud and abuse. 
Federal reviewers felt that too many audit findings were not being forwarded 
to DSS or the MIU. The accounting finn, whose contract was not renewed, was 
felt to be contributing to these problems. Another contractor is now 
performing field audits. 

Because Medicaid is a provider of health care of last resort, attention 
is paid to detenmining if there is a third party~ such as a private 
insurance company, who should be billed for service provided but has not 
been. Local county offices are responsible for collecting this infonmation 
at the time eligibility is determined. Computer matches are made by the 
fiscal agent of claims received against notationg provided by the counties 
that a third party is liable. Calls from county attorneys, technicians, and 
investigators begin to apprise DMA as to potential third party liability, 
but this is difficult information to keep up to date. DMA is continually 
examining the problem of third party liability, but no easy solutions are 
apparent. 
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To reiterate, until the recent legislative attack on the MIU, fraud 
control was less a concern to DMA officials than cost containment. Costs 
have been escalating rapidly, and with no budget ceiling in place, p~ogram 
officials have been concentrating on maintaining controls over reimbursement 
rates and on limiting abuse in program utilization. What administrative 
practices have been implemented (SURS, prepayment review, audits, EOMB, 
lock-in, education) are largely responses to program cost growth and not 
necessarily to a perceived fraud problem. This may be because program 
officials are concerned with the program's image, especially with respect to 
the image of providers. Ov~rutilization, for example, is usually viewed as 
a problem that can be solved by the provision of more education. Problems 
with provider billing are also usually viewed as resolvable by education. 
When pressed, program officals concede that pr~~iders sometimes ftwerbill or 
bil"1 for services not rendered but rationalize that this is so because 
reimbursement rates are set so low. If questioned on their perception of 
prov) der fraud, they typi cally conc~de that there probably are "a few" 
providers who are willfully defrauding the program, but that enforcement 
officials are keeping that problem to an acceptable level. But the 
enforcement units, say DMA official s, can be a problem. "Those guys in the 
MIU," states one DMA staffer, Iihave been too heavy-handed. Having the media 
along with them on that nursing home raid was excessive". (The nursing 
home raid is described below.) Program officials view the enforcement 
units as necessary but as potential harrassers of the providers. Generally, 
DMA officials are worried that the MIU, in particular, uses inappropriate 
police-like tactics where less severe approaches would do just as well. 

Enforcement ~~ponses to Fraud and Abuse Problems. Enforcement 
officials' responses to the issue of fraud are pred"!~tably quite different 
from those articulated by administrators. Enforcement officials are likely 
to charge that Medicaid is riddled with fr·aud. However, when pressed on 
whether willful fraud is at the core of the problem or whether the problem 
is one of "allowable" abuse, they concede that program regulat'ions do seem 
to let certain kinds of providers "get away with things." But deeply rooted 
in their minds 1s the sense that Medicaid providers, 1n general, and 
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institutions such as nursing homes, in particular, are systematically 
defrauding the program. "DMA officials," says one enforcer, "bend over 
backward to protect the providers. They are convinced that the bad 
publicity an investigation might generate will scare providers right out of 
the program. We view that kind of publicity as the only deterrent we've 
got. Nobody ever goes to jail around here. II 

In August 1981, the Medicaid Investigation Unit was eliminated from the 
state budget after nearly three years in operation. Its high cost and low 
productivity was said by budget-cutting legislators to be the problem, but 
knowledgeable people from throughout state government felt that elimination 
of the unit was the final chapter of a stonmY, long-running story. When the 
Medicaid program was created in 1969, fraud control was not a major 
concern. That function, if necessitated by blatant cases, was perfonned by 
local district attorneys, the Attorney General, or the Colorado Bureau of 
Investi gati on. 

When Congress offered to pay 90% of the costs of independent Medicaid 
Fraud Control units, Colorado's governor in 1978 issued an executive order 
placing the unit within his own office. Locating th~ unit in the Governor's 
office was a compromise designed to minimize friction that had existed for 
years between the Attorney General and the District Attorneys. The DAs had 
argued that the Attorney General should not be given authority to prosecute 
criminal matters--that was their domain. The Attorney General argued that 
many Medicaid cases would be civil matters and that the units in most other 
states had been set up in the Attorney General's office. The compromise 
that evol ved resulted in the appointment of a unit director t.'h represented 
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the Di strict Attorney constituehcy and a deputy director who rep:resented the 
Attorney General. The two proceeded to engage in a headline-grabbing feud 
over the operation of the unit. In the midst of the fighting, the director 
was ,accused of leaking Grand Jury infonnation regarding an active 
investigation to the press, and he resigned shortly thereafter. 

o These and other p01'l ti ~~ 1 pressures s,1,on became too great for the 
Governor. Within the year, the unit found itself legislatively approved (as 
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opposed to its earlier establishment by executive order) and transferred to 
the Colorado Bureau of Investigation (CBI)--a state police department. This 
too was a move to keep the unit away from the still feuding District 
Attorneys and the Attorney General. A new director was found to operate the 
uni t underCBI. Audi tors were hi red to augment the uni t' ,s prosecutors and 
investigators. The unit's second director then resigned within a few months 
amid a second major controversy when it was alleged that he allowed 
candidates for the unit's auditor positions to prepare questions for their 
OWIl state personnel test. Further1 ng the controversy, early i nvesti gati ons 
by the unit concentrated on the nursing home industry. The MIU strategy 
seemed to be to create a deterrent effect by generating a large amount of 
media interest in their investigations. The nursing home industry, 
organized into a highly effective lobby, reacted strongly to a raid on one 
of their member's homes that was covered live by local television news. It 
was alleged that the investigators alerted the press in advance and, 
further, that the nursing home industry was being singled out while other 
Medicaid providers were being ignored. 

By mid-1980 the Legislature had changed the unit's name from the 
Medicaid Fr~ud Control Unit to the Medicaid Investigation Unit. This was io 
appease the health care industry, which was bothered by the linkage created 
between the Medicaid program and the notion of fraud. By this time staffing 
and operational problems had been largely overcome, and a memorandum of 
understanding had been signed clarifying procedures for referring potential 
fraud cases through 01 to the ,MIU. Investigations were more evenly 
distributed across providers (e.g., doctors, phannacies, and hospitals, as 
we1.'! as nursi ng homes). The case backlog was growi ng as were successes in 
both criminal and civil judgments. But by mid-1981 the unit learned that 
the Colorado Senate had voted to reject its request for FY 1981-82 funding. 

A variety of reasons other than its ~osts for discontinuing the unit 
have emerged. Representatives of Colorado's House, which voted 37-1 to 
continue the unit, say that general political infighting was behind the 
move. Another factor may have been that the MIU's 1979 enabling legislation 
suggested that the unit's continuance would be based, in part, on continued 
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federal funding at the 90% level. Word had recently been received from HHS 
that funding of the fraud units was to drop to 75% on October 1, 1981. A 
third and morf';, prominently discussed reason behind the unit being killed, 
say MIU officials, was the intense lobbying against the unit by the nursing 
home industry. The Colorado Health Care Association (CHCA), representing 
nursing homes, acknowledges heavy lobbying but maintains that its efforts 
were no more intense than those of the CBI and MIU officials. 

At the height of the legislative lobbying, CHCA prepared a briefing 
packet setting forth the industry's concerns. The comments, summarized 
below, make clear the reasons whY the industry put a major effort into 
killing the unit. 

(1) 

(2) 

(3 ) 

(4) 

The MIU report to the Joint Budget Committee (JBC) seems to 
indicate that there is a pattern of treating phYsician cases as 
civil cases, while nursing home cases are more often prosecuted 
as criminal cases. What is the explanation for this apparent 
pattern? 

The MIU report to the JBC indicates a judgment of $138,000 in one 
case in which it is our understanding that the judge tas vacated 
the order. In another civil case in which the MIU claims a 
potential recovery of $32 million, the case is yet to be heard. 
The MIU has blatantly misled the Legislature as to potential 
recovery in these cases. 

Given some misunderstanding between the potential recovery 
reported to the Legislature and the $1.6 million reported to HHS, 
what does the unit see as its actual potential recovery of 
funds? WhY was there a difference in the amount of potential 
recovery reported to the Legislature from that reported to the 
federal government (HHS)? 

There appears to be a strong relationship between theofiling of 
indictments or other publicized activity by the MIU and 
Legislative consideration of funding for the MIU. For example, 
the MIU has filed charges against one osteopath, seeking the 
recovery of $13,000, which they allege was frauduently obtained 
from the Medicaid Program, just as the MIU is experiencing some 
difficulty in obtaining the necessary statutory authority and 
funding to continue its operations. A couple of years ago, the 
MIU "raided" several nursing homes to confiscate records despite 
the fact the MIU had been granted access to the records and, in 
fact, has been provided office space, in the facilities for weeks 
to review those facilities' records. 
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(5) The MIU is seeking access to provider records lI upon request,1I 
instead of by subpoena or search warrant. Is this not in 
violation of the constitutionally guaranteed protection against 
unlawful search and seizure (4th Amendment)? Does the MIU have a 
cavalier attitude regarding the denial of due process for those 
under its investigation? 

By the close of the legislative session, the only fact that seemed 
clear was that the unit had been scrapped because it was involved in its 
third major controversy in as many years. Industry lobbyists had succeeded 
in persuading enough elected officials that the MIU was not worth the 
t.~oubl e and expense. Investi gators had fail ed in thei r arguments that they 
were just starting to get close to the fraud prob1em--that they were in fact 
making a dent in Medicaid fraud--and that the health care industry was 
feeling the pressure. IIRaw po1itics,1I said one investigator, IIhas seriously 
damaged our ability to fight Medicaid fraud. We got close, and got hurt." 

Even with the clear legislative intent to end the unit, enough concern 
was expressed by DSS and federal officials that the MIU did not completely 
disappear in late 1981. Because the unit had cases under current 
investigation and no other investigative agency had the resources to take on 
the caseload, the Attorney General agreed at the last moment to absorb small 
number of r~IU staff. Four of the i nvesti gators, attorneys, and auditors, 
were transferred to the Attorney General where they have been assigned to 
complete work on existing investigations. 

The Attorney General, aware that he could come under attack from both 
the Legislature for thwarting its intent and the powerful District Attorneys 
for once again stepping into what they regarded as their turf, maintained 
that he was not concerned. At the time he moved to take over the MIU 
case10ad, he had decided not to run for a third term, thus minimizing his 
worri es about the Legisl ature. To limit fears of, the Distri ct Attorneys, he 
decided to develop remaining cases for civil rather than criminal 
adjudication. His office has the resources in its current budget for the 
four additional staff; in fact, there is speculation within the office that 
the vastly pared-down MIU staff will soon be expanded and coupled to the 
organized crime unit. Should this occur, Medicaid fraud would be looked at 

173 

" j 
" f{ 

" 

i; 
,I t, 
II 
tl 
I 

" ~ 
\1 
j:' 
~p. .. 



I, ~ 

from a different perspective. The Attorney General has felt that there may 
be an organized crime potential in Medicaid fraud and that the criminal 
technique is similar in the two types of crime. 

Even during the MIU's relatively smooth period (1980 to mid-1981), the 
unit experienced operational problems with the DSS. The unit director 
continually complained that he was not receiving referrals from either DMA 
or the SURS unit. In frustration, he finally raised this problem with the 
director of the Department of Local Affairs and the director of Social 
Services, so as to initiate a high level resolution of the dispute. As a 
result, lines of responsibility as set out in federal regulations were 
formally outlined for the first time: the Department of Social Service was 
to be resp-cmsib1e for identifying and referring potential fraud cases to the 
MIU and the MIU was to investigate and prosecute. Yet the problem of 
referrals persisted. Seldom did DSS pass along to the MIU audit findings or 
results of computer-assisted claims reviews. Audit findings where fraud was 
suspected were routed through DSS's own Office of Investigations where 
two-thirds of the referrals were abandoned, a few sent to the MIU, and the 
remainder investigated and closed by the 010 Computer-assisted claims 
reviews were promised for months, but with the SURS unit slow to develop, 
claims reviews were not routinely made until mid-1981, when the unit was 
finally staffed and its early operational problems worked out. 

.L' __ ~~ __ _ 

During the period up to late 1980, DSS, the best source of referrals 
for the MIU, forwarded a total of 10 cases for investigation. The 
exasperated MIU director reported "of these 10 cases, three were allegations 
of Medicaid recipient fraud not within the purview of the unit, two cases 
could not be prosecuted because of legal deficiencies with DSS's 
regu1 ati on s, and another case was referred to the Di stri ct Attorney for " 
prosecution since the investigation had already been completed by DSS and 

the theft invol ved was only $86.00." 

Another serious interface problem limiting the effectiveness of the MIU 
is alleged to be DSS's delay in implementing federal regulations mandating 
that pro vi ders make thei r records avai 1 abl e to the MIU. Lack i 119 di rect and 
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immediate access, the MIU is forced either to obtain a search warrant for 
the records or secure records by subpoena. Obtaining a search warrant is 
usually uncertain, because prior to a preliminary investigation by the unit 
there is often no probable cau~e on which to base a warrant. Securing a 
subpoena is both time consuming and problematic. 

Although there have been difficulties in establishing a good working 
relationship, DSS has taken a number of positive steps to resolve 
differences with the MIU. The Department acknowledges problems with its 
regulations and is soon to revise the rules, thereby eliminating technical 
problems that have made it impossible for prosecutors to successfully use 
laws designed for welfare and Medicaid fraud. However, DSS is still having 
difficulties with rUles regarding assess to records. When officials tried 
to promulgate a state regulation in early 1980 to meet the federal 
requirement for immediate access by investigators to provider records, they 
came up against the intensive lobbying by the nursing home lobby that the 
MIU met months later. The Colorado Health Care Association was able to slow 
action on the rule and initiate consideration of a watered-down "30 day 
notice" rule. MIU officials were outraged, sure that 30 days was more than 
enough time for unscrupulous providers to completely alter their records so 
that any trace of wrongdoing would be eliminated. 

Assessment of Colorado's Responses to Medicaid Fraud Problems. Intense 
debate over access to records and lobbyins directed against the MIU are 
indicative of an extremely poor relationship among the health care indUstry, 
the Division of Medical Assi~tance, and the Medicaid Investigation Unit. 
However, si gni fi cant improvements have been made in adnHnistrati ve control s 
over the program. Sophisticated computer programs review claims, highlight 
questionable practices, send out explanations of medical benefits, and 
generally oversee the program. Although the Legislature and DSS have 
attempted to implement enforcement controls, there has been little success. 
In light of these difficulties, Colorado officials may conclude that 
Medicai d 1 aw enforcement is not worth the effort~ 

175 

Ii 



WhY has there been so much controversy over the use of criminal 
investigators and prosecutors to fight fraud? The answer is complex. 
Certainly, poor judgment was used during the early days of the MIU. 
Staffing decisions were questionable as were decisions regarding 
investigation strategy and tactics. But more interesting are the politics 
of fraud control. The health care industry, particularly the nursing home 
segment, is extremely powerful. Far more people are in nursing ho~es, per 
capita, in Colorado than in other states. Nursing home chains are 
expanding. Geriatrics, Inc., a subsidiary of the giant institutional 
service provider, ARA Services, Inc., has moved into Colorado in the past 
few years, opening homes allover the state, and has been behind the 
creation of the Colorado Health Care Association. Geriatrics Inc., has also 
been the source of much of the pressure to limit the MIU's authority and 
discontinue its funding. Furthennore, the r~ssociation's dire.ctor stated 
that CHCA actively contributed to the campaigns of top elected officials 
who were eventually instrumental in eliminating the MIU. 

To be successful, enforcement officials need the support of program 
officials. In Colorado, the support has been lu~ewann at best. DMA no 
doubt was concerned wi th the hi gh 1 evel of controvei"sy that erupted duri ng 
the first two years of the MIU, and this probably caused it to pull back 
Without referrals and without a program that wants to be policed, an 

enforcement agency is cri ppl ed. 

From DS3's point of view, health care providers are the most important 
factor in the program. Because reimbursement rates are low and Medicaid 
recipients can sometimes be less than desirable patients, DSS officials are 
always concerned that providers will drop out of the program. Incentives to 
partiCipate are few enough, and when fraud and abuse are surfaced' as 
problems, when investigation units are organized, and when relatively 
heavy-handed pol ice tactics are used with doctors~ phannaci sts, and 
businessmen, DSS officials get concerned that providers will abando~ the 
program. DSS ends up traversing a very narrow line, on one side of which 
are the enforcement agencies that federal regulations requir~ to be 
supported by the program and on the other side the providers who are the 
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15 no an enviable position. DSS, like operational side of the program. It· t 
similar agencies in other states, is able to maintain balance by 
compromise. The most fundamental compromise is that questionable provider 
practice is rationalized to be abuse, not fraud. Program officials are 
thereby at ease with their decisions t~ rely heavily on administrative 
controls such as SURS reviews, EOMBs, and field audits, and to minimize use 
of criminal investigation and prosecution. 

The policies on how many administrative controls or how much effort are 
to be applied are largely controllable by DSS. For example, the SURS unit 
has set pa{Clmeters of four standard devi ations as the bounds beyond whi ch 
exc~Pt~ons are kicked out. By expanding these bounds to, say, six standard 
dev1at10ns, department officials can by definition reduce the size of the 
abuse pro~lem. B~ sending out EOMBs to a smaller sample of recipients, DSS 
could aga1n curta,l the magnitude of the problem. This means that DSS's 
bUdge~ is eventually the sole determinant of how much program abuse is found 
to eX1st. 

Where abuse is found, the remedy is often education. Another set of 
instructions on billing are sent out or another visit is made to a provider 
regardi ng record-keepi ng practi ces. The deterrent val ue of such II sancti ons" 
prob~blY is minimal. Yet these administrative approaches serve to keep 
prov1ders enrolled in the program, while the occasional referral of a 
blatant case to an enforcement agency serves to keeo detractors from 
charging that. no efforts are being made to control ~raud. 

/,. s~nce the closing of MIU, the health care lobby has effectively kept 
~~,ca'dofficia1s from exercising tight control over the program. Where no 

/i1n\it{~~~d const~~tuency was found in the AFDC studies, in Colorado's ~1edicaid 
programei1forcement agencies fom an antifraud lobby, but one crippled by 
years of controversy. And when confronted by the industry lobby 
enforcement officials are no match. What would have happened i/ the MIU had 
been charged with detecting and preventing both fraud and abuse with a 
nonp'unitive, nonpolice type of investigation and reporting to program 
officials on methods, patterns, and trends may never be known. 
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NOTES 

1. Services covered by the Colorado Med',lcaid program include inpatient and 
outpatient hospital care, laboratory and X-ray services, physicians' 
services, family planning, nursing home care, durable medical 
equipment, home health care, early and periodic screening, diagnosis, 
and treatment for children (EPSDT), transportation, prescription drugs s, 

mental health, prosthetics, rural health clinics, and community mental 
health centers. 

2. Discussions have recently been initiated about a possible state 
takeover of all Medicaid eligibil ity frcI'm the counties. If thi s 
occurs, the Division of Medical Assistance would have very few ties to 
county government. 

3. 

4. 

5. 

16% of Medicaid rec'ipients are AFDC recipients, 30% are SSI recipients, 
39% are old age pensioners, and the remainder qualify for other state 
programs. 

Most but not a11 of these are Medi(.~~ci cases. 01 also investigates 
cases in other DSS benefit programs and allegations of DSS employee 
fraud. 

Parameters are established by the State Social Services Board in 
conjunction with the SURS unit di~ctor and the Utilization Review 
Board of doctors, phanmacists, consumers, and Medicaid Program 
officials. 
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CHAPTER EIGHT 

CONTROLLING MEDICAID PROVIDER FRAUD AND ABUSE IN WASHINGTON 

Sure the~e is a lot of fraudulent intent. But the intent is not really 
to get blg bucks, but rather an attempt to charge their usual and 
customary fees. 

--Audit OffiC'ia1, Department of 
Social and Health Services 

Medicaid program administrators don't know "crimina11J from 
" • • 1" M non-crlmlna. any cases are handled administratively which have 
criminal potential. 

--HCFA Regional Office Official 

The Washington Medicaid program is administered so well that it may be 
possible to begin to perfonm the annual state assessment only every 
other year. 

- -HCF A Regi ona 1 Off'tce Offi cia 1 

Administration of the Washinaton Medicaid Program. In Fisca" Year 
1979, the Washington Medicaid program served a monthly average of ')15,947 
recipients. Total expenditures for the year were $321 miillion, of which the 
state paid 50%.1 (Medicaid Management Bureau, 1980: 3). The D'ivision of 
Medical Assistance (DMA) in the state's Department of SocH,l and Health 
Services (DSHS) is the "single state agency" designated toadminist~r the 
Medicaid program.2 Individual recipients of Medicaid benef'Its are 
enrolled through the DSHS Community Service Offices describE'd in Chapter 
Five. All othe~ aspects of Medicaid program administration are handled by 
DMA. 'J' 

DMA has four offices (see Figure 9 ). The Office of Medical Policy 
and Procedure is responsible for statewide administration of medical program 
policy. This includes review of questionable billings and medical decisions 
on the authorization of payment by medical consultants located throughout 
the state. A pharmacist consultant in this office is responsible for the 
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FIGURE 9 DIVISION OF MEDICAL ASSISTANCE, DEPARTMENT OF SOCIAL 
AND HEALTH SERVICES, WASHINGTON 
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Drug -Fonmu1ary and Therapeutic Index and provides consultation regarding 
drug prescriptions. The Program Administration Section is responsible for 
providing field representation and training to the DSHS Community Services 
Offices on procedures related to medical assistance. 

The Office of Disability Insurance Benefits has contractual 
respons'ibility, delegated by the Social Security Administration, to make 
disability detenminations on Social Security and Supplemental Security 
Income (5SI) disability applicat~pns for the State of Washington. The 
office prepares medical, vocational, and other evidence to support 
disability applications and makes the decision as to whether or not 
disability exists as defined by federal regulations. 

The Office of Analysis and Medical Review carries out reviews of 
Medicaid issues and operations, making and implementing recommendations for 
improved management. This office is a'lso responsible for developing 
reimbursement methods and rates for medical services, providing ongoing 
review and analysis of the divisionIs fiscal status, and acting as the 
primary point of contact between the MMIS dnd outside users. In addition, 
the office is responsible for conducting prepayment and postpayment 
utilization reviews on Medicaid providers and recipients to ensure/that 

',' 

services are medically necessar,y and appropriate. 

The Office of Provider Services is responsible for the adjudication and 
control of claims under the Medicaid program. An integral part of this 
function is the translation of medical policy established by federal and 
state regulations into claims processing criteria in"the Medicaid Management 
Infonmation System. The office is also responsible for the identificatipn, 
investigation, and recovery of all third party benefits available to medical 
assistance recipients, and for conducting provider education workshops and 
personal assistance visits. 

Responses, to Fraud and Abuse Problems. Not surpri s1 ngly ,Washi ngton " 
officials have diverse perspectives on the nature and extent -of their 
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Medicaid fraud and abuse problems. Program administrators believe that 
reci pi ents and provi ders "overuti 1 i ze" the program; audi tors and 
investigators think that »overutilization" is merely a euphemism for abuse 
and fraud. 3 Since the only data on the program lies in the Medicaid 
Management Information System, which has been operative since 1976, and 
since DMA controls the reports taken from MMIS, it is impossible to judge 
which perspective is more accurate. 

Paralleling our findings in Chapter Five, Washington officials regard 
Medir.aid provider fraud and abuse as a problem less significant than 
controlling costs, ensuring that providers remain satisfied and active, or 
making certain that recipients obtain the medical assistance they require. 
Except for the few providers who serve primraily Medicaid clienteles, 
officials fear that an agressive enforcement program would discourage 
participation by honest providers because of a fear of inadvertantly getting 
caught up in erroneous billing practices. This fear is compounded by DMA 
reimbursement practices: individual Medicaid providers are reimbursed at 
between 65% and 70% of "usual and customary" charges (Medicare reimburses @ 

80%).4 DMA has even greater need of institutional providers;5 a strong 
enforcement program, it feels, might reduce the availability of hospitals 
and nursing homes for Medicaid patients, or the quality of care offered in 
participating institutions. To the extent that controlling fraud and abuse 
is consistent with its cost-containment and service goals, however, DSHS has 
been quite active. 

The three offices within DSHS that monitor the integrity of most 
Medicaid program operations are the Office of Analysis and Medical Review 
(OAMR is part of the DMA), and the Office of Operations Review (OOR), and 
the Office of Special Investigations (OSI), organizationally lodged within 
the Auditor's Division.6 The center of activities pertaining to the 
control of fraud and abuse is OAMR's Medical Services Review Section (MSR), 
which operates the Medicaid Management Information System (see Figure 10.). 
The Surveillance and Utilization Review subsystem (SURS) of MMIS is the 
major source of information regarding the utilization patterns of both 
Medi.caid providers and recipients. The system is prograllll1ed to provide 
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excepti ons reports, whi ch i denti fy i ndi vi dual provi ders and r'eci pi ents whose 
utilization patterns appear excessive or aberrant.7 SURS is thus the main 
source of cases that involve potential fraud and abuse. Other sources of 
potential cases are the suspense file~ a list of previously reviewed 
providers who have been scheduled for reanalysis, and complaints from 
providers (most often regarding spec~'fic patients) and from patients (most 
often regarding specific providers).8 A final and infrequent source of 
referrals is the Region X Health Care and Financing Administration Office. 

Once a referral is received, the appropriate unit within the MSR 
examines the case for its fraud and abuse potential. This type of ~ 
examination is called a Level I or Initial Review, and usually relies on the 
SURS data. In order to lead to a Level II or Integrity Review, the case 
must show significantly deviant practice when compared with peer group 
nonns. Level II reviews examine the specific areas of exception or deviance 
as well as the provider's histor,y and paid claims. Records from the Vendor 
Review Section in the OOR may be required in a Level II review. A medical 
advisor may also be used to examine the questionable case(s) to determine if 
there was a defensible medical reason for a particular treatment or pattern 
of utilization. In addition, many Level II cases are discussed informally 
with Medicaid Fraud Control Unit staff. When sufficient evidence of fraud 
or abuse is not found, the cases are normally closed. If a case continues 
beyond this point, it becomes a Level III or Full Scale Review. This review 
may include documentation of examples of fraud or abuse, contact with the 
providers or recipients involved, and an on-site review of provider 
records. Generally, Level III reviews result in a referral for further 
action or the imposition of an administrative sanction. Possible 
administrative sanctions include provider/recipient education, placing the 
provider on prepayment review, recovery of overpayments, referral to peer 
review, audit, or the Medicaid Fraud Control Unit (MFCU), suspension or 
termination from the program, or referral to the professional licensing 

agency. 
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Regardless of the sanctions involved, all Level III reviews are 
referred to the Medicaid Abuse Control Board (MACB).9 The MACB was formed 
in 1978 and includes representatives of DMA, the Office of Special 
Investigation's Medicaid Fraud Control Unit, the Office of Operations 
Review, and the Bureau of Nursing Home Affairs of DSHS's Community Services 
Division. The DMA representative serves as the control point within the 
Board. The Board meets twice each month to discuss cases and allocate 
responsibilities among the members for further action. 

Outside of DMA, all other DSHS activities which monitor the integrity 
of the Medicaid program are conducted in the Division of Audit, specifically 
its Office of Operations Review (OOR), Office of Special Investig~tions 

(OSI), and the Medicaid Fraud Control Unit in OSlo The OOR has three audit 
sections: Performance Audit conducts internal audits of DSHS and contract 
audits of social service vendors; Fiscal Audit conducts cost reports and 
trust fund audits of approXimately 285 nursing homes; and Vendor Review 
audits medical service vendors, including hospitals, physiCians, pharmacies, 
and dentists. Fiscal Audit and Vendor Review can be asked by OAMR or by the 
MACB to provide or collect information regarding a provider whose practices 
appear questionable; however, these two sections also have their own audit 
plans, which include random as well as targetted audits. 

Vendor Review, for example, has recently started to audit hospitals and 
has plans to pursue hospital audits in conjunction with Federal Region X 
personnel.10 Audits of Medicaid providers received considerable 
legislative support in 1979 with the passage of Senate Bill 2337, which 
authorized the inspection and audit of vendor records. (The legislation was 
contested by the provider community but was upheld in court in Latta vs. 
State Department of Social SerVices, 92 Wash. 2nd 812,601 P2nd 520 (1970)). 
During the first year (1979) of the expanded program, sixty audits were 
completed, with forty revealing enough defects to present problems. The 
most commonly reported findings included billing in excess of usual and 
customar,y charges; billing more than once for the same service; billing 
individual services when covered by "flat fee." e.g., surgical procedure or 
obstetrical care; billing ,total c'are when only partial care was provided, 
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for example, billing for total pregnancy care when care did not begin until 
the third trimester; no documentation of services in records, or inadequate 
records; billing for a higher level of service than was provided; billing 
for well-patient exams; upcharge for referral laboratory charges; billing 
and receiving payment from more than one source, i.e., DSHS and third party 
insurance (failure to return DSHS payment); and overutilization, i.e., 
billing for a standard office call to all patients, regardless of cOIli~i.aint 
or condition. 

The most severe measures available to MACB, of course, are to recommend 
license revocation or criminal prosecution. But because of the difficulties 
associated with criminally prosecuting Medicaid providers, recent 
legislation provided the Secretary of the DSHS the authority to levy civil 
fines for provider fraud up to three times the amount of the identified 
overpayment plus one percent per month interest. 

The third Audit unit which deals with fraud and abuse issues is the 
Medicaid Fraud Control Unit. A memorandum of understanding between DMA and 
the MFCU provides that DMA has primary responsibility for the prevention and 
detection of fraud, abuse, and improper practices, and the MFCU has primary 
responsibility for the investigation and prosecution of provider fraud. The 
Civil Recovery Unit has the responsibility to prepare vendor audits and/or 
case reports and, where appropriate, assess civil penalties, and review and 
coordi nate coll ecti on of overpayments. The CRU consi sts of an Assi stan.t 
Attorney General, an investigator, and an auditor. 

In 1980, the MFCU received 233 complaints; of these, 43 came from 
within DSHS. Most referrals to the MFCU come from OOR field audits, the 
SU~S system, and returned Medical Services Verification (MSV) fonns. Some 
referrals come from the Welfare Fraud Hotline and a few come from various 
proactive tactics undertaken by the MFCU. (The proactive efforts can be 
troublesome to the DMA, which is constantly worried about keeping providers 
sati sfi ed and not ha rassed; as a resul t, the authori ty to use proacti ve 
methods is an irritant to the DMA.) 
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Regardless of the source of a referral, the MFCU has developed a case 
development procedure for investigating and prosecuting cases of alleged 
provider fraud. Figure 11 outlines this process. An initial review of all 
new cases is made by a supervising investigator. This may involve contact 
with other offices and agencies as well as an analysis of documentation and 
records. If the case appears to have merit, a meeting, called a case 
development conference, is called. 

The purpose of this meeting is to determine the initial disposition of 
the case. In addition to the supervising investigator and the 
investigator/auditor, the Civil Recovery Unit/Assistant Attorney General 
(CRU/AAG) and the Special Medicaid ProsecutorlO (who is based in Se.attle 
rather than Olympia) attend this meeting. If it is decided that the case 
should not be pursued, it is closed and the supervising investigator, the 
CRU/AAG, and the Special Prosecutor write briefs explaining the decision. 
If it is determined that further investigation is needed, an investigative 
plan is developed and the case is aSSigned to an investigator or auditor. 
In addition, a decision can be made at this time to pursue the case on a 
civil rather than criminal basis. 

During the course of the investigation, the Special Prosecutor is kept 
infonmed of its development. If subpoenas, search warrants, and legal 
adVice are required, the Special Prosecutor is consulted. At the conclusion l. 

of an investigation, the case is reViewed. If the case has prosecutorial 
merit, a formal report is submitt~d to the Special Prosecutor and a court 
date is set. If all parties agree that the case lacks prosecutorial merit, 
the Special Prosecutor writes a fonnal opinion and the case is assigned to 
the CRU/AAG for review. 

If civi 1 recovery is appropri ate, the CRU/AAG proceeds as necessary. 
If civil recovery is not to be pursued, the case is returned to the 
supervising investigator with a fonnal statement written by the CRU/AAG. 

" The supervising investigator then writes a final report, which is forwarded 
to the appropriate agencies. Any recommendations' or problems identified 
during any phase of the investigation are included in the final report. 
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Assessment of the Efforts t~ Control Fraud and Abuse in the Washington 
Medicaid Program. In 1979, overpayments to providers totalling $121,792 
were identified; in 1980, overpayments to providers totalling $484,768 were 
identified by DMA. Of this sum, $207,495 was identified during Level II 
reviews and $277,273 during Level III reviews. In 1981, Integrity Reviews 
identified $934,080 in overpayments and Full Scale Reviews identified 
$1,893,627, a total of $2,827,707. In 1979 and 1980, the MFCU identified 
overpayments totaling $384,845 and $247,000, respectively. In addition to 
this sum, $1,729,963 was identified by the Office of Operations Review to 
have been pai'd to hospitals for Medicaid services covered by Medicare or 
other third parties. The size of this figure, which is three to four times 
the magnitude of the dollars identified during the OAMR reviews of provider 
utilization patterns, may explain, in part, why controlling fraud and abuse 
is not the main concern of the DMA. Cost containment is the main concern; 
if the costs l~quired to locate and subsequently recoup dollars from third 
parties (e.g., absent parents, workmen's compensation), for example, are 
commensurate with the costs of recouping dollars lost through fraud and 
abuse, the departmental resources available for recoupment work may well be 
allocated to recover dollars from third parties. On the other hand, a major 
cause of third party liability (TPL) problems is the inability of financial 
service technicians to elicit--at the time an ~pplicant applies for 
benefits--infonmation concerning any TPL soUrces. In order to effectively 
confront the TPL issue, the DMA would, most likely, need to work in tandem 
with the Division of Income Assistance and the various Regional Offices of 
the DSHS. This could result in a corrective action program tOQ expensive to 
justify. 

As for prosecutorial activity, 27 cases were referred to the Special 
Prosecutor's Office and/or county prosecutors in the period 1979 through 
1980. Of the cases handled by the Special Prosecutor, nine were referred 
with a request.,that charges be filed; two of these were declined by the 
Special Prosecutor's Office, and seven were charged resulting in six 
'convictions and one acquittal. The remaining 17 cases were submitted to the 
Special Prosecutor's Offl'ce either to affinn a Medicaid Fraud Control Unit 
staff concl~sion that the case did not warrant additional investigation, and 
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should therefore be administratively closed, or to request further legal 
advice. 

A striking contrast to these figures is provided by the Fiscal Audit 
and Vendor Review Sections in the Division of Audit. Unsubstantiated data 
show that $6.3 million was saved as a result of nursing home audits in 1980, 
and during the first 4 1/2 months of 1981, Vendor Review identified 
approximately $5.3 million in overpayments.12 

As far as specific sanctions are concerned, three providers were 
suspended from the Medicaid program in 1979 and one in 1980; one was removed 
from the program in 1979 and four in 1980; four were fined in 1979 and three 
in 1980; and two were given jail terms in both years. (Engquist-Seidenberg, 
1981: 110) According to the DSHS, nine providers were terminated from the 
program in 1979, eight in 1980, and twelve in 1981. On the recipient side, 
fourteen patients had been "locked in" to seeing a specific physician and/or 
pharmacist at the time of the field work. Estimates of the cost savings 
resulting from the practice of controlling .patient utilization are $2,724 
per year per recipient. 

The interpretation of the preceding data depends entirely on the 
perspective of the individual making the assessment. To HCFA's Medicaid 
Management Bureau, which prepares the annual state assessment, and the 
former O'lfi ce of Program Integrity, whi ch prepares the fraud and abuse 
section of HCFA's state assessment, the Washington Medicaid program is 
administered in exemplary fashion. 12 The DMA, of course, feels likewise 
and is pleased that Region X personnel interpret the data supplied to them 
by the DMA in the way they do. What the data mean to the different members 
of the state legislature is not obvious, although when the federal share of 
the financing for the MFCU fell from 90% to 75%, the state increased its 
share of the funding from 10% to 25%.13 

The MFCU and perhaps the R(i!gi on X Offi C'2 of Investi gati ons in DHHS "s 
Office of Inspector General, h~i~~¥er, bel ieve that a great deal needs to be 
done in order to better contro'j 'fraud and abuse. Law enforcement personnel 
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find it inconceivable that there could be so little fraud and abuse in a 
program of this magnitude. Rather than seeing the data as indicating a job 
well done, they believe that only a fraction of the fraud and abuse has b~en 
detected and reported. 

The Special Prosecutors and the Washington Association of Prosecuting 
Attorneys (WAPA) feel that law enforcement is not a high priority for the 
administrators of the Medicaid program, pointing to the the low number of 
referrals and their belief that the Secretary of the DSHS examines all 
criminal cases at a relatively early point in case development (which is 
categorically denied by the Secretary). This perception pervades the WAPA's 
(if not the Special Prosecutor1s) assessment of the DSHS's commitment to 
fraud and abuse control in the Medicaid program. 

