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CHAPTER I

EXECUTIVE SUMMARY
ANNUAL REPORT OF THE HEW
TNSPECTOR GENERAL
FOR THE PERIOD ENDING DECEMBER 31, 1978

The first two years of the HEW Office of Inspector General
have been years of growth and experimentation. Most
importantly, this second Annual Report is a "lessons
learned" document.

Perhaps its most important message is that Audit, Investi-
gations, and Systems Review are each major purpose

activities, each with its own work program. The Immediate
Office of Inspector General is of value mainly as a leader

and catalyst in assembling joint teams of mixed disciplines
to attack problems or engage in new initiatives.

The Office of Inspector General Headquarters should remain
lean and fit, and its operations should be highly decentral-
ized, because discovery of problems and correcting them
must occur primarily in the offices of the 50,000-plus
institutional recipients of HEW funds and HEW's own internal
organization. A continuing challenge is to maintain
effective communications in such a highly decentralized
structure.

In this year's report we make a number of recommendations
to the Secretary and to the Congress. We have felt free
to suggest ideas which will require further study and

to recommend legislation which must yet be drafted and
cleared through the normal procedures.

This Executive Summary highlights the key findings and
recommgndations of Chapters II through VIITI.

CHAPTER II -- Putting "Losses Due To Fraud, Abuse, and
Error" Into Perspective

Exceptional progress has been made since March 31, 1978,
in energizing a formal cost-reduction program which builds
upon -- but has gone well beyond -- the findings of the
Inspector General's first Annual Report.



Savings targets of $1.3 billion for FY 1979, and $2.1
billion reflected in the FY 1980 budget request are admi-
rable goals. In the years following 1980 we see $900
million of additional waste which might be saved, using
Present authorities and Tésources. Congressional support
can open avenues for further cost savings of about $660+
million in future years (in addition to the Department's
legislative program of $2.9 billion in Fy 19280) .

Finally, there is a large area of uncertainity over the
feasibility and timing of savings in a number of complex
fields, such as unnecessary surgery, X-rays, and hospital
Stays, and further reductions in error rates below very
low minimums.

The overall recommendation of Chapter II is to:
Establish a special fund under the direction of the
Inspector General to Support a "Fraud and Abuse New

Initiatives Program, "

CHAPTER III -- Highlights of Audit Efforts, Calendar Year
1978

Department's staff prepared 1,459 and public accountants

The audits identified $143.8 million for consideration by
the POCs as not having been spent in accordance with
regulations, terms, or other criteria. During the same
period, the POCs agreed with Audit-recommended financial
adjustments totaling $54.8 million. ' '

This Chapter makes two overall recommendations:

1. Audit Agency staffing needs to be steadily
augmented. In-house growth for the next several
yYears should average about 1§ percent annually,

2., We urge early consideration of development of
a regulation to recover the "cost of monies"
borrowed from the Federal Government which are
found to have been misspent by grantees. This
would recover about $17 to $25 million annually.




CHAPTER IV -— Highlights of Activities: Office of Investi-

gations and Other Fraud Investigation
Agencies

In CY 1978, the Office of Investigations had its most
successful year thus far, with 125 indictments and 105
convictions -- over twice CY 1977. A 50 percent growth

in staff occurred in the last guarter of the Calendar Year
—— to a new total of 136 members. Major growth still lies
ahead to reach the full budgeted level of 234 staff needed
to assume full responsibility for all provider criminal
fraud investigations conducted by HEW and the most complex
and important of the employee-conduct cases.

Iin the year ahead, the growth in the State Medicaid Fraud
Control Units will begin to offer opportunities for
multiplying the effectiveness of the office. It 1is
essential that Federal leadership continue in this

area -- in which a thousand professional staff will
eventually be supported for three years by 90 percent
Federal funding. We are prepared to consider whether 90
percent funding beyond a three-year term may be necessary
in some cases, to assure full effectiveness.

The wisdom of Congress in enacting P, L. 95-142 (H. R. 3)
is demonstrated not only by the creation of the Fraud
Control Units (Section 17), but by many other provisions,
including the disclosure sections which will assist us in
studies of chain ownership. Four recommendations are

cited in Chapter IV:

1. Establish a close working relationship within
the Executive Branch among the 14 statutory
Inspectors General, working cooperatively
with the Department of Justice, the Office
of Management and Budget, and the Office of
Personnel Management.

2. Continuously assess needs and institute
measures to assure the security of our
computer systems.

3. Emphasize training investigators, auditors, and
prosecutors, and cross—-training among these
skills.




4. Urge the Department of Justice to seek a general
fraud statute making it a felony to defraud any
Government program,

CHAPTER V -~ Initiatives to Attack Fraud, Abuse, and
Error in Health Care Financing Programs

The most valuable experience during the past year has been
the lessons learned with the States from Project Integrity
(physicians and pharmacists). In the coming year we will
offer interested States tested computer screening aids in
launching additional Project Integrity initiatives (such
as the dentists and laboratories reviews now in process}).

The following recommendations are offered:

1. Complete and issue HCFA's proposed regulations
requiring administrative sanctions for fraud and
abuse in the Medicaid program.

2. Make available to the States model legislation
for fraud and abuse control in the Medicaid
program.

3. Present to Congress the "Civil Money Penalty"
Bill to give the Secretary authority to act
if criminal penalties have not been effective
or criminal prosecution is unwarranted or
impractical.

4. Consider establishing by statute incentive
arrangements for special financing to meet in-
dividual State needs for (a) management infor-
mation systems, (b) surveillance and utilization
review units, and (c) Fraud Control Units. Both
provider and beneficiary fraud activities in
welfare and health care programs should be
included.

5. Present to Congress a statute to prevent
independent laboratories from charging fees
to the Medicare and Medicaid programs which
exceed their charges to physicians.

6. Implement new requlations promptly to reguire
action by the appropriate agencies when PSROs
find that services are unnecessary.




Develop legislative measures to strengthen
health care management and control:

-=Legislation to permit competitive selection
of fiscal agents and intermediaries (also
discussed in Chapter II).

--Gtatute to establish Federal criminal juris-
diction for theft or embezzlement of Federal
grant and contract funds.

--Legislation to upgrade from misdemeanor to a
felony the punishment of persons who use their
Medicaid cards to aid in the procurement of
controlled substances to be sold on the street
by drug pushers. (Amendment to 42 U.S5.C. 1396h)

--Statute to make it unlawful for a practitioner
to pay a druggist to fill his prescriptions for
controlled substances. (Amendment to 42
U.S.C. 1396h)

——Termination from participation (or a very long
gsuspension) from the Federal health care programs
after being convicted of violating any provision
of the Controlled Substances Act. (Amendment to
42 U.S.C. 1395y{2})

--Propose model legislation to States providing
for 1ifting a doctor's license to practice
medicine if he supplies prescriptions for
controlled substances to drug pushers.
(Amendment to Title XIX)

--Extension of the period for funding of State
Fraud Control Units for a full three years
after date of certification.

--Legislation making it a Federal offense to pay
a carrier, intermediary, State, oOr fiscal agent
employee with the intent of influencing his
action in either Medicare or Medicaid programs.




-~Modification of the "Free Choice of Providers"”
provisions in the selection of laboratories and
suppliers of medical supplies and equipment to
permit awards based on competitive bid practices.

CHAPTER VI ~-- Initiatives To Attack Fraud, Abuse, and Error
In Income Maintenance Programs

This Chapter reviews our exXperience during the past 18
months in working with the States on the matching of Welfare
rolls against Federal employment rolls and against other
States' Welfare rolls. 1In Project Match II, we will be
concentrating on matches of SSI and SSA Title II rolls.

These efforts have required extended part-time participation
by many OIG personnel throughout the regions and extensive
interface with other Federal and State agencies. We have
learned that much patience is required to administer projects
of this type.

Based upon this year's experience we have four recommenda-
tions:

1. Continue to consider implementation of three
Trecommendations made last year:

--That Congress endorse a regular program of
matching State Welfare rolls against other
files, including Federal military and civilian
employees, State employees, Unemployment
Compensation rolls, Child Support Enforce-
ment files, mortality data, SST files, and
SSA Title II benefit files.

==That all State Welfare agencies be encouraged
to acquire wage data to validate Welfare
benefit application. Those which do not haye
quarterly wage reporting by employers to the
Employment Security Agency should use an ’
alternative source of wage data (e.g., State
tax information) to report to the Welfare
agencies.,

—-That Congress extend to the AFDC program the
same funding and incentive benefits now
available in the Medicaia program for design
and operation of management information systems,




and for establishment of recipient Fraud Control
Units.

Institute full support to the implementation of

the National Recipient System (all AFDC recipients'
information) by the Department and the Congressional
committees concerned.

Amend the Tax Reform Act of 1976 to permit access
to IRS interest and dividend income information as
a means of finding unreported resources. Potential
annual savings of $45 million in the SSI program.

Continue full support to the Office of Management
and Budget in developing Federal guidelines for
computer matching to assure adherence to the
letter and spirit of the Federal Privacy Act of
1974 when using computer matching to ferret out
fraud and abuse.

CHAPTER VII -- Initiatives to BAttack Fraud, Abuse, and

Frror In The sStudent Financial Assistance
Programs

The OIG has been a partner in the development of improve-
ments in these systems. We offer seven recommendations
for Congressional consideration:

1.

2,

Retain an integrated Bureau of Student Financial
Assistance if a Department of Education is formed.

Establish and sustain fair and equitable refund
policy requirements for all Student Financial
Assistance programs.

Give legislative approval to provide IRS address
data to State Guaranty agencies prior to their
submitting defaulted cases to BSFA for reinsur-
ance payments.

Amend the Family Educational Rights and Privacy
Act to provide that, in certain cases, prior
notice to a student need not be given before
the school complies with a subpoena for student
records (the Buckley Amendment).



5. Clarify authority to refer default information to
private credit ratings bureaus, and possibly lend
legislative attention.

6. 1Institute an interest cost on Federal monies
found to have been misspent by grantees.

7. Give legislative authorization for use of program
funds to defray the cost of obtaining records
needed for civil and criminal investigations (as
consistent with the provisions of Title XI, Right
to Financial Privacy Act of 1978).

CHAPTER VIII -- 0IG Activities Related To Contracts and
Discretionary Grants

During the last Calendar Year, we assisted the Secretary
and his Assistant Secretary for Management and Budget in
the examination of grant and contract situations involving
unusual problems and guestions regarding the conduct of
Government and grantee officials. This experience led us
to identify the need for clear policies on the award of
grants when the integrity of key performers is questionable.

We likewise continued extensive audits of universities as
the cognizant agency for 94 percent of the Federal audit
interest in these institutions.

Growing out of our experience this year, we have made six
recommendations:

l. Contracting and grant practices throughout the
Department should be examined by the Assistant
Secretary for Management and Budget to test the
OIG conclusions that special measures and controls
are needed to separate contracting operations and
Peer reviews from pProgram influence.

2. The General Counsel should be sure that all new
officials of the Department and others in very
sensitive roles are given counsel and assistance
to avoid their becoming involved in conflict-of-
interest situations.

3. The proposed debarment regulation should be
issued promptly to enable the Department to
avoid continued awards to programs or individuals
who have demonstrated fiscal irresponsibility.




4. HEW should continue to work aggressively with
the Office of Management and Budget and other
appropriate organizations to improve the
accountability of colleges and universities
for Federal contract and grant funds.

5. The double payment issue affecting Public Health
Service grants should be addressed and resolved
in the current year.

6. Special attention should be applied this year to
improving the management of the Title XX program.
An OIG report on this matter will be issued in
the near future and an OHDS Technical Assistance
Manual will become available in May.

In addition to this basic volume and its Appendixes, other
reference materials will be available in limited quantities,
depending upon the public demand for them. These are:

--The proceedings of the Secretary's First Annual
Conference on Fraud, Abuse, and Error held at
the Washington Hilton Hotel on December 13 and 14,
1978. All registrants for that conference will
receive copies of the proceedings.

--A compilation of memoranda described as "Lessons
Learned from Project Integrity 1." The 51 par-
ticipating jurisdictions each have been furnished
a memorandum of viewpoints by the regional
officials who were the developers and overseers
of the project -- the audit Agency, the Office of
Investigations, and HCFA's office of Program
Integrity. A copy of this will be furnished to
each State agency and Fraud Control Unit, but it
may be a useful reference to others.

--In preparation at the time this report went to
printing was a volume of technical memoranda
describing computer screening techniques developed
for Project Integrity IIL. These are described in
Chapter V of this report and in more detail in
Appendix F.

as we did last year, we wish to pay tribute to the Secretary
for hie unflagging and consistently high support for the
independence of this office, for the maintenance of its




professional integrity,
He has observed at all t
the statute which confer

as well as for its neyw initiatives.
imes the letter and the spirit of
§ such independence.
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CHAPTER II

PUTTING "LOSSES DUE TO FRAUD, ABUSE, AND
ERROR" INTO PERSPECTIVE

In our first Annual Report, we presented a compilation of
dollar estimates made by various authorities -- including
HEW, GAO, and Congressional Committees. This inventory
had been requested by the Secretary. Its immediate pur=-
pose was to emphasize opportunities which appeared to
deserve priority attention by HEW managers to achieve
greater economy and efficiency -- as well as to highlight
areas deserving Congressional attention. This continues
to be the primary purpose of this year's report. )

Ooverview of Findings

We have continuously monitored the results from our first
Annual Report and have remained alert to any neéw oppor-
tunities for savings which have come to light through our
own and GAO studies. Our findings lead us to four con-
clusions:

--First, the response of the Department to the first
Annual Report has been exceptional. Last June the
Secretary established targets for savings of $1.1
billion, $1.7 billion, and $2.2 billion in Fiscal
Years 1979, 1980, and 1981, respectively. The
FY 1979 goal has already been increased by 20
percent (to $1.3 billion). The FY 1980 projected
savings are up by 25 percent (to $2.1 billion).* 1In
addition, many new areas of savings not reported
by the Inspector General have been identified and
incorporated into savings plans.

--Second, the principal untapped opportunities for
savings reported by the Inspector General last
year lie primarily in reducing fraud, abuse, and
error in the Health Care Financing programs.
Realizing these saving will require several more
years of intensive effort by the Inspector General

*The FY 1980 budget projects savings which will be
incorporated into a formal cost-reduction plan between
the Secretary and his program managers.
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and the Health Care Financing Administration,
working closely with the States. The savings
potential is about $700 million in this area, plus
$200 million in areas other than HCFA.

==Third, in addition to the Department's legislative
program, which recommends savings of $2.9 billion
in FY 1980, we are stressing longer term oppor-
tunities to save another $660% million. Planning
for these additional actions is proceeding within
HEW, but Congressional support is reqguired.

-=Finally, a number of long-range subject areas need
research and development efforts to identify the
feasibility of actions which may lead to future
savings.

This chapter discusses these four matters in more detail.

A.

The response to the first Annual Report has been
exceptional. :

HEW today has in operation a comprehensive and promising
cost-reduction program. Last yYear, we reported to the
Secretary that out of total "losses" of $5.5 to $6.5%
billion due to "fraud, abuse, and waste," only $2.7
billion could be attacked within his existing authorities
and resources. This analysis, which was submitted on

May 18, 1978, (subsequent to the publication of the firsgt
report}), appears in full in Appendix A,

The Secretary immediately directed the establishment of
cost-reduction goals by each agency concerned. The
goals now established for FY 1979 total $1.3 billion.
The budget savings projected for FY 1980 are $2.1 billion,
as shown in Exhibit IT-1 on the following page and
explained in greater detail in Appendix B. Because
operating experience with this effort is still in its
infancy, we have not had the opportunity to validate
actual achievement of these goals in all areas. Never-
theless, we believe that a useful process is now in
place which should give significant measurable results,

*Revised downward from $6.3 to $7.4 billion based on later
information received. A number of overlapping items were
found. See Appendix A,
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EXHIBIT II-1 Co EXHIBIT II-1

COST REDUCTION GOALS FOR FY 79 AND FY 80

COMPARED TO IG'S ORIGINAL SAVINGS ESTIMATE

WITHIN EXISTING AUTHORITIES AND RESOURCES
($ MILLIONS)

‘ : IG's : Department's : FY 1980
Area : Original : FY 1979 Goals :Projected
. Estimate : Original : Revised : Savings

Health Care $1,909 $ 531 $ 554 $1,298
Financing .
Student Fin- - 203 - 284 416 394
ancial
Assistance
Income 541 201 287 244
Maintenance
Elementary 53 22 22 34

and Secon-
dary Educa-
tion Title I

Administrative 53 .40 ' 40 80

JE—————

Total s2,750  §$1,078  $1,319  $2,050

gource for Goals: Assistant Secretary for Management and
Budget
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Some of
follows:

1.

the highlights of these Planned improvements are as

In Health Care Financing, the goal has been raised
from $5%54 miliion to $1,298 million -- additional
savings of $744 million in FY 1980. The major
contributions to this increase come from:

~—-Reduced payments for ineligible ang erronecus
payments,

-~Reduced fraud ang abuse in Medicaid and Medicare.
--Limitations on routine hospital costs (Section 223).
~=Limitations on malpractice insurance premiums.

-~Limitations on home health provider and skilled
nursing facilities costs.,

It is notable that of these reductions, as shown
in Appendix B, five represent new initiatives
begun since the Publication of the first Annual
Report.,

The Student Financial Assistance Program has
undergone dramatic change in its Cost-reduction
objectives, Originally, the Inspector General's
estimate of loss was $203 million. However, the
savings goals for the program are now set at $416
million for FY 1979 and level off to $394 million
in FY 1980. Thig change results chiefly from the

and the use of improved computer edits. T+ appears
that 500,000 questionable applications may be
Screened out through these techniques.

time. Tt ig estimated that 5100 milliion can be
Saved by this initiative in FY 1979, and $25 million
in 1980.

14




Beyond 1980, about $900 million in additional savings
appear possible under present authorities.

If the 1980 goals now established can be met or ex-
ceeded, the guestion arises of how much more potential
there is under existing authorities and resources.

As described at the outset of this Chapter, in last
year's report we arrived at a benchmark of $2.7 billion
of "losses" which could be attacked by the Department
under present authorities and resources. In view of
the new initiatives which have been added to the pro-
gram, and the experience of another year, we have
restudied our analysis item-by-item, as shown in
Appendix B-2, and have revised those estimates. In
summary, we find that the savings figure attainable,
over time, rises from $2.7 to $2.9 billion, as shown
in Exhibit II-2 on the following page.

The chief opportunities for achieving additional
savings after 1980 lie in Health Care Financing,

1. Continued progress sSeems possible in the reduc-
fion of erroneous payments, payments to ineligibles,
and_improved recoveries of third-party liabilities.
It appears that, over fime, at least an additional
$170 million should be saved.

2. Further reductions in Medicaid and Medicare fraud,
gEuse, and inefficiency losses should be sought --
especially in hospitals and nursing homes. The
estimated untapped potential is $517 million.

While we are pleased with the progress made in the first
two years in health care fraud and abuse initiatives

(as outlined in Chapter v), we must acknowledge our
inability to measure progress, and the need for con-
tinued initiatives. The Inspector General proposes to
continue to assume major responsibility here, in
partnership with HCFA and the States.

As noted in Exhibit II-2, student Financial Assistance
savings continue at a very high level. Income
Maintenance offers a continuing challenge to reduce
erroneous payments. Further opportunities for savings
exist in the ESEA Title I and various administrative
functions.

15




EXHIBIT 11-2 EXHIBIT I11-2

ESTIMATED LOSSES WHICH CAN BE ATTACKED UNDER
PRESENT AUTHORITIES
COMPARED WITH FY 1980 PROJECTIONS

: Millions :
°_—'*_'_"‘——__‘~. - 3
:Estimated Losses:Fy l§§0.Approx1mate

Area :Original:Rev1sed:Savings: Addedq
: : :Projec-; Savings
: (1977 :(1978) ttions . Potential
(1) : {(2) (3 : (2-3)
_i___i_____ﬁ_“_i____i_i__i_h__q____i_i______i_%_i____H
Health Care 51,909 $2,006 $1, 298 $ +708
Financing
Student Financial 203 394 394 -
Assistance
Income Mainten-~ 541 370 244 +126
ance
ESEA Title T 53 97 34 + 63
Administrative 53 105 80 + 25
— —_— _—
TOTAL $2,759 *$2,972 $2,050 $§ 922

tions from the 1977 estimate: 17 items increase, 4

16




c. Other future opportunities for cost reductions require
Congressional actlion.

Beyond the $900 million of untapped future savings,
analysis shows substantial additional savings can
result from proposed Congressional actions. The
largest amounts lie in the FY 1980 legislative
program already submitted by the Department to the
Ccongress, which totals $2.9 billion in savings.*
geveral elements of that total program which are
especially important to the OIG estimate of potential
savings related to fraud, abuse, and error are dis-
cussed under item 1, below.

In addition to these proposals, our review during the
last year has revealed five other prospective legisla~
tive items which could offer additional savings _

opportunities, peyond 1980. These savings, discussed
priefly in item 2, below, could aggregate $272 million.
geveral are in development now.

Finally, additional staff resources are necessary in
critical program management areas to take advantage of
savings opportunities of approximately $392 million.
These needs are discussed in item 3, below.

1. Several items already announced in the HEW 1980
legislative program are of special interest in
reducing fraud, abuse, and error.¥*

Most of the following items appeared in our first
report, although savings numpers were not fully
available until preparation of this year's report.
These are:

—--2 mandatory common audit of Medicaid and
Medicare institutional providers is highly
desirable. The total savings potential is
estimated to be $41 million. The proposed
legislative program reflects a possible

savings of $34 million in the 1980 budget.

*gee Appendix B-5 for a list of legislative proposals
amounting to $2.9 billion in savings. OIG is interested
in six with savings estimated at $273 million, plus the
important Hospital Cost Containment legislation with an
estimated savings of $1.7 billion.

17




——Enactment of the Civil Money Penalty Bill
will give the Secretary authority to move
against defrauders of Medicaid and Medicare
where criminal prosecution is unwarranted or
impractical. This Bill has been under devel-
opment for two years. TItsg pPassage offers
potential savings in the 1980 budget of $24
million.

-=8Simplification of eligibility requirements
and greater automation of State AFDC informa-
tion systems would offor opportunities for
more substantial reductions in errors
estimated at $92 million in savings. (s$81
million is reflected in the 1980 budget.)
Legislation being requested would simplify
and standardize the work expense and income
disregards. The Inspector General advocates
greater financial assistance to the States in
the development of their computerized manage-
ment information systems and fraud control
units,

-~Reduction in excessive physician costs for
hespital-based radiologists, anesthesiologists,
and pathologists would produce projected sav-
ings of $55 million in the FY 1980 budget.
(This was part of last year's inventory and
recommendations. )

~-A new initiative in this year's legislative
brogram is improved administration of Child
Support Enforcement -- including the matching
of SSA wage information against Chila Support
Enforcement records, collection of alimony,
and relationships with the AFDC program. Such
reforms could save $35 million in the FY 1980
budget.

—~With respect to excess hospital beds, the

FY 1980 budget proposecs a $30 million demonstra-
tion project under which closure of 1,500 excess
beds would result in an annual savings of $78
million ($26 million in Federal funds). This
demonstration project is one step toward the
long-term solution to a $1.1 billion problem
area discussed in last year's report.

18




The preceding items are all recommended in the
Administration's legislative program, and are
included in FY 1980 hudget proposals.

2. Five other legislative initiatives which are being
planned offer savings potentials of $272 million
in future years.

—--Statutory reform to prevent excessive payments
for laboratory seTvices and to prevent such
charges to #edicare and Medicaid from exceed-
ing charges by independent laboratories to
physicians. Based on our studies in california,
we estimate that about $51 million per year in
excessive charges can be eliminated. A more
detailed discussion appears in Chapter V.

—-—Competitive selection of Medicare fiscal
agents, and authority (1) to combine the
administration of the Medicare program, Parts
A and B, and (2) to experiment with integrated
administration of Medicaid and Medicare programs.
Such efforts should save a minimum of $50 million
annually, starting in FY 1982, and perhaps
several times that amount within five years.
We, thus, strongly support action by the Depart-
ment to reguest such authority.

~-Legislation supporting recommendations of a GAO
report on "Newly-Arrived Aliens" to establish
stricter residence requirements, and a legally
Finding support agreement by the sponsor.
The estimated savings is $72.3 million. We
understand that statutory amendments to the
Immigration and Naturalization Laws, developed
by the Social Security Administration, have
been approved by OMB. FYy 1980 savings of $13
million are estimated.

--Legislation recommended by another GAO analysis
to cope with the §5I/Disability overpayment
problem. The estimated overexpenditure today
is $54 million. Legislation would classify all
such payments as "overpayments" and allow
recovery out of future OASDI benefits.

19



payment records to help identify unreported
resources, SSA preliminary studies

indicate that such matching ecoulqd result in
Cost savings of about $45 million per vyear.

Finally, there are Several opportunities to obtain
future savings through increasega staff resources
in critical functions, as foliows:

Additional Additional
Staffing Savings
Function Needed Potential
T {Positions) (MilTlions)
HCFA's Office of 30 $ 55
Program Integrity in new
initiatives
Renal Dialysis 11 52
Program
AFDC Technical 40 50
Assistance Program
to States
Indirect Cost 65 64
Negotiations with
Universities and
Other Grantees
Expanded Audit 1,000+ 133
Force to Obtain (Recommended
More Timely ang annual growth
Frequent Coverage at about 10%
of 50,000 Recip- ~-~100 staff --
ients of HEW Funds Per year)
Implementation 15+ 38
of the Checks Paig (Interest
Letter of Credit Cost)
Procedure to Reduce
by 3400 million Idle
Funds Held by State
Granteesg
TOTAL 1,161 $ 392
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summary of the 1978 review of opportunities for reduc-—
ing losses due to fraud, abuse, and error.

The Secretary and his principal line assistants moved
effectively to act on the opportunity areas identified
in last year's report. FY 1980 cost reduction goals

of $2.1 billion represent substantial progress toward
attacking losses which can be reduced under present
authorities and resources. The remaining untapped
savings on last year's list were primarily concerned
with Medicaid and Medicare fraud and abuse, and the
further reduction in erroneous payments in the Medicaid
program, SSI, and AFDC. The Inspector General, working
with counterparts in HCFA, SS5A, and the States, acknowl-
edges a major responsibility for contributing to

further improvements over the next two to three years.
The untapped potential is estimated at about $900
million annually under present authorities and resources.

Our 1978 review also reveals opportunities for addi-
tional savings by Congressional action. In addition to
the Administration's $2.9 billion 1980 legislative program,
we would like to call particular attention to some $660+
million of additional savings which could result in

future years from:

--Providing more resources to critical management
activities which can have an impact on reducing
losses due to fraud, abuse, and error. (392
million annually)

-—Qther statutory improvements noted in. recent GAO
reports and in our own work for which legislation
must be prepared and is now in process. (5272
million annually)

In short, the IG review in 1978 spotlights opportunities
for approximately $1.5 billion of savings -- in the
years beyond FY 1980 -—- over and above the $2.1 billion
of savings which have already been targeted for the

FY 1980 program.

This leaves for further attention a group of problem
areas which involve acknowledged cost problems, but
fhe solution for which depends upon further research
and new knowledge. Appendix B-4 delineates these
areas. Principal items involved are:
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--Further research to seek reductions in the payment:
error rates in (1) Medicaid, (2) AFDC, (3) SSI, and
(4) SSA. Potential savings will continue to be of
large dollar size even after we reach the lowegt
feasible minimum error cost under today's technology
(51 to $1.5 billion annually).

-=Excess hospital beds where there is an acknowledged
FFederal cost of $1.1 billion but where the technology
for coping with this problem may require more vears
of demonstration projects and research, such as
proposed in this year's legislative program.

-=~EXcess nursing home differential costs which are
estimated at as much as $185 million. However,
there is much controversy and uncertainty about
the nature and scope of this problem. Further
study is planned.

--Unnecessary surgery, which has an estimated excess
cost range of $282 to $600 million. There is debate
over the potential and the techniques for measuring
savings. Excellent progress is being made with the
second opinion program.

--Unnecessary X—~rays is a subject of continucus atten-
tion by Public Health Service and HCFA. One estimate
of the possible long-term savings potential is $432
million. Criteria are now being developed for skull,
chest, and pelvic X-rays. :

Recommendations.

Recommendations to implement the findings of this
chapter are discussed in the remainder of this report.
One general proposal that has been reached as a result
of this analysis is:

A special fund should be established under the direc-
tion of the Inspector General to support a "Fraud and
Abuse New Initiatives Program."

Increasingly, we are impressed with the opportunities
to achieve special high payoff initiatives in
collaboration with Federal, State, and local agencies.
A recent experience is "Operation Crackdown." Ten
States are working with Federal teams to expose and
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deter fraud and abuse in controlled substances --
involving collusion between physicians, pharmacists,
and drug pushers.

To conduct a project of this type, the State and
local agencies at times need special financial sup-
port for computer analyses, temporary additional
staff, and other unusual expenses. Also, in some
cases support for a special demonstration effort may
be needed. (An example in Operation Crackdown is an
experiment now proceeding in California. Prior
authorization is being required for certain recip-
ients, using a computerized check on recipient
eligibility similar to an airline reservation check.
Perhaps this experiment should be extended to other
States.) '

To permit implementation of a variety of new initia-
tives during the course of each year, it is recommended
that a special appropriation of $5 to $10 million be
granted to the Inspector General for expenditures

under his personal direction =-- and for which he would
be strictly accountable to the Secretary and to the
Congress. These expenditures should be devoted to

high payoff projects where the return on the investment
will be several-fold to one. This fund should also

be available for use in contracting for studies lead-
ing to increasingly sophisticated means of measuring
trends in fraud, abuse, and waste, as well as HEW's
success in their reduction.
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CHAPTER III

HIGHLIGHTS OF AUDIT EFFORTS
CALENDAR YEAR 1978

This past year, the Audit Agency issued 5,652 reports

of which 4,226 covered HEW-financed programs and
activities -- 1,459 were prepared by the Department's
audit staff and 2,767 by public accountants and State
auditors. The remainder were audits performed for other
Federal agencies under an OMB system for audit cogni-
zance. These reports covered a wide range of activities,
involving thousand of diverse and geographically dis-
persed entities that carry out HEW's programs-State and
local governments, educational institutions, nursing
homes, insurance companies, many types of other non-
profit organizations, as well as numerous Departmental
headquarters and field installations.

Audits were concerned primarily with financial account-
ability for some $19.3 billion expended by HEW grantees
and contractors. Where appropriate, the audit reports
also considered the efficiency and effectiveness with
which these monies were spent, and they contained

numerous recommendations for improved management controls
and operations. The audits identified $143.8 million for
consideration by POCs as not having been spent in accor-
dance with regulations, terms, or other criteria regquiring
management attention. During this same period, POCs con-
curred in audit recommended financial adjustments totaling
$54.8 million, many of which stemmed from reports issued
in prior years. The auditors also contributed substanti-
ally to Project Integrity, Project Match, and investi-
gations, which are discussed elsewhere in this report.

In the following parts of this Chapter, some of the more
significant audit findings are highlighted under the
general program categories of health, education, income
maintenance and human development, and HEW administration.
A. Health

We issued 186 reports on health programs covering
$4.1 billion in expenditures. Most of the reports
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dealt with the Medicaid, Medicare, maternal and
child health, and community health services pro-
grams.

1.

Medicaid

During FY 1979 an estimated $21.2 billion ($12
billion Federal share} will be spent by States

Audit activity on the Medicaid program in Cy
1978 included work in 38 States. We continuedg

Reports on 13 States identified various kinds

of improper payments to providers, or questioned
the allowability of certain State-claimed admin-
istrative costs, FPayment problems usually occur
when claims processing systems do not have
adequate checks into eligibility factors; review
of services; duplicate payments; the reasonable-
ness of claimed costs: and third party liability,
To illustrate the types of problems encountered:

@ In checking into one State's payment operations,

continued eligibility had not been redetermined
as required. We also noted payments for dura-
ble medical equipment without evidence that

its purchase had been authorized by a licenseg
medical practitioner, and we reported excessive
amounts paid for patient transport arrangements.

12,000 aged and disabled Medicaid beneficiaries
also covered by Medicare; benefits cannot hbe
paid by Medicaid if a third party insurer such
as Medicare is also liable. A second major
weakness involved the accuracy of various
State-produced reports intended to assist
State and Federal staffs in managing Medicaid.
There were serious understatements of benefits
paid when compared to the State's regular
expenditure report. Also, physicians had been
overpaid by an estimated 5316 thousand (Federal
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share $158 thousand) during a nine month
period because the State agency had not
instructed its fiscal agent to impose a
State-mandated reduction in certain phy-
sician fees. '

@ A system used by one State to detect duplicate
claims filed by providers was ineffective. We
found actual duplicate payments of about §306
thousand and estimated the probability of addi-
tional duplicate payments of $239 thousand.

Toward the end of the Calendar Year, in keeping
with the Secretary's high concern and interest,

we initiated special audit plans for abortion

and sterilization programs funded with HEW
appropriations. Audits of abortion programs in
twelve States are focusing on whether HEW funds
are used only for specified circumstances allowed
under law (rape or incest; where the life of the
mother is endangered; and severe and long-standing
physical health damage to the mother would result).
Audits of sterilization activities in eleven
States -- to begin on-site in April 1979 -- will
determine whether the rights of the individual
were adequately protected, and whether required
documentations was present before payment.

Medicare

This broad program of health insurance involves
about 26.5 million beneficiaries,; with estimated
Federal expenditures in FY 1979 of $29.5 billion.
Each year substantial audit effort is spent to
see whether Medicare claims processing systems
produce timely and accurate benefit payments --
and that administrative costs claimed by Medi-
care's intermediaries and carriers are allowable.
During Calendar Year 1978 we completed 63 reviews,
covering $1.6 billion in paid benefits and $416
million in administrative costs.

We continue to find problems. For example, one
large carrier's claimed costs were overstated
because it (a) used inequitable and inappropriate
methods to allocate executive salaries and certain
indirect costs to Medicare ($652 thousand);
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{b) incorrectly claimed costs relating to State
examining, accounting and legal fees (%248

thousand) ; (c) claimed unallowable consultant
and long-range systems planning costs ($510
thousand); (d) charged for a State tax ($494

thousand) levied on its own commercial business;
and (e) improperly claimed such other unallowable
costs as EDP charges and telephone expenses ($583
thousand). Also, the carrier incorrectly computed
by $326 thousand a credit due Medicare for certain
costs that also benefited the carrier's private
insurance business.

Since July 1973, Medicare pays for the treatment
©f chronic kidney disease for most Americans. Our
review of renal dialysis claims submitted by hos-
pitals in one geographical area disclosed certain
flagrant billing practices. We alerted all audit
staff so they could be aware of such practices’

in current and future pProgram reviews. Specif-
ically, we found that one hospital was routinely
submitting claims for renal dialysis for "no show"
patients. Also, three hospitals were charging for
certain lab tests whether or not they were actually
performed.

Another area of special audit attention during the
Year related to billings for services after bene-
ficiary's death. Medicare claims are ordinarily
paid by Medicare carriers until they receive
notice from HCFA of the beneficiary's death. 1In
FY 1977, HCFA notified carriers that more than 3
million claims totaling over $163 million, appeared
to relate to medical services rendered after the
beneficiary had died. We verified. that about
94,500 ($4.8 million) should not have been paid
and most of these may be recovered by the carriers
from the providers. We found also, though, that
other claims ~- paid before the deaths of these
beneficiaries had become known -- were not checked
to see if they also covered services after the
date of death. To correct this preoblem, we
recommended that HCFA make certain changes in its
computerized and manual systems and require
carriers to identify and recover claims paid for
services alleged to have been provided after death.
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Section 1864 and 1902 Audits

State agencies certify health care facilities for
participation in Medicare/Medicaid. Costs

incurred in certification, licensure and survey

of participating providers are reimbursable.
Besides reviewing the allowability of claimed
costs, we check to see that certifications are
timely and consistent with required scope. 1In
1978, 14 audit reports were issued which questioned
about $5.3 million claimed by the States.

To determine the adequacy of one State agency's
survey, we initiated a resurvey of 16 nursing
homes. Regional HEW nursing home specialists
conducted the survey work. Results showed
numerous violations of health and sanitation
standards (e.g., lack of physician care, serving
food under unsanitary conditions, etc.). There
were also violations of Life Safety Code require-
ments (e.g., inadequate smoke barriers that went
undetected by State inspectors).

Many deficiencies went undetected because of in-
adequate State inspection procedures. 1In other
cases there was confusion in interpretating some
Federal requirements; poor training of inspectors
in some evaluation areas; and limited supervision
of inspectors. Appropriate recommendations were
made to overcome these problems.

Audits also continued to f£ind significant over-
statements of claimed administrative costs.
Improper rates were used to distribute costs;
costs of inspections relating to State licensure
were charged to the Federal Government; and budget
estimates rather than lower actual costs were used
when seeking reimbursement. Also, in some States
-— because of inadequate documentation -- we could
not render an opinion on the allowability of some
costs.

The Maternal and Child Health (MCH) Program

The purpose of the MCH program is to extend and
improve services for reducing infant mortality
and otherwise promoting the health of needy
mothers and children.
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In reviewing one State's program we found errors
connected with costs claimed; with the adequacy
and degree of State supervision of MCH projects;
and with the amount determined as the State's
share of program Costs. We recommended that the
State make appropriate pProcedural changes to
correct identified pProblem areas, and also make a
financial adjustment of $7.5 million.

As a result of these disclosures, the Secretary
directed that MCH brogram audits be made of
additional States to determine if the conditions
we found were widespread. At the close of the
Year, audits were in Process at six additional
States,

Community Health Services and Other Health
Organizationg

Audit coverage of community health and other health
Oorganizations was provided on a limited basis to
see how well selected grantees operate, what their
problems are, and to consider the need for addi-
tional financial controls.

" One audit concerned a grant awarded to a City, for
a Community Neighborhood Health Center program.
The City, in turn, had contracted with a private
firm to operate the Center. The City's responsi-
bilities were to monitor operations and reguire
the contractor to submit documentation supporting
grant expenditures. Shortly after the grant
expired, the contractor filed for bankruptcy.

The audit disclosed that neither the City nor the
contractor were able to provide adequate Support
for claimed grant costs of $810 thousand. Further
study disclosed the contractor's petition for
bankruptcy listed equipment purchased with grant
funds ag an asset {(cost: $349 thousand). Recom-

A neighborhood health Center in another city had
poor financial controls and was not making the
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most effective use of physician time. Physicians
were treating 1.5 patients per hour instead of the
targeted 2.7. Efforts were minimal to obtain
third party reimbursement for services furnished.
Recommendations were made to improve the Center's
operations in these areas.

We continued our audit coverage of professional
standards review organizations (PSRO). An audit
at one of these organizations revealed situations
that were so serious the Department concluded the
PSRO was not a responsible contractor, and its
contract was not renewed. Large data service
costs and physicians advisor costs were charged in
excess of specific contractual limitations, there
were problems with charges for equipment purchased
with Federal funds, and the PSRO refused to provide
us required documentation.

Education

audit activities for educational programs covered stu-
dent financial assistance and research funds at
institutions of higher education as well as compensatory
and vocational education programs at State agencies and
selected local school districts.

1.

Student Financial Assistance {SFA)

During Calendar Year 1978, the Audit Agency pro-
cessed 983 reports on student financial aid pro-
grams. These audits continue to disclose problems
-~ gpecifically in the areas of student eligibility
and grant and loan awarding procedures; refund
practices; improper use of Federal funds; loan
collection procedures and the computation of
interest billings; the financial stability of
participating schools: and advertising practices.
Special attention continues to involve proprietary
vocational schools -- during the past year several
were cut off from Federal funding. In all, we
questioned about $9.3 million in SFA program
expenditures in Calendar Year 1978.

Overall, trends identified during SFA audits led

to a number of Department initiatives to strengthen
program controls. Chapter VII discusses several of
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these areas including the jointly Sponsored Audit
Agency/AICPA training Program for non-Federal
audits of Sspa Programs, improved audit guides for
public accountants reviewing the basic grants and
campus based Programs, and Project Crosscheck and
other computer matching projects designed to
detect and attack abuses of SFA programs.

2. Colleges ang Universitiesg (Research Funds)

billion) mostly for research ang demonstration
Projects, By OMB directive, the HEW Audit Agency
is responsible for auditing all Federal funds at
about 94 pPercent of these schools,

Last year, about 20 percent of our staff years were
Spent on this work. In summary, about $1.5 billion
in expenditures were audited, ang about $3.5 million
were reported as improperly charged for which re-
covery was recommended. There was an additional
$86.5 million* which the auditors had to "set-aside™
for determination asg to allowability by program
officials., 1p these cases, records maintained by

and did not adequately Support charges to FFederal
Projects. Our recommendations discussed how the

This is not a new problem. For years, audit reports
have discussed the need for colleges and universities
to improve the ways they account for staff time
charged to Federal grants .and contracts. ILast year
the Department revised its Procedures for acting on
Such problems. (See Chapter VITI of thig report.)

Of particular pPertinence: sanctions are now callea
for against schools that do not implement recommended
Corrective Measures in a tlmely manner. Also, there

Schools make to their accounting systems to comply

with Federal requirements. we are seeking a better
"meeting of the minds" bhetween the Federal Govern-

ment and each college and university ag to specific
accountability requirements for Federal funds.

——

*This is in addition to the $143.8 million in questioned
costs discussed on Page 24,
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Problems also continue with the reasonableness

and accuracy of overhead rates for Federal grants
and contracts. These rates allow a grantee/
contractor to recover a portion of such over-
head expenses as depreciation, general/administra-
tive expenses and the like. The grantees compute
what they represent as reasonable overhead rates
to reimburse them for such expenses. These
"proposed indirect cost rates" -~ expressed in
terms of a percentage —- are applied against
certain direct costs (e.g., salaries and wages)

to arrive at amounts chargeable to grants and
contracts. The Audit Agency is responsible for
assisting the Department's Division of Negotiation
and Grantee Assistance which reviews the proposed
rates.

Last year we issued 175 reports on reviews of
these proposed rates; in most cases we recommended
sharp reductions. The reductions result in
significant savings. For example, a review of
rates proposed by one major university gquestioned
several major overhead items. 1In negotiations
with the school about this rate which covered a
multi-year period the Department agreed with most
audit conclusions, and it is estimated that actual
Federal cash outlay will be $124 million less than
what would have been paid on the basis of the
University's proposed rates.

Elementary and Secondary Education, Title I

Funds are provided local education agencies for
programs designed to meet the needs of educa-
tionally deprived children in low-income areas.
During 1978, audit work conducted in 7 States
reviewed some $53 million in Title I expenditures.
The following examples illustrate recurring
problems noted: .

One State's reported expenditures were overstated
by $700 thousand in that they included amounts
relating to (a) State level salaries and indirect
costs that were inadeguately supported; (b) ser-
vices provided all students in one district,
without regard to educational deprivation; (c) a
project that partially supplanted the school
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district's basic curriculum, and {d) funds retained
by the State past the two-year period of limitation.

Similar problems were found in another State's
Title I migrant program. Title I funds supplanted
State Tunds for certain activities. Also, the
State used Title I funds after the two-year period
of limitation expired. Errors were also noted in
the way the State allocated administrative costs
between the Federal Title I and State programs.
For these and other reasons, the audit report set-
aside $546 thousand for determination by the
Office of Education as to allowability and proper
allocation.

Vocational Education

Funds are provided for special educational projects
to areas with youth unemployment rates of at least
12 percent, or with school dropout rates exceeding
State-wide averages. Cooperative and work-study
programs are also funded ~~ with preference given
areas with high numbers of disadvantaged youths.
The following examples illustrate problems noted

by audit.

One State was seriously deficient in complying with
program criteria. Program funds were misdirected
because the State did not maintain statistics on
the numbers of unemployed youths. Although drop-
out rates were available, they were not used in

the process of awarding funds to local agencies.
Some projects should not have been funded because
their purposes were not consistent with program
goals. 1In other cases, the counties in which the
projects were conducted were not eligible. Projects
were not always concentrated on the disadvantaged.
Also, preference was not given to areas with high
numbers of disadvantaged youths when $943 thousand
in cooperative and work=study program funds were
awarded to local agencies.

audit of the program in another State disclosed
substantive problems in the management and
expenditure of program funds, particulary in the
way the State approved and allocated funding for
constructing vocational high schools. Construction

33




funds must be awarded to local educational agencies

by means of rating criteria described in the State
Plan which include: manpower needs and job
opportunities; differences in vocational education
needs; relative ability to provide resources; and

relative costs of programs, Services, and activities.
Applicants are to be judged competitively and ranked

based on these criteria. Instead, the State was
guaranteeing schools an annual ten percent reim-

pursement of construction costs without an adegquate

needs justification. Funds were provided in some
cases after construction was completed. Regula-

tions specifically prohibit the allocation of funds

at a uniform percentage ratio.

Other problems noted in this State: (a) S$4.9
million was expended on projects not reviewed and

approved in accordance with State plan requirements;

(b) $964 thousand in administrative costs was not
documented; (¢) $677.2 thousand was used for
improper grants to profit making organizations;

(d) $948 thousand had been identified by independent

auditors as questionable expenditures; and 5147
thousand was used for payments involving potential
conflict of interest. In addition, $1.1 million
was expended after the two year limit set by law.

.Appropriate recommendations have or will be made to

refund improper expenditures and to strengthen
program procedures.

Income Maintenance and Human Development

Our audit effort in the income maintenance and human
development programs consisted principally of reviews
of selected aspects of aid to families with dependent
children, supplementary security income, retirement
and survivors insurance, social ‘services, and Native

Americans.

1. Aid to Families with Dependent Children (AFDC)

In the AFDC program we continue to identify
significant amounts of incorrectly claimed
administrative costs. During 1978, 10 reports
were released covering §581 million in claimed
costs; of this total $4.5 million was questioned
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largely because States' claimed the same costs
under more than one program; used incorrect
methods to allocate costs; or claimed ineligible
costs.

This problem area was covered in a special report
to top HEW management issued in late 1977, which
summarized and interpreted the results of 66
individual audits. It was discussed in last
year's Annual Report and is further reviewed in
item "2" below.

Because of the substantial sums involved, mis-
takes in AFDC accounting can be costly For
example, one of the things we do in reviewing
AFDC is to evaluate how the State handles credits
due the Federal Government. Credits are called
for when recipients return AFDC funds to the
State because the payments were in the wrong
amount; sent to the wrong individual; and so on.
We found in one State that the credit was based
on an estlmate, which was not adjusted to actual,
resulting in an understatement of $3.1 million
over a three year period. Recoupment was
recommended.

During 1978, 16 reviews looked at the AFDC Foster
Care program under which the State and the Federal
Government share in the cost of foster care for

eligible children residing outside their own home.

In one audit we estimated that about $1.7 million
in payments had been made for ineligible children
during a four year period. Cases were also found
where payments had been made to providers of
foster care for periods when the children were no
longer in their charge. Also, children were being
placed in foster homes in greater numbers than
were specified by the home's license.

Review in another State also dislcosed sizeable
payments made for ineligible children and for
costs of care that exceeded amounts established
by the State. Also, the Federal account was not
being credited for amounts collected from the
natural parents of foster children.
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Appropriate recommendations were made with
respect to these deficiencies.

Administrative Costs in AFDC Programs -- A

Problem Area Update

a.

The Problem: 1In this and our prior report, we
discussed repeated instances where auditors
identified significant amounts of incorrectly
claimed administrative costs:

® Our calendar year 1977 report spoke of an
Audit Agency summary report revealing more
than 180 instances of significant improper
claims audit found over a three year
period. Involved: $78.2 million. Our
principal recommendation in this summary
report -- that consideration be given to
establishing and imposing fiscal sanctions
Or other administrative motivators in case
of inaccurate/excessive claims -- was not
accepted.

@ This current report discloses that ten
audit reports released during 1978
questioned $4.5 million in claims which
Were erroneous because States continued
to use incorrect allocation methods;
claimed the same costs under more than
one program; or claimed costs that were
ineligible. Thus, the problem continues.

Current Actionsg: Because of the concern and
wide interest in this problem SSA's Office

of Family Assistance began a national study
of AFDC administrative costs in all States.
The study is being made to obtain information
on the breakdown of administrative costs by
functions and activities, and the nature of
the variations between States. Survey results
are expected to provide a basis for evaluat-
ing alternative methods of Federal reimburse-
ment and for dealing with and reducing cost
allocation problems.

We will keep fully informed on the study's
results and on the actions that may arise
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from this work. Hopefully, the study will
reaffirm our conclusion of the need to
establish and impose fiscal sanctions, or
other measures, when States' claims for cost
reimbursement are inaccurate and excessive.
We plan to appropriately assess these
results.

Supplemental Security Income Program (581)

In January 1974, SSI replaced State administered
programs of cash assistance to the aged, blind,
and disabled. Considerable audit effort has been
expended on the SSI program since its inception.
Examples of audit findings in CY 1978 are:

a. State claimed conversion costs: We audited
$5.7 million of costs claimed by 12 States -
in transferring records for the aged, blind,
and disabled to Federal control. About 13
percent of these costs ($740 thousand) were
guestioned, and SSA should make financial
adjustments for this amount when settling
claims with the States.

b. 5SI Quality Assurance {QA) program: Each
month SS8A's Office of Quality Assurance
reviews a sample of about 4,500 SSI recipient
cases. Data generated by these reviews is
used as the basis for projecting SSI's semi-
annual error rates and over/under-payment
data. We concluded that, while the QA program
made a strong and positive contribution towards
more accurate program administration, improve-
ments were possible. '

There was a need for better compliance with
existing QA procedures; further testing
procedures were needed; and the exclusion of
some types of cases may bias sample findings.
Also, certain SSA review functions duplicate/
overlap the QA process and, if these were
eliminated, we believe there would be savings
of $5 million annually.

€. Representative payees: SSI payments may be
made to appointed representative payees for
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recipients unable to manage their own funds.
These individuals are obliged to know the
recipient's situation and need; to account
for the funds received; and to notify SSA of
events affecting the recipient's eligibility
or level of payment.

We found that SS5A needs to improve its monitoxr-
ing of representative payees who were:

(a) charging SSI recipients excessive fees,

(b) inadeguately safeguarding recipients funds,
and (c) not maintaining adequate documentation
for payments made on behalf of recipients. We
recommended that SSA review the actions taken
by representative payees to ensure the best
interests of recipients are met; that adequate
controls over funds and support for expenditures
are maintained; and that fees charged are
reasonable.

gSA Retirement and gsurvivors Insurance {RSI)

During the year we reviewed selected aspects of
gsh's administration of the RSI program at the
central office and selected program service
centers and district offices. Audit findings.
related to payments and interest income.

Wives or widows may apply for SSA benefits before
they reach the age of 65 under their spouse's
account. When they do, benefits are reduced. How-
ever, some of these beneficiaries may be entitled
to higher benefits under their own accounts on
reaching age 65. We found that, although SSA was
informing each applicant of this fact at the time
they applied, there were no follow-up procedures
to remind them to reapply for possible higher
benefits when they became 5. As a result, an
estimated 17,000 wives and 48,000 widows have been
underpaid nearly $99 million.

problems with duplicate payments also surfagced.
In 1975 there were 2,000 cases identified for
review by SSA as potential dual payments. Our
review of these cases showed nearly one-fourth
had either not been further analyzed or not
adequately resolved. At least $2 million was
unnecessarily disbursed as a result.

38



Changes were recommended that would strengthen
controls over benefit payments made in these
Situations. '

Two audit reports discussed ways that SSA could
increase Trust Fund interest income earned on
FICA contributions. The first centered around
Social Security Yegulations which regquire that
FICA contributions for State and local government
employees be deposited within 45 days after the
close of each quarter.

While interest at 6 percent is charged for overdue
payments, SSA allows a five day penalty free
tolerance on late deposits. Since 1952 SSAa has
used the five day tolerance raule on the premise
that the interest income lost was insignificant.
This is no longer true. FICA deposits have
increased from $26 million in 1952 to over $1¢
billion in 1977. &sa's five day tolerance rule
resulted in an estimated $1 million in lost income
over the past year. Sga agreed with our recommen-
dation to discontinue the five day tolerance rule
and will notify the States of this change.

Another audit report discussed how interest
earnings can be significantly increased by a
simple change in the procedure used by SSA and
Treasury for investing State and local FICA con-
tributions. Currently, SSA notifies Treasury to.
invest State and local contribution deposits upon
receipt of deposit tickets mailed to SSA by the
States and Federal Reserve Banks. TInherent in
this procedure is a ten day delay due to mailing
and handling. SSA agreed with our proposal to
invest based on Treasury's "daily balance wire"
which would result in investments within 24 hours
after validation of the deposit. Implementation
is pending Treasury’'s approval.

Social Services (Title XX, Social Security Act)

The purchase of social services through contracts
by State and local government accounts for about
half of the $2.5 billion Title XX program. Six
audits showed that States need to be more effective
in contract negotiations with providers and in
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monitoring provider performance to assure compli-
ance with Federal/State regulations and contract
specifications.

specifically, we found that Federal funds were
spent for services not provided for in the con-
tract; on behalf of individuals who were not
eligible for Title XX services, and in amounts
which were excessive, for the service. Improve-
ments were recommended in contracting and contract
monitoring. This is discussed in Chapter VIII.

A joint audit team (comprised of staff from a
State's Auditor General, the City Controller, GAO
and the HEW Audit Agency) reviewed a Day Care
Center administered by the Ccity's school district.
started in 1965 with OEO funding, it is now funded
by Title XX grants. Costs have risen sharply --—
from $13.3 million in 1971 to $20 million in

1977 -- although the number of children served

has declined.

The audit team noted significant weaknesses in the
way the City (a) implemented the program and
evaluated its results, (b) contracted for services,
(¢) ensured the eligibility of program participants,
(d) licensed and inspected centers for compliance
with health and safety standards, and (e) main-
tained financial control over budgeting and
accounting for expenditures. The audit report
noted and discussed ways in which the approximately
$61 million expended by the program during three
year period ended June 30, 1977, could have been
reduced by $12.2 million -- through greater
economies and efficiency —=— without adversely
affecting services to children. It was recommended
that the school district make certain procedural
and system changes to improve efficiency and
economy and to refund expenditures of $5.9 million
which were unauthorized or improperly billed.

In another joint effort with State auditors, we
reviewed performance of a Community Action Agency
in administering Head Start and Day Care Programs.
Two centers were looked at. There were serious
problems in both financial and program management.
The grantee improperly transferred about $85,000
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from programs and a

$30,000 from the He
of the poor financi
Federal and State f
pay off bank loans.

ctivities including about

ad Start account. Because

al condition of the grantee,

unds may have to be used to
The grantee also improperly

paid about $30 thousand in commissions to its
employees,

Since these problems were soO serious, it was
recommended that other organizations in the
service area be considered to provide Day Care
and Head Start services, Also, that alil
improperly spent funds be recovered, and that
technical assistance be provided and financial
administration practices be more closely
monitored,

6. Native American Programs

The Office of Native American Programs in HEW {(in
Fiscal Year 1977) spent about $33 million to
assist 600,000 Native Americans through 195 Native
American grantees.

Our review of Program-operations showed the need to
{a) increase coordination with other pPrograms (bhoth
within andg outside HEW) serving Native Americans,
{b) improve methods of reporting and analyzing
brogram achievements, and (c) better manage grants
and contracts (including improvements in the grants

award and contract mon
recommended improvemen
gram officials have be

itoring processes). we
ts in these areas, and pro-
gun corrective actions.