The different capabilities and perspectives of the various agencies 
involved in controlling provider fraud and abuse suggest that which 
individua1(s) or agency receives a referral or detects a case is one of the 
most important factors in determining the outcome of the case. In this 
regard, Washington has a situation of concurrent jurisdiction. What this 
means in practice is that there is no clear allocation of cases to 
participants on the basis of type of case. Rather, the agency that detects 
the case often determines what type of case it is as well as how it should 
be handled. If the detecting agency determines that it is a case better 
suited to another office, then it refers the case to the appropriate party. 
How and when this determination is made has to do with individual 
personalities, the history of relationships among individuals and agencies, 
pOlitics, bureaucratic- survival, and so on. The pressures on and 
capabilities of each participant in the control process determine the 
quality of control efforts as well as potential opportunities for policy 
i nterventi on. 
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NOTES 

1. The number of opti onal Medi cai d servi ces prov'i ded by Washi ngton may be 
cut from twenty-two to fourteen due to budgetary constraints. The 
optional services available in 1981 include prescribed drugs; 
podi a tri sts I, optometri sts I, chi ropractors I, al1d other practiti oners I 
services; private duty nursing; clinical services; dental services; 
phYsical therapy, occupational therapy, speech therapy; dentures, 
prosthetic devices, eyeglasses; diagnostic, preventive, and 
rehabilitative services; services for individuals 155 or older in 
institutions for tuberculosis or mental disease; intennediate care 
faci1 ity services; inpatient psychiatric facil ity services for 
individuals under 22 - categorically needy only; tr'ansportation; 
skilled nursing facility services for patients under 21 years of age; 
and emergency hospital services. 

2. From 1966 until 1978, DSHS was designated as the single state agency. 
The designation was transferred to DMA in 1978 to pennit Washington to 
take advantage of the 90% federal funding authorized in 1977 for 
Medicaid Fraud Control Units. Since federal law required that the MFCU 
be independent of the single state agency, DMA became the single state 
agency and the MFCU was placed in the DSHS Office of Special 
Investigations. While the MFCU is thus independent of DMA, it still 
falls under the umbrella of the Secretary of DSHS. (Medicaid 
Management Bureau, 1980: 164) 

3. Title 74 of the Revised Code of Washington describes provider 
activities that legally constitute fraud, outlines the sanctions that 
can be applied to those who defraud the program, and mentions certain 
procedural requirements. (The comparable statutory provisions for 
Medicaid recipients are presented in Chapter Five.) 

74.09.210 Fraudulent practices--pena1ties. 

(1) No person, finn, corporation, partnership, association, agency, 
institution, or other legal entity, but not including an 
individual public assistance recipient of health care, shall, on 
behalf of himself or others, obtain or attempt to obtain benefits 
or payments under this chapter in a greater amount than that to 
which entitled by means of: 

a. A willful false statement; 

b. By willful misrepresentation, or by concealment of any 
material facts; or 
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c. By other fraudulent scheme or device, including but not 
limited to; 

i. Billing for services, drugs, supplies, or equipment that 
were unfurnished, of lower quality, or a sUbstitution or 
misrepresentation of items billed; or 

ii. Repeated billing for purportedly covered items, which were 
not in fact so covered. 

(2) Any person or entity knowingly violating any of the provisions of 
subsection (1) of this section shall be liable for repayment of 
any excess benefits or payments received, plus interest on the 
amount of the excess benefits or payments at the rate of one 
percent each month for the period from the date upon which 
payment was made to the date upon which repayment is made to the 
state. Such person or other entity shall further, in addition to 
any other penalties provided by law, be subject to civil 
pena1ities. The secretary of social and health services may 
assess civil penalties in an amount not to exceed three times the 
amount of such excess benefits or payments: Provided, That these 
civil penalties shall not apply to any acts Ot' omissions 
occurring prior to the effective date of this act. 

4. The DMA, for its part, perceives the budget allotments in a zero-sum 
fashion: to increase the Medicaid reimbursement rate could mean that 
the reimbursement rate for Medicare or Workmen's Compensation might 
require a decrease. 

The fee schedule can also lead to a situation where the character of 
care provided to Medicaid recipients is changed--perhaps for the 
worse. For examp1e l if a particular medical procedure usually takes 30 
minutes to perfonn, it's possible that a phYsician will perfonn it in 
20 minutes for a Medicaid patient. The justification for this is that 
the reimbursement rate is only 60% of "usua1 and customary" so why not 
provi de care that is roughly 60% of "l!sua1 and customary. II In general, 
the reimbursement rates create incentives for handling Medicaid 
pat:ients more quickly than is "usual and customary" in ordet1 to ensure 
that a provider's aggregate income is either at its "usua1 and 
customary" 1 eve1 or i ncreasi ng at its "usua1 and customary" rate. 

5. In fact, according to the Washington State Medical Association, 75% of 
all Medicaid dollars go to hospitals and nursing homes, 15% to rural 
health clinics, pharmacists, and dental, and 10% to physicians. Of the 
10% that goes to physicians, there are 400 to 500 physicians out of a 
population of 8,000 to 9,000 licensed physicians who receive most of 
the Medicaid business. 
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6. 

7. 

8. 

9. 

10. 

Although defrauding the Medicaid program violates federal as.well.as 
state law the Region X representatives of the Health Care Flnanclng 
Administr~tion and of the DHHS Office of the Inspector General have 
relatively little to do with the routine control of fraud and abuse. 
They monitor the state's efforts in this regard but focus their fraud 
and abuse control efforts on the Medicare program, which is 100% funded 
by the federal government. 

For inpatient hospital care and long-term care, the SlUR system 
provides a secondary review mechanism. The Washington State 
Professional Review Organization has authority for primary review of 
inpatient care. 

Washington mails a form called a MSV (Medical Services Verification) to 
a sample of recipients similar to Colorado's EOMBs. The recipients are 
asked to respond as to whether they received the services for which the 
dppartment paid. Returned MSVs provide leads to fraudulent and abusive 
p;actices. Recently, the MSV procedure has been modified to include 
both a targeted and a random selection of providers. The recipients 
are provided a postage-paid envelope in which they can return the 
verification form. All targeted MSVs must, be returned; those who do 
not respond to follow-up efforts are reported to the MFCU. When the 
DSHS used them on a 100 percent basis, MSV forms returned to DSHS by 
recipients led to severa'i major prosecutions and, according to the 
Special Prosecutor, remain one of the best tools for identifying fraud. 

Since the MSR handles all analysis of SURS data, no case which has not 
been processed by MSR through a Level III review will come before the 
MACB. Some 1 aw enforcement personnel all ege that poten~i al fraud cases 
do not reach MACB, and thus that they must generate thelr own cases. 

Since 1978, Washington has had a Special Prosecutor'~'Office for 
Medicaid provider fraud prosecution. The reason for the establishment 
of the office was that in order to qualify for the 90% federal 
financina of the MFCU, the state had to have a criminal prosecutorial 
authority either in the MFCU or affiliated with it. Since in 1978 the 
Attorney General's Office did not have authority to prosecute criminal 
cases (it has recently received limited authority for criminal 
prosecutions), an alternative arrangement was req~ired. Unde~ a. 
contract negotiated between the DSHS and the Washlngton Assoclatlon of 
Prosecuti ng Attorneys, the Associ ati on agreed to provi de the requ'Lred 
prosecutoria1 authority and expertise. There are two special 
prosecutors based in Seattle. In effect, they are deputized as 
prosecuting attorneys by the County Prosecutor in whose jurisdiction a 
case exists. Currently, the special prosecutors are deputized in 
eleven of Washington's thirty-nine counties. The eleven counties 
include close to 75% of Washington's population. 

11. The latter figure is projected from the results of an annual audit 
sample that includes from 2% to 2.5% of all Medicaid providers. 
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12. The program is held in such high esteem that t~ere was talk in Region X 
offices of performing the state assessment fo,r Washi ngton only every 
other year. 

13. By providing continued funding for the MFCU, the legislature also 
changed the unit from "project" status to "pennanent" status. Insofar 
as a stable and experienced staff is valuable for performing its work, 
thi s change in status o,ay assi st the uni t' s effectiveness (by any 
measure or criteria) because there will be less of an incentive for 
unit personnel to leave the job for fear the "project" \'/n1 be 
terminated. 
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CHAPTER NINE 
FRAUD CONTROL AS AN ECOLOGY OF GAMES 

w~ have state fraud control policies evol~ed as they have? While some 
of the practices found in our case studies reflect idiosyncratic factors, 
such as individual personalities and abilities, state laws, bureaucratic 
structures, media scandals, and so forth, there are many similarities among 
the states, both in the limited emphasis placed on fraud control and in the 
techniques used for prevention and enforcement. We will argue in the 
following chapters that these policies are not simply products of decisions 
regarding what to do about fraud and abuse problems, but also are the 
by-products of decisions about other issues. Many groups participate in 
these decision-making processes, and each group has its own interests and 
priorities. For most, issues of fraud and abuse are subordinate to other 
matters, leading to fraud control policies and practices which are both less 
active than might be desired and at times counter-productive to the goal of 
fraud control. In Chapter Fifteen, we will argue that, unless the incentive 
sy~tems which currently structure these decision processes are changed, it 
is unlikely that more effective fraud control policies will be developed. 

Most discussions of fraud and abuse problems and of techniques to 
reduce 'them involve a relatively small number of specialists--investigators, 
prosecutors, journalists, and a handful of legislators and administrators 
who concentrate on the problem. Intennittently, the activities of these 
specialists capture the headlines with dramatic statements that fraud is 

[. 

rampant in a gover~ment program, and new legislation or bureaucratic 
procedures are proposed. Most of the day-to-day character of benefit 
program administration! and of the fraud control activities which accompany 
it, however, is shaped by decisions about much broader issues, such as how 
society should handle health and welfare problems, how government functions 
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should be allocated among federal, state, and local governments, how 
government budgets should be distributed, and how the criminal justice 
system should function. An understanding of fraud c~ntrol policies, and 
recolnmendations to improve them, must therefore be based on an understanding 
of these related issue areas and the ways in which they structure 
opportunities to act against fraud and abuse problems. 

The relationship among fraud cont.~l and these other issue areas might 
be described as an ecology of games (cf. Long, 1958). Each game has its own 
primary issues and players, but also interacts with other games; some issues 
are settled by the players operating in one game, while others cut across a 
number of games. The outcome of multigame issues will depend on the 
activities of all players. Some players will specialize in fraud control 
issues, but most will identify primarily with other games, regarding fraud 
control as only an incidental aspect of what to them are more salient 
problems. Some players may not think of themselves as being involved in 
fraud issues at all, even though their actions have the effect of shaping 
responses to fraud problems. 

Our use of the tenns IIgames ll and IIplaying ll should not be taken to imply 
frivolity or light-heartedness; for most players, the games we will discuss 
involve very important issues, and their outcomes affect their and others'il 
well-being. In using the tenn, we hope to draw attention to the specific 
issues around which controversies center, and the roles which various 
persons and organizations play in those controversies. (Cf. Allison, 1969: 
708) Furthennore, we do not wish the reader to overestimate the precision 
or rigidity of the games model. Some games involve many players and high 
public visibility; other games concern smaller issues and fewer'players, and 
are virtually unknown to the public. The boundaries of each game are often 
very fuz~, and it may be difficult to predict whether an issue will be 
played out in one game rather than another. Similarly, it may be difficult 
to detennine whether an individual is playing in one game or another. Games 
also vary in their duration. Some endure for many years with stable issues 
and players, while others emerge suddenly and soon disappear. (In this 
regard, we might contrast the enduring National Defense, Welfare, and " 
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Taxation games with the more ephemeral Student Unrest, Crime in the Stt'eets, 
and Violence games which were so visible in the late 1960s.) In games which 
are likely to extend over time, players may tend to conserve their resources 
for future plays and to avoid direct confrontation with the other players 
who will continue to play. In "one playll games, or when a player expects to 
play only once in a long tenn game, however, playeps may be willing to 
expend all their resources at once. 

Our games image is further complicated by the fact that fraud control 
policy is shaped by decisions made at federal, state, and local levels. At 
each level, the issues may be defined differently, the players may be 
different and/or have different status vis-a-vis other players, and games 
may intersect differently. In a single year, for example, federal-level 
discussions might focus on welfare policy issues, with liberal Congressmen 
winning higher AFDC budgets, while state-level debate emphasized cost 
issues, with conservatives bloc~ing a tax increase; at the county level, the 
prosecutor might be deciding whether to stress recipient or provider fraud 
cases. 

Similar complexity and fluidity in the games model is produced by 
changes over time. High unemployment may increase both reCipients' demands 
for benefits and taxpayers' demands for cost-containment, while prosperity 
may decrease interest in both issues. Scandals may suddenly (if 
temporarily) attract attention to frau:~ and abuse problems which few people 
knew or cared about before. Scandals may also change the infonnal rules of 
a game. While it may nonnally be understood that no player should rock the 
boat or publicly crit1cize other players, a scandal may lead to a policy of 
total warfare ("I know that we overlooked this in the past, but if we don't 
get error rates down fast, weill all be out of a job."). Changes in key 
personnel--a new chainnan of the legislature's welfare committee, a new 

\) 

welfare director, a new prosecutor--may reverse old priorities, change power 
relationships or friendships, or produce uncertainties while everyone waits 
to see who will do what. 
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Even accepting these ambiguities and uncertainties in the games model, 
it has a number of implications for our analysis of fraud control policies. 
As fraud and abuse became major public issues in the mid-1970s, they were 
thrust into a pol icy fonnul ati on and impl ementati on system whi ch was 
structured along other lines. At federal, state, and local levels, other 
issues and priorities had already detennined the committee system of 
legislatures, the organization chart of the executive branch, the routines 
of the criminal justice system, and the priorities of major professional 
associations and interest groups. Except for those relatively narrow issues 
which affected only those persons who were already active in the Fraud 
Control Game, fraud and abuse had to stand in line to compete for the 
attention of players in other games. 

A Taxonomy of Related Games. Recognizing that there may be different 
ecologies of games at federal, state, and local levels, and in each state 
and community, and that the boundaries of each game are soolewhat vague, it 
appears that at least six basic games affect the character of fraud control 
policies. The issues or stakes which define these games (cf. Bardach, 1977) 
and the most frequent actors in them are: 

1) The Welfare Policy Game. What welfare benefits will be distributed 
to which recipients? What standards and procedures will be used in 
distributing benefits? What trade-offs should be made between 
rapid processin~ of applications and careful scrutinY to verify 
eligibility? In some areas at some times, IIwelfare ll issues become 
intenningled with IIracell issues. Frances Fox Piiien and Richard A. 
Cloward argue that welfare policies have also been used at various 
times to IImute cf'vil disorderll or to II rei nforce work nonns" 
(197l:xiii). Whether one stresses the manifest or latent functions 
of welfare policies, the regular players in this game are welfare 
recipients, the welfare agencies, the legislature, and the 
governor. The interests of the recipients are often represent~d by 
welfare rights organizations, legal assistance foundations, 
university schools pf social work, and private char·ities. 
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2) The Health Policy Game. What health care services should be 
provided at public expense? By which providers? Should 
reimbursement equal costs or current market rates, or be set at 
some lower level? Should patients have complete freedom to choose 
their own providers (llmainstream medicine") or should they be 
steered toward county hospitals, health maintenance organizations, 
or other specific providers? Should recipients be eligible for 
unlimited services or restricted to IInecessities ll ? Should 
providers' treatment decisions be reviewable, and if so, by whom? 
The major players in this game are providers and their professional 
associations, the welfare agency, the legislature, and the 
governor. Since decisions about publicly funded health care also 
affect the structure and finances of private care (especially with 
regard to nursing homes and hospitals in areas with large welfare 
populations), public health policy issues are of great concern to 
other health-related organizations, such as insurance companies and 
health departments. (Insurance companies also become involved as 
carriers or intennediaries in Medicaid and Medicare programs.) 
Recipient organizations, particularly those representing the 
elderly, can become players in games dealing with health care 
services, but are less interested in reimbursement issues. 

3) The Criminal Justice Game. How should violations of program 
regulations be defined for civil, criminal, and administrative 
adjudication purposes? What penalties should be imposed for each 
type of violation? What types of cases should be given priority, 
either among program fraud cases or between fraud and other 
crimes? What resources should be a1located to fraud enforcement 
programs? Should fraud cases be processed through existing 
agencies or specialized bodies? Should fraud enforcement efforts 
be separately organized and budgeted, or should they utilize 
existing agencies (state and local police departments, prosecutors, 
and courts) and their resources? The major players in thi.s game 
are the control units in welfare agencies, specialized Medicaid 
Fraud Control Units, and nonsp~cialized investigations, 
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prosecution, and court agencies. The interests of potential 
violators are represented by both their professional associations 
and their attorneys (primarily poverty lawYers for recipients and 
the private bar for providers). Statutory changes being considered 
by the legislature will also attract the attention of the state and 
local bar associations, police groups, and conferences of judges 

and prosecutors. 

4) The Fiscal Policy Game. Two sets of issues are involved -- how 
much should be allocated to different public programs, and where 
should the money come from? The first issue involves questions of 
the total scale of government expenditures and th~ir distribution 
among social and other programs. At the national level, for 
example, there will be simultaneous debates over the size of the 
national budget, the allocation of funds between defense and 
domestic programs, and the allocation of funds among domestic 
programs (health, education, welfare, roads, agriculture, and so 
forth.) The second issue involves cost allocations among levels of 
government and revenue sources (e.g., income, sales, or property 
taxes). When higher expenditures for welfare programs or fraud 
control are sought, therefore, they will compete with claims for 
such programs as defense or education, and arguments will be made 
that government is already too big, or that some other level of 
government should fund the effort. Every group seeking public 
funds becomes involved in trying to influence the governor and the 
state legislature, or the president and Congress; each level of 
government will try to minimize the share of a program's costs 

which it will have to p~. 

5) The Intergovernmental Relations Game. Closely tied to the question 
of who will pay for programs are the questions of who will operate 
them, specify the details of implementation, recruit and supervise 
personnel, etc. This game involves issues of relationships among 
federal, state, and local governments, among headquarters and field 
offices (federal regional offices, county welfare offices), among 
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legislatures and executive branch agencies, among welfare agencies 
and control agencies, ad infinitum. Using the rhetoric of II states , 
rights," lithe independence of the judiciary," "legislative 
oversight," the "expertise" of program specialists, etc., each 
agency will try to maximize its authority and minimize 
"i nterference" by other agencies. 1 

6) The Public Administration Grune. While the Intergovernmental 
Relations Game involves conflict among organizations, the Public 
Administration Game involves issues within organizations. Eugene 
Bardach offers the image of a Management Game in which managers try 
to combat incompetence, variations in policy implementation, lack 
of coordination, etc. (1977: 139-141). "Headquarters" is always 
trying to force the field to follow agency policies, while the 
field is always trying to expand its freedom to make discretionary 
judgments. Fieldworkers always fee~ that they understand the real 
world (e.g., the needs of the poor,i'the application process) better 
than the bureaucrats in headquarters, while managers always assume 
that their employees Will, if left unsupervised, ignore agency 
policies or sleep on the job. The issues in the Public 
Administration Game are further multiplied when authority is 
legally divided, as between DHHS and the state welfare agencies, or 
between the state and counties in a state-supervised welfare 
system. Over such issues as fOMms, reporting requirements, quality 
control systems, and approvals, managers play for control and 
subordinates play for independence. 

It is unlikely that these six games are the only games whose 
interaction shapes fraud control policy in a specific state or benefit 
program. In an election year, fraud and welfare issues may provide 
opportunities for aspiring politicians to play in the game of public name 
recognition or political party status, or for the "outS" to blame the "ins"" 
for "rampant" fraud, waste, and mismanagement. Newspapers and citizen 
groups may find the same issues useful opportunities to build circulation or 
membership. Rural and suburban groups m,ay use them to prove the inherent 
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iniquity of city-dwellers. Regardless of the games which can be identified, 
our point, depicted in Figure 12, is that fraud control policies have many 
sources. The narrower, technical issues of how to implement fraud control 
policy are decided by small groups of speCialists, but the broader issues of 
whether to make control a high priority, which fonns of fraud and abuse 
shoul d be emphasi zed, and how much shou'l d be spent in the process are parts 
of much broader games played by many officials, groups, and organizations. 

Players and Playing. Fraud Control and the games related to it are 
played in a variety of settings--before the chief executive (governor or 
president) and legislature as the players fight over budgets and substantive 
legislation; before welfare agency leaders as budget requests, regulations, 
and policies are shaped and implemented; before the courts as the legality 
of agency policies is challenged; and in the media, election campaigns, and 
other public settings as players seek public support for their positions. 
In these different settings, decision-makers may be influenced by different 
resources possessed or expended by players: elected officials mny consider 
the number of votes or potential campaign contributions2 of players, 
prosecutors and judges may react to the legal arguments and legal skills of 
players, .administrators may look for technical expertise or detailed 
knowledge of program operations,3 and so forth. Since players have 
varying amounts of these resources at their command, they will have 
different abilities to persuade decision-makers. (While players may act on 
the assumption that another player will expend his resources, manY players 
do not utilize available resources or do not use them in them in a 
particular game; thus a "poor" player who uses his resources may be more 
influential than a "rich" player who is inactive. For some period of time, 
of course, the rich player's threat to act could be as effective as a 
completed act; presumably, the credibility of such threats would erode over 
time.) Players also differ in other ways. They play for different 
stakes--some seek material stakes (higher AFDC grants or Medicaid payments, . " 

jobs, etc.), while others want prestige or publicity (to become krlown as a 
leader in the medical society, a tough prosecutor, an up-and-coming 
politician), symbolic ends (the right:; of the poor, law and order, the 
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doctor-patient privilege, states' rights}, or simply the fun of playing. 
Some players may enter a game only when a specific issue arises, while 
others try to maintain a permanent position in a game. In Congress, for 
example, Senator Edward Kennedy has long been active in health care issues, 
Senator Frank Moss long maintained an interest in the problems of nursing 
homes (see Mendelson, 1974: 230), and Rep. Claude Pepper has held many 
hearings on the problems of the elderly.4 

Players will have different definitions of the "issues" involved in 
each game. Some will see fraud and abuse as crimes, a waste of public 
funds, or indications of incompetence or mismanagement in the welfare 
agency. Other pl ayers, however, will argue that the II real II issues are the 
delivery of services to the poor, the quality of health care, adequate grant 
levels, and bureaucratic "harassment." Plays are based on very different 
percept'ions and levels of information about agency programs and policies, 
about fraud and abuse problems, and about what is or will be going on in a 
game; some players have very detailed and current information, while others 
know little more than or even as much as what is reported in today's 
newspapers. Each play and each game will thus be conducted in an atmosphere 
of uncertainty, since few players will know what resources are held by qther 
players or whether they will be expended in this game. 5 Will the welfare 
lobby bus 10,000 AFOC mothers to the capital when the legislature deb~tes 
the AFDC budget? Will the medical society call in its debts to get higher 
reimbursement rates? Will the local hospital carry out its threat not to 
accept Medicaid patients if the welfare agency tries to collect on the 
overpayments documented in an audit? Because of the strategic value of 
information, all players will try to overstate their position to conceal 
information about their true resources and their plans and to gain 
information about other players. 

Finally, we should note that most players participate in more than one 
game at any time and may vary their level of involvement from time to time. 
Players must allocate their resources among all games, trying to expend as 
few as possible to win a particular victory, and. of course, trying to gather 
new resources along the way. Persons who do not nonma11y participate in a 
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game may enter when they perceive their interests to be affected. A game 
normally involving only a few players might suddenly expand when a crisis 
(e.g., a welfare fraud scandal or a tax revolt) mobilizes normally quiescent 
players. (Coleman, 1956; Edelman, 1964). 

The Players and Fraud Control Games. We can now describe the players 
in the various games which affect fraud control policy, and the perspectives 
they will bring to fraud control issues. 6 Our basic assumption is that 
players will perceive various incentives and disincentives to support 
policies to control fra'ud and abuse. While their perceptions may not always 
correspond with reality, those who perceive net incentives (more incentives 
than disincentives) will support fraud control,' while those with net 
disincentives will oppose it. The extent to whi~n players will actually 
expend resources in support of their position will depend on what resources 
they have avail abl e and thei r will i ngness to expend them in thi s game at 
this time for this, purpose (i.e., there may be many more persons who support 
or oppose fraud control than who actually play to bri ng it about or to 
prevent it). Whether fraud control policies will be adopted and implemented 
depends on whether more resources are expended for or against it, not only 
in the Fraud Control Game but also in related games. 

Players can be classified according to the scope to their interests and 
the frequency with which they become involved in relevant games. Some 
players are interested only in welfare and/or fraud issues, while others are 
interested in the full range of public policies; som~ players are 
continually involved while others are involved only intenmittently or even 
on a one-shot basis. Table 14 suggests the players who fit into these 
categories. The players who are interested in welfare and fraud issues on a 
continuing basis are recipients, providers, the federal, state, and local 
agencies which fund or administer welfare programs, and the agencies which 
implement antifraud and abuse control efforts. Also continually involved 
but dealing with broader issues are chief executives and their budget 
offices, legislatures, and the interest groups which concern themselves with 
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FREQUENCY 
OF 

INVOLVEMENT 

Continuing 

Intermit­
tent 

Table 14 

PLAYERS IN FRAUD CONTROL AND RELATED GAMES 

SCOPE OF INTERESTS 
Narrow 

(Welfare and/or Fraud) 

Recipients 
Welfare rights organizations 
Legal assistance foundations 
School s of soda1 work 
Private charities 

Providers 
Professional associations 
Insurance companies 

Program agencies 
U.S. Dept. of Health and 

Human Services 
U.S. Dept. of Agriculture 
State welfare agencies 
County welfare agencies 

Control agencies 
Qual i ty control 
Investigators 
Prosecutors 
Medicaid Fraud Control Units 

Special investigative 
commissions 

Broad 

Chief executive 
President 
Governors 

Budget offices 
Office of Management 
and Budget 

State bureaus of the budget 

Legi sl atures 
Congress 
State legislatures 
County boards 

Intergovernmental lobbies 
National Governors' 
Association 

National Conference of State 
Legislators 

Associations of counties 
Good government lobbies 

Taxpayers associations 
Investigative journalists 

Auditors 
General Ac~.ijunti ng Offi ce 
State audiitor ' 

\~\ 
Ii 

Source: This typology is adapted from Sayre and Kaufman '(1960:79). 
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general issues such as "good government" or the allocation of programs and 
their costs among federal, state, and local governments. 

While most games are decided by the interactions of these "repeat 
players," their hegemony is occasionally broken by the intervention of 
normally inactive players. Audit agenCies or investigative journalists may 
decide to scrutinize the operations of the'welfare system, creating a 
"we 1 fare fraud scandal J" or a taypayers I associ ati on may arise to condemn 
the costs of government. In response to such crises, special "blue ribbon" 
commissions may be appointed to investigate problems and recommend 
solutions;7 the Illinois Fraud Prevention Commission described in Chapter 
Three was such a "one shot" player, appointed by a new governor and 
disbanded six months later after issuing recommendations for reorganization 
and new legislation. 

In the following chapte'rs, we will analyze in detail the perspectives 
of the program administrators and control specialists who are continually 
involved in fraud control games. First, however, we can sketch the general 
characteristics of those with whom, regularly or intermittently, the 
specialists must deal. 

1) Outsiders: Voters, Taxpayers, and the Mass Media. Attempting to 
characterize such diverse groups as voters, taxpayers, and the mass media is 
a ris~ venture, both because of their diversity and because of their 
peripheral roles in public policymaking. The media intermittently provide 
coverage of public issues and express editorial positons on them, and 
surveys give responses to the questions asked. Yet this information by 
itself says little about the intensity of their feelings, the probability 
that voters or the media will act on these beliefs, or the impact they will 
have on other players. 

The role of these outsiders in fraud-rehlted games is often weakened by 
internal contradictions in their attitudes. On the one hand" most people 
accept the necessi ty of pub 11 c support of the poor. A 1976 Ha rris Survey, 
for example, found that 94% of 1500 respondents agreed with the statement, 
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lilt is not right to let people who need welfare go hungry.1I On the other 
hand, 89% of the respondents in the same poll felt that IIToo many people on 
welfare could be working,1I and 85% agreed that IIToo many people on welfare 
cheat by getting money they are not entitled to. II (Harri s, 1976) Adding to 
this ambivalence about welfare recipients is concern about the welfare 
system's costs; since 1976. surveys conducted by the National Opinion 
Research Center have repeatedly found 45-50% of respondents expressing the 
belief that "too much ll is being spent on welfare. A 1978 survey of 800 
III i nois voters found ilcontroll i ng costs ll to be a paramount concern of 78%, 
and 84% rated !'prosecution of welfare and Medicaid fraud" as their highest 
single issue of concern (Skinner, 1979: 75-76). Regardless of how one 
interprets recent elections and taxpayer revolts (see Lowery and Sigelman, 
1981), it is fairly clear that the 1960s ' enthusiasm for social programs has 
subsided. 

These surveys suggest three simultaneous aspects of public attitudes 
about the welfare system -- sympathY for the poor, concern for the costs of 
government, and a feeling that defrauders should be prosecuted. Feelings 
about Medicaid providers, however, are likely to be quite different. 
Medicine is one of the most highly esteemed of professions, and health care 
institutions are valued and respected in most communities. Unlike welfare 
recipients! providers are likely to have middle class or above status. liThe 
importance of ideological legitimacy," Bruce Vladeck argues, "should not be 
underemphasized, for public imagery plays a crucial role in nursing home 
politics. While their for-profit status marks proprietary nursing homes as 
suspect in some public-health, academic, and left-wing political circles, it 
has quite the opposite effect among many conservative, rural, and/or 
Republican legislators. The god-given right of every American citizen to 
make a buck occupies a hallowed place in much of the American political 
system. II (1980:196). 

somewhat different conflicts confront the mass media. Editorially, 
they may endorse the current administration and be reluctant to criticize 
its management record, or m~ support welfare programs and be reluctant to 
publicize any fraud and abuse problems. As a j,ournalistf,c matter, the media 
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may feel that we1fare administration is too complex to be comprehensible or 
interesting to readers or viewers, or too conflictual, alienating either the 
poor or the affluent segment of their audiences. As a matter of resource 
allocation, a newspaper or station m~ have to choose between passive 
acceptance of whatever i nfonnation is "fedll to it by the welfare agency or 
investing heavily in investigative journalists to develop in-depth stories. 
Cove(-age of a juicy scandal may make good copy or help in a circuiation or 
ratirlgs war, and a successful investigation m~ win a Pulitzer prize, but 
less dramatic issues involving the welfare system and IIgarden varietyll fraud 
and abuse must compete with all other topics which might be used in tod~'s 
paper or the ten o'clock news. 

What should the regular players expect about the participation of these 
outsiders in fraud-related games? For the most part, the outsiders probably 
have a very large II zone of indifference II (cf. Barnard, 1938:167) about 
welfare and ,fraud issue,sj unless fraud or the costs of welfare become too 
great, or unless recipients and providers are screaming too loudly about 
cutbacks or harassment, the public and the media are unlikely to care 
greatly about what the regulars decide. A major and continuing fraud 
scandal or tax revolt, however, m~ translate amorphous issues into 
comprehensible outrages--a welfare queen, a Medicaid mill, a tangible chunk 
of ~ tax bill--but th~re otherwise will be little incentive to become 
involved. 

2) Insiders: Executives, Legislators, and Budgeters. Under some 
Circumstances, official decision-makers simply ratify the outcomes of 
conflicts among other players, approving budgets or laws based upon 
completed negotiations between, for example, welfare agencies and their 
recipients and providers. At other times, however, they make decisions on 
their own, hearing the arguments of all pl~ers and refereeing their 
claims. To some extent, like the outsiders, they too m~ have a zone of 
indifference, allowi ng agencies and their cl ients to work out budget 
priorities and implementation policies. Yet, since they are called on from 
t-ime to time to hear appeal s from dissati sfied pl~ers and routi nely must 
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deal with related issues during budget and legislative processes, their 
perspectives are constantly relevant to the specialists. 

The insiders vary in their constituencies and in their roles in 
policymaking. Their constituencies can range in size from a city ward to a 
state legislative district, a state (governors, U.S. senators), or the 
nation (the President). Their constituencies also vary in composition; some 
have large welfare populations while some are quite affluent. The insiders 
will face differing demands from their constituents; those with large voting 
blocks of welfare recipients or financial support from providers will be 
expected to support expanded programs and benefit levels or to oppose agency 
harassment, while those with affluent constituents and supporters would face 
pressures to keep taxes down or support other programs. Elected officials 
with more balanced constituencies, however, would usually be able to offer, 
without offending anybody, vague platforms about the needs of the poor, the 
necessity to keep taxes down, and the importance of punishing "welfare 
chi selers." 

While many elected officials are often free to take unidirectional 
positions for or against welfare issues insofar as their constituents are 
concerned,8 thAY are also repeatedly thrust into conflicts which force 
them to reconcile competing interests. Ph.ying in the F·iscal Policy Game, 
legisiators, budget offices, and executives must allocate funds among 
programs; substantive legislation may generate conflicts among, for example, 
the Health Policy, Welfare Policy, and Criminal Justice games. The insiders 
are therefore forced to play different roles in these situations. In 
substantive legislation, elected officials can emphasize constituent or 
partisan interests. Andrea Lange and Robert Bowers, for example, conclude 
that liAs legislation is marked-up, legislators are inclined to 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. II (Lange and Bowers, 1979: 92-93). 
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While individual legislators and the legislative committees which deal 
with single issues such as health or welfare aloe free to take simple 
positions, budget committees, budget offices, and chief executives must deal 
with broader problems. Individual agencies can easily advocate legislation 
and budgets which aid their clients but, as John Wanat notes, lithe chief 
executive must assume both a programmatic and a fiscal posture. Support for 
specific programs is the means whereby supporters are rewarded. • •• but 
the executive must also keep an eye on the treasury. To support too many 
programs at too high a level of funding usually means that taxes must be 
raised, an expedient that is sure to lose supporters at the next election." 
(Wanat, 1978: 60) 

While constituency pressures may lead some insiders to take active 
positions in welfare and fraud-related games, and their roles may force them 
to participate in some decisons, particularly those related to budgets and 
intergame conflicts, the insiders face a number of incentives to avoid 
involvement as much as possible. Conflicting public attitudes about welfare 
mean that ~ public posture could be a no~win situation, antagonizing 
either recipients and providers or taxpayers. In addition~ the sheer 
complexity of welfare regulations makes it very difficult for any legislator 
to understand how the system works. As a general rule, we would expect that 
every legislature will have a few active players (both pro- and antiwelfare) 
in welfare games and many generalists who wish that welfare issues would go 
away. 

Chief executives may similarly wish to avoid any strong public 
'J 

identification with welfare issues. As the head of the executive branch, 
they are responsible (at least in the public's eyes) for the actions of all 
agencies, and the costs and performance of the welfare system become part 
of their record. While it is easy for an executive to take strong positions 
in the Intergovernmental Relations Game (e.g., for a governor to seek to 
maximize federal funding and state autonomy), he or she will have a strong 
incentive to try to keep out of other games, since recipients and providers 
will never feel that they are getting enough, taxpayers will always believe 
they are paying too much, and civil servants, prosecutors, and judges will 
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resent executive interference in their activities. While executives cannot 
escape playing in these games, particularly when they involve fiscal issues, 
the best they can usually hope for is to minimize potential losses. 

For a variety of reasons, therefore, we would expect that legislators 
and executives will be important, but often reluctant players in the games 
which determine fraud control policy. Some will find it productive to take 
strong pro-welfare or anti-fraud positions, but none will wish to become 
associated with higher taxes. Under normal circumstances, it will be 
politically advantageous to adopt a IINot our Prob1em ll (Bardach, 1977: 159) 
posture, letting the welfare agency and the criminal justice system take the 
heat for low benefits, high costs, and any fraud and abuse which become 
known. A scandal may make it necessary (more for the chief executive than 
for the legislature) to "do something", but otherwise fraud control po'licies 
will be shaped by the interaction of the specialists. We turn now to 
recipients, providers, and program and control agencies. 
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NOTES 

1. The involvement of so many agencies, Eugene Bardach notes, makes 'It f} 
possible for an agency to avoid unwanted responsibilities (IINot our 
Problem") and deflect criticism (I'Their Fault") (Bardach, 1977:162). 
As an example, Bruce C. Vladeck argues that "'rhe recent stalemate 
between state and and federal governments on nursing home policy 
illustrates the extent to which the federal system focuses on questions 
of money--or more precisely, around the struggle to let someone else's 
constituents pay the taxes--far more than on questions of programmatic 
content. The sharing of powers between federal and state governments 
permits politicians at all levels to pass the buck on difficult 
problems such as 'levels-of-care' policy, the creation of reimbursement 
methods, or qual ity-cost tradeoffs. II (1980:207) 

2. from time to time, charges are made that, in addition to legitimate 
campaign contributions, players resort to outright bribery to influence 
legislation and its implementation. Nursing home critic Mary Adelaide 
Mendelson, for example,<_~Dorts, ")\ friendly Ohio state senator told me 
that money openly pass6ij from the industry to legislators to influence 
their votes on the nursing home regulatory bill •••• The comment on 
money passing from the industry to the proper people is beyond my 
ability to prove. Yet a system of payoffs is the repeated explanation 
I am given of w~ government fails to respond to pressures to enforce 
its minimal regulatt~ns, to strengthen eXisting legislation, or even to 
understand the industry." (1974:219-220) 

3. Cf. Vladeck (1980: 195): "Like most lobbyists for most industries, 
those who represent nursing homes spend most of their time collecting 
and dispensing information and arguing their constituents' cases. The 
national associations finance major studies of reimbursement and other 
i ssueSj employ expe.'ts who can expl ai n the most detailed arcana of 
accounting or regulatory practice to a congressman--or, more likely, a 
congressional aide--better than anyone HEW is likely to send over; 
appear at all the congressional hearings; and meet periodically with 
HEW officials. Information, which can be a sca.rce and valuable 
commodity in Washington and most state capitals, is the ptimary stock' 
in trade for nursing home associations and their state affiliates." 

4. Eugene Bardach (1977) describes the long-term efforts of Ca'Jifornia 
state assemblyman Frank Lanterman to control all legislation (and its 
implementation) dealing with mental health. his interest, knowledge, 
and political i nfl uence were so great that it was widely believed that 
no mental health proposals could survive in California without 
Lanterman's approval or acquiescence. 
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5. 

6. 

7. 

8. 

Bardach notes a number of uncertai nti es abo~t. the future i n a~ pol i ~y 
imp1 ementati on proces s. "How skill fully J Vl gorous1y, o~ cunm ng1y ,wlll 
the relevant actors play their games?, Will they recogn~ze all ~helr , 
opportunities? Will they seize them lf they are re~ognlzed? ,Wl11 they 
p1~ cooperatively or exp1oitative1y? What games wl11 merge lntQ 
1arger ones--and what larger games will decompose into smaller ones? 

liThe scenario-writer cannot readily predict who will be p1~ing in the 
implementation games. Although most of the pr~bab1e ~layers ~re 
identifiable by reason of their having played ln prevlous P011CY and 
implementation games in the program area, there may be some new ones. 
In addition, not all the old ones will actually p1ay." (1977: 268, 
279). 

For a comparable analysis, using the vocabulary of cost-benefit 
analysis, of issues of corruption in zoning and building regulation, 
see Gardiner and Lyman (1978: Part Three). 

For an analysis of the role of similar investigative commissions 
concerned with racial violence, see Lipsky and Olson (1977). 

political scientist John Hanat observes that "A triangle of mutual 
interests often develops among agencies, ~heir c1ients~ and the ; 
appropriations decisional unit in the 1egl~lature. C11ents,want to 
receive services from agencies. But agencles need money WhlCh only 
legislatures can bestow. Consequently, clients will urge legislators 
to appropriate for 'their agencies. I Legislatures, on the other hand, 
want votes whi ch wi 11 be forthcomi ng if c1 i ents are happy. And 
ageflc:ies a:.e willing to make clients happy if they have the res?urces 
to do so. This mutuality of,inte~est~ guarantees ~hat info~atlonll 
about needs, programs, and flnanclng 1S exchanged ln the trlang1e. 
(Wanat: 1978:72) 
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CHAPTER TEN 

RECIPIENTS' AND PROVIDERS' PERSPECTIVES ON FRAUD CONTROL 

Freeze, freeze thou bitter skY, 
Thou dost not bite so nigh 

As benefits forgot. 
Though thou the waters warp, 
Thy sting is not so sharp 

As friend remembered not. 
William Shakespeare 

, As You Like It, Act II 

Smart crooks should get out of violence and street crime and get 
into fraud--there is more money and less risk. Cops and 
prosecutors don't get as .mad at you it you're into fraud as if 
you're into violence. 

Donald R. Cressey 

~e deplore any activity which is fraudulent, and we support 
efforts directed toward identifying the fraudulent, prosecuting 
the fraudulent to the full extent of the law, and jaili'ng those 
C onv; cted. .... c\ 

The imposition of onerous and unnecessar,y requirements would, 
however, create further disincentives for provider and 
practitioner participation in the Medicare and Medicaid 
programs. This will further diminish care available to program 
beneficiaries. (American Medical Association, 1977: 264) 

Government benefit programs distribute funds to accomplish their 
progral\1l1atic goals, either paying recipients directly in the form of welfare 
checks .. or Food Stamps, or making indirect payments to those who provide 

" 

services to recipients. Both recipients and providers naturally seek to 
increase the size of wel fare checks, the coverage and reimbursement level s 
of the Medicaid program, .and simpl icity in dealing with officialdom. In 
seeking maximum benefits and minimum "harassment," they are of course acting 
like any other clainlants on government resources or policies. But what are 
~their perspectives on fraud and abuse in these programs? While they \\ 
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obviously want more benefits for themselves, are they prepared to violate 
program rules to get them? If they don't themsE!lves cheat, are they willing 
to assist program 'and enforcement personnel in their control efforts? Do 
they support active control programs? From a number of perspectives, 
neither recipients nor providers have significant incentives to support 
fraud control, and often face major disincentives. 

Material Incentives and Disincentives. What incentives might 
.:'Iecipients and providers perceive to support or cooperate with measures to 
reduce fraud and abuse in benefit programs? At the individual level, they 
m~ want to maintain the goodwill of program officials so as to continue the 
flow of benefits. "Don't get your caseworker or claims processor mad at 
you," the argument might run, "or they will cut your benefits or hdssle you 
to dea th ." Whil e benefi t programs provi de i nnumerab 1 e opportuni ti es for 
hassling and delay, most decisions are basically nondiscretionary and 
routinized; you may have to call on legal assistance in some cases, but 
eligible welfare applicants are entitled to stated benefits a,~d enrolled 

1 ' J' prov; ders are enti tl ed to schedul ~,d fees. Furthermore, there is 
substantial turnover among agency('personnel--the welfare recipient's file 
may be assigned to a number of caseworkers in the course of a year, and a 
provider's claims may be handled by anyone of a group of claims 
processors--so there m~ be 1 i ttl e i nctjnti ve to curry favor wi th a 
particular bureaucrat. Individuals may well be'iieve that their contact in 
the bureaucracy has the ability to increase or decrease the amounts which 
they receive. They may also place a substantial premium on speedy payment 
or tranquility, accepting what they are given to avoid confrontation. If 
so, they may feel that it is valuable to avoid getting a reputation as a 
troublemaker or chiseler. If, on the other hand, they feel that they can 
easily and inexpenst!lely "get what',s coming to them" (or more), this 
incentive will be of ' little importance. 

A second more abstract, incentive to support fraud control might be to , " 

avoid killing the goose that is laying the golden egg. "If sca'1dals about 
fraud and abuse keep hitting the newspapers," this argument will run, 
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"Congress or the state will cut benefits even 'further or kill the pr()gram 
entirely." While some institutional advocates of benefit programs, such as 
health and welfare lobbies, and legal a~sistance foundations, may think at 
this macroscopic level, it is less likely that an individual recipient or 
provider will see this threat as an imminent possibility or see his or her 
actions as making cutbacks more or less likely to happen. In some 
government programs, benefits are received by so small and so cohesive a 
group that we might imagine them getting together to say, "Let's cool it or 
we'll all be in trouble"; but since there are millions of welfare recipients 
and hundreds of thousands of Medicaid providers, it is unlikely that such 
concerted planning could take p1ace. 

Against these remote and abstract incentives are many material 
disincentives to support fraud control. Most obvious are the direct 
benefits to be received from overstating your welfare eligibility or the, 
Medicaid services you have provided. Less obvious is the fact that 
providing infonnation to the welfare agency, either to avo'id committing 
fraud oneself or to turn in someone else, is time-consuming and possibly 
riskY. The processes of the welfare system m~ make it easier, simpler, or 
quicker to give incorrect or less-than-complete infor.lIation or to leave 
unchanged infonnation which is ~o longer correct. Even a recipient who 
understands her legal obligation to report changes to the welfare office may 
find it· difficult to contact her caseworker or, even worse, to stand in line 
to give infonnation which will work to her detriment. Similarly, the 
provider m~ feel that it is not worth his time and effort to verify a 
patient's Medicaid eligibility, third party liability, or even that the 
p~rson in his office is Jane Smith; to seek out infonnation as to whether a 

~'service rendered shoul d be marked Code X or Code Y is probably more 
time-consuming than to fill out the claim fonnfor whichever service p~s 

f more. An even greater disincentive comes from the risk of becoming an 
object "of closer scrutiny: if a recipient is repeatedly changing her 
eligibility situation or the provider is repeatedly asking suspicioLl's 
questions. the caseworker or claims processor m~ be put on guard: ,'iOh oh, 
hEre's somethi ng from Smi th agai n." 5i nce there are no ret'lards for turni ng 
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yourself or others in, and it is very likely that penalties will be imposed, 
it is surprising that some people actually do so. 

Many aspects of the structure of the Medicaid program create more 
specific disincentives for provid:~s. As Boston's Commissioner of Health 
and Hospital s stated the issue, liAs long as the basic structure of the 
program is to pay individual providers fot" whatever they do to individual 
patients, when they do it, we shall have a Medicaid and Medicare System that 
is prone to abuse and too expensive. No amount of regulatory threat will be 
able to overcome the incentives contained in the reality that more work on a 
patient means more money for the provider." (Rosenbloom, 1977:163). 
Medical sociologist David Mechanic adds, liThe major disadvantage of fee for 
service is that it creates an incentive for unnecessary and sometimes 
dangerous procedures, particularly discretionary surgical interventions." 
(Mechanic, 1978:388). Whether or not we accept Mechanic's observation that 
lithe i.ncome earned by a phYsician tends to become an important symbol of hi s 
success" (MechaniC, 1978:386), it is obvious that the fee for ~ervice system 
(as opposed to reliance on prepaid health maintenance organizations or 
salaried VA or county hospital doctors) invites the individual provider to 
submit claims for as many billable services as possible, to mass produce 
("ganging" all members of a family, "pingponging" to other specialists in 
the clinic, etc.), or to overclassify each s~~vice provided. 

Similar disincentives face other Medicaid providers: pharmacists are 
paid for each prescription filled, inviting "splitting," in which large 
orders are disaggregated so that each sma11er order gets a processing fee, 
and discouraging questioning of the appropriateness of a prescription. 
Hospitals, on the other hand, being reimbursed on a "reasonable cost" basis, 
have no incentive to keep costs down or to discharge patients to nursing 
homes or ambul atory care. No provi der, in Shol4t, is rewarded for 
economizing or for monitoring either the excesses of other providers or 
possible recipient fraud. Fiscal intermediaries such as Blue Cross/Blue 
Shield are in fact discouraged from such monitoring activities, since their 
contracts from Medicaid agencies reward speed in processing claims and do 
not reimburse them for the extra expenses involved in verifying claims. 
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(Hospital Audit Project, 1981:8) Whether we attribute this rule-bending to 
greed, to humanitarian desires to help recipients get as much care as 
possible, to interprovider jealousies ("Wt\.Y should doctors take a beating 
when hospitals are making a fortune?"), or to revenge against a system which 
offers below-market payments with inordinate delay (Stevens and Stevens, 
1974:265-6), it is clear that the incentive system works against provider 
participation in fraud control efforts. Many providers may not need to 
cheat, either because they have enough private patients or are satisfied 
with the results of the legitimate reimbursement system, but they are 
certainly getting no material rewards from the system for their honesty. 

Normative Incentives and Disincentives. If thete arc few material 
incentives to support fraud control, are there normative or ethical 
incentives? In the abstract, we might expect that no one would want to 
violate laws or regulations, or at least that such considerations would 
detract from material gains from fraud and abuse. In the case of benefit 
program fraud and abuse, the issue becomes less clear cut. The first factor 
which must be recognized is one of vagueness or uncertainty, often 
compounded by ignorance. While officials m~y believe that they have created 
programs which unambiguously spell out who is eligible for what, and under 
what conditions, their intentions may be less clear to recipients and 
providers. Many recipients may fully comprehend program requirements and 
deli berately conceal facts whi ch will reduce or tenninate benefits, but 
others, particularly those with limited education or who do not speak 
English, may never get the message or forget it after they enter the 
system. To the extent that the vocabulary and logic of officialdom are 
fundamentally foreign to many recipients, we need not assume fraudulent 
intent when their responses or nonresponses do not accord with officials' 
definitions of reality. 

A similar problem at times faces providers, although their 
sophistication is,usually much higher than that of recipients. We might 
expect that every physician will know the difference between an EKG and a 
tonsil 1 ectomY J but the di fference between a II routi ne office vi si til and an 
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"extended examination" is less clear cut, and it may be fully justified from 
a medical point of view to give a full examination, throat culture, and 
prescription for penci11in to every member of a family when one child has a 
sore throat. For institutional providers, the boundaries between 
reimbursable and nonreimbursable operating expenses may be particularly 
opaque. Recipients can of course ask their caseworkers for clarification, 
and providers can call Medicaid to resolve a billing ambiguity, but it is 
not surprising that many resolve doubts in their own favor and wait to let 
officials d.~tect and correct any errors. 2 

A second factor which erodes nonmative incentives not to cheat concerns 
recipients' and providers' perceptions of the legitimacy of the program4 
While the caseworker may think of herself as the recipient's friend or 
advocate vis-a-vis the bureaucracy, the recipient may see the caseworker as 
a hostile policeman, pr,ying into her private affairs to find ways to kick 
her off welfare rolls; at best, the caseworker may be viewed as a faceless 
bureaucrat who cares more about filling out meaningless papers than about 
the recipient's problems of basic survival. 3 For the Medicaid provider, 
the employees of the welfare agency may be mere "clerks" who know nothing 
about health care or its economics. While individual recipients or 
providers may establish personal relationships with their counterparts in 
the welfare establishment, most contacts are impersonal and transitory. 
Taxpayers may assume that recipients and providers should be grateful for 
the public funds they receive, but images of condescension, snooping, overt 
or covert hostility, and omnipresent delay and inefficiency are likely to 
predominate. Even when a recipient is ashamed to be on welfare rather than 
to be working or self-sufficient, and even when a provider would prefer to 
be treating rich patients rather than poor ones, they are unlikely to 
perceive the bureaucracy as doing them a favor; recipients are more likely 
to see welfare benefits as "rights" rather than "charity," and providers are 
likely to see themselves as being underpaid and hassled for offering a 
service at the government's request. Indeed, the fact that participation in 
the welfare system is essentially involuntary or undesired may intensify 
feeli ngs of resentment; regardless of the indivi dual' s r'~ati ona1 ization for 
whY he or she is on welfare or practicing in the ghetto rather than in the 
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suburbs. "They can't push me around" may be a more common attitude than a 
feeli ng of loyal ty whi ch wuu1 d create nonmati ve support for fraud control. 

These individual-level feelings are often reinforced by group 
loyalties: within limits, supporting fraud control involves helping "them" 
against "us ." Unless the·fraudu1ent behavior is egregious and/or personally 
offensive ("Mrs. Smith is a rotten mother." "Those people are giving nursing 
homes a bad name."), the natural tendency is to empathize with or over100k 
the marginal misdeeds of people like yourself, people doing soolething you 
might well do yourself. Feeling no particular loyalty to the system 
("Nobody can live on welfare today." "Medicaid doesn't understand how much 
it costs to run an offi ceo II There is 1 i ttl e ethi cal reason to he1 p "them" 
out with "their ll fraud problems. If you do dislike what defrauders are 
doing, it is often easier and safer to respond infonma11y, telling them off 
or encouraging other providers to ostracize the bad guys, than to turn them 
in and run the risk of being shunned as a whistle-blower. Just as ghetto 
residents are leery of calling on the outside world to deal with internal 
problems, so the health care industry has long nurtured a code which 
declares "medica1" issues out-of-bounds for nonprofessionals. Sociologist 
Gilbert Geis and his colleagues comment: 

It seems likely that the behavior which enables one to engage in fraud 
is at least partially learned from others in the profession, and that 
professional values may effectively neutralize conflicts of conscience 
and less salient fonma1 professional nonms. For example, most doctors 
who engage in fraudulent practices may do so without any change in 
self-identity. That is, they may rationalize their behav'lor in tenms 
of professional values, infonma1 nonms, and the expectations of their 
peers. They may neutralize their deviance by "nonma1izing" the 
beh~vior,'or seeing 'It as morally justifiable and society's definition 
as lnvalid (e.g., the government doesn't have the right to interfere 
with my professional practice and duties). (Geis, et a1, 1981: 9) 

Since each medical discipline refuses to accept the opinions of anyone 
ot~er than "peers," and since peer reviews are limited to medical issues (Is 
X treatment appropriate for Y problem? Is Dr. Smith prescribing excessive 
.drugs or unnecessary surgery?) rather than financial issues (Is this 
response wasteful or overpriced?), the net result is that no one is accepted 
as a legitimate judge of how "1" practice my profession, and each 
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professional association vigorously fights off bureaucrats I attempts to 
"interfere." While the associations officially condemn both bad medicine 
and abusive billing practices, as indicated by the American Medical 
Association's statement at the beginning of this chapter, individual 
providers may find this assessment irrelevant unless they are in danger of 
being denied referrals 01" hospital privileges, or the association is 
considering suspending their license. 

In the context of programs where definitions of Ilega1" and lil1ega1" 
are fuz~ at the margins, and where relations with officials may be strained 
or even hostile, recipients and providers have few normative incentives to 
cooperate with or even support fraud control efforts. In some cases, 
individual spite or jealousy may lead to a phone call to report the neighbor 
who has returned to work or the doctor who is padding his bills; 
self-interest or anger may motivate reprisals against the pharmacy which is 
supplying drug addicts or the nursing home which is ignoring Aunt Jane's 
needs. Apart from these individual-level motivations--a desire to "get" a 
specific recipient or provider--abstrac't ethical norms provide few 

i ncent'j ves to support fraud control. 

peterrence. It has long been argued by criminologists that people will 
be deterred from criminal behavior if they expect to be punished for it. 
Deterrence theory centers around two factors, the magnitude of the penalties 
to be imposed relative to the anticipated gain's from illegal behavior, and 
the probability that these penalties will ~n fact be imposed. On both 
counts, it is very unlikely that recipients and providers face significant 
threats. In part, this arises from the low visibility of the events which 
are the basis of benefit program decisions. It is very unlikely that any 
official will know if Mr. Smith is still living at home, if the l7-year-old 
has moved out, or if Mrs. Smith has a pa\t-time job. Similarly, it is hard 
to tell if Pat Smith did or did not receive a physical examination or an 
inoculation, if the pharmacist dispensed 25 p'llls rather than 50, or if the 
taxi took the patient to a hospital. In claims for welfare or Medicaid 
benefits, the assertions of the claimant are only occasionally disputable by 
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other evidence, and a calculating recipient can ask for payment in cash just 
as a calculating provider can take steps to be sure that his records are in 
order. 

Our case studies provide extensive support for the conclusion that 
neither of the elements of deterrence exist in the area of benefit program 
fraud and abuse: very few penalties are imposed, and most penalties are 
trival. A high, if unknown, proportion of all fraud is never detected; most 
of the known cases lead to no action and most of the cases where some action 
is taken involve reimbursement rather than additional penalties. (If IIthey" 
find out about lIyou," and if they decide to do something about it, the odds 
are that they will only ask you to pay the money back. Even when they ask 
you to pay the money back, they are likely to settle for a promise of 
partial payment, and then take few steps to actually collect.) Welfare 
recipients rarely have assets which can be seized, and it is unlikely that a 
provider will be put out of business to pay a fine. Recipients can·stay on 
the welfare rolls if they are still eligible, and few providers will be 
suspended from the program unless they are actually convicted. (In some 
cases, Medicaid agencies don't even do that.) A few welfare queens and a 
few providers are actually sent to jail, but most of the cases which do get 
to court lead to probation with an order (only sometimes enforced) to repay. 

I~ a setting in which the probability of detection is low, and most 
penaltles are small, should we expect deterrence to occur? Fundamentally, 
that must depend on how the individual weighs those risks against the 
benefits of fraud and abuse. For those who subjectively feel themselves to 
be sufferi ng, the extra doll ars may be very attracti vee For those who pl ace 
a high va~ue on personal integrity or public esteem, or for the providers 
who fear even a small probability' of having their license and/or their 
Medicaid program participation terminated, however, the risks may be too 
great. 

Rec; pi ents, Provi.ders» and the Fraud Control Game. The syst"ems created 
by government benefi t' programs give recipients and providers few 
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incentives--materia1, normative, or deterrence--to support fraud control. 
When fraud and abuse issues arise, recipients and providers will oppose 
control measures, even if they voice support for the principle o! 
integrity. They will argue that control will hurt poor people and reduce 
their access to health care, or will divert tax resources from the program's 
intended beneficiaries. When specific control efforts are proposed, they 
may oppose them, try to deflect reporting burdens on to others, or try to 
ensure that enforcement efforts are controlled by sympathetic forces, (e.g., 
peer review panels of practicing phYsicians). Without, at least openly, 
opposi ng more severe penal ty systems for the II rotten appl es, II they will 
argue that the basic problem is one of bureaucratic confusion or "education" 
of program participants. One nursing home association, for example, has 
asserted that "Fraud and abuse are labels used to publicly paint health cat'e 
providers as exploiters of their elderly patients and of their public 
trust. The fact is that Medicaid abuses may result from a variety of 
causes, including provider misunderstanding of reimbursement requirements, 
billing errors, and in some cases, deliberate intent." (American Health 
Care Association, 1979). In some states, welfare lobbies and provider 
associations are sufficiently powerful to block control programs which might 
affect them; regardless of their strength, they will downplay the 
significance of fraud issues. 

This conclusion should not, however, obscure two other basic facts. 
First, for whatever reason, most recipients and providers probably do not 
significantly abuse their benefit programs; all public and private 
investigations of fraud and abuse have concluded that the majority of 
participants do not rip off the system. Second, fraud control is not the 
central issue of interest to recipients and providers. They and th~,ir 
representatives are most actively involved in the games which determine 
benefit levels, not control policies. The Welfare Policy Game is critical 
to recipients, and the Health Policy Game is critical to providers. 

As players in these policy games, we must remember that recipients of 
AFDC, Food Stamps, and Medicaid benefits vary tremendously, from teenage 
mothers to elderly residents of nursing homes, from the temporarily 

'230 

! 
I • 

unemployed to the long-tenn "welfare class." Some meekly accept what they 
are given, while others use welfare lawyers and/or elected officials to 
chall enge policies and procedures; whil e i ndi vidual .recipi ents have only 
their numbers as resources to play, recipient organizations may have the 
resources of legal and political expertise. For them, playing in the 
Welfare Policy, and (at times) Criminal Justice Games may provide both 
cost-effective ways to serve client interests and the satisfaction of 
changing the system. Recipients occasionally appear en masse at legislative 
hearings on welfare bills, and their organizations frequently confront the 
welfare agency, cpntrol agencies, and the legislature on both welfare and 
control issues; their success in these games will depend on both legal 
factors (Is the welfare agency violating state or federal regulations?) and 
the political power of the recipients. 

Similarly, Medicaid program policies and fraud control policies are of 
varying importance to health care providers or vendors. Some depend heavily 
on patients subsidized by Medicaid and Medicare; some have very few public 
patients. Some have more patients than they can handle, and can afford to 
tell the welfare system to "get lost" if payment or control policies are 
objectionable; others need every patient they can get on whatever terms are 
offered. All vendors have an incentive to emphasize a public image as 
benevolent "health care providers" rather as businessmen hustling a buck, 
and to condemn the welfare agency for "unnecessary paperwork" which 
interferes with the doctor-patient relationship. They will seek to 
characterize fraud and abuse as either the misdeeds of a few rotten apples 
or the inevitable consequence of lincomprei:Jensible" or "inadequate" program 
policies. While most of their resources are expended in the Health Policy 
Game, they also will have an incentive to play in the Criminal Justice Game, 
to minimize the scale of control efforts, to tighten evidentiary 
requirements for fraud conVictions, and to minimize potential penalties. 
While providers are fewer in numbers th~n recipients, their greater funds, 
access to officials, public respect, and political skill often make them 
immune to attempts at control. 
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NOTES 

The degree to which benefits or Medicaid payments are discretionary 
or fixed der.ends to some extent on the system used by each state. In 
"flat grant I states an AFDC check is detennined solely by the size of 
the assistance unit; bureaucratic discretion is basically limited to 
judgments as to whether a spouse or child is still part of the unit and 
whether assets should be counted. In states which calculate grants on 
the basis of such factors as housing, food, and clothing costs, 
opportunities for discretiona~ judgment~ a:e.much more.fre9uen~. In 
Medicaid, there is a difference between lndlvldual a~d lnstltutlonal 
providers. For individual providers, there may be dlfferences of 
opinion as to whether Procedure X or Procedure Y took place, but the 
fee tied to each is fixed; for institutions, the major "judgment call" 
is whether certain costs are allowable in calculating reimbursement 
rates. 
Susan Shapiro (1980: 26-28) discusses the debate in the research 
literature over whether white collar offenses should be labele~ 
"criminal." Without attempting to enter that ~e~ate, we can s:mply 
note that the ambiguity in the issue may contrlbute to an eroslon of 
off~mders' nonnative incentives to support fraud control. 

This tension between welfare and control functions is inherent in the 
role of the caseworker. Michael Lipsky (1980: 11-12) observes, "What 
to some are the highest reaches of the welfare state are to others the 
furthest extension of social control. Street-level bureaucrats are 
partly the focus of controversy because they play this dual .r~le. 
Welfare refonn founders on disagreements over whether to ellmlnate 
close scrutiny of welfare applications in order to reduce 
administrative costs and harassment of r;ecipients, or to increase the 
scrutiny in the name of controlling abuses and preventing welfare 
recipients from taking advantage." . 

AFDC recipients l attitudes toward their caseworkers are explored in 
depth in Handler and Hollingsworth (1971: Chapter Five). 
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CHAPTER ELEYEN 

PROGRAM ADMINISTRATORS· PERSPECT1VES ON RECIPIENT FRAUD CONTROL 

We have indicated that few outsiders have a continuing interest in 
fraud control issues, and that recipients and providers have many reasons to 
oppose, or at least not to cooperate with, fraud control efforts. As a 
result, the nature and extent· of fraud control activities areishaped 
primal"ily by the policies, procedures, and priorities of welfare agencies 
and the agencies which process suspected fraud cases. In our analysis of 
the perspectives of these agencies, we will consider separately control 
efforts focu~ing on recipient fraud and those aimed at fraud and abuse by 
Medicaid providers. Although there are some differences among the 
regulations governing the AFDC, Food Stamps, and Medicaid Programs, the 
fonms of recipient fraud and official responses to them are essentially 
identical in the three programs. Provider fraud and abuse involve different 
people, behavior, and control responses. l We will also consider 
separately those officials whose primary function is to distribute benefits 
to recipients ,and providers ("program administrators") and those whose 
primarY . .functi .. on is to identify and respond to suspected cases of fraud and 
abuse (licontrol agencies").2 In this and the following chapter, we will 
focus on the perspectives of program administrators; in Chapters Thirteen 
and Fourteen, we will discuss control agencies. 

The Ambiguity of Goals in Benefit Program Administration. When 
analyzing an administratiVe agency·s implementation of ,the policies set for 
it by a legislature, it would be convenient to assume that the agency has a 
clear and cbnsistent set "of goals, that it has control over the activities 
of its personnel, and that it knows how to accomplish its goals~ When 
considering the goal of controlling fraud in benefit programs, however, the 
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more accurate admi ni strative image is one of "organi zed anarchy. II In 
Leadership and Ambiguity, Michael D. Cohen and James G. March use the term 
"organized anarchies" to describe organizations with problematic goals, 
unclear technologies, and fluid participation (1974: 2-3). In such 
settings, they argue, "most issues most of the time have low salience for 
most people, ••• the total system has high inertia, ••• any decision can 
become a garbage can for almost any problem, ••• the processes of choice 
are easily subject to overload, ••• and the organization has a ~ak 
information base." (1974: 206-7, emphasis in original). With regard to 
fraud issues s all of these factors confront the administrators of benefit 
programs: organizational goals are ambiguous or conflicting, techniques for 
reducing fraud are of unknown effectiveness and/or have negative side 
effects, and participation in decisionmaking is highly unpredictable. Fraud 
issues are usually of lesser importance to administrators than are other 
issues, administrative routines are difficult to change, other issues are 
brought into any discussion of fraud problems, most administrators a.re given 
more instructions than they can possibly handle, and they know little about 
how problems have been or are being handled. 

The problem of goal ambiguity is illustrated by a 'set of administra:tive 
goals for the AFDC program stated in a 1977 study conducted for the Social 
Security Administration: 

• Quality Service De1ivery--AFDC services should be available and . 
accessible to those who are potentially eligible, and they should be 
provided in a manner that protects client dignity and rights. 

• Accurate Program Implementation--Benefits should be provided only to 
persons who meet specified Federal and State eligibility 
requirements, and in the amount specified in the State plan. 

• Efficient Program Administration--Service& should be provided at 
IIreasonablell administrative costs. 

Subgoals included prompt eligibility determination and check issuance, 
office accessibility, a responsive fair hearings system, courteous and 
humane treatment of cl i ents, prot4~cti on of privacy, accuratl!! detenni nati on 
of eligibility 'and-payment levels; and timely conduct of redeterminations. 
(Booz, Allen, and Hamilton, 1977: 3-4). 
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While all administrat.ors would agree that they should deliver quality 
services accurately and efficiently, these abstract goals do not really tell 
them what to do with any precision: 

(1) Maximizing accuracy (minimizing overpayments or the enrollment of 
ineligible recipients) can decrease service delivery. A 1978 analysis of 
AFDC err'ors by the Urban Institute pointed out that "corrective actions to 
reduce errors can result in decreased accessibility to benefits by 
legitimate claimants: 

II 

II 

Pressure on eligibility workers to rule conservatively on 
discretionary matters and thereby reduc~ ineligibiiity and 
overpayment errors may generate an increase in 
underpayment errors and incorrect denials of eligibility. 

Increase in the frequency of reporting or the extent of 
documentary verification required of clients increases the 
burdens on clients and the rate of denial of applications 
for failure to comply with procedures. 

II. .Requiring.more extensive.case i~vestigation by eligibility 
workers! lf not accompan1ed by lncrease in staff, may 
result ln delays 1n processing applications." (Bendick 
1978: 36-37) , 

(2) Maximizing accuracy costs money. The Urban Institute study 
concluded that "reduction of error rates is associated with rises in 
administrative costs. In such circumstances, the concern that the 
incremental rise in administrative cost under a program of further 
corrective action might be larger than the inC:i'emental savings in payment 
errors avoided is a legitimate concern." (Bendick, 1978: 34). A 1977 
study by the House Agriculture COlill1ittee estimated that "complete 
verification of every aspect:pf a Food Stamp application would take twelve 
hours and would ~ost eight times as much in additional salaries as it 
would save in reductions in fraud and error." (Stover, 1981: 21) 

(3) M~ximizing one or more of theie goals may conflict with other, 
nonprogNl1Ir1atic goals, 'such as mainta~ing good relations with recipients, 
legislators, or work associates. Recipients and sympathetic legislators may 
rebel against increased "harrassment,1I caseworkers and their unions may 
object to increased paperwork, etc. 
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Our point is ~ t~at program administrators are unaware of or reject 
the goal of controlling fraud, but rather that their pursuit of this goal is 
inevitably constrained by other goals which they must simultaneously pursue, 
and which may have higher priority. 

The Decentralization of Power. An administrator who wants to reduce 
fraud in his program has only limited opportunities to do so, since power in 
benefit programs is widely decentralized. Many people are in positions 
where they can contribute to the reduction of fraud, but no one has control 
over all of the units which play, or might play, roles in fraud control. 
With regard to the processing of individual fraud cases, for example, the 
welfare agency has the power to reduce or terminate benefits (although the 
recipient can appeal this decision to the courts). The power to impose 
additional penalties or to order repayment of excess assistance, however, 
lies in the hands of the civil and criminal courts; in many states, the 
welfare agency can go to court only with the approval of a prosecutor or 
independent investigative agency. While the welfare agency has the power to 
initiate enforcement actions, it is the prosecutors and judges who decide 
whether these requests will be pursued. 

With regard to the day-to-day administration of benefit programs, there 
is an almost total decentralization of power: virtually all decisions about 
individual cases are made by the caseworkers, eligibility technicians, and 
intake officers who process applications and redeterminations, and carry out 
other case management functi ons. Reg~rdH~ss of what is said in federal and 
state policy directives and verification manuals, if these front line 
workers do not coll ect re1 evant i nformati on or i gntlr'e i nformati on they have 
received, erroneous payments will be made. While incorrect denials and 
underpayments can be corrected in the appeal s proce~_~, and a few errors "Ii 11 

be caught by quality contr.o 1 revi ewers or computeri ~:11(d matchi ng programs, 
),' . \.r, 

most approvill s and overpayments whi ch are not caught'ht the local offi ces 
will continue to go undetected. Supervisors have little control over these 
decisions, since it is almost impossible to prove that a worker's negligence 
caused an error; staff unions and civil service rules make it difficult to 
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discipline employees who do not follow agency procedures. In states in 
which benefit programs are administered by county agencies, state officials 
have even less control over local workers. 

With regard to basic issues of benefit program policies and 
administration, power is to some extent shared by state and federal 
agencies. Annual state plans are submitted to federal funding agencies; 
l~.nless it is found that the plans are not in compliance with federal 
guidelines, the federal agencies must fund specified percentages of program 
and administrative costs. Policymaking power, therefore, lies primarily at 
the state level, with federal agencies retaining a residual veto over state 
decisions. 

The role of federal agencies in supervising state program 
administration has varied over the years. From the mid-1930s to the early 
1950s, federal agencies closely monitcred state plans and rejected 
noncompliant proposals; since then, however, negotiation and compromise have 
been more typical patterns (Steiner, 1966: Chapter Four). It is unclear 
whether the decline in confrontations has come from widespread state 
compliance, from fear that Congressional unhappiness with program costs 
poses a greater threat than any state's 'Individual trangressions, or from 
the political reality that, as Gilbert Y. Steiner puts it, "No 
administrative agency is so politically insensitive as to take untimely 
punitive action against a state official who has friends in high places in 
Congress or the White House." (1966:88) 

While formal rejection of state plans is thus unlikely, the federal 
agenci es have a vari ety of techniques by whi ch they can push the states in 
desired directions. Special funding is available for states which establish 
such programs as management information systems, fraud units, or child 
support enforcement units. Favored states can be granted waivers of federal 
requirements and given funding for demonstration projects. Less favored 
states can be harassed with noncompliance audit reports. Fundamentally, 
though, federal agencies have only a lim'fted capacity to monitor state 
administration; the 1977AFDC study by Booz, Allen, and Hamilton concluded 
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that "Information on many areas of administrative perfonnance is not 
currently reported to HEW ••• Compliance monitoring is not conducted in a 
comprehensive manner •••• In the absence of dynamic Federal leadership, 
State and local agencies have to function with non-specific statements about 
Federal administrative priorities and performance standards within the AFDC 
program. II (Booz, Allen, and Hamilton, 1977: 27-28). 

While our case studies confinned this assessment that the states play 
primary roles in the forrnulation of welfare policy, we must point out that 
at the time of our field research (1981), it was unclear whether fiscal 
sanctions tied to error rates (the Michel Amendment) would signal a return 
to stronger federal control. A 1977 study of state corrective action 
programs concluded that HEW's fiscal sanction regulations had "prompted 
states to redirect management attention to reduction of reported errors." 
(Touche, Ross, 1977: 116) While the state officials we interviewed were 
clearly apprehensive about the possibility of sanctions, they also knew that 
federal agencies have been more interested in "good faith" compliance 
efforts than in imposing penalties; all will be watching closely to see how 
federal agencies react in 1983 and 1984 as the congressional error rate 

deadl i nes pass. 