HEW Administration

In addition to audits o
the Audit Agency conduc
of internal reviews of

grams, functions, and a
this work during Cy 197
accounting cperations,

and audit resolution ac

f recipients of HEW pProgram funds,
ts or participates in a variety
HEW administration of itsg pro~
ctivities. Some highlights of

8 related to contracts and grants,
GSA self-service credit cards,
tivities.

1. Contract and Grant Activities

Audit attention continued in this major area. We
developed an automated System to monitor close~out
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of 839 contracts, valued at $361 million.

But of greater significance was our work concerning
contracting operations at the National Institute of
Drug Abuse (NIDA) and the National Cancer Institute
(NCI). These studies are discussed in detail in
Chapter VIII.

Accounting Operations

Adequate monitoring of accounts receivable was
identified as a serious problem in two areas --
audit disallowances, and advances of grantees
who were delinquent in submitting expenditure
reports.

a. Controls over concurred-in audit disallowances:
Effective March 1977, each POC was required
to have formal procedures in place to control
and monitor the collection of sustained audit-
recommended disallowances. One of these POCs
should have had appropriate records to show
that there were 177 sustained disallowances
amounting to $4.9 million for a certain pro-
gram. Our review showed, however, that only
$2.5 million of this sum was recorded. In
certain other cases, where recoveries were to
be made by adjustments of awards rather than
by funds recoupment, serious problems were
also found. As a result, action had not been
taken to recover 68 disallowances totaling
about $3 million, most of which should have
been recovered from 6 to 29 months earlier.

In November 1878, additional procedures were
initiated to assure that POCs account fully
for "concurred in" disallowances, and track
them to collection or final disposition,

b. Delinquent expenditure reports: The Depart-
mental Federal Assistance Financing System
serves as a fiscal intermediary between HEW
awarding agencies and fund recipients. It
provides cash to grantees in support of
program needs, receives expenditure data
from them, and furnishes awarding agencies
transaction data for updating their accounting
system.
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Our review disclosed that procedures were not
in place to obtain delinguent expenditure re-
ports in order to account for funds previously
advanced, recover unused funds, and alert pro-
gram officials to delinquent recipients. ' We
recommended that such Procedures be established.

locating all recipients remains a problem.
But definite progress is being made with 161
remaining unlocated as of February 1979,

Use of GSA Self-Service Store Credit cards

A limited review disclosed numerous shortcomings
in' the control and use of these cards. Responsi-
ble officials were unable to identify whether
there were missing;cards, and measures were needed
to safeguard their use. Procedures were also
needed to assure that GSA was notified when cards
were missing.

Although it is a Department requirement, there was
ne effective monitoring over the quantities and
type of merchandise purchased. Lastly, accounting
Problems were noted in the methods used to record
Purchases made.,

Recommendations to correct these deficiences were
made to responsible. of ficials: who have acted
promptly to. provide improved controls.

Resolution of Audit Matters

The Audit Agency issues about 5,000 audit reéports
each year. Misspent funds and' improperly supported
claims for Federal funds' discussed by these reports
were $5143.8 million last year. Heads of principal
operating components (POCs) are responsible for
resolving the matters raised in audit reports.
Audit monitors the timeliness and. adequacy of

these actions. oOQur reviews have disclosed con-
tinuing problems.

a. Timeliness of audit resolutions: The number
of open audit reports over six months old
remained high during the year. As of
December 31, 1978, there were 920 reports
in the category that questioned the validity
of some $143 million in claimed costs.
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As the numbers and dollars involved indicate
a serious problem, Secretary Califano asked
the 0OIG to (a) take a close look at how PQOCs
are handling the audit resolution process,
and (b) see whether major improvements are
possible.

Adequacy of audit resolutions: The Audit
Agency routinely reviews actions taken by
Department components in response to audit
recommendations using selected samples of
"closed" audit reports. These reviews check
whether promised corrective actions were, in
fact, carried out, and whether systems in
place for monitoring and controlling actions
were producing the intended results.

14 -
Results of 1978 follow-up reviews were mixed.
Two of HEW's five POCs had reasonable '
accomplishments ratios (86% and 91%). The
other three were in the 40-50 percent range.

An example of an accepted recommendation that
had not been implemented: Several years ago
we reported on an audit of Medicare's manage-
ment information system -- relating to
contracted program operations -- and concluded
that certain improvements were needed to
enhance the system's capabilities to monitor
and evaluate contractor performance. Recent
follow~up showed that the Medicare Bureau
still had not {(a) completed development of
qualitative and quantitative standards to
evaluate contractor performance, (b} completed
review of management information reports pre-
pared by contractors to decide on further
actions needed, or (c) .provided central office
summary reports to the regions in a prompt
fashion.

Grantee appeals: Grantees may appeal POC
decisions agreeing to audit recommended
financial adjustments. Until March 1978,

each POC was responsible for resolving appeals
concerning their programs. The effect of a
March 1978 decision was to transfer jurisdic-
tion for acting on most appeals to the
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Department's Grant Appeals Board -- one major
exception being the Office of Education's '
Title I Audit Hearing Board.

In. checking into the status of appeals pend-
ing before SSA, HCFA, OE and the Grants
Appeals Board, we found that more than $200
million in sustained audit findings were

under appeal. Very little progress in terms
of dollars has been made to resolve open items
since 1973. Cases backlogged by the Grant
Appeals Board increased from 27 to 166. This
may increase to over 300 when all appeal cases
have been transferred from the POCs. While
some additional staffing has been added to the
Board, it appears to be insufficient.

Further review showed that the OE Title I
Audit Hearing Board was also eXperiencing a
backlog situation (540 million, some dating
to 1974). OE's legal staff is giving
priority to preparing regulations rather than
to resolving appeal cases.

Recommendations were made to responsible
officials calling for a time-phased transfer

of appeals to the Board, and for a reevaluation
of the Board's staffing needs -- in light of
its increased workload demands. Similarly, it
was urged that the guestions of priorities and
staffing needs of OE's Title I Audit Hearing
Board be resolved.

Two Major Recommendations

The Audit Agency is the backbone of the Office of the
Inspector General in terms of its size, versatility,

and distribution of staff resources -- as well as its
continuing planned coverage of every program area re-

ceiving HEW funds.

Our first recommendation discussed below is ceoncerned
with the importance of a continued incremental build-
up in the staff resources over the next several years.

The second recommendation deals with an Audit Agency-
conceived technique to deal with one of the most
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pervasive problems encountered in audits of grantees,
namely, the misspending of Federal funds where full
recovery is frequently impractical but where, at a
minimum, the grantee should be expected to reimburse
the Federal Government for its cost of borrowing
those funds.

Both of these recommendations are discussed below.

1. Audit Agency Staffing Needs To Be Steadily
Augmented

The disparity between audit resources and audit
workload continued to be an item of significant
concern. Currently, we are authorized resources
to perform approximately 72 percent of the audit
effort deemed necessary. AS a consequence of
+his shortfall in staffing, we had to cut back |
on the audit freguency of smaller and medium
sized institutions to less than prudent cycles,
and further postpone covering areas  that have
received little or no recent audit attention.
This situation was further strained since we
needed to utilize nearly a quarter of audit's
in-house staff to carry out special Inspector
General's initiatives during FY 1978. Currently,
the Audit Agency's staffing situation is as
follows: :

In Staff-Years

Total audit workload--deter- . 4,554
mined based on several high
validity studies in recent

years

L.ess: Resources 3,292
Authorized in-house 960
staff
Staff-year equiva- 2,332

lent of work per-
formed by public
accountants,
States, others

Unmet audit needs 1,262
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We are continually looking into ways to augument
our audit capability. One of the most promising
is the expanded use of contracts with non-Federal
audit staff,. During FY 1979 we were authorized
$2.25 million for such contracts ~~ the equivalent
of about 60 staff-years of audit effort,

The budget now before the Congress Proposes an
additional 30 staff-years of contract support.

We must stress though that thisg growth needs to

be complemented by some growth in~house for
planning, monitoring and supervision purposes.

We believe such in-house growth in succeeding
yYears should average at least ten percent annually.

Other than good conscience, there is nothing to
deter a grantee from misspending Federal funds.
Audits turn up numerous and recurring examples.
When this occurs, the grantee is merely reguested
to repay the funds in question.

The criminal condition of fraud, if it does exist,

"is difficult or impossible to Prove since the

typical HEW grantee is an institution and personal
gain is not a factor, While the funds are recouped,
the Federal Govermment has still suffered a finan-
cial loss, which under the current system, is not
being reimbursed: the expense it incurred to
borrow the funds involved.” There is little to
deter the grantee from again misspending Federal
funds.

monies it retainsg which are identified as mis-—
spent or misapplied under the grant.

General Counsel in researching this matter, found
No provisions in law to preclude inclusion of this
type of provision as a grant term. OMB staff also
informally advised that Federal policy does not
preclude charging interest.
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Traditionally, interest is a sum paid or payable
for the use or detention of mcney. Where a
grantee misstates its grant costs or misspends
funds, it is, in essence using Federal funds not
due it. The Federal Government, as a result,
loses the use of the money while it is held by
the grantee. The Government should not be made
to bear this loss:; it should be recouped from the
grantee. It would also provide an important
deterrent to the practice of using Federal grant
funds for other than the purposes intended.

Financial implications: Dollar recoveries to the
Federal Government would be substantial. For
example, during CY 1978 audit identified some

$144 million in HEW funds as having been misspent
by grantees. Assuming that the average interest
period involved was two years, and that the
interest factor was 6 percent -- this would equate
to %17 million. At 9 percent the recovery would
be $25 million.

'In consideration of the above factors we have
recommended to the Secretary that he authorize us
to begin implementation of regulations to establish
a policy for inclusion of a clause in all future
grant awards that an appropriate interest be

" charged on all funds found to have been misspent

by the grantee.

We will work with responsible officials to refine
the recommended grant clause with respect to

(a}) the specific time frame in which interest
would be charged; (b) whether the interest rate
should be a nominal amcunt of, say, & percent or
the current, higher rate now paid for Treasury
bhorrowings, and (c} whether there may be a
necessity to permit interest waivers under certain
specified conditions.

48







CHAPTER IV

HIGHLIGHTS OF ACTIVITIES, OFFICE OF
INVESTIGATIONS AND OTHER FRAUD
INVESTIGATION AGENCIES

In this year's report we will discuss in some depth
t+he work of the Inspector General's Office of Investi-
gations which has operational responsibility within
the Department of HEW for all criminal fraud investi=
gations.

Unfortunately, the completeness and accuracy of data

on criminal fraud investigations of HEW programs by
sources outside of the Department vary widely. The-

FBI is changing its computer system and will be able to
furnish data on HEW cases in the future.* For Calendar
Year 1978 data were available for the last quarter. The
reporting from State agencies has also been incomplete.
We are planning to devote more resources in the future to
systematically gathering the best available data for pur-
poses of analysis and identifying significant trends.

Other matters which we will cover this year include
(1) experience in referral of HEW cases to the Depart-
ment of Justice in the health care field, as required
by statute; (2) discussion of new capability antici-

" pated from fraud control units established by Public
Law 95-142 -- and other penefits expected from P. L.
95-142; (3) the value of the 0IG subpoena authority; -
and (4) some comments on the outlook for future prog-
ress. :

A. Trends in convictions and Worklead

0I made major strides in calendar Year 1978.

-—First, its staffing has begun to improve. At the
beginning of the Calendar Year, it had a total
force of 87 personnel scattered thinly among the
ten regional offices and the Washington Field Of-

fice. Beginning in the fourth quarter -- after

*In the past, statistical data were not separately groupe”
by Government agencies.
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-Congressional action on the budget -- the growth
in staff became possible. By January 1979 the
staff had expanded by 50 percent to a new level
of 136, and the number of resident field loca-
tions had grown to 28. Our objective during the
current Calendar Year is to further expand the
staff to about 234,

This growth is essential since the work on hand
at December 31, 1978, was conservatively esti-
mated to be in excess of 12 months' work for the
entire field force. Actually, this workload is
much greater because of other requirements being
Placed upon the field staff to oversee and assist
States' investigative activities, as well as the
need to train and indoctrinate new staff members.

Second, 0I's productivity has considerably im-
proved, as shown by the following measures of
output for the past four Calendar Years.

, CY 1978
CY 1978 CY_1976 CY 1977 Jan.,-Dec. 29
Indictments 8 27 60 125
Convictions 22 40 52 105

resulting from the work of OI is presented in Ap~
pendix C, The type of convictions compared with
last year is as follows: '

Number of Convictions

Type of Cases Cy 1977 ' CY 1978
Employee Cases 9. 8
Grantees & Contractors 7 22
Student Financial
Assistance 4 34
Health Care 32 31
Other (AFDC/SSI) -= 10
TOTAL 52 105
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The Office of Investigations is now fully re-
sponsible for the conduct of all HEW criminal
investigations and the referral of cases to the
U. S. Attorneys, except for Social Security Ad-
ministration's routine peneficiary/recipient
cases, most of which concern the Supplemental
Security Income program. In addition to con-
victions resulting from 0I's work, we have en-
deavored to compile conviction data from other
sources in relationship to HEW programs.

~-Provider Convictions Reported By Othex Agencies

HCFA's Office of Program Integrity reports 39 con=-
victions in CY 1978, 13 of which were investigated
jointly with the Office of Investigations. A syn-
opsis of these also appears in Appendix C. State

agencies report 137 Medicaid convictions for the.

year. FBI reports 30 convictions for the October -
December quarter. :

--GSA Reneficiary/Recipient Cases

Social Security Administration's Office of Pro-
gram Integrity reported 204 convictions in CY
7977 and 238 in CY 1978. We will continue to
work with SSA to analyze these data.

--AFDC Cases

With the exception of the small number of Project
Match cases -- discussed in detail in Chapter VI
-— AFDC criminal cases are handled almost exclu-
sively by the States. We have decided to conduct
our own State-by-State canvass. For the 44 States
who had reported by 2/7/79, the total number of
convictions in 1978 was 10,424. A State-by-

State breakout is shown in Exhibit IV-1. We will
begin to monitor these cases systematically in
the future. :

-=Tllustrative Indictments and Convictions

Four outstanding cases last year involved a phy-
sician, a contractor, a chain of schools, and a
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EXHIBIT 1v-1

AFDC CONVICTIONS BY STATE 19781/

State : Number of
: Convictions

Region I

Connecticut 3682/
Maine 1
Massachusetts 28

New Hampshire 15
Rhode Island 79
Vermont 38
Region II

New Jersey 381

New York 1,700 (Est.)}
Region IIT

Delaware 5 (Est.)
District of 69

Columbia

Maryland 138
Pennsylvania 369
Virginia 3643/
West Virginia 4
Region IV

Alabama 100
Florida 1,076
Georgia 282
Kentucky 247
Mississippi 11
Tennessee 25
Region Vv

Tllinois 181
Indiana 57
Michigan 3224/ (Est.)
HMinnescta 165
Wisconsin 181

4/ Number represents estimate of 35

EXHIBIT 1Iv-1
State : Number of
: Convictions

Region VI .

Arkansas 25
Louisiana 79

New Mexico 383/ {Est.)
Oklahoma 12

Texas 358
Region VIT

JTowa 36
Kansas 115 (Est.)
Missouri 101
Region VIII

Colorado 7
Montana 57

North Dakota 10

South Dakota 495/
Utah 48
Region IX

Arizona 21 (Est.)
California 2,639
Region X

Alaska 2

Idaho -2
Oregon 142
Washington 477

TOTAL 10,424 (Est.)

l/ State Fiscal Year may be other than October to September
2/ The majority of this figure represents AFDC convictions
3/ This figure is the accumulated to

tal over a 9 month period

counties

é/ Number represents estimate over 14 month period

éhe

figures on the number of AFDC convictions represent responses

given in a telephone interview with each of the respective States.
It should be noted that these figures include estimates from
State officials who have taken on-the-spot polls in an effort to
determine the conviction numbers.

in ascertaining the number of AFDC

There appears to be a prohlem
convictions in several States

due to the lack of a centralized data collection unit and/or
fraud unit which tracks this type of information,




Regional Commissioner. The results provide exam-
ples of well-documented investigations and teamwork
that led to quality indictments and convictions.
Because of their scope, cases such as those cited
pelow have significant deterrent value.

Physician

In the fall of 1978, a physician was indicted on
numerous counts involving Medicaid fraud, Medicare
fraud, mail fraud, racketeering, and defrauding
two States. The indictment culminated a 15=month
team effort, conducted under the U. S. Attorney's
supervision, by HUEW Inspector General's Office of
Investigations and Audit Agency, and the Postal
Inspection Service, with support from two State
medical assistance agencies. :

According to the indictment, this doctor, billed
for medical services not performed, including
blood and urine tests, various surgical and diag-
nostic procedures and visits to hospitalized
patients. In some instances, it is alleged that
this provider entered false diagnoses and test
results on patients' charts to give the appearance
that the services were rendered.

This case illustrates a unique Federal-State in-
vestigative approach to a complex medical case
which can be successful under proper direction,
coordination and contreol. Early consultation with
the U. S. Attorney resulted in the timely seizure
of records under a search warrant and the creation
of an effective task force whose members possessed’
expertise in different fields. The melding process
was effected by the U. S. Attorney who vividly de-
scribed the task force as a "Medifraud Strike
Force". It should also be noted that the Justice
Department's Fraud and Organized Crime Section
participated in the investigation.

The penalties faced by this physician are stag-
gering. If convicted under the racketeering
statute, he would mandatorily forfeit to the
Federal Government all interest in his medical
practice, he could be fined $25,000 and sentenced
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over 52.3 million.
Contractor

In early 1977, information surfaced indicating

misuse of funds involving a contract awarded by
the Office of Education for vocational education
training films. 1In addition, it appeared that a
recipient of a portion of the misused funds had
participated in the award of the contract. 7Ini-

investigation in an eastern State involving Fed-
eral and State vocational education funds, con-
tracts and grants.

This case, as noted previously, involved State
and Federal interests as well as State and Fed-
eral prosecutive jurisdiction. A1l parties, 071,
State Investigators, HEW Audit Agency, U. S. At-
torney and the State Attorney General worked to-
gether to produce 14 convictions to date -- with
additional indicted bersons awaiting trials.

Fines and restitution totaling over $334,000

have been ordered to date. 1In addition, this
effort resulted in information which led to
another investigation in another State. Among
those convicted are a former State Senator, an
assistant to the Governor, a State Vocational
Education Commissioner, and other State officials
and corporate executives.

This is a fine example of a joint Federal /State
investigative effort coupled with classic prose-
cutorial cooperation. The U. S. Attorney deferred
prosecution to the State Attorney General on the
major portion of the cases since past, and then
bresent, State officials were involved. The
participants in the original OE contract are

being prosecuted by the U. s, Attorney.

Chain of Schools

A Department of Justice task force culminated an
effort begun by 07, extending over 3 years, to
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obtain evidence of misuse of ‘student financial
aid funds by a group of proprietary schools.

A corporation owned over 40 schools located in
eight States. This investigation, which involved
the examination of thousands of documents, hun-
dreds of interviews and the preparation of exact-
ing schedules, produced sound results. Ultimately,
the corporation and some of its officers were in=-
dicted for such violations of Title 18 U. S. Code,
as, conspiracy to make false certification to
banks; submission of false statement and certifi-
cation to a bank; submission of false claims to
the U. S. Government for interest, and numerous
other counts.

The corporation agreed to plea nolo contendere to
one count of conspiracy and to 48 counts of false
claims and false statements to the Federal Govern-
ment. Upon payment of the $500,000 fines, the Fed-
eral Government and the U. S. attorney's Office
agreed to drop the remaining counts in the indict~
ment. It should be noted, however, that civil
aspects of this case are continuing.

Former OE Commissioner

An HEW Audit Agency audit review revealed possible
falsification of travel vouchers by a Regional Com-
missioner of Education. Further investigation un-
covered a number of unsupported cost claims. The
prosecution of the case was declined in July 1977
in favor of USOE administrative action. After re-
ceiving additional information, the U. 5. Attorney's
0ffice directed the FBI to investigate stock trans-
fers involving the subject. It was found that the
individual received approximately $10,000 in cash
from a regional USOE Consultant, and other favors
from contractors and suppliers. The HEW Office of
Investigations joined the FBI in the investigation.
The Commissioner and the Consultant were convicted
of accepting a gratuity and giving a gratuity,
respectively. '

Both were sentenced to two years for each of the
counts, to run concurrently, with three months
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to be serveg in Custody, balance Suspended, and

placed on Probation for three years,

Work in Process
——= 1 frocess

Investigating Number of Cages

Program Area Agency. 2/28/78
Iogram Area — ey
Employees : 01 40
Contractors and
Grantees o1 76
Student‘Financial
Assistance 0T 1l4
BSFA 23
Social Security 01 38
S8a *668
AFDC Beneficiaries oT 54

Health Care Cases:
(Other than Project

Integrity) oI 156
OPI 313
Project Integrity.

Cases 0I 60

States monitored
by 01/0pPT __475
TOTAL Ol............ 1,013
Other......... 1,004

Grand Total... 2 915

12/31/78

31
74
135

67

23
*645

20

152
157

*Represents referrals-to-Department of’ Justice still

pending. ‘Total Pending workload is 7,100 matters

3t 12/31/78 and 6,761 at 12731777
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one other workload indicator in the case of OI is
matters pending in our "zero file" where raw al-
legations are undergoing preliminary verification.
It is estimated that 50 percent of these matters
will be found to have merit warranting their place-
ment into active investigation. The Office of
Investigations' "zero file" grew from 205 at the
end of 1977 to 488 at the end of 1978. A major
part of this growth is the assumption by OI of
referrals from HCFA. The FBI reports that as of
12/31/78, there were a total of 799 HEW criminal
matters under investigation by them.

The consistent level of workload found in the major
program categories holds true in the Health Care
Provider fields as shown in Exhibit IV-2.

Tt should be noted that cases being monitored uri-
der Project Integrity constitute a significant
levy on the professional staff of the Office of
Investigations. About 20 members of the field
professional staff have been assigned at least
part-time to this effort during the past year =~
and we expect this rate of participatieon to con-=
tinue, at least through the first & months of

CcY 1979.

We are pleased with the quality of cases under
investigation which, we believe, have high prose-
cutorial potential. The following paragraphs

synopsize several ongoing investigations:

--One OI Field Office is conducting an investigation
of 15-20 Guaranteed Student Loan applications
which were prepared by persons unknown using real
student names and forging their signatures. This
appears to be an organized attempt by several per-
sons to defraud the program. The total fraud may
be in excess of $100,000. The U. S. Attorney's
Office and the District Attorney's Office are co-
operating in the direction of the investigation.

--Seven individuals were recently indicted by a Fed-
eral Grand Jury in New Jersey for obtaining Guaran-
feed Student Loans in eXxcess of $100,000 by using
fictitious identities. The seven individuals used
the identities of at least 60 students at various
colleges in the State of New Jersey.
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EXHIBIT Iy-2

‘CARE CASES

EXHIBIT 1v-2

ANALYSTIS OFiHEALTH
DECEMBER 31, 197g
Provider : : :*Project Integrity : 1978 : 1977
Groups : 0TI : OPI*‘:-DiIeCt _Monitor : Total ! Total
Long-Term Care 21 24 1 -= 46 67
Hospitals 3 17 1 = 21 25
Pharmacies 10 - 23 289 322 267
Laboratories 6 31 2 5 44 48
and Clinics
Physicians 44 40 33 262 379 424
Other Prac- 3 19 - - 22 79
titioners
Equipment énd 22 26 3 2 53 53
Services
Beneficiaries ‘19 - = = 19 5
TOTALS 128 157" 63 558 906 968
. _ . s L

*Information as of 11-22-7g
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-=0I New York is currently investigating travel
agencies based upon allegations of bribery of
Social Security Administration employees for
falsely obtaining Social Security cards for
use by illegal aliens in obtaining employment,
claiming unemployment benefits, and a myriad
of other federally funded benefits.

~=-A Nursing Home is under investigation for false
and inflated cost figures under Medicare claims.
Kickbacks from a linen supply company, a paper
product company and food companies have been
uncovered. Billings to Medicare allegedly in-
cluded costs of landscaping, travel, appliances
and alarm systems.

-—-Several Pharmacies are under investigation for
alleged kickbacks to nursing homes in exchange
for the pharmacy business from the nursing homes.
It is believed that the kickbacks are recovered
by the pharmacies through inflated billings to
Medicaid for the prescriptions filled.

--An Oxvgen and Medical Equipment Supply Company
is alleged to have submitted false claims to
Medicare. Investigation has developed infor-
mation that the company may have made false
statements in obtaining a Small Business Adminis-
tration loan. It appears that the company billed
Medicare for oxygen services already paid by the
Veterans Administration. 1Initial estimates in-
dicate that Medicare must have been billed for
as much as $80,000 for supplies and services
not rendered.

Finally, it should be noted that the Office of
Inspector General is experiencing a growth in
cases that have multi-State significance due to
the increasing trend toward chain ownership of
organizations in the health care field. These
cases are much more complex than the cases under
investigation in the past.

By some estimates there are about 25 percent of
American hospitals and more than one-third of
skilled nursing homes that are owned by organi-
zations operating other health care institutions.
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This poses new problems in our oversight of
these industries. Special studies of these
developments are underway. (See Chapter V)

B. The Growing Importance of State Medicaid
Fraud Control Units

Congress, in P.L. 95-142 provided 90 percent funding
for a 3-year periocd ending September 1980 to encourage
States to establish and operate Medicaid fraud control
units having a mixed team of auditors, attorneys,

and investigators. The Inspector General views these
new units as a potentially rich resource -- currently
planned to have 737 professionals (attorneys, inves-
tigators, and auditors). Training sessions have been
held for 250 members of these organizations; 23 units
are now certified as shown in Exhibit IV~3. Their
cases on hand now total about 1,500. Working with
HCFA we will seek to optimize the effectiveness of
these units and are prepared to support a full 3-year
funding period from date of certification for each.
The need for funding beyond the initial 3~-year period
will be kept under study. We are pleased that the
units themselves have formed their own joint steering
committee and clearinghouse.

C. Other Provisions of P. L. 95-142 Which Are Proving
of Significant Value

In addition to the Fraud Control Units, this Bill is
providing many opportunities to improve management of
the Medicaid/Medicare programs.

In the near-term, we are building on the disclosure
provisions to support our growing interest in owner-
ship patterns and the phenomena of chain ownership
mentioned earlier.

We are urging the PSRO's National Council to create
an advisory group to assist HCFA and OIG in planning
future initiatives.

We are observing with interest HCFA's actions to
suspend practitioners who have been convicted of
fraud against either program (40 in 1978)*. This

*Period covered is November 1977 - December 1978.
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EXHIBIT IV-3 EXHIBIT IV-1

MEDICAID FRAUD CONTROL UNITS
CERTIFIED AS OF FEBRUARY 23, 1979

Number of Professicnals Authorized

State : : Investi- 1 : : First Year
: Attorneys : gators : Auditors : Total : Budget
Region I
Connecticut k] S - k] 12 $ 337,008
Massachusetts 11 21 21 51 1,492,954
Rhode Island I 4 k] 10 286,898
Vermont 2 2 2 6 227,240
Region II
New Jersey 7 20 13 40 1,075,140
New York 71 104 133 o8 10,844,214
Region III
Maryland 4 6 5 15 561,298
Pennsylvania 10 19 12 41 705,823
Region IV .
Alabama 3 B 2 13 g8, 708
North Carolina 2 3 2 7 243,008
Region V
Michigan 7 20 10 17 1,483,121
Ohio 11 16 6 i3 B33,903
Wisconsin 7 10 12 29 960,617
Region VI -
Arkansas 1 3 1 5 192,939
Louisiana 3 5 3 11 07,020
New Mexico 3 5 3 11 400,738
Texas 4 12 3 19 459,879
Region VII
Nebraska 1l 2 1 4 122,760
Region VIII
Colorado 4 5 5 14 500,198
Region IX
California 7 29 6 42 2,366,188
Hawaii 2 2 2 6 356,127
Region X : |
Idaho 1 _ 3 2 6 222,452
Washington 2 10 3 15 491,464
TOTALS 169 315 253 737 $24,859,697
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authority is in addition to the exclusion and termi-
nation authorities which have existed in the Medicare
program -- for which there were 35 actions ({(in 1978)*.

We find of great value the special report on the

home health industry prepared by HCFA as required

by P. L. 95-142, and have participated in the special
HEW study on contracting with intermediaries and
carriers, on which the Comptroller General must also
report. At longer range, implementaticon of uniform
cost reporting systems should prove of value to both
audit and investigations activities.

Experience with Subpoena Power Granted to the
Inspector General by Statute

Thus far, the Inspector General has had occasion to
issue eleven subpoenas. The status of each to date
is presented in Appendix P. 1In general, compliance
has been gratifying; only one case at this time is
a preoblem.

Analysis of Cases Referred to the Department of
Justice in the Health Care Field

Section 4(c) of the Medicare/Medicaid Anti-Fraud
and Abuse Amendments Act of 1977 requires that the
Inspector General, as part of his annual report,
provide the Congress with an analysis of the Medi-
care and Medicaid cases referred to the Department
of Justice. Accordingly, we have attached (as
Appendix D) a list of all cases referred to the
Department of Justice either by the 0IG, 0TI, or the
HCFA, OPI, during Calendar Year 1978, together with
an indication of the nature of the violation, the
category of provider or practitioner, and the dis-
position or status of each case.

During 1977, following the establishment of the In-
spector General's Office and the Health Care Financ-
ing Administration, it became clear that in the

area of criminal fraud investigations, both the
Office of Investigations (OI) of the Inspector Gen-
eral's staff and the Office of Program Integrity

*Period covered is November 1977 - December 1978§.
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(OPI), HCFA, had been carrying out many similar
funections. In August of 1977, an operating state-
ment was entered into between OI and OPI which re-
flected the situation as it then existed by pro-
viding for a sharing by 0I and OPI of criminal in-
vestigative responsibility in health care matters.
In early 1978 and in light of a full year's ex-
perience, we reassessed the roles and relationships
of 0I and OPI in the conduct of Medicare and Medi-
caid investigations -- both those where evidence
of fraud exists and those where administrative

and civil action may be warranted.

A decision was made in March 1878, to develop and
implement a plan for transferring to 0I operational
responsibility for all criminal investigations in~
volving the Medicare and Medicaid programs. Our
goals were to ensure that both the Department's
criminal investigative and its program integrity
functions were performed in the most effective man-
ner and to preserve the integrity of both those
functions,

Most of 1978 witnessed a transition period during
which:

1. Cases already referred to U. S. Attorneys by
OPI were to be completed by OPI.

2. Cases undergoing active criminal field investi-
gation by OPI were to be completed by OPI in
those cases where OPI had conducted substantial
investigation and where continued OPI handling
of the cases would result in the most effective
disposition of the cases.

3. Cases in which the potential for fraud was estab-
lished by preliminary review and where no sub-
stantial field investigation had yet commenced,
would be referred by OPI to OI.

The transition has been substantially completed.

Under current procedures, all matters, in which

the potential for fraud is identified after prelimi-
nary review, are referred to OI by OPI. The responsi-
bility for the development of civil fraud matters
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remains with QPI except in those cases where the civil
fraud case is predicated upon essentially the same
facts as the criminal case which was developed by OI.
In such instances, 0I, with the assistance of OPI,
will have the lead responsibility. Because criminal
investigative responsibilities for health care cases
were shared by 0OI and OPI during 1978, we consider it
appropriate to analyze Separately {(as we did in last
vear's Annual Report) the criminal cases referred by
each organization. 1In our report last year, we noted
that the principal difference between the reporting
procedures used by 0I and OPI was in the meaning of
the term "referral". /  Throughout the 1978 transi-
tion period, OPI decreased the number of cases in
which it had informal contact with U, §. Attorneys

at the early stage of an investigation since most

of those matters were referred by OPI to OI for fur-
ther handling. Matters in which OPT had expended
substantial investigative effort and which had pro-
gressed to a point at which a decision could be made
regarding prosecutive merit were formally referred

by OPI to the U. 5. Attorneys. If further investi-
gation was required in these cases, OPI would retain
investigative responsibility. Accordingly, we are
able this year to report in a uniform manner on for-
mal referrals by OI and OPI to the Justice bepartment.2/

We stated that, "Typically, OI ‘will make contact
with an Assistant United States Attorney at a very
early stage in an investigation to obtain guidance,
and many OI cases are worked in active cooperation
with the United States Attorneys' offices. Formal
referrals for prosecutive decision, then are made
only where investigations are completed or nearly
completed. OPI, on the other hand, classifies
cases as "referred" whenever there has been contact
with a United States Attorney's Office, whether

the case is awaiting prosecutive decision or reguires
further investigation." See Inspector General's
Annual Report dated March 31, 1978 at page 29.

buring 1978, 0OI had informal contact with U. §. At-
torneys at a very early stage in 48 investigations,
all of which are in a pending active investigative
status.
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Office of InveStigations (01)

In 1978, OI formally referred 29 cases to the De-
partment of Justice (as compared with 19 during
1977). As of December 31, 1978, the status of
these cases is as follows:

Indictments Returned....... csasalb
Convictions......7
Pending Trial....7
Dismissal........ 1
Acquittal........l

Pending DecisioN..ccseesssosans ..0
Pending Investigation......s.....3
Prosecution Declined.....ccece .10

The foregoing cases fell into the following cate-
gories: :

Physicians and Clinics......s...16.
Nursing HOMES...ov-vo. ciecsenvansl
Pharmacies..coeessoo carse e ceeen

Other Practitioners.......cosess+3
(e.g., podiatrists, optometrists,
chiropractors, dentists, etc.)

Other.....occa0ave cr s et eaa s 1
(e.g., therapists, suppliers

of equipment, purchasing

agents, etc.)

as of March 31, 1978, 9 of the 19 cases formally re-
ferred by OI in 1977 were either pending decision or
investigation. As of December 31, 1979, the status
of these cases is as follows:

Indictments Returned.......... el
Convictions...... 1
Pending Decision.....s.ceeces. ceessl
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Pending Investigation............4

Prosecution Declined.............3

Office of Program Integrity

In 1978, OPI, formally referred 54 cases to the De-
partment of Justice (as compared to a total of 83

formal and informal referrals in 1977). As of De-
cember 31, 1979, the status of these cases is as
follows:
Indictments Returned.............9
Convictions......7

(resulting from
5 indictments)

Pending Trial

oxr other
disposition......5
Pending Decision........evouueu...13
Pending Investigation...........10

Pending Grand Jury
- Investigation...................12

Other Adjudication...............3
(e.g., pretrial diversion:
plea negotiation)’

Prosecution Declined.............7

Of the 13 cases pending decision, the majority are
in Region II (New York - 4) and Region V (Qhio - 6)*,

*It should be hoted that these cases are, for the most
part, pending in judicial districts where caseloads
are heavy and backlogs not uncommon. We have been asg-
sured by the Justice Department that these cases will
be reviewed to determine those which have the most
prosecutive merit and, consequently, warrant priority
disposition. Where feasible, administrative or other
appropriate civil action will be considered in those
cases which lack criminal Prosecutive merit.
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The 13 cases were referred at the following times:

First Quarter.................;....3
Second QuUArter.c.vesessesesassneces
Third Quarter....... reeeneneveaesnd
Fourth Quarter..................,..3

The cases referred by OFI fell into the following
general categories: -

Physicians and CliNiCS.evoesanrveoell

Laboratories.....+«« hecsosasane cveed

Nursing Homes..................;...9

Hospitals..ssevses CiteieesanssoasesD

Home Health Agencies..;............?

Other Practitioner......;.........ll

(e.g.r podiatrists,‘optometrists,

chiropractors, dentists, etc.)

Other..evossassaeanns ....}..........4

(e.qg., therapists, suppliers

of equipment, purchasing

agents, etc.)
As of March 31, 1978, 46 of the 83 cases formally
and informally referred by OPI in 1977 were either
pending decision or investigation. AS of December

31, 1978, the status of these cases is as follows:

Indictments Returned......;.......lo
Convictions......G

Pending trial

or other
disposition...... 3
Acquittal....... .1
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Pending Decision 1/ R I TS 1

Pending Grand Jury Investigation,..1

Pending Investigation..............8
Prosecution Declined..............l3
Transferred to oI 2/ e, ceee...B

Analysisg

During 1978, we witnessed a significant increase in
positive responses by the Department of Justice and
United States Attorneys to referrals from both o1

and OPI, Indictments and active investigations to

the stress which has been. placed by the Attorney
General on white collar crime, in general, and on
Program fraud, in particular, is reflected by a
marked increase in prosecutive resources devoted by
United States Attorneys Lo program fraud matters.
Once again, the ratio of convictions to acquittals
(21 convictiong; 2 acquittals) in cases where indict~

One of these cases resulted in an indictment and

subsequent conviction during 1979. Another re~
sulted in a conviction in State court and is being

apropriate.
Most of these are cases in which OPI had done pre~-
liminary investigation, had informal contact with

the U. 5. Attorney and which, after review, have
been determined by 0I as warranting further investi-
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Referrals during 1978 were handled even more ex-
peditiously than during the previous year. 1In all
cases which were referred by OI and declined, the
declination occurred in the same month as the re-
ferral (as compared with an average 1.5 month lapse
the previous year). The average time between re-
ferral and declination for OPI cases was 2.7 months
(as compared with an average 5 months lapse in the
previous year). The average time lapse between re-
ferral and declination for both groups of cases,
therefore, was 1.1 months. We consider this prompt
decision making pattern to be indicative of an in-
crease in the number of prosecutors who have ac-
quired more experience and sophistication in deal-
ing with these cases and who, consequently, can
more rapidly identify weak cases and devote their
limited resources to cases with merit. The average
lapse of time between referral and indictment in=
creased slightly for both groups of cases (3.2
months for 1978 referrals as compared with 2.5 months
in 1977) which we attribute, in part, to the in-
creasing complexity of the cases referred.

The Fraud Section of the Criminal Division has con-
tinued to be extremely supportive of HEW's efforts
during the past year. Of special significance has
been the active role of the Section in task force
and other efforts requiring central coordination.
Their role has been most helpful in the growing num-
ber of investigations which are national in scope
or which involve novel issues of law and fact. De-
partment and Assistant United States Attorneys who
have developed particular expertise and skills in
the development and prosecution of Medicald and
Medicare cases have assisted us as lecturers during
training conferences held for the staffs of the 23
certified State Medicaid Fraud Control Units.

Some Issues For the Future

1. New Inspectors General Offices

Perhaps the most important single development
which will impact upon the work of HEW In-
spector General's Office in the coming year,

and beyond, is passage of "The Inspector General
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Act of 1978" (P. L. 95-452). President Carter
signed this Act on October 12, 1978, and issued
a directive to the 0Office of Management and
Budget, the Department of Justice, and the Of-
fice of Personnel Management to give leadership
to the 14 statutory Inspectors General Offices.

These central agencies have moved to Create a
forum in which the Inspectors General and their
key associates can meet to share exXxperiences,
develop uniform policies covering the conduct
of audits and investigations, and identify op-
portunities for joint efforts. From HEW's
point of view, this can be very helpful due to
our common interests with other agencies, on
university audits as well as interfacing pro-
grams in Housing, Agriculture, Labor, and VA.

It is recommended that the newly—~established
forum address common concerns and issues which
the Inspectors General Offices will face. Sey-
eral possibilities warranting early attention
are:

--The proper roles of general investigators
{1810) and criminal investigators (1811)
in the conduct of investigations.

—=-Type of training and career opportunities
which should be afforded to those in each
of these series. :

-=Whether criminal investigators should be
authorized to carry firearms and have ar-
rest authority -- and under what circum-
stances.

--The use of electronics surveillance and
undercover techniques.

--The use of subpoena authority.

--The referral of cases to the Department of
Justice.

—~Use of attorneys in the Inspector General's
functions:
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--With Criminal prosecution expertise as
well as Civil prosecution expertise.

--Development of optimal relationships with
merit system investigators and reviewers
in connection with employee conduct and
conflict of interest matters.

--Development of appropriate relationships
with agency legal staff on civil fraud
matters.

--Sanctions to be applied to beneficiary/
recipient fraud cases (SSA/SSI/AFDC, etc.)
which are being declined for prosecution.

Need For Greater Emphasis on Training

one of the keys to the continued success of our
program fraud control efforts is a greater emphasis
on the training of investigators, auditors and
prosecutors. The Criminal Division's Fraud
Section has developed "mini-courses" to supple-
ment agency training programs. These courses
are designed to provide agency investigators

and auditors with a basic knowledge of the proof
necessary to prove a criminal fraud case involv=-
‘ing their particular programs as well as the
methods and techniques for obtaining the neces-
sary evidence. :

on a broader scale, and in response to a Presi-
dential directive, an ad hoc group of policy-
level Government officials was formed by the
office of Personnel Management to develop recom-
mendations for the improvement of the training
of auditors and investigators assigned to the
Inspector General function. The recommendations
of this group were set forth in a report issued
on February 26, 1979, and are summarized below:

a. The proposed National Council should play
a leadership role in planning, coordinating
and evaluating audit/investigative training
in the Executive Branch.

b. The Treasury Department's Federal Law En-
forcement Training Center (FLETC) and the

71




Interagency Auditor Training Program (IATP)
should serve as focal points for audit and
investigative training.

€. In addition to using strengthened inter-
agency training, agencies should continue
to conduct their own courses.

d. All currently unprogrammed interagency
training should be conducted on a réeim-
bursable basis.

€. Where capacities and capabilities exist in
the Executive Branch to provide support to
audit and investigative training the Coun-
cil's influence should be brought to bear.

f. Specific improvements should be made in
existing training.

9. The National Council should continue work
on determining training needs.

We concur fully with the foregoing recommendations.
We would also recommend that more formal programs
for the training of younger Assistant U. 8. Attor-
neys in the prosecution of program fraud be de-

. veloped.

Computer Security Issues

A matter which is likely to be of concern to most
Inspectors General Offices is the maintenance of
security over computer hardware and software --
particularly those installations concerned with
maintaining client records, establishing eligi-
bility for benefits, and payment of bénefits. 1In
HEW we anticipate that problems of this type

will regularly be among our major interests.

No major aspect of our mission can be or is ac-
complished without automated data processing.

At the direction of Secretary Califano, the 0IG

is working with the Social Security Administration
in the development and exXecution of an action plan
to upgrade the security aspects of SSA ADP ac—
tivities.
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It is the Inspector General's view that the
Computer Crime Bill (5-240) is a significant
legislative initiative which should be en-
couraged.

The Desirability of a General Fraud Statute

Throughout the remaining chapters of this report,
specific recommendations will be made for Con-
gressiocnal action to strengthen individual stat-
utes and authorities. However, there is one
overall proposal which our investigators believe
would be especially valuable -- that is, a gen-
eral fraud statute which would make it a felony
to defraud any Government program. This would
extend the authority now established by P. L.
95-142 in the Medicare/Medicaid program to all
Government programs. The Criminal Division of
the Department of Justice has assumed leader-
ship in this area and has drafted proposed
legislation.
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CHAPTER V

INITIATIVES TQ ATTACK FRAUD, ABUSE 'AND ERROR
IN HEALTH CARE FINANCING PROGRAMS

Introduction

The first national initiative by the Office of Inspector
General after its establishment on March 29, 1977, was
aimed at developing techniques which could be widely
employed at the State level to detect and prevent fraud
and abuse in the health care field. The initiatives which
will be described in this Chapter are based primarily on
the Medicaid program but, where possible, are correlated
with abuses or fraudulent actions against the Medicare
program. These are joint efforts with HCFA in every case*.

Project Integrity, the name given the project, has taken '
the form of three distinct initiatives, as illustrated
in Exhibit V-1 on the next page:

--Project Integrity I covers physicians and phar-
macists nationwide. It began in 1977 and will
be substantially completed in Calendar Year 1979.

~-Project Integrity II is a direct outgrowth of
the early findings of Project Integrity I and
currently is concentrating on laboratories,
dentists and drug abusers. A number of other
health care provider fraud or abuse problens,
now under study, will be described later in .
this Chapter. State participation is optiocnal
in this project.

~--Project Integrity III, a longer range effort
envisioned to begin in 1980, will concentrate
on the institutional field -- including nursing
homes, hospitals and home health agencies.
Techniques are in a research and demonstration
stage. '

*an overview of the Office of Program Integrity appears
in Appendix Q. The HCFA Administrator's review of his
total efforts to combat fraud, abuse, and waste appears
in Appendix R.
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' EXHIBIT v-1 =~ EXHIBIT V-1

'INSPECTOR GENERAL'S HEALTH CARE INITIATIVES
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This Chapter will discuss each of these matters briefly,
but will give particular attention to the lessons learned
in Project Integrity I. We believe these illustrate the
real values that an Office of the Inspector General can
contribute in providing leadership to complex program
areas susceptible to widespread fraud and abuse.

A.

Status of Project Integrity I: Physicians and
Pharmacists

As illustrated in Exhibit V-2, on the following
page, this project began with the computer screen-
ing of physician and pharmacist claims paid in
Calendar Year 1976. Fifty-one States and Federal
jurisdictions are participating in the project (all
except Arizona, the Virgin Islands and Guam). A
few of the 51 jurisdictions lacked complete data
for computer analysis but all are represented in
some measure.

Using computer screens which had been previously
developed by the HEW Audit Staff, with the
assistance of professional medical and phar-
maceutical consultants, we first identified 47,000
providers whose billing practices in 1976 appeared
to be unusual. Then, visually, we narrowed down
the list to about 50 cases per State so as to have
nationwide coverage as a learning experience. The
final list consists of 2,468 cases -- 1,341
physicians and 1,127 druggists.

The Audit Agency in each region conducted a pre-
liminary validation of the selected cases against
basic records to delete those that were inap-
propriately selected due to clerical mistakes or
other obvious justifiable explanations.

Cases began to be forwarded for work by the State
Medicaid agencies, or other investigative bodies,

in the late fall of 1977 and we have now had about
one year's investigative experience. HEW has
retained some of the cases for direct work, but the
majority are being worked by the States themselves.
In many cases we are working on these cases together.

As of February 26, 1979, there were 1,154 active
cases divided between potential criminal fraud (537}
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EXHIBIT V-2

EXHIBIT V-2
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cases and those warranting administrative sanctions
(617). The most fregquent sanction is recovery of
overpayments. Amounts being sought totalled over
$4.0 million.

In addition, system changes are being made in many
States based on Project Integrity findings. To
date, the potential annual savings from these

system changes is $6.8 million, but we believe that
this is a conservative estimate. Examples are cited
in Appendix E. :

To date there have been 30 indictments involving 39
individuals. Ancother 188 cases are now pending a
decision from the prosecuting authorities.

We estimate that the major part of the work on Project
Integrity I cases will be substantially completed by
June 30, 1979.

What Key Lessons Have Been Learned from Project
Integrity I?

L Steering Committee in each Region has been estab-
lished for this project composed of OIG auditors and
investigators and the HCFA Program Integrity staffs.

The Committees are preparing memoranda reports on

lessons learned from the project in each of the 51
jurisdictions.

In most jurisdictions the project has had value of
lasting significance, in addition to the immediate
recoveries and criminal indictments., Some
illustrations follow: '

--For a State in the midwest, the report finds that
the State "feels that Project Integrity has resulted
in a more exacting case control system which should
enhance their efforts in defining levels of fraud
and abuse, and their investigations. The increased
coordination between the Medicaid State Agency and
the intermediary is one of the demonstrable achieve-
ments of Project Integrity."”

--For a State in the west, the report finds "Project
Integrity I has resulted in improved channels of
communication, strengthened working relationships,
and instilled a deeper commitment toward the
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elimination of Medicaid fraud and abuse, not only
within the State but also within the Federal
Government,

~=For a State in the south, the report states, "The
cooperation of the State during the project has
been excellent. Both the State and the Federal
personnel involved in the process agree that this
effort has contributed much toward the prevention
of fraud and abuse in the Medicaid program. "

These quotations underscore some of the most important
values of efforts of this type: increased mutual
understanding of problems faced at State and Federal
levels, and an on-the-job training experience which
makes each of us more effective. At the same tiie

the Federal investment, (which we estimate will be
about $8 million in totdl*) will be substantially
repaid by savings already identified, with additional
savings continuing to accrue annually. See discus-
sion in Appendix E.

Illustrations of some of the lessons learned and
corrective action techniques evolved in the physician
and pharmacist areas are summarized belcw:

l. Problems Exposed in Physician Billing Practices:

a. Medicare and Medicaid reimbursement rules
allow higher fees for initial visits and
for noncomplicated procedures.

One of the most often mentioned problems
is the tendency to bill at the highest
procedure codé whether warranted or not.
This problem was mentioned by several
regions and occurred in at least § States.

In one State there are 20 different codes
for office visits alone, and a rather vague
distinction among them. For example -- an
intermediate examination is desceribed as

"a complete history and physical éxamination

*A rough estimate of the additional costs by the States
is $3.0 million.

79




of one or more organ systems, but not re-
guiring a comprehensive evaluation of the
patient as a whole." The next higher value
code, called an extended examination, is
defined as "one requiring an unusual amount
of time, skill, or judgment, but not
necessitating a complete examination or
reexamination of the patient as a whole."
Little wonder that physicians faced with this
choice would choose the higher code and the
greater reimbursement!

Frequently found was the duplicate billing
problem. Many causes were identified,
starting with the fact that some claims pay-
ment systems fail to catch such errors, The
errors themselves appear to result from poor

record keeping by some providers. The practice

of allowing physicians to bill under more than
one provider code was a problem in several
Btates. Another source of duplicate billings
was found in partnership or group practice
situations.

The report on one State found "There were
3,902 instances where two physicians of the
same speciality provided the same type
service/s to the same recipient on the same
day, or overlapping dates. Reimbursements
totaled about $55,000."

Another problem is a lack of documentation
on claims. The report said: "Services
billed to the program were not recorded in
patient medical records. Laboratory tests,
hospital visits, and office visits were the
services most frequently not supported by
patient medical records. While the number
of unsupported services varied substantially
among the physicians, it appeared to be a
general problem,”

The fourth group of billing problems noted
is charging for full office visits which
might not be justified, as indicated by the
following examples from one State:

"-~0ffice visits were charged for injections,
usually administered by a nurse, and the
patient was not seen by the physician.
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"--0ffice visits were charged for simple
prescription renewals. In these cases,
the patients were not seen by the phy-~
sicians.

"--0ffice visits were charged for services
provided by other than the physician,
such as social workers, nurses, midwives."

There were a variety of apparent abuses in

the hospital field. One was billing for

daily hospital visits whether such visits

were performed or not. Another was billing
for more than one service per visit, such as
the physician in one State "billing separately
for psychiatric care and daily hospital visits,"
when regulations allow the physician to bill
for only one of the two. Another abuse is the
billing for after-surgery office visits when
the fee for the surgery covers after~care.

In the nursing home area we found the problem
of multiple billings where a doctor sees a
number of recipients and charges the prime
rate for each one, when that is not permitted
under State regulations. In one State we
developed a special computer analysis to
expose the extent of this problem and State
agency staff determined the overpayment to bhe
at least $40,000. The State is in the process
of recovering this overbilling,

Another recurring problem is the medical value
Or necessity of the services rendered. TIn one
Jurisdiction we found a physician who gave
virtually every patient an EKG on every visit.
In another jurisdiction there were several
thousand cases of multiple visits billed at
the prime rate when the rule is that there
will be one prime consultation at the prime
rate and follow-up visits at a reduced rate.

Finally, a cluster of problems involved labora~
tories and their Yelationship to the physician.
1t was out of these findings that Project
Integrity II was born. Among the most frequent
abuses may be billing for individual tests
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which are part of a panel of tests. Many
States reported this problem. In another
situation, we found a lab and physician
billing for the same service. A very
troublesome problem involves physicians
billing the Medicaid program a larger fee
than the lab bills to them. Some charges
were two to three times as much.

A variety of corrective actions are being applied
to cope with the above problems. Perhaps the most
freguently mentioned improvement is better computer
edits at the prepayment stage, supported by peer
group comparisons. Other technigques on which
favorable experience was reported in several States
include (1) on-site review of physicians' records,
and (2) the interviewing of recipients to verify
services rendered. We found that Explanation of
Benefit mailings were widely used as required by

P. L. 95-142, we also found that Congress' removal
of mandatory and universal EOBs was wise in light
of many questions regarding the value of this
technique as compared with personal interviews.

Various ideas are being tried to cope with the
problems resulting from the multiple procedure
codes and the multiple provider codes. Some
problems are being attacked by putting limitations
on reimbursements -- such as the number of complete
physical examinations, or the number of nursing
home visits per month, or the number of office
visits per month, etc.

In a separate volume —- to be available to the
States and other interested parties -- we will
publish the Lessons Learned memoranda for all 51
jurisdictions. They should be useful sources

of ideas for some time to come. '

Lessons Learned About Pharmacy Abuses Were
Equally Productive.

The most frequent of all abuses reported in
Project Integrity I is described as "prescription
splitting," -- a problem in at least 20 juris-
dictions. The following is a summary of problems
cited by one jurisdiction. It touches on
practically every type of problem encountered:
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Services billed but not rendered. This included
duplicate billing; billing for the same drug
under the code numbers for both generic and brand
name; billing for greater quantities than ordered
and dispensed;

Prescription splitting causing undue additional
dispensing fees;

Billing for refills not authorized by prescribing
physician, nor supported by provider's records;

Billing for prescription drugs when over-the-
counter items were prescribed and dispensed.

Billing for services with no documentation.

Billing for greater drug strength than prescribed.

Use of outdated prescriptions.

Filling and refilling prescriptions without
properly documented written or verbal orders.

Almost none of the pharmacies reviewed maintained
patient profiles. As a result, there was no
monitoring of the number of prescriptions in use
for the same drug at the same time by one or more
physicians. The reviews of virtually all phar-
macies which did not maintain patient profiles
disclosed frequent instances where two or more
prescriptions for the same drug for the same
patient were filled during the same time period.
In some cases, the prescriptions were written by
the same physician, in other cases by different
physicians.

Prescriptions on telephone .orders lacked vital
information such as prescription number, date,
strength, dosage, refill limitations.

Substituting the highest priced drug when a lower
priced drug could have been used. This was not
precluded by State Agency regulations, but caused
excessive payments to be made.

Two pharmacies charged the recipients as well as
Medicaid for the same service.
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Three instances were noted where the provider
billed for services to non-eligible family
members under the identification number of an
eligible family member. 1In addition, three
recipients obtained controlled drugs at the
same time under their own identification number
and under the identification number of one of
their children. The physician had prescribed
the drug for both the adult and child, and
both prescriptions were for the adult dosages.
They were filled at the same pharmacy.

Many actions to cope with these problems have
been initiated during Project Integrity I, with
significant savings anticipated. One of the

most frequent techniques is to institute a 30-day
supply requirement for maintenance-type drugs =--
particularly for nursing home patients -- and to
impose strict reauthorization limits for refills
of controlled drugs.

The abuse of telephone prescriptions is a wide-
spread concern. One preventive technique is to
require signatures of both the doctor and the
patient before honoring a claim. Another is to
require that the claim identify the prescribing
physician who telephones the prescription. One
State is using a combination prescription/invoice
form and we found all cases examined in that State
to be "clean."

Recipient interviews and on-site surveys of
pharmacists were widely advocated, as were audits
on a regular basis.

Why A Different Approach To Project Integrity TI?