The Uncertainties of Technology. If an administrator wants to reduce 
fraud and has control over relevant people and resources, would he know what 
to do? Even if he is a competent administrator would he know what specific 
steps to take? An official of the American Public Welfare Association 
sUll1lled up the frustration felt by many welfare administrators. "Sure , they 
know they have fraud problems, and they are concerned about them, but they 
don't know what to do. Most of the time, they feel that the politicians 
don't care about f)'aud problems. Legislators don't have any answers either; 
if they get mad enough p a'l1 they know how to do is fi re the di rector! II 

Uncertainties about means-ends relationships in fraud control have 
several sources. The first is a pervasive lack of data about the 
consequences of corrective action programs. The quality control system 
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provides information about the types of fraud which exist in the program 
(unreported income, absent children, etc.) and thus identifies targets for a 
corrective action program, but it does not tell the administrator who is 
causing the problem (which offices or workers are more accurate than others) 
or what response, if any, will solve it. In part, this is a result of the 
small sample size of the QC process; while sufficient to measure statewide 
error rates, the samples are not statistically valid for local offices. 
Even where, as in Illinois, the states draw larger samples to measure 
office-level error rates, so few fraud cases are found that the 
administrator can't reach statistically meaningful conclusions about the 
causes of fraud or the effectiveness of different response options. As a 
1980 study of AFDC administration in Wisconsin concluded, "For most local 
agencies in this state neither the critical infonnation on quality nor 
appropriate local procedures to monitor quality are presently availab1e." 
(Witte, 1981: 28) 

Second, even if accuracy data were available, the administrator would 
find it almost impossible to conduct credible cost-benefit analyses. The 
Wisconsin study offered the following comparison: 

In the private sector, attempts to correlate error levels with sales 
volumes and customer complaints are possible. Further, in an 
environment where work standards are common, the costs of production 
changes introduced to solve quality problems can at least be estimated 
so that some measure of the marginal cost of lowering the error rate 
can be made. 

In the state of Wisconsin. and I believe in almost all other states 
these conditions are not present •• '. estimates of an acceptable l~vel 
of error are mixed. Attempts to rationally calculate the types of 
errors that are easy to avoid, and should be easy to eliminate become 
very controversial once the discussion moves beyond the most obvious 
technical errors and comes to rest on the issue of client versus agency 
error. Similarly, with the exception of innovations like a fraud 
investigator, cost data for initiating new administrative procedures 
will be very difficult to ascertain •••• As a beginning it will be 
necessary to establish work standards and labor reporting networks so 
that costing can be based on process rather than on line item budget 
categories •••• An accurate measure of the cost-benefit tradeoff in 
reducing errors in AF~ or other social proQrams is impossible at the 
present time. The prOblem WOUld become more diffiCUlt if we were also 
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to attempt to factor in the decline in quality of service as a cost. 
(Witte,1981: 29; emphasis in original) 

Thus, welfare administrators may well find themselves in situations 
where the costs of innovation (budget costs, staff resistance to change, 
recipients' protests, etc.) may be far more predictable than its benefits. 
As political scientist Gilbert Y. Steiner concluded about the lack of 
innovation in welfare programs generally, "Without infonnation, and with 
media of communication available to broadcast blunders widely, policy-makers 
sensibly find the status quo to be the only possible policy." (1966: 
141) • 

Administrators' Responses: Incentives and Disincentives. 
Administrators respond to fraud issues, then, in settings in which goals are 
conflicting, power is decentralized, and the technology of control is 
uncertain. Their responses in the Fraud Control Game also take place in 
setti ngs \"hi ch are ; nfl uenced by events in the other games descri bed in 
Chapter N'lne. Trying to satisfy recipients' demands in the Welfare Policy 
Game, for example$ may antagonize the governor and legislature in the Fiscal 
Po li cy Game, try; ng to sati sfy federal age nci e s' demands for ti ght control 
in the Intergovernmental Relations Game may antagonize agency subordinates 
in the Public Administration Game, etc. Because of other past, present, and 
future plays in these games, administrators may have few resources available 
to spend on plays directly dealing with fraud control issues. 

While there will be substantial variations among settings, over time 
and from place to place, administrators will act to increase fraud control 
efforts when they see more incentives than disincentives to do so. Their 
calculations of incentives and disincentives will be affected by the 
following factors: 

(1) Incentives to control fraud are usually less significant to 
admi ni str'ators than i rlcenti ves to mai ntai n the flow of benefi ts to 
recipients. Therefore, fraud control strategies which interfere with 
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routine case intake and case management processes will be adopted less 
frequently than strategies which do not interfere. 

(2) Incentives to control fraud are less significant to administrators 
than incentives to control costs and errors. Fraud control strategies which 
will reduce costs and errors will be adopted more frequently than strategies 
which increase, or leave unaffected, costs and error rates. 

(3) incentives to control fraud will be increased by threats to the 
autonomy of the agency. Such threats can be caused by scandals, legislative 
investigations, or fiscal crises. 

(4) Disincentives to control fraud will be reduced if the costs of 
control efforts are absorbed by someone else (e.g., if another level of 
government will fund control efforts, if another agency will provide the 
staff to handle investigations and prosecutions, etc.). 

(5) The distribution of incentives to control fraud is inversely 
proportional to opportunities to control fraud. Federal and state 
administrators face the strongest incentives but the weakest opportunities, 
while local caseworkers have the most opportun'ities but the fewest 
incentives to do anYthing about fraud. 

Let us look at each of these propositions in detail. 

(1) The Primacy of Service Delivery. The delivery of benefits to 
AFDC, Food Stamps, and Medicaid recipients is the reason for the existence 
of the welfare system, and the pOSitions of most federal, state, and local 
welfare administrators are defined in service-delhery rather than accuracy 
or efficiency terms. The' welfare process is organized to satisfy the 
imperatives of processing applications and issuing checks. Failing to 
satisfy these imperatives can lead to court injunctions or penalties, and/or 
to protests by recipients and legislators. While the administrator may be 
able to justify some delays and burdens placed on applicants to prove their 
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eligibility, there are outer limits to the controls which can be installed 
in the name of accuracy. More fundamentally, administrators (as opposed to 
control personnel) are likely to feel that accuracy is not their problem: 
their agency exists to alleviate poverty, not to catch cheats. As a result, 
they will feel that the delivery of adequate benefits with reasonable speed, 
courtesy, and efficiency is a sufficient goal; someone else can worry about 
whatever mistakes are made. 

(2) The Primacy of Cost- and Error-Reduction. Most taxpayers do not 
like to pay for welfare programs, and agencies threaten to impose penalties 
for agencies with high error rates. Program administrators can thus expect 
prompt criticism if their records on either criterion look bad. Controlling 
fraud, as distinct from controlling costs or errors, is less easily measured 
and less likely to attract attention unless a scandal occurs. 

The differences between reducible costs, errors, and fraud can be 
illustrated by Figure 13 • While their relative magnitude and the extent of 
overlap will vary from state to state, the figure illustrates several facts 
which administrators must consider. (a) Costs can be reduced in situations 
where neither fraud nor errors have occurred (subset 1). Eligibility 
policies and benefit levels, for example, can be reduced with the consent of 
the legislature, and the application process can be delayed or made so 
inconvenient that some applicants will go away. An active program to locate 
missing parents can produce a source of chlld support which will reduce or 
terminate AFDC eligibility, or which will.provide third-party liability (the 
father's health insurance) reducing Medicaid costs; it may also (subsets 5 
and 6) uncover fraud by proving that the parent is not missing and/or has 
been providing support which the recipient has concealed. (b) Many errors 
which are counted in the state's error rate involve neither fraud nor 
reducible costs (subset 2). Examples would be missing birth certificates or 
social security numbers, the failure of eligiule recipients to register for 
the WIN Program, etc. These do not involve fraud un1ess the recipient 
intended to deceive the agency (subset 6); they do not reduce agency costs 
since the agency must continue to award benefits once the error is 
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1 - No fraud or error. but potential cost reduction 
2 - Errors involving neither fraud nor reducible costs 
3 - Fraud (with intent to deceive) not involving error nor costs 
4 - Errors not involving fraud. bur affecting costs 
5 - Fraud; correction would reduce benefit levels 
0- Errors involving fraud. no cott reduction 
7 - Errors involving fraud and affecting reducible costs 

2 
ERRORS 
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FIGURE 13 ,!I,DMINISTRATORS' CONTROL TARGETS: COSTS, ERRORS, AND FRAUD 
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corrected. (c) Some cases of fraud do not involve errors if the concealed 
event took place after a correct eligibility decision was made (subset 3, if 
the concealed item did not affect benefit levels, or subset 5 if benefits 
would be reduced). (d) Finally, many errors which impose costs do not 
involve fraud, (subset 4) if the agency incorrectly calculated benefits or 
the recipient's concealment was unintentional. 

Administrators, as a result, might respond to these possibilities 
differently, depending on priorities, estimates of the extent of overlap 
among these subsets, and the expected ease of dealing with one target rather 
than another. If the agency is in danger of an error rate sanction, for 
example, a crash program targeted on social security numbers or WIN 
registration will produce faster results with less staff effort than 
investigations to detect unreported income. Costs, on the other hand, can 
be reduced more qui ckly by requi ri ng monthly reporti ng or burdeni ng the 
applicant with greater verification tasks; either response will discourage 
the fainthearted as well as those who have something to hide.4 Our point 
is not that administrators will deliberately ignore fraud issues (subsets 
3,5,6,7) in setting their control stategies, but rather that subsets 1, 2, 
and 4 may be easier to address and offer payoffs more immediately valuable 
to the agency. 

The importance of cost factors can also be seen in agency policies 
regarding responses to specific cases of excess assistance. Once the 
recipient's grant is revised to provide the correct award, or terminated for 
ineligibility, efforts to recover overpayments or to seek civil or criminal 
penalties are of limited value to the administrator. While the work 
involved is usually small, prosecution is a low benefit/high cost option. 
Apart from the general deterrence or political merits of prosecution, it 
does nothi ng for the welfare agency whi ch cannot be accompl i shed by simply 
kicking the recipient off the rolls. L.ess than one-fourth of the fines 
ordered by courts are everpai d; in the rare case where the defendant is 
sent to jail, the welfare agency usually has to pay for foster case for her 
children. Unlike the Medicaid pt'ogram in which conviction terminates a 
provider's eligibility, AFDC or Food Stamps convictions do not by themselves 
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debar a recipient from future benefits, so prosecution gives the agency no 
additf.onal protection against a particular recipient. Furthermore, by 
sending a case outside the agency, the agency loses control over the terms 
of disposition, becomes subject to the schedules and reqUirements of the 
prosecutors, and exposes its failings to public view. 5 

The costs of trying to recapture overpayments are low, but the benefits 
var,y, depending on whether the recipient remains on the rolls and whether 
she has attachable assets. If she remains on the rolls, the overpayments 
can be recaptured from future welfare checks (grants can be reduced by up to 
10% for repayment purposes); if she is off the rolls and has no assets, the 
probability that a repayment o~der will be honored is low. 

When contrasted with the certain costs and questionable benefits of 
prosecution or repayment efforts, the option of revising or terminating the 
grant becomes qUite attractive. Such actions fit in with normal agency 
routines, since caseworkers are constantly reVising or terminating grant 
a~ards, ~either proactively or reactively. They are supposed to review each 
flle at(/'Ieast once a year, and may check to see if old eligibility 
information is still valid; some recipients will call in to say they now 
have a job, that their husbands have returned home, etc. These actions are 
also simpler than prosecution, since they do not require proof of knowledge 
or intent; more importantly, these responses satisfy all of the bureaucratic 
interests of the agency, purging the rolls of ineligibles or at least 
canceling future excess payments. 6 

(3) Maintaining Agency Autonomy. Under normal conditions, therefore, 
program administrators are likely to have stronger incentives to emphasize 
benefit delivery than to emphasize accuracy; to the extent that accuracy 
becomes a priority, costs and errors may be emphasized over fraud. Within 
limits set by the legislature and by recipient groups and their lawyers, 
administrators can u~ually run the welfare system as they wish. From time 
to time, however, their autonomy is threatened, as the media, legislators, 
governors, presidents, and others publicly criticize agency policies and 
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performance. Some criticisms will come from the welfare lobby, cha11e~ging 
benefit levels and barriers to access; others will come from conservatlves 
and taxp~ers' groups, challenging welfare costs and fraud problems. 

To prevent the occurrence of such threats, or to combat those which do 
arise, admirdstrators can pursue a variety of strategies. One is to deny 
responsibility and shift the blame to others. To the welfare lobby, the 
administrator will say, "We didn't set grant levels, the legislature did. 
Welre so short of staff that we can't get the grants out any faster.

1I 
To 

conservatives, "This is an entitlement program; if that many people are 
poor, our costs have to go up. Besides, have you tried to care for three 
kids on $300 per month?" To combat the image of Cadillac-driving welfare 
queens, the agency will issue statistics stressing that recipients are 

chi1 dren, aged, i nfi rm, or unempl oyabl e. 

A counteroffens i ve more speci fi cally focused on all egati ons oJ II rampant· 
fNUd" involves the creation of a public image of "running a tight ship." 
Central to this image-building will be an emphasis on verification 
pro1cedure s, cross-checki ng, computeri zed matchi ng program, etc • __ "We do 
everything we can to confirm eligibility; how could we have known that she 
had a babysi tti ng job/boyfri end/bank account in another name? II Backi ng up 
th~1 s reputati on for "toughness" can be a stati sti cs game--the number of 
applications rejected (overlooking the fact that the application.was 
approved a week later when the mother brought in the necessary blrth 
certificate), the number of grants cancelled (overlooking subsequent 
restorations), the number and amount of repayment orders issued 
(overlooking nonp~ment), and so forth. Each time that a recipient fraud 
case is prosecuted, the agency can publicize the event. 

In addition to these public relations-oriented responses to external 
threats, administrators can make real changes such as tightening 
verification procedures, allocating more staff resources to control 
functions, and recorrmending punitive acti.on against a higher proportion of 
defrauders. While our case studies provide examples of such strategies 
(e.g., I11inoisl responses to scandals and Washington's responses to fiscal 
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sanction threats), we should also note that most crises are short-lived. 
Federal agencies usually retreat from imposing sanctions, and politicians 
and the media usually find something else to talk about. 7 Unless the 
threat has escal ated to the poi nt where 'Jheads are goi ng to rol1" or the 
threat coincides with something the administrator wants to do anyway (to 
reallocate staff, to dump incompetent subordinates, to punish enemies), most 
administrators can ride out a storm with conciliatory press releases. 

Even though external threats are usually more ephemeral than lasting, 
welfare administrators have paid more attention to fraud problems since the 
mid-1970s. Perhaps the simple fact of public discussion of the issue, 
stimulated by GAO and Congressional diatribes throughout the 1970s, led 
administrators to focus on this aspect of their operations. Some 
administrators may have taken on the problem as a matter of professional 
pride; professionalism may not by itself dictate a specific fraud policy, 
but paying attention to applications and case files is likely to uncover a 
higher proportion of the fraud which occurs. 

(4) The Allocation of Fraud Control Costs. Just as the net incentives 
(the relationship of incentives to disincentives) of an administrator can be 
increased by additional incentives, they can also be increased by a decrease 
in disincentives. One of the disincentives to fraud control which can most 
simply be decreased is costs: if you are rewarded for fraud control, or if 
someone else pays the costs so that it is free to you, your net incentives 
will increase. While specific approaches-will be examined in greater detail 
in Chapter Fifteen, several examples can be mentioned here. At the state 
agency level, federal agencies have paid most of the costs of Child Support 
Enforcement Units and Medicaid Management Information Systems. At the level 
of the individual caseworker, the pursuit of fraud is an extra burden and 
can conflict with other duties. Directly confronting a recipient with 
verification questions ("You don't really expect me to believe that ••• ") 
can be phYsically dangerous, emotionally taxing, and an obstacle to 
gathering the other information the worker needs. If the work of pursuing a 
specific fraud lead {calling employers, documenting excess ~ssistance, 
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packaging the file for prosecution) will be handled by someone else (e.g., a 
centralized investigations unit or collections office), howe~er, the 
caseworker will have fewer disincentives to report it than if she has to do 
all follow-up work herself.8 __ 

(5) The Incongruity of Incentives and Opportunities to Control Fraud. 
Since the early 1970s, Congress and the General Accounting Office have 
repeatedly berated federal benefit program administrators for the recipient 
fraud records of their agencies. While these attacks have created 
incentives for federal officials to reduce fraud, we have noted that they 
ha',e almost no opportunities to do anything. Their QC reports can identify 
the states with high and low error rates, and they can require the states to 
submit corrective action plans. They can offer a few incentives, such as 
demonstration grants and waivers of federal regulations, to innovation-
mi nded states. But un1 ess the basi c pol iti cal superi ority of the states is 
altered, however, they can not in fact impose fiscal sanctions on laggards. 

State-1 eve1 welfare ()ffici a1 s face pressures from both 1 egi sl ators and 
federal agencies to reduce fraud, but their opportunities are limited. They 
can establish centralized fraud enforcement programs (investigative units, 
computer matching programs, etc.) and can modify program regulations to 
facilitate control efforts. Central control over basic program 
administration functions, however, is quite weak. In state-supervised 
systems, the state has virtually no power over county administrators; in 
state-administered systems, control is weakened by union, civil service, and 
political constraints. While administrators may want to use the fraud issue 

,--, 

as an excuse to tighten control over subordinates' adherence to agency 
regulations, efficiency, or productivity, playing in the broader Public 
Administration Game, they may conclude that fraud per se is not their most 
important management problem. Lacking the ability to control d~y-to-day 

administration, they may also conclude that it is more prudent 4Q stay away 
\ 

from fraud problems; without Cl guilty know1edge" of uncontrollable problems, 
\ 

they can try to pass the b1 ame,ion to ',Iocal workers when a case of fraud; s 
uncovered by someone else. 
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While centralized enforcement efforts can look for and respond to fraud 
cases, it is in the local offices and their handling of applications and 
case files that the most frequent opportunities to prevent recipient fraud 
and to catch past mistakes occur. For a number of reasons, however, local 
caseworkers have fewer incentives than their federal or state "superiors" to 
emphasize fraud control. First, front-line welfare workers are poorly 
motivated, burnout occurs quickly, and most expect to move on to other jobs 
as soon/as possible. (Street, 1979: 58) Sa"jaries are set by union 
contracts or civil service pay scales. A study of Illinois AFDC workers 
noted, liThe caseworker has limited incentives to seek out instances of 
clients' not reporting changes. Wage increases for superior performance can 
be earned, but performance is evaluated on a variety 'of activities; there 
is no direct reward system for superior 'investigative' work. Increasing 
cancellations by uncovering ineligibility factors may help in keeping the 
total caseload under control, but it is not clear that this works to the 
caseworker's advantage, because case10ads are periodically redistributed." 
(Zel1er,1981: 57) Within the broad range bounded by superior performance 
ratings and the threat of dismissal! caseworkers have little incentive to be 
efficient. (Lipsky, 1980: 126) 

Second, the work activities of caseworkers are inherently difficult to 
monitor. While supervisors can review, either online or in periodic file 
checks, the formswni ch caseworkers compl ete, they have no way of knowi"g 
whether the casew~rkers in fact completed verification procedures, whether 
the appropri ate questi ons were asked, or whether!! i nformati on whi ch was 

I{ ,_ 

obtai ned was entered in the fil e. Supervi sors Cail. check to' see that the 
ri ght forms were fill ed out, and whether deci si ons were, correct based on the 
information which is recorded, but antecedent activities are invisible. 
There is a very remote possibility that a particular file will be selected 
~or an in-depth quality con~ro1 analysis, but even then the caseworker can 

" argu~ t~at computers were down, sources Were unreachai~l e, or IIthere wasn't 
time II to get everythi n9 done. !i 

\, 

Third, to the extent that caseworkers are subject to their supervisors' 
control, uncovering fraud is not a major priority. In a work environment 
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with a ludicrous overload of instructions (a 1976 study of the Michigan 
welfare program ca1culated that caseworkers were expected to use over 2,000 
pages of agency information, receiving 22 new pages each week; Bernard, 
1979), II agenci es must make a s a fi rst order of busi ness • • • fi 11 i ng out 
scores of forms and constructing voluminous case records." {Street, 1979: 
35) Assuming, in this environment of minimal supervision and wark overload, 
that workers will only attend to those matters which might invite sanctions 
if ignored (Lipsky, 1980: 19), workers will emphasize meeting deadlines 
(e.g., issuing emergency Food Stamp authorizations within 3 days, 
determining AFDC eligibility within 45 days), filling out the forms which 
are needed to issue checks, and generally keeping up with whatever matters a 
reci pi ent Qr' supervi sor wi 11 noti ce. 

A final fector which affects caseworkers' stance toward fraud concerns 
their attitudes toward recipients themselves. Until the 1960s, income 
maintenance functions were combined with social service functions, and 
ca~eworkers tended to develop a measure of familiarity and empathy with 
recipients. With the separation of payment and service functions and a 
decline in home visits, agency-recipient contacts decreased. Which worker 
would deal with which recipient became an essentially random process because 
of high rates of staff turnover and the great deal of mobility that occurs 
among parts of the recipient population. Case10ads change continuously as 
recipients 1 eave or rejoi n the roll s and cha~]ge addresses, and as 
alterations are made in work assignments to cover the case10ads of workers 
who have left ~he agency. (Street, 1979: 61) Given this transitory and 
specialized interaction, it is not surprising that a caseworker"s primary 
reference group becomes fellow workers rather than recipients. (Lipsky, 
1980: 47) 

If caseworkers are detached from recipients, are they hostile and 
suspicious?, Surveying caseworkers in a Chicago welfare office" Naomi 
Kroeger concluded that 60% had basically posit1ve attitudes toward their 
clients (Street, 1979: 51). In a small .. welfare office in Wisconsin, John 
,Witte asked wor'kers lito classify cHents as 'cheats, I who attempt to play 
the system by whatever means; 'casual clients, I. prone to forgetfulness, 
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etc.; and 'idyllic clients' who are scrupulously honest and administratively 
efficient •••• Almost everyone puts the 'cheaters' at a very low level (5 
to 15 percent), while the 'casual clients' were in the majority (40 to 60 
percent) wi th the 'i dy1li c clients' compri si ng about 25 to 30 percent. II 
(Witte, 1981: 20) Combining these figures with the essential 
depersonalization of the welfare process, we might predict that workers will 
develop a personal and warm relationship with a few recipients and a 
neutral, bureaucratic attitude toward most. Toward those few recipients who 
are found to be aggressive defrauders ("cheats," in Witte's terminology), 
however, it is 11 ke1y that caseworkers wi 11 feel anti pathy. Fi ndi ng out 
that Mrs. Smith failed to report her babysitting income may be mildly 
irritating; finding out that Mrs. Jones has three AFDC grants and a 
full-time job will be infuriating. 

Conclusion. Administrators are likely to respond to suggestions that 
they reduce recipient fraud with feelings of helplessnsss, confusion, and 
anger. They feel helpless because of the fragmentation of power among 
levels of government and among the thousands of workers who alone can catch 
most mistakes; in a zero sum situation, resources allocated to fraud control 
must be taken away from some other function. They feel confused because 
they get confli cti ng si gna,as fr'om the pub1 i c, the 1 egi sl ature, and othE rs as 

" . 
to what they should do, and because there are no "magic bullets"wnich can 
be shot at fraud targets. Finally, they feel angry, but at two very 
di fferent groups. Certai nly they are angry at the aggr'essive defrauders who 
rip off the system, but they are also angry at outsiders who use the 
occasional welfare queen to denounce the welfare system. Program 
administrators might say: "These people are poor. Does it really matter 
that much if some of them are making a few extra dollars on 'the side? Is 
recipient fraUd really important enough to justif¥ warfare between federal 
agencies and the state, and to turn the caseworker into a spy?" 
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1. Parallel to the fraud problems posed by Medicaid providers are those of 
Food Stamp issuers, retailers, and wholesalers. While state welfare 
agencies address problems of recipient fraud in the Food Stamp program, 
virtually all control efforts directed at issuers, retailers, and 
wholesalers are conducted by federal agencies (the Food and Nutrition 
Service and Office of Inspector General of the Department of 
Agriculture) and will not be discussed in this volume. The Food Stamp 
enforcement activities of USDA OIG are analyzed in depth in Stover 
(1981) • 

2. Our distinction between program and control personnel is on a 
functional rather than organizational basis because, although all 
benefits are distributed by welfare agencies and all criminal 
prosecutions are handled by criminal justice agencies, intermediate 
control functions (e.g., detection, investigation, and noncriminal 
adjudication) are variously assigned in different states to welfare, 
criminal justice, and other agencies. 

3. "In 1976, New York City introduced administrative controls that were 
credited with reducing the acceptance rate for new welfare applicants 
by half and terminating 18,DOO cases per month. But this was 
accomplished because eligio'les were being turned away 'by very negative 
administration of work and parent-support rUles,' and because half of 
those terminated failed to show up for recertification, to respond to 
mailed qu~stionnaires, or to verify school attendance. Their 
ineligibility was strictly a matter of difficulty or reluctance to pay 
the costs of remai ni ng on the roll s unti 1 forced to do so. Meanwhil e, 
according to one administrator, welfare centers are 'overcrowded,' 
'noisy,' and 'dirty.' 'Some clients wait four to five hours for 
service and too often are required to make more than one visit to the 
center to complete their business. In addition, they don't know the 
names of people who are serving ther.~' In these and other ways, 
eligible clients are asked to p~y the costs of seeking relief." 
([i pskY, 1980: 104; emphasi sin ori gi na1) 

4. In times of fiscal stress" administrators may expect to be praised for 
such'cost-c utti n9 endeavors (at 1 east by those who worry about budgets 
rather than recipients). Under som,e circumstances, however, reducing 
the wel fare roll s can be costly; 1 Hie the admi nfs,~rator of a school 
district with declining enrollments~ welfare administrators in systems 
which allocate staff positions on a capitation basis may'find that with 
fewer welfare cases, they are giVen fewer positions. 

5. Why, then, are any cases prosecuted? While we would need a detailed 
analysi s to determi ne exactly when more severe responses are employed, 
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two guesses might be made. First, some cases may fall under the 
category of "aggravated offensesll--e.g., cases where the recipient 
systematically deceived the agency by setting up multiple grants with 
fictitious social security numbers, concealfng a full-time job, 
claiming nonexistent dependents, etc.--and are l'Ikely to annoy the 
agency to the point where they want to retaliate by putting the 
recipient through the inconvenience of prosecution whether or not a 
real penalty will be imposed. (Cf. Gardiner's 1969 analysis of 
traffic officers' perceptions of moving violations.) Second, agencies 
are likely to feel that they have to push at least a few cases either 
for purposes of deterrence or as a matter of public relations, 
convincing legislators or the public that tax funds are being carefully 
protected. The selection of specific (non-aggravated) cases for 
prosecution may be based on processing convenience (e.g., it is easier 
to prove that the recipient has a full-time job than to prove that her 
spouse in fact lives at home) or may be a virtually random selection 
from among possible targets. 

6. Thi s expl anati on parall el s Robi n' s n 970) cuncl us; ons as to why 
department stores rarely prosecute employees who steal: firing 
thieves, possibly with restitution, got rid of the problem and avoidad 
publicity. Unlike ordinary crimes against persons, Robin notes, no 
particular person in th~ store was Victimized by the theft, so even 
though "the company" may have suffered a loss, no official had a 
personal stake in retribution. The obvious parallel would be that 
welfare fraud does not injure any specific welfare bureaucrat. 

7. On the relatively short life of police corruption scandals and the 
rapid return to "business as usual," see Sherman (1978). 

8. On the tendency of paperwork requirements to keep caseworkers from 
reporti ng fraud i nci dents, see Denni s (1981: 59) • The impact of a 
shifting of paperwork requirements to a central collections unit in 
Illinois was discussed in Chapter Three, huprah Lipsky (1980: 146) 
and Witte (1981: 23-25) also point out t at t e, designation of 
speci ali zed i nvesti gators reli eves the income ma'i ntenance worker of 
concerns about overpayment issues; while this reduces role conflict 
(a 11 OWl ng the wot~~er to be a good guy, handi ng out the money), it may 
also be dysfunctional, leading them to ignore the problem completely. 
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CHAPTER TWELVE 

PROGRAM ADMINISTRATORS' PERSPECTIVES ON 
CONTROLLING MEDICAID PROVIDER FRAUD AND ABUSE 

Medicare and Medicaid are the great~st measures yet devised to make the 
world safe for clerks. (Drucker, 1978: 40) 

With substantial help from the media and Congress, the issue of 
Medicaid ~rror has tended to be presented as a morality play; perverse 
providers and welfare cheats conspire to rip off government; lethargic 
or incompetent bureaucrats fail to get tough with them; the noble 
"public" loses. To some extent, of course, cupidity, incompetence, and 
administrative spinelessness do account for error. But the issue of 
error looms as vastly more complex than this morality play conveys. 
Somt!times the defin'ltion of error is far from clear; failure to detect 
error may often be not so much a matter of a will but of a way; what 
appears on the surface as incompetence may reflect more basic 
dysfunctions in the personnel game (for example, low salaries and high 
turnover); a seeming unwillingness by federal and state officials to do 
the things necessary to combat error may reflect a reasoned judgment 
that the economic costs of the combat would dw~rf any money saved. 
What often appears as a morality play to the pULVic, then, is a complex 
unfolding of events involving trade-offs among conflicting objectives, 
limits to our understanding about the nature and extent of error, and 
uncertainty over how to design systems to cope with it. (Thompson, 
1981: 147-8) " " 

111 the !;euphori a of mi d..,r960s' concern foy- the problems of the poor, 
many forces combined to create a Medicaid program which would expand 
dramatically. The welfare lobbies which had supported Great Soci~ty 
legislation: wanted to maximize the number of persons who would bE eligible 
and the services which would be pro-~id~d; the various institutiQnal and 

I 

individual provider groups wanted to ensure that they would be included in 
each state's plan and that reimbursement rates would be as high as 
possible. Meanwhile',. both "federal and state bureaucracies hurried to cash 
in on the new and open-ended source of funding. (The development of 
~dicaid from 1965 to 1973 is described in Stevens and Stevens, 1974.) In 
both t,he Health Policy and the Ij1tergovernmen,tal Rp.lations games, therefore, 
recipients, providers, and bur'eaucrats shared a cOlmlOn interest in an 

. 0 . 

expansbe approach to implemen~~tion; g~tting recipients into the system and 
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payments out to providers overrode concern for designing a program which 
would facilitate or even permit control of expenditures. 

As Medicaid grew in the late 1960s and early 1970s, however, it came 
under attack from a variety of sources. The attacks took several forms, 
each assuming a different problem and a different solution. 

(1) State Medi cai d programs cover more services than taxpayers can 
afford; coverage should be reduced. 

(2) Too large a share of the population is being covered; eligibility 

should be reduced. 

(3) More is being paid than is necessary to secure covered services; 
less expensive delivery systems should be developed. 

(4) Recipients are seeking and/or providers are giving mere services 
than are "medically necessary"; loveruti1ization" should be 

reduced. 

(5) Medicaid programs are contributing to the health problems of the 
poor by supporting drug habits, sleazy nursing homes, incompetent 
physicians, etc.; payments should only be made for "qua1ity" care. 

J> 
Ij 

(6) Ineligible recipients are gaining access to Medicaid benefits; 
ineligibles should be identified and terminated. (Unlike the AFDC 
and Food Stamps programs, in which benefits are scaled to the 
degree of need, r~edicaid eligibility is a yes-no decison. While 
the medically indigent must "spend down" their own resources 
before Medicaid assumes liability, al1,recipients have equal and 
unlimited 'access to services. (An l,\erroneous AFDC or Food Stamp 
award might cost the state $100 to $300 per month, but an 
erroneous admission to Medicaid eligibility could cost thousands 
,of ,dollars in hospital, nursing home, or doctor bills. 

II 
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(7) Providers are fraudulently billing for services never provided; 
defrauders should be identified, their claims disallowed, 
penalties imposed, etc. 

(8) Through simple administrative errors, program agencies are paying 
for uncovered services, for uncovered patients, for duplicate 
claims, for claims covered by insurance or another program, etc.; 
administrative systems should be improved to provide more accurate 
claims processing. 

(9) Even when providers submit proper claims, the Medicaid agencies 
are slow in processing them, demand "",nreasonable" documen;tation 
or'?okkeeping, etc.; claims should be paid with maximum Speed and 
minimum "hassle." 

While all of these attacks were directed at the Medicaid pY'ogram, a 
number of them concerned problems over which program administrators have 
little control. Congress and the state legislatures specified the services 
to be provided (#1) and the classes of recipients who would be eligible 
(#2). The costs of service delivery (#3) to some extent depend on 
Congressional decisions to utilize commercial~health care providers 
("mainstream medicine") and to reimburse hospitals for their full costs, and 
on state legislative decisions regarding reimbursement rates for nonhospital 
services. 

Medicaid agencies also have little control over recipients and 
providers. The extent (#4) and quality (#5) of utilization are 
overwhelmingly based on decisions made by recipients and providers. 
Recipient~ choose which provider to patronize; providers choose whether or 
II 

no~ to participate in the program, and which services to give each patient. 
(Overutilizing recipients can be "locked in" to designated providers, and 
overproviding providers can be forced to secure prior approval before giving 
servi~e, but a~ others can do as they wish.) Recipient eligibility (#6) is 
determined by th~Socia1 Security Administration (for SSI recipients) and by 
the welfare agencies (for AFDC recipients and the medically indigent). p ,', 
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Provider licensing is controlled by state health, hospital, or licensing 
agencies. Any licensed providers who agree to the terms set by the Medicaid 
agency (maintaining records, accepting Medicaid as full payment, etc.) can 
participate in Medicaid, although they can be subsequently suspended or 
terminated for abusive practives. (Termination by the Medicaid agency does 
not, however, lead to automatic license revocation, as the licensing agency 
conducts its own revocation proceedings.) 

The first six listed attacks on Medicaid, therefore, centered on 
problems which were built into the basic design of the program (recipient 
categories, service coverage, and reliance on commercial providers), or 
which were controlled by other agencies1 (eligibility determination and 
provider licensing), recipients (provider selection), and providers 
(treatment plans). Program administrators could play marginal roles. in 
recommending alternative coverage or reimbursement policies to the 
legislature, and could monitor provider and recipient utilization decisions, 
but ultimately the central components of these issues were out of. their 
hands. 

The last three attacks--provider fraud and abuse (#7), claims 
processing error (#8), and delay (#9)--however, concerned matters which were 
more amenable to actions by the program agencies, since the agencies 
controlled the claims processing system and could develop programs to 
identify fraud and abuse. In establishing control programs, however, 
Medicaid administrators had to cope with problems arising out of conflicting 
objectives and incentives, the political power of providers, and primitive 
techno1 091. 

The Problem of Provider Participation. Administrators of welfare 
programs, such as AFDC or Food Stamps, deal with essentially captive 

'I populations; welfare recipients have nowhere else to seekpassis~ance. 
Medicaid administrators, however, do not have capt~ve p~~iders: unless 
providers agree to enroll in the program, recipients will not receive health 
care. As ths director of the New Jersey Medicaid program put it, "We exist 
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in a symbiotic relationship with our providers. We need them and they need 
us, but in most respects we need them far more than they need us, because 
this is a very rare and valued technology that the health professionals have 
a monopoly on." (Problems of Medicaid Fraud and Abuse, 1976: 113) 

At the same time that legislators and the media demand that the 
Medicaid agencies cut costs and increase accuracy in claims processing, 
provider groups are demanding higher reimbursement rates and faster 
payments. The "conlnercia1 market strategy" (Thompson, 1981: 109) underlying 
Medi cai d therefore confronts admi ni strators with the dil emma oJ tryi ng to 
maximize recipients' access to services while trying to minimize costs, 
payment errors, and provider fraud and abuse. The director of Michigan's 
Medicaid program stated the dilemma explicitly: 

There are two Significant but opposing forces at work in the 
management of the Medicaid prog~am. On the one hand it is 
crucial. that we review, adjudicate, and pay claims i~ a timely 
and equltable manner. If we don't, we will not be able to obtain 
the services of health services providers. Without their 
pa!"ticipation, we deny th'J indigent, particularly aged and 
Chll dr-en, access to the l~ai nstream of qual i ty heal th care. On 
the other hand, since we'3re spending in excess of $2 million a 
day in public funds, it is essential that all claims are 
carefully scr~t!n~ed to ensure that they are valid and proper and 
that the posslbl11ty of program abuse is minimized (Allen 
1979: 33). • , 

State Medicaid agencies have responded to this dilemma in different 
ways. As suggested in Figure 14 , some states have displayed a "provider 
orientation," with high reimbursement rates, simpl~ enrollment and claims 
procedures, rapid payment, and minimal pre- or po~t-payment surveillance of 
claims; other states have shown a more marked "control orientation," 
emphasizing cost containment and verification of claims. 2 

For a number of reasons, a provider orientation was the most common· 
state response in the early years of the Medicaid program. The emphasis in 
the 1 egi 51 ati on passed by Congress in 1965 was on. ac~ess of the"'poor to 
health servi ces, \' rather than effi ci ency and econoll\Y (Thompson, 1981: 114), 
so federal and state agencies were expected to bring providers into the 
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FIGURE 14 A CONTINUUM OF AGENCY POLICIES TOWARD PROVIDERS 
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program as rapidly as possible. Even if some providers were expensive or of 
dubious competence, they were at least offering previously unavailable care 
to th~ poor. 3 

A second explanation for the early provider orientation was the widely 
shared assumption that it was necessary in order to persuade providers to 
participate in the program. In some areas, or for some types of services, 
it was believed that the supply of providers might not equal recipient 
demands, and that accommodative provider orientations would be needed to 
compensate for the below-market rates which the Medicaid program offered. 
Whether a provider orientation was necessary in order to induce 
participation, however, varied from provider to provider. Some individual 
providers and public or charitable institutions accepted Medicaid patients 
as a matter of professional obligation, but others weighed participation in 
Medicaid as a matter of economics: would net revenues exceed alternative 
sources of income? If a provider already had as large a practice as he 
wanted, billing at full market rates, then accepting different patients at 
below-market rates would be costly. Conversely, if a provider had a 
less-than-full practice, or empty beds in a hospital or nursing home, 
Medicaid revenues would offer a new source of business~ (Providers in 
inner-city areas, of course, had to participate in Medicaid or risk losing 
their patients to partiCipating competitors.) The distribution of providers 
among these categories was likely to vary by provider type and by geographic 
area: whil e nursi ng homes and IIshared heal th facH ities" (Medicai d mill s) 
were likely to be available or to spring up in response to the availability 
of funding,4 some specialties were in short supply and some areas 
(particularly rural areas) had few medical providers of a~y sort. 

Were accommodative provider orientations necesr.ary to secure provider 
participation? No one knows, because few states were willing to take the 
risk of trying to find out, particularly in the early days. As ~udith Feder 
and Bruce Spitz note, "With Medicare and Medicaid programs, the government 
constantly faces the threat that hospitals will refuse to treat 
government-financed patients or will provide them 'second-class' care. The 
importance of Medicare and Medicaid revenues makes it unlikely that many 
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hospitals will refuse to serve government patients. But for political 
purposes, an industrywide boycott is unnecessary. Refusal to participate by 
a few prominent hospitals would probably suffice. This threat is believable 
and therefore effective. II (Feder, 1980: 311) 

An additional explanation for Medicaid agencies' provider orientations 
has been the political power of providers. As was noted in Chapter Nine, 
health pl'ofessiona1s enjoy high public esteem, and their associations are 
well-prepared to monitor legislative and agency po1icymaking, mobilizing 
members to descend on the state capitals and going to court to challenge 
statutes or regulations. Bruce Vladeck's comment about nursing homes 
applies to many of the professions participating in Medicaid: IINursing 
homes and their associations spend a lot of money on legal fees, employ 
highly skilled counsel, and are well represented in court. Their hired guns 
are generally better paid, better educated, more experienced, and more 
numerous than the government's, and they win more than their share of court 
contests. II (Vladeck, 1980: 197)5 Given these political and 1itigative 
skills, it is not surprising that providers were a more frequent influence 
on program agencies than legislators, the public, or Medicaid patients. 

Even without political threats, Medicaid agencies may have tended 
toward a provider orientation because, through advisory councils, peer 
review panels, and other mechanisms, they were in day-to-day contact with 
the providers and t~eir associations. Lacking the daily contact with 
recipients of their AFDC and Food Stamp counterparts, the Medicaid 
administrators most frequently heard the providers' side of the story. 
Vladeck's observation about the agencies which regulate nursing homes might 
also apply to Medicaid agencies: "State and local health departments, as 
well as the Public Health Service in HEW, have defined their constituencies 
as consisting primarily of their fellow professionals in the private 
sector. The Bureau of Health Insurance in the Social Security 
Administration similarly showed more solicitude for the interests of 
hospitals and other service providers than for its beneficiaries. 1I 

(Vladeck, 1980: 199)6 
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A final explanation for provider orientations may be the sheer fact of 
technological and/or administrative incapacity, widespread when Medicaid 
began and still common today. It is difficult for a govermment agency to 
hire and retain health professionals able to second-guess providers' 
treatment decisions; when the movement to establish peer review systems 
began in the early 1970s, the agencies were forced to turn the process over 
to the provider organizations. (This delegation, of course, also reflected 
the political domin~nce of the providers, but it is doubtful that the 
agencies could have hired comparable technical staffs themselves.) 
Accounting systems established by institutional providers have, perhaps 
intentionally, made it Virtually impossible for government agencies to 
fathom providers' costs (Feder, 1980: Chapter Six), so they essentially have 
to rely on provider-supplied data. Even the mechanics of paying claims 
overwhelmed many state agencies; 31 states have contracted out all or part 
of their Medicaid claims-processing functions to fiscal agents or health 
insurers (Health Care Financing Administration, 1979: 101). 

The Problem of Incentives for Control. Adopting a provider orientation 
served a number of purposes for both HCFA and the state Medicaid 
agencies--it maximized recipient access to health care serv'fces, it 
minimized complaints from providers, and it made everyone look good: the 
scale of expenditures proved that the agencies were serving an important 
function. HCFA, vis-a-vis the states, and the states, vis-a-vis providers, 
had every incentive to play the Easy Money Game (Bardach, 1977: 66), doing 
whatever was necessary to get the money out. HCFA, the states, the 
providers, and recipients thus had common interests and supported each 
other--until concerns about funding and provider fraud and abuse surfaced. 
When these concerns arose, however, they did so in a setting in which 
statutory policies, organizational incentives, and administrative routines 
militated against regaining control. 

The earliest efforts to control the costs of Medicaid focused on the 
scope of the program and on eligibility. State legislatures considered 
reductions in recipient eligibility,7 optional services, and reimbursement 
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policies. The Social Security Administration and the state welfare 
agencies, as was discussed in Chapter Eleven, sought ways to identify 
ineligible recipients, to identify sources of third-party liability for 
health costs,8 and to pursue child support enforcement actions which might 
also uncover sources of third-party liability.9 

When Congress turned its attention to the administration of Medicaid 
policies, it confronted a decentralized program in which ,he federal 
government had done little to circumscribe state activities. Just as the 
state agencies began with a laisseZ-faire attitude toward providers, the 
federal agencies (HCFA and its prE~decessor agencies, the Medicai d Bureau, 
and the "'edical Servir.es Administration) began with a laisseZ-faire attitude 
toward state agencies. Unlike the AFDC program which, from its beginnings 
in ~935 until at least the early 1950s, had strong central direction, the 
Med'icaid program began with little central leadership; a humber of states 
were off and running with their Medicaid programs in 1966 before the tiny 
MSA staff was prepared to issue regulations and monitor state plans .. 
(Stevens and Stevens, 1974: Chapter Five) 

That V~dicaid began in so decentralized a manner was in part an 
accid~nt of history--federal attention was focused on the simultaneous 
inauguration of the Medicare ptiogram (which was, after all, to be federally 
administered). Medicaid was expected to be a smaller effort (the "sleeper 
amendment" to the 1965 Medicare legislation), and, as a "welfare" program, 
it was seen as fitting in with the states' historic role in providing for 
the poor. Accordingly, federal interest in the Medicaid program was 
initially limited to monitoring compliance with federal policies and 
guidelines~ (Cattani, 1976: 47) Federal monitoring focused on the annual 
state Medicaid plan, specifying eligibility and reimbursement practices. 
Policies deemed not in compliance with federal regulations could lead to 
disallowance of federal cost-sharing, 

In the 1970s, the opportunities for federal control were expanded 
through new legislation providing both incentives and fiscal penalties. 
Special funding was made available for states to establish Medicaid 
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Management Information Systems (MMIS) and Medicaid Fraud Control Units (to 
be discussed in Chapter Fourteen). States were also required to estimate 
through statistical samples the percentage of ineligible persons receiving 
medical assistance. In 1978, the Medicaid Quality Control system was 
expanded to cover payment as well as eligibility errors; and failures to 
identify third-party liability penalties were to be imposed on states which 
failed to meet error reduction goals. (General Accounting Office, 1981: 4) 
ln 1980, Congress added to the MM1S fiscal incentive a fiscal sanction 
threat; not later than 1982, each state had to have an operational MMIS or 
face reductions in federal financial participation in administrative 
expenses. [This requirement did not apply to smaller states, and the 
Secretary of DHHS was authorized to waive penalties if he concluded that a 
state was unable to comply "for good cause ••• or due to circumstances beyond 
the control of the state. 1I (Public Law 96-398, Sec 9Dl (8) (A)] 

Whil e Congressi ona 1 pressure on HCFA to lido somethi ng" about Medi cai d 
costs has steadily escalated, HCFA's influence over the states has remained 
limited. HCFA, like the Social Security Administration, has waived 
requirements for agencies trying to improve administrative systems, provided 
demon$t~ation grants to support innovations, and attempted to coordinate 
technical assistance efforts. Like the AFDC agencies, however. the state 
Medicaid agencies complain that federal regulations are vague, constantly 
changing, complicated, and often unworkable. A 1977 study of nine states 
concluded that noncompliance with federal Medicaid regulations was 
widespread i and "occurs primarily for three reasons: (1) some Federal 
policies are unworkable, and in the interest of administrative efficiency, 
States develop procedures that are out of compliance; (2) Federal 
regulations are difficult to understand, and as a result, states are often 
unaware that they are out of compliance; and (3) states disagree with 
various aspects of Federal policy both for phi1osophical and administrativs 
reasons." (fU'mer, 1979: 199) 

A 1981 stuqy by the General Accounting Office concluded that HCFA was 
doing little to support state corrective action efforts, that responsibility 
for approving state requests was fragmented between regional and central 
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o;fi~es, and that HCFA's regional offices did little either to offer 
corrective action suggestions to the states or to monitor plans proposed by 
the states. (~eneral Accounting Office, 1981: 28-30) HCFA has yet to 
impose quality control or MMIS fiscal sanctions, waiving penalties when 
states submit corrective action plans or appear to be making "good faith 
efforts" to remedy problems. GAO contJ1ented~ "Unfortunately, this emphasis 
on corrective action plans apparently was an effort not so much to improve 
Medicaid management as to avoid imposing the fiscal penalties." (General 
Accounting Office, 1981: 11)10 

These studies by GAO and DHHS confirm the findings of our case studies 
t.hat federal agencies have offered some financial and technical assistance 
for state improvements in Medicaid administration, but that states have 
fundamentally been free to determine for themselves how much emphasis to 
place on controlling provider fraud and abuse. Whether the state agencies 
initially fe1t any incentive to respond to Congress' concerns depended on 
the relative importance of their provider lobbies and fiscal conservatives 
within their state legislatures. So long as providers and recipients were 
happy and there were no financial problems, program administrators had 
little incentive to worry about control issues. Getting the providers in 
and the payments out were difficult enough without worr,ying about errors. 
Federal agencies were unlikely to cause trouble and legislators seemed more 
responsive to the providers' point of view than to centrol problems. The 
states received no additional rewards for establishing control programs 
(Problems of Medicaid Fraud and Abuse, 1976: 56, 106) and it was virtually 
impossible to recapture improper payments,12 so control efforts made 
littl e sense. 

Regaining Control: The Problem of TeChnology. By the mid-1970s, 
Medicaid agencies were given incentives to move toward a control orientation 
when taxpayers and legislators began to complain about the program's costs, 
and when official and media investigations exposed provider fraud and 
abuse. As the statement by Frank Thompson at the beginning of this chapter 
indicated, however. a will to control providers did not provide a way. 
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Technological problems took many forms. One was conceptually simple but 
logistically difficult--the problem of processing millions of claims, 
checking to see that each was for a covered service given to an eligible 
recipient by an enrolled provider. If State X's Medicaid program covered 
eyeglasses, for example, and Jane Smith was eligible for Medicaid, and 
Optometrist Jones had agreed to participate in the program, then a claim for 
$Y should be paid. The claims processing system, manual or computerized, 
state-operated or contractor-operated, had to be able to compare each claim 
form with lists of recipients, providers, services, and fee schedules. 
(Further complications would exist if a recipient had been locked in to 
specific providers, if a service required prior approval, or if the provider 
was required to secure prior approval before giving service.) If the 
recipient was also known to be covered by some other program (such as 
insurance, Medicare, VA benefits, etc.), the system was also expected to be­
capable of rejecting the claim and referring the provider to the source of 
third-party liability, since Medicaid was to be only the payor of last 
resort. 

Th~t it was difficult to build claims processing systems which can 
check these items is suggested by the Medicaid quality control reports. 
During the period of July to December 1978, the quality control studies 
found error rates of 7% in payments for ineligible recipients, third-party 
liability, and processing claims; erroneous payments totalled $635 million. 
(General Accounting Office, 1981: 2) 

Builc.i':i1g a claims processing system which would function with 
reasonable speed and accuracy served the providers' needs for prompt 
reimbursement, legislators' needs for accountability, and administrators' 
needs for management contrql. When the issue of control was expanded from 
claims processing accuracy to identifying provider fraud and abuse--such as 
services which were never provided or services which were medically 
unnecessary--the problem became far more complex. Like the AFDC 
administrator Who must basically rely on the statements provided by 
recipients to determine eligibility and grant levels, the Medicaid 
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administrator must usually accept at face value the assertions of providers 
that they de1ivered claimed services. 

Occasionally a recipient will turn a provider in ("I think Dr. Smith is 
doing something funny") or a provider will trip himself up with patently 
false claims (e.g., a claim for filling a previously extracted tooth or 
nursing home charges for a deceased resident) Without such leads, the 
Medicaid administrator has no idea where his problems lie, or even whether 
he has problems. While the AFDC quality control system can identify the 
f)~equency of each of the types of errors which have been made (unreported 
income, family composition, etc.), the Medicaid quality control system says 
nothing about providers, but only reports the percentages of recipient 
eligibility, third-party liability, and claims processing errors. (~er, 

1979: 196) The Medicaid administrator knows the results of provider audits 
and inVestigations which have been conducted (overpayments identified, 
recoveries, provider terminations, etc.), but cannot know whether they 
represent all of hi s mi stakes or the "ti p of the iceberg, II or whether the 
distribution of mistakes in the entire program matches the distribution 
among claims which were audited or investigated. 

Lacking such information, several approaches were possible. One was to 
proceed randomly, auditing every nth claim to see whether the provider's 
records sUbstantiated claimed services. A second approach was to select 
targets on the basis of their Medicaid receipts; even if the frequency of 
fraud and abuse were to be smaller than for less active providers (which 
was, of course, unknown), the scale of recoveries was likely to be larger. 
If investigations showed that the providers were also offering bad medicine, 
this approach had the additional advantage of safeguarding the greatest 
number of patients. 

Since the early 1970s, efforts have been made to develop a more 
scientific approach to the selection of targets for audit and investigation, 
one which would be more cost-effective than random selection and more 
diversified than targeting the larger providers. The underlying assumption 
of this approach is that providers whose treatment patterns are different 
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resembled those of peers, this approach allowed the agencies to maintain a 
rapid payment system and to avoid contact with providers until intensive 
analysis was called for. 

To provide the methodology for this approach, DHEW began in 1970 the 
development of a model Medicaid Management Information System, whose 
Surveillance and Utilization Review Subsystem (SURS) was intended to: 

-- Develop, over time, a comprehensive statistical profile of health 
care delivery and utilization patterns established by provider and 
recipient participants in various categories of service authorization 
under the Medicaid program. 

--Reveal, for further investigation, potential misuti1ization and 
promote correction of actual misuti1ization of the Medicaid program by 
its individual participants. 

--Provide information which will reveal and facl1itate the 
investigation of potential defects in the level of care or quality of 
service provided under the Medicaid program. 

--Accomplish the substantive objectives stated above with a minimum 
level of manual clerical effort and with a maximum level of flexibility 
with respect to management objectives. (General Accounting Office, 
1978: 32) 

Twelve years later, the SURS systems have yet to fully meet these 
objectives. Like the Illinois experience described in Chapter Six, many 
states had problems in developing operational MMIS systems (see Thompson, 
1981: 135-37). Even when states solved their basic programming problems, 
analytical and staffing difficulties remained. Developing statistical 
profiles requires both categorization of recipients and providers and 
accumulation of historic data; determining what constitutes "significant 
departure from normal medica~ practice" requires some definition of 
"normality"; and a'lalysts must be available in sufficient numbers and with 
sufficient training to review the profiles generated by the computer. A 
1978 study by the General Accounti ng Offi ce concl uded that states we.,re 
having difficulty satisfying these requirements. (General Accounting 
Office, 1978: Chapter Four) There is disagreement or uncertainty as to the 
appropriate composition of comparison groups, as to whether "normal medical 
practice" should be defined statistically (e.g., by the average treatment 

273 

-~-



reflected in claims data) or by panels of experts, and as to methods of 
selecting which of the thousands of "exceptions" flagged by the computer are 
ost likely to merit detailed investigation. (Thompson, 1981: 142-148) The 

:AO report concluded, "States are uncertain as to what indicates abuse 
d/or how many indicators are needed. Thi'~ uncertainty is perpetuated 

an . h . d' t d because the [SURS] system has no capability to determ1ne whic 1n 1ca ors 0 
the best job of identifying potential abusers who are found to be abusers 
when investigated. This missing link--identifying which indicators best 
identify abusers--has not been deve10ped. 1I (General Accounting Office, 1978: 
34) 

Fraud, Abuse, and Administrative Priorities. Scandals and fiscal 
crises have given Medicaid administrators incentives to try to control 
provider behavior. Further experience with MMIS and SURS will solve most of 
the logistical problems involved in high-volume claims proceSSing.systems 
and the diagnostic problems involved in selecting targets for aud,t and 
investigation. Slowly, cautiously, and with elaborate deference to the 
sensitivities of providers, Medicaid administrators have developed programs 
to monitor provider activities. In many ways, this deference says more 
about the social and political status of providers than the lethargy or. 
incompetence of Medicaid agencies. As medical sociologist David Mechan1c 
summarizes the issue, 

There is a great deal of abuse of the Medic~id progr~m by 
unscrupulous practitioners, but such abuse.ls not un19ue, ~s 
ex oses of Medicaid would suggest. Th~ pr1vate pract1~e 0 . 

~'cine and the existence of private 1nsurance to cover med1cal 
~:r! bills on a fee-for-service basis are open to a great deal of 
manipulation and chicanery by practitioners who de~ire to 
maximize their incomes. Phys'icians have been ~uff~ciently 
powerful to make them relatively immune to monltorlnghorb~~ie~, 
and both government and other third pa:ti~s who p~y ~ e u 0 
medical-care bills have been quite tim1d 1n questlon1ng the . 
manner in which practitioners and institutions charge for

1
the1r 

services and justify their operating procedures. (Mechan c, 
1978: 497) 

While their incentives systems have changed so as to move 
administrators toward a control orientation, and technological developments 
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have improved their ability to know where.to look for problems, 
administrators still must make decisions concerning resource allocations and 
responses to individual fraud and abuse cases. The resource allocation 
problem for Medicaid program administrators, as opposed to the leaders of 
control programs, is one of deciding what proportion of staff and other 
resources to devote to control (SURS, audit, and investigation) rather than 
other functions (e.g., provider relations and claims processing). State 
administrators have to deal with finite administrative budgets and personnel 
ceilings, eVen though HCFA pays 75% of MMIS (and SURS) costs. No matter how 
obvious the cost-effectiveness of additional expenditures (e.g., that each 
extra auditor will recover ten times his salalry), the administrator may not 
be allowed to make them, and may well conclude that he also cannot afford to 
take funds and staff away from other functions. 

A more troublesome problem is what to do once fraud or abuse has been 
proven by agency auditors or investigators. Bruce Stuart notes: 

Counting subtle distinctions. intervention strategles are 
unlimited, but they can be classified into some ten basic options 
according to degree of governmental coercion. The least coercive 
strategies include two forms of moral suasion deSigned to induce 
voluntar.y change in provider or recipient behavior: (1) public 
pressure through disclosure and "jawboning" and (2) 
institutionalized peer pressure. Potentially more coercive are 
four methods of tyi n9 reimbursement to II approved beha vi or": (3) 
prior review, (4) prior authorization, (5) concurrent review, and 
(6) postdelivery denial of payment. The most coercive options 
are administrative and judicial: (7) restrictions placed 
directly on recipient utilization and/or provider delivery, (8) 
cancellation of program affiliation, (9) payment retrieval 
proceedings and civil penalties, and (10) criminal prosecution. 
(Feder, 1980: 458-9) 

In Chapter Fourteen, we wi 11 consi der a number of the evi denti ary and 
procedUral problems presented by each of these alternatives. With regard to 
the perspectives of administrators, however, we might note that pursuing 
these alternatives involves different costs. As uudith Feder and uohn 
Holohan point out, "Identifying and proving fraud, that is, willful intent, 
are difficult and expensive. Despite glaring examples in newspaper 
accounts, the line between abuse and 'defensive medicine' is difficult to 
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establish. It is not surprising that states are somewhat unwilling to 
devote extraordinar,y resources to the differentiation. Advocates of 
increased monitoring efforts often overlook the fact that the costs of 
limiting overprovision can be quite high once the most glaring problems are 
eliminated. II (Feder, 1980:52}. 

While it is difficult and expensive to document and defend charges of 
fraud or abuse, it is comnaratively simple to disallow claims (putting the 
burden of proof on the provider to establish that services were provided). 
It is also less difficult to terminate a provider from the program than to 
win a civil or criminal prosecution. The response selected in all 
likelihood is based on two factors--the nature and magnitude of the offense 
and whether the agency wishes to continue to utilize the provider. If the 
offense only involves a small amount, Stuart's first six options are likely 
to seem sufficient. If the offense involves large-scale and repeated 
transgressions, and/or' there are indications that the provider is also 
practicing bad medicine, however, the agency is more likely to want to be 
rid of him or her. Termination, accompanied by disallowance of claims, will 
thus provide some measure of cost savings and prevent a large measure of 
future harm, and can be accomplished through the agency's internal sanction 
processes. Blatantly offensive behavior can be referred to prosecutors and 
the licensing agencies, even though the likelihood that they will act is 
small, as we shall see in the following chapters. 

276 

NOTES 

1. The "single state agencies" administering Medicaid have a variety of 
homes on state organization charts. Twenty-one are housed in welfare 
departments, seven in heal th departments, twenty-one in "umbrell a" 
human resour~es departments, and four elsewhere. (Health Care 
Financing Administration, 1979: 92) 

2. The attractiveness to providers of Medicaid participation thus depended 
no~ simply on reimbursement rates but ;~l so on the speed of 
re1mbursement and the mechanics of enrollment and claims processing. 
Fot' a provider with a large payroll, mortgage, or operating budget, 
payment delays can be very expensive; until the practice was outlawed 
in 1977, many providers responded to payment delays by selling their 
claims, at a discount, to factor'jng firms. Provider complaints about 
delays were so strong that Congress in 1977 imposed fiscal penalties on 
any state which was unable to pay 90% of its "clean claims" within 
thirty days. (Thompson, 1981: 123) Mechanical issues include the 
processes of enrollment (providers can't be reimbursed unless they are 
specifically enrolled in the program), submitting claims, and providing 
documentation when claims ar~ questioned. Most providers are equipped 
to submit claims for insurance reimbursement and, thus, didn't object 
to normal pre-payment claims screening; however, post-payment audits 
and investigations several years after the date of servic~ were 
offensive. As an official of the Illinois State Medical Scciety put 
it, "Doctors can't stand haggling with clerks." 

3. While there is a great deal of self-interest underlying their position 
(tr.ying to avoid having to serve nonpaying or undesirable persons on an 
outpatient basis), there 'is some truth in the following Congres~ional 
testimony of the American Hospital Association: "'Medicaid mill s,' 
despite the occurrence of fraudulent activities, provide a large l(olume 
of services which may be of questionable quality to poor people who 
have few alternative places to go for care •••• It should be recognized 
that the hoped-for closing of fraudulently operated Medicaid mills will 
increase the difficulties of those who are striving to serve the poor 
well and honestly." (Medicaid-Medicare Antifraud and Abuse Amendments, 
1977: 232) 

4. The rapid growth of nursing homes in response to the availability of 
federal funds and tax incentives is described in Mendelson (1974) and 
Vladeck (1980). The importance of government funding to nursing home 
opera'l.:>rs gives the Medicaid agencies greater control over them than 
over other provider groups. (Problems of Medicaid Fraud and Abuse, 
1976: 114) 
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5. It should be noted that Medicaid providers do not always act as a 
monolithic group. While in the early expansionist days the providers 
cooperated in supporting higher rates and lower supervision, they have 
become competitors in avoiding the budget-cutting axe in recent years. 
When they are unable to forestall Medicaid budget reductions, each 
group has fought on'its own to protect its share of the Medicaid 
IIpie. 1I In such situations, less-esteemed or less frequently utilized 
providers such as nursing homes or den/~ists (Feder, 1980: 588-9) 
usually have less political power than phYsicians and hospitals (Feder, 
1980: 311). 

6. Cf. Feder and Spitz' comment about the agencies which set hospital 
reimbursement rates. Even wi thout the threat of boycotts, IIpo1 icy­
makers tend to be more responsive to the particular interests of 
providers than to the general interest of taxpayers and consumers." 
(Feder, 1980: 311). 

7. Issues of Medicaid eligibility are analyzed in detail in Rymer, 1979. 

8. Difficulties in pursuing third-party liability are discussed in RYmer~ 
1979: 151. 

9. The relative importance of different sources of errors in Medicaid 
payments is suggested by HCFA quality control findings. For the 
July-December 1978 period, "approximately $461 million was paid for 
health services to ineligible beneficiaries, $74 million was lost in 
unrecovered third-party liability, and $100 million was wasted through 
claims processing errors." (General Accounting Office, 1981:2). MQC 
analyses do not seek to identify provider fraud and abuse; c1aims 
pt'ocessing errors only indicate that a payment was in violation of 
federal or state regulations. 

10. DH1:.s openly f)pposes fiscal sanctions, feeling that they will only make 
the mismanaged states worse; GAO feels that the sanctions are too 
large, preferring Cl system in which ,;maller sanctions would actually be 
imposed. A GAO report, Y~viewing state MQC efforts, concluded that the 
states were being given incentiv~s both not to cite errors (hoping that 
federal reviewers would not spot them) and to focus on reducing error 
rates rather than taking corrective action. IIBecause corrective action 
is the ultimftte purpose of WlC, the threat of penalties has partially 
negated its expected benefits. 1I (General Accounting Office, 1981: 7) 

11. Similar disincentives face the tirms holding contracts to pay state 
Medicaid claims. ~hile they may have staffing and accounting 
capabilities whiCh are superior to the states, these fiscal agents, 
like the intennediaries who process Medicare claims (Thompson, 1981: 
171-2), are rewardf;d for speed, not accuracy, and they have little 
incentive to verify claims. 

12. Eugene Bardach offers the following general comment about funding 
agencies: 1I0nce the recipient has secured an inflated grant from the 
donor, the donor has little incentive to police the spending of the 
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grant beyond the point of satisfying itself that some acceptable 
minimum was spent on initially stipulated purposes. To police the 
expenditures too carefully would create a risk that it would have to 
withdraw funds and the~by undenmine its own strategy in its Budget 
Game ll (moving money somehow, somewhere, and fast) •. (Bardach, 1977: 73) 
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CHAPTER THIRTEEN 

CONTROL AGENCY PERSPECTIVES ON RECIPIENT FRAUD 

The administration of the criminal law is a hifhl~ selective 
process and involves the use of a wide range 0 d scretion by the 
agencies responsible for enforcing the law. At every step of the 
law enforcement process, from deciding where to send patrolmen to 
look for crime to detenmining how many years a man should be sent 
to prison, the organizations that are responsible for enforcing 
the law make decisions that have the net effect of detenmining 
what types of offenses will come to the notice of officials, what 
kind of offenses and offenders will be processed, and precisely 
how far this processing will go. It is in the day-to-day 
practices and policies of the processing agencies that the law is 
put into effect, and it is out of the strU~gle to perfonm their 
tasks in WayS which maximize rewards and m nimize strains for the 
organization and tHe individuals involved that tHe legal 
processln~ agencies shape tHe law. (Chambliss, 1969: as-86; 
emphasis n original) 

Recipient Fraud Control as a Filtering Process. From the point at which 
a welfare recipient is initially suspected of fraud to the point at which the 
case is clos~d. a series of filtering decisions aid mad~·~decisions which move 
the case closer to civil or criminal adjudication. divert th~ case via 
administrative action, or end the process with nothing being done. Figure 
15 provides a simplified view of the filtering process: investigators scan 
1 eads from a vari ety of sources, referri ng some to proser.utors; prosecutors 
scan these referrals and file fonmal civil or criminal charges on some; judges 
(and occasionally juries) detenmine guilt and pass sentence. (Frequently. 
judges simply ratify agreements made between prosecutors and defendants during 
plea negotiations.) At each stage in the process, decisionmakers can conclude 
that suspicions were unfounded, that further action is inadvisable or not 
cost-effective, or that other actions (grant reduction or tenmination, 
recoupment of overpayments through grant reductions, or voluntar,y repayment 
agreements) are appropriate dispositions. 
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FIGURE 16 FILTERING PROCESSES IN RECIPIENT FRAUD CONTROL 
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The general effects of this filtering process can be seen in Table 13.1, 
which presents AFDC data for Fiscal Years 1971 through 1980 from the annual 
report, IIDisposition of Public Assistance Cases Involving Questions of Fraud," 
compiled by the Department of Health and Human Services from data submitted by 
each state welfare agency. The columns headed IIAdministrative Disposition" 
list all cases in Which a question of fraud has been raised ("Total Cases"), 
cases in which the agency has concluded that there is IIsufficient evidence to 
support a question of fraud ll (IlFacts Indicating Fraud lt ), and cases which have 
been referred to a prosecutor. The ilLegal DisPG'sition" columns, while 
supplied to (JIBS by the welfare agenCies, are based on prosecutors' records; 
there is an unexplained loss of some cases between the cases referred for 
prosecution (B) and the total cases processed by the prosecutors (C), even 
allowing for a time lag. The "Dispositions/Families" columns divide referrals 
and prosecutions by the number of AFDC families supported each year. 

In interpreting Table 15 , we must recognize that state agencies are 
very likely to vary in their definition of a "case ll (some may 1 ist any case 
where a question has been raised, while others may include only those which 
have been checked out), on when they feel that there is supporting evidence, 
and on when the case has been IIreferred" (some agencies may list an cases 
where they have requested prosecution, and others may list only those which 
the prosecutor has agreed to take). If we assume that these problems remain 
constant over time, Table 13.1 shows that from 1971 to 1980, there was a 
seven-fold increase in the number of cases with nFacts Indicating Fraud,1I a 
five-fold increase in referrals for prosecution, and a four-fOld increase in 
actual prosecutions. Controlling for the expansion of the AFOC population, 
referrals (B/E) and prosecutions (D/E) roughly tripled. Looking at rates of 
response to those cases in which there Were facts indicating fraud, however, 
we can see that the rate of referral (B/A) fell from over 50% to less than 
40%, and the rate of prosecutions (D/A) fell from 26.4% to 15.6%. If we -assume that these data reflect actual policy changes rather than improved 
reporting systems or changing definitions,l then the welfare agencies were 
becoming more active in identifying fraud problems and, in absolute but not 
proport 10nal te.~mst sending defraUders to court. Prosecutors were simi larly 
increasing the number of fraud prosecutions, but continued to file charges on 
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Table 15 

DISPOSITION OF SUSPECTED AFDC FRAUD CASES BY WELFARE AGENCIES AND PROSECUTORS 

Administative Dis~osition Legal Of S[!OS it i on Ois[!ositions/Families Facts Referred Prose- Prosecution Total Fiscal Total Indicating for Referral Total cution Rates AFoC Referrals/ Prosecution/ Year Cases Fraud Prosecution Rate Cases Initiated Families Families Families 
(A) (B) (B/A) (C) {D) (Ole) (D/B) --1Q (B/E) (DIE) 

1971 41,767 18,907 10,331 54.6% 10,083 4,988 49.5% 26.4% 2,587,000 .40% .19% 1972 58,851 30,036 17,125 57.0 16,202 8,732 53.9 29.1 2,934,924 .58 .30 1973 98,201 49,907 25,932 52.0 22,000 9,174 41.7 18.4 3,141.407 .83 .29 1974 110,597 63,699 29,542 46.4 25,001 13,126 52.5 20.6 3,178,210 .93 .41 1975 144,306 80,974 39,651 49.0 38,390 17,982 46.8 22.2 3,365,812 1.18 .53 1976 166,342 86,842 40,721 46.9 37.395 18,475 49.4 21.3 
1977 
1978 
1979 
1980 

3,573,038 1.14 .52 183,190 106,687 43.611 40.9 40,901 21,857 53.4 20.5 3.426,147 1.27 .64 220,870 143,449 51,926 36.2 43.291 23,936 55.3 16.7 3,412,654 1.52 .70 225,858 133,847 52,037 38.9 42,300 17,263 40.8 12.9 3,377,498 1.54 .51 248.262 145,783 37,720 25.9 39,938 22,780 57.0 15.6 3,464,761 1.09 .66 

Sources: Data on administrative and legal dispositions are taken from the annual E-7 report, Disposition of Public Assistance Cases 
Involving Questions of Fraud. Until FY 1976, the E-7 report was issued by the National Center for Social Statistics of DHEW's Social and 
Rehabilitation Service; since FY 1977, the report has been issued by the Office of Research and Statistics of the Social Security 
Administration. Data on families receiving AFDC payments is taken from the A-2 report, Public Assistance Statistics, issued monthly by 
the same office. January statistics are presented for each year. 

Definitions: The E-7 reports are compiled from data SUbmitted by state welfare agencies. For the columns listed in the table as 
"administrative disposition," the agencies were instructed to include all cases 1n process where a suspicion of fraud had been raised 
(the "Total Cases" column); the "Facts Indicating Fraud" column includes cases in which the agency has concluded that there is 
"sufficient evidence to support a question of fraud;" "Referred for Prosecution" lists cases which the welfare agency has IIreferred to 
the agency empowered to prosecute." The columns listed as Illegal disposition" provide data on case actions by "agencies empowered to 
prosecute casesj" "Total Cases" includes both prosecutions initiated and cases which were disposed of without prosecution. 
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only 40-50% of the cases they considered. Overall, the proportion of the AFDC 
caseload referred for prosecution rose from .5% to a high of 1.5%, and actual 
prosecutions rose to a high of .7%. 

Control Agency Perspectives on Recipient Fraud Cases. We noted in 
Chapter Eleven that welfare agency administrators are primarily interested in 
the cost containment aspects of recipient fraud; once grant awards have been 
corrected and recoupment procedures initiated, they have little incentive to 
seek additional penalties. This perspective may help to explain the fact, 
shown 1n the B/A column in Table 15 , that welfare agencies send less than 
one-half of their substantiated fraud cases to prosecutors for furth~r 
action. People with control responsibilities (investigators, pros~cutors, and 
judges), however, have somewhat different perspectives on recipient fraud. 
After analyzing their assessments of individual cases, we will consider the 
factors which shape control agency policies on recipient fraud. 

Unlike the caseworkers in welfare offices, control personnel encounter 
recipients through grant files, computer crossmatch printouts, quality control 
reports, hot line tips, etc. ReCipients thus are not seen as poor people 
needing help, but rather as imper~onal objects of suspicion. The suspicions 
may prove to be unfounded, errors may have been unintentional, intentional 
errors may prove to be too minor to be worth pursuing, etc., but controllers 
rarely develop the personalized empathy with recipients which can lead 
caseworkers to deliberately overlook petty fraud. For investigators, 
prosecutors, and judges, cases are appraised more clinically in terms of legal 
issues, what outcome is ~due" the recipient/defendant given the facts of the 
case, and probable outcomes if prosecution is pursued. 

In appraiSing the legal issues in each case, controllers usually find 
clear indications that the recipient rece1ved excess assistance, providing a 
sufficient basis for recoupment or repayment actions. 2 To pursue civil or 
criminal fraud charges, however, controllers also need proof of ~ rea or 
intent. An analysis of charging decisions in welfare fraud cases in Cook 
County noted, liThe primary factor in the decision to prosecute is the Office'S 
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perceptions of the recipient's intent. It is usually not too difficult to 
establish that the suspect has in fact received excess assistance. But 
whether the recipient's failure to report changed income or circumstances was 
an attempt willfully and knowingly to defraud the Welfare Department is not 
alwqys clear, and the question usually cannot be answered by objective 
evidence." (Aikman and Be~'ger, 1967: 296) 

As investigators and prosecutors develop information about a case, facts 
emerge which mqy aggravate or mitigate the primary legal fact of intentional 
fraud. One such fact concerns the conduct of the welfare agency in handling 
the recipient's case--was the recipient informed of her duty to appraise the 
agency of the facts involved in the fraud (earned income, rent receipts, other 
benefits, changes in family structure, etc.)? Did the agency perform 
scheduled case redeterminations using appropriate verification procedures? 
While statutes and regulations clearly place reporting burdens on the 
recipient, agency negligence will weaken a case should it come to trial. 
Further mitigation, in practice if not in law, arises from the personal 
situation of the recipient. "People who are elderly, very ill, or seriously 
handicapped generally are not prosecuted." (Aikman and Berger, 1967: 
297-98) If the recipient is a mother caring for small children, prosecutors 
are as loathe to haul her into court as the wel fare agency is to pay '.~or 

foster care should she be sent to prison.3 Finally, the specific form of 
the recipient's fraud may mitigate its seriousness; failing to report casual 
earnings or short-term changes in family composition may be regarded as 
tolerable "chiseling," rather than culpable behavior deserving formal 
penalties. (On the issue of the "criminality" of white collar crime, see 
Shapiro, 1980: 26.) 