First, we concluded that a national mandatory effort
on the scale of Project Integrity I has tremendous
learning value but that it cannot be equally efficient
in every State or in every area of health care. It
assumes that each State has an equal need, interest
and staff capability to attack problems in a given
health field. This, of course, is not true.

Growing out of the experience with Project Integrity I
we concluded that new techniques developed for fraud
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and abuse detection should be tested by HEW, using a
pilot State as a partner. Successful techniques
would then be made available through HCFA on an
optional basis to other States. We have now reached
this point on three projects which have been launched
as Project Integrity II. These are described in
Appendixes F and G. The operational projects cover
laboratories, dentists and drug abusers:

~-Laboratories. Seven States are now participating,
and we expect a total of about 10. In many cases
we are finding discriminatory billing of the Medi-
caid program. For example, a laboratory charged
the Medicaid program $10.80 for a pap smear but
billed physicians at $2.80 for the sanme test.
Another lab billed Medicaid $117.50 for a series
of tests for which it charged physicians only
$13.50. Another lab had its biopsy test done for
it by a cooperating lab at a cost of $10 and billed
the Medicaid program $15.00 for the test.

The pilot work in this project is being done in
collaboration with the State of California.

--A similar effort is designed to expose abuse of
dental services. Techniques designed by the HEW
Philadelphia Audit Office are currently being

" applied in nine States or jurisdictions. Several
other States are giving the project consideration.
Ideas here come primarily from pilot work in
Virginia and the District of Columbia, and feature
an in-mouth examination to determine whether the
services billed were actually rendered. HCFA's
dental consultant is very active in assisting the
States which are participating in this project.

--A third special effort, known as "Operation ‘
Crackdown," is now operational in ten localities.
It is an organized attack on the abusers of drugs
-~ usually representing collusion between phy-
sicians, pharmacists and drug pushers. This has
become a matter of high public concern and more
recently of Congressional interest, including a
GAO review. The problem surfaced in Philadelphia
last summer with a series of expose's written by
a reporter who went undercover and posed as a
pusher. Further discussion of this effort, which
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is still in its beginning phases, will be found in
Appendix G.

These three efforts are being directly administered by
HCFA's Office of Program Integrity based upon the
research and tests performed by the Office of the
Inspector General, which continues to support the HCFA
operation.

Lessons Learned conferences covering the three projects,
to be held in February and March, will be open both to
participating States and to others who may wish to
learn from these experiences.

Project Integrity II Research:

Project Integrity II consists of more than the three
efforts just described. Currently there are several
additional research projects summarized in Exhibit
V-3 and described in Appendix F. In the next several
months we will publish a handbook of computer-based
techniques, based on this research, for interested
States. The subjects are:

~=A dates-of-service match of hospital inpatient
billings and physician billings. A mismatch
indicates a problem.

-=-Billings at higher procedure codes than justified
~-= to inflate physician charges.

--Billings for outpatient hospital services, in
search of duplicate or excessive charges.

--Billings for medical supplies and equipment, in
search of excessive charges and billings for
services after death.

--Billings for transportation services, in search of
unnecessary oOr excessive trips.

--Billing by other medical practitioners =-- including

podiatrists, optometrists, and chiropractors --
in search of excessive or questionable charges.
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EXHIBIT V-3

PROJECT INTEGRITY II

EXHIBIT v-3

RESEARCH AND DEVELOPMENT PROJECTS

As of December 31, 1978

: No. of
Lead Region Subject : Specific Total
: Computer States
¢ Applications Involved
Boston (I) Hospital Inpatient - 1 )
Physician Billing Match
Boston (I) Procedure Codes 1 2
New York (II) Outpatient Hospital 10 2
Services
Philadelphia *Dental Services 2 9
{I1I)
Atlanta (IV) Medical Supplies and Equipment 4 2
Chicago (V) Transportation Codes 5 2
Dallas (VI) Other Medical 2 2
Practitioners
San Francisco *Laboratories 5 7
(IX) —
30 3017

*Projects now operational

1/ Includes 17 different States

(See Appendix F)
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What Is the Status of Project Integrity III: The
Tnstitutional Providers?

The most complex and costly of the health care
components are hospitals, nursing homes, and home
health agencies. Altogether they represent about
70 percent of the Medicaid dollar. Research and
testing will be continuing throughout the Calendar
Year of 1979 and the early part of 1980. A brief
status report is as follows:

-=-Nursing Homes. A new nursing home audit guide
being developed by the HEW Audit Agency will
provide additional guidance to help auditors
detect fraud and abuse. Also, we have designed
and conducted test audits in three States
utilizing computer cost analysis for health-
care provider selection. We are looking forward
to working with the Medicaid Fraud Control Units
in selected States to test detection and investi-~
gative methods. As a related interest we are
examining State decertification activities as a
means of eradicating serious deficiencies in
nursing homes.

-—-Chain Ownership of Nursing Homes. We have noted
the rapid growth in chain ownership arrangements
in the health care field generally and particularly
among nursing homes, hospitals and related vendors.
These ownership arrangements pose new challenges
to our audit program and open possibilities for
abuses such as pyramiding of profits, inflation of
equity value by transfers of ownership, inflated
prices through lack of arms-length negotiations,
abuse of sale and lease-back arrangements, and
potential for kickbacks. Working with HCFA we
are now gathering extensive data on ownership
practices -- utilizing the authority of H.R. 95-142
concerning disclosure of ownership in the Medicare
and Medicaid programs. We expect to exploit this
new authority to develop a data base for the
future. A full-time staff team will be engaged
in these studies throughout the 1979 Calendar Year.

--Special Hospital Project. We are keeping abreast
of work being done in improving hospital manage-
ment and cost reduction, and anticipate fresh
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insights from the HEW-funded project in New York
State under the direction of Special Prosecutor
Charles J. Hynes. This project involves a review
and investigation of at least 50 hospitals con-
taining about 12,000 beds in the State. The

study design calls for 25 hospitals to have full
scale investigations, including complete review of
costs. The Hynes technique of using mixed teams
of attorneys, investigators and accountants is
expected to produce fruitful guidance for HEW and
the State Medicaid Fraud Control Units. The

Hynes staff devoted to this effort is approximately
100 members with additional resources to be added
in 1979 as the caseload matures.

~-Medicaid Management Information Systems Project.
During 1978 the Office of the Inspector General
conducted an on-site study of the Medicaid program,
including management information systems and other
control devices employed in 10 States which account
for two-thirds of the Medicaid expenditures. Our
findings were reinforced by a General Accounting
Office report in September 1978 which highlighted
inadequacies encountered in its studies of the
Medicaid Management Information Systems in three
States. As a consequence of these findings, a

- Joint task force of HCFA/OIG experts are now work-
ing with the States on action plans to upgrade
computer management systems and Surveillance and
Utilization Review Units (SURs), and their relation-
ship to Medicaid Fraud Control Units (FCUs). The
work of this task force will contribute significantly
to our efforts in both Project Integrity II and
Project Integrity TIII.

—-Home Health Agencies. The other principal institu-
tional area in which research is underway, looking
toward Project Integrity III, is Home Health
Agencies. There are 2,200 organizations now
certified under the Medicare program. Altogether,
expenditures under Medicare, Medicaid, and Title XX
programs have reached a level in excess of %1
billion, We will be focusing on problems of bill-
ing for services not rendered, misrepresentation
of services, altering or falsifying bills and
records, duplicate billings, payroll and expense
account padding, and improper allocation of costs.
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Recommendations For Detection and Prevention of Fraud

and Abuse In the Health Care Program

Throughout the year we have been seeking ideas as to
how to strengthen statutes and regulations, to en-
hance detection and prevention. Six major ideas have
evolved on which we are making recommendations in
this year's report. A seventh recommendation lists
various legislative initiatives which may be worthy
of consideration by the Congress. These are:

1.

Complete and issue HCFA's proposed Administrative
Sanctions concerned with fraud and abuse in the
Medicaid program.

These regulations have been under development

for many months and have been reviewed in _
guideline form* by the States. State Medicaid
officials concurred with the value of issuing
these regulations, and the majority have stated
that such a Federal issuance is important to
applying an adequate spectrum of sanctions

within their State. The proposed sanctions will
be similar to those currently utilized in the
Medicare program, and will require each State

(a) to have administrative mechanisms to identify,
investigate and recover funds improperly or
erroneously paid to providers: and (b)Y to take
actions against providers of services who de-
fraud or abuse the program -- including authority
to suspend or exclude the provider from participa-
tion. Our experience with the States, and more
recently with Operation Crackdown, clearly shows
the need for affirmative policies of this type.

Make available to the States model legislation
for fraud and abuse control in the Medicaid
program. Good work has been done on Lhis by
HCFA in the past year. We feel the product is
ready for widespread dissemination, as guidance
to the States. We recommend that the Adminis-
trator of HCFA proceed expeditiously to issue
this document.

*Published as HCFA, AT-77-105, November 7, 1977
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We strongly urge the Congress to act upon the
proposal for a "Civyil Money Penalty Bill."

effective or where criminal prosecution is
unwarranted or impractical) to apply a penalty
of up to $2,000 for each fraudulent claim

submitted to the Medicaid or Medicare program,
of such claim.

In order to make this same civil penalty effec-
tive in dealing with the abuse of controlled
substances, it ig recommended that the civil
penalties for false claims which would be pro-
vided in the Bill also be made applicable to
certain abusive Prescription practices.

Specifically, we suggest having available ad-
ministrative penalties in cases where a physi-
cian regularly prescribesg controlled substances
for certain patients in excessive quantities,
far beyond any test of medical necessity or
reasonableness; which practice has persisted for

The Inspector General urges that the incentive
arrangements, under which Special financing of
Medicaid Management information Systems and

fraud and abuse control programs. Exhibit v-4
shows the components of a total fraud and abuse
control system for g State. »a complete system
must encompass both beneficiary and provider
fraud and abuse matters, for both Welfare andg
Medicaid Programs. There must be an adequate
computer information system, for each, to cope
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EXHIBIT V-4 EXHIBIT v-4

COMPONENTS OF TOTAL MANAGEMENT SYSTEMS
NEEDED TO COPE WITH FRAUD, ABUSE AND ERROR

Type of Fraud Management

Abuse or Error : Program : Systems Needed
Recipient Fraud : AFDC : -Computer
: : -Utilization Review
: : ~Fraud Investigation
! Medicaid : -Computer
: : -Utilization Review
: : ~Fraud Investigation
Provider Fraud Medicaid : —Computer®*

: ~Utilization Review
: -Fraud Investigation*

s 4 oe me

*NOW RECEIVE SPECIAL FEDERAL FINANCING

Computer: 90% for Development
75% for Operation

Fraud Control Units: 90% for Three Years
Ending September 1980
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with the high volume of recipients and trans-
actions, and to meet the need for analytical
data which can only be obtained by computer.
There then need to be Surveillance and
Utilization Review Units (SURs) capable of
analyzing the computer printouts to detect
cases for administrative sanctions or referral
to Fraud Control Units of those cases having
potential criminal fraud.

The problem in many States is that some of

these units are being overbuilt compared ta
others, and an imbalance occurs. This is parti-
cularly true of the MMIS and Fraud Control Units
-~ because of the 990 percent Federal funding
which is made available for specified uses or
periecds as an incentive to their development.
Unfortunately, this may result in building
capabilities of these types without balanced
support for the other components of a total
fraud-and~abuse management system.

For example, a logical staffing of a SUR Unit
and a Fraud Control Unit would in most States
provide a larger number of professional
personnel in the SUR Unit since it is the
principal source of referrals to the FCU. But
in twelve States which now have FCUs, the FCU
is larger than the SUR staff, by as much as
two to one.

While a more flexible concept will be difficult
to implement, it is felt that the time has now
arrived when HEW should examine with each State
its total organization, staffing and computer
capability, to define the strengths and weak-
hesses which exist and to determine the extent
to which the State can overcome the weaknesses
within its available financial resources. HEW
should then have Statutory authority to work
out an incentive arrangement with each State,
as needed, to bolster inadeguately staffed
units for a period sufficient for them to prove
their cost effectiveness. This would cover
both recipient and provider fraud and abuse.
Properly approached, this might be the most
powerful single action that can be taken from
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the Federal level to assist the States during
the next several vyears.

Medicare and Medicaid payments for independent
laboratory services exceed charges to physicians.
This should be corrected by statute. Independent
laboratories are charging Medicare higher amounts
than they charge physicians for the same clinical
services. This conclusion is based principally
on audit work under Project Integrity II in
California.

Medicare carriers develop lists of the customary
charges (profiles) for services rendered by the
physicians and suppliers in their service areas
and develop prevailing charges based on these
customary charges. In California, and we suspect
in other jurisdictions, these profiles do not
reflect billings by laboratories to physicians,
which are considerably lower than the charges _
reported to the carriers. Price lists of several
independent laboratories reviewed included
charges for Medicare patients which averaged

30 percent above charges to physicians.

This problem also exists in the Medicaid program.
Legislation to correct the effect of discrimina-
tory billing practices in Medicaid was considered
by Congress {(H.R. 10909) last year but nct voted.
It would have limited payments for laboratory
services to the lowest charge to any person or
entity. However, the proposed legislation did
not contain similar restrictions for Medicare.

We propose that this legislation be given further
consideration and that it include Medicare (with
due regard to beneficiaries' liability for co-
insurances and deductibles}).

New regulations should be implemented promptly
to require action when PSROs find that services
are unnecessary.

There have been instances where payments have
been made for services which were ruled un-
necessary by a local Professional Standards
Review Organization (PSRO).
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On October 13, 1978, a Notice of Proposed Rule-
making was, issued concerning the imposition of
sanctions on health care practitioners resulting
from PSRO sanction reports. This proposed rule
provides procedures for the processing of PSRO
sanction reports and details actions that HCFA

will take when such sanction reports are received.
We urge prompt implementation to replace the interim
procedures now being followed by the Office of
Program Integrity.

Other legislative suggestions are proposed to
strengthen health care managemént'control;

Appendix H presents other items for legislative
consideration. The most important, which has
been proposed to Secretary Califano in a recent
HCFA report, is legislation to permit a combined
and fully integrated Part A and Part B structure
for the administration of the Medicare program,
and for the selection of fisecal agents on a com-
petitive basis. Several other suggestions are
made for new authorities to help attack the drug
abuse problem (Operation Crackdown) .
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CHAPTER VI

INITIATIVES TO ATTACK FRAUD, ABUSE, AND ERROR
IN INCOME MAINTENANCE PROGRAMS

In the first Annual Report, we discussed several newly
launched computer matching initiatives designed to de-
tect fraud, abuse, and error in income maintenance pro-
grams under the general caption of "Project Match." 1In
this year's report, we are summarizing results to date
and lessons learned through expanded matching program
efforts in the areas depicted in Exhibit VI-1 on the fol-
lowing page:

-=-Project Match-~I, the match of Federal military
and civilian rolls against State AFDC rolls.

--Interjurisdictional Matches, the compariscon of
State AFDC rolls against each other.

~-The "Private Employee" Earnings Match, the match
of wage data files against AFDC recipient rolls
as mandated by Public Law 95-216.

=-Project Match-II, the new initiative in matching
the Supplemental Security Income (Federal program
for aged, blind, and disabled) against Federal em-
ployee rolls.

--Future match projects now in research or planning
stages.

In concluding this Chapter, we will discuss recommenda-
tions to facilitate the future conduct of such projects
while assuring proper controls over privacy rights of
individuals. :

L. Project Match-I
Federal Employees Versus AFDC Rolls

There is wide agreement that the Federal employee
population--4.8 million stong--must be a model of
good practice and a paragon of good behavior. Espe-
cially, we cannot tolerate Federal employees who are
fraudulently or improperly on the recipient rolls of
the very programs which the Federal Government funds
and monitors.
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EXHIBIT VvI-1

EXHIBIT

PROJECT MATCH

DETECTING RECIPIENT FRAUD,
IN INCOME MAINTENANCE

Project Match - T

ABUSE, AND ERROR
PROGRAMS

VI-1

; Project Match - 171
i

|
|
[ ———
State AFDC Rolls [ ! SSI Rolls
Versus f 5 Versus
| i .
3
|
———
|
"
Underway | N Underway
1
N
A. Federal Employees ' ' A. Federal Civilian
(Civilian, Military) ]
B. Other States i
(Interjurisdictional) f?
C. All Wage Earners f ;f
;!
|
|
[
i
|
__________________________ | | T e
Planned | ! ! Planned
“““““““““““““““““““““““““ t i F—-————"~—-———~———————~h~
D. SSI Rolls | |_1B. Military
E. Unemployment | | C. All Federal vs,
Compensation Rolls i i Title IT
F. IRS Dividend and i ID. IRS Dividend and
Interest* : : Interestx
FUTURE

® Multiple Fraud Detection Technigues

® Mortality Tapes vs. AFDC, SSI, Title IT

® Other Related Federal Benefit Programs
Vvs. AFDC, SS8I, Title ITI

*Will reguire statutory authorization
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Early in our planning of fraud and abuse initiatives
the President endorsed these concepts, and Civil
Service Commission Chairman Campbell joined Attorney
General Bell and Secretary Califano in approving our
first major initiative in this area described as
"Project Match-I."

As our first effort, we matched the Federal military
and civilian employee rosters against the AFDC rolls.
Initially, 26 States submitted tapes for this match,
and later most of the remaining States responded to
our invitation to participate.* OQut of approxi-
mately 4.8 million Federal employees' records
(civilian and active duty military) matched against
these rolls, we found over 33,000 apparent matches
which were forwarded to the Federal agencies for
submission of payroll data. We eliminated those
cases with low earnings or where the individuals
were no longer employed by the Federal Government
and narrowed the list down to about 18,9200 cases
warranting full eligibility review by the State
Welfare agencies. As of March 15, 1979, GStates

had completed an initial review of 14,352 cases and
found that 33 percent were overpaid or ineligible

as follows:

Status Number Percentage
Eligible 9,607 67%
Overpaid 3,066 21%
Ineligible 1,644 12%
Underpaid 35

Total 14,352 100%

We wish to commend the States for their willingness
to participate with us in this and our other match-
ing programs.

*The matches were made against welfare rolls for the
month of August 1977; Federal civilian rolls as of
March 31, 1977; and Federal military rolls as of
October 31, 1977.
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What Have Been the Benefits to Date?

From a narrow cost-benefit perspective, the
Federal savings from this effort have already
repaid Federal costs several times over, as noted
later in this Chapter.

In addition to the direct savings achieved by
reducing overpayments and eliminating ineligibles
from welfare rolls, there are, in many cases,
restitutions being made voluntarily by the individ-
ual involved or as required by Court Order. (Thus
far we have been able to identify over $4.1 million
of potential restitution although the exact amount
being sought is not known.)

The most egregious cases--employees with earnings
of $10,000 or more who have accepted improper

referred to the U.sS. Attorneys to consider prose-
cution with investigative Support from the FBI,
Postal Service, and Internal Revenue Service.
Prosecutions at the local level are also strongly
encouraged.

As of March 15, 1979, the following actions have
occurred:

--Federal indictments in New York (16),
New Jersey (21), and Washington,

D.C. (15)....... e ettt 52
-—-State and County Complaints in Virginia
(1); Missouri (3); California {la);
Georgia (2).................. e e 22
—~Pre-trial Diversions in New York {(19)
and Washington, D.C. (L); Georgia (2).. 22
Total Sg*

*In addition, we assisted the FBI in the City of Phila-
delphia in developing cases Covering 29 county employees
who have been indicted for welfare fraud.
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As of March 1979, there were about 1,000 cases

in the hands of FBI, Postal Service, Internal
Revenue Service, and State or County investigators
for review as to possible prosecution. While most
of these may not be selected for prosecution, the
deterrent effect of such intensive scrutiny is
valuable. A number of additional indictments are
anticipated throughout the United States. We have
been particularly pleased with the cooperation of
the Department of Justice and its willingness to
encourage U.5. Attorneys to take an interest in
welfare fraud cases which heretofore have not been
considered high priority cases,

Project Match-I
Interjurisdictional Match Cases

As an additional step of these matches of State
welfare rolls against Federal employee rolls, we
matched the tapes furnished us by the participat-
ing States against each other in search of instances
where individuals might be drawing grants from two
or more jurisdictions ("double-~dipping”). This
program covers all welfare recipients, not just
Federal employees.

Out of the first 26 States and jurisdictions which
were matched as of August 31, 1977, we identified
9,000 individuals who may be receiving duplicate
welfare payments which warrant further screening by
the State Welfare agencies. The 18,000 raw matches
{(two matches for each individual identified) are
being reviewed by the States involved. The status
of this effort with partial results thus far re-
ported by 23 States, i1s as follows:

Eligible........ccvu.... 6,488
Double-Dipping....... w.. 1,284
TOTAL 7,772

These .States are finding even a small number of inter-
jurisdictional cases more "productive" than originally
anticipated in ferreting out State and local welfare
agency employee fraud as shown by actual examples
cited in Appendix I.
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We ran a second interjurisdictional match of 50
State tapes as of December 31, 1977, and identified
another 8,000 individuals (16,000 dQuplicate names)
not previously identified in the August 1977 run.
These names have only recently been sent to the
States for review.

Federal Savings from Project Match-I and Interjuris-
dictional Matching Programs

Combining the results to date of the Federal employee
match and the interjurisdictional match, we calculate
that the Federal share of savings (i.e., overpayments
eliminated) for the first 12 months after the welfare
payments are reduced exceeds $7.9 million. Since the
AFDC program is funded jointly by the Federal Govern~-
ment and the States, States should realize similar
savings. As shown below, savings are achieved not
only in the direct welfare program payment but in the
Medicaid and Food program payments as well*:

Eligible but

Program Ineligibles Overpaid Total
AFDC $4,079,319 $1,216,602 $5,289,921
Medicaid 1,728,737 1,728,737

Sub Total $5,808,056 $1,210,602 $7,018,658
Food Stamps __ 934,700 e 934,700
Total $6,742,756 $1,210,602 $7,953,358

The Federal cost of this entire project,

tion, is estimated to be $2.2 million.

C. The "Private Employee"

Earnings Match (AFDC Versus SSA's Summary

Earnings Record)

Section 403 of P.L.

upon comple-~

95-216 enacted in November 1977

requires that State Welfare agencies use wage infor-
mation in State Employment Security agency files (if
available) or from Social Security Administration

*As of March 15, 1979
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records to validate AFDC eligibility. This becomes
mandatory on October 1, 1979. The purpose is to
make earnings data of all individuals covered by
the Social Security Retirement System fully avail-
able for matching. This data exchange has become
increasingly important due to the growing percent-
age of AFDC recipients having earned income.

SSA responded immediately to the new statute by
making its Summary Earnings Records (SER) for 1977
available for State matching. During CY 1978, 19
States or jurisdictions requested Social Security
Administration assistance in conducting this match,
and several other States are in the process of
requesting this data. The cost-benefit in using
this data to verify information provided by Welfare
recipients in the Welfare application and redetermina-
tion process is believed to be substantial. New
York City has reported an estimated savings of $9.6
million resulting from the match; and Franklin
County, Ohio, $2 million. These two States, as well
as several others, were not able to gain access to
this wage data previously.

Approximately 40 States will be able to match with
records from their own State Employment Security
files. Some States (particularly New York and
Massachusetts) have recently enacted legislation to
mandate the provision of quarterly wage data to the
Welfare agency from the State Tax agency.

A problem for the future will be posed for those
ten States in which the State Employment Security
agencies do not maintain guarterly wage data. Since
wage data will only be reported to the Social
Security Administration on an annual basis, it may
be as much as 18-months old at the time of match
with the States. Last year we recommended that
Congress consider requiring that an additional copy
of each W=2 report bhe submitted by the employers

in these ten States, directly tc the State Welfare
agency for matching against its Welfare Benefits
file.* We would prefer to see all these States

*See page 52 of IG's Annual Report dated March 31, 1978.
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‘require that wage data maintained by State agencies
(i.e., the taxing authority) be made available for
use by the State Welfare agencies.

Lessons Learned in Project Match-I and Plans for
the Future

Experience of the past two years has confirmed the
rich opportunities which exist to combat fraud,
abuse, and error in the AFDC program--a program
which serves 3.5 million needy families and over
10.5 million recipients, at a Federal cost of

$6.7 billion.

We are delighted at the action of the Social Security
Administration in creating a Welfare Management
Institute to assist the States. Further, the SSA

has launched a number of new initiatives, including:

——A concCentrated corrective action effort to make
rapid and significant reductions in erroneous
payments in a selected group of six high error
States. (Estimated savings are $145 million per
year when fully implemented in FY 1981.)

—-—-A variety of improvements in data exchange tech-
niques including the development of the National
-Recipient System (NRS) discussed below, and the
implementation of P.L. 95-216, requiring States
to match quarterly earnings data, where available,
to help determine eligibility for AFDC payments.

—-The implementation of sanctions and incentives
to encourage reductions in payment errors ({incentives
are required by P.L. 95-21¢).

--Expanded technical assistance to the States in
the form of improved management methods and com-
puter analysis techniques, such as the error-prone
profiles.

——An expanded Program Integrity staff.

The Inspector General's conclusions based on Project
Match-I are:
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The Interjurisdictional Match has high appeal to
the States and significant savings potential.

This underscores the importance of the National
Recipient System under which a central data base
will be kept current for all AFDC recipients,
nationwide. When this system becomes fully
operational in 1981, it will be possible for a
State Welfare agency to ascertain that an appli-
cant for AFDC is not receiving welfare payments
from another Jjurisdiction, is using the correct
Social Security number, and has reported receipt
of other Federal benefits accurately. The
annual savings envisioned once the system
becomes fully operational exceed $60 million--
at least six times the estimated annual operat-
ing costs. This is indeed cost-effective.

Implementation of this system should proceed
with urgency. 1In the interim, the Office of
Inspector General will work with SSA's 0Office
of Family Assistance to perform a periodic
service for the States--by gathering AFDC tapes
for matching and referral of apparent problem
cases (i.e., double dippers, Federal employees,
etc.) to the States for investigation. A third
such match is now planned for June 1979, based
on active AFDC cases as of March 31, 1979.

Periodic matching of Federal civilian rolls is
desirable. Beginning in 1980, this should be
conducted as a match against the SSA "Summary
Earnings Record" (SER),

It is our understanding that beginning with
earnings for Calendar Year 1978, all Federal
employee earnings will be reported, along with
employee earnings from private employers and
from other public jurisdictions, to the Social
Security Administration. Thus, a central master
file will be available for an annual match
against State AFDC records. This match will
have the advantage of showing full earnings for
all employees--public and private--for the
calendar year and may be the most effective
method of accomplishing a computer matching
program with Federal, State, and local public
employees not included in State Employment
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Security wage files, Ultimately, this expanded

The other key_igssons learned from Project
Match are the_characthistics of Federal
employee abusers.

a.

Active duty military members pose only a
minor problem of fraud and abuse with re-
Spect to the AFDC pProgram. Out of the
3,502 military cases analyzed through
March 1979, only one in eight involved
ineligibility Or overpayments. In most
cases, the military member was not the

Among the Federal civilian employees, the
incidence of Welfare cheating encountered
indicates that about 25 percent of the

workers with relatively low income residing
in large metropolitan areas. Thus, wher-
ever selectivity is desired in running
future matches in order to isolate the
worst cases, we conclude that the kind of
efforts earlier undertaken as a joint effort
by the u.s, Attorney and State Welfare
Department in Cooke County, Illinois, and
in Detroit, Michigan, as well as HEW's pay-
roll match with the District of Columbia
will produce the most cost-effective
results,

Further, only a smalil number of agencies
(including some Federal, State, and local)
need to be covered for maximum effective-~
ness. For the next Year while the expanded
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The HEW role will be that of providing
technical assistance and helping to obtain
data from the Federal employers.

4, Finally, we have conferred with the Department
of Justice officials regarding their perspec-
tive on the lessons learned from Project
Match-I. They conclude, and we concur, that
in cases involving Welfare recipient fraud, the
use of State or local investigators and prose-
cutors is highly desirable. However, the
Department of Justice should assist in the in-
vestigation and prosecution of interjurisdic-
tional cases which may be difficult to handle
at individual State or local levels. As sug-
gested in Chapter V, it is the Inspector
General's hope that financial incentives can
be given to the States to improve their de-
tection and investigative capabilities in the
areas of recipient and Welfare fraud. These
incentives should also include increased sup-
port for improved computer systems. Congres-—
sional action will be necessary to accomplish
this.

Project Match-IT
Soclal Security Benefit Rolls

wWhen Secretary Califano reported the first results
of Project Match-T to the Congress early in Calendar
Year 1978, interest was expressed in extending the
match of the Federal rolls against the Supplemental
Security Income recipient file, and later to the
entire Social Security Beneficiary file.

A detailed operating plan for conducting this match-
ing program has been developed in consultation with
the Office of Personnel Management (formerly the
U.S. Civil Service Commission) and the Office of
Management and Budget. This plan, which is a model
for future such initiatives, is enclosed as

Appendix J.

The first initiative in Project Match-II has been a
match of Federal civilian rolls of 2.8 million names
against the current SSI recipients rolls of 4.9
million. This match was conducted in Decemeber 1978
and resulted in a total of 10,105 raw matches
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requiring evaluation. During January 1979, data
Oh cases were furnished to the 52 Federal agencies
who will provide validated employment and earnings
information. we hope this step will be completed
by the end of March 1979, Thereafter, the Social
Security Program Integrity staff and the District

tial fraud cases to the U, g, Attorneys for investi-
gation and prosecution. As in the case of Project
Match-I, all cases where fraud has been determined,
whether prosecuted Or not, will be referred to the
Federal employing agency for appropriate adminis-
trative action,

Future Match Projects Planned
for Exploration in OV 1979

Based upon the exXperience of the past two years,
we believe the Office of Inspector General can
perform a useful service, in collaboration with
SSA's Office of Family Assistance, by testing the
value of various matching techniques, ang making
them available for operational application if
warranted.

Looking ahead we are considering the following:
1. Additional_éggg matches:

-~Against SSI rolls.

--Against Unemployment Compensation rolls,

in cooperation with the Department of
Labor.

In both instances, the objective will be to
identify individuals receiving both benefits
and to ascertain eligibility and accuracy of
reporting,

2. Additional matches against Social Security
Beneficiary Rolls.

-=Match of Federal civilian employees against
Title IT beneficiarieg (retirement, survivors,
and disability insurance programs) .
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-~-Match of active duty military against both
SSI and Title II rolls.

The objective in both cases will be to identify
those collecting both benefits in order to
validate eligibility and accuracy of reporting.
The pilot run of HEW employee rolls against SSI
revealed 158 raw matches, of which 55 cases
warrant further investigation. A similar match
of HEW employees against Title II rolls revealed
549 raw matches, of which 337 cases warrant
further investigation.

Other research and experimental match efforts.

In all of the match projects conducted to date,
the presumption has been that correct names,
addresses, birth dates, and social security
numbers have been employed. In our next genera-
tion of studies, we plan to develop and test
techniques to detect the individuals who falsify
one or more elements of identification in order
to receive a benefit payment or multiple pay-
ments., Many States have expressed an interest
in a system of this type and early experiments
show promise,

" --Mortality data matches. Limited experimental

matches are being made in three States com-
paring the State file of persons who have
died against SSI rolls. The purpose is to
ascertain whether payments are being made
after the death of the beneficiaries. Inves-
tigations are proceeding.to ascertain the
value of this technigue.

--Matches of HEW beneficiary rolls against other
Federal populations such as Federal retirees
(military and civilian) and beneficiaries of
other Federal programs such as Food Stamps,
Unemployment Compensation, and Housing.

0Of significance to our plans for the future is
the establishment by the Congress of statutory
Inspector General offices in 14 agencies,
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all agencies to establish programs designed to
achieve similar PUrposes. With the leadership
which has been taken by the Office of Manage-
ment and Budget, the Department of Justice,
and the Office of Personnel Management, it ig
anticipated that efforts of the type outlineqd
above will pe greatly facilitated.,

Other Initiatives Planned by the Commissioner

of Social Security to Enhance Program Integrity
_________“_ﬁ__________________‘_______

has furnisheq the Inspector General a comprehensive
review of efforts concerned with Program Integrity
and SSA's future plans, including those in which
We may have joint participation as related above,
We commend the Commissioner for @ Program of high
professional content. The document is of such
value, in our Opinion, that it is included as
Appendix K to this report,

an interface could result in ssr cost-savings of up
to $45 millien PEr year. Savings in the AFPDC pro-
gram have not been estimated at this time. The IRg

the use of taxpavyer information, and, hence, legig-
lation is needeqd to pursue thisg initiative.

Further, we Suggest that when Congress enacts this
bProposal, it indicate jtg intent that Federal

and State agencieg should make disclosures to IRS

where Yecipients of Federal program benefits have
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summary of Recommendations to Enhance Detection

and Prevention of Recipient Fraud, Abuse, and

Error in Income Maintenance Programs

1.

We reiterate three recommendations made last

vear for Congressional action (these appeared

on pages 52 and 53 of last year's Annual
Report) :

d.

Congress may wish to endorse a regular
program of matching State Welfare rolls
against other files, including Federal
military and civilian employees, private
employer wage reports, State and local
employees, unemployment compensation rolls,
Child Support Enforcement files, mortality
data, SSI files, and SSA (Title II) benefit
files.

With respect to the private employer earn-
ings match, it is suggested that all States
which do not have regular wage reporting to
the State unemployment income agency, make
annual wage data (such as tax return data)
available to the State Welfare agencies to
match against the State Welfare files to
assist in determining initial or continuing
eligibility.

It is urged that Congress extend to the
AFDC program the same statutory funding
benefits that are now available in the
Medicaid program with respect to (1) sup-
porting at increased funding levels the
cost of designing and operating management
information systems, and (2) subsidizing
the establishment of recipient (a) abuse
review, and (b) fraud control units.

The Congress should join the Secretary in

vigorously supporting the implementation of

the National Recipient System, discussed in

this Chapter. It holds high promise for sub-
stantial future savings in detecting Welfare
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cheating which extends across State lines;

or which involves the use of fraudulent social
security numbers; or which results from the
illegal receipt of other Federal benefits--as
well as providing the system for future Federal
employee matches against Welfare rolls.

The Congress should enact the Social Security
Administration proposal to amend Tax Reform Act
of 1976 to permit access for the $SSI and AFDC
programs to interest and dividend income infor-
mation which would produce estimated savings of
up to $45 million annually in SST and savings
would also be realized in the AFDC program.

The Office of Management and Budget has assumed
the responsibility for developing Federal
Guidelines to assure that the letter and spirit
of the Federal Privacy Act of 1974 are adhered
to when computer matching is used by Federal
agencies. We at HEW have been working closely
with OMB to assure that the guidelines which
are developed by OMB are workable and do not
unnecessarily retard the effective use of
computer processing. We believe that we have

- demonstrated in Project Match-I and -I1I

(described above) that protection of personal
privacy rights can be combined with the effec-
tive and efficient application of modern
computer processing in the administration of
FFederal benefit programs.

Draft Federal guidelines were published in the
Federal Register on August 4, 1978. Federal
guidelines are expected to be published by OMB
in the near future. We recommend that Congress
keep this development under review to assure
that the guidelines are issued in a timely man-
ner and that they facilitate desirable projects
such as those discussed in this Chapter.
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CHAPTER VII

INITIATIVES TO ATTACK FRAUD, ABUSE, AND ERROR
IN THE STUDENT FINANCIAL ASSISTANCE PROGRAMS

Prior to the establishment of the Office of Inspector
General in April 1977, many problems began to surface
involving the management of the Student Financial As-
sistance programs which involve loans and grants to-
taling about $6.4 billion in FY 1979, and resulting in
over 5-1/2 million awards to students. Fngaged in
these activities are an estimated 8,000 educational in-
stitutions -- ranging from the major universities to
several thousand vocational and technical scheoocls of-
fering short courses. In addition, there are approxi-
mately 14,000 lending institutions participating in
the Guaranteed Student Loan Program.

The OIG has had a major involvement in overseeing the

Student Financial Assistance programs. They constitute
the second largest source of criminal cases for the Of-
fice of Investigations, and represent a large continuing
workload for the Audit Agency. Both of these activities
will be-described in greater depth in this Chapter.

" The transformation in the management effectiveness of
the Student Financial Assistance programs during the
past two years has been comprehensive and cost-effec-
tive, although far more remains to be done. Secretary
Califano's testimony of July 27, 1978, before the House
Subcommittee on Intergovernmental Relations and Human
Resources, recounted the problems encountered and the
actions taken up to that point. It is the purpose of
this Chapter to deal only briefly with an update that
will loock at past efforts and sketch the opportunities
which lie ahead. To facilitate a reading of this sum-
mary, we will deal with the following principal areas:

~=The importance of the reorganization which created
a Bureau of Student Financial Assistance (BSFA).

--Expanded and accelerated mechanisms to monitor fraud,

abuse, and error by institutions.
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--A new validation process which has been the prin-
cipal source of improvement and savings in the

Basic Educational Opportunity Grant (BEOQG) Program.

-=A containment and reduction in defaulted loans
under the Guaranteed Student Loan {(GSL) Program.
A similar effort is being launched against the
defaulted loans under the National Direct Student .
Loan Program.

--A tuition refund policy for the student financial

assistance program is bein
ment. It is expected that a resolution to the prob-

lem will be obtained in the near future.

Al

Reorganization Was the Essential First Step

Four independent divisions for student finan-
cial aid existed in January 1977. ©None had a
skilled management executive conversant with
large-scale loan and grant systems, which are
more akin to commercial banking prractice than
the normal Federal processes. Exhibit VIi-1
illustrates the former organizational struc-
ture and shows the arrangement which was in-
stituted in September 1977, and has been pro-

g reviewed by the Depart-

gressively improved since then. The signifi-

1.

‘cant elements of this structure are as follows:

One Deputy Commissioner now has full "com-
mand authority™ over all the programs at
headquarters and through his own direct re-
gional organization. Previously the head-
quarters functions were split among separate
divisions, and the ten regions were similarly
disjointed with divided responsibility for
the programs in the regional offices. The
headquarters divisions had only a "dotted-
line" relationship to this morass. This was
indeed an impossible arrangement,

The new structure makes it possible to
integrate the oversight of all of the pro-
grams, so that there is one division re-~
sponsible for policy and program development;
another for quality assurance; a third for
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operations; a fourth for certification and
bProgram review; and g5 fifth for compliance
== which is the pPrincipal interface with the
IG's Office of Investigations (OI). The Com-

operations for monitoring and reducing fraud
and abuse in itg Programs, and it assists oI
where appropriate in the conduct of criminal
investigations, OI/BSFA Compliance working

relationships were formalizeq through a

Accelerated and Expanded Mechanismﬁ_to Reduce
Fraud, Abuse, and Error in_the Management of

Student Financial Assistance Programs

————

have been @stablished to date, Out of their
findings flow matters for attention by the HEwW
Audit Agency, BSFA's Division of Compliance,
Or; in the case of criminal fraud, by the OIG's
Office of Investigations: Further, this effort
is being bolstered by a nationwide training
bProgram designed to Upgrade the performance

of financial aig officers at the institutions.

‘Division of Compliance
——==—" 9 tompliance

=~Next, the Division of Compliance, BSFA, has
come into its own in Calendar Year 1978 with
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2.

the establishment of a nationwide staff of 5]
investigators and 14 technicians skilled in
civil fraud ang administrative sanctions.

An account of the work of this Division --
whose caseload has more than tripled in its
first year -- ig contained in Appendix 1.
This appendix also reviews the highlights of
17 illustrative cases. The complexity of
these matters is revealed by the following
example of a current Compliance review:

—~-A nationwide chain of schools which trains
students in computer technology was found
to have made false certifications, with-
held funds due to Students by the lenders,
disbursed loans to students not in atten-
dance, and charged excessive interest in
billings to the Federal Government. The
school was forced to immediately repay cer-
tain interest angd tuition refunds exceed-
ing 81 nillion, and its eligibility was
terminated to prevent future damages. The
matter continues to be an open case under
investigation by OI and the FRI.

OIG Audit Agency

--The Audit Agency processed 983 audit reports

in 1978 on institutions administering student
financial aid brograms. 8Sixty percent of the
reports disclosed one or more deficiencies

-~ ranging from minor internal control weak-
nesses or problems of poor financial practice,
to major areas of non-compliance with Federal
regulations.

such audits by independent auditors, subject
to quality control reviews by HEW's Audit
staff. Audit Guides have been issued for the
BEOG and campus-~based programs, (NDSL, SREOG,
and CWS), and one is in development for the
GSL program.
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—=A training program has been developed in
cooperation with the American Institute
of Certified Public Accountants. Three
seminars were held in October and November
of 1978 and six are planned for 1979.

- ——-Examples of audits completed in 1978 are

cited in Appendix M. These have become the -
basis in several cases for action under the
new "limit, suspend, and terminate" proce-
dures authorized by the 1976 amendments.

OIG Office of Investigations

—-=An analysis of 103 cases under criminal in-'
vestigation is presented in Appendix N. One
of the most interesting areas is proprietary
schools where the work in process involves
29 cases with the following problems:

--Suspected misappropriation and misuse of
student financial aid funds appear to
exist in one-third of these cases.

--Embezzlement accounts for an additional
one-third, including evidence of bribery
and kickbacks to school personnel, school
officials, and collection agencies.

-~The remainder of the cases involve a variety
of schemes to defraud and misrepresent. - The
most typical are fraudulent applications .
with forged student names, or cases where
students are induced to file false appli-
cations. '

Altogether 34 convictions in the Student Finan-
cial Aid area resulting from the work of the
Office of Investigations and U. S. Attorneys
were obtained in 1978. A brief synopsis of
these appears in Appendix C.

Industry Studies

Another oversight initiative being tested by
the Inspector General is a series of industry
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studies designed to examine specific types of
schools and to develop criteria for detection
of problems needing attention. The initial
effort is directed at proprietary schools,
with the focus on some 900 in the cosmetology
field. This initiative, known as the "Beauty
School Project,” holds great promise as a
technique that can be progressively extended
to a number of categories of schoolg in the
future. A description of the approach being
used, and early results, appears as Appendix 0.
Three principal techniques are being employed:

--Computer analysis of the BEOG applications
submitted by students for a 3-year period to
identify deviations from norms, which indi-
cate possible fraud and abuse, suggesting
that applications are being prepared by the
school itself and not by the applicant.

-=-Questioning students to verify whether they
received the grant award and under what
conditions.

-=-Intensive audits of selected institutions
pinpointed by the foregoing factors.

5. Future Oversight Initiatives

The Inspector General plans, during the coming
year, to give special attention to assisting
BSFA in planning additional industry studies
of the type described above.

At longer range, we exXpect to continue review

of the design of management information systems
for all BSFA programs and to achieve the bhenefits
of integration where possible,

The Success of Efforts to Validate Applications
in the Basic Educational Opportunity Grant
Program (BEOG)

The BEOG program is the largest of the financial
assistance programs with awards in FY 1979 to
2.7 million students of up to $1,600 each. As

a result of initiatives undertaken by the Deputy
Commissioner, in the 1978-1979 academic year,
some S$300 million is being saved.
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This achievement is a result of two new
" techniques:

==The first is a computer edit check applied
to the applications at the time of receipt
to test for completeness or inconsistent
information. About 40 percent of the appli-.
cations in 1978-1979 were returned to stu-
dents for additional information. Most of
the applications were returned due to prob-
lems with income, taxes paid, missing social
security numbers, or other data critical to
making an award.

Of the 1.4 million applications returned to
students so far approximately 500,000 have
not been resubmitted for correction, Appli-
cations may not be resubmitted for a variety
of reasons not related to fraud and abuse.

In this context, OE is continuing to simplify
and improve the application form and proce-~
dures to reduce the risk of excluding other-

~wise eligible applicants. '

--The second technique is to select a large
number of applicants (who submitted new in-
formation which drastically changed their
eligibility, or who submitted inconsistent
data) and to return the application to the
student for a 100 percent validation review by
the institution of the facts presented, includ-
ing a check of income tax return. This year,
approximately 120,000 applications have been
flagged for the validation review.

In accordance with the plans discussed by
Secretary Califano in his testimony last
July, several other "front end” validation
checks are being incorporated, as fully as
practical, in this year's processing cycle.
It must be stressed that this will be the
first year that such validation checks will
have been attempted and we anticipate vary-
ing degrees of Success. They are planned to
include the following:
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@ A computer cross check of heneficiaries
of student assistance under Social Secu-
rity with BEOG applicants to assure that
SSA benefits are counted in determining
the BEOG award. A test run in the sum-
mer of 1978 indicated the possibility that
as many as 113,833 applicants had failed
to report their SSA student benefits.

® A computer cross check of BEOG applicants
with students receiving Veterans Adminis-
tration (VA) educational benefits to as-
sure that VA benefits are included in de-
terming the BEOG award. A test run, made
last summer, revealed the possibility of
some 19,000 cases where VA benefits had
not been reported.

® A third computer match which the Inspector
General feels should be attempted (even
though its cost-benefit has not been estab-
lished) is between BEOG applicants and AFDC
rolls. A test run last summer revealed the
possibility of 19,704 applicants not report-
ing such benefits. The Inspector General
feels that this check should be made so that
.information can be furnished both to the
States and to the Office of Education to as-
sist them in making their respective deci-
sions on the size of the grant entitlement.

Looking ahead it is felt that important lessons
can be learned in the coming year, particularly
in relation to the most effective ways of con-

ducting validation checks including the use of

IRS data for this purpose.

D. Reduction in Defaulted Student Loans

Two student loan programs whose default problems
have tested the mettle of the Department include:
the Guaranteed Student Loan Program* and the

*The Guaranteed Student Loan program consists of {1l) the
Federal Insured Student Loan Program (FISL) totally adminis-
tered by the Federal Government and (2) the State Guaranty
Agency program, where the Federal Government places an 80 to
100 percent guaranty behind the State insured loans. ‘
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National Direct Student Loan Progran (NDSL). A
major management break-through has been achieved
with the containment of the defaults (number and
rate) in the federally insured program.

With this effort well in hand, the Depart-
ment is now beginning to be able to apply
the lessons learned against the default
problems in NDSL.

1. Federal Insured Student Loan Program

--The FISL program had, in 1977, accumu-
lated defaulted loans involwving 300,000
students and totaling more than $300 mil-
lion. This number increased steadily and
- reached a peak of 393,000 students owing
$400 million in March 1978. At that time,
the program had a default rate of approxi-
mately 13 percent. As a result of initia-~
tives begun by the new Deputy Commissioner,
the backlog was contained for the first time
in the 1l0-year history of the program, and
by September 1978, it had dropped to 357,000
and by February 1, 1979, to 336,000. Of
these accounts, about 33,000 are now under
investigation or are in litigation, result-
ing in a "hold" being placed on collection
actions until the cases are resolved.

The improvement in the FISL program is at~
tributed to a variety of special initia-
tives. The Inspector General's Office has
collaborated in several of them and will
continue to do so.

-—-Establishment of a computerized billing
system. Prior to November 1977, virtually
no student who had defaulted had been regu-
larly billed by the Federal Government.

Now a regular billing procedure is in opera-
tion.

~—-An agreement with IRS to obtain current
defaulters' addresses.

--The institution of a systematic cross
check of the default file with Federal
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active duty civilian and military em-

ployees. This check conducted by the

Inspector General, revealed 16,500 em-—
ployees in default, with indebtedness

(including principal and interest) of

$15.8 million.

An additional 317 HEW employees had been
identified previously in a pilot test,
and all of these accounts for individuals
still working in the Department have been
resolved, or have been referred for
litigation. As to the remaining Federal
civilian employees -- 6,600 in number --
excellent progress is being made as shown
in Exhibit VII~3. This is due in large
measure to the cooperation received from
the Federal agency personnel divisions.

The remaining 9,930 military employees
were only identified in November 1978

and the Defense Department is cooperating
with HEW in locating these individuals at
their work addresses.

-~Greatly accelerated referral of civil
cases to U. S. Attorneys. 1In FY 1978 we
referred 3,000 civil cases compared to a
total in the preceding 5 years of only
500.

-—-A variety of additional initiatives are
being planned. Contracts have been awarded
in two regions as an experiment to deter—
mine whether private agencies can be ef-
fective in collecting defaulted loans. In
the meantime, as of February 1979, 684
temporary and part~time employees had been
hired to launch a massive collection effort
—= an additional 519 are to be hired in
the months ahead. This represents a major
increase of collection employees over the
100 some collectors that were in place in
1977.

Work has also beqgun with selected State .
Guaranty Agencies to develop match projects
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EXHIBIT VII-3

'EXHIBIT VII-3

0099 009‘9 0099 009'9 0099 0099 0099 009’9 009'9 sigzInezad TRIspad Tel0n
9£0°T PPO°T 9L0'T 00T'T LST'T €'l 88zZ'T Tee’'1 909°s pTEd I9A3N/S3SS0T
8€9°T ge9'T BES'T 8£9°T BES'T £09'T BES'T Tes'T. o JuUsWUISACD 19BUCT OH
v} 0 0 0 1] 0 0 1] 0 sSWwsTqoId eled
0 0 ] 5} 0 0 0 0 0 po3ETsy TO0UDS wITqold
69 €9 69 89 69 89 g8s L9 4 uoT3ebhi3T]
. Ked o1
068’2 1:1: i 4 SLBE 65872 v’z SEB’T £2B’T S18’2 0%S osTwoxd/Jusudedsy ul
0TE T1¢E T1¢E ZTE BOE S0E €0t Z0¢e 18T FIC 2ITIM
Aozduniyueq
AN 01T BOT 90T 90T FOT £0T 20T 69 pue £L37(T9esig ‘yiesa
134 E¥S 8¢S LIS 08% c9v La¥ sy LT Tind-ug-pred
6L-01-C ¢ 6L-E-F ¢ 6L-BT-T * 6L-TZ-T : 6L-¢y1-T * 6L-L-T * BL-TE-TT T gl-pz-¢l ¥ AUOWTISIL *
putpuz : Burpug : bHurtpulg : Butipug : bHurpuzg : burpuz : Sutpug : putpug : AIe3aI0=g !
poIIad i pOIIad * : poliad 3 POIiad 3 potiad i poOfIad ! POTISg ! E

potisg

SYILINVYIIA TRHEAIL

NY0T INIanIS dIZINTEVYAD J0 SOILSILVLS

124



in order to eXpose Federal employee de-
faulters. a contract has beean made to ac-
. dquire credit Teports on student loan de-

Among other actions being planneg are:

~—ANl assessment of the feasibility of
matching State Government Payrolls
against the default files,

-~Consgider using credit bureaus for skip~
tracing of defaulters, as recently pro-
posed by the General Accounting Offjice,

50 as to permit the taxation of these
funds as income,

National Direct Student Loan Program
T ———————=-=>2~hdent Ioan Program

rate of almost 20 percent -- equal to 830,000

million as of June 30, 197s. This program is
administered by the institutions themselveg,
but with a 9p percent capital contribution

by the Federal Government. The idea is to

In order to reduce the default problem in NDSL,
B3FA is encouraging institutiong to turn over
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their defaulted NDSL loans for Federal handling.
We are.working with the Attorneys General for
individual states (where State law may prohibit
a school from turning over its defaulted notes
to BSFA for collection) to seek a resolution to
the problem. We are also streamlining the paper-
work required for the assigning of the notes to
BSFA by the schools. This is expected to in-
crease collections in 1980 by $94 million. In
addition, cash on hand in these institutions is .
being reduced to a 30-day level. This will re-
turn to Federal control some $10 million in
otherwise idle funds. :

BSFA has established a savings target through
the increased recovery of loans in default in
the amount of $70 million in 1980 for the FISL
program, and $94 million for the NDSL program --=
a total of $164 million -- in addition to the
savings cited earlier for the BEOG validation.

The Need for Rational Refund Policies

A problem was encountered in 1978 with preserv-~
ing a policy of requiring institutions partici-
pating in the GSL programs to have a "fair and
equitable"” refund policy for students who drop
out or who are unable to complete their courses.

‘The Inspector General wrote the Secretary urging

that he reinstate and reaffirm this policy for
GSL. Backing up his recommendation was the
finding of the HEW Audit Agency, based on a re-
view of 25 vocational and technical schools,

" which concluded:

"at 16 of the 25 schools over $30 million
of refunds to students, GSL lenders, or

OE program accounts were late, incorrectly
computed, or not made at all. As a result,
the GSL program was billed for excessive
interest of $10.3 million and its contin-
gent liability for defaults was signifi-
'cantly overstated."

Further evidence of the need for a clear policy

has been found in a study released by GAO on
January 17, 1979 titled: "What Assurance Does
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Office of Education's Eligibility Process
Provide?". Substantial differences in refund
policies were cited for a number of schools visit-
ed by GAO. They found that some schools pro-
vided no refund after the first week while others
gave a substantial refund well into the term.

To illustrate, the following compares the prac-
tices of four schools in granting refunds for

a hypothetical student who paid $1,000 in tu-
ition and withdrew after completing three weeks
of class.

School Applicable Refund Provision Amount of Refund
A No refund due after 3 weeks : $ 0
B No refund beyond first week 0
c 70 percent refund allowed 700
D School retain 25 peréent of

tuition plus $100 withdrawal
fee 650

The Secretary accepted our recommendation to
preserve the GSL refund policy, and on July 19,
1978, HEW published a regulation requiring
continuance of the "fair and equitable" refund
policy in the GSI. program.

Two other developments in the refund policy

area should be noted. On December 28, 1978,

the Federal Trade Commission published a rule,
effective January 1, 1980, that regquires pro-
prietary vocational and home study schools to
provide pro rata refunds to students who with-
draw from their courses. Recently, the Ameri-
can Council on Education has submitted draft
rules to the Department for comment, enunciating
a much more logical refund policy than that which
has existed for universities.

These two developments are very encouraging,
and we will continue to work closely with the
Office of Education to sustain the principle
of a fair and equitable refund policy for stu-
dents forced to an early withdrawal or unable
to complete their studies.
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F. Summary of Conclusions and Recommendations

Student Financial Assistance programs rank among
the most difficult in the Department from the
viewpoint of detecting and preventing fraud,
abuse and error —-- and fostering economy and
efficiency. The record of management improve-
ments and savings which has been compiled in

FY 1978 is excellent. The goal of $394 million
in savings for FY 1980 is praiseworthy.

Several matters warrant Congressional attention:

1. The integrated Bureau of Student Financial
Assistance should be retained intact if a
Department of Education is formed, parhaps
under the direction of specifically guali- .
fied leadership.

2. Fair and equitable refund policy reguire-
ments should be established and sustained
for all of the Student Financial Assistance
programs. Some variation in the specific
application of this policy as between voca-
tional and technical schools on the one hand,
versus the major universities on the other,
is probably justified.

3. It is recommended that legislative approval
be given to providing IRS address_data to
State guaranty agencies prior to their sub-
mitting defaulted cases to BSFA for reinsur-
ance payments.

4. It is recommended that the Family Educational
Rights and Privacy Act (FERPA) be amended to
provide that in certain cases prior notice
to a student need not be given before a
school complies with subpoena for student
Yecords. *The present act leaves in doubt
the question of whether a subpoena of the
Inspector General or the U. S. Attorney can
be honored by a school without either obtain-
ing the consent of the student, or unless

*This is known as The Buckley Amendment.
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the educational institution makes a
reasonable attempt to notify the student
prior to disclosure. Such prior notifi-
cation could seriously interfere with a
criminal investigation.

The authority to refer default information
to private credit bureaus requires clarifi-
cation. The General Accounting Office has
recommended the referral of student loan in-
formation, both for new loans and defaulted
loans, to the private credit bureau network.
We are now endeavoring to ascertain whether
this is consistent with the Privacy Act and,
if not, to recommend legislation to afford
us this authority. We understand that the
General Counsel at GAO feels that no legis~
lative amendment is needed.