Conversely, controllers may regard some cases as "aggravated 
offensesll--e.g., cases where the recipient systematically deceived the agency 
by setting up multiple grants with fictitious social security numbers, 
concealing a full-time job, claiming non-existent dependents, etc. Such 
aggravating factors ease the controllers' legal burden of proving intent to 
defraud. They may also lead the controllers to want to "get" a morally 
culpable recipient; rather than simply obtaining more aid than he or she 
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deserves, the recipient has gone out of the way to bil~ the system.4 A 
recipient who is secretly holding a government job is felt to be especially 
reprehensible. 

Out of their assessment of the facts of each case, modified upward or 
downward by aggravating or mitigating circumstances, controllers form an 
impression of what should be done. 5 Whether they act accordingly, however, 
is i nfl uenced by thei r percepti ons of hm1 other controll ers wi 11 look at the 
case: investigators in the welfare agency will try to ant'jcipate the 
reactions of prosecutors, and prosecutors will try to anticipate the reactions 
of judges. Since each succeeding filter in the control process becomes more 
selective, investigators must consider whether prosecutors will agree to file 
charges and prosecutors must consider whether judges will convict and impose 
sentences worth ths effort. Cases which clearly fit these expectations will 
be moved along, as will some cases whose fit is more ambiguous. Aggravated 
cases that anger controllers will be processed even if they are likely to be 
dropped, in order to punish the offender with the embarrassment and 
inconvenience of r.rosecution. 

Finally, individual cases are assessed in terms of the amount of work 
involved in each possible disposition. Glancing at a case file and sqying 
"no," of course, is easy; the file is sent back to the welfare office for 
administrative action. How much work is involved in seeking prosecution, and 
who will have to do the work, depend on the nature of the case and work 
assignments in the control system. A fraud case based on documents 
(unreported wage receipts, other government benefits, etc.) is simpler than a 
case which requires extensive interviews (e.g., to confirm cash income, a 
returned spouse, etc.) Some control agencies can call on welfare personnel to 
do this legwork and only have to fill out the necessary papers to issue an 
indictment; others have to do the work themselves, or want to corroborate 
conclusions reached by prior investigations. 

Fraud Control Policies: The Costs and Benefits of Severity or Leniency. 
At each stage of the control process, investigators, prosecutors, and judges 
can alter the se'/ectiveness of their filters, moving more or fewer of the 
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cases before them closer to adjudication and sentencing. Presumably, all 
major and aggravated cases proceed to prosecution and all unfounded or trivial 
cases drop out of the control process. But what determines whether 
intermediate cases proceed or drop out? In some situations, severity or 
leniency is not a matter of choice but is dictated by external factors. In 
our case studies, for example, we saw that Illinois fraud investigators were 
ordered to turn all cases over to the Department of Law Enforcement; decisions 
by the Colorado courts, conversely, essentially meant that no cases could be 
prosecuted. For all control agencies, of course, budgets and staffing set 
outer limits on how many cases can be processed; travel budgets limit the 
number of possible interviews; each investigator and prosecutor can handle 
only so many cases, etc. In addition to the quantity of resources, there may 
be problems of quality; some investigators or prosecutors may not have the 
training or competence to handle fraud cases. 

In many control agencies, recipient fraud cases must compete for 
attention with other activities. Some welfare agencies have no specialized 
investigators, and caseworkers must handle fraud investigations along with 
their other case management duties. In many counties and states, civil and 
criminal fraud prosecutions are but rart of the general caseload of a district 
attorney or Attorney General and most judges see only a few welfare fraud 
cases a year. Thus, unless there is a specialized unit which handles only 
recipient fraud cases (like the Medicaid Fraud Control Units to be discussed 
in the next chapter),6 recipient cases must compete with provider cases, 
fraud cases must compete with property and violent crime cases, and so forth. 

The leaders of control agencies, therefore, must deal with two basic 
policy issues regarding recipient fraud cases: what proportion of available 
resources7 shOUld be committed to them, and what level of severity 
(recommendations for prosecution~ suggested sentences) shOUld be sought. Four 
prototypical policies are possible--to handle a few cases leniently, a few 
cases severely, many cases leniently, or many cases severely. Which of these 
policies is adopted depends on agency perceptions of each policy's costs and 
benefits (strains and rewards, in Chambliss' statement at the beqinning of 
thi s chapter). 
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In some situations, the perceived costs and benefits of control policies 
mqy be influenced by political expectations and community norms. While most 
control acti~ns are low visibility decisions about which few people know or 
care, the bigger "welfare queen" cases will be covered by the media. To the 
extent that control policies become known, severity may be attacked by welfare 
lobbies and leniency may be attacked by conservatives. In rural and 
conservative areas, prosecutors and judges may be praised for "getting tough 
on welfare cheats." Recipient cases are an inexpensive way for control 
agencies to build a public record, at least to the extent that they involve 
processing cases which have already been assembled by the caseworkers. In the 
game of building agency statistics, recipient cases are virtually guaranteed 
successes, and the agency can claim astronomical "savings" for the taxpayers, 
even though fe\i repayment orders will ever be honored. 

Against this incentive for record-building must be balanced the fact 
that, in all but the most notorious cases, recipient fraud cases do not look 
like matters which will enhance the reputation of the control agency. In 
urban areas, severity may be seen as ei ther "harassi ng poor peop1 e" or 
"wasting the tJme of courts when judges should be trying burglars. IIB 

Hauling a woman (often minority, often with a number of children, often poorly 
dressed) into court is not the stuff of which heroic reputations are built. 
Mrs. Smith may, although it is unlikely, be sent to jail, but her friends and 
neighbors will be around to vote next yeai'. Unlike specialized recipient 
fraud control units, generalists face the additional disincentive that most 
recipient cases just don't seem as important as other cases. Unless you can 
combine enough of them to impress the media (IlDistrict Attorney Jones today 
announced the indictment of 23 women who defrauded the state of $173,000"), 
routine recipient cases are less visible than property, violence, or major 
white collar crime cases. 

Unless recipient fraud control policies are currently a matter of public 
concern (e.g., because of a scandal attributed to official laxity or 
recipient complaints about harassment), however, it is likely that a control 
agency will be more concerned about the costs and benefits, if any, which 
might come from other official agencies. While formally independent, welfare 
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agencies, investigators, prosecutors, and judges in fact rely heavily on each 
other. 9 Welfare agencies are dependent on control agencies to process 
enough fraud cases to maintain some degree of deterrent threat and to act on 
the aggravated cases that the agencies want to punish. Control agencies are 
dependent on the welfare agencies for cases, supporting data and policy . 
interpretations, and testimony in court. Each agency also needs help from tne 
others in managing its work load: judges expect prosecutors to exercise a 
screening role to keep IIgarbage ll off the court dockets, prosecutors want 
investigators to screen, and investigators want the welfare people to be 
selective in seeking action. From the opposite perspective, each agency wants 
some guidance from the next agency in the process so it won't waste its time. 
Because of these mutual needs and the fact that they will be working together 
over time, agencies are forced to cooperate and to understand each other's 
point of view. 

Over time, as we1f3re and control agencies work together on cases and 
come to know each other's likes and dislikes, and abilities and limitations, 
expected patterns of behavior become clear. So long as each agency complies 
with these expectations and is satisfied with the results, the control process 
works smoothly. Within limits, agencies may be willing and able to modify 
their control policies to help out other agencies: prosecutors may agree to 
take more recipi~nt cases if the welfare agency is under the gun after' a 
scandal, or the welfare agency may agree to handle more cases administratively 
if the courts have a backlog problem. Following a review of welfare fraud 
prosecutions in Middlesex, New Jersey, for example, an SSA team concluded, lilt 
appears that the courts are highly critical of the welfare system as a whole, 
and are inclined to view welfare fraud cases as a very low priority. Judges, 
who are sympathetic to recipients, often reduce the amount of fraud in a case 
and usually order no more than a token amount of restitution to be paid weekly 
or monthly. The low priority given to prosecuting cases of welfare fraud has 
resu1ted in a large backlog of cases to be presented to the Grand Jury. The 
reluctance of judges to hear cases of welfare fraud has resulted in a delay of 
two or more years before a case of welfare fraud comes to trial. Since the 
Prosecutor's Office and the courts have a limited amount of staff, most of 
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their efforts are concentrated on violent crimes." (Social Security 
Administration, 1981: 11) 

Our Illinois case study showed similar instances of agency 
interdependence in the working out of understandings about control policies 
between the welfare agency and prosecutors in 1978 and 1979. It also showed, 
however, the dangers inherent in Violating understandings: when the United 
States Attorney suddenly prosecuted one hundred recipient fraud cases in 1977, 
the judges told him in no uncertain terms to file charges only on very large 
cases. Since controllers work together over long periods of time and need to 
be able to call on each other for favors, however, such surprises are 
infrequent and warnings are quickly heeded. 

Each agency's cost-lJenefit analysis of possible control strategies, 
therefore, will take into account the possibility that the community, the 
welfare agency, or other control agencies will want it to adopt one or another 
control strategy. If such requests materialize, the agency must also weigh 
their potential Significance, either positive or negative. If the welfare 
lobby complains, will budgets be cut or the prosecutor lose in the next 
election? If the agency opts for a policy of severity, will budgets be 
expanded to provide additional staffing? Will conservatives show their 
support at election time? In short, the agency lnust ask both whether its 
policy choice will lead to reactions from outsiders and whether those 
reactions could be significantly valuable or costly. 

For most control agencies, there is no relationship between workload or 
track record and budgets; repayments go to the government, not to the 
investigative or prosecuting agency, and it will take a very large increase in 
caseloads before bUdget-setters will be convinced that the staff should be 
expanded. Ultimately, the agency may conclude that it is not being evaluated 
on the basis of its recipient fraud control policies (e.g., if these cases are 
unly a small share of total investigations or prosecutions) or that a few, 
inexpensive actions (e.g., proceSSing very clear cases with substantial 
documentation) will provide an lIadequate" record. If the statistics game can 
be played satisfactorily with recovery orders rather than actual recoveries, 
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with convictions rather than long sentences, etc., there is no incentive to 
pursue a more difficult path. 

These assessments of the costs and benefits of alternative policies, and 
the efforts necessary to implement them, are likely to lead to different 
conclusions for different control agencies, and may vary as "get tough" 

NOTES 

pressures arise and subside. Reviewing four New Jersey recipient fraud 1. An alternative explanation might be that the actual rate of fraud was 
increasing and that the welfare agencies were simply detecting and 
referring a constant proportion of it. While no longitudinal data on 
actual fraud rates exist, it is hard to believe that fraud increased by 
700$. 

control programs, for example, the Social Security Administration found a 
vari ety of emphases and strategies. In Gl otfcester Count~, an emphasi s on 
recoveries led to regular use of civil actions. "Middlesex County, on the 
other hand, views the fraud unit as an organization whose purpose is the 
discovery and prosecution of violations of the criminal code as a deterrent. 
Recovery actions are seen as secondary to this goal. Monmouth County 
concentrates its efforts on the recovery of overpayments through recoupment 
from the assistance grant, while Union County is concerned with the 
prosecution of fraud cases as a deterrent and also to assure full restitution 
at the end of the probationary period by obtaining realistic payment amounts 
in the court order. II (Soci a 1 Securi ty Admi ni strati fin, 1981: 16-17) 

We WOUld, expect, however, that several factors apply to all control 
agencies. First, they will uniformly be willing to process the aggravated 
cases, whether to accommodate the welfare agency, to reap the rewards of the 
accompanying publicity, or to wreak vengeance on an egregious cheat. Second, 
they will select, from among the non-aggravated cases, those which are 
simplest to process. Finally, they will attempt, as much as possible, to keep 
control over the disposition of each case; just as the welfare agency may 
prefer the certainty of an administrative disposition to the uncertainty of 
prosecution, investigators and prosecutors may prefer the certai'nty of a 
guilty plea on a reduced charge (e.g., based on a shorter period of 
overpayment) to the uncertainty of a court trial which might, despite 
conviction, lead to the same sentence. ll Specialized agencies 
(investigators in the welfare department, joint investigation-prosecution 
units) will have every incentive to push recipient cases as far as resources 
permit, but generalists may find that there is little reward for doing more 
than a bare minimum to keep the welfare agency happy. 
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2. If a recipient will remain on the welfare rolls, overpayments can be 
recaptured via recoupment (deductions from future AFDC grants). If the 
reci~ient has left the rolls, recovery via civil prosecution is only 
feaslble if the recipient has assets (property, wages, etc.) which can be 
att~ched or garnisheed. (Aikman and Berger, 1967: 317). Administrative, 
ethlca1, and public policy issues involved in the recovery of legally 
awarded welfare benefits (i.e., payments made 'In states which require 
beneficiaries or their estates to repay benefits) are analyzed in Baldus 
(1973). 

3. A study of four New Jersey counties concluded, "In all counties, the 
courts appear to be reluctant to incarcerate mothers of minor children 
since a custodial sentence is viewed ~s an option that creates more ' 
p}"ob1ems than it resolves. With only one overcrowded correctional 
institution for women in the State, the courts feel that the limited 
space available would be better utilized for confinement of those 
convicted for violent crimes. The confinement of a mother with minor 
children also means that the State must make some provisions, usually in 
the form of foster care, for the children. Even if the social and 
emotioryal problems of the families involved cOI~ld be discounted, the cost 
effectlveness of a custodial sentence for welf~re fraud is highly 
questionable. A prefel"able approach used by some courts is the work 
release or weekend custody sentence for cases of flagrant or repeated 
violations." (Social Security Administration, 1981: 17). . 

I n Cook County , Ai kman and Berger found J liThe Offi ce is wary of 
prosecuting when the result might be an increased dependency of the 
client on welfare; e.g., if the prosecution will cause the suspect to 
lose his job, Which will in turn result in his return to the welfare 
rolls, the Office prefers not to prosecute." (1967: 298). 

4. A similar assessment may underlie sanction policies in tax cases. Susan 
B. Long found that the average civil tax penalty assessed in Fiscal 1978 
for federal income tax violations amounted to $4,957 in fraud cases but 
between $22 and $154 in cases involving late payment, failure to paY 
estimated taxes, late filing, or negligence. (Long, 1981: 199). 
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5. David Sudnow, analyzing plea negotiation processes in a California 
metro po li tan court» conc 1 uded II Both the public defender and the di stri ct 
attorney are concerned to obtain a guilty plea wherever possible and 
thereby avoid a trial. At the same time, each party is concerned that 
the defendant 'receive his due.' The reduction of offense X to Y must be 
of such a character that the new sentence will depart from the 
anticipated sentence for the original charge to such a degree that the 
defendant is likely to plead guilty to the new charge and, at the same 
time, not so great that the dafendant does not Iget his due. III (Sudnow, 
1969: 245-46). 

6. In Union City, New Jersey, a demonstration grant from the Social Security 
Administration has funded a special unit combining prosecutors and 
welfare agency investigators. A 1981 reView by SSA found that the unit 
reduced delays in case processing and that "Since the Assistant 
Prosecutor deals exclusively with welfare fraud, these cases receive a 
high priority. His attention and efforts are concentrated in this area 
rather than dispersed among several types of cases. This gives the 
Prosecutor a great deal of expertise with cases of welfare fraud which 
allows him to more readily determine if the evidenc~ in the case is 
strong enough for conViction and if the case would best be handled as a 
criminal violation or as a civil action. He is involved with the case 
from the time of investigation to the time of judicial decision, and is 
more aggressive in his arguments for realistic amounts of restitution in 
the court order." (Social Security Administration, 1981: 13). 

7. While extra federal funding is available to investigate and prosecute 
provider fraud cases (HCFA pays 75% of the costs of Medicaid Fraud 
Control Units), recipient fraud control costs only fall withln the 
"administrative expense" classification for which HCFA and SSA contribute 
50%. Extra funding can be obtained, how~verJ if SSA (AFDC) or DCA (Food 
Stamps) approves an application for a demonstration project. 

8. "As one prosecutor explained, 'Certain types of program fraud cases are 
losers.' ••• It is more difficult to show damage in programs where some 
benefit flows to an individual even though he or she is ineligible to 
receive it, than it is to show when actual harm would be done by 
excluding the beneficiary from the project. 1I (Lange and Bowers, 1979: 
101 ). 

9. On interdependencies among criminal justice agencies, see Colf (1970). 

10. We wish to thank Robert Kagan for his observations on this trade-off 
i SSlle. 

11. Susan B. Long found a similar phenomenon in tax enforcement. IIWith 
crimi na1 sancti ons, the IRS can only recolJllletld prosecution. The Justice 
Department Tax Division and U.S. Attorneys decide whether to prosecute. 
In court, the government must prove beyond a reasonable doubt that a 
criminal offense has occurred, and the Ultimate decision to convict rests 
with a judge or jur,y. . 
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"Imposing civ!l .penalties presents few of these obstacles. The IRS alone 
controls the lnltial decision. It needs consult with no one not even 
the J~stice Department. Further, civil penalties are imposed 
a9minlstrative1y. They are assessed and collected just as any tax, 
wlthout the necessity for any court determination." (Long, 1981: 208). 
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CHAPTER FOURTEEN 

CONTROL AGENCY PERSPECTIVES ON MEDICAID PROVIDER FRAUD AND ABUSE 

Responding to recipient fraud involves dealing with a large number of 
cases, most of which have relatively small dollar values but relatively 
clear violations of eligibility and payment level regulations. Responding 
to fraud and abuse by Medicaid providers, on the other hand, involves 
deal-Ing with a smaller number of cases, each of which may have very large 
dollar amounts and complex evidentiary problems. l Provider fraud cases 
pose different investigation and prosecution problems and are often handled 
by different control agencies than the recipient cases. After a description 
of the processes involved in controlling provider fraud and abuse and the 
technical problems which they pose, we will turn to an analysis of the 
incentives and disincentives which control agencies face in designing and 
implementing control policies. 

Fraud and Abuse Control Processes. Among the millions of claims 
submitted to Medicaid programs each day are some for fictitious office 
visits, drugs which were never dispensed, patients "ping-ponged" to every 
specialist in the clinic, whirlwind trips down the corridors (if nursing 
homes (with each patient allegedly given a IIfull examination"), kickbacks to 
suppliers, inflated overhead costs, and so on. But like most fonms of 
victimless crime,2 provider fraud and abuse are not self-evident. Most 
claim fonms are filled out correctly, covering recipients enrolled in the 
Medicaid program and services which the program provides. In a few cases, 
potent'lal targets for investigation are identifieo by tips from disgruntled 
employees or suspicious patients or the exposes of investigative 
journalists. Other fraud investigations arise~ut of the work of tax 
auditors, health department assessments of hospitals or nursing homes, or 

299 

._.~. ____ . _____ , __ ------..o...-. _____ "~ _____ ._-"'-~ ______ _ 



narcotics squads l surveillance of doctors and pharmacies which supply 
addicts. 

While some potential fraud cases are thus handed to control agencies 
lion a silver p1atter," most have more prosaic beginnings. Some emerge 
almost serendipitous1y during claims processing, when a clerk notices 
something odd--"Didn't we pay the same claim two weeks ago?" "Why would 
this drug be prescribed for that ailment?1I "Why would someone on the south 
side of town drive 15 miles to get new glasses?" Other cases come out of 
routine financial audits, when the provider does not have records to justify 
claimed charges or the paper trail simply "10oks funny." Professional 
Standards Review Organizations (PSROs), in the course of examining Medicaid 
or Medicare utilization records, may report that a provider is offering or 
billing for medically unnecessary services, providing substandard care, or 
failing to document services, and recommend that HCFA or the Medicaid agency 
impose sanctions. Finally, particularly since the mid-1970s, many leads 
come out of computerized analyses (the Surveillance and Utilization Review 
Subsystem--SURS--of MMIS) of billing patterns which suggest provider or 
recipient misuse. 

Once a target has been selected for detailed investigation, auditors 
and investigat(Jrs must review the files of the t~edicaid program and then the 
records kept by the provider. If doubts remain, investigators may interview 
patients or send undercover agents to seek treatment, comparing what 
actually happened with subsequent claims submitted to Medicaid. 
Investigations often expand beyond the particular claims with which they 
started to identify broader patterns of fraud or abuse. 

Technical Issues In the Control Process. Unlike ordinary street crimes 
which have fairly uniform definitions from state to state and involve 
reasonably straightforward investigation and prosecution problems, Medicaid 
fraud and abuse are defined in different ways by regulations issued by HCFA 
and the state agencies, by federal laws, and by state statutes and common 
law fraud provisions. Variations exist in the behavior covered; in the 
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availability of civil, misdemeanor, and felony alternatives; and in the 
penalties which may be imposed. (For detailed analyses, see Lee, 1978, and 
Cattani, 1976.) "Whi1 e each federal and state statutory fraud provi si on 
will have somewhat unique burden of proof requirements, generally the 
government must prove three elements when prosecuting alleged felonies 
arising from Medicare or Medicaid fraud: (1) a material misrepresentation, 
(2) made with knowledge and intent, and (3) which is relied upon by the 
government to its damage or injury (unauthorized benefits). If the 
statutory fraud provision provides only misdemeanor penalties, then there is 
normally no mens rea [criminal intent] required and the mere act may be a 
statutory violation regardless of the defendant's motives and lack of 
fraudulent intent.... Program abuse is a more nebulous concept than fraud 
and 'includes activity wherein providers ••• operate in a manner inconsistent 
with accepted, sound medical or business practices resulting in excessive 
and unreasonab1 e fi nancial cost to either Medicare or Medicai d. III (Lee, 
1978:9) 

Satisfying these requirements, whether for a simple disallowance of a 
claim or for formal prosecution on fraud charges, is technically complex, 
very time··consuming, and often beyond the capacity of many control 
agencies. Unless a tip identif'les a specific provider~ the sheer volume of 
Medicaid claims tends to discourage analysis. A 1978 analysis of MMIS 
systems by the General Accounting Office concluded that SURS subsystems 
often have serious validity problems and, in the absence of sufficient staff 
to generate and analyze reports, have only limited ability to identify 
targets for investigation (General Accounting Office, 1978: Chapter 4). 
Federal and state prosecutors complain that even though SURS printouts 
improve the efficiency of investigations (there are fewer fruitless leads), 
they do not cut down on the work necessary to evaluate documents and 
interview sources. 

The ability of a control agency to prove its case varies with the 
sanction sought: claims can be disallowed if the provider is unable to 
document the service, but a fraud prosecution requires the government to 
prove that the service was not delivered and (i n a felony case) that the 
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provider had knowledge and intent. As Bruce C. V1adeck notes with regard to 
nursing home cases, many Medicaid patients are ineffective sources of 
corroboration of paper evidence. "[Nursing home] residents do not make good 
witnesses, which is a primary reason prosecutors have brought so few cases 
involving physical abuse. Families are easily intimidated. Difficulties in 
measuring, or even defining, the quality of care rendered provide a great 
obstacle to criminal prosecutions." (V1adeck, 1980: 184). Given the 
complexity of Medicaid regulations, it is relatively easy for a provider to 
argue that he did not know that X was a violation of the rules, or that he 
assumed that the bookkeeper was keeping track of what was or was not 
i"eimbursable. 

Compounding the difficulties posed by these evidentiary problems is a 
fundamental staffing problem: Medicaid provider fraud and abuse cases 
involve techn~ca1 problems which are unfamiliar to many of the professionals 
in control agencies. Auditors who are trained to conduct financial or 
compliance audits often lack experience in detecting or documenting fraud; 
investigators, prosecutors, and judges who nonmal1y handle street crime 
cases lack experience in dealing with more complex white collar crime 
cases. In addition, while program people don't understand the legal 
reqUirements for a civil or criminal fraud prosecution, many criminal 
justice personnel are unfamiliar with both Medicaid program regulations and 
medical issues (was X treatment justifiable given Y problem?). In 1977, a 
New Jersey Medicaid prosecutor testified before a Congressional committee on 
the importance of specialized expertise. "In the day-to-day priorities of 
many prosecutors' offices, other things may tend to come first •••• We found 
that by having a special unit which has nothing to do but specialize in 
this, they developed an expertise. They know how to build these cases. 
They know how to go through the paper. They know how to use computer 
appl ications to sift through thousands of c1 aims. II A former United States 
Attorney for the Southern Di strict of New York added, liThe average FBI 
special agent does not have the required knowledge of the workings of two 
complex programs--the Federal and State--nor should he be expected to, as he 
is a generalist responsible for inVestigating Virtually every crime in the 
book. It is here that the specialized Ht::W investigatoriauditor can 
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SUpplement an investigation. The ideal" , 
thorough understanding of th F d lnvestlgator, whl1e having a 
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1 ng or paramedical skill W k' 

of skills is ideally su't d f ' s. or lng as teams, this mix 
(Med' M" 1 e or Medicaid fraud investigation." 

lcare- edlca1d Antifraud and Abuse 
agencies have been unable to f' d Amendments, 1977: 205, 209). Many 

1n or keep auditors' , 
prosecuto."s with these skill s. ' 1 nvest1 gators, and 

Control Functions and Control A enci ' 
in controlling fraud and ab - ~ es. The varlOUS fUnctions involved 

use are performed by 
of agencies Sett' , persons Who work in a number 

. • lng aSlde the individuals who . 
the journalists or legis1ativ' report a slngle inCident or 

. e commlttees who investigate 
provlder, the regular participants in control a specific 
four categories. actiVities can be grouped in 

(1) Audits, whether routine f' . . 
audits II ar f lnanc1a1 aud1ts or targeted "fraud 

, e per onmed by the Medicaid . 
under contract the st t d' agency or aud1tors working for it 

, a e au 1tor the Offi f P 
Regional Offices and the A d't A' ces 0 rogram Integrity in HCFA 

, u 1 gency of the DHHS I 
also contracts out much of ·t. nspector General (which 

1 s aud1t work) To a l' 't d 
agencies coordinate their aud't 1 (,. lml e extent, these 

. . 1 pans e1 ther on gener 1 . " spec1f1C targets) and may h '. a pr1orlt1es or on 
s are flnd1ngs (e g on th M . 

billings of a provider.) •• , .e ed1caid and Medicare 

(2) Investi gati ons can be performed b t " 
law enforcement agency, investigators wo .Y he Med1cald agency, by & state 
prosecutors (including the s i l' rk1ng for state and county 

pec a 1zed Medicaid F d C 
FBI and postal inspectors (looki f rau ontrol Units), the 
Inspector GeneralIs Offi f ng ~r mail fraud), the DHHS Office of 

ce 0 Investlgations HCFA' . 
of Program Validation, and the HCFA . ' s Balt1more-based Office 

Reg1ona1 Offices of Program Integrity.3 

(3) Civil or criminal prosecution of . 
county prosecutors state attor prov1der cases can be pursued by 
Units; federal pro~ecutions n~ys-general, or Medicaid Fraud Contrvl 

are andled by local United States Attorneys or 
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by the Civil or Criminal Divisions of the Justice Department. In some 
areas, combined county-state, state-federal, or county-state-federal task 
forces have been created to handle fraud investigation and prosecution, 
following the model set by organized crime and narcotics strike forces. 

(4) In addition to recovery and prosecution, HCFA or the Medicaid 
agency can suspend or terminate a provider's participation in the 
program. 4 Other state agencies can suspend or revoke a provider's license 
to practice or operate within the state. Professional associations of 
providers such as the state medical society or hospital association can 
cancel a provider's membership; while this does not necessarily end his 
right to practice, it can seriously curtail his access to patients or 

institutions. 

The agencies which participate in these control functions vary in a 
number of important respects. As can be seen in Table 16 , some agencies 
deal only with Medicaid issues while others handle a variety of programs or 
criminal justice problems. In addition, some (such as auditors, 
investigators, and prosecutors) deal only with control functions, while 
others a1 so have program management or professional functions. 
Organizationally, some control agencies are parts of larger government 
agencies, while others are independent; as a result, control personnel may 
or may not need the concurrence of thei r agenci es to pursue fra'L.ld or abuse 
cases. (This may also vary from state to state, either forma11y--one Program 
Integrity director may report to the welfare director while anot\ler reports 
to the Medicaid director--or informally, when one investigator is allowed to 
make his own decisions but another must get the approval of his boss.) In 
part because of these organizational fact~rs, agencies also vary as to 
whether they play proactive or reactive roles in the control process; some 
initiate their own control efforts while others simply react to cases 
submitted to 'chern by other agencies. Finally, these agencies vary in the 
potential sanctions which they can impose. Medicaid agencies can exercise 
the first nine intervention strategies described by Stuart (1980) in Chapter 
Twelve, (although they may need the assistance of prosecutors to seek civil 
pena1ities), and prosecutors and judges dominate the criminal justice 
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Functional 
Specialization 

Control Only 

Other 
Functions 

Table 16 

SPECIALIZATION IN FRAUD CONTROL AGENCIES 

Program Specialization 

Medicaid Only 

Medicaid auditors 
Medicaid investigators 
Medicaid Fraud Control 

Units 

Medi cai d cl aims 
processors (state 
agency or fiscal 
agent) 

Medicaid provider en­
rollment units 

SURS unit 

Other Programs* 

State auditor 
State law enforcement 
State Attorney-General 
District attorneys 
HCFA Office of Program 

Validation and Regional 
Offices of Program Integrity 

DHHS Inspector General 
Office of Investigations 
Audit Agency 

FBI 
Postal Inspectors 
U.S. Attorneys 
U.S. Department of Justice 

Ci vil Divi si on 
Criminal Division 

State Courts 
Federa 1 Courts 

State provider licensing and 
monitoring agencies 

Provider professional associa­
tions 

Professional standards review 
organi zati ons 

* Some of these agencies may have specialized sub-units or short-term task 
forces to focus on fraud or even Medicaid fraud issues. 
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process. (In individual cases, however, there is likely to be interaction 
between the two systems; prosecution may be threatened to encourage 
restitution, or a prosecutor may agree to recommend probation if a provider 
repays overcharges and withdraws from the Medicaid program.) 

Incentives and Disincentives in Control Policy Formulation and 
implementation. Within constraints established by available resources, 
legal requirements, etc., each control agency must determine the level of 
effort it will devote to controlling provider fraud and abuse, the types of 
misconduct to be stressed, and the sanction policies to be followed. 
Agencies can maximize control activities or merely react to problems which 
are brought before them; monitor all providers who participate in the 
Medicaid program or focus on specific problem areas; and emphasize 
administrative or judicial sanctions against identified abusers. While 
decisions in individual cases are influenced by such factors as the clarity 
of the evidence, the work necessary to develop the case, and the amount of 
overpayment involved, general control policies are shaped by a number of 
factors: 

(1) As was discussed with regard to the Medicaid program agencies, 
recovering overpayments and containing program costs are major incentives to 
maximize control efforts. Unlike recipient fraud cases, most provider cases 
involve large sums of money; unlike judgment-proof recipients, most 
providers have assets which can be recovered, so a successful provider 
control effort will have a larger per-case impact than a recipient 
investigation. However, the goal of maximizing recoveries is of different 
importance to different agencies and does not by itself dictate the control 
strategy to be followed. Control groups working with the Medicaid agency 
are more likely to want to contain costs than are groups outside the 
agency. Particularly where the Medicaid director or the welfare director 
are able to establish control policies (i.e., the policies of auditors and 
investigat9rs working with their agency), maximizing recoveries is likely to 
be a dominant policy. The goal of maximizing recoveries may therefore lead 
control agencies to focus on the most active providers and, particularly, 
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on hospitals and nursing homes. Since institutional cases are the most 
difficult to prove, however, this goal may also lead to seeking a high 
volume of easy cases rather than a few tough ones, or to accepting a 
repayment agreement in lieu of prosecution. 

(2) Since the Medicaid program was created to improve the health of 
its clientele, quality of care issues may provide a second incentive to 
emphasize contro1 efforts: correctly or incorrectly, control people believe 
that there is a correlation between poor care and financial abuse, so going 
after one may serve the other goal as well. There may also be a tactical 
relationship between the two issues: since, as Vladeck notes, it is often 
difficult to prove that a provider was offering substandard care, it may be 
simpler to prosecute a provider on financial grounds and then use that as a 
basis for terminating the provider's affiliation with the program. Like the 
recovery incentive, the quality of care incentive is likely to be more 
salient to control agencies working within the Medicaid program than to 
outsiuers. 

(3) Control agencies believe that aggressive control efforts have a 
deterrent effect on providers, encouraging them to offer higher quality care 
and submit accurate claims. While they do not pretend to have valid 
measures of deterrence, they frequently report that well-publicized 
sanctions or descriptions of agency control capabilities cause providers to 
be more circumspect in their subsequent dealings with the program. 

(4) To some extent, control policies will be affected by desires to 
"build a record" for the agency, although agencies define their records 
differently. Auditors and investigators working for HCFA and the Medicaid 
agencies will take credit for "overpayments identified" and "investigations 
compl eted, II whi 1 e prosecutors count felony and mi sdemeanor convi cti ons. 
Despite the 'nterrelationship of their efforts, program agency auditors and 
investigators do not usually emphasize subsequent conVictions, and 
prosecutors have little interest in the recoveries or administrative 
sanctions which follow convictions. As a result, we would expect that 
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rational auditors will pursue control policies which maximize recove~y 
statistics and rational prosecutors will try to maximize conviction rates. 

While this record-building incentive will face all control agencies, it 
is likely that some agencies will find it more important than others. Using 
the classification of Figure 16 ,building a fraud and abuse control record 
will be essential to the Medicaid only/control only agencies, since it is 
their only activity. For Medicaid only/other functions groups, there are 
tradeoffs to be made between building a record for control, for speedy 
claims processing, and for encouraging provider participation. For control 
only/other programs agencies, Medicaid cases may be only a small and 
low-visibility component of the total workload of an investigative or 
prosecutorial agency; for other programs/other functions agencies, Medicaid 
control is likely to be a very peripheral activity. 

Fi na 11y, the importance of the record-buil di ng i ncenti ve will va r:Y from 
time to time. While all agencies will want to have ~ record available 
for budget examiners and legislators, outsiders may be unlikely to examine 
that record closely unless the "heat is on" for some other reason. If the 
heat is on because the Medicaid program is in financial difficulty, the aim 
may be to use control programs to cut costs; if the heat is on because of 
scandals about "Medicaid mi11s11 or substandard care, the message may be to 
put the bad guys out of business. While heat may threaten control agencies, 
it may a1 so pravi de an opportuni ty both to acqui re new resources (" If you 
give me ten more investigators, I'll be able to crack down on those 
hospita1s11 ) and to exert pressure on other control agencies (IITe11 those 
auditors to send us better cases"; "Tell the prosecutor to put more people 
on fraud cases".). Commenting on a massive 1974 nursing home scandal in New 
York State, former special prosecutor Charles J. Hynes told a Congressional 
committee, "We were fortunate in New York ••• that we had a scandal. I do not 
think we would have had the kind of enforcement we have had 1n New York 
State without the scandal." (Medicare-Medicaid Antifraud and Abuse 

Amendments, 1977: 57). 
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(5) A further incentive regarding control policies may come fl~m the 
fact that other agencies are involved in the control process. Even though 
federal agencies have no real influence over state agencies, and the 
Medicaid agencies and criminal justice agencies are independent of each 
other, the fact that these agencies have long-term relationships usually 
generates at least a modicum of cooperation. While this cooperation may 
take the form of a hi gher 1 eve1 of control acti vity ("Let' s put more 
prosecutors on fraud cases to help the welfare agency cut costs"), it also 
may mean less activity or at least fewer prosecutions (liThe prosecutor is 
backed up on street crime cases, so let's settle as many cases as possible 
administratively.") In either instance, unless hostile relationships exist 
among agencies, they are likely to try to help each other out or, at least, 
not to cause problems. 

(6) Finally, provider cases offer great professional satisfaction for 
auditors, investigators, and prosecutors. Whereas recipient cases, as the 
Illinois prosecutor noted in Chapter Three, are as simple as "shooting fish 
in a barrel," provider cases require assembling little bits of infonnaticn 
to document kickbacks to suppliers, finding the hidden owners of nursing 
homes, or proving that a pharmacy COUldn't have dispensed all the drugs it 
claimed--all matters necessitating substantial investigative and forensic 
expertise. "Nailing the bad guys" who took large sums of money and/or 
practiced bad medicine, particularly if they can be kicked out of the 
program or put in jail, can be as satisfying as conVicting a mugger or 
burglar, and certainly is more satisfying than throwing Mrs. Smith off the 
AFDC or Food Stamps rolls. 

While recovering oVerpayments, improving the quality of care, 
deterrence, building the agency's record, cooperating with other agencies, 
and solving complex cases provide incentives to expand control efforts, 
other factors carry very significant disincentives. 

(1) Although a successful provider fraud case can generate publicity, 
a large recovery for the Medicaid agency, and professional satisfaction, the 
fact remains that provider cases often involve tactical difficulties. At 
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each stage of the audit-investigation-prosecution process, extensive work is 
required to build a case which will support a demand for recovery, for 
termination, or for prosecution. After an informant or a SURS computer, 
analysis singles out a suspicious provider for attention, control agen:les 
must dissect and reconstruct records, locate patients, and prove that lt was 
the provider, rather than the bookkeeper, who knew that the claim w~s . 
false. In many states, the capabilities of Medicaid program integrlty.unlts 
are frequently stretched to comp'fete routine audit efforts, and there 1S 

little incentive to take the extra steps necessary to build a fraud case. A 
1980 survey of Medicaid Fraud Control Units by the General Accounting Office 
found that "Medicaid agencies ••• general1y had not provided adequately 
developed referrals. This occurred, at least in part» because the Medicaid 
agencies did not have an effective management information sy~tem and/~r an 
adequate Medicaid utilization review staff. Because of the lnadequacles of 
the referrals, the fraud units often had to perform detection work that 
should have been done by the State Medicaid agencies and spend effort on 
cases that did not have good fraud potential. 1I (General Accounting Office, 
1980: 23) Whether~ from a system-wide perspective, it is more efficient to 
house the case-development function in the Medicaid agency or in the 
pn1secutor' s office, we must recognize that the agency people tend to feel 
that their work is done when a case for recovery has been established, and 
the prosecutors are likely to be more receptive to referrals in which a high 
probability of success has already been documented. As a result, agency 
people who want a case prosecuted must be prepared to lobby for it, selling 
prosecutors on both its importance and its provability. 

(2) The benefit/cost ratio of provider control efforts i~ also reduced 
by the light penalties which are available or likely to be imposed. While 
felony penalties have been available to federal prosecutors since 1977, many 
state statutes provide, only misdemeanor penalties and some states have no 
provisions specifically covering Medicaid fraud. (Cattani, 1976: Section 
4; Lee, 1978) In some jurisdictions, it is unclear whether some forms of 
provider fraud are covered at all by available statutes. MarlY prosecutors, 
therefore, are likely to be uninterested in cases which may be thrown out or 
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at best lead to misdemeanor-level sentences. (The low sentences common in 
fraud and corruption cases are discussed in Ogren, 1973). 

The sanction disincentive is further complicated by the fact that even 
where severe sanctions are available, they may not be desirable. While 
everyone presumably wants to be rid of the abusers who are also practicing 
poor medicine, they rarely are as certain that a competent physician with a 
large Medicaid practice should be terminated or put in jailor, even more 
troubling, that a hospital or nursing home in an area with a shortage of 
beds should be closed. As a result, control agencies (particularly those 
within Medicaid agencies) must weigh programmatic considerations along with 
control objectives; if it can be expected that administrative sanctions 
(recoveries and Stuart's first seven options) will produce the desired 
behavior, whY take the terminal step of prosecution or termination? 

(3) For many control agencies, workloads are defined in ways which 
militate against pursuing fraud cases. Claims processors and auditors, 
whether on government payrolls or working on contract, are often paid and 
evaluated by the number of claims or files processed, not by the problems 
they uncover. If they are told to complete so many claims or audit reports 
per day and are not rewarded either for IIflagging" suspicious cases or for 
pursuing them, they cannot be eXpected to create more work for 
themselves. 5 When providers complain because payments are late or 
auditors are criticized because audit findings have not been resolved, the 
temptation is strong to keep the paperwork moving and let someone else worry 
about problems. (On the varying control duties assigned to fiscal 
intermediaries, see Cattani, 1976: 55-56.) 

(4) Unless there is specific public pressure to crack down on provider 
abuses, many control agencies feel that the public wants them to place their 
priorities elsewhere; Medicaid state agencies are expected to keep 
providers' checks mOVing, HCFA Central and Regional Offices are eXpected to 
monitor and assist state efforts, and criminal jllstice agencies are expected 
to focus on street crime. Controllers within Medicaid agencies, although 
perhaps to a lesser extent than their colleagues who work directly with 
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providers, may feel a need to resolve ambiguities in favor of providers with 
whom their agencies wish to continue to work. 

Arguing for federal funding for special prosecution units dedicated to 
Medicaid fraud, New York prosecutor Char1 es J. Hynes notes that lIyou are 
never going to get even a properly funded local office to handle this kind 
of investigation for a simple reason: the priority which gets people elected 
every four years is street crime, organized crime, corruption cases. 1I 

(Medicare-Medicaid Antifraud and Abuse Amendments, 1977: 63) 

Bruce C. V1adeck offers an even more pessimistic analysis: 

It has been widely observed that prosecuting agencies at all levels 
have been reluctant to vigorously pursue "white co11ar ll crime. While 
that is largely accurate as an historic generalization, it was perhaps 
never more true than in the late 1960s and early 1970s, when the public 
appeared terrified by violent street crime and law-enforcement agencies 
were preoccupied with the phantom specters of political protest and 
counterculture radicalism. 

In the United states, most prosecuting agencies in most jurisdictions 
are headed by elected officials who, when they are not concerned with 
re-election, are generally running for higher offices. When newspaper 
headlines are filled with reports of murders, assaults, rapes, 
political demonstrations, and drug abuse, crimes such as Medicaid 
fraud are unl i ke1y to be allocated a 1 arge share of 1 aw-enforcement 
resources--unless those frauds are committed by minority-group 
beneficiaries. Nor do most nursing homes fit the public stereotypes of 
dangerous criminals. They are neither young, black, nor, in most 
instances, Italian. Instead, they are typically moderately affluent 
small businessmen, a sociological type generally viewed favorably by 
the public. This is not just a matter of public appearance; one of the 
reasons judges are so often reluctant to impose stiff sentences on 
white-collar criminals, it has been argued, is that those criminals are 
so much 1i I~e them in soci a 1 and economi c background. (V1 adeck, 1980: 
183 ) 

Control agencies would expand V1adeck ' s analysis in two directions. First, 
nursing home operators are not the only Medicaid providers who are socially 
respectable. Except for the foreign-born doctors who dominate welfare 
medicine in some ~ities, most providers--hospital administrators, 
pharmacists, dentists, physicians, etc.--are, or appear to be, model 
citizens. Second, in addition to being respectable, many providers are 
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politically well-connected, contributing to election campaigns and 
participating in the professional associations whose voices are heard when 
medical issues are discussed. Unless a fraud case is both substantial and 
unambiguous, a control agency may expect to be asked why it is harassing the 
"good guYS.1I 

(5) Finally, for many control agencies, Medicaid provider fraud may 
seem to be someone else's problem, a problem that can be handled elsewhere 
as well or better, or a problem that someone else may even have caused. 
Many of the federal officials we interviewed felt that Medicaid fraud was 
basically a state problem, many officials in the Medicaid agencies felt that 
prosecution (as opposed to recoveries or other administrative sanctions) was 
something for the prosecutors to worry about, and many prosecutors felt that 
the Medicaid agencies are so fuzzy in writing regulations and lax in 
implementing them that they don't deserve help. These attitudes lead either 
to deference (offering assistance if sought, but not vo1unteer'jng), or open 
hostility and turf fights. A HCFA investigator asked, IIWhy should we work 
up a case for criminal prosecution? If we give it to the Inspector-General 
or a U.S. Attorney, they'l1 take the credit; if we go the civil route, HCFA 
will get the credit and our people will have the satisfaction of seeing the 
case ti)rough to completion." In 1931, the president of the National 
Association of Medicaid Fraud Control Units noted the problems caused by 
Medicaid agency hostility toward the Units: "Before the Units could begin 
to understand the mechanics, the rules and regulations ••• , the Units had to 
overcome the resistance to fancied invasions of bureaucratic turf, assaults 
upon ego, and various other personality problems that were inevitable with 
the establishment of a new 'kid on the bureaucratic block. III (Zerendow, 
1981: 2) Surveying the fraud units ' performance in 1980, the General 
Accounting Office concluded that IImutual distrust, concern over loss of 
control of fraud investigations" and personality cc;mflicts ll contributed to 
problems between the agencies and the MFCUs. (General Accounting Office, 
1980: 32). Except for the MFCU~, which have to cooperate with both the 
Medicaid agencies and the courts to get anything done, control agencies may 
well decide to do as little as possible, or to follow strategies which do 
not require cooperation with other agencies. 
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Control Agency Priorities. How do control agencies react to these 
incentives and disincentives? To some extent, all control agencies have a 
minimum agenda set by forces beyond their control. Audit agencies have 
certain tasks which must be completed each year, investigators and 
prosecutors must act on major cases submitted to them, and so forth. Beyond 
this minimum level, however, control agencies have va~ing degrees of 
freedom to expand or contract the scale of control efforts and to emphasize 
one or another sanctioning strategy. While, as our case studies have shown, 
there are substantial variations among types of control agencies, among 
states, and over time (as external pressures escalate and subside), several 
general conclusions can be drawn. 

(l) Just as nother functions" agencies must strike a balance between 
control and other functions, and nother programs n agencies must allocate 
resources between Medicaid fraud and other responsibilities, all agencies 
involved in the control process have a variety of goals which they seek to 
accomplish. Some of these goals concern desired outcomes, e.g., to maximize 
the recovery of overpayments to providers, to maximize the quality of care 
provided to recipients, and to deter future violations. Other goals concern 
the control process, e.g., to minimize control costs, to maximize the 
agency's reputation, and to minimize conflicts with other agencies. A~ is 
indicated in Table 17 , each of these goals has distinct, and at times 
conflicting, tactical implications. Maximizing recoveries~ for example, 
implies directing control efforts at the highest volume providers with 
recoverable assets, while deterrence requires creating the impression that 
all providers are subject to scrutiny. The goal of deterrence implies 
seeking the maximum penalty in each case, while the health care goal may 
imply a more moderate penalty which \'Ii11 keep a valuable provider in the 
program. Easy and visible cases which are important to other agenCies may 
not be those which are the most costly to the public or dangerous to 
recipients. Finally, maximizing the breadth and depth of control activities 
necessarily conflicts with the goal of minimizing control costs. 

(2) Given these inherently irreconcilable conflicts, control agencies 
are forced to publ icly state that they are tryi ng to maximi ze all of these 
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Table 17 

CONTROL GOALS AND TACTICAL IMPLICATIONS 

Control Goals Tactical Implicatio~s ______ _ 

Outcome Goals: 

Maximize recoveries 

Maximize quality of 
health care 

Deter future violations 

Process Goal s: 

Minimize control costs 

Maximize agency reputation 

Minimize conflicts with 
other agencies 

Maintain control over cases 

Focus on high volume providers 
Foc~s on providers with recoverable assets 

Educate and persuade providers 
Impose sanctions on those who provide bad 
heal th care 

Appear to monitor all provider types 
Impose substantial sanctions with speed and 
certainty 

Select easy cases with a high ratio of 
benefits to control costs 

Defer action on cases which other agencies 
are willing to process 

Select cases with public visibility 
Select cases for which agency will get 
credit 

Pursue cases important to other agencies 
Avoid cases embarassing to other agencies 

Minimize "interference" by other agencies 
Define referred cases to correspond with 
agency control objectives 
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goals, while in practice they concentrate their efforts on what are expected 
to be "big cases. 1I The ideal "big case" for any control agenc~f involves a 
combination of a large dollar amount, bad medicine, and unambiguous guilt 
(both a clear violation of regulations and a clear intent to defraud the 
program). With luck, each big case will also involve favorable publicity 
for the agency and major penalties for the provider--actual recovery of 
overpayments, termination from the program, and/or a felony conviction. 
While many big cases may turn out to be small or unwinnable, they are 
pursued as far as possible; any case estimated not to be big is quickly 
classified as being worth only minimal effort. 

(3) Throughout the processing of individual cases, easy and safe 
solutions are preferred to difficult and doubtful ones. Within the Medicaid 
agency~ a negotiated settlement is preferred to a civil suit which might 
yield a larger recovery, and an administrative sanction is preferred over 
prosecution. For prosecutors, a plea bargain is usually preferable to a 
trial which might lead to a more severe sentence, although folk wisdom has 
it that "you have to take some cases to trial just to maintain your 
credibility. II If a suspicious claim has not yet been paid, of course, the 
easiest and safest solution is to defer payment until the provider submits 
"adequate documentation." 

(4) Control agencies tend to defer action if someone else is willing 
to handle a case. Federal agencies will step aside if a state agency is 
investigating a provider (Lee, 1978:4), prosecutors will not act if the 
Medicaid agency is satisfied with recovery or tennination, and control 
agencies will be less likely to act if a licensing agency or professional 
association is taking steps to end a provider's right to practice. (Cf. 
Ogren, 1973: 979, on the superiority of bar association disbarment actions 
over prosecution of attorneys.) 

These four factors combine to produce a very selective screening 
prc~ess, a process in which most cases are settled informally with warnings 
or recovery agreements, and very few cases lead to prosecution. Unless the 
heat is on in a specific case (e.g., because of a public expose), cases will 
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drop out of the system unless they involve large amounts of money, blatantly 
poor health care, or a provider that someone wants to "get." While 
up-to-date statistics on provider fraud cases do not exist, two sets of 
statistics i'llustrate this process. In Fiscal Year 1977, Medicaid agencies 
disposed of 4,567 suspected fraud and abuse cases; 4,176 were closed by the 
state agency and only 35}1 were Y'eferred to 1 aw enforcement offici a1 s. In 
the same year, 144 "law enforcement actions" leG to 91 convictions, and ,149 
providers were terminated or suspended by administrative action. (Health 
Care Financing Administration, 1979: 106). 

A more wide-ranging 1981 report by the General Accounting Office 
provides similar figures for federal control agencies. Analyzing "fraud and 
other illegal activities" cases processed by federal agencies between 1976 
and 1979 (excluding state effol~s on AFDC, Medicaid, and Food Stamps), GAO 
found a heavy emphasis on administrative actions, with very few civil or 
criminal prosecutions. In 11,657 cases involving the Social Security 
Administration in which a suspect was identified, 8,854 (76%) led to 
administrative action only and 783 (7%) led to legal or legal and 
administrative action; no action was taken in 2,020 (17%) of the cases. 
Where administrative action was taken, 4,654 cases led to a formal loss 
recovery plan, 2,653 individuals or organizations were declared ineligible 
for future participation in the program, and reimbursement was being 
negotiated in 1,524 cases (multiple responses were counted). Somewhat 
incredibly, all 636 cases involving legal action led to conviction or a 
guilty plea. (General Accounting Office, 1981c: 36). Of 38,182 closed cases 
frof.r twenty-one federal agencies in which the suspect was identified, 25,987 
(67%) were not referred for pr~secution, prosecution was declined in 7,843 
cases (20%), and 5,052 cases (13%) were accepted for prosecution or 
pre-trial diversion. Ninety-two percent of criminal prosecutions and 89% of 
civil prosecutions led to convictions. (General Accounting Office, 1981b: 

88-89) • 

The United States Department of Justice's resp"1se to the GAO report 
perhaps summarizes the position of most control agencies concerned with 
Medicaid provider fraud and abuse. Acknowledging that the amount of loss 
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was a primary factor underlying its decisions to accept or decline 
prosecution, the Criminal Division has set a IInational priority" on federal 
program fraud schemes with losses of $25,000 or more. The Civil Division 
noted that whiie it receives approximately 5,000 reports of potential fraud 
each year, only 685 referrals over the two and one-half year period studied 
by GAO IIcontai ned enough evi dence of a monetary loss to j usti fy assi gnment 
to a Division attorney for further review. Many of these matters were later 
closed because additional evidence demonstrated that the government suffered 
no monetary loss, the case lacked a solvent defendant, adequate 
administrative sanctions existed, or the cases were plagued by material 
legal insufficiencies. 1I (General Accounting Office, 1981a: 73). 

Thes~ findings support Bruce Stuart's conclusion that, while legal 
sanctions playa valuable psychological role, payment sanctions may be 
economically preferable. (Stuart, 1980: 467). They also confirm the dismal 
observation of former federal prosecutor Robert W. Ogren: 

Common sense dictates that a con man, businessman, or public official 
contemplating theft or corruption will not engage in illegal activity 
if he is relatively certain to be caught, exposed, and harshly 
punished. Hidden in this simple and self-evident proposition are a 
number of factors relevant to the functioning of deterrence. Of these, 
at least three pose major problems for white-collar enforcement 
efforts: (1) instead of a credible threat of harsh punishment, there is 
in fact a pattern of light sentences and a limited number of 
prosecutions; (2) although any fraud or bribery offense should be 
threatened by swift and certain detection and prosecution, there is no 
such threat; and (3) although deterrence theory assumes that the 
potential offender will function predictably, many potential or actual 
white-collar criminals are not ideal psychological models, either 
because they function irrationally or because they are motivated by 
considerations which make the possibility of punishment or detect10n an 
acceptable risk. (Ogren, 1973: 961) 
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NOTES 

1. In addition, a provider fraud prosecution is lik~ly to be contested by 
very talented lawyers, while a recipient case will be uncontested or 
contested by a less-experienced poverty lawyer. 

2. Some types of provider fraud involve very real Victims, such as 
patients whose health is damaged by excessive drug prescriptions or 
incompetent diagnoses. 

3. In 1978, following the creation of the DHHS Office of Inspector 
General, criminal investigation functions were transferred from HCFA to 
the IG's Office of Investigations. It is somewhat difficult to 
differentiate between IG/OI's investigations and the lIabberrant cost 
studies" and "systematic abuse reviews" conducted by HCFA's Office of 
Program Validation and the regional Offices of Program Integrity. In 
general, HCFA is supposed to concentrate on cases which will be handled 
civilly, turning "full scale investigations" over to the IG, but both 
agenCies can initiate both types of cases. HCFA!s program validation 
efforts are described in Nicholson (1980). 

4. As a result of the Medicare-Medicaid Anti-Fraud and Abuse amendments of 
1977, HCFA can, at its discretion, suspend providers susp~cted of 
abusing the program, and ~ suspend those convicted of defrauding the 
program; the length of suspensions is at the discretion of the 
Secretary of DHHS. 

5. Speaking of the financial disincentives facing claims processing 
contractors, a former di flector of the New Jersey State Commi ssi on of 
Inve~tigations told a Congressional conrnittee in 1976, liTo some extent, 
the lnsurance company is motivated to do a minimal level of filtering 
work because the more it maximizes its filter work, its screening 
function, the more personnel and the more money this insurance company 
has to commit to filter and screen the claim. The insurance company 
knows that it is only going to get X number of dollars a year with its 
contract from New Jersey. So query, how motivated are the fiscal 
intermediaries to aggressively pursue effective screening practices?" 
(Problems of Medicaid Fraud and Abuse, 1976: 107). 
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CHAPTER FIFTEEN 

CHANGING THE FRAUD CONTROL GM1E: STRATEGIES TO ENHANCE 
FRAUD CONTROL EFFORTS 

We might be better served if government policy was made and implemented 
not by Ph.Ds in economics but by grandmothers employing the skills they 
practice at the butcher's. (Vladeck, 1980: 101) 

Investment in reliability will increase until it exceeds the probable 
costs of errors, or somebody insists on getting some useful work done. 
(Gil b, 1975) 

Our case studies, and other recent analyses of AFDC and Medicaid 
programs, indicate that there is widespread concern about the costs of fraud 
and abuse, but that efforts to control these costs have been limited. State 
program agencies are experimenting with techniques to improve local office 
management, to provide caseworkers with information to assist in making 
eligibility and redetermination decisions, and to identify suspicious 
provider claims. Despite these efforts, it is clear that many .'ecipient and 
provider violations go undetected, and that most detected violations do not 
lead to the imposition of penalties. Recipients and providers are given 
many incentives to overstate their eligibility or the services they have 
provided; if caught, they will only have to repay excess benefits. Many 
investigations lead only to the termination of an AFDC grant or the denial 
of a Medicaid claim; few fraud cases are brought into the criminal courts. 

The persper~~ve5 ~f the partiCipants in these programs help to explain 
the fact that fraud control efforts are limited. While agencies are under 
pressure to cut costs and reduce errors, their ability and motivation to 
control fraud are constrained by several factors. Chapters Eleven and 
Twel ve showed that program agencies' control goal soften confl ict both 
operationally and politically with their service goals. Operationally, 
Medicaid administrators fear that fraud control techniques will 
substantially reduce provider participation in their programs. AFDC and 
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Food stamp administrators may find unacceptable the application procedures 
or monthly reporting requirements that deter applicants who are in fact 
eligible for benefits (Mende1off, 1977; Pi1iavin, 1978). Some measures to 
verify recipient and provider statements may be viewed as intolerable 
invasions of privacy or violations of civil liberties. Politically, control 
orientations may antagonize legislators who are sympathetic to recipients or 
to providers, possibly leading to budget cuts for the agencies. 

Even where a decisionmaker has decided that he wants to effect a 
change, he may find that it is illegal or that he is unable to do so. 
Federal and state statutes and constitutions spell out the roles of 
administrative and judicial agencies, procedures for civil and criminal 
adjudication~ how supervisors may control their subordinates, and standards 
and procedures for the termination of recipient benefits or provider 
participation.' The legislation which created AFDC and Medica'ld 
emphasized provision of services rather than tight control. AFDC grants and 
medical assistance were defined as entitlements rather than privileges; at 
least until the mid-1970s, legislative messages to the program agencies 
stressed the ease and speed of service delivery, not the development of 

prevention and enforcement efforts. 

When welfare ri ghts organi zati ons and provi der associ at.i ons chall enged 
agency operati ng procedures, some state and federal courts s,peci fi cally 
pro hi bi ted acti vi ti es ~/hi ch mi ght uncover reci pi ent and provi der fraud. By 
requiring the agencies to act on recipient applications within 45 days, as a 
federal court did in Illinois, by limiting the number of "collateral 
contacts" to verify application information, or by requiring search warrants 
to examine provider records, the courts have made it more difficult for the 
agencies to question the information given to them. 

Federal agencies, including the Social Security Administration and the 
Health Care Financing Adrinistration, have encouraged state efforts to 
improve program operati ons, but they have had 1 ittl e di rect control. The 
Quality Control programs permit the states to concentrate corrective action 
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efforts on technical or trivial errors such as WIN registration or social 
security numbers, rather than on the fundamental fraud problems which are 
mote di ffi cul t to solve. Whil e federal agenci es have some 1 everage over the 
program agencies, the incentives and sanctions which they have to offer are 
irrelevant to the control agencies which would have to process fraud 
prosecuti ons. 

Except for such speci ali zed federa lly-subsi di zed programs as M,~lIS 

Child Support Enforcement, and Medicaid Fraud Control Units, state age~CieS 
are unable to secure additional funding for control efforts. Particularly 
in states hard hit by the recession, legislatures have been unwilling to 
increase administrative budgets, and many states have reduced personnel 
ceilings and budgets. As AFDC applications and provider claims have grown, 
therefore, the program agencies have not received commensurate staff 
increases, and have been forced to allocate existing resources between 
program and control functions. As one Illinois administrator said, "I know 
that our investigations unit could use more men, but I can't take anyone 
away from ourlocal offices; they're short of staff as it is." 

Even where the federal government offers to match state expenditures 
for fraud control, the state may not be able to fund its share of the 
costs. A 1978 report to the Department of Health and Human Services noted, 
liThe state fi sl~~'1 cri si s reduces the attracti veness of federal matches. • • 
• and has prodtced severe cutbacks in many states and l1lcal 
programs--part'~cularly in the Northeastern and North Central States. In 
such an atmosphere, federal programs requiring any state or local matching 
funds decrease in attractiveness. Indeed, even 100% federally funded 
programs may be unattractive because of associated overhead costs which must 
be paid by the states or localities. II (Taddiken, 1978: 200). 

Administrators who want to reduce fraud and errors have little control 
over the day-to-day work of caseworkers and claims processors, particularly 
the claims processors who work for fiscal agents. These front-line workers 
are already overburdened with more po'licy directives than they can 
implement, and can barely handle basic case actions within required 
deadlines; pro-active efforts to detect fraud often can't be added to their 
other duties. 325 
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Program agenc·j es fi nd that independent control agenci es have 1i ttl e 
interest in fraud cases. If the control agencies will decline most 
referrals, whY waste time preparing them? Furthermore, if program agencies 
such as Washington's Division of Medical Assistance do not wish to 
relinquish control over the disposition of particular cases, referral for 
prosecution will not serve programmatic goals. 

Finally, even where these obstacles have been overcome, agency leaders 
may not know what to do to control fraud. Before any technique will be 
adopted to solve a problem, the adopter must know that the problem exists, 
that the technique exists, and that the technique will solve the problem. 
Each of these conditions may be ahsent with regard to benefit program 
fraud. Qua1it.y control reviews and provider audits document the existence 
of overpayments but, as we indicated in Chapter Two, substantially 
underestimate the magnitude of the problem and its dollar costs to 
taxpayers. Perhaps more important, even when an administrator has accurate 
information about fraud and abuse, he may not know the cause, that is, the 
specific aspect of program design or implementation which permitted the 
problem to occur. Given the decentralized nature of American welfare 
programs, it is not surprising that administrators and criminal justice 
personnel know little about the fraud control activities of their 
counterparts in other states or whether those activities would be 
transferrable and effective. A 1981 study of err·')r control efforts in eight 
AFDC programs offered the following conclusion about the information 
problems of program administrators: 

The federally required quality control sample is of 1ittlp. use to 
state and local managers because it does not provide 
statistically valid data on local offices and what data is 
supplied is too late to be of any use in making improvements. 
The case study states var,y in the quality and quantity of 
analysis with which they supplement the federal sample. Current 
federal quality control regulations do not a1'low states to use 
experimental designs while implementing corrective action plans. 
The resulting lack of data on the impact of any of these efforts 
make assessment impossible, except very subjectively. 
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Of these eight s~ates, C~lifornia regularly collects and analyzes 
bY_far t~e mos~ ~nformat10n on local office performance. Yet 
CaJlfornla offlC1a1s know very little about what effects specific 
err?r.reduction techniques have on the costs of the program, its 
ef!lclency, accuracy, or the quality of services provided to 
c11ents. 

~owever, ex7ept for major changes, such as a computer system, it 
1S not feas~b1e to asse~s specific error reduction techniques. 
T~e ~ystem 'j s so much 11 ke a Chl nese wooden puzz1 e that it is 
d1ff1cu1t.to know the effects of one action on the system. The 
dem~graphlcs of the AFDC client (e.g., urban vs. rural) and the 
other forces external to state administrative control (such as 
the s~atus of the state-local economy) appear to have as much or 
mor~ ~mpact on error,as a new worker's handbook, or an improved 
tralnl~g program. Slnce these factors are different from office 
to of!lce, and are constantly changing, scientific experiments 
may mlslead rather than assist the welfare administrator. 
(Zeller, 1981: 84-85) 

As one former welfare admi ni strator summari zed the probl em, "Even if I 
knew that fraud and abuse cost a lot more than is currently believed, I 
still would not know what to do or where to make cuts in order to fund the 
remedy. II 

Given conflicts with service goals, legal and resource limitations, the 
difficulty of proving that intentional fraud has occurred, and control 
agencies' lack of interest in fraud cases, it is not surprising that AFDC 
and Medicaid agencies have concentrated on management improvements and cost 
control~ devoting little effort to techniques specifically focused on 
fraud. When overpayments to recipients are discovered, grant reductions, 
recoupment, or repayment are typical responses to proven abuses. 

Control agencies hav~ somewhat different reasons to be unenthusiastic 
about fraud cases. Confined by low salar,y scales, control agenCies have 
found it difficult to recruit, train, and retain competent auditors, 
investigators, and prosecutors to handle fraud cases in its Medicaid fraud 
control unit. Most r~cipient fraud cases are easy to document, but 
unraveling a nursing home or hospital's records to prove provider fraud 
requires a great deal of sophisticated work. Particularly when they expect 
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that judges are likely to dismiss cases or impose light sentences, 
controllers are apt to proceed cautiously or even unenthusiastically. 

Recipient cases, unless they involve welfare queens, do not bring 
either media publicity or personal satisfaction. Prosecutors and judges in 
urban areas do not regard the average recipient fraud case as particularly 
important so control agencies cannot expect that significant penalties will 
result from convictions. Provider cases, on the other hand, will be 
contested by highly qualified defense attorneys. If the defendant is a 
well-respected member of his community, convictions may lead only to minor 

fines. 

Finally, controllers must decide whether fraud cases are ~s important 
as their other duties. While specialized agencies such as the Medicaid 
Fraud Control Units only have to decide which fraud cases to pursue, other 
investigators and prosecutors must ask how much time they can take away from 
street crime cases. Generally, the nonspecialized control agencies have 
decided not to invest many resources in handling fraud cases. Larger cases 
and a smattering of the smaller cases will be prosecuted, but negotiated 
settlements will be used as often as possible. 

~tlmities to Improv,= Fraud Control 

If program and control agencies have so many incentives not to prevent 
or investigate viola't~ons, and not to seek formal sanctions against 
violators, can mO\~e significant fraud control programs nonetheless be 
designed and implemented? So long as welfare benefits are tied to "need," 
and medi cal assi stance is provi ded on a fee-for·-servi ce basi s~ reei pi ents 
and providers will continue to have strong incentives to cheat. The 
emerging oversupply of providers and institutional capacity will 'only 
increase competition for income, legal or illegal, although it will reduce 
agency fears that control efforts will inhibit provider participation. So 
long as taxpayers resent the costs of government in general and of welfare 
programs in particular, it is unlikely that significant amounts of new money 
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will be ID~1,de aV3.ilable for fraud control. So long as the criminal courts 
are overw!1e'imed b,v the street crime cases which are given high priority in 
the minds of the public, we cannot expect the criminal justice system to 
handle most fraud cases. 

Despite these problems, the experiences of the 1970s (see Zeller, 1981) 
suggest that agencies can make substantial progress by paying attention to 
program operations. The basic maxims of administration--"Hire good people." 
"Train them well." "Tell them to be alert for possible problems." "Check 
their work." UPraise the workers who are doing a good job and push the ones 
who aren 1t."--are fUndamental to this effort, and need not be discussed 
further here. Four specific implications of our research, however, require 
special emphasis and elaboration. 

el) 

(2) 

Focusina Priorities. As AFDC and Medicaid programs have grown and 
come.un ~r flre,.adminis~rato~s have responded to criticisms by 
mul~lply~ng ~~e lnstructlons lssued to their staffs, creating 
pol'lcy dl rectlVes, forms, and paperwork to serve every conceivabl e 
pu:pose. Being told to do so much, agency personnel are in effect 
bel ng to1 d nothi ng; not knowi ng which tasl{s take precedence they 
do not know how to allocate their time. By contrast ' 
priority-setting directives such as the Illinois Loc~l Office 
Performance Indicators system identify a general hierarchY of 
dutles for agency employees. Priorities also must be set 
regard~ng ty~es of cases. Agencies might decide, for example, not 
to mOl1ltor slngle-headed households with small children or 
providers who receive less than $20~000 per year from M~dicaid in 
o~er to concent~ate on the larger providers and on households' 
WhlCh are more llkely to have unreported income. The Seattle and 
Denver research reported in Chapter Two for instance, suggests 
that control efforts should concentrate on households with 
te~na~ed childre~ or with adults who may be holding regular jobs. 
Prlorlty categorles could be supplemented by specific leads 
provided by Hot Line tips, computer crossmatches, and indications 
that a provider is practicing poor medicine. 

Tarsrcting Resources. Once an agency has decided which control 
pro ems should be given priority, it must allocate resources to 
ad~ress those targets. At one level, reinforcing official 
prlorities requires modifications in agency incentive systems' 
employees who perform well must be recognized for their efforts. 
More broad1y, targeting may require the reallocation of personnel 
and funds lf new resources are not available for fraud control. 
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(3) 

In our case study states, for example, computerized and manual 
screening systems identified many recipients and providers who 
might be committing fraud, but very few leads were actually 
investigated, and crossmatch and SURS printouts lay unread in 
agency storerooms. Simple systems analyses of agency fraud 
control operations would suggest that resources should be 
transferred from the generation of new leads to the analysis of 
existing information on priority categories of recipients and 
provi ders. 

Focusing Responsibility for Fraud Control. In Illinois, an 
administrator openly said, "We want everyone in the agency to be 
concerned about fraud and error. II Whil e thi sis inherently a good 
idea it may mean that no one will have the time or ability to 
take'action. Generalists have no detailed training on fraud 
issues and have other duties which are likely to detract from 
their ~bility or motivation to pursue a potential fraud case. 
Specialization, ~owever, can both develo~ staff expertise and 
avoid role conf11cts. The state of Wash1ngton, for example, has 
created the position of VOCS (Verification, Overpayments, and 
Control System) worker in each local office; comparable 
specialization could be achieved in the offices which process 
Medicaid claims. 

Going beyond specialization at the level of irydivid~al front-line 
workers, separate units should be created to 1nve~t1g~te and take 
action against likely fraUd cases. Several organ1zat10na1 models 
might be considered. Prosecutors could be added to the staffs of 
welfare agencies, auditors and investigators.can ~e employed b~ 
prosecutors, or the three skills can be comb1ned 1n free-stand1ng 
units. In Jefferson County, Colorado, the welfare agency created 
a fraud unit in cooperation with the county prosecutor). On 
several occasions, federal, state, and local agencies in Chicago 
have formed short-term task forces to deal with recipient fraud 
(see Chapter Three, note 14.) The model recommended for 
federally-funded Medicaid Fraud Control Units brings audit and 
investigation capabilities into the office of the state , 
attorney-general. The specialization model could also be carr1ed 
to the court system where 1I"/el fare courts ll coul d be model ed after 
traffic courts and juvenile courts. 

Regard'iess of which organizational arrangement is employed to 
centralize fraud control expertise and reduce role conflicts, tw~ 
potential dangers must be anticipated. First, design~ting certa1n 
units as fraud specialists may lead everyon~ else to 19n~re.the 
problem; while enforcement can best be handle~ .• on a ~pec1al1Ze? 
basis, everyone in the agency must be re~eateaiY,rem1nded of,h1S 
or her role in fraud prevention. To avold the p1tfalls ment10ned 
earlier agency wurkers who do not specialize in fraud control 
should be given specific tasks relating to application and claim 
verification which will regularly remind them of the importance of 
fraud issues. Second, specialization may lead to rivalri!as and 
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turf.wars; a~ the Medicaid Fraud Control Unit in the state of 
Wash~ng~on d1scovered, generalists may withhold information from 
spec1al1sts,t? keep them from stealing the glory or harming 
favored rec1p1ents or providers. Unless the leaders of the 
generalist and specialist units agree to share infornation the 
spe~ialists will require the capability to collect information on 
the1r own. 

(4) Deve]oping Alternative Sanctions. Ordering reCipients and 
prov1ders to repay excess receipts probably has no deterrent 
value, and criminal prosecution is a realistic possibility only in 
the most aggravated cases. Between these two extremes lie many 
sancti?n possibili~ies which can be invoked rapidly, less 
expenslvely, and w1thout the need to prove criminal intent. Civil 
fr~u~ sta~ute~ permi t prosecuti on wi thout re·course to the clogged 
~r1~lryal Justlce sy~tem; administrative sanctions bypass t~e 
Jud~c~al sy~tem e~tlrelY.~Washington, the welfare agency can 
adm1n1strat1vely 1mpose a 25% penalty on top of the excess 
~ssistance \'1hich,a recipient must repay, and treble damages may be 
lmposed for prov1der fraud. 2 In the Omnibus Budget 
Reconc!liatio~ Act of 1~8~, Con~ress gave the Secretary of DHHS 
aut~or1ty to ~mpose adm1nl~tratlve penalties on Medicaid and 
Med1care p~vlders; ~enaltles of up to $2,000 and twice the amount 
of the subm1tted cla1m can be imposed for each service not 
prov~ded, or provided in violation of regUlations. Under both the 
Wash1ngton and the federal statutes, the provider must have had 
knowledge of the claim, but it need not be proved that he or she 
had fraudulent intent. 

The four strategies--identifying agency priorities, allocating 
resources to support those priorities, creating specialized control Units, 
and diversifying fraud sanctions--are based on two related conclusions from 
our research. First, many instances of fraud and abuse in government 
benefit programs defy detection and are not worth pursu',ng. For 
understandabl e politi cal rea~ons--to gi ve the appearanc·.~ of 
control--agencies have created administrative systems wnich have inundated 
them with information they cannot utilize; they would be better off 
a~fiitting (to themselves, if not publicly) that many abuses are 
uncontrol1abl e. Second, however, we bel i eve th;lt welfare agencies can focus 
their efforts on c~ses which are worth pursuin~, and can do a far more 
credible job in impOSing sanctions in the cases they know about. Neither 
recipients nor providers can regard criminal prosecution as a real threat at 
present; sanctions such as a 25% repayment penalty on reCipients or treble 
damages against providers, imposed swiftly through administrative 
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proceedings, would both increase the funds recovered by the agency and 
provide a more credible deterrent threat. 