A continuing problem is the practice of some
institutions of retaining excessive Federal
cash and improperly using these funds without
an imputed interest cost. HEW 1s now moving
to limit NDSL funds on hand to a 30 day re-
guirement. As discussed in Chapter III, we
believe that a regulation is desirable to
assess an interest charge against any organi-
zation which misapplies Federal funds. We
believe that the specific instances which have
been encountered among institutions in the
Student Financial Aid programs confirm that
such a regulation should also cover educational
institutions.

It is recommended that legislative authori-

zation be provided for use of program funds
to defray the cost of obtaining records need-

ed for civil and criminal investigations con-
sistent with the provisions of Title XI, Right
to Financial Privacy Act of 1978.
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CHAPTER VIIT

OIG ACTIVITIES RELATED TO
CONTRACTS AND DISCRETIONARY GRANTS

In 1978 we conducted or participated in seven special.
investigations or reviews of procurement and grant sys-
tems five of which were initiated im 1977. Four of
these special investigations or reviews are described
below to illustrate the kinds of problems found. In
addition, we discuss other specialized problem areas
and provide our assessment, plans and recommendations.

A. Special Investigations and Reviews

1. Contracting Practices of the National
Cancer Institute (NCI)

At the reguest of the Secretary and the Di-
rector we reviewed NCI's contracting function
to assess the adeqguacy of operations and busi-
ness practices. The review was intended to
highlight procedural weaknesses in need of
prompt attention.

.We found that sharp increases in financial
regources available to NCI over the years
generated heavy pressures to convert dollars
into research quickly, but the system was not
able to cope fully with the strain.

We recommended the following:

e Centralization of administration of con-
tracting operations and separation of
them from program influences.

@ Centralization of administration of peer
review and separation of it from program
influence.

e That NCI take steps to ensure that:

--Project Officers prepare better defined
work scopes and assist the contracting
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officers by providing hecessary technical
input and surveillance.

--Contract Officers award contracts with
more precise performance requirements
under financial arrangements favorable to
the Department and use the competitive
process to the fullest extent. Close
surveillance procedures should be adopted
to ensure financial and technical progress
and compliance with contract terms; un-
satisfactory performance should be cor-
rected or contracts terminated.

——-Peer review group members are encouraged
to prepare recommendations consistent with
their observations. Better use should be .
made by contract and project officers of
peer observations and recommendations.

® The 0ffice of the Assistant Secretary for
Management and Budget, the Public Health
Service (PHS) and the National Institutes
of Health (NIH) should assist NCI.

@ Closer surveillance of staff relationships
should be provided to minimize the pos-
sibility of conflicts of interest.

Before we made our formal report NCI began to take ac-
tions commensurate with some of the recommendations. On
May 12, 1978, PHS submitted to the Assistant Secretary its
correction plan addressing all but one (inadequate Depart-
mental stewardship) of the 15 areas in which the deficien-
cies fell. PHS stated that the remaining one would be
discussed in a coming plan dealing with other NIH con-
tracting activities. On October 20, 1978, PHS made a re-
port indicating very substantial pProgress in executing
the plan with almost all of the actions either completed
or on schedule. e '
2. Relationships of the National Cancer Institute
with the Eppley Institute for Research in
Cancer

In February 1978 GAOQ issued a report on a con-
tract with the University of Nebraska's Eppley
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Institute for Research in Cancer. The con-
tract, for carcinogen testing and carcino-

GAO criticized NeT actions resulting in a

1873 renewal, the administration of the con-
tract and the limited degree of utilization
of contract research reports. cao also said

noncontract work.

Further, GaAQ said, Federal regulations for
certifying personnel services charged to the
contract were not being followed, controls

for Yecording employees' leave were inadequate
and Eppley had received approval to refurbish
its breeding facility which was breeding many
more animals than i+ heeded for research pur-
PoOses.

GAO noted actions taken by NCI and Eppley to
_ correct a number of the Criticized situations.

We performed an audit covering the period from
May 16, 1973 through August 31, 1977. our re-
view generally confirmed the conditions cited
in GAO's draft teport and we recommended that
Eppley refund about $1.1 million, Because of
inadequacies in labor distribution records we
were unable to express an opinion on the valid-
ity of $7.1 million of costs. Under ury pro-
cedures, NCI must determine how much of the
$7.1 million ig a4 proper charge to the contract.

At the regquest of the Secretary, the OIC re-
viewed the activities of the Director of the
Eppley Institute ang members of his gtaff
while they served Oon various HEW advisory or-
ganizations. Baged On our review of thisg case,
we concluded that the variety of roles assuned
by an HEW consultant {(i.e. Principal invegtj-
gator on HEW contracts or grants, consultant
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to private industry, and consultant to HEW)

could result in, at a minimum, the appearance
of impropriety. we recommended that careful
study be made of acceptable standards of con-

~duct for NIH consultants and that financial

interest disclosure forms filed by NIH con-
sultants be given wider dissemination to assist
NIH officials in determining whether there are
any conflicts which might affect the scientific
judgment of the consultants.

Acting on our report, the Secretary directed
that (a) a review be made to determine if ad-
ditions or amendments to HEW conflict of in-
terest regulations are necessary, (b) the prac-
ticality of prohibiting HEW consultants from
representing third parties before HEW be as-
sessed, (c) consideration be given to prohibit-
ing any HEW consultant from accepting employ~-
ment by any for-profit entity, the activities
of which involve matters under the jurisdiction
of the committee on which the HEW consultant
serves, (d) immediate action be taken to ensure
that the financial disclosure forms are distrib-
uted to those agency officials whose duties
require them to deal with the consultants, and
{e) that a directive be issued immediately to

~all committee members reiterating the lmportance

of filing complete and accurate disclosure forms
and stressing that amended forms must be filed
as a member accepts new employment or obtains a

" new financial interest.

Certain information obtained during the HEW
audit has been turned over to the Office of
Investigations for further review.

Contracting Practices_and Official Conduct in
the National Institute on Drug Abuse (NIDA)

We made a review of allegations of improper
conduct by the staff, management, grantees

and contractors of NIDA, We found loose man-
agement practices and evidence of cronyism.

We recommended to the Secretary on May 26, 1978
that (a) NIDA contract Proposal technical re-
view committees be selected from outside the
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contracting NIDA division and, where possible,
outside the Government, (b) where few re-
sponses to requests for contract proposals

are received, potential contractors' reasons
for not proposing be ascertained and the re-
quest reissued if circumstances warrant, (c¢)
an official outside the contracting NIDA divi~
sion monitor the award process, (d) an inde-
pendent group periodically reassess the con-
tinued need for long term contracted projects,
and {e) Departmental standards governing travel
by key officials be reviewed to make certain
that they are sufficiently vigorous to pre-
clude excesses. We also recommended immediate
reassessment of a pending project on which the
current contractor was personally related to
NIDA staff.

The Secretary on June 2, 1978 approved these
recommendations and directed that the follow-
ing actions be taken immediately: -

@ The Assistant Secretary for Management and
Budget assure that the contract and grant
practices of NIDA are impeccable, free from
favoritism or cronyism, and that competition
is obtained whenever feasible. .

@ The Assistant Secretary for Personnel Admin-
istration review the personnel matters cited
and advise the Secretary whether any steps
should be taken.

@ An examination be made of standards govern-
ing travel by top officials with the ob-
Jective of assuring that those standards are
sufficiently vigorous to preclude excesses.

® General Counsel take the findings of our re-
port into account in his review of conflicts-
of-interests policies in respect to HEW con-
tract and grant programs.

The above matters were the subject of a hearing

on July 31, 1978 before the House Committee on
Interstate and Foreign Commerce Subcommittee on
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Oversight and Investigations. Certain ad-
ditional matters are still undergoing re-

The Assistant Secretary for Health, in report-
ing on the actions taken in Tesponse to our
recommendations, has descripeq 4 new contract
management'system, which, in our judgment, is
both unigque ang praiseworthy for readers of
this report. The system ig as follows:

"e, Contract Management System

"During the past several months, the

favoritism and cronyism. These in-
volved instances in which the Spouges
of departmenta] officials Teceived
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This new process, which to our knowl-
edge is unique in the Executive Branch
of the Government, will be tested in
ADAMHA for 1 year and then after any
necessary modifications, will be ex-
tended Department-wide."

Qffice of Bducation Discretionary Grants

At the request of the Office of Education (OE)
a small team of OIG and ASMB staff have made a

preliminary review of the management of several

OF discretionary programs.

Four problem areas have tentatively been
identified:

a. The OE Grants and Procurement Management
Division is not as effective as it should
be in its oversight and administrative
management cof grants.

b. The peer review system does not serve as
- an effective check on excessive program
discretion.

c. There is evidence of inadequate enforce-
ment of conflict-of-~interest procedures.

d. There is uneven implementation of Depart-
mental and OE Grants Administration Poli-
cies among OE grant programs. '

In the next year, we will be examining these
broad problem areas  and related weaknesses
in greater detail. We expect to work with
OE to devise a number of short and long term
remedies for these problems.

Problems of Official Conduct in the Contract
and Grant Awards

A range of problems were investigated during
CY 1978 ranging from criminal behavior in the

case of a Regional Commissioner of OE -- who
accepted kickbacks and other favors from con-
tractors and suppliers -- to situations where
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the individual was careless in failing to
avoid an unintended conflict-of-interest
situation, or the appearance of a conflict-
of-interest.

The Ethics in Government Act introduces dis-
closure requirements and reviews that will go
far toward avoiding such problems in the future.
However, it is urged that the HEW General Coun-
sel institute procedures under which key of~
ficials and consultants who have sensitive
roles which can be construed as having an
influence on the award of a contract and grant
to an organization in which the individual has
a financial or other personal interest, will be
given special advice.

Audits of Contracts and Grants at Colleges
and Universities

OMB has designated this Department as the cogni- .
zant audit agency responsible for providing all
needed Federal audit services to about 94% of the
nation's 2,500 colleges and universities. Audits
have consistently disclosed major problems in nine
areas which suggest that adequate record keeping
and cost controls are a widespread problem at col-
leges and universities -~ and hence, we do not have
a sufficient degree of assurance that all Federal
funds are used for the purposes that they were pro-
vided.

The nine problem areas are:

--Lack of Salary and Wage Documentation

-—Improper, Late or Undocumented Cost Transfers
--Cost Sharing Requirements Not Met, dr Undocumented
-—-Fringe Benefits Overcharged

~-Improper Payments - Summer Salaries, Excess of
Regular Base, Vacation Leave Charges

~-Tax-Exempt Stipends Charged as Salaries
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~~Consultant Costs Undocumented
—--Cash Management System Needs Improvement

--Acquisition, Control, and Accountability
Procedures on Equipment and Supplies Need
Improvement

Because the largest portion of the funds provided
under cost reimbursable agreements is expended on
the salaries and wages of institutiocnal personnel,
related fringe benefits and indirect costs: re-

view of systems of accounting for salaries and
wages have received the thrust of the Audit Agency's
efforts. The most outstanding problem revealed by
our audits has been lack of reliable documentation
to support salary and wage charges to Federal

grants and contracts.,

1. Results and Recommendations

During CY 1978 we issued audit reports covering
reviews of $1.5 billion of expenditures under
HEW Grants and Contracts. Due to major systems
deficiencies, we were unable to determine wheth-
er approximately $86.5 million of these expendi-
tures were properly chargeable to the HEW proj-
ects involved. This does not mean that these
costs were illegal Or improper, but rather that
they could not be audited under existing regqu-
lations and must be adjudicated by Program man-
agers. We further identified about $3.5 million
of expenditures which were not properly charge~
able to the HEW projects. Most of the $86.5
million and a large part of the $3.5 million
were caused by deficiencies in the institutions’
salary and wage systems or by inadequately sup-
ported or improper cost transfers.

Recommendations are included in the individual
reports issued on each educational institution
audited, These recommendations are directed to
the educational institution and/or to the Prin-
cipal Operating Component (POC) of HEW which
provided the preponderance of HEW funds to that
institution. The audit reports typically recom-
mend that:
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==The institution implement or revise its
certification or review procedures to
bring them into compliance with the re-
quirements‘of FMC 73-8;

-~The institution refund any unallowable
expenditures which we were able to
identify;

~~The institution review the reasonableness
and acceptability of Salary costs and ex-
penditure transfers whose allowability/
unallowability we could not determine and
make any hecessary additional financial
adjustments; and :

--The cognizant POC determine the allowability.
of the substantial amounts of charges on
which we were not able to express an opinion.

Actions in Process to Resolve Problems

The causes of the bProblems can be traced to
both the Government and the institutions.

-Problems on the Government side appear to be

unrealistic regulations, and lack of consistent
actions to correct problems encountered by all

' Federal agencies concerned. From the stand-

point of the faculty members, there has never
been, in fact, a meeting of the minds on what
reasonable Federal record keeping requirements
should be. The requirements are unclear and
subject to differing interpretations.

All concerned -- both the college and university
administrators and HEW and other Federal agen-—
cies -- have been dissatisfied with this state
of affairs and have started aggressive efforts
to improve the situation, Major steps are:

-~HEW submitted detailed Proposals to OMB for
revisions in the regulations. OMB has col-
lected views from about 100 organizations
and is pPreparing to promulgate revisions.

The current target date is October 1979, 1In-
c¢luded in these revisions will be a new
method (Monitored Workload System) of ac-
counting for salaries and wages,
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--The Secretary on February 14, 1978 issued a
wide range of reforms which highlights the
need for greater involvement and direction
from the Department in resolving the audit
findings and in working with the institutions
to correct their deficiencies in a positive
timely fashion. The reforms are:

--An HEW "Early Review" service that will
offer advance consultation to colleges
and universities on their proposed changes
in accounting systems, where changes are
necessary to meet revised Federal account-
ing standards.

--Assignment to HEW's Office of the Assis-
tant Secretary for Management and Budget
of a new responsibility for working with
institutions to correct accounting system
and reporting deficiencies.

-—-Sanctions by HEW against institutions or
individuals that willfully violate regu-
lations and policies or fail to correct
system deficiencies after they had full
opportunity to do so. Such sanctions
could include disqualifying the institu-
tion or individual from receiving Federal
grants. :

~-A new high level HEW board will be estab-
lished to review recommendations from the
Office of Grants and Procurement for
sanctions or other acticn against a non-
complying institution. The board will be
composed of the Inspector General, the
Assistant Secretary for Management and
Budget, the General Counsel and the heads
of the Department's Principal Operating
Components.

--Departmental oversight of progress by the
major HEW components in acting upon audit
report recommendations. The oversight will
be carried out by the 0Office of Grants and
Procurement, as well as by the Inspector
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General who will make periodic on~site re-
views of a deficient institution's progress
in revising its procedures,

—-A new rule limiting retroactivity of Federal
audit claims against an institution to three
years except when fraud or deliberate mis-

representation is involved. This rule will
result in fairer and more consistent audit
Settlements,

—-=The Office of General Counsel will develop
Departmental regulations providing for the
disqualification and/or debarment of in-~
dividuals and organizations as eligible ap-
plicants for grant and other assistance
awards, where necessary, to protect the public
interest from willful and material violation
of regulations and policies, criminal acts,
or other causes which seriously reflect
negatively on the individual Or organization's
integrity, or ability to act responsibly.

—--HEW will also continue to work with the
grantee-contractor community, the Office of
Management and Budget and the other Federal
departments in clarifying and simplifying
the Federal Government'sg record keeping re-
quirements and bringing about needed reforms
to the Federal cost principles.

Public Health Service (PHS) Grants - Double
Payment Issue

The Department's Maternal and” Child Health, Medi-
care, Medicaid, and Social Services pPrograms are
paying PHS grantees {such as Community Mental
Health Centers) for services rendered to eligible
individuals when, in fact, the same services were
grant supported. Present procedures and policy
are inadequate to prevent double payment.

We will conduct a review of the reimbursement pelicy,

procedures and audit areas, and propose issuance of
directives which will result in program savings.
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Social Services (Title XX) ~-- Purchase of Services

The first Annual Report discussed the problems
involved in the purchase of service by State agen-—
cies under Title XX. Ccontracting or purchasing of
services has become the prevailing method of ser-
vice delivery -- more than 65% of all Title XX

‘dollars are expended through purchases from public

(including other State agencies) or private agen-
cles.

We have identified three significant weaknesses:
1. Contracting methods and procedures;

5. cCost allocation and rates of payments to
providers;

3. Staff monitoring.

A management review presently being undertaken by OIG

of 10 States with the largest Title XX expenditures
indicates that they have made progress in address-
ing their inadequacies. Most of the States includ-
ed in the management review have developed stan-
dardized procedures and manuals which specify what
is required in order to be in compliance with Fed-
eral contractual and procurement standards and
their own State administrative procedures. Some

of the improved methods and procedures include:

--Standardization of contracts, reduces ambiguous
language and facilitates more efficient execu-
tion and monitoring of contractual arrangements.

--Preliminary review of potential providers to en-
sure fiscal capability to carry out required
bookkeeping, accounting, and recording reguire-
ments as specified in the contracts.

—-~Development of error-and-abuse-prone profiles
for use in the contracting process.

In spite of this progress, however, problems still
exist with regard to the State agencies'’ ability
to provide technical assistance {(TA) to small pro-
viders, and the providers need to develop simple
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accounting ang budgeting techniques to meet con-
tractual Fequirements., Tyo Problems slow this
Process: (1) lack of staffing on the State level
and (2) Title xx training fynds cannot be ysed to

agencies. Modification of the Title xx statute

and Federal T rules (e.gq., Supplementation of
State staff efforts, regiongl conferences) would
alleviate thig Problem, Equally important, how-
ever, is the neeqd for the Federal Government to
help the States develop Procedures to handle fraug
and abuse in social services, Our review indicated

graphic area,. Little examination has been mage
(except at the time of an audit) of what activities
have been included in the rate and it ig unclear
how indirect Costs should affect the establishment
of "reasonable" rates. This is the area where the
greatest amount of abuse has been found. when there
are multiple funding sources with overlapping cri-
teria for a particular Service, such asg family
Planning, indirect Costs are often inappropriately
allocated,
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2. Specialized Unit

These units are usually at the bureau rather
than the operational level and are attached as
staff to a program division (e.g., Adult Ser-
vices, Children and vouth). These units monitor
contracts in a particular program area, only.
Their focus is program, rather than fiscal re-
guirements.

3. Generalized/Crisis

These are probably the least effective. They
are generally centralized units whose staff per-
form procurement functions, but who also, on a
request or crisis basis, monitor purchase of
service contracts.

4, Auditors

These are State auditors who may or may not be
a part of the single State agency, but audit
all State contracts on an annual basis. This
is not very effective because the audit usually
does not coincide with the contract renewal
process.

5. Some combination of the above. Most effective
- when coordinated, but also most expensive.

In addition to the management problems enumerated
in the first Annual Report, current audits have
recommended financial adjustments of $6.3 million
in four areas:

1. 1Ineligible Clients ($1,125,000);

2. TIneligible Services ($278,191});

3. TIneligible Expenditures ($4,515,775); and

4. TIneligible Matching Dollars ($397,723).

A handbock, “"Federal Financial Participation in
the Title XX Program" to be published in May 1979,

should assist the States in reducing the amounts
erroneously claimed. additionally our upcoming OIG
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report on Title XX management will address many of
the management inefficiencies together with recom-
mendations for their solutions.

Proposed Regulations Permitting Debarment in
Grant Programs

The Inspector'General strongly supports the Proposed
regulations, They would affect all HEW discretion-

ment would be for a specific period of time, com~
mensurate with the reason for debarment, except that
debarment for discriminatory Practices would be for

The regulations would be promulgated under 5 U.S.C.
301, the general authority of the Department to
issue regulations,

The proposed regulations would further the overall
HEW goal of assuring that funds awarded to carry
out HEW assistance Programs are expended solely
for program purposes, by removing from eligibility
fiscally irresponsible organizations and individ-
uals. The key provisions would:

® Provide eight specific causes for debarment
from financial assistance under HEW programs,
including conviction of criminal offenses,
showing lack of business integrity, and vio-
lation of the terms and conditions of previous
awards,

® Provide all affected parties with an Opportunity
for a hearing, before debarment action is taken.

@ Authorize suspension, pending debarment or other
proceedings, for a limited Period of time not to
exceed 18 months, where there are compelling
reasons to protect the interests of the Govern-
ment. Hearings on suspension would also be pro-
vided upon request.
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@ Provide for publication of the names of debarred
and suspended organizations and individuals in
the Federal Register (comment is being specifi-
cally requested on alternative methods of in-
forming affected members of the public such as
grantees) .

Assessment, Plans, and Recommendations

We believe that at this time the Department has
identified the generic problems associated with
contracts and grants management. At the direction
of and with the strong support of the Secretary,
the Assistant Secretary for Management and Budget
and the Heads of Principal Operating Components,
the Department is moving to correct the problems.
A good start has been made in strengthening the
Office of the Deputy Assistant Secretary for Grants
and Procurement, instituting a program of review
and oversight, and inclusion of a set of objec-
tives in the Secretary's Management Initiatives
Tracking System. Yet much remains to be done.

We plan to maintain an overview of future progress
and to conduct independent audits and reviews of
these operations.

We believe the following matters warrant special
attention in the coming vyear:

1. Contracting and grant practices throughout
the Department should be examined by the
Assistant Secretary, Management and Budget,
to test the conclusions reached in 0OIG re-
views, namely:

--Special measures and controls are needed
to separate contracting operations and
peer reviews from program influence =-- in
order to assure that they are impeccably
free from favoritism or cronyism, and that
competition is obtained wherever feasible.

2. The General Counsel should assure that all
new officials of the Department and others
in very sensitive roles are given counsel
and assistance to avoid their becoming in-
volved in conflict~of-interest situations.
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The proposed debarment reqgulation should be

issued promptly to enable the Department to
avoid, when appropriate, continued awards to
programs or individuals who have demonstrated
fiscal irresponsibility in administering dis-
cretionary grant or other financial assistance
programs.

HEW should continue to work aggressively with
the Office of Management and Budget and other
appropriate organizations to improve the ac-
countability of colleges and universities for
Federal contract and grant funds. Prompt ap-
plication of appropriate sanctions should be
instituted against institutions who fail to
Correct systems deficiencies.

The "double payment issue" affecting Public
Health Service grants should be addressed
and resolved in the current year,

Special attention to improving the management
of Title XX programs should be applied this
year. An OIG report on the matter will be
issued in the near future, and an OHSD tech-

. nical assistance manual will become available

in May.
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE ADPENDIX A

“OFFICE OF THE SECRETARY Page 1
WASHINGTON, D.C. 20201

May 18, 1978

MEMORANDUM

TO : The Secretary
Through: ES

FROM : The Inspector General

SUBJECT : Revision and Clarification of "Best
Estimates" of Losses due to Fraud,
Abuse, and Waste in HEW Programs

On March 31, 1978, we reported to you and to the Con-
gress an inventory of “best estimates" collected from
numerous sources, regarding the losses believed to be
occurring in HEW programs. We stressed in the annual
report:

--That the estimates range from well-established
and scientific error measurement systems {such
as those in AFDC and Medicaid) to simply the
judgments of well-informed spokesmen in the
Department, the Congress and outside organiza-
tions.

-~That there might well be duplications or double
counting (we have, in fact, found several) .

--That the estimates were not complete.

--That the reader should recognize that the esti-
mates do not represent monies that are fully
recoverable.

We further stressed in the report that "fraud and abuse,"
as such, was the smallest part of the losses. 1In fact,
only 15 percent of the estimates were attributed to un-
lawful, willful misrepresentation (fraud) or excessive
services and program violations (abuse).
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abuse, Further, there hag been an assumption that the
entire amount of the estimates can be recovered simply
by stopping wasteful practices. This, of course, is
simply not true.

As a result of these reviews, the estimates have been
reduced by $838 million {as explained below). The

pPresent authorities ang Tesources are less than half
of the total. wWith respect to these amounts . -- $2.7

duction goals which have been developed by the PoOCs,
working with Mr. Schaeffer, are designed to produce
significant savings in 1979, 1980, and 1981,

REDUCTION IN LEVEL OF ESTIMATES
BY $838 MILLION

(Million)
Original Revised
Estimates Estimates
Low $ 6,333 $ 5,521
High 7,370 6,532

Of the $838 million in reductions, $431 million result
from errors made by the 0IG in interpreting the data.

SSI, and Guaranteed Student Loan programs. Quality
Control measurement had already reflected losses which
we separately reported as "fraud and abuse" ip the AFDC
program,
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Also, we incorrectly reported "provider overpayments”
under Medicare as a total loss of $141 million. We
later found that this amount is substantially all re-
covered in subseguent collections.

The remaining one-half of the reduction is attributable
to new information furnished to us by the POCs in
several areas. o

In summary, the original and revised estimates are as
follows:*

Original Revised
Program . Estimates - Estimates
Health Cost 4,489-4,819 3,875-4,193
AFDC 635 7 468
SS8T 333 - 292
SSA 159~866 173-866
Social See "Unmet
Services (88) Audit Needs"
SFA Programs 345 321
ESEA Title I 97 : a7
Indirect Cost
Negotiations 102 107
Unmet Audit
Needs 173 188
TOTAL 6,333-7,370 5,521-6,532

*These are further discussed in my memorandum of
April 30, 1978, a copy of which is attached.
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LESS THAN 50 PERCENT OF ESTIMATES ARE AMOUNTS ON
WHICH SIGNIFICANT REDUCTION ACTIONS CAN BE TAKEN
UNDER PRESENT AUTHORITIES AND RESOURCES

We classified each of the estimates as to:

--These on which savings can be realized now
under present authorities and approved budgets
(assuming FY 1979 budget requests are dranted).

-~Those where action can be taken if additional
resources are provided in the FY 1980 budget.

~-Those where further action will reqguire new
statutory authority.

--Those where further study and research is
needed to assess the extent of losses and
to develop new knowledge on how to cope with
the problems.

We are summarizing below our findings under these
four headings:

Extent To Which HEW Estimated Losses
Can Make Savings FY 1977
A. Now, under present
authority and re-
sources 2,741
B. In 1980 and beyond,

using existing au-
thority, but re-
quiring more re-

sources 491
cC. When Congress passes
new legislation 1,217
D. Uncertain until fur-
ther studies are com-
pleted 1,072-2,083
TOTAL . 5,521-6,532
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A, 1,0OSSES WHICH CAN BE SIGNIFICANTLY ATTACKED
UNDER EXISTING AUTHORITIES AND RESOURCES

Sources‘of L.oss Amount Comment
' {Million)

1. Medicaid payments
to ineligibles;
third-party li-
ability; erron-
eous payments $ 1,100

2. Medicaid fraud and
abuse, including
unnecessary hurs-
ing home costs 668 Number is in-
complete and
probably low.

3, Medicare cost re-

port reviews 17
4. Unnecessary hos-=
pital stays 124 Based on PSRO
review.
5. S8I-—-erroneous
payments 292
6. AFDC-~erroneous
payments 206 See further
losses reguir-
ing additional
resources to
attack. {(Section
B below)
7. SFA Programs 203 Same as above
8. ESEA Title I 53 Same as above
9, Indirect Cost
Negotiations 23 Same as above
10. Unmet Audit Needs 55 Same as above
TOTAL $ 2,741
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B. ADDITIONAL LOSSES WHICH CAN BE ATTACKED IF

MORE RESQURCES ARE PROVIDED IN FY 1980

Sources of ILoss

AFDC--erroneous
pPayments

SFA Programs

ESEA Title I

Indirect cost
negotiations

Unmet Audit Needs

TOTAL

159

Amount
(Million)

112

118

44

84

" Comment

The additional
resources are
needed for tech-
nical assistance
and management
reviews of State
systems.

Additional staff-
ing is required

to support eXpand-
ed collection ef-
forts.

Provides for in-
Creased monitor-
ing and auditing.

Provides for in-
Creased staff to
support negotia-
tions.

Provides increased
audit effort. (Now
only about 50% of
desired level).
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C. ADDITIONAL LOSSES WHICH CAN BE ATTACKED IF
NEW LEGISLATION IS ENACTED
Sources of Loss Amount Comment
(Million)
1. Medicaid/Medicare
Common Audit *41 Provides for com-

mon audits of hos-
pitals, nursing
homes, and HMOs.
Some States do not
participate now.

2. Medicare--Renal
Dialysis - %92 Pending legisla-
tion will permit
increased home
dialysis and im-
proved cost data.
3. Excessive Hos-
pital Beds 894 Legislation now

pending provides
closure and con-
version. Further
authority may be
desired to re-
strict reimburse-
ment when new
construction 1is
denied.

+NOTE: As of 6/5/78 the proposal was pending
OMB clearance.

x*NOTE: As of 6/5/78 this bill had passed the

Congress and was pending Presidential
action.
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Sources of ILossg
4, Excessive Physi-
cian Costg
5, AFDC

TOTAL

APPENDIX A

Page 8
Amount Comment
(Million)

40 Legislation pend-
ing deals with
"ancillary hos-
pital costg."

150 Provides revisions
in HR 7200 to
$ 1,217 Strengthen State

Administration.

D. AREAS REQUIRING FUORTHER STUDY BEFORE ESTABLISHMENT
OF LOSS ESTIMATE BY POCs AND POTENTIAL CO&T RE- '
~N______h_%____%_m______‘_u_~h_ﬁ____%____ﬂ_q____

DUCTIONS

The remaining four
potential loss ang
uncertainty exists.
Search ig needed.

Sources of I,oss

1. Excessive Nurs-
ing Differential

2. Unnecessary
Surgery

items involve large areas of
savings,
Hence,

about which considerable
further study or re-

Amount Comment
{(Million)
185 HCFA reports that
a8 preliminary study
is in process. Cur-
rent Talmadge bill
May eliminate the
broblem.
282 Amount is under
to Study.  $282 mil-
600 lion is the first

time HCFA has esti-
mated a specific
number. The second
opinion program may
help,
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sources of Loss Amount Comment
(Million)
3. Unneeded and .
Repeat X-Rays 432 Opportunities for

cost reduction de-
pend upon long-
range improvements
through training
of technicians,
development of
better criteria

to guide X-Ray
practices. In-
volves PSRO re-
views. Will be
difficult to

track.
4, S8A Title II
Error Measure-
ment 173-866 System will not
begin operation
TOTAL 1,072-2,083 until October.

Range of error
losses may ex-
ceed $1 billion.
In the meantime,
any amount is
speculative.

COMMENTS ON THE RECOVERABILITY OF ESTIMATED LOSSES

In my judgment, the complexity and difficulty of many
of the losses cited in the inventory far exceed those
of other Federal agencies. With many millions of
recipients receiving monthly payments -- and with
eligibility systems administered through hundreds of
offices, many under State and local control -- and
with eligibility dependent upon the willingness of
individuals to report changes in their status --
errors and losses are inevitable.

T have made an initial review of the loss reduction
goals thus far submitted by the Principal Operating
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Components. 7T feel that their achievement over the
next three fiscal years would be an Outstanding ac-
complishment. T ap barticularly impressed with the
fact that initiatives based on "Dresent authorities
and resourceg" are aimed at Saving almost two-thirds -
of the losses which Can now be attacked. It is the
goal of thig Office to contribute to thig achieve~
ment through expanded audit, aggressive investigation
of fraud, and bpractical ideas for improving systems

Thomas p, Morris

Attachmentg
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) NDUM DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE
b OFFICE OF THE SECRETARY

April 30, 1978

TO : The Secretary
Through: EG&
FROM : The Inspector General

SUBJECT : Revised Best Estimates of
Fraud, Abuse and Waste

puring the week of April 24, 1978, we reviewed each of
the estimates with the POCs and made a number of re-
visions as detailed in Attachments A, B, and C.

The resulting estimates are revised downward as follows:

(Millions)
Original Estimates Revised Estimates .
Low $ 6,333 ‘ $ 5,521
High 7,370 6,532

The details of the reduction (Attachment B) show that

-~-Half ($431) are the result of 0OIG errors
due in part to unintended double counting.

~--Half ($407) are due to new data presented
by the POCs this week.

There are remaining differences with HCFA and are shown
in Attachment C.

We are prepared to discuss these revisions at our hear-
ing before Senator Nunn during the week of May 21.

Thomas D. Morris
Attachments

cc: Mr. Champion
Mr. Schaeffer
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OFFICE OF INSPECTOR GENERAL
REVISTION TN "BEST ESTIMATES" OF
FRAUD, ABUSE, AND WASTE
FY 1977 (MILLIONS)
PROGRAMS AND : ORIGINAL: REVISED: H
ITEMS : ESTIMATE: ESTIMATE:**REASON : COMMENT
Medicaid
1. Payments to Ineli- 8 170- 51,100 No POC and IG agree
gibles, Third-Party 1,100 Change

Liability Losses,

Erroneous Payments
(Page 77; Items 1,
3, 4)

2, Fraud and Abuse 468 468 No
(Page 773 Item 2) . Change

3. Common Audit 50 35 2
(Page 77; Ltem 5)

4. Quarterly Reviews 35 * -
and Audit Excep-
tions

**REASONS
1--0IGC Error or Misunderstanding
7--New Data Presented by POC Week of 4/24/78

159

POC recommends
$100 million.
All agree num-
bers are 'soft."
IG considers low.

%#Sge "Unmet Audit
Needs"
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ATTACHMENT A ATTACHMENT 4
Page 2 ' Page 2
PROGRAMS AND ! ORIGINAL; REVISED: :
ITEMS ¢ ESTIMATE; ESTIMATE:**REASON : COMMENT

+

Medicare
1. Excess Nursing $ 185 $ 185 No POC disagreeg
(Page 82; Ttem 1) until prelimi-
nary study (inp
Process is
completed
2. Renal Dialysig 153 92 2 POC recommends
(Page 82; Item 2) ' $55 million_
pPending com-
pletion of
Cost studies
3. Provider Overpay- 141 0 1 All recoveries
ments Recovered  removed from
(Pagg 82; Item 3) "Best Estimateg™
4. Cost Report 16 17 2
Revlews

(Page 82; Item 4)

5.  Common Auditc 8 & 2 POC and Ig agree
(Page 82; Item 5)

6. Audit Exceptions 3 * ~ *See "Unmer Audic
(Page 82; Irem 6) Needs"

—_
#**REASONS

1--01G Error or Misunderstanding

2--New Data Presented by poC Week of 4/24/78
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ATTACHMENT A

Pape 3

PROGRAMS AND
ITEMS

: ORIGINAL: :
: ESTIMATE: ESTIMATE:#%%REASON :

REVISED:

COMMENT

Medicaid/Medicare

1.

Excessive Hospital
Beds (Page 87(a))

Unnecessary Surgery
(Page 87(b))

Unnecessary Hospital
Stays (Page 87(c))

Excessive Physician
Cost (Page 88(d))

Unneeded X-Rays
(Page 89(a))

X-Rays - Genetic
Effects (Page 89(b))

Repeat X-Rays
{Page 89(c))

Nursing Home Costs
(Page 90)

TOTAL HEALTH CARE

**REASONS

§1,130 5 8594
655 282-600
124 124

73 40

400 400

84 0

32 32

200 200

$4,489 $ 3,875
to to
4,819 4,193

1-=0IG Error or Misunderstanding
2--New Data Presented by POC Week of 4/24/78

lel

Ne
Change

No
Change

No
Change

Change

POC and IG agree
POC now proposes
5282

POC agrees

HCFA legislative

proposal: "Ancll-
lary Hospital
Services"

POC and IG agree
Savings very
long-range

POC and IG agree

POC and IG agree

POC proposes
3,285
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PROGRAMS AND
ITEMS

AFDC

1. Erroneous Payments

(Page 91; Ttem 1)

2. Fraud and Abuse
(Page 91; Ttem 2)

3. Quarterly Reviews
and Audit Excep~
tions (Page 91;
Ttems 3, 4)

581

1. Erroneous Payments
(Page 92; Iten 1)

2. Overpayments to
Nursing Home Resi-
dents (Page 92;
Item 2)

3. Audit Exceptions
(Page 92; Ttem 3)

**REASONS

1--01G Error or Misunde

2--New Data Presented b
*%%In March 1979 this est

$310 million,

APPENDIX A
ATTACHMENT A
Page 4

: ORIGINAL: REVISED:
¢ ESTIMATE; ESTIMATE; #*REASON

* .
. .

COMMENT

$ 490 § 462 2

145 6 1

34 * -

310 292 k% 2

23 0 1

1 % -
rstanding

y POC Week of 4/24/78

POC and IG agree

Most fraud and
abuse covered in
Quality Control
Measures. Agree
on double dipper
loss of %6 mil-
lion. plus.

*See "Unmet Audit
Needs"

POC and IG agree

Covered in SSI
Quality Control

*See "Unmet Audit
Needg"

imate was reexamined with SSA and restored to
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PROGRAMS AND : ORIGINAL: REVISED: :
ITEMS + ESTIMATE: ESTIMATE; **REASON : COMMENRT

Income Security
58A

1. FErroneous Payments
(Page 98; Item 1)

2. Audit Exceptions

TOTAT, 58A

#%REASONS

$159-866 $173-866

$ 1,127 $ 933
Lo to
1,834 = 1,626

1--0IC Errotr or Misunderstanding
2.-New Data Presented by POC Week of 4/24/78

163

$173 is estimated
non-recovery of
"known'" overpay-
ments in 1977.

5866 1s estimate
of unidentified
overpayments not
recovered in
1977. (QC

system in process)

*Gee "Ummet Audit
Needs"

POC agrees with
933 and probabil-
ity of higher
number when QC
system is opera-
tional
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PROGRAMS AND » ORIGINAL: REVISED: :
ITEMS COMMENT

i ESTIMATE: ESTIMATE

#% REASON

.

Social Services

1.

1.

Quarterly Reviews
and Audit Excep-
tions (Page 93;
Item 1, 2)

Office/Education
~Ltllce/Education

BEOG (Page 94;
Item 1)

Campus Based
Program (Page 94
Item 2)

GSL (Page 94;
Item 3)

Audit Exceptions
(Page 94; Item 4)

ESEA Title I
(Page 100)

TOTAL OE

**REASONS

i 88 § &
109 109
49 69
187 143
11 *
97 97

§ 442 $ 418

—-01G Error or Misunderstanding
2~-New Data Presented by POC Week of 4724778

164

*See "Unmet Audit
Needs" ‘

POC and IG apree
on 1977. Greater
waste identified
in 1978

POC and IG agree

Fraud and abuse
double counted
in defaulted
loans.

#5ee "Unmet Audit
Needs"

POC and IG agree

POC and IG agree
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PROGRAMS AND
ITEMS

: ORIGINAL: :
ESTIMATE: ESTIMATE#% REASON :

I3
+

REVISED;

COMMENT

Indirect Costs
(Page 99)

Unmet Audit Needs

Health Care

S5A

HDS

OE

Indirect Costs

Unmet Audit Needs

**REASONS

1==-0IG Ervor or Misunderstanding
2--New Data Presented by POC Week of 4/24/78

$ 102 5 107
173 188
RECAPTTULATION

4,489 3,875
to to
4,819 4,193
1,127 9133
to to
1,834 1,626
(88) *

) 418
102 107
173 188
$6,333 $5,521
to to
7,370 6,532
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Revised to reflect
potential new
recoveries

All agreed upon
recoveries
deleted from
estimates

Included in
"Unmet Audit
Needs"
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ITEM
Medicaid Common
Audit
Renal Dialysis

Provider
Overpayment

Medicare Cost
Reports Reviews

Medicare Common
Audit

Excess Hospital
Beds

Unnecessary Surgery

Excessive Physician

Costs

X~Rays Genetic
Defects

AFDC Erroneous
Payments

AFDC Fraud and
Abuse

&ST Erroneous
Payments

551 Overpayments
to Nursing Home
Residents

EXPLANATION OF $838 MILLION REDUCTION

IN HIGH "BEST ESTIMATES"

NEW DATA SUBMITTED

IG ERROR

=141

- 84

-139 (Number ig
ok but double
counted)

~ 23 (Number is
ok but double
counted)

166

BY POC

- 15

-236

~ 33

APPENDIX A
ATTACHMENT B
Page 1

TOTAL

- 61

-141

—-236

- 33

-139
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Page 2 Page 2

NEW DATA SUBMITTLD

ITEM 1G ERROR _ BY POC TOTAL
OE Campus Based + 20 - 20
Programs
0OE-GSLP Fraud - - 44 (Number is - 44
and Abuse ok but double

counted)
Indirect Costs + 5 -4+ 5
Unmet Audit Needs + 15 4+ 15
$431 407 838
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HEALTH CARE

1. Fraud & Abuse

2. Excess Nursing
Differential

3. Renal Dialysis

4, Unnecessary
Surgery

REMATNING DIFFERENCES BETWEEN
HIGH OTG AND POC ESTIMATES

071G

REVISED

468

185

92

282
to
600

POC
REVISED DIFFERENCES

100 368
- 185
55 37
282 318

$908

l68

APPENDIX A
ATTACHMENT ¢

CoMyENT

HCFA agrees problem
exists but cannot
price out

HCFA would need
comprehensive
study to price
out. Preliminary
study in process,

Questions are:
percent of home
dialysis in 1577
10%, 14%, or 20%;
cost bage used,

Problems are:

(1) offset for
medical care in
liéeu of surgery:

(2) incidence of
unnecessary surgery.
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* 6.

10.

*11.

Hospita} cost Containment

Restructure Medicare Coverage
for the Working aged

Eliminate reimbursement for
chiropractic Servicesg

Civil money Penalty for Medi-
caid/Medicare fraug

Transfey Of assetg -- use of
individuals' reésources ip lien
of Medicare funds

Medicaig eligibility >~ use of

Social Security information
and Stepparent income

Standardigze AFDC work expense
disregarq (Medicaiq)

Reimburse under Medicare baseq

on reasonable Costs

Chilqg Support Enforcement
Programs

—_—

*Covered at
Annual Repo
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FY 1980 BUDGET
LEGISLATIVE PROPOSAT S T0 REDUCE COS8TS

FY 1980

$ 1,725
200

55

34
35

24

29

11
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FY 1980

12. Reform disability program by
setting new limits on bene-
fits and increasing work in-
centives to disabled {(net

savings) S 35
13. Phase out out-moded lump sum

death benefit under OASDI 221
14. Phase out high school 0ASDI ,

student henefits 155
15. Eliminate minimum OQASDI

benefit 53
16. Phase out Sococial Security

benefits after youngest

child reaches age 16 23

17. 0Offset Social Security bene-
fits for personsg with high
Federal Government pensions 18

18. Limit training to 3% of
Title XX total 26

TOTAL $ 2,893
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APPENDIX C

SYNOPSIS OF CONVICTIONS OBTAINED IN
CALENDAR YEAR 1978
AS A RESULT OF INVESTIGATIONS

By the 0IG, Office of Investigations
By the HCFA, Office of Program Integrity

NOTE: Names are omitted so as to focus on the nature of the
problem
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SYNOPSIS OF CONVICTIONS OBTAINED IN
CALENDAR YEAR 1978
AS A RESULT OF INVESTIGATIONS

A. Convictions Involving IEW Employees

1 - 2. An HEW Audit Agency review revealed fraudulent
discrepancies in the travel voucher claims of a
Regional Commissioner of Education. Prosecution
was declined; however, the U. $. Attorney requested
investigation based on additional information into
common stock transfers involving the Commissioner.
Investigation disclosed that the Commissioner had
received $10,000 in cash from a Consultant plus
other favors from contractors and suppliers.
Indictments were returned against the Commissioner
and Consultant in April 1978. During trial in
October 1978 both men entered changes of pleas
and pleaded guilty to various counts of accepting
and giving a gratuity. Both were sentenced to two
vears for each of the counts to run concurrently
with three months to be served in custody, balance
suspended, and placed on probation for three years.

3. The Bureau of Occupational and Adult Fducation, OE,
advised that about $1,700 in improper employee
expense reimbursements had been made in late 1977
and March 1978.

Investigation disclosed that an employee had forged
names of other employees for non-existent expenses
and had been reimbursed.

The employee was charged in a Bill of Information
with violations of Title 18 U.S.C. Section 1001.
In September 1978 the employee was found guilty as
charged, was sentenced to three years' probation,
and ordered to restitute $1,710.40.

4. IRS reviews of falsified income tax returns led to
evidence of the issuance of SSI checks to a non-
existent claimant. Subsequent OI investigation
identified an SSA employee as to the false returns
and issuance of the S$SI funds. The employee was
terminated from SSA in September 1977.
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In February the ex-employee was indicted on 23
counts of violations of Title 18 U.S.C. Section
2071 (destruction), 475 (forging), and 287 (false
claims to IRS). 1In April 1978 he Pleaded guilty
to three counts of the indictment and in May was
pPlaced on five years' concurrent probation on each
count and ordered to restitute $9,270,

An SSA Regional Office in attempting to resolve a
deficiency in overpayment refunds, discovered that
$405 was misappropriated from two beneficiary
refunds. An employee admitted converting the funds
to her own use. A complaint was Sworn out against
the employee by 0I, charging violation of Title 18
U.S.C. Section 641 (embezzlement) on March 13, 1978,
She entered a guilty Plea on August 3, 1978, to the
complaint charge. She subsequently received a sus-
pPended sentence, was placed on probation for 18
months, fined $300, and restituted the 5405,

SSA Regional Office advised that it suspected an
employee had converted to her own use $6,493.67 in _
SSTI overpayment refunds. OI confirmed the activities
of the employee,

An indictment of three counts was handed down against
the employee in January 1978 charging with two vicla-
tions of Title 18 Section 654 and one of Section 495,
In April 1978 she entered a plea of guilty to count

'ITI (Section 495, forging and uttering a U, 8.

Treasury check). In July 1978 she was sentenced to
two years, suspended; placed on probation for two
years; and ordered to restitute $6,493,67,

SS5A advised that an audit Procedure failed to verify
that two SSA Tund overpayment returns had been
credited to the SSA system. Subsequent Investigation’
disclosed that the two overpayment refunds, in the
form of checks, had heen negotiated for personal

use by an employee of SSA.

Two misdemeanor complaints were filed against the
employee on March 6, 1978. She pPleaded guilty to
one count on March 14, 1978, and received a one
year suspended sentence, five vears' probation, and
was fined 5£250.
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Investigation of this former employee was requested
in 1975 to determine if she fraudulently received

"Emergency Payment" check monies during periods

she received her regular salary checks. Investi-
gation disclosed that the employee illegally

applied for and received three emergency payment
checks 1in the total amount of $1,074.60 through

the forging of both her timekeeper's and supervisor's
names.

In April 1978 subject pleaded nolc contendere to one
count of an information charging violation of Title
18 U.5.C. Section 641 (theft of Government property.)

B. Convictions Involving Grantees and Contractors

1.

HEW Audit Agency advised that a citizens' committee
incurred a loss of $5,541.31 in HEW funds and that
an ex-employee was a suspect. Investigation con-
firmed the suspicion.

In April 1978 an indictment was returned charging
the ex-employee with six counts of violation of
Title 42 U.S.C. Section 2971f {embezzlement by
program official or employee). She pleaded guilty
to one count in August 1978, was sentenced to a
three year suspended sentence, and ordered to make
restitution of $416.45,

The HEW Audit Agency advised that an audit of a
Community Action Agency disclosed the misuse of
$710 in HEW grant funds by an employee of the
agency. Investigation subsequently disclosed that
the now ex-—employee had converted the money to

his own use.

On August 8, 1978, a True Bill of Indictment was
returned against the ex-employee charging a viola-
tion of Title 42 U.S.C. Section 2971 {a misdemeanor)
for converting $59.83 to his own use.

On November 3, 1978, a six months' prison sentence
was imposed upon the individual.

A private firm audit of a Public Health Service
grantee disclosed that $10,000 was missing.
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Investigation disclosed that the business manager
of the grantee had embezzled the funds by various
means.

The business manager admitted his action and pled
guilty to one count of 18 U.S.C. Section 641
{embezzlement) on December 14, 1978, Sentencing
will be in early January 1979.

A Regional Office of Human Development advised
that information had been received which indicated
that a director of a grant funded pProgram may have
misappropriated Federal Head Start funds (HEW and
USDA monies). :

Tnvestigation disclosed that the director had
opened a bank account and had deposited to the
account a $3,000 Head Start program funding check
which he subsequently converted to his own use.

On August 8, 1978, an indictment was returned
against the subject charging a one count violation
of Title 42 U.S.C. Section 2971. ©On October 8§,
1978, subject pleaded guilty to the indictment
charge and received a sentence of 18 months,

Officials of a medical peer review group alleged
that a bookkeeper on four occasions embezzled
Federal funds from various accounts by changing

the dollar amounts on his paychecks. 0I investi-
gation led to the bookkeeper's admission to altering
the check amounts.

In April 1978 an indictment was returned against
the bookkeeper charging four counts of violation
of Title 18 U.S.C. Section 641 (embezzlement) .

He entered a guilty plea to all counts on May 23,
1978, and was sentenced to one vear's imprisonment
to be followed by five vears' probation on June 27,
1978.

HEW Audit Agency audit of a community action agency,
as requested by a U. 5. Senator, reflected that
agency administrative officials mismanaged activities
and converted funds, assets and resources to their
personal use. Subsequent OI investigation led to
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indictments and convictions of four officials in
1977. The agency 1is funded by Federal, State
and local agencies.

Two officials were indicted for violations of

Title 18 U.S.C. Sections 287 and two for submitting
false work orders to DHEW for payments on repairs
to MCAA vehicles which were not made. The indict-
ment was returned October 11, 1977. On February 16,
1978, both entered guilty pleas as to count 2 of
the 8 count indictments, the remaining counts heing
dismissed. Both were sentenced to five years
suspended sentences and placed on five years' pro-
bation. One was further ordered to restitute

$6,000; the other $4,000.

A Regional Office of Education advised that a
former employee of a proprietary school alleged
that the owner of the school misused BEOG, SEOG
and NDSIL funds.

Investigation disclosed that the owner had received
funds from the NIH disbursement office for use as
student loans and deposited them in corporate
accounts for his personal use. Over $53,000 had
bheen misused.

In April 1978 a 12 count indictment was returned
against the school's owner charging viclations of
18 U.s.Cc. 2, 641, 1001, 1341 and 20 U.s.C. 1087-4(a)
(mail fraud, embezzlement, false statements, false
business records). On July 28, 1978, the owner was
found guilty of nine counts of embezzlement. In
September 1978 he received a five year suspended
sentence, was placed on probation for five years
and ordered to restitute $17,000.

The Office of Investigations, 0IG, HEW, conducted

an investigation in concert with State agencies

at the direction of the U. S. Attorney into the
relationships between current and former OB officials
with contractors and various State officials. This
investigation was the most encompassing and possibly
the most significant matter that OI has been involved
in to date,
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As of December 1978, 14 individuals had been
convicted in State courts of charges which include
conspiracy, conspiracy to bribe, conspiracy to
defraud, conspiracy to commit larceny, conspiracy
to accept a bribe and conspiracy to gteal Federal/

State funds.

These convictions were associated with the issuance
of a $500,000 contract by a State vocational agency
for the production of training filmg.

C. Convictions Involving Student Financial Assistance

Programs

1.

- 23,

A U. 8. Attorney requested an investigation of a
pProprietary school's bractices in the Federal
Insured Student ILoan Program.

Investigation disclosed that the school recruited
Students, certified them eligible for financial
assistance, and obtained loans for them. Many of
the students never attended the school, some with-
drew before course completion, and still other
students did not know they had received loans. The
loans were gold by the school to four financial
institutions and many were filed in default. o
was obliged to pay the institutions over $800,000.

The school's owner and two other officialsg were
indicted for conspiracy to defraud the Government
and false statements. Two were convicted in 1977:
one was convicted in February 1978. The Uu. s.
Government recovered over $500,000 in 1977,

A Department of Justice coordinated 18 month task
force investigation, based on 01 investigation,
culminated an over three year effort to obtain
evidence of misuse of student financial aid funds
by corporately linked proprietary schools. TIn
September 1978, 22 schools pleaded nolo contendere
to all 55 counts of a July 1978 indictment charging
violations of Title 18 U.5.C. Sections 287, 1001,
and 1014. The controlling corporation was fined
$500,000 on charges contained in 49 of the 55 count
indictment.
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The indictment alleged that most students enrolling
were encouraged to apply for FISL loans, and to

sign promissory notes, oftentimes, months prior to
the students' first day of attendance. The students’
FISL loan applications, which were submitted to HEW
for insurance commitments, were ineligible for the
commitment because:

a. the student was not eligible; or
L. the course of study was not approved; or
c. the school the student was attending was not

an eligible institution; or
d. the student was not in school.
It is further alleged in the indictment that:

a. Refunds to students on the students’' FISL
loan accounts were not made in a timely
manner, with the average delay being 4 months.
Some refunds were delayed up to 2 years.

. Lenders were caused to submit false claims to
HEW for interest benefits on FISL loans by
the school's failure to advise of changes in
the students' status and by not making refunds
in a timely manner.

c. False representations and claims were made
in connection with default claims by mis-
representing students® status, loan disburse-
ment dates and unpaid principal balances.

of the $40 million in FISL loans made to students,
approximately $15.4 million went into default.
Civil action is continuing by the Justice Depart-
ment.

OF reviews of student financiél ald accounts at a
proprietary school disclosed unaccountable with-
drawals of funds.

Investigation disclosed that the former president
of the school had used some of the financial aid
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funds for personal reasons and deposited the rest
in the school's Corporate accounts.

An information was filed against the former school
official on August 4, 1978, charging violations of
Title 18 U.S.cC. Section 1001 (false Statements) .

He pleadedq guilty the same date and agreed to
restitute $242,729. He was sentenced on October 16,
1978, to. five years' imprisonment and a $10,000
fine.

A college official advised that an apparent theft
of the college’s BEOG funds had occurred through
the uttering of BEOG checks to fictitious non-
students. The amount stolen was $2,119.

In February 1978, the secretary was indicted on four
counts of violation of Title 18 U.S.cC. Section 641
(Embezzlement). On March 190, 1978, she was found
guilty on all counts and was Subsequently Sentenced
in April 1978 to six months' imprisonment on counts
1 and 2 and to five years' probation on counts 3

and 4.

The HEW Audit Agency advised that g3 university
indicated possible fraudulent misuses of their BEOG
and CWS programs.

Investigation disclosed that the director of the
Student financial aig program at the university -

students, forge the endorsements and deposit them
to his own or other personal accounts.

The U. g, Attorney declinegq Prosecution in favor of
local action. The Sstudent financial aig officer
Pled guilty in a local Superior Court to 14 counts
of misappropriation of public funds. He was
sentenced to four years' probation and ordered to
restitute $8,456.25.
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A U. S. Attorney requested that OI conductﬂg_joint
Tnvestigation with tne FBIL Tato ailegations that a
city Board of Education official had cggzerteg
Title I funds -~ Elementary and decondary Bducation

Aot ~- to his personal use.
Act -- to NS FPro—————

Tnvestigation disclosed that the official had used
Title I funds for epntertainment and catering
expenses and had submitted fictitious billings to
the Board of Education to cover these eXpenses.

The official was indicted by 2 Federal Grand Jury

on 22 charges of various misuses of Federal funds.

In November 1978, he pleaded guilty to all counts

and in December Wwas sentenced to 18 months' imprison-=
ment.

An internal audit disclosed that $5,702.27 of
Ffnancial aid was ombezzled by a university dis-
bursement official from 1574 to 1977. 0T investi-
gation disclosed that official retained student
financial aid checks not claimed by students, forged
their endorsements, and applied the proceeds to his

own use.

on October 19, 1977, an indictment was handed down
charging the official with 11 counts of violation
of Title 18 gection 641 (embezzlement). Oon

January 13, 1978, subject entered a gullty plea

to four of the counts and was sentenced to three
years' probation and ordered to restitute $5,702.27.

office of pducation surveys, HEW audits, and student

complaints led to Investigations of the administration
of the Federal Insured gtudent Loan programs fund

by proprietary schools in_ Texas. During the course

of the investigation it was ascertained that a

school official had embezzled, stolen, and converted
to his own use OE/HEW funds from the FISL, BEOG, and

SEOG programs.
The official entered into a plea bargin agreement

in September 1978 in which he pleaded guilty to
various counts of violation of Title 18 Uu.s.c.
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Sectionsg 408(c) ang 408(d). on March 24, 1978, she
entered a guilty plea to Oone count 408(d) ang was
sentenced to gix months ang fineqd $500, both
Suspended. 55A has Tecouped the $2,000.

The HEW employee roll in Washington, p. C., was
Matched against the roll of the Department of Human
Resources ip Washington, D. C., to determine if any
HEW employees were receiving bublic assistance. This
was a pilot Project; other Public agencies have and

will match their rolig against the rolls of various
welfare agencies Nationwide.

1978, 15 of the 17 were indicted on charges of False

From October through December 197g eight of those
indicteqd pled quilty to the charges. (A ninth ang
tenth subsequently pled guilty ang gz trial of one _
Other is Pending.) 71+ appears that restitution ang
Probation wiiji be imposeq.

tenced to four five-year Concurrent teyrmg and fined
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Investigation disclosed that this pharmacist owned a
pharmacy which legally could bill Medicaid at higher
rates than another of his pharmacies. The pharmacist
billed Medicaid for prescriptions filled at the

lower rate pharmacy at the rate of the higher rate
pharmacy.

The pharmacist was indicted on January 24, 1978, on
15 counts of violations of Title 18 U.S.C. Section
1001, 1002, and 1341, 1342 (false statements and mail
fraud). He was convicted on April 20, 1978, and
fined $15,000.

The Office of Program Integrity, Bureau of Health
Insurance, Social Security Administration, advised
that allegations had been made concerning the
Medicare billing practices of a home health agency.

Investigation disclosed that Medicare was billed for
home visits to beneficiaries which were not made and
for gervices not rendered to beneficiaries when visits
were made.

In June 1977 a three count indictment was returned
against the home health agency, its executive
director, and another official charging violations
of Title 18 U.S.C. Sections 371 and 1001.

In March 1978 the three defendants were found guilty
of 12 counts of the indictment; the executive director
received a seven year prison term and five years'
probation; the other official received a two year
prison term and three years' probation; and the home
health agency was fined $20,000.

Investigation of a laboratory's practices in billing
Medicare was requested by the U. S. Department of
Justice.

Investigation disclosed that the laboratory had
doubled its rates for services and procedures and
had kicked back a portion of the money received to
various practitioners as incentives to utilize the
laboratory.

Sixteen convictions were obtained in this case,
including laboratory personnel and practitioners.
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Nine of the convictions were obtained in 1978, oOver
$150,000 in fines and restitutions were imposed.

OPI/HCFA advised that preliminary inquiry reflected
that a medical equipment supplier had billed Medi-
care for services not rendered. Investigation
disclosed that the supplier charged Medicare for
oxXygen not received, padded Medicare bills to pay
for equipment, and had paid a health care facility
administrator consulting fees as kickbacks.

The supplier was indicted in April 1978 on charges

- of conspiracy and submission of false claims. 1In

September 1978 he was convicted on 65 counts of the
indictment and sentenced to a three year concurrent
imprisonment on 45 counts and five years' suspended
sentence on 21 counts.

This investigation resulted from HEW Audit Agency
surveys of pharmacy billings to the Medicaid program.

A State indictment was handed down in September 1977
charging the pharmacist with 51 felony counts and 23
misdemeanor counts in the fraudulent reception of
$3,500 in Medicaid payments.

The pharmacist pleaded nolo contendere to all charges,
including billing Medicaid for services not rendered,
in State court in April 1978, was sentenced to five
Years' probation and fined $5,000.

This investigation resulted from HEW Audit Agency
surveys of pharmacy billings to the Medicaid program.

The pharmacist knowingly and willfully billed the
Medicaid program for brand name drug prescriptions
when less costly generic drugs were actually dis-
pensed.

In September 1978 the pharmacist entered a guilty
plea to a one-count Bill of Information charging a
violation of Title 42 U.S.C. Section 1396(h). 1In
October 1978 the Pharmacist was sentenced to one
year's imprisonment and fined $15,000.

This investigation resulted from HEW Audit Agency
surveys of medical doctor billings to Medicaid.

208




APPENDIX C APPENDIX C
Page 15 Page 15

Investigation disclosed that the physician had
submitted claims to Medicaid for services actually
rendered by a nurse while he was hospitalized and
incapacitated.

The provider reimbursed the U. S. Government
1$2,372.22 in March 1978 for the Medicaid overpay-—
ments. He further pleaded guilty to a one count
violation of Title 42 U.S.C. Section 1395nn (a
misdemeanor - false representations), was placed
on two years' probation, and fined $5,000.

- 20. Investigation predicated on news media articles
verified that from July 9, 1973 to May 8, 1975 a
doctor and his office nurse submitted Medicaid
claims totalling 528,910 to South Carolina BC/BS
for medical services rendered to obstetrical
recipients by staff physicians at a university
hospital.

In May 1978 both were found guilty of 26 counts of
violation of U.S.C. Section 1001 and 1002 of a 33 count
indictment.

on July 14, 1978, the physician was sentenced to
three years' suspended as to count 2, fined $10,000,
and placed on probation for five years. As to
counts 3, 4, 6-22, 24, 26 and 30, the physician was
placed on probation five years and fined $54,000 to
be paid in six months. '

on the same date the nurse wWas placed on five years'
prchation as to counts 2-4, 6-22, 24, 26, and 30,
institutional sentence suspended.

Both were acguitted on counts 32, 33 and 34.

51. 1Investigation of a physician was requested by the
0. S. Attorney through referral from the State
Attorney General. Investigation determined that
the physician had submitted Medicaid claims for
obstetrical fees and had also billed the patients
for the same services.

On June 22, 1978, the physician pleaded guilty to
42 counts of viclations of Titles 18 and 42. He
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was sentenced to one year's probation, finedq $10,000,
and required to donate his Sservices to public health
clinics.

Section 1001).

On September 22, 1978, the physician was convicted

on various counts of the Medicare fraud indictment

and was sentenced to two and one-half years' imprison-
ment and fined $7,400. 1In August 1978 the physician
appealed the Medicare fraud conviction,

This investigation resulted from HEW Audit Agency
sSurveys and State inquiries into a medical doctor's
billings to Medicaig.

Investigation disclosed that the doctor had forged
patients' names to billings for non-existent treat-
ments and had received over $6,500 illegally.

The doctor was indicted by'a State court on one
count of second degree theft in September 1978, He
subsequently filed notice that he wished a trial in

evidence. OI, upon State request, uncovered 165
false Medicare claims in two weeks. The doctor then
pled guilty in December 1978. Sentencing imposed
included a Suspended sentence, five vyears' probation,
suspension of medical license, court costs, over
510,000 reimbursement, and donation of services to

a health clinic.

Investigation verified the allegation; over $52,000
had been illegally received by the pharmacist.
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The pharmacist was indicted on charges of Theft by
Deception by a County Grand Jury in June 19%978. On
December 28, 1978, he pleaded guilty to a one count
indictment. Sentencing is scheduled for January
1979.

A State audit of a nursing home disclosed that a
pharmacy had been paying kickbacks to the nursing
home in return for recelving the nursing home's

‘total prescription business. Investigation disclosed

that the pharmacy had sent monthly payments to the
home in the amounts of $110 - $125 during the period
September 25, 1974 through November 6, 1975.

A criminal information was filed against a pharmacist
in June 1978 charging violations of Title 42 U.S.C.
Section 1396h (kickbacks). On June 23, 1978, the
pharmacist pleaded guilty to one count of the informa-
tion and was fined $1,000.

OPI/HCFA inquiry revealed that a chiropractor
collected payments from patients in addition to
billing Medicare for the same treatments. Addi-
tionally, he billed Medicare for services not
performed, forged patients’ signatures to Medicaid

claims, and billed Medicaid for non-covered services.

On August 8, 1978, a 29 count indictment charging
violation of Title 18 U.S.C. Section 1001 was returned.
On October 12, 1978, the chiropractor was tried and
convicted of 24 of the counts. On October 25, 1978,

he received a five year sentence, four years suspended,
and was placed on five years' probaticn commencing
after service of one year's incarceration.

OPI/HCFA reviews reflected that a physician had been
billing both the Medicare and Medicaid programs for
cervices not rendered. .

A joint HCFA-Office of Investigations effort verified
the suspected fraudulent claims.

Oon November 16, 1978, a criminal information was
filed against the physician charging violations of
Title 18 U.S.C. Sections 1341 and 1001. ©On
December 1, 1978, the physician pled guilty to five
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counts of violation of Section 1341 mail fraud,
Sentencing is €xXpected in January 1979,

28. The Office of Program Integrity, Bureau of Health
Insurance, SSA&, advised that a review of claims
indicated a bhysician had received at least %4,712
through submission of false Medicare claims.

Investigation by OI revealed that between 1973 ang
1976 the subject filed falge Medicare claims for
drugs and injections that weren't rendered, and
received over $50,000 for the fraudulent claims.

The physician entered into a4 plea bargain agreement

in June 1978 wherein he pleaded guilty to two counts
of violation of Title 42 U.S5.C. Section 1395. 1p July
1978 the physician received a two year suspended
Sentence and was fined 55,000,

29. The U. s. Attorney requested investigation of a

(UMW) . Investigation was conducted by OI and State
officials and it was determined that the physician
billed for services not rendered.

A criminal information was filed in December 1977
charging 40 counts of violation of Title 18 U.s.c.
Sections 1001, 287 and 2.

On January 16, 1978, the physician pleaded guilty to
one count (1001) and was sentenced to three vears',
suspended, fined $10,000, and placed on three years'
probation,

- 31. an investigation of a nursing home was initiated by
BHI in 1975 relative to submissions of alleged false
Medicare claims to SSA's fiscal intermediary, Blue
Cross of New Hampshire, Vermont. In June 1976 two
alleged subjects appeared before a Federal Grand Jury
and both took the "s5tp." Prosecution was declined
by the former U. g. Attorney.

Subsequently, the or learned that the State had
initiated an investigation of these subjects on

similar allegations. The case was referred by the
Division of Welfare ang the new u. g, Attorney

212




APPENDIX C APPENDIX C

Page 19

Page 19

requested an investigation by 0I and Postal Inspectors
with assistance of State investigators. The nursing
home was alleged to have received $49,497 for Medicaid

patients assigned to noncertified nursing facility

rooms. The claims in guestlion were signed for the
most part by the owner.

The results of the investigation were presented to
an AUSA. In July 1978 a Federal Grand Jury returned
a 41 count mail fraud (18 U.S5.C. 1341) indictment
against the nursing home and the owner.

On September 28, 1978, the nursing home was found
guilty of 20 counts of mail fraud; the owner was
found guilty of 24 counts of mail fraud, 6 counts for
fraud on Medicaid bills, and 18 counts on Medicare
bills. Recovery of funds is expected.

F. Convictions Involving Medicaid/Medicare Investigations

By OPI (HCFA)*

1.

Ambulance Company Owner -- Medicare

Ambulance company billed for two oXygen services per
pbeneficiary, one legitimate, the other fictitious.

On March 27, 1978, the owner pled guilty to one count
criminal information and was sentenced to six months
in prison, 18 months probation, and restitution of
$122,500.

Physician -- Medicare

Physician billed for laboratory tests not performed.
Estimated overpayment over a 4 1/2 year pericd was
$200,000.

On April 12, 1978, pled guilty; sentenced to two years
in prison which was suspended; ordered to provide free
medical service at a designated health center for one

year (every morning, five days a week, and two after-

noons each week).

*Excluding those done jointly with Office of Investigations.
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Nursing Home Chain Owner and Principal Officer --
Medicare/Medicaid

The subject established the corporation to transact
business with each of its six nursing homes; the
relationship was concealed in order to obtain profits
on related party transactions; such profits are not
allowable under Medicare regulations.,

Pled nolo contendere on January 9, 1978; sentenced
to one year in prison, nine months of which was
Suspended, two years' probation and a $7,500 fine,

Nursing Home Chain ~- Medicare/Medicaid

The subject established the corporation to transact
business with each of its six nursing homes; the
relationship was concealed in order to obtain profits
on related party transactions; such profits are not
allowable under Medicare regulations,

Fined $2,500.

Doctor's Secretary ~- Medicare

She altered bills of her employer and then sent them
in with unassigned Medicare claims, She also deposited
checks made out to the doctor into her own bank account.

On October 6, 1977, pled guilty; sentenced on February 2,
1978; pled guilty to one count mai] fraud. Received a
five year suspended sentence, five years' probation,
fined $1,000, and ful]l restitution ordered.

Owner of Laboratory -- Medicare/Medicaig

The owner of a lab was billing the Medicare and
Medicaid programs for manually performing certain
laboratory tests. It was discovered, however, that
he was contracting out his business to companies
which used automated services. There was a consider-
able difference in reimbursement feesg for manual as
Opposed to automated procedure. '
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7. TLaboratory Itself (See No. 6 Above) -- Medicare/
Medicaid

Pled guilty August 2, 1978. No fine.

8. Hospital Administrator -- Medicare/Medicaid

Set up an inhalation therapy company which provided
services to the hospital of which he was administrator.
He hid the fact that he was the owner of the inhala-
tion therapy company, and billed the hospital in
excess of allowable costs.

Oon April 6, 1978, pled guilty; sentenced June 6, 1978;
sentenced to one year in prison and three vears'
probation; fined $10,00C.

9. TIndependent Purchasing Agent Al -- Medicare/Medicaid

owned several corporations which would design and
equip new hospital facilities. He had a contract
with six hospitals to sell them the hospital equip-
ment at manufacturer's cost, plus a five to eight
percent mark-up and actual freight costs. Inflated
costs 20 - 30 percent, causing an overbilling to
these hospitals of $470,000.

Guilty by jury November 30, 1978; sentence scheduled
January 19, 1979.

10. Independent Purchasing Agent "B" -- Medicare/Medicaid

on May 1, 1978 pled guilty to same fraud as above.
Sentence was postponed until completion of the trial
of Purchasing Agent "A".

11. Independent Purchasing Agent "C" -- Medicare/Medicaid

On May 1, 1978 pled guilty to same fraud as above.
Sentence was postponed until completion of the trial
of Purchasing Agent "A".

12. oOwner of Skilled Nursing Facility -- Medicare/Medicaid

Pled guilty to filing a false 1974 Medicare cost
study and a false 1974 Medicaid cost study. He
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promised to make restitution to both the Medicare
and Medicaid programs.

On November 17, 1978, pled guilty; sentence has been
scheduled for a future date,

Physician =-- Medicare

Billed for services not rendered.
On November 3, 1978, convicted; fined $1,000.

Laboratory -- Medicare

Billed Medicare for laboratory tests and services
that were not ordered or performed.

On June 9, 1978, pled guilty to one felony count;
60 days confinement, $12,000 fine.

Durable Medical Equipment Supplier (DME} ~- Medicare

A company billed Medicare for the rental of equipment
which beneficiaries thought they had purchased. The
firm was convicted and fined $2,000 on June 29, 1978,
while two of the firm's officers pled nolo contendere
to 24 misdemeanor counts. The individuals received a
sentence of 12 months confinement (suspended) with
two years probation and fines of $2,000 each.

Physician =~- Medicare

Billed Medicare for far greater number of office
visits than had actually been made.

Convicted October 19, 1978; one year confinement on
each of five counts to run concurrently; four years'
suspended sentence on 19 counts; five years' on
prebation; $5,000 fine.

Podiatrist -- Medicare

Made false statements and misrepresented facts in
order to receive payment under Medicare.
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Convicted February 11, 1978, of seven counts;
sentenced to three years' probation on condition
that first 60 days in a work release program; fined
$10,000.

Home Health Agency -- Medicare

No fine.

Convicted February 6, 1978, of four counts, two
conspilracy, two false statements.

Durable Medical Equipment Supplier -- Medicare

submitting false claims in three categories:
a. Equipment that was never actually provided.

b. Billing for an upgraded quality of equipment
which was not provided.

c. Billing for equipment for people in skilled
nursing facilities.

Convicted August 28, 1978; three years' imprisconment,
five years' on probation.

Podiatrist -- Medicare

Billing for services not rendered in order to obtain
money for surgery that was not performed.

Convicted November 18, 1978; pending sentence.

Physician ~- Medicare

Billing Medicare for services not rendered and charged
with 29 counts of filing false statements. As part of
plea bargaining, U. S. Attorney agreed to three counts
of mail fraud.

Convicted February 8, 1978; pled guilty to three counts
of mail fraud. Concurrent jail sentence on two counts;
two and one-half years; five years' on probation
following jail sentence. Doctor fled country, fugitive
for ten months. When Doctor finally was arrested,
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added three years to sentence. Currently serving a
five and one-half Yyear sentence.

Optician ~- Medicare

Billed for prosthetic devices which were not provided.

On August 17, 1978, pled guilty of one count mis-
demeanor and one count felony.

--Misdemeanor ~- One year in prison, to be released
after six months on parole.

~-Felony -- Three years imprisonment (suspended), to
be placed on probation for two years with the
condition that he seek psychological treatment and
keep his bookkeeper in business

Physical Therapist -- Medicare

Billed for services not rendered.

On March 28, 1978, pled guilty; sentenced to eleven
months on each of four counts; sentences to run
concurrently (suspended); placed on five years'
probation.

Podiatrist ~- Medicare

Billed for services not rendered.

On December 29, 1978, pled guilty to one count mis-
demeanor; sentence pending,
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SUMMARY OF ESTIMATED ANNUAL SAVINGS FROM SYSTEMS CHANGES
RESULTING FROM PROJECT INTEGRITY I AS OF JANUARY 26, 1979

Following are projected annual savings brought about by
procedural and systems changes made or planned by the
State Medicaid Agency. These savings are the result of
Project Integrity initiatives and have been referred to
in some of the Lessons Learned Reports to the States.

- Region I -- New Hampshire—MassachusettSMConnecticut -
$415,800

In New Hampshire, based on the finding of Project Integ-
rity that excessive prescriptions were being filled for
recipients in nursing homes (i.e., multiple fillings

made primarily to obtain dispensing fees), the State
agency implemented a policy which now allows a minimum

of a 30-day supply for such prescriptions. Dollar savings
of $151,200 will be realized and is based on only 18 phar-
macists selected under Project Integrity. Actual savings
resulting from this policy are undoubtedly greater but
cannot be accurately estimated.

This is a typical problem area which will be examined in
other States to identify further opportunities for this
type of systems/policy revision.

our review of payments to physicians for nursing home
visits in Massachusetts disclosed that physicians were
billing at an erroneous procedure code when more than

one recipient was seen in a nursing home on a given date.
At the request of the State we expanded the scope of our
review to cover a 3-1/2 year period and identified poten-
tial recoveries of about $151,000. Recommendations to
require physicians to identify the nursing home's Medi-
caid identification number on the billing form and then
keying it into the paid claims file, will permit monitor-
ing through a pre or post payment edit. Annual savings
of $43,100 is projected.

A research project in Connecticut disclosed physicians
using procedure codes which provided them a greater reim-
bursement than they would have received using a more ap-
propriate code. Over a two year payment period we identi-
fied over $443,000 excessive payments. The State agency

228



APPENDIX E APPENDIX E

Page 2 Page 2

has taken action to Strengthen its procedure code sys-
tem and monitoring process to insure proper payments.
We estimate annual savings to be $221,500.

Region IiI -~ Maryland and Virginia -- $1,502,400

In this region a pervasive Practice was found among phy-
sicians and pharmacists of failing to Properly support
their claims. As a consequence claims were being paid
which were in fact éXcessive in relation to the actual
services rendered. Project Integrity identified these
problems. In Maryland it was found that 15 percent of
the physician services reimbursed were not supported by
patients' medical records, and that "underdocumented"
claims included office visits and laborztory services.
The annual loss is estimated, conservatively, at $471,400.
This will be avoided in the future.

In Virginia a similar loss was attributable to unsup-
ported physician claims andg billing error amounting to
$781,000 annually. Unsupported drug claims in Virginia
were conservatively estimated at $250,000 annually.

Region III -- District of Columbia ~- $500,000

During the review of the District of Columbia (DC) Dental
Project we noted a duplicate bayment contrxol problem in
the overall claims Processing system. Although DC had an
edit program to cover duplicate payments, we identified
New recommended Pre-edit procedures have been implemented
to help eliminate this problem. We are currently pro-
jecting annual savings of $500,000 although this estimate
will probably be much larger.

Region IV ~- Alabama —- $2,256,300

The State Commissioner from Medicaid Services has ac-—
knowledged that improved computer edits as a result of
Project Integrity "Lessons Learned" are being applied to
all Medicaid programs -- even though the primary revela-
tions occurred in relation to Project Integrity Drug and
Physician reviews. Ag a result of the improved prepay-
ment edits and post-payment utilization reviews, the drug

claims rejected have reached 5.3 percent with an annual
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savings of $100,000 per year. The physician claim re-
jection rate has reached 15.3 percent with an annu-
alized savings based on $23.66 per claim of $2,156,300.

Region IV -- South Carolina -- $67,585

Project Integrity drug cases revealed a high incidence
of duplicate payments which are now being detected by
prepayment edits. The annual savings estimated from
these edits (based on $7.18 average value per dupli-
cate prescription) equals $67,585. =

Region VI -= TLouisiana -~ $2 Million

A detailed HEW audit report has been submitted to the
State, in respect to improved management of the Medi-

caid Drug Program. The report noted that Louisiana
Medicaid recipients were receiving an unusually large
number of prescriptions compared to receipients in other
States. This is a direct result of Louisiana's “"unlimited”
Medicaid Drug Plan, and inadequate controls of adminis~—
tering the plan. We recommended tightening of these pro-
cedures and limiting the number of prescriptions to one
refill per month per drug.

In addition, the State regulation on pricing of drugs
to Medicaid provides that the total price of a pre-
scription cannot exceed the prevailing wholesale price
plus a dispensing fee of $2.35. Our Project Integrity
findings showed that the State was allowing pharmacists
to bill amounts above the prevailing wholesale price.

The savings from these two recommendations, if fully
implemented, will be about $2 million annually. These
and other recommendations were still under study at the
time of this report.

Region IX -~ Hawaii -- $100,000

The Project Integrity cases for pharmacies revealed a
widespread practice of "discriminatory billing" --
meaning that the Medicaid program was being billed
charges far in excess of those made to private patients,
contrary to Medicaid regulations. Based on the actual
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billings of 8 pharmacies analyzed under Project Integ-
rity, the annual Medicaid overpayments of 1976 were
about $100,000. It is possible that the total over-
payments to all pharmacists would approximate $187,000.
However, for conservatism, we are claiming only $100,000
as the savings resulting from the State's issuance of

a new instruction to pharmacists participating in the
program.

Summary

Region I $ 415,800
Region III 1,502,400
500,000

Region IV 2,256,300
67,585

Region VI 2,000,000
Region IX 100,000
$6,842,085
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PROJECT INTEGRITY IT
RESEARCH AND DEVELOPMENT PROJECTS

" The HEW Audit Agency is doing research and development work
-- Project Integrity II -- which has resulted to date in 30
computer applications, field tested in 17 States, designed
to help search out fraud, abuse and error in the health care
field. Each project includes research in a specific program
area and development of computer detection screens in coop-
eration with States having a high degree of interest or
expertise.

The development process begins with a systematic inquiry
into a program area to discover its make-up, objectives, and
operations. The research is first conducted at the Federal
level. Then, an affiliation with a State is established and
a pilot project is initiated. Research is completed at the
State level. With the cooperation of the State we develop
criteria for computer screens oy matches, test them against
the State's payment records, and validate computer output.
Once our validation has been completed, a summary of results
is prepared and further testing, if needed, may be extended
to other States. The resulting product is a tested package
of computer detection programs and methodology for probing
segments of a State's health care program..

The research and development packages can bhe used in various
ways. Operational initiatives can be launched as joint
State-Federal projects involving the cooperative efforts of
the State Medicaid agency, the Office of Inspector General,
and the Health Care Financing Administration, as well as
related State Medical Associations. Also, the test programs
and results of operations can be made available to States
for use in their regular monitoring activities, either to
supplement a State's existing checking system or as a new
detection tool.

The program areas covered to date under Project Integrity II
are dental services, laboratories, physicians' billings for
hospital inpatient services, physicians' procedures codes,
outpatient hospital services, medical supplies and eguipment,
transportation, and services of medical practitioners such

as optometrists, podiatrists, and chiropractors.

Thirty different computer applications have been designed.
Projects are being conducted in 17 different States. Two
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of the test packages -- dental and laboratory services =--
are now in operation in several States.

Dental Services

Similar to Project Integrity I, our review of dental services
uses special computer applications to identify dentists whose
utilization patterns warrant further analysis and evaluation.
The applications are designed to compare individual dentists'
Practices for selected services against what should normally
be expected. The applications identified dentists and
recipients who exceed parameters established for selected
Procedures. Full advantage is taken of the in-mouth review
System already in use in some States. An in-mouth review on
selected recipients will determine if the services were
rendered as billed. More States are participating in this
project. (See Page 12)

Laborateries

This project centers on the identification of laboratories
that exceeded parameters established for 26 selected pro-
cedures or groups of tests or were reimbursed more than
$75,000 during a one year period. Our computer applications
are designed to identify laboratories which:

. Bill for services not performed.

. Biil for individual tests when actually tests
done as part of a panel.

. Bill for tests not ordered by a physician.

Another application was designed to detect instances where
both the laboratory and the ordering physician submitted
claims for the same laboratory test.

The State of California cooperated with us in exemplary
fashion on this project, and six others are participants.

Further detail is presented at the end of this Appendix.
(See Page 10)

Hospital Inpatient -- Physician Billing Match

The primary objective of this project is to identify physi-
cians' inpatient hospital services paid but not provided
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under the Medicaid program. The computer application matches
the dates of service of physicians' billings with dates of
service shown on hospital inpatient billings. A mismatch

of dates indicates a discrepancy requiring further review.

Testing in Connecticut, the pilot State, is completed. Dis-
crepancies were found for 32 of 50 physicians reviewed.
However, the dollar value of the identified gquestionable
services were not significant in terms of the dollar value
of total services reviewed. Also, validation work showed
many erroneous dates of service on the records.

Further State involvement in this project has included an
expansion of the period of review and sending letters re-
guesting refunds from a large number of providers. Many
responses have been received and refunds made. The State
has also notified all physicians participating in the Medi-
caid program of the seriousness in billing for services not

rendered and reemphasizing the administrative sanctions that
would be applied., -

Physician Procedure Code

This study attempts to identify the extent to which physi-
cians are using correct medical procedure codes on billings
submitted to a State agency. Under the Medicaid reimburse-
ment system, each medical service provided by a physician is
described, coded, and through a relative value scale, it is
priced. During Project Integrity I, we identified numerous
examples of physicians using procedure codes which provided
them a greater reimbursement than they would have received
using a more appropriate code.

In pursuing this project in the test State of Connecticut,
computer applications included the establishment of para-
meters which placed a limit on the number of times the
physician services could be billed on behalf of an individual
hefore potential excessive payments would be calculated.
These parameters were established on the basis of input
provided by State agency personnel.

We identified 1,365 physicians who had exceeded established
parameters for a 2Z-year payment period. The potential

excessive payments is estimated to be about $443,000. The
State used the computer printouts as one of the bases for
‘writing letters requesting refunds from physicians. The
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State expects to recoup thousands of dollars through this
campaign. The Federal Government will participate in these
refunds. The State has also taken action on its own to

- strengthen its procedure code system and its billing, pay-
ment, and monitoring process to insure that payments made
to physicians are proper.

The project has been extended to Colorado for further testing.

Outpatient Hospital Services

The overall goal of this project has been to develop audit
approaches leading to the detection of fraud and abuse in
the area of outpatient hospital services. Computer applica-
tions are used as a tool for identifying those providers
whose billing patterns indicate a high or abnormal utiliza-
tion of services. The research and development effort has
focused on the States of New York and New Jersey.

Three major categories of computer detection programs were
developed and tested -- primary, auxiliary, and match.

Our preliminary work included developing and applying three
primary computer programs. The major objective of the first
pProgram is to array or summarize the utilization patterns

of the various outpatient/clinic facilities that exceed
established parameters. This program also identifies all
recipients exceeding the limits, as well as the number of
visits, within each group exceeded. Those facilities that
exhibit an abnormal or high utilization of services, or
exceed other criteria in comparison to others, are singled
out for a further detailed review. A second program
identifies and summarizes utilization patterns of recipients
exceeding established parameters. In this application the
clinic utilization activities of the recipient are summarized
and used to support the output from the first application or
as an aid in determining which recipients of selected
facilities merit further review. A third program, which
generates recipient profiles on these individuals or those
selected for further review, presents in detail the out-
patient/clinic utilization of recipients and their families
during a specific time period.

Preliminary results show potential abusive practices.

Initially 136 providers and 13,585 recipients exceeded para-
meters. Work continues on the computer applications.
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Three auxiliary computer programs were also developed and
tested. These programs can identify facilities providing
several possible unnecessary services to a recipient in
the same day {(ping-ponging of services} and possible un-
"necessary referral practices among two or more facilities
on the same day, or one day apart. Although some examples
of potential abuse were noted, they did not appear to.be
indicative of a trend. '

Finally, four computer match detection programs were devel-
oped which included the following applications.

Outpatient services billed for periods of recipient's
inpatient stay: A two tier program was used. The
first tier matched inpatient outpatient billings at
the same hospital while the second tier matched out-
patient billings at one hospital against inpatient
billings for all hospitals. This application
disclosed that hospitals were billing for both
inpatient and outpatient services for a recipient

in the same day in violation of both Federal 'and
State regulations. For example, a recipient was an
inpatient at one hospital for a period June 29
through July 28 while he was billed as an outpatient
at another hospital for 13 days within this period.

Two or more outpatient billings for the same recipient
in the same day: Under an all inclusive rate estab-
1ished for hospital clinics in the test locations, a
hospital is not permitted to get reimbursed for more
than one visit per recipient per day regardless of the
number of clinics attended by the recipient in the day.
The application at two test sites disclosed duplicate

billing amounting to about 15 percent of total billings
reviewed.

Other match computer applications were (1) drugs dispensed
and billed for separately on the same day as an outpatient
visit and (2) outpatient services against the entire

physician payment file to determine services billed on same

day for same recipient by both physician and cutpatient
clinics.

‘The pilot States of New York and New Jersey are enthusi-

astically following-up on the results of all computer
applications.
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Medical Supplies and Equipment

Providers of medical supplies and equipment under Medicare
and Medicaid programs fall into two basic groups. The first
group is providers of durable medical equipment such as
oxygen, beds, wheelchairs, and canes. The second group
includes providers of prosthetic appliances (replacement
limbs and parts), orthotic devices (braces, splints and

- supports), replacement eyeglasses and hearing aids.

Field work in the research and development project was con-
ducted largely in South Carolina in cooperation with the
State Medicaid agency and the Medicare intermediary. Input

was also obtained from Georgia, and further testing is under-
way in Indiana. '

We developed and tested several computer programs to analyze
the paid claims for providers of medical supplies and equip-
ment. One approach was to analyze paid claims by comparing
billing practices of each provider with others in a similar
group to identify providers whose billing practices vary
substantially from norms and parameters. 2 wide range of
nhorms or group of norms can be used to identify deviant
billing practices. For specific items of medical supplies
and equipment, the norms include total services per
recipient, total cost per item, and average cost per item.
These norms can be considered as parameters, or established
limits of reasonableness, against which the billing practices
of each provider is compared.

Another approach was to analyze paid claims by keying on
specific types of transactions which more readily lend
themselves to fraud and abuse. 1In this appraoch we asserted
that certain types of transactions were "higher risk” than
others and computer programs were developed to analyze these
types of transactions in considerable depth. Some of the

transactions which our research showed has a high potential
for fraud and abuse were:

- Routine delivery of items on a route basis but
Medicare or Medicaid was billed for individual
deliveries.,

Billing for services after death.

Billing for individual components rather than
fully assembled items when the assembled item
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is less costly than the sum of the individual
components.

Using the norm approach we identified 2,334 providers from

a one year payment period who received reimbursement from
Medicare and Medicaid. Of these providers, our printouts
identified 259 who exceeded Statewide average costs for the
selected medical supplies and equipment items. Profiles
were obtained from Medicare and Medicaid for some of the
providers. The profiles contained many and various types of
questionable transactions. This approach required extensive
purging of the payment transactions and extensive manual

analysis to identify specific transactions for in-depth .
review.

Under the specific type of transaction approach, we isolated
several cost items which lend themselves to fraud and abuse.
One item under both Medicare and Medicaid programs is payment
to providers for delivery of medical supplies and equipment,
expecially routine deliveries to replenish oxygen. A com-
puter program was developed to identify providers who charged
the same amount in the same day for deliveries. This program
was effective in identifying providers who were making route
deliveries but charging for individual deliveries.

Another situation when providers who are supplying rented
items or items purchased under an installment plan inad-
vertantly submit claims during the month, or after, the

patient dies. Other providers may be intentionally submitting
claims after death. ‘

Computer programs were developed to explore this problem.

The approach required use of a tape containing all deaths

in the State for the period of review, and matching them to
recipients who were receiving services. One program identi-
fies those providers who billed for rental services or
installment purchase services during the month of death.
Another program identifies providers who billed for all
types of medical supplies and equipment services after death.
Using these approaches we identified 89 providers for review.
The number of recipients for which these providers billed
for service ranged from 1 to 37.

Transportation

Transpertation includes travel expenses necessary for
securing medical examinations and/or treatwent by ambulance,
taxicab, common carrier or other appropriate means.
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Our objective was to develop and test special computer
applications to aid in identifying vendors and recipients
‘who display the greatest potential for fraud and abusive
Practices. 1In Illinois, computer applications have been
" designed to:

. Assist in identifying transportation vendors
who may have billed for excessive or unnecessary
trips, and the same service more than once. -

« . Identify transportation vendors who may have
billed for services not provided.

« Identify basic information concerning the trans-
portation services received by each recipient
for the purpose of identifying potential over--
utilization of services.

- Identify recipients who were provided with trans-
portation services but for who there were no
corresponding Title XIX medical service.

TwO computer applications have been developed for the purpose
of identifying those transportation vendors with total bill~
ings in excess of $1,000. The first vendor application
identified the number and amount of potential duplicate
Payments and the bpercentage of potential duplicates to total
payments. Potential duplicates were payments made for
services to the same recipient on the same date and for the
Same amount. The second vendor application matched dates of
service for recipients on the transportation payment record
to the payment records of the medical providers, such as
physician, hospital, clinics, and dentists.

Initially, vendor computer applications identified, 121
transportation vendors showed the greatest potential for
fraud and abuse. &as a result of validation effort -- a
Yeview of bills and recipient profiles in an effort to con-
firm the information upon which we based our selection --
55 vendor cases were selected for further review and
analysis.

One such case involved the payment of transportation services
on the date when no medical service was rendered. The :
computer application had identified a no match rate of 31
percent for this vendor. Three recipients had a total of 13
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transportation dates for which there was no corresponding

medical services. The medical providers were able to

support the recipients receiving medical services on only.
2 of the 13 transportation dates.

Several other cases involving potential fraud and/or abuse
of over $10,000 were uncovered and investigations are being
performed.

Two other computer applications were developed. From these
applications, we can identify the recipients who; (1) received
the most transportation services, (2} received the greatest
dollar amount of transportation services, (3) utilized the
most transportation vendors and (4) received transportation
services for which there was no corresponding medical
services. These applications will be useful in identifying
potentially fraudulent recipients and evaluating a State's

procedures for controlling fraud and abuse in transportation
services.

Work has been extended to Minnesota for further developing
computer applications in this area.

Other Medical Practitioners

This project has involved the development of screening para-
nmeters and prototype computer programs that will identify
potential abusive and/or fraudulent practices of other
medical practitioners under the Medicaid program -- podi-
atrists, optometrists, and chiropractors. The computer
programs were employed in Texas and Illinois.

The program to screen these provider services summarizes the
value and quantities of services that the practitioners give
to their patients. A limit for the total amount paid for
all services to all patients, and a limit for the number of
services given to one patient in each service category, was
established. The computer program also keyed on provider
claims by specialty code or doctor type and established
parameters based on State program limitations. This produces
peer average data on the various screening parameters, for
example, nursing home visits and eye examinations. The use
of peer average deviations in patterns of practice is an
important element in the process of identifying and/or
isolating providers with attributes known to be significant
in past provider investigations, prosecutions, or believed to
be indicative of potential abusive or fraudulent practices.
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A total of 617 podiatrists whose claims were paid under the
Medicaid program were screened, and 242 exceeded one or more
of the computer SCreens. Seventy of these providers were
Subjected to a further examination. In one instance, over
50 percent of the claims of one of these providers (a podi-
atrist's) was for noncovered services {i.e., routine foot

care). An investigation is underway and a large dollar
recovery is contemplated. ‘

Our computer applications were also applied against Medicaid
paid claims for 1,962 optometrists. One or more computer
Streens were exceeded for 554 of these providers, of which

70 were selected for further review. an example of potential
abuse was disclosed when profile data was analyzed for one

of the Optometrists, The data showed instances where a
recipient received three eye examinations and four pairs of
glasses during the year, and three members of the recipient's
family received a total of seven eye examinations ~- from
one to four each -- and elght pairs of glasses -- from two

to four each, within a 3-month period.

Based on the project's results, further scrutiny was warranted
for Practitioners who appear to have the most aberrant prac-
tices. Reviews and investigation continue.

PROJECT INTEGRITY IT
LABORATORIES

pilot research project that was made in California. It will
be tailored, to the extent possible, to fit the particular

audits of independent laboratories and physicians..

The Laboratory Project is presently operational in seven
States, California, Georgia, Massachusetts, Michigarn,
New York, Texas, and Washington.

Reviews at the participating States will include; (1) the

development and testing of computer Programs to identify
aberrant providers, (2) the conduct of audits to determine
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if there are, in fact, problems with the providers identified
by the computer programs, and (3) the initiation of criminal
investigations and prosecutive and administrative actions
where appropriate.

. The joint Federal/State audit in California, which is still
in process, has uncovered discriminatory billings by labora-
tories charge Medicare and Medicaid considerably more than
they do physicians for the same lab tests. For example, a
laboratory charged physicians $5.00 for a SMA 12 panel.
However, the laboratory billed Medicaid $42.00 for this
test and was paid $12.30, or 146 percent more than what a
physician would pay. For Medicare, the laboratory charged
$42.00 and was paid $20.00, or 300 percent more than what a
physician would have had to pay. We reviewed price lists
at several different laboratories, and for ten frequently
ordered tests, we have determined that the maximum amounts
allowed by the State were 20 to 254 percent greater than
the prices quoted to physicians. The practice of labora-
tories charging Medicaid more than physicians for the same
service is the rule, rather than the exception. =

State regulations prohibit laboratories from employing dis-
criminatory billing practices as described above. Also,
the review-team noted that the State's maximum allowances
for laboratory tests appeared to be too high based on
prevailing rates that were available to physicians.

This matter was brought to the attention of the Department of
Health Servicesg, California, who promptly agreed to study
the feasibility of establishing computer edits to detect and
reject claims where laboratories bill Medi-Cal more than
physicians for the same service. They also agreed to study
and revise the Medi-Cal maximum allowances to reflect the
rates at which tests are made available to physicians. This
should result in millions of dollars in savings per year in
California. We plan to cover discriminatory billing in all
the States participating in this project, and then expand
the review, depending on our findings, to all States.

Other improper billing practices at independent laboratories
include:

~-Billings for lab tests that were not done. One
lab, for example, billed for urinalysis tests
even though the ordering physician failed to
provide the required urine specimens. In another
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case, a lab claimed to have performed sensitivities
although the initial culture tests on the specimens

were negative and sensitivities could not have
been made.

—-Duplicate claims. One lab, for example, submitted
claims for complete blood counts and also billed

==-Billings for more eéxXpensive tests than those
ordered by the physicians. At one lab, physicians
ordered a test costing $4 but the lab conducted a
different test for which it received about $21.
In another situation, a lab performed additional
tests which had not been ordered by the physicians
and were not apparently needed by the patients.

—-Improper profiteering on lab work performed by
subcontractors. A 1lap had its biopsy tests done
by another lab at a cost of $10 and billed the
Medicaid program $15 for the tests.

to have performed lab tests in their offices when, in fact,

the work was done in outside independent labs. In these cases
the physicians billed the Medicaid Program more than their
costs and thereby received payments to which they were not
entitled under State regulations. As an example, one physician
had a panel of six tests performed in an outside lab at a cost

of $7 but billed Medicaid for six individual tests for a total
of $42,

The individual examples which we have cited are minor in
amounts. However, with the use of special computer tech-
nigues and statistical sampling methods, we are quantifying
the overall extent of improper payments, some of which are
expected to be substantial.

PROJECT INTEGRITY II
DENTAL

The review of dental services is based on information
developed by research Projects performed in Virginia and
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the District of Columbia., It will be tailored, to the
extent possible, to fit the particular needs and prefer-
ences of each of the participating States. The project
will be handled as a joint Federal/State effort utilizing
ataff from HEW offices of Program Integrity, Investigations,
and the Audit Agency, and appropriate State officials.

The Dental Project has, at present, nine States confirmed
to participate in the project. They are Arkansas,
Connecticut, bistrict of Columbia, Georgia, Illinois, lowa,
Massachusetts, Michigan and Minnesota. :

Computer programs have been designed to compare individual
dentist's practice patterns for selected service against
what should normally be expected for the particular service
selected. The program will enable a comparison of an indi~-
vidual dentist's practice to that of all participating
dentists within the State. Dentists whose patterns
significantly deviate from the norm will be selected for
further review. If the dentist's patterns appear fraudulent
or abusive, an in-mouth review on selected recipients will
pe made, by an independent dentist, to determine if the
services were rendered as billed. States may also consider
using in-mouth reviews to determine the quality of services
rendered by participating dentists. -

Advantages to using the in-mouth reviews technigque are:

. immediate classification as to potential fraud
or abuse with no costly expenditure of time and
resources in visiting dentists' offices.

. work of investigators will be reduced during
the investigative phase as it will be supple-
mented by professional medical assistance.

. verification of dental services performed by a

medical professional whose opinion should stand
up in court. :

. review phase will not have to be duplicated
since results can be used for prosecution.

. results of investigation will be clear cut. The
dentists either rendered service as billed or did
not. There is little need for depnding on
recipients who may or may not be reliable.
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Fraudulent and abusive practices of dentists have been
detected and reported by several States throughout the

country. Many of these dentists have been indicted and
convicted. Some examples are:

. dentist claimed a large number of surgical extrac-
tions on deciduous (baby) teeth. Investigation of
the dentist revealed that he was fraudulently
claiming for services, such as, surgical extraction

and periodontal scaling on deciduous teeth which
were never performed.

. dentist claimed 2 1/2 times the average number of
services for his Medicaid recipients than his
peers. Investigation revealed that many of the
services were not rendered.,

. dentists claimed twice the average number of
patient education services than his peers.
Investigation revealed that many of these
services were not rendered.

. dentist claimed to have extracted 38 teeth from

one patient, even though the average adult has
32 teeth.

Working with State Medical Officials computer applications
and parameters have been developed and tested by HEW that
will help screen and identify dentists whose practices
reflect these aberrant patterns. ‘
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PROJECT CRACKDOWN

Background

Project Crackdown had as its roots a series of newspaper
articles written by an enterprising investigative Phila-
delphia reporter. The reporter went undercover and sub-
merged himself in the Philadelphia drug culture which,

in part, fed off of the Medicaid program. According to
the reporter, there was a widespread, systematic rip-off
of the Medicaid program caused by unscrupulous physicians,
pharmacies and recipients. The rip~off begins when a
recipient, either a drug pusher or user, visits a physi-
cian who has the street reputation of prescribing drugs

- on demand. The physician or "croaker”, as he is known

on the street, requires the recipient to sign one cor more
blank Medicaid claim forms in return for the drug pre-
scriptions filled. &all three parties to this rip-off
profit: the physician charges Medicaid for at least an
office visit, and oftentimes for ancillary services; the
pharmacy charges Medicaid a dispensing fee; and the re-
cipient has the drugs to abuse or to sell on the street.

Project Crackdown Objectives and Approach

As a result of this deplorable situation in Philadelphia,
the Secretary ordered a nationwide crackdown on Medicaid
drug abuse. The project was assigned to the Health Care
and Financing Administration and is under the direct man-
agement of their Office of Program Integrity. The Office
of the Inspector General is working very closely with the
Office of Program Integrity, the Medicaid State Agencies
and, where applicable, the newly established Medicaid
Fraud Control Units. The project is making maximum use
of the information generated by the States' computer sys-
tems now in place but the Inspector General's Office
stands ready to provide States additional computer ex-
pertise wherever necessary.

The objectives of Project Crackdown, as this effort has
been titled, are twofold. First, we intend to identify
and to take action against Medicaid drug pushers at all
levels, including those who operate under the guise of
medical practitioners as well as those who do their
dealing on the streets of our cities. The actions will

246




APPENDIX G : APPENDIX G
Page 2 Page 2

range from a jail term to licensure revocation to
termination from the Medicaid program for those
practitioners guilty of drug abuse. The most fla-
grant recipient pushers will be prosecuted and the
others will have their Medicaid utilization practice
restricted to a single physician and/or pharmacy in
accordance with established State policy. Secondly,
working with the States involved in the project, we
will develop for immediate implementation regulatory
and administrative improvements which will prevent the
Federal and State Governments from ever again subsi-
dizing drug abuse on such a wide scale.

Project Crackdown is taking place in ten cities listed
below.

Boston, Massachusetts San Francisco, California
Dallas, Texas _ Los Angeles, California

New York, New York Atlanta, Georgia

Detroit, Michigan Minneapolis/St. Paul, Minnesota
Kansas City, Kansas Philadelphia, Pennsylvania

and Missouri

In all of the cities actions are underway to identify
physicians and pharmacies for review.

The results in Philadélphia, although preliminary, are
nevertheless encouraging.

As previously reported, court action had already been
taken against four identified "croakers". Three were
convicted and the fourth committed suicide prior to
trial. The State Agency has taken administrative action
against an additional four "croakers". One has been
given a life time suspension from Medicaid (this auto-~
matically applies to Medicare also) and two have been
suspended for ten years.

To date, the Philadelphia District Attorney's Office in
conjunction with the Medicaid Fraud Control Unit is
taking the lead role in Project Crackdown. Its investi-
gations of two "croakers" under the Operation Weak Link
concept has led them into concurrent investigations of
three additional "croakers", four pharmacies, two
Medicaid mills and one laboratory. There are strong
indications of common ownership of the two mills and
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the laboratory; and, the investigation continues. One
investigator extremely familiar with the case suspects
that Project Crackdown will eventually show a mass con-
spiracy to defraud the Medicaid program by a small group
of businessmen who control a large number of medical pro-
yviders including mills, ambulance services, and laboratories.

The FBI has limited its primary investigations to one
"~roaker" and one pharmacy.

We also agreed to provide the Assistant U. S. Attorney
data packages on ten additional investigative targets.
Five targets will consist of a "croaker"”, a pharmacy,
a radiology laboratory, an independent laboratory and
an ambulance service, if appropriate.
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OTHER LEGISLATIVE IDEAS TO ENHANCE MEDICAID
FRAUD, ABUSE AND ERROR CONTROI,

It should be stressed that none of these ideas have been
put through a formal review and drafting process. However,
they are matters worthy of discussion and further develop-
ment where agreement can be reached as to their value.

1. Legislation Needed to Permit Competitive Selection Of
Fiscal Agents '

~—As proposed in an excellent task force report HCFA
should seek new legislation to permit a combined
and fully integrated Part A and Part B structure
for administration of the Medicare program.
In combining the administration of Part A and
Part B, the number of contractors should be reduced,
the contractor areas should be defined on a
geographic basis using States as the building
block, the nomination process should be eliminated,
the prime contract with the Blue Cross Association
should be terminated, and the role of the Division
of Direct Reimbursement should be limited to dealing
only with Federal providers and special cases where
the Government believes it is advantageous to effi-
cient program administration. In addition, all
contractors should be selected on a competitive
basis and should not be limited to insuring
organizations currently serving as contractors.
Contractors should be reimbursed on a fixed price
or fixed rate basis rather than on a cost basis.
Implementation of these recommendations would be
phased in over a period of time to ensure a very
effective transition to the new contracting mode
and to assure no disruption to Medicare operations.
Furthermore, HCFA should experiment with separating
the provider reimbursement and audit function from
other contractor functions under a combined Part A
and Part B arrangement,

~--If a decision is made not to combine the administra-
tion of Medicare Part A and Part B under a single
contractor, legislation should be sought to eliminate
the nomination process under Part A and to select
and reimburse intermediaries on a competitive fixed
price or fixed rate basis. In addition, thc number of
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intermediaries should be reduced by redefining intep-
mediary jurisdictions based on Jgeography with State
boundaries as the building block, but not to exceed
an HEW region. Furthermore, the Blue Cross Associag-
tion prime contract should be terminated and the

reduced., 1In addition, legislation should be sought
to select ang reimburse carriers on a competitive
fixed price or fixed rate basis and should not be
limited to insuring Organizations,

——~HCFA should impose substantive requirements and
mechanisms to improve, monitor and evaluate State
pProcurement Practices to eénsure effective competi-
tion for contracts in the Medicaid Program. Addi-
tionally, Policies should be standardized, wherever
possible, to institute uniformity between Medicare

~=a mechanism +o generate, evaluate angd monitor a
coherent hational picture and understanding of
State Procurement practicesg
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~wan overall program strategy for contract adminis-
tration under Medicaid

~-comprehensive policies and regulations to guide
State procurement processes

~-detailed procedures to provide effective over-
sight and monitoring of procurements.

2. Statute to establish Federal criminal jurisdiction for
theft or embezziement of Federa) grant and contract
funds. Once the proceeds of an HEW grant are in the
possession of the grantee, it is not a Federal offense
to steal them. Vet substantial sums are at risk, and
it is the Federal Government that has the primary
interest in their protection. We should not have to
rely on the vagaries of local law enforcement and
State statutes when the basis for Federal jurisdiction
seems clearly to be present. We would suggest that
the Congress give consideration, therefore, to gnact-
ing legislation which would make it a Federal crime to
embezzle or otherwise criminally convert Federal grant,
contract, or other assistance funds. 1In this regard
it is noteworthy that similar provisions already cover
certain Federal grants and are continued or expanded
in proposed Section 1731 of the Criminal Code Reform
Act.

3. pmmend 42 U.S.C. 1396h to upgrade from misdemeanor to
a felony, penalities against persons who knowingly
iSe their Medicaid cards to aid in the procurement
Of controlled substances under certain conditions.
When a Medicaid card is used to procure drugs in
violation of a Federal or State controlled substances
or narcotics law, make it a felony for a Mzdicaid re-
cipient whose card has been used for that purpose to
have loaned or sold his card knowing that it was to
be used for that purpose. In a sense, the recipient
will have been shown to have engaged in a conspiracy
to violate the narcotics law.

4. pmend 42 U.S.C. 1396h to make it unlawful for a practi-
Tioner to pay a druggist to fill his prescriptions for
controlled substances. This type of "reverse kickback”
has been found in use by Operation Crackdown.
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5. Amend 42 y.s.cC. 1395 cc to require termination from
participation (or a very long suspension) from the
State's Health Care Programs after being convicted of

same statute might likewise provide HCFA authority to
suspend from Medicare and Medicaid (following due process

lifting a doctor's license to pPractice medicine 1if

he knowingly supplies Prescriptions for controlled
substances, or controlled substances themselves,

where a doctor-patient relationship has not been
established, where the drugs are not maedically
nNecessary, or where the drugs are to be sold on the
Streets in violation of narcotics laws. Also provide
for a quick "temporary restraining order® upon indict-
ment for a violation of 21 U.5.C. 841. 'his is an
action that would help bolster our ability to act ade-

quately in the types of problems being investigated in
Operation Crackdown.

date of certification. we believe this ig only fair
and proper and in accordance with the original intent
of ‘Section 17 of p.1,. 95-142. Since many of the
Units have only been recently certified and there are
a number of other applications yet to be submitted,
the available period of funding has already been
reduced to two' years or less. This is inadequate in
many cases for a unit to establish itself and demon-
strate its cost effectiveness.

8. Statute to establish Federal criminal jurisdiction for
bribing certain non-Federal administrators who control
the expenditure of Medicara or Medicaid funds. This
problem is analagous to Ehafb in Item 2 above. It was
also discussed in our Senate testimony last summer as
a further problem of enforcement due to lack of adequate
statutory authority. Under present law one who gives
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to a State Medicaid official -- neither of whom is a.
Federal public official -- has not violated the Federal

Bribery Statute. It would seem proper for Congress to
enact legislation making it a Federal offense to give
something of value to a carrier, intermediary, State
or Fiscal Agent employee with the intent to influence
his action in connection with either Medicare or Medi-
caid programs.

9. We reaffirm our support for modifying the "Free Choice
of Providers" provisions in the selection of labora-—
Tories and suppliers of medical supplies and equipment.
This would permit awards based on competitive bid
prices and effect savings estimated conservatively at
$5 million annually for eyeglasses and hearing aids
alone. Last year the Senate passed a Bill (S.705)
known as the Clinical Laboratories Bill, and the House
held hearings on but did not pass a companion Bill --
H~10909.
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BEXAMPLES OF INTERJURISDICTIONAL.MATCH CASES

Illinois/Michigan

The recipient apparently maintained residences in
both Chicago, Illinois; and Detroit, Michigan.
From June 1971 through March 1978, the recipient
received AFDC benefit payments of £38,171 from
Illinois. The amount does not include Medicaid
or food stamps. The recipient also received ap-
proximately $40,000 from the State of Michigan in
AFDC benefits during that same period.

The case is still under review by the Illinois De-
partment of Public Aid, preparatory to referral to
authorities for investigation and prosecution,
Actions to be taken by the State of Michigan, so
far as we can determine at this time, will depend
on the results of the Illincis investigation.

New York/California

This case has been active in New York State con-
tinuously since 12/1/69 and in California since
1/75. The client was visited in New York City
and admitted to receiving four (4) duplicate
grants. She has apparently defrauded California
for $15,000. The FBI 1is pursuing the case.

Kentucky/Illinois

The HEW Interjurisdictional Match identified one
individual receiving AFDC benefits from Kentucky
and Illinois. Preliminary review had shown that
for the l4-month period of June of 1977 - July of
1978 this individual received AFDC payments of
about $2,000 from Kentucky and about $2,800 from
Illinois.

The recipient was determined to be living in
Louisville, Kentucky, and was removed from Ken-
tucky AFDC program in July of 1978. He was also
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rYemoved from Illinois AFDC program in August of
1978.