Encouraging Utilization of Fraud Control Technique~ 

Techniques such as these would significantly increase the ability of 
welfare agencies to control fraud, but they say nothing about the problem of 
motivation. If the current liwited response to fraud and abuse reflects the 
incentives and disincentives which program and control agencies now face,3 
whY would they want to act any differently? Efforts to encourage more 
effective fraud control must not only convince decision-makers that a 
specific technique is an improvement over current practices, but must also 
demonstrate that in terms of all of the games in which the decision-maker is 
invol ved, such as those desc.'ibed in Chapter Nine enhanced fraud control 
will be more advantageous than staying with the status quo. Finally, 
strategies to encourage the utilization of fraud control techniques 
("utilization strategies") must combat the inertia which is produced by 
decision costs ("I haven't got time to worry about that now.") and the costs 
of other opportunities which must be foregone ("If I put in a fr~ud control 
unit this year, I won't have money to increase welfare grants or provider 
reimbursement rates or staff salaries. lI

) 

In recent years, many of the changes which have occurred in welfare 
programs have been the result of suddpn scandals or fiscal c~ises, often 
produci ng shor'i-term anti -fraud crusades which temporarily di srupt program 
oper~t;ons and then fade away. Longer term improvements require the 
development of fraud control orientations within both program ,lgencies and 
the political sYstems and legislatures whi~h influence their o~~~ations. 

Our research does not permit us to identify the specific individuals 
who can stimulate changes in each welfare and criminal justice system,4 or 
the specific fraud control techniques which are most appropriate for each 
system1s specific problems. 5 We also cannot--and do not wish to--suggest 
that systems adopt fraud r.ontrol techniques which will tend to exclude 
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eligible recipients or competent providers, or violate individuals' privacy 
or civil liberties. We can, however, suggest general strategies which might 
bring about more widespread efforts to control fraud and abuse. 

Information Strategies. While some changes occur accidentally or 
involuntarily, intentional change requires a recognition that a problem 
exists (that current behavior is somehow unsatisfactor,y), that alternatives 
are available and possible (i.e., that legal or resource problems do not 
preclude change), and that an alternative is preferable to the current 
activity. Figure 16 suggests a simplified model of the stages involved in 
information processing. If a decision-maker (legislator, program 
administrator, prosecutor, etc.) does not believe that a problem exists, he 
will neither search for information about alternatives nor seriously 
consider information which is given to him ("WhY shoUld I read that? lt 
doesn't apply to me."). Even if he recognizes a problem, he may not search 
for information because of feelings that alternatives are impossible, that 
none exist, or that he can't afford the decision costs ("I won't be able to 
check this problem out until my desk is clear/the budget is submitted/next 
year," etc.). If he does search for and find information, he may reject it 
if either the source is not credible ("WhY shOUld I believe what he says? 
He doesn't know anything about our situation. "), or the information is 
incredible ("There's no way that doing that will cut our error rates 
by 50%!") Finally, even credible information may not lead to change if the 
decision-maker concludes that the specifi~ alternative is not possible or, 
as we will discuss later, is inferior to current practices. 

If this model is correct, then one basic strategy to increase the 
utilization of fraud control techniques must center around the improvement 
of the information-processing systems of relevant decision-makers, 
especially legislators, program administrators, and control personnel. 
Current data systems impede problem recognition;' many decision-makers are 
unable to collect and analyze relevant information; and much of the 
information which they have received lacks credibility. Problem 
recognition, 70r example, requires an awareness of both the costs of fraud 

333 



Recognition of Problem? 

YES NO~Inaction 

! 
search for Information? 

YES NO~Inaction 

/~ 
Source Credible? Illfonnation Credible? 

Rejection+-NO YES YES NO-+ Rejection 

\/ 
Is Alternative Possible? 

. 
YES NO-+Rejection 

! 
Cost-Benefit Assessment 

of Alternatives 

FAVORABlE UNFAVORABLE 

~ + 
Adoption Rejection 
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FIGURE 16 STAGES OF INFORMATION PROCESSING 

334 

and abuse and the deficiencies of current control programs. At present, 
public perceptions of fraud and abuse are shaped by the exposes of welfare 
queens and Medicaid mills which capture the headlines, and officials' 
estimates of the extent of fraud and abuse are based upon quality control 
reports and provider audits; as was shown 'in Chapter Two, these sources both 
include irrelevant data (technical errors, unintentional client errors, 
etc.) and exclude fraud and abuse which auditors and investigators never 
discover. Neither the newspaper headlines nor current data sources, 
therefore, accurately indicate for decision-makers the scale of fraud and 
abuse or whether administration and enforcement efforts should be improved. 

A second obstacle to infonnation processing arIses from an inability to 
collect and analyze infonnation. While some deci!ion-makers actively seek 
infonuation, reading relevant journals, attending conferences, contacting 
peers in other states, etc., others lack the time and/or technical expertise 
to search out infol~ation and relate it to local needs. Decision-makers 
with political or operational backgrounds (e.g., who have risen through the 
ranks of the welfare agency or the criminal justice system), usually are 
familiar with managerial problems but unfamiliar with the techniques of 
analysis which would help them interpret data, explore alternatives, or 
conduct experiments. More simply, the imperatives of day-to-day 
administration do not penuit them the luxury of keeping up with the 
literature, analyzing reports, and evaluating the local applicability of 
another state's approaches. 

A third obstacle concerns the credibility of information sources and 
messages. While the state officials we studied often communicated with 
federal agencies about federal program requirements ("ls X consistent with 
federal regulations?"), most state officials felt that their counterparts in 
other st~tes were better sources of infonnation about substantive problems 
("00 you have any suggesti ons about what we can do about y?"). Whil e 
federal agencies have long attempted to serve as sources of technical 
expertise for state and local program agencies, a 1977 assessment of several 
DHHS programs concluded, 
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Federal technical assistance faces several major problems in achieving 
greater effectiveness as an incentive strategy: 

1. Limited federal staff resources-- both at the central office and 
regional offices; 

2. Lack of clear focus on assistance programs addressing priority 
areas of need (as defined by state and local officials and 
administrative reviews); 

3. 

4. 

5. 

6. 

7. 

8. 

Lack of timeliness; 

Inadequate depth and follow-through; 

Absence of programs directed at state and local policy-makers 
(e.g., state agency leadership, legislators); 

Insufficient state-of-the-art knowledge; 

Limited incentives for technology transfer; 

Inadequate dissemination and application of both pra~tical 
research findings and eXisting technology (or expertlse). 
(Taddiken, 1978: 219) 

Furthermore, many messages which state and local agencies have received 
about fraud control in recent years have proven to be mis1eading--in the 
course of adVocating MMIS systems and quality control reviews, for example, 
federal agencies grossly overstated their utility and underestimated 
implementation costs and difficulties. Even if these systems ultimately 
prove their worth, many state officials feel that they were sold a bill of 
goods by federal agencies. If the bugs had been worked out in pilot 
projects before nationwide utilization was mandated, if the full costs of 
implementation (e.g., spillover effects on caseworkers and criminal justice 
agencies) had been admitted in advance (Ze11er~ 1981: 90), and if 
attainable ben~fits had been predicted instead of the hYperbole which 
accompanied each recommendation, expectations would have been more 
realistic, and state agencies wO,uld have been more prepared to accept 
subsequent federal fraud control recommendations. 

Recognizing these failings in past efforts, several approaches might be 
taken to provide information about fraud control. To assist in public and 
official problem recognition, statistical systems (or reports bi.\sed on them) 

336 

might be revised to stress decision-relevant data (e.g., separating 
technical and trivial errors from those which are significant and worth 
reducing). Federal funding for research and analysis units within state and 
local welfare units would provide focal points for data collection, problem 
analysis, experimentation and evaluation, and the disseminati",':' )f 

information about alternatives. With a specific mandate to analyze problems 
and define alternatives, the units should have both the time and the 
resources to bring issues to the attention of the legislators and 
administrators who can deal with them, creating audiences for information 
and institutionalized mechanisms for information utilization. To facilitate 
contact with sources of information, federal agencies might develop rosters 
of experts on various topics, and eithel~ fund their utilization by state 
agencies or support state travel to observe exemplary projects in action. 

Even if such steps expand the demand for information, it will be 
necessar,y to improve the credibility of information suppliers. Since 
federal agencies are often viewed as uninfonned or as "policemen" who are 
more interested in furthering their own ends than in assisting the states, 
better results will be achieved by using eXisting channels of communication 
among target audiences. If the Medicaid director from State X is recognized 
by peers as the best in that part of the country, for example, he or she 
should be used to disseminate information about specific tactics to prevent 
provider fraud; a respected fraud prosecutor should address prosecutors and 
investigators, etc.). In many situations, a "two-stage" communications 
process may be necessarY. Federal agencies, for example, might hold a 
training session for ten nationally recognized leaders in AFDC 
administration, who would then be able to "pass the word" on to others in 
their regions. Alternatively, the National Governors Association or the 
National Conference of State Legislators might be used to g~~erate general 
interest in fraud control, relying on members to push local officials to 
"get the details" from federal sources. To the extent that existing 
"opinion leaders" can be built into infonnation strategies, the credibility 
problem arising from the attitude that lithe feds don't know what they're 
talking about" will be reduced.6 
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The potential impact of information strategies should not be 
overstated. Even a perfect understanding of the nature of fraud and abuse 
problems in a welfare system, and perfect communication among states 
regarding the different approaches b2ing tried, will not reduce the 
complexity of control problems; even sophisticated research and analysis 
units will not be able to identify precise answers to all problems. Just by 
identifying types of problems (earned income cases, nursing home kickbacks 
to pharmacies, etc.) and types of responses, however, information strategies 
can initiate and focus problem-solving processes. As a senior DHHS official 
in the Ca rter admi ni stra ti on put it: "We frequently were able to get the 
states going just by publicizing problems and letting them know that there 
a re ways of deal i ng wi th them. II 

Incentives Systems Strategies. Improving information systems can 
provide decision-makers with better data about the nature and extent of 
fraud and abuse, and with information about alternative approaches to fraud 
control. They can only be expected to adopt alternatives, however, if they 
see7 net advantages in doing so. Adopting an alternative approach would 
offer a net advantage if its benefits (less costs) exceed the benefits (less 
costs) of retaining current approaches. Strategies to enhance utilization 
of fraud control techniques could therefore seek to increase th& costs of 
current approaches or the benefits of alternatives, or to decrease the 
benefits of current approaches or the costs of alternatives. Table 18 
provides illustrations of current federal strategies intended to have these 

effects.8 

Some of these strategies have been part of federal-state programs for 
decades. Federally specified program guidelines, planning reqUirements, 
reporting forms, and statistical $ystems provide opportunities for federal 
agencies to critique state Intentions. Audit "exceptionsU (conclusions that 
a specific action is not in compliance with regulations) may lead to 
disallowance of the federal share {!:federal financial participation," 
or FFP) of improper expenditures. Planning and auditing processes thus 
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Table 18 

PENALTY AND INCENTIVE STRATEGIES 

Strategies Aimed at Discouraging 
Current Approaches 

Rejection or Modification of Annual 
Plans or Corrective Action Plans 

Audit Exceptions and Cost Disallowance 

Quality Control Systems 

Fiscal Sanctions for High Error Rates 
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Strategies Aimed at Encouraging 
Alternative Approaches 

Routine FFP in Administrative 
Costs 

State Savings from Reduced 
Erroneous Payments 

Additional FFP for Costs of 
MMIS, Medicaid Fraud Control, 
Child Support Enforcement, 
Food Stamp Enforcement 

Fi scal Sanctions for Fail ure 
to Implement MMIS or Child 
Support Enforcement Programs 

Fiscal Incentives for Low 
Error Rates 

= ....... 



provide settings in which federal agencies can point out potential (plan) or 
actual (audit exception) deficiencies in current state practices. 

The central, and most controversial, part of the federal government's 
effort to stimulate changes in welfare management practices has been the 
quality control system, initially developed as a diagnostic tool and 
subsequently selected as a yardstick for the imposition of fiscal 
sanctions. HEW first required states to conduct quality control reviews of 
public assistance programs in 1964. This initial system, based only upon 
reviews of the information contained in case files, was revised in 1970 to 
require both field investigations and the use of statistically valid 
samples, and states were required to develop corrective action plans in 
response to identified problems. A 1973 review of the system concluded that 
state efforts were not generating valid measures of the quality of 
administration and that federal agencies were not taking action against 
unresponsive states. As a result, HEW issu·ed new QC regulations and for the 
first time threatened fiscal sanctions against states which did not reduce 
AFDC error rates to 3% for ineligible cases f 5% for overpaid (but eligible) 
cases, and 5% for underpaid CdS9S. In 1976, however, b~fore fiscal 
sanctions were imposed, the United States District Court for the District of 
Columbia ruled that the 3% and 5% tolerance levels were "framed in an 
a rbi trary and capri ci ous manner" and that the regul ati on was "an abuse of 
disci"etion" (Richat"Clson, 1977). When HEW developed new regulations 
requiring error rate improvements on a sliding scale, Congress in 1979 (the 
"M; chel Amendment") requi red all states to meet a 4% payment error rate goal 
by Septemb~r, 1982, making one-third progress toward that goal by 1980 and 
two-thirds by 1981. While FFP is to be reduced for erroneous payments in 
excess of these standards, the Michel Amendment autJ.)rizes the Secretary 
of DHHS to waive penalties if he determines "in certa~'n limited cases, that 
states are unable to reach the required reduction in a given year despite a 
good fai th effort." DHHS regul ati ons gi ve as examp1 es of miti gat; ng 
circumstances, natural di sasters, personnel stri kes, sudden t'/orkload 
changes, erroneous policy interpretations by federal offica1s, reasonable 
corrective action plans. management commitment to error reduction, 
infonnation systems, and effective management of the corrective action 
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process. (Federal Register, 1980: 6320) The Medicaid error rate system 
similarly provides for fiscal sanctions which can be waived by DHHS; the 
eighteen states whose 1979 error rates exposed them to fiscal sanctions 
submitted corrective action plans which were acceptable to DHHS. (General 
Accounting Office, 1981: 5) 

While the planning, auditing, quality control, and fiscal sanctions 
proc~sses have been designed to discourage state adherence to current 
practices, other strategies have been designed to incre~se the 
attractiveness of specific alternatives. As in the case of other 
administrative costs, the federal government will pay at least 50% of the 
costs of fraud control innovations, and the states will save their share of 
reduCl~d erroneous payments. To secure adoption of specific innovations, 
Cong\~ss has provided additional funding for the administrative costs of 
Child Support Enforcement programs (1975, 75% of administrative costs), Food 
St~mp enforcement programs (1977, 75%) Medicaid Fraud Control Units 
(1~78, 75%), and Medicaid Management Infonnation Systems (1972, 90% of 
design costs and 75% of operating costs). Fiscal sanctions were also 
threatened if states failed to set up Medicaid Management Infonnation 
Systems and Child Support Enforcement Units. An additional incentive for 
error reduction efforts is tied to the QC error rates. Congress amended the 
Social Security Act in 1977 to provide that states which "reduce their 
payment error rates below 4 percent can participate incre~s;ngly in the 
Federal share of the money saved. For each one-half percent below 
4 percent, a state receives an additional 10 percent of the Federal funds 
saved unti 1 its error rate is reduced below 2 percent, when the state I s 
maximum share of the Federal funds saved is 50 percent." (General 
Accounting Office, 1980: 4-5) The Food Stamp Pr'ogram was al:Q amended 
in 1977 to provide that states which reduce error rates below B% will have 
an additional 10% of their administrative costs paid by the federal 
government. 

Assessments of Incentives Strategies. The impact of these federal 
efforts over the past ten years to improve welfare management and focus 

341 



attention on fraud and abuse problems is unclear. Case studies of 
eight AFDC programs in 1980 found that managers are taking steps to reduce 
their error rates (Zeller, 1981), most error rates have decreased since the 
mid-1970s, and states are taking more actions against fraud cases 
(see, e.g'., Table 13.1). States have established Quality Control and Child 
Support Enforcement Systems, most states have developed or are in the 
process of developing MMIS systems, twenty-eight states are using Medicaid 
Fraud Control Units, and so forth. In short, many things have been tried 
over the past ten years to deal with fraud and abuse problems. It is 
impossible to say, however, how much of this effort is due to federal 
incentives and threats, how much is due to local concerns about welfare 
costs, etc.; many events have occurred over a short period of time, and 
their effects are too interconnected to assess their separate roles. 

funds. 9 Perhaps more important, funding for specialized units such as 
Medicai d Fraud Control Units and the New Jersey AFDC fraud control 
demonstration project discussed in Chapter Thirteen ameliorated problems 
caused by conflicting responsibilities and inter-agency rivalries. Yet the 
availability of federal funding has not led to uniformly widespread adoption 
of fraud control techniques. A 1978 study J by the Center for Governmental 
Research, of state reactions to a number of DHHS initiatives suggested that 
the following factors may discourage state adoption of voluntary programs or 
may cause re1 uctance to comply with federal requi rements: 

a. non-applicability of program--subjective or objective 

b. insignificance of problems intended for treatment relative to 

While detailed evaluations are not possible, several lessons learned in administrative machinery needed 

the implementation of federal incentives and sanctions policies may help to 
improve future strategies to stimulate the utilization of fraud control 
techniques. The first is that money and threats may not always be needed: 
the mere fact that Congress, GAO, and federal agencies were devoting so much 
attenti onl to fraud and abuse issues probably served to set an agenda for 
state and local po1ic'y-making. Just as the Great Society concerns of 
the 1960s led to consideration of the problems of the poor and minorities, 
so federal publicity about fraud issues in the 1970s led some legislators, 
administrators, and control personnel to think more about current practices 
and at least ponder the desirability of change. This self-assessment 
process produced improvements in a number of states before the federal 
govermment began to offer incentives or threaten penalties and before 
sophisticated technologies such as MMIS were developed. 

Second, federal strategies based on incentives were, not surprisingly, 
accepted more readily than strategies based on threatened penalties. When 
special federal funding (75% of administrative costs) became available for 
fraud (Medicaid Fraud Control and Food Stamp Fraud Enforcement) and 
fraud-re 1 ated programs (~lMIS and Chi 1 d Support Enforcement) J it became 
easier for fraud control proponents to compete for state and local 
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c. lack of sympathy for aims of programs (e.g., value differences) 

d. fear that federal standards will push up state costs 

e. lack of sufficient local knowledge and acceptance of a new 
program. (Taddiken, 1978: H34) 

Several of these factors seem particularly applicable to the adoption 
of fraud control techniques. Many states and communities, as was noted 
earlier in this chapter, simply no longer have the fiscal capacity to match 
federal funding. As uncontrollable costs (e.g., state payments for welfare) 
rose in the falling econo~t of the late 1970s and early 1980s, states could 
not even consider partial investment in additional activities of any fOnTI, 
no mattel~ how cost-effective they might seem. In states in which the 
beneficiaries of welfare programs (recipients and providers) had powerful 
political supporters, it was especially difficult for fraud control 
advocates to mobiliz'e support to apply for federal funding. Some of the 
specific techniques endorsed by the federal agencies seemed irrelevant or 
wasteful; many states concluded that MMIS WOUldn't work, that forcing 
recipients to register for the WIN program was a waste of time when there 
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were no jobs available (Taddiken, 1978: 86-7), or that the negotiat'lons 
necessary to bring about inter-agency cooperation (e.g., for WIN 
registration, Child Support Enforcement, or Medicaid Fraud Control Units) 
weren't worth the effort. Fiscal incentives for states whose error rates 
fall below 4% (AFDC) or 5% (Food Stamps) probably seem irrelevant to states 
which can't break a 10% barrier, and incentives programs directed at welfare 
agencies mean nothing to the prosecutors and judges who receive fraud 
referrals from those agencies (Taddiken, 1978: 145). In many states, 
criminal justice agencies are funded by counties, but it is the state 
agencies whose administrative costs are subsidized by SSA and HCFA. 
Furthermore, recover~d overpayments to recipients and provider~ are returned 
to the general treasurY (Federal, state, and in some states, county), not to 
the agencies whose efforts brought about the recovery. If Congress wants 
control agencies to deal with fraud cases, it ~hould reimburse them for 
their costs, or allow them to share in recoveries. These policies are 
currently followed in the Child Support Enforcement program, and should be 
adopted for AFDC and Medicaid. 

Finally, the effectiveness of incentive strategies is limited by 
states' assessment of the recommended activity vs. other expenditure 
priorities. As the Center for Governmental Research report concluded: 

There is growing tendency to policy resistance on the part of state and 
local government. This po1ic-¥ resistanc~, how~ve:, relates not so much 
to the desirability of a serVlce but to lts prlorlty and the demand 
that it can legitimately make upon th~ s~ate treasury. ,As st~te and 
local governments are faced with contlnulng shortfalls 1n ~helr own 
resources, greater resistance ~o the fed~r~l a~tempt~ to dlrect those 
resources through either negat1ve or poslt1ve lncentlves can be 
expected. In most cases, it is 't.he issue of.priorit~e~ for the 
expenditure of limited funds and the a110catlon of l1mlted state/local 
government personnel that must be understood rather than the broader 
issue of general program acceptance. (Taddiken, 1978: 127-8) 

Like the incentives strategies, rec.ent penalty-based strategies have 
stimulated state attention to their err~r rate problems (Taddiken, 1978: 
162-4; Zeller, 1981). Nevertheless, a number of real or potential problems 
with this approach should be noted. Many states and more neutral analysts 
have pointed to weaknesses in proposals to base penalties on error rates. 
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As presently defined, error rates include technical errors (e.g., failure to 
register for WIN or obtain a social security number) and do not inc'lude 
other factors such as the quality of client service, timeliness of awards, 
or administrative costs which also indicate managerial effectiveness. 
Measuring only results (error~), they ignore real questions about the 
ability of agencies to comply (available resources, legal, and civil service 
restrictions, etc.) or the availability of the technological means to solve 
verification problems. Furthermore, many have questioned the accuracy and 
u ni form i ty of the error-measurement prucess (General Accounti n9 Offi ce, 
1980: ii), and it is widely argued that further utilization of QC programs 
as a basi s for sancti ons will 1 ead the states to hi de the et'rors they do 
find, or to contest federal error findings endlessly rather than addresSing 
corrective action needs. (Richardson, 1977: 246; General Accounting 
Office, 1980: Chapter Two). 

While the threat of sanctions stimulates corre~tive action, penalties 
may not fall di rectly on those who have caused prob1 ems (a1 though states may 
pass penalties on to the counties which generate high error rates; see 
Zeller, 1981) and may make things worse either by hurting recipients or by 
reducing already underfunded administrative efforts (Taddiken, 1978: 
l3,147). The worst states may be able to make substantial improvements in 
their error rates with modest investments, but at some point, the costs of 
correcti1le action to attain error rate goals may i:xceed savings from 
improved case management (Richardson, 1977: 250). The 1980 case studies 
01 Arne programs conc1 uded: 

~e~eral,.state, and local AFDC managers need a good deal more reliable 
1nronnat10n on all of the costs of quality control prQgrams--in dollars 
5pen~ by the ag~ncy, in time required of caseworkers, and the costs in 
qua~ 1 ~y of serV1 ce to the c1 i ent. Such an accounti og may prove 
emplr~ca11y what these case. studies only suggest, that the utility of 
pur~Ul ng error becomes margl na1 once states and counties have taken the 
baslc, necessar,y steps to control the quality of AFDC management 
(Zeller,1981: 90; emphaSis in original.) • 

Finally, serious questions remain in the minds of many states as to 
whether the fiscal sanctions threatened in the late 19705 will ever be 
imposed, In the early yeal1 s of the AFDC program, the Soci a1 Securi ty Board 
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frequently vetoed noncompliant state practices; however, the last time a 
fiscal sanction was actually imposed on a state was in 1951 (see 
Steiner, 1966: Chapter Four; Advisory Commission on Intergovernmentd1 
Relations, 198O). State reactions against the 1951 sanction (in which the 
Federal Security Agency terminated AFDC funding for Indiana because it 
opened relief rolls to public inspection) were so strong that Congress 
amended the Social Security Act to overrule the FSA position. A 1966 
analysis of federal welfare policy termed the 1951 dispute a "turning point 
in the activitie:; and authority of the federal agency in relation to state 
policy-makers ••• Now it appeared that a state with clean hands might achieve 
a de~ired change in federal law even if that change ran contrary to the 
predilections of the administrative agency. The success of the Jenner 
amendment (overruling FSA) suggested that in the making of categorical 
relief policy politicians could be no less influential than welfare 
professionals" (Steiner, 1966: 97). 

Fifteen years later, the discretion contained in the Michel Amendment 
to waive penalties for "good faith" corrective action efforts may well mean 
that the past ritual of "threaten, negotiate, and waive" will continue. In 
all likelihood, a smaller penalty ~h;ch actually was imposed would prove a 
better weapon than the massive cannons which to date have gone unfired 
(Advisory Commission on Intergovernmental Relations, 1980: 34, 39). As 

state officials told researchers from the Center for Governmental Research 
in 1977, 

State legislators may be less concerned about what is permissible unde)' 
regul ations than wi th What USDHEW will a~cept, or can be IIforced" to 
accept. USDHEW's history of backing-off on sanctions and prior 
requirements tends to encourage a high degree of legislativ~ 
"creati vi ty" in some states. Departments of Soci al Servi ce~ may be 
placed in compromising positionc in such situations since their 
c~edibility is often dependent on ability not to interpret current 
regulations, but ability to foresee future DHEW decisions. (Taddiken, 
1978: 172) 

Perhaps the only safe conclusion about the impact of federal 
utilization strategies concerns the variations among welfare and criminal 
justice systems which weri~ so evident it! our research. Some officials in 
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some agencies have long been strongly committed to fraud reduction and have 
impl emented extensi ve and sophi sti cated preventi on and enforcement programs; 
limitations on their effectiveness may only suggest the limitDtions of 
control technology, the limitations of all public bureaucracies, and the 
ineVitability, as Gilb phrased it earlier, of "getting some useful work 
done. II Other officials and other agencies have consistently displayed 
lower motivation, lower competence, and less interest in fraud and abuse 
problems. As one senior DHHS official summarized his experience, "There are 
perhaps three groups of states--the very best which have always been well 
run and innovative, the worst which don't even try, and those in the middle 
which are trying hard to shape up." Any federal polic'les which assume that 
states have uniform problems may, therefore, be misguided--the best states 
mqy not need help or may only be slowed down by federal involvement, and the 
worst states may be incapable of using state-of-the-art techniques. As 
the 1980 study of AFDC programs concluded: 

The threat of loss of funds ••• (as opposed to positive incentives) 
should be reserved for states with consistently high payment error. 
Such threats may be the last resort for states which have not proven 
their concern for quality control ••• (Zeller, 1981: 90) 

If welfare programs are turned over to the states, as has recently been 
suggested, and federal agencies lose all power to monitor them, these 
observations would suggest that the good ones will do better and the bad 
ones will become worse; if the state legislatures do not develop a capacity 
to oversee the expenditure of funds, program agencies will have even less 
incentive to control fraud. 

Conclusion. Not surprisingly, our research has found a variety of 
heroes and villains, incompetents and creative problem-solvers. We have 
also found that the Fraud Control Game is being played for many different 
reasons. In some areas, fraud control is seen as an adjunct to the goals of 
welfar~ systems, e.g., as a vehicle to penalize recipients who do not 
deserve public assistance or providers who exacerbate the health problems of 
the poor. In other areas, fraud contr01 is primarily a cost-containment 
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mechanism, serving alongside limitations on eligibility and reimbursement 
rates as a way to cut total welfare costs. For some actors, fraud control 
is a form of political theatre, a device to appeal to anti-welfare or • 
anti-crime constituencies. Ultimately, fraud control is all of these thlngs 
and cannot be understood or improved if thought of as an isolated issue. 
Fraud control is part of welfare administration, is part of public 
budgeting, and is part of a continuing debate over the purposes of 
government. Ellen more troubli ng is the i nescapabl e fact that fraud and 
abuse is committed both by people anyone would condemn (welfare queens and 
Medicaid mills) and by desperate people who cheat to survive on the margins 
of society. Prevention and enforcement systems aimed at the big crooks also 
catch the widows who conceal assets to get Food Stamps and the inner city 
c1uctors who abuse Medicaid when theit' private patients don't or can't pay 
their bills. Fraud and fraud control, in other words, !!!. morally 
ambivalent issues. Fraud and abuse can be controlled more effectively than 
they now are, but control should not be at the expense of other social 

goal s. 
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NOTES 

1. Cf. Taddiken (1978: 51-52): "In many states, there are fundamental 
institutional roadblocks to accomplishing the objectives outlined in 
the federal legislation. These roadblocks derive not only from program 
issues--but, more importantly, from the basic management processes 
through which government programs are implemented. Examples here are 
civil service reqUirements, budgeting systems, and constitutional 
limitations on the expenditure of funds. While federal incentives can 
stimulate changes, they cannot, through their own existence, eliminate 
the roadblocks. In addition, the pressures that have produced the 
management processes and resulting roadblocks may be of such 
significant strengt!l that t~ey cannot be overridden merely by the 
availability of federal funds. 1I 

2. See Chapter Five, Note 9, and Chapter Eight, Note 3. 

3. In assuming rationality, we are omitting discussion of such real world 
phenomena as lazi~ess, caprice, stupidity, or feelings of helplessness 
(e.g., that I can't alter current activities.) All such phenomena 
exist, and increase the difficulties involved in engineering changes. 
For more detailed analysis of the factors affecting utilization 
decisions, see Gardiner and Balch (1980). 

4. Given the diversity of political, administrative, and criminal justice 
systems in the United States, many different combinations of 
utilization-supporting forces ("fraud control lobbies") are possible. 
In some states, welfa·--e agencies may strongly support fraud control but 
need additional resources; in other states, the impetus for fraud 
control must come from the legislature, citizen groups, or federal 
agencies. Our emphasis in the text on the role of government actors 
should not be taken as downplaying the role of nongovernmenial actors 
(citizen organizations, the mass med'ia, schools of social work, etc.) 
in i~fluenci~g government policies. In each state and lucality, 
different combinations of private groups, legislators, administrators, 
and criminal justice officials will be predisposed toward, and in a 
position to facilitate, improvements in fraud control. 

5. Research on the adoption of innovations (see Rogers with 
Shoemaker, 1971; Rothman, 1974; Za1tman et al, 1973; Zaltman and 
Duncan, 1977) suggests that many chat'acter; :tics of a proposed change 
affect its value relative to current jJr'actices. Its attractiveness 
will be decreased by higher co~~." or complexity (people will avo'id 
things WhicH are Clifficult to comprehend); relative values will be 
increased by accessibility (things which are easy to understand and 
use), potential for success, compatibil ity with current practices, 
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trialability (can the change be used temporarily to see if it works?), 
and divisibility (can the change be tested in part or must it be 
adopted in ~oto?) (Gardiner and Balch, 1980). These findings suggest 
both the atrributes of fraud control techniques which will facilitate 
or inhibit adoption and the attributes which should be stressed in 
"marketin.g" techni ques to potenti al adopters. 

6. Other research has suggested the long-term payoffs which may arise from 
dire~ting communications strategies at "natural points of entri' in 
organizations (Yin et al» 1976: 25). Members of organizations are 
already attuned to receiving infonmation in the course of training, 
meetings, etc. Fraud control information built into such channels of 
communication will not have tv face the problem of catching an 
aUdience's attention as well as selling the message. DHHS, for 
example, might prepare a unit on fraud prevention to be used in 
caseworker training, a unit on MMIS data analysis for fraud control 
unit investig~tors, etc. 

7. Just as our analysis assumes rationality in decision-making (see note 
3, above), it must also assume that decision-makers will accurately 
perceive the costs and benefits associated with ~ach alternative. In 
real life, of course, perceptions are clouded by uncertainties and by 
differing evaluations of what are costs and what are benefits in their 
own value systems. 

8. A 1978 study of several DHHS programs provided the following taxonomy 
of incentives programs (Taddi ken, 1978: 182): 

Orientation 

Po si ti ve 

Negative 

Financial 
Description of General Type 

Non-Fi nand a 1 

Bonuses to Program 
Bonuses to Other Programs 
Sharing of Savings 
Spec i a 1 Gra nts 
Awards to Personnel 

Penalties against Program 
Penalties against other 
Programs 
Penalties against Admin­
i strative FFP 
Mandated Payments from 
state general revenue funds 
Performance bonds 
Civil Money or Criminal 
Penalties against officials 
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Increased Program Flexibility 
Favorable Publicity 
Technical Assistance 
Awards to Personnel/Officials 
Special Conferences 

Reduced Program Flexibility 
Bad Publicity 

Mandatory Technical Assistance 

Civil Suits (by DHEW or 
Citizens) 

I 
I, 

< 

9. One study suggests that the funding structure of Child Support 
Enforcement units encourages waste and inefficiency, since the state, 
although contributing only 25% of the administrative costs of eSE, 
gains up to 50% (the state's share of AFDC) of recoveries from support 
order payments. (Maximus, 1982: VI: 3, 12-13) 
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APPENDIX 
ADMINISTRATIVE INFORMATION AND METHODOLOGY 

Administrative Information 

This project was funded by a grant (80-IJ-CX 0110) from the National 
Institute of Justice. The work was undertaken by three organizations: 

• SRI International 
Public Policy Center 
333 Ravenswood Avenue 
Menlo Park, CA 94025 
Theodore R. Lyman, Project Director 
(415) 859-6016 

1 
• University of Illinois at Chicago 

Dept. of Political Science 
Box 4348 
Chicago, IL 60680 
John A. Gardiner, Principal Investigator 
(312) 996-3105 

• Rhodes Associates 
706 Cowper Street 
Palo Alto, CA 94301 
Frederick Nold, Project Consultant 
(415) 326-6246 

SRI International was the grantee; the University of Illinois and Rhodes 
Associates held subcontracts. 

Methodology 

The SRI grant application provided an overall design framework for the 
study. Fraud control issues in three government benefit programs (Med'icaid, 
Aid to Families wtth Dependent Children, and Veterans Education programs) 
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were to be analyzed as they operated in three states (Colorado, Illinois, 
and Washington). A joint decision during the first few months of the 
project resulted in further study of the Veterans Education programs being 
discontinued (the programs were of insignificant interest to state and local 
officials where most of the field work was focussed). The principal 
research methods used during the project included literature review, field 
interviews, case study development, and qualitative analysis. 

Early work focussed on establishment of a project library at SRI where 
materials relating to fraud control, the be!\efit programs, and the three 
states were drawn together from a vari ety of SOUl~ces. They were read, 
annotated, and then categorized in terms of project issues. Subsequent 
meetings of the project staff resulted in the preparation of a research 
framework for analyzing issues in fraud and abuse control. 

A project advisory panel was also established during the early stages 
of the project (see list of members in Acknowledgments). At the first 
meeting of this group, the research framework was discussed and modified. 
Plans were discussed for interviews and other means of data collection at 
the tht'ee state sites as well as in Federal agencies. The first advisory 
meeting ended in agreement on the research framework and with general plans 
for a series of interviews with staff of the Inspector General Offices, OMB, 
GAO, and program officials in HHS. 

Field work commenced in Washington, D.C. with non-structured interviews 
and other data co11ection with the previously targeted federal agencies. 
Meetings were also held with officials of public interest groups 
(e.g., APWA) and research organizations (e.g., University City Science 
Center). These informal meetings and the review of old and new material 
formed the basis for development of instruments to guide field work in the 

states. 

Interview guides were developed, structured along the topic outlines 
established in the research framework document. Contact was made with 
officials in the three states and a schedule of visits set up. Over a 
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period of three months, lengthy, face-to-face interviews were undertaken 
with state legislators, state AFDC and Medicaid program officials, fraud 
control/investigative personnel, local social service directors and 
prosecutors, and local legal and welfare rights organizations. Table A-l 
indicates how many interviews were held with what type of offic'ial, by 
state. Interview notes were subsequently organized by state and by topic, 
and were then reviewed by the entire project team. A case stud<1 outline was 
prepared and six case studies drafted (one study per program per state). 

The six case studies were subsequently reviewed and a general framework 
prepared to guide the analysis of policy issues--the objective of the second 
half of the project. A second meeting of the advisory panel focussed on the 
analytical framework. The analytical framework as well as a final report 
outline was approved at this second advisory panel meeting. 

Each case study was then re-analyzed with respect to the framework 
(recipients' perspectives, providers' perspectives, control agency 
perspectives, etc.) and general themes established for each of the 
analytical chapters. Writing began immediately on the final report~ drawing 
on library materials, the six case studies, interview materials and, in some 
cases, follow-up telephone contacts with people in the field. A final 
chapter of strategies for overcoming baY'riers to implementing remedies and 
an executive summary were prepared after a third advisory panel meetinge 
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TABLE A-1 

PROJECT SITE CUNTACTS 

T~2e of Official Colorado 

Federal Program 6 

Federal Fraud Control 2 

State Legislators, staff 
or political leaders 4 

State Program 9 

State Fraud Control 6 

Local Program 10 

Local Fraud Control 7 

Community or Other 
Organi zations 4 

A-4 

State 
I 111 n01 s 

8 

10 

13 

13 

12 

1 

4 

Wash1ngton 

4 

4 

5 

12 

5 

19 
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