This case is still being reviewed by Kentuéky and
Illinois AFDC officials

Arkansas/Illinois

During Phase I of the Interjurisdictional Match,
this client was identified as a possible recipient
of AFDC assistance in both Illinois and Arkansas.
As a result, a more detailed review of case rec-
ords was conducted and it appears that duplication
of payment was made for the period August 1976.
through October 1977 and February 1978 through

‘November 1978. The total amount of AFDC funds

paid by Arkansas during this time was $3,964. In
addition, this recipient was a participant in the
Food Stamp Program continuously during this period
resulting in an overpayment of indeterminate amournt.
The case has been referred to the Fraud Investiga-
tion Unit for investigation and referral for prose=
cution if warranted.

Virginia/District of Columbia

This individual applied for and received ADC &assig-
tance from the Arlington County Department of
Social Services during the following periods:

May 1974 - March 1975; September 1975 - November
1975; and November 197§ - September 1977,

After detection by Project Mateh in July 1977,
the case was investigated by the Office of In-
spection, District of Columbia, Department of
Human Resources. Their investigation revealed
that during the above periods this recipient had
resided in the District of Columbia and had con-
tinuously received assistance from the District

- since May 1974, under another nane.

According to information received from the Dis-

trict's Department of Human Resources, the case
was referred to the District of Columbia's

Corporation Council for possible prosecution.
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The Department of Human Resources has classified
this c¢ase as an overpayment rather than ineligible
gince the recipient was a resident of the District
and therefore was entitled to assistance. As of
March 1978, this recipient was drawing assistance
from the District.

As a result of this individual'ls faillure to report
to the Arlington County Department of Social Ser-
vices her receipt of assistance from the District
of Columbia and of her failure to report her resi-
dence in the District, she was totally ineligible
for assistance and received a total of $5,000.00
in AFDC funds and $2,844.58 in Medicald funds to
which she was not entitled.

California

During the course of the Interjurisdictional Match
when the State attempted to review the case file
of a recipient, the eligibility worker stated

that he could not locate the file. State investi-
gators later searched his desk and located the
file as well as the files for three other cases
which should have been discontinued because the
individuals had moved to other States. The eligi-
bility worker had apparently continued the cases
as active and was preparing monthly authorizations
for payments. The payments section of the Welfare
Department then sent the checks to an apartment
rented by the eligibility worker who received the
checks and apparently forged the signatures of

the welfare clients and deposited the money in

hig own bank account. The amount involved was

in excess of $70,000. The eligibility worxker was
arrested and charged with embezzlement.

Delaware/Pennsylvania

This overpayment resulted from verifying HEW's
Interjurisdictional printout received on May 3,
1978. Verification received frow Pennsylvania
indicates that this individual is currently re-
ceiving assistance and has »2en since December
1874.

[
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This recipient has been receiving assistance in
‘Delaware since August 8, 1974. Applications

filled out by the client on August 8, 1974;
September 19, 1975; March 18, 1977; and May 17,
1978, make no mention of receiving assistance in
Pennsylvania. An entry of February 18, 1975, in-
dicates the case was closed effective March 1,

1975, because the client was moving to Philadelphiea,
Pennsylvania. However, there wasn't a PA-1 in

the record that indicated the case was ever closed.

It appears the client has fraudulently received
assistance in bDelaware for nearly four (4) years
in the amount of $8,075. Prosecution is recom-
manded per APM sections 7101, 7102, and 7200,

8. Maryland/Delaware/New Jersey

This is the case of one of a number of "triple
dippers".

From JTanuary 1976 through November 1978 the client
and her husband, while claiming three dependent
children, applied for and received AFDC payments
totaling $9,235 from Maryland. The initial and four
subsequent applications for assistance did not show
the receipt of any income and did not list receiving
any other financial assistance. A review by HEW
investigators showed that the husband held a full
time job from late 1977 through most of 1978. Also,
the husband received $444.00 a month in educational
assistance from the Veterans Administration from
January 24, 1977 to July 21, 1977.

From March 1976 through October 1978 the client
received AFDC payments totaling $7,640 from Delaware.
On the application for assistance the client stated

that her husband had left her and that she had two
dependent children.

From July 1976 through Cctober 1977 the client re-
ceived AFDC payments totaling $4,683 from WNew Jersey.
On her assistance application the client stated that
she was separated from her husband and had two da-
pendent children. 1In a relategd case, New Jersey
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investigators discovered that the client's brother-
in-law received AFDC payments totaling $3,947 from
the two New Jersey counties at the same time while
claiming two of the client's children as dependents.

The Department of HEW's Office of Investigations is
making a special review of this case. The results
will be presented to the United States Attorney

for the District of Maryland for appropriate legal
action.
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OFFIGE OF THE SECRETARY
WASHINGTON, D.C. 20201

August 10, 1978

PROJECT MATCH II
QPERATIHG PLAN

A Nationwide Program to Adjust Benefits For or Remove From
the Supplemental Security Income Program Those Federal
Employees Who Are Illegally Receiving Benefits :

This paper describes the goals and procedures to be used in
the computer comparison of the Supplemental Security Income
(SSI) files maintained by the Social Security Administration
(SSA} with the Federal civilian employee roll maintained by
the Civil Service Commission {CSC)}. The operating plan
establishes the controls and discretion to be maintained
over the C8C Federal employee data during the entire match-
ing program to prevent premature or unwarranted disclosure
of names of individuals and to ensure complete compliance
with the Federal Privacy Act of 1974 and the confidentiality
provisions of the Social Security Act.

A. Supplemental Security Income Program

Supplemental Security Income (8851} is a Federal in-
come maintenance program for the aged (65 or older),
blind and disabled in the 50 States and the District
of Columbia. Through monthly vayments, the program
provides a floor of income for aged, blind and dis-
abled people who have little or no income and
resources.

The basic SSI payment level is $189.40 a month for
‘an individual and $284.10 for a couple. The amount
of SSI which an individual obtains may vary depending
on his other available income and whether the State
in which he resides provides its own supplement to
the basic benefit.

During FY 1977, the 88T program provided an estimated
$6 billion in Federal benefit payments to 4.2 million
recipients.
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B.

Need for Matching Program

. Estimates of overpayments and payments to ineli-
gible recipients under the SS51 program reported
in the Inspector General's Annual Report were
$310 million (later revised to $292 million).

- One major cause of everpayment and payment to
ineligibles is unreported incomec - whether
unreported by the 85T recipient or not included

in the determination of benefits because of
agency error.

. A pilot project matching HEW employees with the
581 file resulted in 638 "raw" matches. Of these
"matches, 158 cases are undergoing investigation

to determine whether overpayment or payment to
ineligibles exists. :

- Based on the information gained as a result of
this pilot project, it is estimated that
approximately 12,000 cases may exist where
enployees from Federal agencies are also listed
on the SSI file. Although it is not known what
percentage of these cases will result in deter-—
minations of overpayment or payment to ineligiples,
it is felt that the matching program will serve as
an effective deterrent and reduce inappropriate
58T payments.

Goal and Objectives of Matching Program

The overall goal of this matching program is to climinate

from the SSI rolls any Federal employee who is illegallw
receiving SSI payments.

The specific objectives of the matching program are:

1. To reduce the amount of SSI overpayments and
payrents to ineligible recipients by eliminat-
ing those Federal enployees whose Federal salary
makes them ineligible for the program.

2. To refer cases to the United States Attorneys
for criminal prosecution where anpropriate.
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3. To refer cases where fraud has been determined
to the Federal employer agencies so that they
may take appropriate administrative action.

Privacy Safeguards and Security Procedures

On August 18, 1977, the 0Office of the Inspector General
consummated a Memorandum of Understanding with the
Civil Service Commission which set forth the conditions
under which the CSC would release their extract of the
Central Personnel Data File to HEW for use in Project
Match (the match with AFDC files). This agreement has
been amended to include the match with the S$S8I file.
The agreement sets forth the safeguards to be applied
in the use of the CSC information.

In accordance with the OMB Supplemental Guidance for
Matching Programs, the Civil Service Commission
published a new routine use for the disclosure of their
file to HEW. HEW has published a Report on New Systems
under which the matching program for CSC/SST is run.
All disclosures made during the matching program are

in accordance with the provisions of the Priwvacy Act
and the OMB guidelines.

The CSC tapes are under the control of and personally
handled by the Division of Social Security Audits, HEW
Audit Agency, 0IG. The tapes are returned to the CSC
by the HEW Audit Agency. SSA takes custody of the
match tapes from the HEW Audit Agency and processes
them in a secure area. All the match tapes and work
tapes are held in a locked tape library and are
degaussed at the completion of the matching program.

No further use of the CSC records, not matching SSI
records, 1s made. Where payment under both SSI and
RSDI, (Retirement, Survivors, and Disability Insurance)
is disclosed under the matching program, both 5SI and
RSDI records and case folders are used in determining
eligibility.

The Central Office Integrity Staff retains the com-
bined €SC and SSI data under lock and key once it is
received from the HEW Audit Agency. The data is
available only to those senior personnel who are
actually assigned to the project.
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The Central Office Integrity Staff maintains an
automated records control system for the purpcse of
tracking the cases through the various processing
steps. The system is computer-based, complete with
back-up data base. This system is accessed only by
a single analyst,

Data is disseminated to the various Regional Integrity
Staffs by registered mail through the SSA Regional
Commissioners. The transmitting memoranda are stamped
"FOR OFFICIAL USE ONLY" to designate them as confi-
dential material. Embodied in the envelope addregs

is the phrase "TO BE OPENED BY ADDRESSEE ONLY." The

‘envelope is also annotated "DO NOT OPEN IN MAILROOM"

across the bottom to prevent opening by anyone other
than the designated SSA Regional Commissioner.

In the Regional Integrity Staff Offices, a limited
number of staff members have access to the data on a
"need-to~know" basis. The material is maintained
under lock and key. Similar handling takes place in
the SSA District Offices. The District or Branch
Manager is responsible for safeguarding the data. The
same .safequards used by the Central 0ffice Integrity
Staff in transmitting the data are followed at all
levels,

The STEP-BY-STEP Plan for Operation of the Csc/ssSI1
Matching Program

. At Attachment A is a flow chart showing the
principal action steps involved in the csc/ss1
matching program.

- At the national level, the Inspector General and
the Commissioner, Social Security Administration,
personally approve each key action required.

- Once the matching program, including the publica-
tion of notices in the Federal Register, the
acquisition of data files from CSC and SSA, and
the computer comparison of files is accomplished,
the resultant cases are handled in accordance with
the routine procedures of the Social Security
Administration. These pbrocedures, for investigation
and referral of cases to the U. §. Attorneys, are
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published in the SSA Claims Manual, Part VII,
Bureau of Retirement and Survivors Insurance,
Office of Program Operations.

The STEP-BY-STEP procedure is as follows (See Attach-
ment A): '

Step 1 - Acquisition of Data Files from CSC and BSSA.

Computer tapes are obtained from the Civil Service
Commission and the Social Security Administration.
(See Section D for the details of the agreement
with CSC)

Senior members of the Division of Social Security
Audits, HEW Audit Agency, are personally respon-
sible for acquiring and controlling the CSC tape
and SSI tape. They are also responsible for
returning the tapes once the matching program has
been completed.

Step la - Return of Data Tapes to CSC and SSA.

The computer tapes from the CSC and SSA are
returned to them within 60 days from the begin-
ning of the matching program by the Division of
Social Security Audits, HEW Audit Agency.

Step 2 ~ Computer Processing of Files

The computer processing of the CSC and SS1 files

is conducted under the direction of the Division

of Social Security BAudits, HEW Audit Agency, on

HEW computer equipment. (See Secticn D for details
on privacy safeqguards and computer security)

The basic matching criterion is Social Security
number. Gross counts of total matched records
by Federal agency and total records by agency
are produced for control purposes.

The SSI file contains active and inactive records.
An inactive record is one for which no cash pay-
ments are being made currently.
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Step 3 ~ Request to Federal Agency for Pay Data

Once the cases have been matched, these cases
where the SSN and date of birth or first ¢ letters
of surname match are sorted by Federal agency and
forwarded by the HEW Audit Agency to the Federal
agencies for validation of employment status and
submission of quarterly wage data for the prast 8
quarters -- QOctober 1, 1976 - September 30, 1978.
The wage data must be Provided on a quarterly

Jquestion.,

Data sent to the Federal agencies includes 55N,
name, and date of birth. Federal employer
agency 1s also indicated.

Where bossible, the exXchange of Yedquests and

pay data is conducted via computer tape (or
cards). In cases where this is not possible, a
listing of cases is forwarded to be completed

with pay data by the Federal agency. Attachment B
shows the format for tape, card and listings used
in the redral agency exchange,

Step 4 - Further Computer Processing

Once the matched cases are produced and the pay
data has been received from the Federal agencies
and entered into the computer, the computer sorts
these matched cases by region and identifies
those cases for priority handling based on the
following criteria:

1. Matching factors -- those cases where 3gsy
and date of brith and/or first g letters of
surname match;

2. 85T payment status -- those cases in current
receipt of 881 payments;

3. Title IT involvement -—- those cases where

there is indication of receipt of both SST
and RSDI benefits;
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4, Payment amount -- those cases with highest
881 payment amounts.

Tnactive SSI cases which do not involve actual
receipt of SSI payments are separated from the
main processing. These cases are checked to see
whether Federal employment was indicated on the
application and, if not, appropriate action is.
taken by the District Offices. The SSI records
are updated to include the fact of Federal employ-
ment. This eliminates any possibility of sub-

sequently putting cases into payment status
improperly.

Those cases involving HEW employees who were
already investigated as part of the pilot project
are sorted out from the main processing so that
no duplicate investigation takes place.

" 8tep 5 - SSA Central Integrity Staff Review of
Prioritized Cases and Referral of Cases
to the Regional Commigsioner for Further
Processing

Further development of cases is accomplished by
Central Office Integrity Staff including:
preparation of detailed instructions for Regilonal
Integrity Staff; entry of data into the automated
control system; and requesting research of the
SSN or related information. Cases are then
referred to the Regional Integrity Staff through
the SSA Regional Commissioner for further pro-
cessing. ‘

Step 6 - Regional Office Review of Cases and Initial
Indication of Improper Payment

Based on the Regional Integrity Staff review of-
cases, the cases are separated into those in
which improper payment is indicated and those
cases are forwarded to the SSA District Office
for further processing.

Those cases in which there is no indication of

improper payment and which contain Federal
employment data are closed as far as the matching
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Program is concerned. The Central oOffice
Integrity Staff ig informed ang they updaie .
control system to reflect thisg situation.

Step 7 - Cases of Improper Payment Forwarded tou Disty .
Qffices ‘ : :

Those cases in which there hag beer an initial
indication of improper pPayment are referred io
the 8sA District offices for further processing,.

Step 8 ~ District Office-Processing

District office Personnel conduct Personal inter-
views of recipients and reviey appropriate filesg
and based on all information received (1) redeter-
mine eligibility, {2} take any post adjudicative
action (including suspension of benefits), anqg

(3) initiate any dverpayment-recoupment Procedures.

Step 9 - Regional Office Review of District Office
Redeterminations

In some cases there may be 'a néed for further
information to be gathereq in order to make a
determination of fraud. The District Office or
Regional Office ig involved in collecting and
reviewing the additional data.

Step 11 - Casas Referred for Routine_Processing

Once the additional information has been obtained,
the cases,are‘channeled.back into the routine
.Process at the appropriate level - either District
Or Regional. : " SRR :

Step 12 - Cases With No Fraud Indicated
Once there has been a determination that no fraud

exists in a case and the necessary adjustments
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have been made by the District Office {(e.g., pay~-
ments reduced duve to income previously reported

but not acted on because of agency error), the

cases are closed and the control systen is updated.

'Step 13 - Referral of Cases to U. S. Attorneys for
Investigation and Prosecution ' '

in accordance with established operating proce-
dures, all cases where there is sufficient evidence
of fraud are referred to the appropriate u.. S. .
Attorneys. ' ' : :

some of Lthe cases are recommended for prosecution
by the U. S. Attorneys, others are referred with
recommendation that, because of extenuating -
cilrcumstances, no'prosecution be pursued. Data

is reported on the number of cases referred to

the U. S. Attorneys, number investigated for
‘prosecutiony and number of cases where prosecu-
tion was declined.” The results of all prosecutions
are reported also as a part of the bi-weekly
reporting system. p R 2 :

Step 14 - Referral of Cases to Federal Agendies for
Administrative Sanctions S

All cases where fraud has been determined, whether
prosecuted or declined by the U. S. Attorneys, are
referred to the Office of the Inspector General
(Division of Social Security audits, HEW Audit
Agency) for referral to the appropriate Federal
- agencies enploying the individuals involved in the
fraudulent activity. — S

It is expected,that‘the;Federal‘agencies will ‘
pursue the application of administrative sanctions
in accordance with their established procedures.

Step 15 -~ Reporting Procedures

Status reports on-the matching program will be
- provided to the. Inspector General through the
~ Division of Social Security Audits, HEW Audit
‘Agency. These reports are produced from data

entered into the automated control system as well
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2

as from any supplementary source as requlred

Reports should 1nclude the follow1ng data

[

l. Number of matches on SSN only,

2. Number of matches%on S8N "and ‘date of blrth
or first 6 CharacterS'of surnamo

3. .Number of cases referred to Federal agchJeS
for employment valldatlon o - :

4. hNumber returned from Federal'ageneiesrii

5. Number referred to Regional Integrltv Staff
through SSA Reglonal Comm1551oners,

6. Number found ellglble 1n Reglonal OFflce
review; S

7. Number referred_tolDiStriot;Offioes}'

8. Number of cases where no fraud has been
- involved;

9. Number of fraud cases referred to U S
- . Attorneys;

10. Number of cases’ underg01ng 1nvest1gatlon for
prosecution by U, S. Attorneys,

1l. Number of cases decllned by U. s. Attorneys, o
12, Disposition of cases prosecuted by U. ;S,“ .
Attorneys. : ,

In addition, reports should be made of the saVlngs R
and recoupments made as a dlrect result of the-
matching program. .

Step 16 - HEW Inspector General Prepares Prooress and

Final Reports tfor Secretary, Conqress and
Other Offlcrals

The Inspector General will report results of this

matchlng program to the Secretary, Congress _ano‘;j"
- other interested OfflClalS as requlred: Sy
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Attachment A Attachment A
CS8C/S81I
MATCHING PROGRAM
FLOW CHART
1 _ ' _ la
HEW Audit Acquisition of Data Files X Files Returned
Agency, OIG From CSC and SSA 3 to CSC and S5A
2 | \
HEW Audit _ Computer Processing’
Agency Of Data Files Co
3 - v
HEW Audit Request of Federal-Agency
Agency for Pay Data
HEW Audit
Agency/SSA Further Computer Processing
Integrity
Staff
) ' 5 “?
Central '
Office Review of Prioritized Cases
Integrity and Referral to Regional
Staff Offices for Further Processing
6 v
Regional ' o
Office. Review of Cases and Initial
Integrity Indication of Improper Payment
Staff ‘ ‘ :
7 _ 1
Regional ) i
Office Cases of Improper Payment 1
Integrity Forwarded to District Offices
staff :

@
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Attachment A

‘ 8
District
Office ‘Processing of Cases
o 9 1
Regional .
Office Review of District Office
Integrity Redeterminations
Staff '
10 ¥ iz 3

Further Action on
Potential FPraud Cases

- 11

Cases with.No'Fraud/
Case Closed,
Control System Updatedr

7
Cases Referred for
Routine Processing
7 . 13 ’
Regional o o
- Office Referral of Fraud Cases
Integrity ~ to U. 8. Attorneys
Staff .
| 14 v
HEW Audit Referral of Fraud Cases
Agency to Federal Agencies
15 v
Reporting Procedures
6 ;

b

HEW Inspector General Prepares

Progress and Final Reports for

Secretary, Congress and Other
Officials
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Information Reguest Record
Source: DHEW, Office of Inspector General, HEW Audit Agency

Media Available: 'Tape (IBM Standard label, 9 Trk, 1600 BPI)
Cards (80 Column})
Listing

Description: A record with the following employee information
will be provided to the participating Federal
agency for each $51/CSC match case. The agency
can specify the desired media.

Format;:
Location Contents
1- 9 Social Security Number
11-14 Agency 1ID
16-35 Name
37-44 value 'DHEW/0IG'

If a printed record is requested by the Federal agency, the
format of the record will be as shown on the attachment. The
original printed record should be completed and forwarded
back to HEW.
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Attachment B At tuachinen:

Payroll Information Record
Source: Participating Federal Agencies

Recipient: DHEW, Office of Inspector General,
HEW Audit Agency

Media Requested: Magnetic Tape (IBM Standard Label,
' % Track, 1600 BPI)
Punch cCard
Listing

A record for each SSI/CSC match case should be returned to
DHEW with the requested employee information in the format
Provided for below. If the requested information is not
available for a particular case, a record with the DHEW
supplied information should be returned and the other data

fields left blank. .

Format:
Location Contents
1- 9 Social Security Number
10-15 , ' Date of Rirth
16-23 First 8 digits of surname
24~24 First initial of given nane
25-28 Separation Date, month and vear
7 (MMYY) :
29-32 , Entry on Duty Date, month and year
- (MMYY)

33-36 ' Gross Wages 10-76 thru 12-76
37-40 . o Gross Wages 1-77 thru 3-77
41-44 , Gross Wages ~ 4-77 thru 6-77
4548 . Gross Wages 7-77 thru 9-77
49~52 ' Gross Wages 10-77 thru 12-77
53-56 - Gross Wages 1-78 thru 3-78
57-60 . -~ Lross Wages 4-78 thru 6-78

61-64 - . Gross Wages 7-78 thru 9-78
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SSh PROGRAM INTEGRITY HIGHLIGHTS
PREPARED BY THE ASSOCIATE COMMISSIQNER FOR
MANAGEMENT AND ADMINISTRATION

I. Administrative Matters Affecting SSA Program

Integrity

A. Reorganization of Program Integrity Componesnts

B. Study of Fraud Case Methods, Policies, and
Procedures

cC. Problem in Getting Fraud Cases Prosecuted

D. Study of Fraud Case Processing Time and
Accuracy

E. Analysis of Fraud Cases for Corrective
Management Action

F. Improving Fraud Case Reporting Methods

G. Revised Agreement Between SSA and the Office
of the Inspector General (OIG)

H. Social Security Number (SSN) Matters
1. Tightening of SSN Issuance Process
2. Study of validity of SSN Issuances
3. Penalties for Illegal SSN Activity

I.

Program Integrity Workshops and Training

1. Identification of False Immigration and
Naturalization Service (INS} Documents

2, Investigative Training

3. Workshop on A¥DC Fraud

\
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4, Other Fraud Training Courses and
Conferences -
J. S8A Future Process Project
II. Retirement, Survivors, and Disability TInsurance

III.

(RSDI) Programs ~- Program Integrity Developments

A. RSDI Quality Review System

B. Systems Control of RSDI Overpayments

C. Inclusion of Non-Disability Aspects in
End-of-Line Review of DI Cases

D. Student Benefit Initiatives
1. Recontact Operation
2. School Certification of Student Attendance
3. Study of Erroneous Payments to Student

Beneficiaries

4. Interface of SSA Student Records with

Basic Education Opportunity Grant (BEOQG)
Program Records

E. Redesign of RSDI System

F. Match of HEW Payroll Against RSDI Payment
Records :

G. Master File Duplicate Record Detection (MAFDUP)
Program '

H. Project PROBE (Periodic Random Operational

Benchsite Evaluation}

Supplemental Security Income (SSI) Program --
Program Integrity Developments

A. Reduction in SSI Payment Error Rate

B. Study of SSI Disability Conversion Cases
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C. Concentration of Resources on High-Risk
Cases

D. $8T Job Specialization

E. Coordination of SSI/DI Disability Payment
Process
F. Records-System Interfaces to Prevent or

Detect Erroneous SSI Payments

G. Legislation Sought for Match Against IRS
Records '

H. Match of HEW Payroll Against SS5I Payment
Records

I. Match of Federal Civilian Payroll Against
SS1 Records

J. Supplemental Security Record (SSR)} Internal
Match to Detect Duplicate Payments

IV. Aid to Families with Dependent Children (AFDC)

Program =- Program Integrity Developments
A, Slight Change in AFDC Payment Error Rates
B. Welfare Management Institute
C. Six~State Plan
D. Data-Exchange Initiatives
1. National Recipiént System
2. Data-Exchange Survey
3. Data~Exchange ~- Laws and Regulations
4. Data-Exchange Conferences and Meetings
5. Beneficiary Data Exchange (BENDEX)
Improvements
E. New Quality Control Regulations

275




APPENDIX K

APPENDIX K

Page iv Page iv
!
F. Expanded Financial Management and Audit
Activity
G. Expanded Technical Assistance and Management
Audit Activity
H. Expanded Program Integrity and Corrective
Action Planning Staff
I. Administrative Cost Study
V. Child Support Enforcement Activity -~ Program

VI.

Integrity Developments

Legislative Proposals Affecting Program Integrity

A.

Assume for AFDC Purposes That a Stepparent's
Income is Available to Stepchildren Unlegs the
Stepparent Signs An Affidavit that the Income
is Not Available

Restrict 881 Eligibility of Persons Who Dispose
of Property in Order to Qualify for Benefits

Recover SSI Overpayments From RSDT Benefits

Define Aliens as Public Charges
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I. ndministrative Matters Affecting SSA Program

Integrity

A.

Reorganization of Program Integrity Components

5s5A consolidated RSDI and SST program integ-
rity responsibilities, which had been scat-
tered among various components, and also
moved to establish an AFDC program integrity
unit.

Undey this consolidation, all cases in which
$SA recommends prosecutlon now flow to United
States Attorneys through the Offices of the
Regional Commissioners, thus assuring uniform-
ity of case presentation regardless of the
program the offense involves. Regional staifs
also now have an investigative capability
across program lines.

gsA also established a headquarters component
independent of program operations, with re-
sponsibility for developing agency-wide integ-

_rity policies and standards, and for review-

ing and reporting on agency performance in
this area.

study of Fraud Case Methods, Policies, and
Procedures

SSA began planning an intensive study of its

methods for identifying suspected fraud cases

for investigation, and of its policies and
procedures for handling such cases once
identified.

The latest available data shows that over 90
percent of all reported cases wash-out from

a prosecutive standpoint. While investigation
of such cases does yield data useful for the
evaluation of claims systems and processSes.
and sometimes spurs refund of overpayments,
the high rate of case closure short of recom-
mending prosecution raises a guestion about
the overall efficiency of SGA operations in
this area.
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Study of validity of SsN Issuance

SSA completed the redevelopment of 550
San Francisco Region cases in which SSNs
had been issued, and began analysis of
the results. The objective is to test
the efficiency of Ssi issuance proce-
dures. Although the test cases involved
SSNs issued prior to the May 1978 tight-
ening of issuance Fequirements, the
findings will be useful in designing:the
Planned 1979 national study of SSN issu-
ances, and an SSN quality assurance System.

- Penalties for Illegal SsSN Activity

SSA recommended that the FYy 1980 legis~-
lative program include increasing the
maximum monetary bPenalty for SSN fraud
from $1,000 to $5,000, and putting a spe~
cific provision in the Social Security
Act that would make it illegal to counter-
feit, alter, buy, or sell social security
numbers and cards. This underscores
SSA's view that SSN fraud is a serious
matter and that more severe penalties
ought to be applied where convictions
result. -

Program Integrity Workshops and Training

A number of program integrity workshops and
training courses were bPlanned and/or con--:
ducted for SSA and State pPersonnel. ‘

1.

Identification of False Immigration and
Naturalization Service (INS) Documents

Working with INS, in December 1978, ssA
scheduled a series of Pilot training:
sessions designed to help SSA field
personnel identify fraudulent INS docu-
Mments presented with SSN or benefit ap-
plications. Initial efforts are to be
concentrated in the San Francisco and
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Chicago Regions, where a large number of
false documents have been encountered,
and in the New York, Atlanta, and Dallas

Regions, where the same problem is sus—
pected.

" Investigative Training

SSA developed and presented three times
in the course of the year a 9-day compre-
hensive training course on how to investi-

~gate violations of the Social Security

Act. Instructors included representatives
from a U. S. Attorney's office; the FBI;
the Secret Service; the Postal Inspection
Service; State and local police agencies;
and the HEW Office of the Inspector Gen-
eral (0IG). About 120 individuals from
central and regional office program integ~
rity components toock the training.

" Workshops on AFDC Fraud

SSA sponsored a Fraud Prevention Workshop
in Seattle in January 1978, to facilitate
the exchange of ideas and methods for pre-
venting fraud in the AFDC program. The
Workshop was attended by SSA central and
regional office staff, and by representa-
tives of OIG and all the States in the
Seattle Region. A document entitled "A
Blueprint for Fraud Prevention" was de-
veloped as a result of this Workshop,

and will be distributed to all States for
use in their AFDC fraud control efforts.
SSA also began planning a series of
similar workshops or conferences, to be
held in the remaining nine regions.

Other Fraud Training Courses_and
Conferences

In December 1978, SSA helped arrange
and participated in the Secretary's
National Conference on Fraud, Abuse,
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and Error. SSA representatives also
participated in the Fourth Regional
Conference on Welfare Fraud presented
in June 1978 by the Eastern Regional
Council on Welfare Fraud, and in the
Sixth Annual Conference of the National
Welfare Fraud Association held in
October 1978.

J. SSA Future Process Project

The Future Process Project will result in a
hew systems design under which SSa will do
business in the 1980's and beyond. While
the primary emphasis is on more efficient uue
of computer technology to reduce costs, SSA
also contracted for concept studies and the
development of performance requirements in
the areas of privacy, Systems security, and
freedom of information. This effort will
culminate in the integration of privacy pro-
tections, freedom of information mechanisms,
and security and audit safequards in the
basic fabric of the Future Process.

As part of this effort, the contractor will
also identify current and projected trends
in fraud and abuse and provide performance
requirements for their prevention and de-

tection in the SSA Future Process.

ITI. Retirement, Survivors, and Disability Insurance
(RSDI) Programs -~ Program Integrity Developments

A RSDI Quality Review System

SSA completed Preliminary work on the RSDI
Quality Review System to go into effect in
1979. This system will measure payment ac-
Ccuracy in the RSDI program, and pProvide
information showing where corrective manage-
ment action is needed.

282




APPENDIX
Page 7

B'

APPENDIX K
Page 7

Systems Control of RSDI Overpayments

Prior to 1978, only about 10 percent of all
RSDI overpayments were under systems control.
In January 1978, the Recovery of Overpayments
Accounting and Reporting (ROAR) system began
to control about 80 percent of all newly-
detected overpayments. ROAR has facilitated
overpayment recovery and the identification

. of error-prone areas for corrective manage-

ment action.

Inclusion of Non-Disability Aspects in End-
of-Line Review of DI Cases

SSA began a pilot of a system for identifying
the cause of SSA error in processing the non-
disability aspects of disability claims.
Previously, only the medical aspects of these
claims were reviewed for accuracy. This sys-
tem will enable SSA to better isolate problem
areas for corrective management action.

Student Benefit Initiatives

1. Recontact Operation

Late in 1977, SSA had instituted a stu-
dent recontact operation, to attack the
problem of overpayments caused by failure
to report cessation of school attendance.
During the October 1977 - March 1978
period, about 25,000 more students were
terminated than had been terminated in
the same period in the previous year.

It is estimated that this resulted in
cost-savings of about $14 million in the
last two quarters of Py 1978.

2. School Certification of Student
Attendance

Late in 1978, SSA finalized plans to re-
quire students to provide certification
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of attendance from the schools beginning
in February -1979. Previously, there were
no standard requirements to furnish cor-
roborating evidence of school attendance.

3. ~Study of Erroneous Payments to Student
Beneficiaries ' ' '

SSA began analysis of data from a study
to determine the amount of money paid in
error to student beneficiaries. The data
will be used to develop error-prone pro-
files, for corrective management action.

4. Interface of SSA Student Records with
Basic Education Opportunity Grant
(BEOG) Program Records

S5A finalized plans to interface its stu-
dent records in April 1979 with records
from the BEOG program run by the Office
of Education. The BEOG records may show
that a student's status is such (married
or not attending school full time) that
he or she is ineligible for RSDI student
benefits.

Redesign of RSDI System

SSA continued work on this major redesign ef~
fort. .The objective is to automate process-
ing of several types of extremely complex cases
which are now worked clerically, and thus to
improve accuracy and efficiency. Systems
modifications are scheduled for implementation
in March 1979.

Match of HEW Payroll Against RSDI Payment
Records

SSA began investigation of 549 cases identified
by OIG as involving possible improper receipt
of RSDI benefits by HEW employees. As of the
end of the year, the fraud aspects of 212 cases
had been closed for a variety of reasons. One
case had been referred to the U. §. Attorney
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for prosecution. The remaining 336 cases
were still under investigation.

G. Master File Duplicate Record Detection
(MAFDUP) Program

The MAFDUP program identifies individuals
with the same name, date of birth, and zip
code who appear on SSA's RSDI benefit pay-
ment record under more than one SSN and thus
may be receiving some benefits improperly.
In 1978, SSA completed development of cases
identified in the 1977 MAFDUP operation. A.
total of $2.3 million in RSDI overpayments
was disclosed. The MAFDUP program will be
run again in 1979.

H. Project PROBE (Periodic Random Operational
Benchsite Evaluation)

Late in 1978, SSA began a pilot program of
unannounced auditor visits to work areas in
which there is potential for employee fraud.
Under this program, the auditor selects from
the worksite, at random, computer input forms
or other claims payment authorization mat-
rials for review and checking back against
documentation in claims folders. The ob-
jJective is, of course, to deter employee
fraud.

ITTI. Supplemental Security Income (SSI) Program =--—
Integrity Developments

A. Reduction in SSI Payment Error Rate

S55A reduced the S8SI payment error rate from
5.2 percent to 4.6 percent for the 6-month
period ending with March 1978. Total errone-
ous payments in FY 1978 were $297 million, a
reduction of $53 million from the previous
6-month period, when the payment error rate
was 5.2 percent. SSA also targeted further
reductions in SSI erroneous payments, through
various corrective management actions as de-
scribed below.
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Study of SSI Disability Conversion Cases

SSA conducted a pilot study of SSI disability
conversion cases (individuals getting benefits
under State plans prior to 1974, when the SST
program was implemented) which never had and
were not scheduled for a continuing disability
investigation, The objective of the study

was to detect and correct conversion cases
where continuation of payment was incorrect
because the individual was not disabled.

The original study included a S5-percent sample
of the converted cases in the State of Wash-
ington. Results were such that SSA extended
the review to all disability conversion cases
in that State. Corrective action could result

in cost-savings of as much as $3 million per
year.

S5SA also began efforts to determine whether
extension of this review process to other
States would produce similar results.

Concentration of Resources on High-Risk Cases

SSA implemented a short form questionnaire for
redetermining SSI eligibility in cases with
characteristics indicating a low probability

of incorrect payment. This action freed-up
resources for concentration on cases more
likely to contain errors. It is estimated that
administrative Cost-savings may be as high as
$3 million per year under this new procedure.

SSI Job Specialization

S5SA sought increased accuracy in SSI workload
processing by having certain claims-taking
personnel specialized in SSI cases. By the
end of 1978, the specialization concept had
been implemented in 1,000 of SSA's 1,300 Qis-
trict and branch offices. Evaluation of the
results was also begun in 1978.
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E. Coordination of SSI/DI Disability Payment
Process '

SSA developed and scheduled for March 1979
piloting a plan for improving coordination
of the DI/SSI disability payment process, to
reduce erroneous payments caused by certain
systems and procedural problemns. National
implementation was scheduled for July 1979,
pending results of the pilot test.

F. Records-System Interfaces to Prevent or
Detect Erronecus SSI Payments '

SSA planned, operated, and/or developed cases
stemming from a number of records—system in-~
terfaces to prevent or detect erroneous G§SI
payments. These actions involved the inter-—
face of SSI payment records with:

1. Veterans Administration Records

2. (The then) Civil Service Commission
Retirement Records

3. Railroad Retirement Board Records

4. Military Retirement Records

5. State of Florida Records of Wages,
and Unemployment and Workmen's Com-

pensation Payments

- G. Legislation Sought for Match Against IRS

SSA is developing legislation that would make
IRS interest and dividend income records avail-
able for matching with SSI (and AFDC) payment
records, in search of unreported resources.
‘preliminary studies indicated that such an in=-
terface could result in SSI cost-savings of up
to $45 million in the first year. IRS's view
is that the Tax Reform Act of 1976 prohibits
such use of taxpayer information, hence the
need for legislation to pursue this initiativae.

287




APPENDIX K
Page 12

H.

APPENDIX K
Page 12

Match of HEW Payroll Against SSI Payment
Records '

SSA began investigation of 158 cases identi-
fied by 0IG as involving possible improper re-
ceipt of SSI benefits by HEW employees. As
of the end of the year, the fraud aspects of
103 cases had been closed for a variety of
reasons. Two cases had been referred to the
U. 8. Attorney for prosecution. The remain-
ing 53 cases were still under investigation.

Match of Federal Civilian Payroll Against
SS5I Records

SSA assisted in developing this OIG-managed
match of the entire Federal civilian payroll
against all SSI benefit payment records. The
objective is to detect incorrect payments to
Federal employees. Based on preliminary data,
SS8A began making plans to process as suspected
SS5I program fraud matters about 10,000 cases
stemming from this matching operation.

Supplemental Security Record (SSR) Internal
Match to Detect Duplicate Payments

~The S5SR contains SSI benefit payment records,

IV, Aid t

with the SSN as the key identifier. 1In 1978,
SSA developed for 1979 implementation a sSys-—
tem for detecting cases in which the same in-
dividual is on the SSR under different SSNs
and thus possibly receiving some SSI payments
illegally. - A similar internal-checking opera-
tion is in use in the RSDI pProgram.

O Families with Dependent Children (AFDC)

Progr

A.

am -- Program Integrity Developments

AFDC Payment Error Rates

The AFDC payment error rate declined from 8.7
percent for July-December 1977 to 8.1 percent
for January-June 1978, exclusive of errors in
the IV-D program which were counted for the
first time in this period. Total erroneous
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payments for the 12-month period ending with
June 1978 were $853 million, a $9 million
reduction from the erroneous payment level
for the previous 12-month period.

Welfare Management Institute

SSA has established a Welfare Management In-
stitute (WMI) which will:

1. Identify innovative State practices which
result in improvement of program manage-
ment; and

2. Disseminate information about those and
other improvements to the States.

The Director of the WMI entered on duty at
the end of December 1978, and activities
identified above have begun.

Six State Plan

SSA developed and began cperations under a
plan calling for intensive work with the six
States that account for over 61 percent of
total erroneous AFDC payments. The objective
of the plan is to make a rapid and signifi-
cant reduction in erroneocus payments. By the
end of the year, corrective action plans had
been developed by all six States, and cer-
tain elements of the plans were being imple-
mented; it was anticipated that most of the
remainder would be implemented by FY 1980.

It was further estimated that, when all cor-
rective action plans are implemented (the
last few in FY 1981), payment errors would
decline by $145 million per year, correspond-
ing to a 1.2 - 1.4 percent reduction in the
AFDC payment error rate.

Data-Exchange Initiatives

SSA promoted and developed several data-
exchange initiatives designed to reduce er-
roneous AFDC payments, working closely with

289



APPENDIX K
Page 14

APPENDIX K
Page 14

0IG in some projects of this type. These
initiatives included:

1.

National Recipient Systen

SSA obtained approval of a pilot pro-

~gram to test the feasibility of a .

National Recipient System (NRS). The

NRS, if approved, would allow inter-—

State matching of welfare records and

verification of SSNs and would provide
States with information on the receipt
of various Federal benefits by AFPDC

. recipients. The NRS, which should lead

to reductions in erroneous AFDC payments,
is scheduled for pilot implementation
in two States by September 1979. If

~approved for national use, States could

implement the NRS at the rate of two
per month, with full implementation by
the close of 1931.

Data-Exchange Survey

SSA, in cooperation with 0IG, conducted

. an extensive survey of the States in

order to obtain a profile of State data-
exchange use and capability. A work-
Plan for implementing recommendations
flowing from this survey has been de-

. veloped.

'DataEExchange ~- Laws and Regulations

- HEW approved a new requlation requiring
- the 40 States which maintain gquarterly

wage data for employment security pur-

poses to use such data on a quarterly

basis to help determine eligibility for
AFDC payments.

S5A also began plénning nethods for
- implementing a new provision of the

Social Security Act which, effective
October 1, 1979, reguires States that
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do not maintain quarterly wage data to
request and use income data from SSA's
earnings records in determining AFDC
eligibility. (States that do maintain
guarterly wage data are required to use
it to help determine AFDC eligibility.)
In this connection, SSA experience in
providing such data to the first few
States which requested it in 1978 was
valuable in developing procedures for
handling this workload.

4. Data-Exchange conferences and Meetings

$SA held meetings in all regions with
State AFDC personnel, to encourage more
ceffective use of all forms of data ex-
changes. S5A also provided technical
assistance and information concerning
(a} the Beneficiary Data Exchange
(BENDEX) system, which is used by S8A
to provide States with RSDI benefit in-
- formation; and (b} the Inter—jurisdic-
tional Data Exchange (IDEX) system,
which facilitates intra-State checking
of AFDC eligibility and also allows
gtates to check with neighboring States
for similar information. Use of in-
come information from SSA's earnings
records has been particularly emphasized.

5. Beneficiary Data Exchange (BENDEX)

Tn 1978, SSA upgraded the BENDEX system
noted in {4}, above. It was expanded
to provide additional data useful in
determining AFPDC eligibility, and modi-
fied to permit State requests for data
twice a month rather than just once a
month.

E. New Quality Control Regulations

ssa developed and HEW published for comment
new regulations which atfect Federal finan-
cial participation in State AFDC costs by
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providing sanctions for performance below
defined levels and incentives to encourage
improved performance by States in reducing
the AFDC payment error rate.

Expanded Financial Management and Audit
Activitx

SSA developed plans for intensifying the
monitoring of State claims for Federal reim-
bursement of AFDC costs. It was estimated
that implementation of the plans early in
1979 could result in cost-savings of $10 )
million in FY 1979, and $20 million per year
in FY's 1980 and 1981.

Expanded Technical Assistance and Management
Audit Activity

As a supplement to Welfare Management Insti-
tute initiatives (see B., above), 8SA --
working with contractors -- developed several
other initiatives for improving technical
assistance to States, to achieve better AFDC

administration. These included development
of: '
1. Work measurement models, and an agenda
- for a March 1979 work measurement con-
ference.
2, Plans for an April 1979 national work-

shop concerning the use of error-prone
profiles as a tool in workload planning.

3. An agency self-evaluation guide.

SSA also took steps to intensify monitoring

of State performance in AFDC pProgram manage-
ment: SSA staffing in this area was increased
and drafting of a management guide for re- .
viewing State operations and work plans for

developing State performance standards were
begun.

F.
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H. Expanded Program Integrity and Corrective
Action Planning Staff

g5A moved to establish several new positions
in the AFDC program integrity and corrective
action planning areas. Also, working with a
contractor, SSA began developing plans to
hold AFDC fraud deterrence conferences for
the States in several regions in 1979. One

such conference was held in Seattle during
1978. '

gSA also worked with a contractor to develop
and report on an extensive study of AFDC
fraud, and used the contractor's report in
formulating plans for future efforts to con=
trol AFDC fraud. '

I. Administrative Cost Study

gSA initiated an extensive study of AFDC ad-
ministrative costs. The study involves more
specific identification of items presently
represented as costs, as well as a review of
costing practices and cost-allocation methods.
The objective is to determine the reasons for
increased AFDC administrative costs.

Cchild Support Enforcement Activity -— Program
Integrity Developments

child Support Enforcement is inherently a cost-
saving, or waste prevention, program. It does
this by locating, or securing support from, par-
ents absent from the home. One of the basic
goals of the program is to reduce public assis-
tance expenditures by securing support from
legally liable parents. During FY 1978, AFDC
expenditures were reduced by $410 million as a
result of child support collections. 1In addition,
the provision of service to non-AFDC applicants
permits individuals who would otherwise have to
apply for AFDC to maintain financial independence
through child support payments. Non-AFDC col-
lections amounted to $578 million in FY 1978.
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A secondary effect of the Program is to detect
fraud or abuse in the AFDC program by identifying:

-—-Cases in which eligibility is based on
the absence of a parent from the home,
but where the parent is found to be
still residing in the home.

—-Cases in which there are fewer children
in the home than reported by the AFDC
recipient.

--Cases where the recipient is receiving,
directly from the absent parent, child
support that has not been reported to
the welfare agency.

To prevent the waste or misuse of Child Support
Enforcement program expenditures or collections,
the Office of Child Support Enforcement conducts
~an annual audit of each State's Program. One

of the important products of these audits is

the assurance that States and Counties are properly
claiming expenditures, handling collections, and
making reimbursements to the Federal Government.

VI. Legislative Proposals Affecting Program Integrity

In addition to legislation concerning (a) penalties
for improper activity in connection with S&Ns and
(b) record system interfaces with IRS (both
described above), SSA has made a number of legis-
lative proposals which, if enacted, would also im-
prove the integrity of its programs. SSA has
recommended the following for inclusion in the

FY 1980 legislative program.

A. Assume for AFDC Purposes That a Stepparent's
Income is Available to Stepchildren Unless
the Stepparent Signs an Affidavit That the
Income is Not Available -

In many States, at present, families which
include a stepparent may receive AFDC, re-
gardless of the amount of a stepparent's in-
come. The proposal would reduce the numbsr
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of high-income stepparent families receiving
assistance by counting income to the step-
parent as income available for the support

of stepchildren. Affidavits claiming non-
availability would be subject to verificatioen.

Restrict SSI Eligibility of Persons Who
Dispose of Property in Order to Qualify
for Benefits

This proposal would curtail abuse of S55I

and Medicaid (because of automatic Medicaid
eligibility for 8SI recipients) by people who
transfer substantial assets to relatives or -
others immediately prior to filing for SSI,
in order to meet eligibility requirements.

Recover SSI Overpayments from RSDI Benefits

This proposal would permit recovery of SSI
overpayments from RSDI benefits without the
consent of the recipient. Under present pro- -
cedures, the consent of the recipient is re-
quired. This proposal, if enacted, should
increase the amount of recovery of improperly
paid SSI benefits.

Define Aliens as Public Charges

An alien who receives cash assistance that

is based on need and provided by any Federal
or State public assistance program would be
considered a "public charge" and thus would
be subject to the Immigration and Nationality
Act provision concerning deportation of
"public charge® aliens in certain circum-
stances. If the aliens were deported under
these circumstances, cash assistance would

no longer be provided.
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OVERVIEW OF THE WORK OF THE DIVISION OF COMPLIANCE
BUREAU OF STUDENT FINANCIAL ASSISTANCE
CALENDAR YEAR 1978

As part of the reorganization in late 1977 of the Bureau

of Student Financial Assistance, the Division of Compliance
was created to detect and investigate instances of poten-
tial fraud and abuse by institutions and students partici-
pating in the seven aid programs administered by the Bureau.

Starting with a legacy of approximately 35 Washington based
staff members from the Compliance Branch of the Office of
Guaranteed Student Loans, the Division of Compliance has
built a permanent staff of 71 across the country. There are
51 investigators with 20 support staff in the 10 regional
offices and there are 25 headquarters staff members.
Temporary technicians, varying in numbers, have added
significant support to the field offices.

The Division is comprised of 1810 series investigators who
chiefly develop facts to support civil and administrative
sanctions against institutions and students who abuse
student financial aid programs. However, the investigators
also regularly work with the of fice of Investigations
(0ffice of the Inspector GCeneral) and/or the Department of
Justice in developing criminal fraud cases. The Division's
accomplishments in each of these areas are detailed in the
case highlights section (page 11).

Major achievements in organization include the naming of
the first permanent Director of the Division in late May
and the placing of investigators in each Office of Educa-
tion regional office in order to make Compliance a nation-
wide effort. The increase in the scope of the Division 1is
another significant achievement. AS of late 1977, the
entire Compliance staff only had a history of compliance
activities in the Guaranteed Student Loan Program. BY

the end of 1978, investigators were developing cases in
each of the five major programs--Guaranteed Student L.oans
(GSL), Basic Educational Opportunity Crants (BEOG) ,
Supplemental Educational Opportunity Grants {(SF0G), College

Work Study {(CWS), and National Direct Student Loans
(NDSL) . 1/

1/ 'The Health Professions Loans were first made in
late 1978. No investigations have been initiated
involving the State Student Incentive Grants.
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In addition, in the fall of 1978, the Division was delegated
the responsibility for instituting limitation, suspension,
or termination actions for its own cases. This is an
effective administrative tool to reduce or cut off funds

to an institution and/or terminate their eligibility to
participate if Federal funds are not being managed

properly.

The Division continues to collect information for its
National Early Warning Tracking System (NEWTS). The NEWTS
is a filing system which is constantly fed by numerous
sources of information across the country and is intended
to detect abuse problems and prevent them from progressing
to more serious fraudulent activity. While most work with
the NEWTS had been in developing sources for leads and
amassing information, we are now using the information for
the development of cases. It is our goal to have the

information more organized and accessible by computeriza~
tion during the next year or two.

A principal function performed by the Division is acting
as the Bureau's link to the law enforcement community and
other agencies engaged in combating fraud and abuse. We
have established good working relationships with the
Inspector General and his Office of Investigations and
Audit regional offices; numerous FBI field offices, U.S.
Attorneys' offices, Veterans Administration offices, State
Approving Agencies, Federal Trade Commission, State
Attorneys General, the Postal Inspection Service, etc.

The Compliance Division has worked with the Division of
Program Operations and the Regional Collections Units in
establishing a specific code in the Guaranteed Student
Loan collections computer system to stop collection efforts
on accounts of students who attended an educational insti-
tution which is being investigated by the Division of
Compliance, the Inspector General, or the Department of
Justice. This "Code 81" prevents the Office of Fducation
from dunning a student who may have a legitimate defense
for not repaying the defaulted loan. "Code 81" is merely
a suspense code which allows time for the facts to be

determined by the investigation or court action before
taking future action.

The Compliance case load has increased significantly this
year. In January 1978, there were 20 cases being actively
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pursued. In December 1978, there were 67 active cases,
resulting from the evaluation of more than 200 "leads” or
allegations from a multitude of sources. O0Of the 67, 54
were institutional cases, of which 17 were being worked
jointly with the Office of Investigations, the FBI, or the
U.S. Attorney's Office. Thirteen were individual student
cases, of which 2 were being worked jointly with the

Office of Investigations or the FBI. Examples of the wide
variety of cases handled are in the case highlights section.
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Sources of Allegations for
Compliance Cases Opened in 1978

20% Program Review by Division of Certification and
Program Review (six Taxonomy VI program reviews)

13% BEOG Validation, Division of Certificaﬁion and
Program Review

11% Students
9% School Officials
9% GSL Collection Activity
7% FBI Reports
4% State Attorney General

4% HEWAA

4% Informtion found during a separate Compliance
"~ investigation

4% GSL Claims Examination

2% Each (Assistant U.S. Attorney, Office of
Investigations, Division of Policy and Program
Development, Veterans Administration Compliance,
State Audit, State Guarantee Agency, and one
unknown)

About one-half of the opened cases were a result of allega-
tions discovered from within the Bureau of Student Financial

Assistance with the other half coming from outside OE or
DHEW. '
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COMPLIANCE CASE HIGHLIGHTS

Calendar Year 1978

1. The Compliance investigation of this beauty school
was prompted by a Program Review conducted by the
Regional Division of Certification and Program
Review (DCPR) which revealed possible misuse of
BEOG funds. '

The Compliance investigation has established that
ineligible students (non-high school graduates,
students not in attendance, and non-matriculated
students) have received Federal Student Financial
Aid (SFA) funds. A civil liability to the Office of
Education of approximately $95,000 has been estab-
l1ished thus far. Additionally, Compliance's
analysis of the institution's books and records
reveals inappropriate transfer and use of SFA funds.

During the course of Compliance's civil investiga-
tion, preliminary evidence indicating possible
criminal violations has been discovered and referred
to the Regional Office of Investigations. The
Division of Compliance and Regional Office of
Investigations are now jointly pursuing evidence of
criminal violations.

The Division of Compliance has also initiated contact
with the State Cosmetology Board in an attempt to
develop evidence of the institution's violations of
State regulations which could result in the insti=-
tution's loss of license and ultimate withdrawal of
the institution's eligibility to participate in BSFA
programs by the Division of Eligibility and Agency
Evaluation.

The Division of Compliance has also initiated contact
with the Regional Veterans Administration office since
Compliance determined that some BEOG recipients were
also receiving Veterans benefits. By separate action,
the Veterans Administration withdrew VA approval of
the institution in November 1978.
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2, As a result of preparation to file a class action
suit on behalf of students of this closed business
college, the State Attorney's office requested that
the Division of Compliance investigate the possible
misuse of Federal SFA funds. The institution closed
several days into a new semester leaving large refunds
due to the students. Regional DCPR conducted a
Close-Out Review (i.e., collection of Federal SFA
funds) of this institution. The subsequent Compliance
investigation uncovered other previously unidentified
FFederal SFA monies which had become subject to
creditor liens. Additionally, Compliance investi-
gators determined that funds contained in a corporate
account (823,000) were directly traceable to misappro-
priated NDSL funds. Based upon the evidence supplied
by the Division of Compliance to the U.S. Attorney,
a preferred claim to recover these monies has been
filed with the bankruptcy court. The U.S. Attorney
has requested that the Division of Compliance work
with OI in developing evidence of criminal violations.

3. In response to a request by the Program Operations
Branch, Compliance conducted a review of a school
which had applied for a Federal contract of insurance
as a Federal Insured Student Loan Program non-regulated
lender. During this review, documents were found
that indicated a questionable relationship between
the school and a lending institution.

Further investigation by the Division of Compliance
revealed (1) that the lending institution submitted
false information on $300,000 of FISL applications
which had obtained the Federal insurance commitment
and (2) an attempt to circumvent the regulations on
lender participation. ‘

The evidence developed by the Division of Compliance
allowed OE to cancel the insurance commitment, thus
averting the potential liabilities on default claims
generated by the loans, plus saving interest and
special allowance charges and maintaining the integ-
rity of the FISL program.

4, Two individuals were deported this year for defraud-
ing the Federal Insured Student Loan (FISL}) program.
These individuals were illegal aliens who obtained
FISLs from Florida and New York lenders. Compliance
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assisted in obtaining documentation of the fraud,
and the case was turned over to HEW's Office of the
Inspector General, Office of Investigations.
Criminal prosecution of the pair was declined in
favor of their immediate deportation.

Compliance received initial information concerning
this fraud from the Program Review Staff of the

Atlanta Regional Office. Both Atlanta and New York
Compliance Field Teams worked to document the case.

As a result of a request from DCPR for an audit survey
of 1976-77 at this business school's three campuses,
shortages in the Federal student financial accounts-
were discovered. School faculty were also complain-
ing of missed paydays and concerns about the financial
situation at the institution. Compliance began its
investigation in October 1978. Within one month,
enough evidence had been gathered regarding large

. deficits in the Federal accounts to initiate a freeze

on further draws from DFAFS and an emergency suspen-
sion for the three campuses. Further losses in BEOG,
SEQOG, NDSL, and GSL were therefore prevented. 1In
December, termination proceedings began and the
investigation traced Federal monies to a fourth
school against which OE has also begun termintion
proceedings. In January 1979, two of the schools
closed. The Civil Division of the Department of
Justice will be consulted regarding civil recoveries
of approximately $550,000. The FBI has already been
contacted and is following up on the criminal aspects
of the case.

As a result of problems found in a program review by
DCPR, this university was offered extensive assistance
and direction in the proper administration of the
programs. A followup review revealed, however, that
the school had not followed the directions given, and
there were serious discrepancies in the BEOG, SEOG,
CWS, and NDSL programs including: the use {(and loss)
of Federal monies as collateral for personal loans,
and the fraudulent submission of claims. Compliance
investigators have established liabilities of approxi-
mately $400,000 and worked with DCPR in initiating
proceedings against the school to terminate partici-
pation in BSFA programs. The termination hearings

are currently in progress.
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Compliance has also been sought out by the FBI for

assistance in a related criminal investigation of
the school owners.,

An Illinois State investigator, who was prosecuting a
family for welfare fraud, notified Compliance of
possible fraud by the three children in receiving
BEOG's to which they were not entitled. An investi=-
gation by Compliance revealed that BEOG applications
for a four-year period had false income information.
A referral is now being made for further criminal or
civil action.

The opening of a Compliance investigation was prompted
by a program review done by the Regional DCPR. The
review highlighted improper transfers of Federal SFA
funds into the institution's operating accounts.

As a result of the program review, a limitation agree--
ment was prepared by a Washington DCPR. The agreement
required that the institution’ correct past violations,
institute procedures to insure that current opera-
tions were in accordance with prescribed regulations,
and submit a non-Federal audit for two award periods.
The institution was to repay, or make provisions to
repay, the liabilities identified by the non-Federal
audit. The agreement also provided for partial fund-
ing of serveral BSFA programs while the institution
made a good faith effort to correct the identified
problem areas.

The subsequent Compliance investigation uncovered
several violations of the limitation agreement as.
well as liabilities not fully identified by the non-
Federal audit which had been submitted to and
accepted by HEW-2AA.

The information developed during the Compliance
investigation also raised serious questions about the
institution's financial condition and ability to
preserve the integrity of BSFA programs.

Based upon the evidence developed by the Compliance
investigation, HEW-AA retracted its acceptance of the
non-Federal audit and has requested a meeting with
the CPA firm which conducted the audit. ‘
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The findings of the Compliance investigation have
been given to OI for review and determination if
criminal vioclations may have occurred in this case.

9. A Compliance investigation of this proprietary school
resulted from a number of student complaints, allega=-
tions of false information being submitted on
applications for Federal SFA funds, and evidence that
a significant number of SFA documents normally sent
directly to the students were being sent directly to
the institution's address.

The Compliance investigation developed that the
institution was not properly licensed by the appro-
priate State body. After obtaining the appropriate
documentation, the Division of Eligibility and Agency
Evaluation {(DEAE) was notified and the institution's
eligibility to participate in BSFA programs was
withdrawn. This precluded the institution from
drawing additional Federal SFA funds.

The Compliance investigation also developed evidence

of potentially large liabilities based upon SFA funds
being disbursed to students attending ineligible
branches of the institution, as well as other program
violations which raise concerns about the institution's
handling of all Federal SFA. funds.

At the request of Compliance, an audit by HEW-AA is
being conducted to establish the magnitude of the
institution's liabilities for Federal SFA funds.
Additionally, Compliance is working with the Civil
Division of the Department of Justice to recover
Federal SFA funds still in the possession of the
institution.

The Division of Compliance is assisting the FBI in
developing evidence of criminal violations in the
institution's administration of BSFA programs.

10. The Compliance investigation of this correspondence
school was initiated in conjunction with a criminal
investigation by the FBI due to allegations of
criminal violations involving the Guaranteed Student
Loan Program.
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11.

12,

As a result of the Compliance activity, "hold" actions
were placed on all associated lenders involved with
this school. The school has terminated operations,
and the school's eligibility to participate in the
GSLP has been withdrawn by DEAE. '

The Division of Compliance has provided assistance to
the Assistant U.S. Attorney in the criminal case and
has now been given the responsibility of reviewing
the school's and lender's records in order to develop
civil liabilities.

The Division of Compliance is continuing to supply
technical assistance to the Assistant U.S. Attorney
in the criminal action as well as developing the
evidence necessary to effect civil recoveries,

A Compliance investigation has documented over $30,000
in misused Federal student financial aid money on the
part of this beauty school. The school owner funneled
monies through its eligible campus to students attend-
ing its ineligible campus. The investigation dis-
closed that the school owner was not only aware that
that campus was ineligible, but attempted to conceal
the misuse of funds.

The case was referred to the Office of Investigations
who presented it to the U.S. Attorney's office for a
prosecutive decision. Prosecution was declined due
to the questionable character of the witnesses.
Compliance has initiated informal compliance action
to recover the misused funds. '

Forty-three (43) schools owned by a large U.S.
corporation have been under investigation by a
special HEW/Department of Justice task force for
conspiring to defraud the government of Federal
student loan money. The corporation submitted
billings to OE for interest on ineligible loans.

Criminal investigations on all 43 schools resulted
in a 55-count criminal indictment, plea of nolo
contendre, and a $500,000 fine paid to the Federal
Government. The criminal case was closed during the
summer of 1978. Compliance is now providing tech-
nical assistance to the Civil Division, Department
of Justice, for civil investigation.
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13.

14.

15.

A review of student financial assistance programs
conducted at this four-year college by BSFA's Division
of Certification and Program Review revealed several
deficiencies in the school's administration of the
College Work-Study program. A subsequent Compliance
investigation disclosed that students, upon advice of
coaches and teachers, claimed college work-study
monies for time they spent practicing sports, choir,
or attending classes. School officials signed docu-
ments certifying work that was not performed, and in
some cases even filled out the students' time sheets
for them. The investigation revealed the misuse of
over $190,000 in Federal funds resulting from
ineligible College Work-Study payments.

Compliance's final investigative report was referred
to the Office of Investigations which is currently
conducting a criminal investigation. At the conclu-
sion of the criminal investigation, Compliance will
take action to recover the misused funds.

This investigation, by 0I, New York State Higher
Education Assistance Commission (NY SHEAC) and the
Department of Justice, was predicated upon allega=
tions made by a Chief of Security at a New York City
Community College., The Chief of Security alleged
that the subject was using various aliases to cobtain
Federal funds. Subsequent investigation with exten-
sive technical assistance from Compliance disclosed
that the subject used as many as 16 aliases to
fraudulently obtain both Federal loan and grant
funds.

The subject was indicted and arrested in November
1978, and is currently awaiting trial.

OE was notified by the major lender of a nationwide
chain of schools of certain irregularities regarding
loans made to students attending this computer school.
Compliance conducted a preliminary review which dis-
closed false certifications to OE, refunds due to
students, the lender and OE, lecans disbhursed to
students not in attendance, and excessive interest
billings to OE. ‘
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An agreement was negotiated with the bank and a
"hold" action was placed on loan processing to pre-
vent Federal payments of interests or defaults
attributable to any violations by the school. The
school owner was forced to immediately repay certain
interest and tuition refunds exceeding $1 million.
The eligibility of the primary institution and its
subsidiaries was terminated, thus preventing future
damages.

OI was provided documentation supporting certain
alleged criminal activities at the institution. This
continues to be an open case under investigation by
OI and the FBI. '

Student complaints, as well as information provided
by a lender in the FISLP, led Program Officers of the
FISLP to lock into the difficulties at this corres-—
pondence school. Based on OE Compliance's initial
findings, OI was able to build a case which has
resulted in the school's owner pleading guilty to
conspiracy and mail fraud. The school owner was
later sentenced to 4 years in Federal prison for his
activities as president of the now defunct vocational
school.

A program review by DCPR in May 1978 disclosed many
program violations by this proprietary school. Among
the most serious allegations were that the school

had not been depositing refunds due on National

Direct Student Loans (NDSL) into their NDSL account
and had avoided the restrictions placed on proprietary
schools by obtaining "non-profit institution" status
even though they appear to be in violation of course
eligibility requirements for institutions of higher
education.

The school closed its doors in June 1978. The
Division of Compliance initiated an investigation and
recovered $17,000 by closing the school's financial
ald accounts. As this investigation continues,
Compliance anticipates additional recoveries,
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AUDITS OF STUDENT FINANCIAL AID PROGRAMS

Our audits of the Office of Education student financial
aid programs continue to show the same types of findings
that were reported last year. These broad categories are:

--Improper recipient eligibility determination and
award procedures.

--Late, incorrectly calculated, and no refunds.
--Poor financial condition of schools.

—--Improper use of, or accounting for, Federal funds.
--Maintenance of excessive cash balances.

--Internal controls, accounting systems, and record
maintenance deficiencies.

A continuing problem that we believe may need legislative
remedy is the practice of institutions maintaining exces-
sive Federal cash and improperly using the funds without
Leing assessed an imputed interest cost. Our audits have
shown that the excess funds are being used in a variety of
ways-=-payment of general operating expenses; used to obtain
short-term financing or other institutional functions;
diverted to the owner(s) of the school. The use of the
funds when disclosed by audits or program reviews amounts
to an interest-free loan to the institution for which the
Federal Government was incurring interest costs. The cost
principles contained in 45 CFR 100, Section 100a 232(c)
"Interest Income" requires that the "recipients shall remit
to the Federal Government any interest earned on advances
of Federal funds." Since the usage of the excess Federal
funds does not earn any interest, the institution is

reguired to repay to the Federal Government only the funds
improperly used.

We have not normally computed the interest lost on about
$10 million which was identified in the reports as being
improperly used or drawn in excess of cash needs. However,
we estimate that hundreds of thousands of dollars have been
lost to the Federal Government. During the next year, we
plan to develop a consolidated multi-institutional approach
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to fully develop this area of concern and attempt to proiject
the significance of the problem.

The Education Amendments of 1976 placed two additional
requirements for eligibility which are applicable to all
Title IV programs. Institutions must now determine that
students are maintaining satisfactory academic progress

in their course of study at that institution. Schools must
also determine that students do not owe a refund on a

Basic or Supplemental or State Student Grant or are in
default on a National Direct Student Loan received from the
institution at which the student is enrolled before making
a payment under the OE student aid programs. During the
past year, our audits disclosed that some schools were
making awards to individuals who were not meeting the
institution's standards of satisfactory academic progress.
This area and that of the determination of student-owed
refunds are essential to the eligibility process and will
recelive increasing audit attention in the future.

The Bureau of Student Financial Assistance, through its
Division of Compliance and program review staffs, has estab-
lished a means of identifying "problem schools" and has

also established priorities for conducting compliance and
‘program reviews. Program review reports are sent to the
Audit Agency for informational purposes and use in audits.
The improved communications flow should do much to improve
management of the OE student aid programs.

The Office of Education, over the last 12 months, has also
taken positive action on several recommendations we made
in our report on Student Financial Aid Programs at Pro-
prietary Vocational Schools. This report, a consolidation
of the results of 25 individual audits, disclosed serious
weaknesses in these areas of administration of the student
aid programs:

--refunds

-=advertising

-=-recipient eligibility determinations
~—-awarding procedures

~--financial condition

The following 1s a brief synopsis of the actions that BSFA
has taken on our recommendations.
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OE has published, in draft or final, regulations
covering areas we noted as deficient.

OE is enforcing these regulations through its
authority to limit, suspend, or terminate the
continued participation of eligible institutions
in all Federal Student Assistance programs.

OE is taking a more active role in assessing the
capability of schools to manage these programs
and will require biennial audits of all schools
which, in many cases, will include additional
financial information and assurances.

During Calendar Year 1978, we issued 983 audit reports

on institutions administering the financial aid pro-

grams; 1,028 of these reports were done by certified
public accountants or State or local audit groups. About
$800 million in financial aid awards was audited and

about $13.4 million .of these expenditures were questioned
or recommended to be refunded to OE. 1In analyzing these
reports, we found ranging from minor internal control
weakpesses to the problems of poor financial condition

and major areas of non-compliance with Federal regulations.

The newly instituted biennial audit requirement for the
student aid programs will significantly increase the
number of audit reports issued each year. In an effort

to both increase the awareness of the accounting profes-
sion to these new requirements and to improve the gquality
of the audits performed by public accountants, we developed
a training program. The program was developed in coopera-
tion with the American Institute of Certified Public Ac-
countants, Division of Continuing Professional Education.
Three seminars were conducted during October and November
1978 with attendance averaging about 80 participants at
each of the sessions. The AICPA has scheduled seven semi-
nars on audits of student financial aid programs for 1979.

We have issued audit guides for the Basic Educational
Opportunity Grant Program and the National Direct Student
Loan, College Work Study, and Supplemental Educational
Opportunity Grant Programs. In addition, we are developing
an audit guide for the Guaranteed Student Loan Program.

We believe that this major initiative of the development
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and publication of audit guides for all Title IV student
aid programs, and the training course for public account-
ants will greatly aid OE in managing the student aid
programs.

Illustrations of Major Deficiencies in Audit Reports
Issued Fiscal Year 10878

Touro College, New York, KY
Issued October 21, 1977

Our evaluation of the audit report prepared by a CPA firm
showed that the school had used Federal funds for general
operating purposes (about $51,000} and had made over-awards
of financial aid to students totaling about $76,000.

Washington Business Institute, New York, NY
Issued July 6, 1978 '

The audit disclosed that WBI had not adequately administered
the BEOG program. We found that the school inappropriately
applied about $245,000 in BEOG funds toward tuition, had

not made refunds totaling approximately $116,000 for -
student dropouts, and paid awards of about $299,000 to
ineligible students.

McCarrie Schools, Inc., Philadelphia,  PA
Issued July 20, 1978

The audit disclosed that the school did not maintain ade-
quate control over the grants and loans made from the NDSIL
and BEOG programs. The lack of control resulted in:
grants and loans totaling $111,731 were made to students
enrolled in ineligible programs; a shortage of $4,706 in
the cash balance of the BEOG account; and that $3,200 in
BEOG funds could not be accounted for. : ‘

Florida Memorial College, Miami, FL
Issued June 28, 1978

Our audit showed that the college was in deep financial
trouble~-~current assets were about $474,000 while current
liabilities totaled over $2.3 million--and that FMC
improperly spent or did not properly account for or safe-
guard Federal funds of about $2.4 million. We found that
financial aid awards had been made to academically
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ineligible students and that FMC had not exercised due
diligence in the NDSL program and had not made refunds for
student dropouts.

Wayne State University, Detroit, MI
Issued March 8, 1978

The audit disclosed that $80,000 in student financial aid
awards as reported to OE could not be supported by univer-
sity accounting records. We also noted that WsSU did not
have procedures for monitoring all payments to students
and had made overpayments of about $12,000 to students.

Kennedy - King College, Chicago, IL
Issued September 19, 1978

Our examination disclosed severe weaknesses on CWS payment
procedures. We found that hours reported by students as
working time conflicted with class schedules; CWS awards
were made to ineligible students; and students were per-
mitted to earn amounts in excess of their computed need.
We also noted that the college had entered into off-campus
job agreements with ineligible institutions.

Vogue Academy of Beauty Culture, Inc., Chicago, IL
Issued October 15, 1977

Oour limited review showed that at least 58.8 percent of the
students enrolled at the school did not have the required
high school diploma or HS equivalent. We found that non-
high school graduates were admitted as regular students
contrary to the school's published admissions policy. It
is our contention that the school misrepresented its admis-
sions policy and was, thus, never an eligible school.

Vogue Academy was accountable for about $387,000 in finan-
cial aid funds.

Penn Valley Community College, Kansas City, MO
Issued January 9, 1978

The audit showed a general lack of administration over the
student financial aid programs. We found that about

$717,000 of the $1.5 million in student aid funds which had
been awarded was improperly spent. The overpayments

resulted from the college awarding Federal financial aid to
students who did not meet the standards of academic progress,
did not attend any classes for which they had enrolled; and
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who were ineligible for BEOG awards because of prior post-
seccndary education.

Nebraska Academy of Hair Design, Omaha, NE
Issued June 14, 1978

The review showed that many of the school's administration
practices and operating procedures were not in compliance
with program regulations. We found that documentation to
support awards of about $70,000 was inadequate and often
contradicted other eligiblity information; overawards of
about $10,000 had been made because of improper calcula-
tions and that approximately $11,000 had been awarded to
ineligible students. -

Federico's College of Hairstyling, Sacramento, CA
Issued September 28, 1978

The College did not meet the Federal standards for a pro-
prietary school of higher education and was thus not
eligible to participate in the student financial aid
programs. Our audit disclosed that about 39 percent of the
students who had enrolled at the college and received finan-
cial aid did not have a high school diploma or the recog-
nized equivalent. We have recommended that the College
revise its admission policy to comply with Federal regula-
tions and refund to the Federal Government $§582,955 of
program funds.

Oregon College of Business, Medford, OR
Issued April 12, 1978

Our audit disclosed that the school had maintained excessive
cash balances and had used about $250,000 of Federal funds
improperly for operating costs and personal expenses of
school officials. We also found that students were over-
awarded about $30,000 and that students working under the

CWS program received funds in excess of need of about
$10,000.
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OVERVIEW OF WORK OF OFFICE OF INVESTIGATIONS
STUDENT FINANCIAL ASSISTANCE CASES

Education cases represent 25.9 per cent of the Office
of Investigations workload. As of October 1978, 01
had 103 education cases under investigation as
follows:

Type of Investigation Number
Students 32
Proprietary Schools 29
Colleges & Universities 25
Employees 9
Lending Institutions & Collectors 4
Grants and Contracts 2
Public Schools 2

’ TOTAL 103

These investigations involve a conservative esti-
mate of $30,000,000 worth of grants and contracts
in the following areas:

Type of Loan or Grant Number
Guaranteed Student Ldan Program 51
Basic Economic Opportunitiés Grants 7
National Direct Student Loans 3
College Work Study 2
Multiple Locans | 27
Miscellaneous & Other 13
TOTAL o 103
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A variety of frauds have been uncovered from simple
misrepresentation of facts, forgery and fictitious
applicants to sophisticated schemes involving double
sets of books, kickbacks and collusion with lending
institutions. The feollowing is a brief analysis of

the current education-related caseload of 0I, including
a summary description of illustrative cases.

Proprietary Schools

Suspected misappropriation and misuse of Student Finan-
cial Aid funds account for 34 per cent of the propri-
etary school cases. Most of these involve false State-
ments and forgeries on disbursement vouchers, paying
employees out of grant funds, and transferring Student
Financial Aid funds to Personal and corporate accounts.

OE reviews of Student Financial Aid accounts at a pro-
prietary school disclosed unaccountable withdrawals of
funds.

Investigation disclosed that the former president of
the school had used some of the financial aid funds for
personal reasons and deposited the rest in the school's
corporate accounts.

An information was filed against the former school offi-
cial on August 4, 1978, Charging violations of Title 18
U.5.C. Section 1001 (false statements). He pleaded
guilty the same date and agreed to restitute $242,720.
He was sentenced on October 16, 1978, to five years'
imprisonment and a $10,000 fine.

A Department of Justice coordinated 18 month task force
investigation, based on OI investigation, culminated an
over three year effort to obtain evidence of misuse of
Student Financial Aid funds by corporately linked pro-
prietary schools. In September 1978, 22 schools Pleaded
nolo contendere to all 55 counts of a July 1978, in-
dictment charging violations of Title 18 U.5.C. Sections
287, 1001, and 1014. The controlling corporation was
fined $500,000 on charges contained in 49 of the 55
count indictment.

Embezzlement accounts for 32 per cent of the proprietary

school investigations. One case in particular involves
over one hundred Proprietary schools where evidence of
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bribery and kickbacks to Government personnel, school
officials and collection agencies are involved. Much
of the suspected embezzlement is on behalf of propri-
etary school owners, but many enterprising employees
find imaginative ways of exploiting the program, such
as failing to make refunds to students who withdraw
from school early in the semester.

Office of Education reviews of BEOG applications sub-
mitted by a computer school reflected that many of the
applications contained pre-printed answers.

Subsequent investigation and audit disclosed that the
school did not maintain student financial assistance
records as required, and that the owner of the school
had converted assistance monies to his own use and to
the school's corporate accounts.

OE deobligated $409,000 that was due the school in FY
1976. 1In 1977, the owner was tried on civil fraud
counts resulting in a verdict in favor of the U. S.
covernment which was then awarded $778,206 plus an
$8,000 forfeiture.

In 1978, both the owner and the school were criminally
indicted on charges of violation 18 U.5.C. Section 1001 -
false statements. Trial commenced in May 1978, with

both subjects being found guilty in June 1978.

Office of Education surveys, HEW audits, and student
complaints led to investigations of the administration
of the Federal Insured Student Loan programs fund by
proprietary schools in Texas. During the course of the
investigation it was ascertained that a school official
had embezzled, stolen, and converted to his own use
OE/HEW funds from the FISL, BEOG, and SEOG programs.

The official entered into a plea bargain agreement in
September 1978, in which he pleaded guilty to various
counts of violaticn eof Title 18 U.S.C.

A variety of miscellaneous schemes to defraud and mis-

represent compose about 34 per cent of the proprietary
school cases. A home study school and a variety of
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holding companies and subsidiaries under investigation
by an HEW/FBI task force has manipulated millions of
dollars worth of education loans.

One school made several hundred thousand dollars worth
of loans prior to receiving HEW approval. Another
appears to have forged student Names on contracts for
tuition and sold the contracts to a finance company.
Two others allegedly forged student names on Student
Financial Aid checks and deposited them to personal
accounts. In one school a large quantity of Guaranteed
Student Loan applications are thought to have been
executed and processed fraudulently. 1In another, stu-
dents are said to have been induced to file fraudulent
applications. Documents in other cases which were
thought to be filed with false statements are being
investigated.

A U. 5. Attorney requested an investigation of a pro-
pPrietary school's Practices in the Federal Insured
Student Loan Program.

Investigation disclosed that the school recruited stu-
dents, certified them eligible for financial assistance
and obtained loans for them. Many of the Students never
attended the school, some withdrew before course com-
Pletion, and still other Students did not know they had
received loans. The loans wWere sold by the school to
four financial institutions and many were filed in de-
fault. OE was obliged to Pay the institutions over
$800,000.

The school's owner and two other officials were in-
dicted for conspiracy to defraud the Government and
false statements. Two were convicted in 1977; one was
convicted in February 1978. fThe vU. g. Government re-
covered over $500,000 in 1977. :

Universities and Colleges

Twenty~five universities and colleges, including two
seminaries, are under investigation. 1In many cases
it is difficult to determine in the initial phases of
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the investigation who the culpable subjects are --
university officials, students, Or individuals posing
as students. Most of these cases (44 per cent) in-
volve possible forgery of applications for loans and
grants or the loans and grants are made out to non-
student applicants. In many instances, either the
pank or subsequent investigation could not verify

the applicants as students yet checks made out to the
students are uttered. 1In one case, grant funds were
obtained by certifying ineligible students to partici-
pate in student financial aid programs. The students
claimed that they did not receive the grant funds. The
funds appear to have gone directly into the working
capital of the school.

Twenty-eight per cent of the university and college
cases involve misapplication of funds. This includes
allegaticons from using Title TII {developmental funds)
for lobbying, travel, recruiting and other operating
activities to altering school records to obtain ac-
creditation for courses so that students taking these
courses can be eligible for Federal funds. One case
involves allegations that students and a financial

aid officer of the school have submitted false student-
work time sheets. Other cases involve converting stu-
dent grant and loan funds to operating accounts. One
individual admitted using Basic Educational Opportunity
crant funds for purchasing real estate.

The remaining 28 per cent of the university and college
cases involve various falsification of documents, in-
cluding embezzlement and other manipulations of the
program. In one school students have alleged that they
are forced to turn over their financial assistance
checks to the school without seeing the checks. 1In
another school a financial aid officer is suspected of
falsifying students' financial status to gain larger
grants which were then given to ineligible students.

In other cases it appears that schools have submitted
large numbers of grant and loan requests for nonexistent
students.

A college official advised that an apparent theft of
the college's BEOG funds had occurred through the
uttering of BEOG checks to fictitious non-students.
The amount stolen was $2,119.
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Investigation and handwriting analyses disclosed that
a secretary in the student financial aid office had
uttered the checks.

In February 1978, the Secretary was indicted on four
counts of violation of Title 18 U.S.C. Section 641
(embezzlement). On March 10, 1978, she was found
guilty on all counts and was subsequently sentenced
in April 1978 to six months' imprisonment on counts 1
and 2 and to five years' probation on counts 3 and 4.

The HEW Audit Agency advised that a university indi-
cated possible fraudulent misuses of their BEOG and
CWS programs.

Investigation disclosed that the director of the stu-
dent financial aid brogram at the university had con-
spired with others to issue checks to students, forge
the endorsements and deposit them to his own or other
personal accounts.

The U. s. Attorney declined prosecution in favor of
local action. The student financial aid officer pled
guilty 'in a local Superior Court to 14 counts of misap-
propriation of Public funds. He was Sentenced to four
years' probation and ordered to restitute $8,456,25.

An internal audit disclosed that $5,702.27 of finan-
cial aid was embezzled by a university disbursement
official from 1974 to 1977, OI investigation disg-
closed that official retained student financial aid
checks not claimed by students, forged their endorse-
ments, and applied the proceeds to his own use.

On October 19, 1977, an indictment was handed down
charging the official with 11 counts of viclation of
Title 18 Section 641 (embezzlement). oOn January 13,
1978, subject entered a guilty plea to four of the
counts and was sentenced to three years' probation
and ordered to restitute $5,702.27.

A banking institution notified a junior college that
the college's BEOG, SEOG, and Law Enforcement Educa-
tional program grants were overdrawn or showed unac-
counted cash disbursements. A former Secretary of the
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college admitted after investigation that she had
withdrawn the funds and converted them to her own
use. It was shown that the ex-employee had with-
drawn at least 5$64,477.95.

In March 1978 the former employee pleaded guilty to
an information charging violation of Title 18 U.5.C.
Section 641 {embezzlement). Alsc in March she was
given a suspended sentence and ordered to restitute
564,477.95.

Students

Similar to investigations of universities and col-
leges and some proprietary schools, when investi-
gating students it is frequently impossible to de-
termine the culpable party at the outset of the
investigation. Therefore, some of the investigations
discussed in this section may result in schools or
school officials being the violators.

Forty per cent of the student cases involve forgeries.
Two cases involve individuals who received loans and
grants at several different institutions. Others
involve multiple forged applications at one institution.
In five cases it was determined that the applications
for loans and grants were clearly forgeries by un-
known suspects. In several cases loans and grants

are also received by forging parents' signatures and
student aid officers' signatures. In one case 1t was
determined that an enterprising individual not only
obtained a loan for himself by forging his application
but also obtained loans for eight other individuals.

OE advised that between September 1975 and March 1978

a student using aliases had made applications and re-

ceived student financial aid from ten Colorado schools
in the amount of about $23,689.

The student pleaded guilty to one count U.S.C. 1341
and was sentenced to five years' imprisonment.

The U. S. District Judge ordered a stay in execution

of sentence while the individual under went psychiatric
treatment:; the sentence may be modified.
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In 22 per cent of the student cases suspected falsifi=-
cation of application and alteration of loans are the

reason for investigation. Information that is falsi-

fied includes family income, length of residency, and

eligibility certification.

Nineteen per cent of the student cases involve in-
dividuals who are not students or are dropouts who
default. Most of these are unknown subjects that
apply for and receive Guaranteed Student Loans.

A Community College advised that an internal review
of its BEOG student financial aid Program disclosed
that ten BEOGs had been received through the same
Post Office Box and that none of the ten individuals
to whom the grants were awarded attended the college.

Investigation disclosed that BEOG applications which
had initiated the BEOG grants were for fictitious
persons; six of the grant checks had been deposited
in the personal account of one individual.

The subject was indicted by a county grand jury in
August 1978, and pled guilty to charges of Fraudulent
Scheme or Artifice in December 1978. 1In January 1979
a sentence of one year imprisonment with five years'
probation was imposed, along with the requirement of
restituting $3,600.40.

Another 19 per cent of the student investigations are
illegal aliens who received student loans under false
pbretenses.

Employees

Six of the employee cases involve OCffice of Educa-
tion employees allegedly influencing contract awards
to their own firms or receiving kickbacks and other
favors from contractors. Two cases involve Suspected
travel voucher fraud and one case involves falsifi-
cation of a Basic Education Opportunities Grant by an
Office of Education employee.

The Office of Investigations, 0IG, HEW, conducted
an investigation in concert with State agencies at
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the direction of the U. §. Attorney into the re-
lationships between current and former OE officials
with contractors and various State officials. This
investigation was the most encompassing and possibly
one of the most significant matters that OI has been
involved in to date.

As of December 1978, 14 individuals had been con-
victed in State courts of charges which include con-
spiracy, conspiracy to bribe, conspiracy to defraud,
conspiracy to commit larceny, conspiracy to accept a
bribe and conspiracy to steal Federal/State funds.

These convictions were associated with the issuance
of a $500,000 contract by a State vocational agency
for the production of training films.

Lending Institutions and Collection Agencies

Three investigations involve lending institutions.
They are under investigation for:discounting Student
Financial Aid loans, filing fraudulent Federal In-
sured Student Loan Claims and extorting proprietary
schools by forcing them to pay management fees or

buy stock of a company before they could purchase
school loans. One investigation of a collection com-
pany is based on the allegation that collected de-
faulted loans were not being returned to the schools.

Grants and Contracts

One case is based upon the allegation that grant funds
are being misused and that false information was filed
with the initial grant proposal. Another case invelves
allegations that a firm had received duplicate payments
for their services and had converted $48,000 of these
payments to their personal use.

Public Schools

In one case Title VII (bilingual education) funds are
alleged to have been misused in an independent school
district. In another case Title I (underprivileged
education) funds allegedly were used for personal and
pbusiness purchases.
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A U. 8. Attorney requested that 0OI conduct a joint in-
vestigation with the FRT into allegations that a City
Board of Education official had converted Title I funds --
Elementary and Secondary Education Act -- to his personal
use,

cover these expenses.

The official was indicted by a Federal Grang Jury on 22
charges of various misuses of Federal funds. 1In November

1978, he pleaded guilty to all counts and in December was
sentenced to 18 months' imprisonment.
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INDUSTRY STUDY: EARLY INDICATORS

The 0IG Audit Agency is conducting an industry study of
a select group of high risk institutions participating
in the Basic Educational Opportunity Grant (BEOG) pro-
gram in order that OIG can deyelop indicators to sys-
tematically and routinely detect institutional fraud
and abuse in the student financial assistance programs.
The study is directed at the proprietary school popula-
tion with a focus on the cosmetology industry.

The study has three major components which are detailed
below with an update provided to reflect what appear to
be early indicators of possible fraud and abuse of the
BEOG program.

1. Overview of Industry:

Background information 1is being gathered and
analyzed about the cosmetology industry through
data bases available within HEW, other Federal
agencies, State agencies, and other sources as
available. Information is being sought about the
size of the schools, tuition changes, level of
participation in student financial aid programs,
chain school coperations, accreditation and
licensing reguirements, default levels in student
loan programs, etc. Findings uncovered through
program reviews, HEW audit reports, and Office

of Investigations case files are being reviewed
to reflect trends.

Because the various computer based data files in
HEW do not contain one common identifier for each
institution maintained, a special effort is now
underway to merge the files under one common
identifier -- the IRS Employer Identity Number.
I1f this proves successful, a crosswalk will be
available to pick up information on some 300
beauty schools eligible to participate in the

HEW student financial aid programs.

2. Analysis of the BEOG Application and Payment
Information Systems:

Systematic indicators are being developed to point
to fraudulent or abusive behavior by institutions
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against the BEOG program. These indicators are
being sought through computer analysis and scans
of the BEOG applicant and payment information
systems, as well asg through the use of a question-
naire to a random sample of BEOG recipients.

Computer Analysis:

The OIG Audit Agency has been conducting a
series of computer scans of the application
records of BEOG proprietary school applicants
for the school years 1976-77, and 1877-78, as
well as the BEOgG recipient file for 1977-7g.
Preliminary findings (February 1979) are as
follows:

--50me 65 properietary schools have surfaced
reflecting unusual trends in the data
elements of applications filed for students
who indicated their intention to attend that
particular school. Many of these schools
show a large. number of students eligible for
& BEOG award. Of the schools identified so
far, more than one third are beauty schools.

~~An additional computer scan of the applicant
file has identified to date about 100 other
instances of aberrant behavior on the part
of either schools or individual recipients.
A number of these cases have been referred
to the Office of Investigations (0I) for
follow-up.

~-A computer scan, named "Finder," is being
developed and refined now to identify schools
or individuals that are applying for and
receiving BEOG funds under the accounts of
fictitious students. The results thus far
are promising. We are continuing to develop
and refine this computerized method to
detect the use of aliases or fictitious
accounts in order to receive HEW funds, and
we hope to be able to apply it to other HEW
brograms such as Aid to Families with Depend-
ent Children and Medicare.
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Questionnaire

The OIG Audit Agency selected from the BEOG
1977-78 recipient file a random sample of

2,500 students from 50 beauty schools who,
according to Office of Education (OE) records,
had received a BEOG award for 1977-78. A
questionnaire was mailed to these individuals
requesting that they verify whether or not they
received the award and under what conditions.
The responses to the questionnaires will be
compared to the information provided to OE by
the schools. Certain problems have arisen due
to the mobility of the population in that
approximately 20% of the questionnaires were
returned by the Post Office marked "Address
Unknown." Additional file searches are under-
way to attempt to obtain a more recent address.
Findings from the guestionnaire are not con-
clusive to date.

Selected Audits

Once the statistical indicators have been refined,
they will be validated through a select number of
audits to be conducted at the proprietary schools
by the OIG Audit Agency. It is anticipated that -
the schools will be selected for audit at the
close of March 1979. An Interim Report may be
available by Fall 1979.

Early Indicators Confirmed

Of the initial findings which have been referred
to OI for follow-up, the cases described below
immediately surfaced:

Open OI case on a recent conviction of a
Student who had devised what he thought was a
sound plan to defraud student assistance pro-
grams without detection. Investigation
cstablished that this individual had obtained
over $50,000 from Campus Based and the Guar-
anteed Student Loan programs. The student's
method of operation was simple: He attended
a school with a large student population. He
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would appear in the school's security office
to obtain a new I.D. card claiming to have lost
his o0ld one. Through this simple device, he
established multiple identities which he used
to apply for and receive student assistance in
the form of grants and loans, including '
College Work Study aid. This individual

used his previously obtained identity cards

to cash the proceeds. This individual was
caught due to the sharp observation of the
school's security officer who remembered
seeing the student before-~but under another
hName. Follow-up investigation then ensued,
leading to a successful conviction.

A number of factors incidential to this scheme
triggered the identification of this student as
being of investigative interest in the Beauty
School Study. Even if this individual had not
already been picked up due to the diligence of

the school, we believe that the present Beauty
School indicators would have initiated an investi-
gation of this individual and detected the scheme
used to defraud the student assistance programs.

@ Identification of another individual who has
been receiving a number of Student assistance
grants. Preliminary results have established
that this person has since abandoned the rented
post office box he used as a mailing address.
Further, he is currently being sought by
another Federal investigation agency as a
fugitive. Although this is still an ongoing
investigation, we cite this as an example
indicating that the program will bear fruit.

The remaining cases are stil] being researched
by 0I, and we believe will lead to instances of
institutional fraud and abuse.
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STATUS REPORT ON INSPECTOR GENERAL SUBPOENAS

Section 205(a) (3) of the HEW Inspector General statute
gives the Inspector Ceneral authority to issue a
subpoena for records and other documents which the
Inspector General determines are necessary to carry out
his functions under the Act.

puring the first year of our operation {which commenced
in March 1977), we used the subpoena power sparingly
and issued our first subpoena on March 23, 1978. Dur-
ing the past eleven months since that time, we have
found it necessary to 1lssue eleven subpoenas. Bach

has proven invaluable to us for obtaining access to
records we needed to carry out our audit and investiga-
tive functions. Several have required us to depend
upon the courts for an enforcement order requiring com-
pliance. In such instances, we have depended upon the
Department of Justice to represent us in court. As &
general matter, we have been pleased with the repre-
sentation they have provided. We have won every
enforcement case in which a final order has been issued.
One case is currently in litigation. We have every
reason to believe, based upon a case in another juris-
diction, that the judge will rule in our favor.

Following is a brief summary of the subpoenas we have
issued to date:

1. "A" Nursing Home

Background

"a" Nursing Home was one of the nursing homes
sclected last winter for a full~-scale audit to
test the theory that high overhead costs for
nursing homes may signal the presence of fraudu-
lent or abusive practices. An audit was begun in
February 1978. However, after ten days of audit-
ing, 0IG staff were denied further access to the
nursing home.

Service of Subpoena

A subpoena for the nursing home's records was
issued on March 23, 1978, returnable April 6, 1978.
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Outcome

The Nursing Home complied with the subpoena. The
audit was completed and the information wasg refer-~
red to the United States Attorney for possible

prosecution. Prosecution was declined.

2. "B" and "C" Companies

Background

These companies are Oowned and operated by the same
individual. They served as collection agents of
defaulted student loans for several colleges. The
loans included loans that were federally insured.
The Office of Investigations was informed that the
companies may have been collecting on the overdue
student loan accounts, but were not reporting the
payments to the schools. The Office of Investiga-
tions opened an investigation of the companies.

Service of Subpoenas

Six subpoenas were served in the course of this
investigation: one on each of the two companies
under investigation, and ene on each of four banks
where one or both companies were known to have
held accounts.

Outcome
Following is a history of each of the subpoenas:
a. "B" Company

A subpoena for the company's records was
issued on June 14, 1978, returnable on

June 26, 1978, The company refused to
comply with the subpoena. On July 12, 1978,
we formally Fequested the Department of
Justice to seek judicial enforcement of the
Subpoena. On August 16, 1978, a United
States District Judge ordered the company
to comply with the subpoena. The company
has complied.
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"C" Company

The enforcement of this subpoena was handled
concurrently with the one served on "B"
Company. The company has, likewise, complied
with the court order.

"D" Bank

A subpoena for the companies' bank records was
issued on June 12, 1978, returnable on

June 28, 1978. The bank refused to comply
with the subpoena unless the Department first
agreed to cover the costs in complying. We
refused to do so. After some further communi-
cation, we formally requested the Department
of Justice to seek judicial enforcement of

the subpoena. On September 21, 1978, a
United States District Judge ordered the bank
to comply with the subpoena on the condition
that the Department cover their costs. The
Department did so, and the bank provided the
records.

"E" Bank

A subpoena for the companies' bank records
was issued on June 12, 1978, returnable on
June 27, 1978. The bank refused to comply
with the subpoena unless we substantially
narrowed its scope or agreed to pay the costs
incurred by the bank as a result of complying
with the subpoena. We requested the Depart-
ment of Justice to seek judicial enforcement
of the subpoena. On September 26, 1978, a
U.S. Magistrate ordered the bank to comply
with the subpoena. The Magistrate postponed
consideration of the cost issue until the
bank complied. The bank appealed the order,
but the Judge dismissed the appeal. The

bank has now fully complied with the subpoena,
and has incurred costs of $1,000. They have
returned to court with a motion to require

4s to reimburse them. We have answered their
claim, but the Tudge has not yet set a date
for the hearing.
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e. "F" Bank

A subpoena for the companies' bank records
was issued on June 12, 1978, returnable on
June 28, 1978. The bank did not have the
staff to respond quickly to our subpoena.
We considered having the Justice Department
seek a court order. However, bhefore we
pursued this matter, the bank complied with
the subpoena.

f. "G" Bank
A subpoena for the companies' bank records
was issued on June 12, 1978, The bank
moved slowly to comply with the subpoena,
but eventually did so. '

3. "H" Day Care Center

Background

The HEW Audit Agency referred an audit of the day
care center to the 0ffice of Investigations on
account of a number of questionable expenses.

The Office of Investigations requested a subpoena
for the bank records of the Center and of its
Executive Director.

Service of Subpoena

We issued a subpoena addressed to the bank on
October 19, 1978, returnable on November 14, 1978.

Qutcome
The bank has complied with the subpoena.
4. "J" PSRO
Background
The PSRO had been conditionally certified as a
professional standards review organization. A

partial audit of the PSRO raised a number of
questions regarding the finances of the PSRO.
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As a result of the audit findings, the Department
did not renew the PSRO contract when it expired,
and the information obtained was referred to a
U.S. Attorney. A Grand Jury convened and sub-
poenaed additional records of the PSRO.

Service of Subpoena

Subpoena for the records of the PSRO was issued
on November 15, 1978 returnable on December 7,
1978,

Outcome

The PSRO refused to comply with the subpoena. We
referred the matter formally to the Justice Depart-
ment for enforcement proceedings on December 11, 1978.
This matter involves a number of complex issues re-
sulting from the parallel grand jury investigation.
The matter is currently in litigation. Meanwhile,

we have issued a second subpoena for more recent
records of the PSRO. '

5. "K" Accounting Firm

Background

This firm is the accountant for a college which is
the subject of a current criminal investigation
and a review by the HEW Audit Agency. The Audit
Agency believes that access to the firm's records
is necessary to verify the financial accounts of
the college, and also to monitor the college's
compliance with its agreement with HEW. With
respect to the criminal investigation, a Grand
Jury was convened and has also issued a subpoena.

Service of Subpoena

The subpoena was served on December 27, 1978,
returnable on January 10, 1979.
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OQutcome

On January 17, 1979, we obtained written authori-
zation from the accounting firm for Audit Agency
access to the records before the Grand Jury. On
January 22, 1979, the Judge permitted access to
the Audit Agency based upon a Rule 6e motion.
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OVERVIEW

OFFICE OF PROGRAM INTEGRITY
HEALTH CARE FINANCING ADMINISTRATION

MISSION STATEMENT

Minimize the opportunity for fraud and abuse in Medicare/
Medicaid by conducting reviews and investigations on
individual cases and providing oversight and support to
Medicaid State agencies, Medicare contractors, and
Medicaid fraud units.

Program Authority and Background

The Office of Program Integrity (OPT) was established in
1977 by merging the Office of Program Review in the Social
Security Administration with the Division of Fraud and
Abuse Control in the Social and Rehabilitation Service.
Program Integrity staffs are now in each of the ten HEW
regional offices, in addition to OPI's central office in
Baltimore. The office has 274 people in the regions and
77 in the central office. Funding for OPI activities
comes through annual appropriations from Congress and from
the Medicare Trust Fund.

Program Description

OPI plans, administers, and oversees programs designed to
prevent improper expenditure of Medicare/Medicaid funds
based on health provider fraudulent or abusive actions.

In meeting this responsibility, we relate to the Medicare/
Medicaid claims-paying process primarily in two areas:

1. postpayment review systems--the process of
identifying health providers whose billing
practices are questionable, and

2. the cost report audit activity--the process
by which the Medicare/Medicaid paying entity
determines the allowable level of reimburse-
ment for providers reimbursed on a cost or
cost-related basis.
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Tt is principally through these processes along with
individual complaints flowing into the system that indi-
vidual providers are identified where fraud or abuse may
be a problem.

OPI's central office develops national policy for fraud and
abuse control, provides administrative and management
support and oversight to regional office operations, and
prepares manuals and other instructional materials required
by the regions.

Regional staff work in two areas, case development and
management review.

Case Development--Conducting reviews and developing facts
on individual cases of suspected fraud and abuse.

Management Review--Providing oversight training and tech-~
nical assistance to Medicare contractors, Medicaid State
agencies, and Medicaid fraud control units.

Major Activities

Case Development: Cases of potential fraud or abuse are
worked by OPI regional staff, Medicare contractors, and
Medicaid State agencies. 1If, in the course of developing
the facts related to an individual health provider, it
appears fraud is involved, the case is at that point
referred to an investigative agency. Staff in OPI regional
offices are heavily involved in conducting what we refer to
as "preliminary investigations.” These cases involve an
allegation or other indication of fraud. Through the
course of.conducting preliminary investigations, we deter-
mine if a pattern exists which would support referral to
the Office of Investigations (OI) who in turn would
initiate a full-scale fraud investigation.

If no fraud is found, the OPI RO determines whether the
potential for abuse exists and, if so, refers the matter
to the Medicare contractor to establish and collect an
cverpayment or take other administrative action as appro-
priate.

Based on reporting from OPI regional offices, Medicaid
State agencies, Medicaid fraud control units, and Medicare
contractors, there were a total of 16,850 providers identi-
fied during 1978 where a potential of fraud or abuse

337




APPENDIX O ' APPENDIX 0
Page 3 Page 3

existed. We do not have a specific breakout of how many
of these cases would be considered significant cases
requiring a substantive amount of review or investigation,
pbut that number would approximate some 10 to 15 percent of
the total or around 2,000. The adjudicative effort
related to these cases, some of which were ultimately
prosecuted*, identified overpayments of approximately

$29 million.

Management Review: During the course of 1978, OPI staff
participated along with other HCFA staff in performing
ascsessments of State Medicaid agency and Medicare con-
tractor performance. Our role in relation to these assess-
ment reviews is specific to measuring the capacity of
Medicare/Medicaid claims payors to control fraud and

abuse. Systems and processes for identification, investi-
gation, and adjudication are examined and recommendations
for improvement made where deficiencies are noted. During

1978, OPI participated in a total of 165 such reviews.

Our activities so far and our plans for the future have
been geared, in large measure, to make compatible Medicare
and Medicaid systems for fraud and abuse control. The
same Program Integrity staff reviewing Medicare claims
paying operations are reviewing Medicaid. Approaches for
detecting and reviewing aberrant providers by a Medicare
claims payor are compared and evaluated along with the
Medicaid claims payor's operation. Common reporting
systems for cases (potential fraud or abuse)} have been
developed, and information on such providers will be
routinely exchanged through reporting by the Medicaid or
Medicare appropriate agency to the OPI regional office,
Profiles, State-by-State, relating to both Medicare and
Medicaid capabilities in fraud and abuse control are being
established. All of the regional PI offices have held meet-
ings with the Medicare and Medicaid contractor and State
officials jointly participating to establish lines of
communication at the operations level State-by-State. We
are working to establish a national advisory committee
representative of Medicare and Medicaid third-party payors,
PSROs, and State Medicaid fraud control units.

*See the body of the Inspector General's Annual Report for
data on numbers of prosecutions.
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Also in support of our management review responsibility,

the Office of Program Integrity has been instrumental in
developing a series of review guides which State and
Federal personnel can use in performing reviews of specific
provider types to determine whether there is program abuse.
The series includes, in various stages of development,
guides pertaining to hospitals, nursing homes, laboratories,
physicians, and pharmacies.

Program Validation: In late 1978, OPI developed a system-
atic approach to identifying potential fraud and abuse
situations and determining the degree to which program
provisions are being properly applied. We call this effort
program validation. The three major elements of this
process are:

e Aberrant Cost Studies--To identify providers
reimbursed on a cost or cost~related basis,
to determine if aberrant cost or billing
practices indicate fraud or abuse, and to
evaluate the appropriateness of the Medicare
contractor or Medicaid agency reimbursement
and audit process.

& Systematic Fraud and Abuse Studies--To
identify providers reimbursed on a fee or
reasonable charge basis, to determine
aberrant utilization or billing practices
of fraud or abuse, to evaluate Medicare/
Medicaid reimbursement and postpayment
systems, and to improve the capacity of
Medicaid State agencies and Medicare
contractors to utilize postpayment
review systems.

@ Program Implementation Reviews--To deter-
mine if specific policies or manner of
implementation contribute to unreasonable
Or inappropriate levels of reimbursement.

Several reviews have already been undertaken. While it is
premature to comment on results because of the newnesg of
the validation effort, we have high hopes. We believe we
will be able to demonstrate several million dellars in
savings to HCFA programs based either on problems noted
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with individual providers or weaknesses in policy or pro-
cedures demonstrated through individual provider review.

Other Significant Activities:

PARE {(PAment REvicw)

Under the PARE (PAment REview) system, Medicare Part B
carriers review and report to OPI on physicians with high
incidences of utilization in the program. This year, OPI
focused on evaluating the carriers' prepayment and post-
payment controls, to determine their adequacy for identify-
ing physicians with guestionable patterns of practice.

A total of 3,012 Part B PARE reports were processed during
calendar year 1978, resulting in 102 fraud investigations
and in the identification of $2.2 million in overpayments.

OPI began to develop and test screening techniques for use
in a planned PARE system for reviewing institutions
participating in Part A of Medicare. The system would make
possible the identification of high-cost departments within
the institutions in terms of per-diem or per-bed costs.

Once data are processed, they are used as screens to

select and review hospitals with aberrant costs in certain
departments for the possibility of Medicare fraud and abuse.

Fraud Control Units

OPI is responsible for helping the States to establish
fraud control units in accordance with Section 17 of the
Medicare~Medicaid Anti~Fraud and Abuse Amendments {(Public
Law 95-142), which furnished a special incentive for States
to do so. Any State establishing such a unit receives 90
percent Federal funding for its costs.

Once a State unit is certified, OPI monitors it to ensure
timely and accurate reporting of the necessary payment and
workload data and responds to questions raised. At least
once each year, regional staff must perform onsite reviews
of all State units for which they are responsible. They
mist report their findings to the central office for
recertification purposes.

During 1978, 20 Medicaild fraud control units were certified.
Through this procedure, some 800 professional investigators,-
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auditors, and lawyers have been added to the effort to
deal with fraud against the Medicaid program.

Suspensions and Terminations

Based on Section 7 of Public Law 95-142, HCFA now has
greater authority to suspend and terminate health providers
found guilty of fraud from Medicare/Medicaid participation.
Based on this section and other sections of the Social
Security Act providing secretarial sanction authority
against providers found guilty of fraud or gross abuse, we
have suspended or terminated a total of 53 health pro-
viders. Thirteen of these providers have been completely
terminated, one has been reinstated, and the remainder are
suspended for periods ranging from 1 to 10 years.

Summary

We believe we made significant progress in 1978. We antic-
ipate that 1979 will be even a better year as we gain more
experience working within the HCFA organizational struc-
ture. We can do better, and we see several areas for
needed improvement. Among those are:

~-greater capacity to take administrative sanction;

--improving techniques in abuse control by assuring
medical review and peer review in the process of
addressing overutilization problems;

--forging stronger relationships between State
Medicaid agencies and fraud control units to
assure proper and timely referral of apparent
fraud cases;

--greater capacity to judge State Medicaid agency,
Medicare contractor, and our own regional office
performance based on results, as opposed to
process; :

-—improving our own ability and that of the States
and Medicare contractors to recognize and deal
with instances of institutional provider fraud
and abuse;
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~--gystematically assessing Medicare/Medicaid
reimbursement policies which may be contribut-
ing to fraud, abuse, or waste;

--greater recognition through the budgeting process
of those elements of State Medicaid agency and
Medicare contractor activities dealing specifi-
cally with fraud and abuse.

We are in the process of developing strategies to effectu-
ate improvements in each of these areas. Success will give
us a greater ability to play our respective role in the
total process of controlling fraud and abuse in Medicare
and Medicaid.
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MEMORANDUM DEPARTMENTOFHEAUHLEDUCKHON,ANDmeFARE
HEA UTH CARE FINANCING ADMINISTRATION

Office of the Administrator

TO: Inspector General February 28, 1979

FROM: Administrator

SUBJECT: Inspector General's Annual Report -- Report
of the Administrator, Health Care Financing
Administration

Introduction

In response to the attached Secretarial memorandum, I

am enclosing material summarizing the Health Care Financ-
ing Administration's (HCFA's}) activities to detect and
prevent fraud, abuse, and waste. To provide maximum
detail on these activities, most of the material describ-
ing these efforts is appended to this memorandum. '

As you know, I am personally committed to ensuring that
HCFA designs and implements a credible fraud, abuse,
and waste program, reflecting real accomplishments in
improved program management and productivity.

Toward this end, I have reviewed HCFA's FAW activities

to date and am currently revising organizational relation-
ships, reporting systems, targets, and the general scope
of the FAW agenda to ensure that this effort receives

the full attention it requires in this agency. I intend
to make FAW the focal point for an integrated Efficiency/
Productivity Improvement plan now being formulated. I
will keep you informed of any significant actions taken

in the near future in this regard.

Many of HCFA's FAW activities were generated Dby the 1978
Inspector General's report. These activities are
described in some detall at Tab I*. of the projects
initiated in response to the sources of fraud, abuse,

or waste identified in that report, most of them were
developed as FAW initiatives monitored by the Assistant
Secretary for Management and Budget. -Copies of quarterly
status reports on these initiatives are contained in

Tab III, as you had requested.

Further, HCFA has undertaken additional projects to
reduce fraud, abuse, or waste and to improve program
efficiency in areas not directly related to the specific.
issues cited in last year's report. These activities
include:

*Omitted due to detail. 1413
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- Improved management efforts within HCFA;

. Improved coordination with the Public Health
Service, .other components of HEW, and other
Federal agencies;

Proposed changes in Legislation; and
. Changes in Regulation.

The following is a short description of both the overall
HCFA effort to date and relevant Tabs:

At Tab I* we have summarized actions, either taken or
proposed, which address the concerns raised in last
vyear's report. I believe HCFA has moved aggressively
to respond to those areas identified.

These initiatives are being accomplished through a
variety of means: We are expanding our capacity to
collect better data; we are using the experience gained
in the Medicare program in the area of contractor rela-
tions to improve the Medicaid State/Federal efforts;

we are increasing our staff in the financial management
area in Medicaid to assist the States in improving the
management of their programs; and we are improving our
data processing systems and extending our audit and
cost review activity under Medicare.

In response to the Secretary's anti-inflation announce-
ment last April, HCFA has now completed many of those
activities. These are described in Tab II-A and are
intended to:

- Develop post-payment provider files and pre-payment
screens;

Expand the number of HMOs in which Medicare
participates;

. Publish a regulation to establish lowest charge
levels for reimbursement for certain laboratory
tests and durable Medical equipment;

. Fully implement the Maximum Allowable Cost program
which already saves $5.5 million annually;

*Omitted due to detail.
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. Publish inhalation therapy guidelines to control
the cost of contracted respiratory therapy services;

. Improve our public relations effort for the Second
Opinion Program;

. Develop specific objectives for each PSRO as a

means of assessing 1ts effectiveness in reducing
unnecessary stays and the resulting costs;

. Monitor the President's Wage and Price Guidelines
and investigate the feasibility of imposing selected.
cost-constraints on HCFA fiscal contracts.

In addition to the progranm management changes mentioned
above, we have initiated a series of Medicare-Medicaid
integration projects detailed at Pap II-B. The purpose
of these 20 projects is to explore opportunities for
functional consolidation of various administrative
aspects of the Medicare and Medicaid programs, including
development of common Medicare and Medicaid billing
forms, integrated coding systems, and improved over-
payment recovery systems. We are also looking into the
possibility of combined fiscal agent contracts for both
Medicare intermediaries and carriers, as well as between
Medicare and Medicaid. We expect implementation of some
of these projects to begin this spring and to result in
administrative savings.

You have explicitly requested information on improve-
ments made and planned in management systems, eligibility
determination procedures, claims payment procedures,
productivity, contract and grant practices, and personnel
management. Major activities in this area are summarized
at Tab II-C.

Central to our ability to identify fraud and abuse in our
programs has been the creation of Section 17 Fraud
Control Units. To date we have certified 21 State Fraud
Control Units, adding 794 professional investigators,
lawyers, and auditors to the effort to counteract
Medicaid fraud. More savings can also be realized as
these units develop more effective and defined relation-
ships with Medicaid State agencies. In this regard, we
have taken steps to clarify the respective rolls and
responsibilities of the Section 17 units and State
Medicaid agencies and to ensure that identified overpay-
ments are ultimately collected by the Medicaid St=*
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agency. One means of achieving this coordination is
through expanded use of the Medicaid Management Informa-
tion System. See Tab II-D for a more detailed explana-
tion of this effort.

An important component of efforts to reduce waste, fraud,
and abuse involves joint PHS~-HCFA activity in evaluating
or redefining the capacity of the health care delivery
system, and in better targeting our programmatic
resources. We have taken the follOWing steps to minimize
duplication of services, and to improve the Department's
integrated approach to controlling costs in the health
care field:

HCFA's Health Standards and Quality Bureau (HSQR)
has been working with the Food and Drug Administra-
tion to develop written criteria for assessing the
appropriateness of x-~rays, including skull and
chest x~rays and pelvimetry. A pilot project in
the State of Washington has already led to the
establishment of standards in that State for the
use of skull x-rays in emergency rooms. Criteria
developed for x-rays will be distributed to PSROs,
the Veterans' Administration, and the Department of
Defense for their use in curtailing unhecessary
utilization of x-rays.

. We are also working with the PHS to foster close
working relationships with the Health System
Agencies to assist in defining the extent to which
services are being inappropriately utilized and to
reduce unnecessary hospital beds. As part of that ,
effort, last year we distributed data describing the
hospital utilization experience of the area's
Medicare population to every Health Systems Agency.
Similar data will again be distributed within the
month to these same agencies. The data is of
particular importance to health planners, since
Medicare beneficiaries, which represent one-tenth
of the population, account for one-fifth of the
discharges, and one-third of all important visits
in short-stay hospitals. This information should
be extremely useful in the analyses of hospital
admissions and review procedures as well as health
delivery practices.
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HCFA is also working closely with the Public Health
Service to implement the uniform cost reporting and
discharge data reguirements of P.L. 95-142. Coordi-
nation of data collection activities, and the
resultant elimination of duplicative projects between
PHS and HCFA will occur as we jointly determine the
type of fiscal agent more suited to implement the
data reguirements of this law. An NPRM was recently
published dealing with a System for Hospital Uniform
Reporting (SHUR).  HCFA is working closely with the
hospital industry and public accountants to assure
that the burden of these reporting requirements 1is
minimized, while the necessary reporting information
is gathered.

HCFA, in conjunction with the Food and Drug Adminis-
tration, has also taken an aggressive role in expand-
ing the Maximum Allowable Cost (MAC) Program. In
1978 we expanded the number of MACs realizing savings
at an annual rate of $10.5 million. In addition, we
have worked closely with the FDA to develop a lModel
Generic Drug substitution law for distribution to
States. This law would enable pharmacists to sub-
stitute less expensive drugs, unless such substitu-
tion was indicated by the prescribing physician.
Those States which have implemented laws of this

type have effected significant savings in the cost

of drugs.

additional activities are being carried out by HCFA
in conjunction with both your Office, other HEW
agencies, and the GAO.

OPTI has worked closely with the Inspector General's
Office of Investigations in reporting Medicare cases
for investigation and in providing both technical
and professional assistance as neeaded.

OPI participated with the Inspector General's Office
in Project Integrity I, designed to detect aberrant
patterns of practice among physicians and pharma-
cists (see Tab II-E).

OPI is also participating in a joint HCFA-OIG effort
to implement Section 3 of P.L. 95-142, requiring
disclosure of ownership for providers, carriers

and intermediaries. The plan calls for collec

of ownership data for all Medicare and Medicai
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providers and fiscal agents through the programs'
certification process, and the utilization of a
pilot project in two States. Further, a proposed
rule has been issued recently dealing with costs to
related organizations. HCFA is now reviewing public
comments on that regulation.

. We worked closely with the HEW Audit Agency to
develop procedures and guidelines for abortion and
sterilization monitoring to ensure that payments
for these services are in compliance with both the
statute and the regulations. OPI and Audit Agency
staffs are now reviewing State Medicaid agencies to
assure accurate reporting of abortion claims.

. We are working closely with SSA to improve both our
information on determining other third-party coverage
for SSI recipients and the assistance of the Office
of Child Support Enforcement in identifying third-
party coverage of absent fathers. Both of these
cooperative efforts will assist us in improving our
ability to capture third-party payments for Medicaid.
Further, SSA is helping HCFA to collect sample data
for AFDC and SSI programs to determine desirability
error rates in the MQC program.

. We are intensifying our cooperative activities with
the GAO and to ensure that HCFA responds more
aggressively to any allegations of fraud, abuse, or
waste in our programs. I have asked for a complete
report by mid-March on how our relationship with GAO
may be strengthened in this regard.

Legislative Changes

HCFA has proposed major legislative proposals which, if
enacted, will save approximately $2.14 billion during

FY 80. Of special note among these are Civil Money
Penalties, Common Audit, and Hospital Cost Containment
proposals described in more detail at Tab TI-F. These
proposals supplement other legislative amendments we
have supported over the last year which would streamline
the administration of some aspects of our pProgram.

These are also described in the referenced attachments.

Still under active consideration is a proposal to extend
the 90% Federal matching rate for a full three years for
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every certified Section 17 unit. Under statute, the
Federal Financial Participation (FFP) rate for State
Medicaid Control Units is 90% until September 30, 1980,
after which date the units are to become fully gself~
supporting. Under current law, those units which have
not yet been certified, or others which only recently
have been certified, would not have three years of
operating experience before the 1980 funding expiration
date. We believe some of those units may terminate
activity altogether or significantly reduce workloads
when this Federal funding ceases and, in so doing,
jeopardize the potential effectiveness of these units.
Others might not feel it worth applying at this time
given the short period of higher funding which remains.

Regulation Changes

Our coordinated approach to FAW is particularly manifest
in our approach to reviewing and developing regulations.
In conjunction with the Public Health Service, we have
initiated a two-year project to review significant health
care regulations from a cost-benefit perspective. Last
month, wé established an Office of Health Policy Regula-
tion, with staff furnished jointly by HCFA and PHS.

This project is aimed at eliminating costly duplication
in existing Federal regulations, reducing reporting
requirements, and ensuring that health care delivery
system incentives created by these regulations have
intended results.

This project will have important consequences from a cost’
savings standpoint and will supplement current efforts to
produce cost-effective, sensible regulations. As a
related matter, HCFA has recently promulgated a number of
regulations which are intended to control waste and fraud
in many of our programs. -These regulations, summarized
at Tab II-G, define the framework in which our programs
will be administered.  Many of them have been developed
in recognition of the fact that some programmatic areas
are susceptible to fraudulent or abusive activities.

Leonard Schaeffer
Administrator
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Anti-Inflation Initiative

In April 1978, HCFA agreed to promulgate requlations
which would:

. limit Medicare payments for laboratory tests
and medical experiments;

« encourage non-profit hospitals or providers to
share services:

. require 60 day public notice of any proposed
fee increase under Medicaid.

HCFA has promulgated proposed regulations in each of
these areas and plans the following follow-up activity:

+ In August 1978, HCFA published final regulations
which limited Medicare payments for laboratory
tests and medical equipment to the lowest price
that is widely available for the game quality in
a particular community. These regulations apply
to the twelve most utilized tests and the two
most commonly purchased pieces of medical
equipment~-hospital beds and wheelchairs. cCur-
rently, HCFA is in the process of expanding the
coverage of this ‘authority to other tests and
equipment.

- In August 1978, HCFA published pProposed regula-
tions which encouraged the sharing of services
between non-profit health care providers. Trinal
regulations are due to the Office of the Secre-
tary in January 1979,

In May 1978, HCFA published proposed regulations
requiring 60 days' public notice of any proposed
increase in fees paid under the Medicaid program.
Final regulations are currently under development.

Phase I of the Anti-Inflation Program also called for
HCFA to:

Introduce Medicare computer screening techniques

to flag services for which special auditing is
reqguired;
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. Strengthen the PSRO program's efforts to reduce
excessive and unnecessary hospitalization;

. Accelerate and expand implementation of the
second surgical opinion program;

. Accelerate the number of contracts put up for
competitive bidding under Parts A & Bj

. Promote substitution of generic prescription
drugs;

. Stimulate development of HMO's and coverage of
Medicaid and Medicare enrollment; '

HCFA has initiated action on these items and will con-
tinue to build on those projects in the following ways:

. Pre- and Post-Payment Services: A ICFA-wide task
force was established to develop post-payment
provider profiles and pre—-payment screens.

While staff-level discussions have apparently
progressed, little concrete progress has been
demonstrated. The Medicare Bureau has completed
revising instructions to Part B carriers to
strengthen their review of claims. These instruc-
tions will be issued within several weeks. While
this activity will serve as foundation for future
efforts, in my judgment, progress has been too
slow to date on this initiative.

T have asked to see a revised project work plan
by February 20, with clear delineation of Bureau
responsibility for explicit deliverables. At
that time, I should have a better sense of how
to move this project more aggressively. It
should be an important cost-saving activity
within HCFA.

. PSROs: As the recent PSRO evaluation study docu-
mented, PSROs are pecoming more effective in
reducing unnecessary hospital care and, in doing
so, realizing cost savings. As part of our
ongoing efforts to improve PSRO program efficiency:
we have set a target rate of $8.70 for unit cost
per discharge review for FY 1979. This figure
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represents a $4.97 reduction from the unit costs
for the four quarters preceding your April anti-
inflation announcement.

We project saving $4.7 million this vyear through
closer monitoring of individual PSRO operations,
and through greater PSRO effectiveness in reducing
hospital utilization.

In addition, we will begin to apply more aggres-
sively PSRO legislatively based sanction authority
for providers who provide consistently poor
quality care. The implementing regulations to
enable PSROs to apply these sanctions will be
issued this year. ;

We will also build more effective relationships
between PSROs and carriers so that PSROs can
appropriately follow-up on specific cases flagged
by carriers' more restrictive pre- and post-
payment screens,

Second Opinions: As described more fully at
Tab I-B, we have implemented a Second Opinion
program.

To generate increased program usage this year,
additional publicity efforts are required. 1
have asked the Office of Public Affairs to sub-
mit a public relations strategy by January 15.
I am inclined to believe more can and should be
done to sell the program.

Generic Drugs: HCFA will continue to implement
the Maximum Allowable Cost Program (MACP). This
cost-containment plan limits the amount the
Federal Government will pay for prescribed drugs
under Medicare, Medicaid, and other HEW health
programs. This program saves $37.2 million
annually in Federal, State, and local funds.

By December 1979, we expect to increase the number of
MAC drugs to 70 from a current level of 34.

AMOs: HCFA is intensifying efforts to increase
the number of HMOs in which Medicare participates.
With the cooperation of the Public Health Serviae
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we anticipate increasing the number of HMOs
participating in Medicare from 21 to 31 by
June 1979 and to 38 by September 1979.

Fraud Abuse and Waste Cost-Savings

In addition to completing initiatives started under
Phase I of the Anti-Inflation program, HCFA ig imple-—
menting the following fraud, abuse, and waste projects
in addition to those which we have outlined in Tab A.
These efforts are the heart of HCFA's cost-containment
program.

. Identification of Medicare and Medicaid
Overpayments: Approximately $62.1 million in
overpayments can be identified and corrected this
year. Through efforts of the Medicaid Fraud
Control Units, State Medicaid agencies and
Regional Office Medicare Integrity programs.

. Medicaid Management Improvement: An estimated
$7265 million can be e]liminated from expenditures
associated with the Medicaid program by identify-
ing and eliminating erroneous payment of funds due
to ineligibility, third-party liability, and
claims processing errors.

Medicare Contractor Productivity Improvement:
Current Medicare claims processing costs can be
reduced by $48.7 million by maintaining error
rates and claims processing times at or below
current levels.

Audit and Cost Review: An estimated $16 million
will be identified through increased efforts to
identify Medicare overpayments resulting from
intermediaries' failure to detect allowable cost
overstatements submitted by providers. A good
portion of these funds will be recovered.

Lower Limits on Routine Hospital Costs: $32.5
million can be saved by reducing the costs of
hospital inpatient general routine services.
This will occur by lowering the inflation factor
used to calculate limits on hospital routine
costs from 14 percent to 11.5 percent.
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Reduce Medicare Reimblrsement for Inhalation
Therapy: $13 million will be saved under Medicare
by revising the way in which HCFA reimburses pro-
viders for respiratory (inhalation) therapy
services furnished under arrangements with out-
side suppliers. HCFA will begin limiting the
amount Medicare will recognize as reasonable

costs for these services.

Medicaid Financial Management: HCFA will reduce-
expenditures in the Medicaid program by $25 mil-
lion by improving the review of States' financial
management systems and by closely scrutinizing
the quarterly expenditures claims for Federal
financial participation.

Administrative Cost Savings

HCFA is currently evaluating the legality and
feasibility of applying the following constraints
on all Medicare and intermediaries/carrier con-
tracts, all PSRO contracts and grants, and all
research, demonstration, and evaluation contracts
and grants:

- For contracts/grants continuing from year to
year, salary increases of employees paid from
Federal funds would be limited to the
President's voluntary guideline (7 percent).
Another option is to restrict salary increases
to the level approved for Federal General
Schedule employees (5.5 percent) .

. For all contracts/grants, we would require a
certification that the recipient organization
is in full compliance with all aspects of the
President's anti-inflation guidelines. This
would include cost and revenue increase guide-
lines. We would also apply the provision,
where appropriate, to subcontractors/grantees.

HCFA has completed an evaluation of HCFA policies
on contracting with fiscal intermediaries/agents
which includes recommendations for improvements
with respect to efficiency, effectiveness, and
Cost containment. These recommendations are
currently under review in HCFA.
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HCFA currently is evaluating the feasibility of
the use of competitive fixed price contracting
for the services provided by Medicare carriers.
1f practical, such a system has the potential
for reducing the administrative costs assoclated
with the processing of claims.,

HCFA is currently developing uniform operating
systems for both Medicare and Medicaid. Various
activities associated with this effort are in
progress and when completed will result in sub-
stantial savings to the Federal Government and
providers through reductions in administrative
burden. '

HCFA through demonstration grants is sponsoring
the development of various alternative reimburse-
ment systems. The objective of these demonstra-
tions is the establishment of a more cost-
effective method of reimbursement for services
without impairing quality of care.
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MEDICAID/MEDICARE INTEGRATION

Problem

One of the most immediate areas of administrative
improvement which presented itself when the Health Care
Financing Administration (HCFA) was established, and
which was a major consideration in the decision to Create
a single agency.focused to encompass both the Medicare
and Medicaid programs, was to assure that the common ‘
elements of both programs were administered with uniform
procedures, that all unnecessary duplications in policies
and procedures were eliminated, and that instructions,
reporting obligations, and data publication were as
comparable and inclusive of both programs as possible.
Considerable progress has been made in the last 18
months. :

Prior to the creation of HCFA, both programs generally
operated independently of the other. The majority of
cooperative actions were direct outcomes of legislation
mandates. This absence of ongoing coordination has
resulted in beneficiary confusion, administrative
inefficiency, and the inability to develop uniform
policies at the national level.

Actions Taken to Address Problem

This consolidation of the Medicare and Medicaid programs
under HCFA was based on the realization that although
basic differences did exist between the two programs,
there were many opportunities for uniformity present.
HCFA has directed specific components to identify common
areas between the programs and develop coordination
plans. As a result, 20 individual task forces were
established, each with discreet responsibilities for
implementing specific directives. The final result of
these efforts will be a significant simplification of
the two. programs and a reduction of the burden on
beneficiaries and providers. For example, at present a
physician or a hospital dealing with Medicare and Medi-
caid must use different billing forms, although the

data required is essentially identical (with some varia-
tions State by State). HCFA is currently designing
common forms for physicians and hospitals which when
implemented will allow a physician or hospital in one
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State to use one billing form for both programs. In

addition, the form will be similar throughout the
country. While Medicare has always had national forms,
this will be the first time that Medicaid had utilized
such a form.

Concurrently, HCFA is developing common Medicare and
Medicaid coding systems and provider identification
numbers. This will allow various Federal and State
agencies to more accurately prepare profiles of pro-
viders' patterns of treatment; better assess patterns
of care in specific areas; and more easily identify
aberrances. As these recoding systems are implemented,
HCFA will have the capability to make cross program
checks thus comparing services provided in each program.

Other activities in progress include establishment of
common reporting systems, preparing common contracting
and financial management language, design of uniform
standards for processors, and joint reviews of common
contractors.

The task force efforts were initiated late in the third
gquarter of FY 1978. By early February, HCFA expects
that the decisionmaking phase of eight of these groups
will be complete, and implementation should begin
shortly thereafter.

Tn addition to the 20 task force projects, we are
examining contracting issues within and between the

two programs. A report has recently been released for
comments with a number of significant recommendations
(see Section IX). One of those relates to an experiment
providing for a single claims processor for both pro-
grams in a State. This will allow HCFA to determine
whether they can enjoy certain economies by combining
the separate processes into one. This project is
scheduled to begin in the second quarter of FY 1979
with actual implementation probably no earlier than the
first quarter of Fiscal Year 1980.
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Inprovements Made and Planned in Management Systems,
Eligibility Determination Procedures, Claims Payment
Procedures Productivity, and Contract and Grant
Practices, and Personnel Management

HCFA has initiated several improvements in these areas.
A synopsis of each follows.

Contract Experimentation

. HCFA has launched an active contract experimentation
program to determine what benefits would accrue to the
Medicare Program by using fixed-price competitive
contracts for carrier functions. Three such contracts
have been awarded to date in Maine, Illinois, and
upstate New York. A fourth noncompetitive fixed-rate
contract has been awarded for Maryland. Another Part
A experiment is currently being planned for the State
of Missouri. ‘

Administrative cost savings in excess of $35 million
are projected for the three fixed-price experiments.
More importantly, the experiments place a premium on
the quality of carrier performance. Monetary liqui-
dated damages are assessed against the contractor if
it fails to meet specified performance standards.
These standards are set at, or above, the national
average for designated areas.

. The Medicaid Bureau has also initiated closer monitor-
ing of proposed State claims processing contracts
with fiscal agents. Over the last year, we have
worked with States such as New York, California,
Alabama, and Tennessee among others to ensure that
they pursue a course of action which will result in
the most competitive, and cost effective, award.

Last year the Medicaid Bureau was successfully able
to convince one State, for example, to move from a
sole source contract award to a process culminating
in the receipt of two proposals, of which the two
lowest bidders were a mere $.02 apart. The Medicaid
Bureau believes their early intervention in this
process resulted in a substantial savings to the
Federal Government.
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HOFA did petition OMB for authority to approve OY
reject any State's procurement proposal. While this
request was denied, we were authorized to develop a
regulation, currently being drafted, which would
require States to submit to HCFA for review any ma’jor
and critical step in the procurement process for
these contracts. This proposal should provide a
pasis for which to target 1imit Medicaid technical
assistance responses.

A
S

Improved Management Systems

HCFA's Office of Program Integrity has combined the

fraud and abuse activities of the Medicare and Medicaid
programs under the direction of one office. ‘In so doing,
it has been possible to draw upon expertise of employees
from each program. In this way, duplication is avoided,
savings result, and an increase in the workload is
effected. OPI has also developed a uniform reporting
system for Medicare and Medicaid fraud and abuse activity.
When fully operational, this system will provide much
needed comparative information on fraud and abuse activ-

ity in both programs.

vour office and our Office of Program Integrity have
reached an understanding to allow for review of con-
tracts prior to either organization's awarding a con-
tract. Because of this coordinated effort, duplication
of contract effort will be eliminated and an increase in
coverage will evolve. Finally, by combining administra-
tive tasks within the Office of Program Integrity, we
have been able to more easily shift work priorities to
accomplish special assignments dealing with fraud, abuse,
and waste on a timely basis.

Finally, I have taken steps in recent weeks to strengthen
the Medicaid Management Information System's certifica-

tion process. In the near future, we will begiln certi-
fying, and recertifying, these systems pased on specific
and promulgated performance standards. I believe this

move away from process review to performance evaluation
will result in the development of data systems more
capable of generating information of use for program
management purposes.

We will continue and expand current efforts to:
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. Streamline review, approval, and certification
procedures;

. Develop certification standards, information systems
management guides, update general systems design and
performance standards;

- Design and test new systems modules to meet States'
changing needs;

- Transfer technology through the identification and
documentation of exemplary or innovative systems
practices for distribution to States to aid in the
implementation of their systems initiatives.

Quality Assurance

Beginning in July 1978, the Medicare Bureau implemented
the Cost Report Evaluation Program, a national program
designed and developed to aid in assessing and improving
Part A intermediary performance in the review and settle~
ment of cost reports submitted by hospitals participating
in the Medicare program. This program measures the
quality of intermediary actions in reviewing, adjusting,
and settling cost reports and the accuracy of the inter-
mediaries' reimbursement and audit capabilities, as well
as their adherence to Medicare Program policy.

The program involves a review of a statistically repre-
sentative sample of hospital cost reports settled by
intermediaries during the year. The review is carried
out by regional office persconnel. Reports are submitted
to Central Office for analysis and publication of
results.  HCFA expects to recover $16 million which is
overpaid annually because provider cost reports were

not being properly reviewed.

The Medicare Bureau presently maintains a formal ongoing
carrier quality assurance program. The primary purpose
of the program is to provide a statistically valid and
objective procedure for evaluating Part B contractors'
performance in the area of the quality of claims process-
ing. Each carrier's claims processing operation is
evaluated to determine the number and type of processing
errors associated with its adjudicated claims and the
dollar amounts related to those errors. This evaluation
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program provides definitive insight intoc the gquality of
each carrier's claims adjudication operation and how a
contractor's operation compares to that of other program
carriers. A correlative objective of this program is to
provide each carrier with management information which
can be used to improve the quality of its claims process-
ing operation. The identification of processing errors
by number, category of occurrence, subcategory of occur-
rence, and resulting monetary impact equips each carrier
with management tools for identifying and monitoring

actions needed to derive further improvement in its
claims processing operation.
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Personnel Management Improvements

The following are the most significant improvements:

-~ HCFA developed and is implementing the first Perform-
ance Rating Program which complies with the Civil
Service Reform Act of 1978.

== HCFA developed and implemented an internal evaluation
effort which concentrates on legal and requlatory
compliance.

—= HCFA has completed the majority of our classification
audits and this has resulted in the determination of
proper titles, codes, and grades.

—=- HCFA has prepared a new Merit Promotion Program which
complies with the Civil Service Reform Act.

~- Streamlining of the recruitment process enables HCFA
to substantially reduce vacancies despite the move
to the Baltimore area.

—-= A dynamic outplacement effort including a highly
successful Job Fair has resulted in over 100 out-
placements,

-~ HCFA has established a Supervisor's Institute to
assure that all new supervisors receive good super-
visory training.

~= An Executive Manpower Management Council has been
named to coordinate executive development, executive
search, SES related matters, and feeder group develop-
ment.

—— HCFA prepared a Commissioned Corps manual for our
Commissioned Corps employees which provides procedural
and policy guidance.

-- A new approach for assisting Regional Administrators
and employees has been formulated.

-- A tracking system for key personnel actions was

developed to identify delays and eliminate them
where feasible.
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- The first HCFA Honor awards Ceremony was conducted.

—— The ceiling for the staff of the Office of Personnel
Administration has been cut from 92 to 52 and 21

recent losses have not been replaced. This will save
over a million dollars by the beginning of FY 80.
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Medicaid Management Information Systems (MMIS)

MMIS offers an important mechanism to control fraud,
abuse, and waste. In addition to providing a more
timely means to process and pay claims, MMIS can help
to identify overpayments, payments for non-covered
services, and duplicate payments. This system also
represents a valuable link in capturing other third
party reimbursement. Further, MMIS can serve as an
important source of data for other activities such as
the State Fraud Units and PSROs. ©Lastly, MMIS can
assist in the collection of necessary data to help
determine who is getting served and where gaps exist,
thus improving our ability to modify and expand the
Medicaid program on a more rational and cost effective
basis,

Currently 23 States have implemented certified MMIS
brograms which are matched at a 75% Federal rate. 1In
addition, 10 States are in the process of developing

such systems and anticipate certifications during FY

1879. our ability to fully utilize this pProgram has,
nevertheless, not been realized. 1In order to improve
upon our current efforts, the following steps are planned:

a. A task force involving Medicaid central and regional
office staff, as well as State representatives, has
been established to examine the current system,
develop performance standards, and identify areas
where technical assistance is needed.

b. Performance standards will be established by regula-
tion that will go beyond current requirements which
only stipulate what the Systems must include, but
do not deal with the actual implementation of those
Systems. States that cannot meet those standards
will be subject to decertification of their systems
and, thus, not be eligible for the higher matching

e

States will be required to meet certain uniform
requirements to have their existing certification.
Recently certified States have, for example, been
required to include ICD-9~CM procedure codes in
their system and, in the future, States will have
the capacity to be able Lo gather and report data
required under the Medicaid Minimum Data Set.
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d. Medicaid will test State systems to assure that
required edit checks are operational in those
systems. These edit checks are very helpful in
detecting instances of fraud, abuse, and waste.

"e. Future changes in MMIS required by the Medicaid

program will be announced on a regular, periodic
basis {(e.g., once a year), and States will be
given a 90% match to upgrade their systems to

meet those requirements. However, if such require-
ments are not met by a State, they would lose their
75% match.
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Additional Areas Ripe for FAW Actions

Home Health Abuses

The GAO identified substantial variation in home health
care administrative costs in a draft report issued on
Novembeyr 30, 1978. We share the GAO's concern that the
sixfold inecrease in home health care Medicare expendi-
tures from 1968 to 1977 demanded close scrutiny to
determine the degree to which inappropriate use of ger-
vice or unallowable costs may be inflating this expendi-
ture.

In response to the GAO report, and as the basis of their
working papers for that report, we have implemented the
following changes in clarification of Medicare policy,
also described in the attached workplan:

. We revised regulations governing allowable
costs for expenses of related organizations;

- We published an additional instruction to
intermediaries advising them of how to deal
with long term contracts between Medicare
providers and organizations providing manage-
ment and related services. This instruction
also addressed the issue of controlling any
inappropriate practices by home health agencies
in potential solicitationsz;

We distributed national accumulated data on
costs per visit for intermediaries to establish
guidelines similar to those used by the Medicare
Bureau's Division of Direct Reimbursement in
identifying costs which are "substantially
out-~of-line”" with other home health agencies;

We are planning to publish Section 223 limits
on overall home health costs;

- We increased Medicare budget allocations in
FY 1979 for intermediary audits of home health
in areas of the county where the high concentra-
tion of elderly residents makes the establish-
ment of Medicare-only agencies attractive to
investors. We are also considering ways to
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preclude an agency from limiting its service
solely to Medicare peneficiaries.

. We issued an NPRM providing for the use of
areawide Medicare intermediaries in the handling
of home health agency claims. In effect, this
proposed.regulation would result in more uniform
administration of the home health benefit by
having fewer intermediaries involved in the
claims process.

. We are exploring the desirability of tailoring
the utilization review committee concept to the
special needs of home health agencies. We now
have regulations that require an annual evalua-
tion of home health agencies by a group of
professionals, but this evaluation process is
not as definitive as the utilization review
requirements for hospitals and skilled nursing
facilities. We want to sharpen the professional
review of the adequacy of home health agency
treatment plans and the appropriateness of care-

. We. are considering proposals to prohibit physi-
cians from certifying home health plans of
treatment for patients of home health agencies.
in which the physician has a significant :
interest.

Drug Reimbursement as a Function of Eligible Medicaid
Determinations

A situation was uncovered in the Philadelphia area
involving narcotic drugs obtained through the use of
improper Medicaid eligibility on prescriptions from
physicians known in the vernacular as "croakers." An
illegal Medicaid eligibility card was published from
the State. The card was then utilized to obtain
narcotic drugs on prescriptions from "ocroakers" who
either did not examine the recipient to determine
whether he had any condition requiring the narcotic
drug prescribed or who prescribed the drugs without
even having seen the recipient.

HEW has undertaken joint projects with State Medicaid
agencies and State Fraud units (including involvement
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of other Federal investigative activities such as FBI,
DEA, etc.) in 10 selected high drug volume cities to
identify and root out similar situations involving
Medicaid recipients, physician “croakers," and phar-
macies for sanction activities including prosecution,
where possible. OPT will also be working with State
Medicaid agencies to establish screens which would
brovide greater assurance that these situations are
detected in the future. These screens will be used to
locate spurious pPrescriptions. Those that involve
large amounts of narcotics, i.e., prescriptions which
represent more drugs than could possibly be used by
the individual, are investigated for fraud.

. Improper or Excessive Intercompany Charges

Validation efforts have uncovered significant poten-
tial problems in large chain organizations which may
be causing the Government to be reimbursing the
private sector for intercompany costs which may not
be the result of arms-length transactions. OPI is

similar facilities. of particular concern is the
potential for kickbacks from subcontracts.

OPI is also reviewing interest charges in refinanc-
ing arrangements in situations where the major pur-
pose of the refinancing appears to be to pass along
higher interest costs to the Medicare and Medicaid
programs.

Recently, significant pProblems have surfaced with
regard to the high costs claimed by Medicare/
Medicaid providers for certain lease arrangements
and management contracts. It appears that lease
agreements and management contracts are being nego-
tiated on a bercentage of revenue basis, We intend
to initiate pProjects to assess:

- how prohibitive these costs are;

- Wwhether intermediaries are evaluating these
contractual arrangements;
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. whether the contractual arrangements are competi-
tive with the market price; and

. whether the contractual arrangements are at arms
length.

The current inflation impact is also placing pressure
on providers to artificially create a sale and lease-
back transaction as a means of getting away from
program reimbursement based on historical costs
(depreciation vs. rental costs). In all these
reviews, the integrity of the transaction that it

is at arms length is to be evaluated.

. Improper Dental/Laboratory Charges

Project Integrity II represents two major initiatives
commencing in early 1978 in which HCFA is participat-
ing. The initiatives are (1) review of dental
services and (2) review of independent laboratory
services. In the dental project, a qualified dentist
is used to do in-mouth reviews on selected recipients
to determine if the services were rendered as billed.
The laboratory project requires onsite audits in its
verification process. A medical person also works
with this team. This project is a joint Federal/
State effort utilizing staff from FAW Office of
Program Integrity, HEW's Office of Investigations,
and the Audit Agency and appropriate State personnel.
State participation is voluntary and to the extent
possible the project 1is tailored to fit the manage-
ment and resource needs and preferences of each
participating State.

The overall objective of Project Integrity II is to
identify fraud and abuse on dental and laboratory
claims, initiate appropriate prosecutive and adminis-
trative action and evaluate the effectiveness of
current procedures for controlling fraud and abuse

in Medicaid payments. An additional objective is to
institute strong controls for ineffective ones and
put in place ongoing review systems where none exist
to assure efficient, economical, and prudent program
operations.

Fach of these items provide for significant savings
in the long run. However, because they are relatively

369



APPENDIX R ' APPENDIX R
Tab II~E ‘ Tab II-E
Page 5 Page 5

new initiatives and sketchy, we are unable at this
time to place a finite dollar figure on them.

- Sterilization and Abortion Monitoring

I informed all Medicaid State Agencies of the
Inspector General's preliminary findings of abortion
misreporting in Illinois. I directed each State to
review their procedures to ensure that they are not
certifying, for Federal matching funds, abortion
claims which are ineligible for payment under the
law.

I have been especially concerned over apparent dis-
Crepancies between abortion data reported quarterly
by the States (on Form HCFA-58) and States! actual
requests for Federal matching submitted in quarterly
expenditure reports (Form HCFA-64). To correct this
problem, we have incorporated the Form HCFA-58 as
part of the quarterly expenditure report.

This combined reporting form was approved on
December 18 by the Office of Management and Budget
and was implemented for the January gquarter. HCFA
will begin receiving this data in April 1979,

By requiring the States to submit these forms as a
single package, State Medicaid financial management
Staffs will have to correlate their findings with
data collected by the statistical units of Medicaid
State agencies. To ensure that this coordination
occurs, we have convened several training sessions
for those State representatives who exercise respon-
Sibility for the abortion report. We are also

In addition, to assure that only those abortions
which meet the requirements of P.[L. 95-205 received
Federal reimbursement, HCFA has planned an intensive
State monitoring campaign in conjunction with the
Inspector General. The Office of Program Integrity
{OPI) will monitor States' compliance with abortion
regulations through annual State assessment reviews
in addition to special validation studies.
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Between now and January 30, 1979, OPI will conduct
field validation reviews in 41 jurisdictions to
supplement the 12 State reviews conducted by the
Inspector General's office. OPI will review State
systems now in place for processing abortion claims,
while also reviewing documentation submissions for
those claims which do qualify for Federal financial
participation.

In addition, as part of the ongoing Medicaid State
assessment reviews, OPI will review annually every
State's abortion processing activity. Guidelines
have already been submitted to HCFA regional offices
to ensure that uniform and adequate reviews are
achieved.

During these State assessments, OPI auditors will
also pay particular attention to the records of

those individual providers who, prior to enactment

of P.L. 95~205, performed great numbers of abortions
for which they claimed Federal reimbursement. We
plan ta determine whether such providers are now
disguising abortions under other gynecological pro-
cedures in order to qualify for payment under service
categories not actually coded as abortions.

Sterilization Monitoring Activities

. Under the new regulations, States are required to
maintain sufficient records and documentation to
assure compliance with the regulations and to pro-
tect Medicaid recipients from any abuse.

. In conjunction with OGC, OHDs; and PHS, HCFA developed
a departmental reporting form which has been approved
by OMB.

. The Office of Program Integrity informed States at
Medicaid Training Sessions held in Atlanta and San
Francisco in December that States will be monitored
in one or more of the following ways:

. DHEW Audit (HCFA will not duplicate monitoring
in those States);

. OPI special validation survey;
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. As part of State assessment normally done by the
Medicaid Bureau, OPT will monitor State steriliza-
tion procedures and records.

OPI will conduct a review in all States and territor-
ies within a year of the date the sterilization
regulations are implemented.

OPI is presently pPreparing internal guidelines for
conducting a statistically valid review.

State agencies administering approved Title XIX programs
and Title XX programs will be required to report on a
quarterly basis. Data from the report will be tabulated
and summary data will be published as part of the
statistical publications effort of both HCFA and OHDS.

. Allocation of Costs Between Federal and State
Governments for Surveys of Facilities under
Medicare and Medicaid

Public Law 92-603 passed by Congress in 1965 author-
ized the Secretary of Health, Education, and Welfare
to enter into agreement with State governments to
implement the provisions of the Act which embody the
conditions for the participation of Medicare and
Medicaid providers and suppliers of health care
services. Under these agreements, appropriate

State agencies, usually to State health departments,
{1) employ Federal standards to survey facilities
which apply to participate in the Medicare and/or
Medicaid programs; (2) certify to the Secretary
whether a potential provider or supplier is in
compliance with Federal requirements; and (3)
resurvey and recertify providers and suppliers

which are already participating in the program.

The statute also authorizes the Secretary of HEW to
reimburse the States for the reasonable costs of
performing these functions. In most States, the
surveys of Medicare and Medicaid are conducted by

the same State employees who are engaged in inspec-.
tions of health care facilities under State licensure
programs. From the onset of the Medicare and
Medicaid survey and certification programs, State
agencies and Federal program managers have experi-
enced considerable difficulty in allocating the
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costs of surveys between licensure and Federal

survey and certification activities. This is due in
part to the substantial variations in the scope of
licensure programs among the States, and in part to
the absence of Federal guidelines for cost allocation
among the variety of multi-program activities within
the framework of Federal-State partnership.

In recent years, the allocation of survey costs
between the Federal programs and State licensure
programs has been subjected to considerable scrutiny
by HEW auditors. As a result of that attention, the
bulk of the major audit exceptions related to survey
and certification expenditures have involved the
inappropriate allocation of costs between Federal and
State standards enforcement programs.

HCFA plans to contract a study to assist this agency
in developing an effective methodology for allocat-
ing the costs related to the survey of facilities

for Medicare and Medicaid between the Federal pro-
grams and State licensure programs. Such methodclogy
must be effective with the substantial variations

in the scope of licensure programs among the States
and in the recordkeeping capabilities of State health
departments. The results of this study will: (1)
provide an improved basis for supportive accounting
affecting Federal survey and certification costs;

{2} facilitate negotiations between State health
departments and HSQ Regional Offices affecting survey
and certification budgets; (3) provide an improved
basis for the resolution of current audit exceptions
identified by the HEW Audit Agency and reduce the
likelihood that audit exceptions related to the allo-
cation of costs will reoccur.

In the performance of this contract, the contractor
shall conduct a study of the issues and problems
related to the allocation of costs of surveying
facilities for the Medicare and Medicaid programs.
This will include but is not limited to:

Identification of significant differences and

similarities in the scope of licensure require-
ments among the States;
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- Identification of the mechanisms now used by
State health departments to allocate staff time
and costs between licensure activities and
Medicare and Medicaid survey and certification;

. Identification of alternative methodologies for
cost allocations with particular attention to:
(a) potential uniform approaches to employee
time and effort reports; (b) an approach that
attempts to identify the relative benefits that
accrue to State licensure and to the Federal
Government from the federally mandated survey
and certification programs;

. Identification of additional factors and/or
approaches that need to be considered in develop-
ing an effective methodology for cost allocation.

- In accordance with Procurement Manual Circular

HEW 78.2, we will be submitting this procurement
package to your office for review. Ultimately, we
will develop Federal guidelines/regulations for
allocation of the costs related to the survey of
facilities for Medicare and Medicaid between the
Federal programs and the State licensure programs.
No such guidelines/regulations have ever existed
and none exist at the present time.

374




APPENDIX R
Tab II-E

APPENDIX R
Tab II-E

Page 10

Page 10

: “6L61

{T UydIBW 2I0I3q pe3oadxa uoT3eOTTdnd
-moTASI JuswiIedaq 3O obels [RUTI UT
S3TWTIT FO 2TNP3Yds pesodoxd FO ©DT3ION

-gL6T 2snbny penssT Lg-8L "T°1

-gL67 roquendos penssT 6€-8L T

-6L6T ‘Lz UoIel spue potaed
quUSUO) "I9ISTbaY TRISPSI UT paystignd
pue ‘gL6T ‘6¢ Axenuep uo panssT WIdN

“{6L6T)
1eok STY3 3IIO0IFS T[OIJUOD SSNe pue puediy

xTey3 Jo 3Ied se 3rodsal O¥YD U3 Ut o
-pnouT seIdusSbe YiTesy swoy qybt® I2U30
ayz mo1aaI 03 sueld IdO “O¥D Aq pouIod
-12d smeTA®I @Y} 031 UOTIPNUTIUOD e se
epTIOTd Y3jnos Uut gaTousSbe yiTeoy sSwoy
2yl JO 98IYl 1B SMOSTASL pawxoziad 140

a¥yW - avdil

gL6T 3O pu® Aq
31sTA Iod 3500 UO SITWTT €27 YST190d

gy - av¥d1
3TSTA Io9d 3S00 UO BIEp DIJETOUNDOE
{eUOT3IRU Y3ITM SSTIRTPIUWISIUT SPTACId

d¥W - a¥d1

g.6T Isnbny 30 pus Aq

puT3TOTTOS 3ueTiIRd pue SIORIJUOD WIS
uo (*°I) Ie3iaT ATeTPIWISIUT SNSST

gy - aQ¥dl
86T ‘0€ I2quaizdss UOTY
—eTnbay uoT3zezTuRbIO Po3RTS] USTIAnd

Id0 - avdl

_ sbutputy Oov¥9 uo dn
—-moTTOF I0F 0¥D Ag sn 01 ISAO psuini
soTousbe yitesay swoy TT UO sasded asn

snie3s

wa3 T

BLo6T

Tenbny UT AUOWT3S9] S,103BI}STUTWPY UT SPPW S3USUWATUMOD

N¥Id Xd0M MUZMDQ HLIVHEH dJWOH



APPENDIX R

Tab II-E
Page 11

Tab II-E

APPENDIX R
Page 11

"PO31TpnE 99 S2TOUSHR YITeSy SWOY PIedTPSN
pue 21eJTPSK JO 3jusdiad QT 3IeYl o3epuRw
08 XAd I0I sauTTspInd 186png ,sioloeil
-Uu0D SILJTPSH "sSSTousbe yY3lTeoay sSwoy weT
-qoad 3O s3Tpne I0J s313b6png ,SI031O0BIIUOD
2I1eDTPSW 6/ AJ UT pPepPuIdUT sSpunj 3Ipne
Adousbe Y3Tesy SWOY UT 9SE2IDUT Jusdrad (7

"6L6T Axenigea
UT JUSUMOD I0F pPaj3jndqTIisTp aq TTTM
*pajuTtad pue paxedsad ussq sey 31IeId

*AT330Ys paemIOI 3usSs o TITIM -pPo3lIeIpax
butaq Tesodoad ‘6L6T ‘T Aienagsg jnoqe
PSATSO3I S1USMWOD 3ISBT  "6.6T ‘6 Axenuep
pesoTo poTaad jusumo) -Is3sSTboy Teaspsad
UT ‘86T ‘6 aoqueaoN poyusTTand WNIJN

‘unbsq 394 30U UOTSTASY *sSaTousbe yatesay
|Swoy =I1edTpPaW jusosxasd goT 3TqTyoad o3
pesn aq pPINoOD ydTYm soT3TIOUINE TeboTt

yirogz burizss Atdurts ‘xeded suortido-uou
B S? UL231]1TaIMBI 3¢ pPINOUS 3T POIpPIIP oym
Sa9M0d usTen 03 pojjruqns aaded suot3ido

*utbsq ueos 3500 JO S3jULWSTD UO S3Twty bBut
-USTTqe31s® 10J UOT3IDSITO2 e3ep ‘TRUTIF UT
paystTqnd ussq saArY SITWIT 29S9Y3] I93IY
*ITSTA Y3Tesy awoy Jo adi3l Ag s3TWIT
SNSST 03 ST $3S0D Y3Teey SWOY UO S3TWIT
JUSWSSINAUTSI SIBITPSW UT A3TaoTad 3sITg

dYW - d¥IT
SaTousbe yj[esy swoy pod31o09Tds JO
s3Tpne Adousbe y3zTESY SWOY oseaIdur

dYH - OVET

8L6T 3O pus
Aq 3a10dex 3s0D posTADI 1FeIp YsITandg

dYW - avdT
8L6T I2qO320-pTW Aq
SOTIRTIPOSWISIUT SPTMEDIR UO [IdN SNSST

o000 - dv¥d1

SOTIBTIOTIDUD] JILDTPSH 031 ATSTOS
S9OTAJSS JTWTIT UYoTym ssTousbe yaresy
swoy Aq weiboxd sieoTpen Ut uoTl}
-edtoT3Ied epniosad o3l sAeM ISPTSUO)H

gYHW - Jv¥dl

8L6T Ioqusidss

UT UOT1esuadwiod SAT3RIISTUTWPE
uo s3TwIT ystTand ‘Teorioexd 3IT

sn3e3s

wa3T

376



APPENDIX R
Tab II-E

APPENDIX R
Tab II-E

Page 12

Page 12

wezboig oouevanssy A3TTend ¥ IR Teatd
-soyg butjususTdwuT UuT 1K11euothex pue AT
-Texju=s2 Yyioq rguoTgoId Jo 9snedad 08 Ad
{Taun poxIsjyep welbolg SouRINSSY KytTend
Aousbe yijTeay SUOY U0 UOTIDE ISYIIANJ

-us33TIMEIT hbuTaq
mou pue poioelax 33ead - suxa3jed
uoT3leZITTIN putua3ybT3 03 POIBTSI
SUOTIONIFSUT FO SIUSUMOD TeuoTbax

sqe10dIooUuT O3 PoIFeIPSI SIANPSOOILd

* MO TADI
Jo seobeis TRUTF S,0BaiInd SUYI uT °9Ie pue

paxedeaxd usdq SaBY 05-8L "HW'I puTtiusuW
-27ddns s82TIF0 TeuoThoI 03 SUOTIONIARISUT

+AT33I0Yys penssTt 29 O3 polnodxs ‘moTASRI
nesing TEUTI UT oI 9S9YUL SISO
puTrsT3ISApR UO SUO PUE s3TFousq 2buTig
uo suo--poxedsad u=9q daeY S+ "I OMT

ayW - avdl
soTousbe YiTesy swoy I07 weiboxd
osoueInssy A3TTend ¥ 1Ied doT1®a3dg

YW — dv¥d1
soInpeo0ld PUTSSD00Id SWIRTD PISTASY

gy - avdl
3$9I93UT 3539 s ,uexboxd

uT ¢ 03 AIRTPIWISIUT UT ssbueyd
soxtnbex yosTUM (0G-8L - uo dn but
-MOTTOJ SopInb SATITUTISP SI0W SNSS]

gyW - avdl

saTousbe yilTeey suwoy O3 K31T1TIq
-eo17dde SUTHISISP ©OF seIni Teiopad
Ioyao oziieue Iidn putuslybTy JO Siem
ISPTSUOD pue soTousbe yjTesy SWOY
putyoozye soToTTod puT3isTXe STTAUOD

Al

T

Al

‘T1

sn3e31s

wo3 I

377



APPENDIX R " APPENDIX R
Tab II-F Tab II-F
Page 1 Page 1

Legislative Proposals

HCFA has several major legislative proposals that, if
enacted, will save approximately $2,141,000,000 during
1980. They are:

Proposals Savings
Common Audits $ 34.0
Civil Money Penalties : 23.6
Hospital Cost Containment 1,725.0
Hospital-Based Physicians 55.0
Elimination of Chiropractic Benefits 35.0
Medicare Coverage of Working Aged 200.0
All Other , 68.0
Total $2,140.6
Tﬁere are several other proposals for FY 1980 that, if
enacted, will lead to savings. However, we are unable
to estimate specific savings at this time. Included

in this listing are the following proposals designed to
promote operational efficiency and reduce costs of HCFA
Programs:

A proposal to amend Title XVIII of the Social _
Security Act to apply to deductible and coinsur-
ance requirements under Part A of Medicare on the
basis of the calendar year in which services are
furnished. Amendment of the law, which now
requires patient cost sharing on the basis of
the deductible and coinsurance amounts in effect
in the calendar year in which the beneficiary's
benefit period begins, would ease the record-
keeping responsibilities of hospitals which must
apply, bill, and collect patient cost-sharing
amounts,

A proposal to provide authority for the Secretary

to designate, and incentives for the States to
use, common contractors for carrying out
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administrative functions under Medicare and
Medicaid. Use of common contractors would elimi-
nate multiple confusing dealings which providers
and beneficiaries may now experience as a conse-
guence of fragmentation of fiscal intermediary
functions among Medicaid and the two parts of

the Medicare program.

. As a part of the Department's Child Health Assess-
ment Program (CHAP) initiative, HCFA has recom-
mended inclusion of provision under which physi-
cians would use a uniform form on a statewide
basis for reporting to the States the services
they provide to eligible children. Use of a
single uniform report would significantly simplify
and reduce the reporting burden currently imposed
on physicians who render services covered under
the early and perieodic screening, diagnosis, and
treatment (EPSDT) provisions of Title XIX
programs.

Additional information regarding each of these proposals
is contained in the attached HCFA leégislative proposal
package. '
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Fraud, Abuse, and waste Related Regulations

The following is a list, by Bureau, of regulations to
implement HCFA's Fraud, Abuse, or Waste agenda, includ-
ing implementation of P.LI. 95-142. We have also enclosed
copies of press releases for those regulations particu-
larly noteworthy in this regard:

1/23/78

3/3/78

3/10/78

3/31/78

7/24/78

State Medicaid Fraud Control Units; 42 CFR
450.80, 450.310; sets forth conditions under
which State Medicaid Fraud Control Units can
receive 90 percent matching.

Prohibition Against Reassignment of Claims:
42 CFR 449.31; techniecal changes including
extension of the prohibition to all Medicaid
providers, :

Medicaid Claims Processing Systems: Explana-
tion of Benefits Notices; 42 CFR 450.80(a) (6)
and 450,90(b) (2); permits States with mechan-~
ized claims Processing systems to send explana-~
tion of benefit notices to a sample of bene-
ficiaries, rather than all beneficiaries.

Medicaid Quality Control Systems; 42 CFR
450.25; adds to existing quality control
system a review for available medical
insurance and a determination of the com-
pleteness and accuracy of claims.

State Medicaid Fraud Control Units; 42 CFR
450.80 and 450.310; clarify policies in
January 23 regulations as a result of public
comments and experience in working with States.

The following list contains regulations currently under
development:

6/8/78

NPRM; Suspension of Physicians and other
Individual Practitioners Convicted of Crimes
Related to Medicare or Medicaid; would estab-
lish policies for suspending convicted prac-
titioners from participation in Medicare and
Medicaid.
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8/4/78

8/18/78

8/29/78

9/1/78

10/13/78

11/1/78

Tab IT-G
Page 2

NPRM; Disclosure of Information and Access to

provider Records; Requirements and conditions
. for Participation; would require Medicaid and
“Medicare providers and fiscal agents to dis-

disclose certaln information ¢on owners;
employees, subcontractors, and suppliers;
would authorize the Secretary to refuse to
enter into agreements with providers who do
not disclose the information.

NPRM; Timely Payment of Medicaid Claims;
intended to improve State program management,
increase provider participation, and aid in
preventing and detecting fraud.

NPRM: Assignment of Rights to Benefits; Col-
lection of Medical Support and other Third
Party Liability Payments; would require
applicants, as a condition of eligibility, to
assign to the State their rights to third
party payments for medical care.’

NPRM; Protection of Patients' Funds; would
require accounting for private funds of
patients in long term care facilities and
the use of a separate account for each
patient's funds.

NPRM: Imposition of Sanctions on Health Care
practitioners and Providers of Health Care
services; would allow HEW to sanction pro-

"viders who furnish services which ars not

medically necessary, do not meet professional
standards, or are not properly documented.

NPRM; Medicaid Utilization Coatrol; would
reduce the Federal share of Medicaid payments
to States that do not have effective programs
of control over utilization of inpatient
institutional services; would lessen the
severity of the existing penalty and encourage
more effective program management procedures.
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Statistical Data on Fraud and Abuse Cases
Detected, Referred to Prosecution, Resultant
Indictments and Convictions, Value of Fines, Recoveries

Time frame reported on: January 1, 1978, to September 30,
1978 :

Total number of cases of fraud
and abuse identified: 21,103

Cases referred to State or
Federal prosecutors: 635

Value of overpayments
identified: _ 17,879,612

Funds recovered from
January 1, 1978, to
June 30, 1978: 2,824,173

(Period of July 1, 1978,
to December 31, 1978, not
available) .

A summary of the convictions obtained by OPI in Calendar.
Year 1978 is attached.
In addition, we have attached another quantitative des-

cription of OPI's impact in case development and manage-
ment review, among other areas, :
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FRAUD AND ABUSE

Nature of Problem

Inappropriate utilization by providers of Medicare and
Medicaid funds resulting in excessive Federal expendi-
tures.

Actions Taken to Address Problem

In 1977, the Office of Program Integrity (OPI) was
established within the Health Care Financing Adminis-
tration (HCFA). A primary responsibility of ‘OPI is the
development and application of systems designed to
measure and analyze the level and nature of improper
expenditures attributable to fraud and abuse involving
the Medicare and Medicaid programs. This responsibility
is implemented through a network of OPI Regional Offices
and State Medicaid fraud control units. These limits
were established under the authority of the 1977 Medi-
care and Medicaid Anti-Fraud and Abuse Amendments to the
Social Security Act.

Impact to Date

1) Case Development - Between June 1977 and June 1978,
OPT identified 10,575 instances of fraud and abuse
in the Medicare program (7,595 fraud and 2,980
.abuse). Of these, 9,751 were investigated and
closed (6,851 fraud and 2,900 abuse) .

Investigations of alleged irregularities in the _
Medicare program resulted in 148 subjects referred
to the Department of Justice for criminal prosecu-
tion; 104 of these are still pending, while 12
subjects were convicted of criminal fraud. This
activity resulted in identification of $11.8 million
in overpayments. Of this amount, $4.6 million has
been collected, and the balance is being actively
pursued. 2

In the Medicaid program, OPI identified 7,324
instances of fraud and abuse from March 1977 through
June 1978; of these, 4,611 were investigated and
closed. Cases referred to law enforcement organiza-
tions totaled 460, with 74 convictions.

383




APPENDIX R APPENDIX R

Tab III - Tab III
Page 3 Page 3
2) Management Review - OPI performed State abuse

3)

4}

reviews of providers in Massachusetts, Idaho, Ohio,
Texas, Louisiana, and Oregon. 1In addition, OPI
assisted in the assessment of 14 State Medicaid
agencies.

Implementation of Medicare/Medicaid Anti-Fraud

and Abuse Amendments - Section 17 of these amend-
ments provided HCFA with the authority to provide
grants to establish State Medicaid Fraud and Abuse
Control Units. At the conclusion of Fy 1978, 16
such units were certified. Approximately 30 addi-
tional units are expected to be certified by the
close of calendar year 1978.

Project Integrity - In a nationwide, cooperative
venture between OPI and the Office of the Inspector
General, Project Integrity No. I was initiated in
1977 to examine Medicaid fraud and abuse by physi-
cians and pharmacists. -

The HEW Audit Agency devéloped computer screens

that identified some 47,000 physicians and phar-
macists for review. Under that agency's direction,
OPI undertook a further screening and verification,
through which 2,464 cases (1,340 physicians and
1,124 pharmacists) were identified as candidates

for indepth investigation and given a preliminary
administrative review. '

Of the 2,464 cases, 830 were closed, 768 were
identified for possible administrative action by
the States, 590 were referred for fraud investiga-
tion, and 277 are still in the preliminary stage at
this fiscal year's end. Of the 768 cases marked
for administrative action, 659 were actually
referred to the States, which found 86 cases that
represented $591,908 in overpayments. Twenty-one
other cases involved miscellaneous actions, 80 were
closed with no action taken, and 439 are still
pending. 1In 33 cases, Medicaid staff visited the
physician or pharmacist to provide advice and
assistance on proper methods for submitting Medicaid
claims,

At the end of the fiscal year, Project Integrity
No. II was launched. It focuses on possible fraud
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and abuse by dentists and laboratories under
Medicaid. More limited in scope than Project
Integrity No. I, it will be applied in 18 States
where the potential for improvement seems greatest.

5) Utilization Reviews -~ During FY 1978, OPI expanded
its techniques for reviewing overutilization by
physicians under Medicare and Medicaid. Under the
PAment REview system (PARE), Medicare Part B
carriers review and report to OPI on physicians
with high incidence of utilization in the program.
This year, OPI focused on evaluating the carriers’
prepayment and postpayment controls, to determine
their adequacy for identifying physicians with
guestionable patterns of practice. :

A total of 3,329 Part B PARE reports were processed
between April 1977 and June 1978, resulting in 75
fraud 1nvest1gat10ns and in the 1nvest1gatlon of
$1,594,323 in overpayments.

6. Administrative Sanctions - Improved administrative
sanctions against fraud and abuse are needed in
both Medicare and Medicaid programs. The New
Medicare/Medicaid Anti-Fraud and Abuse Amendments
provide for some needed administrative sanctions.
Under Section 7, physicians and other individual
practitioners conv1cted of a criminal offense
related to their involvement under either of the
two programs can be suspended from participation.
OPT issued a notice of proposed rulemaking to
implement this provision and has received comments
preparatory to developing final regulations. To
date, 27 physicians have been suspended from program

_ participation for from one to ten years {suspension
periods are determined by the HEW Secretary). Also,
seven persons were excluded from participation for
an indefinite period of time because of gross abuse
or inferior services, under another section of the
Social Security Act.
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