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FOREWORD

This report is essentially concerned with the first 9 months

of operation by the Office of Inspector General (0IG}, which
was activated by Secretary Califanoc on March 29, 1977. Certain
data have been brought to a more current date to enhance the
usefulness of the report.

As required by Public Law 94-505, the report attempts to high-
light principal problems encountered, recommendations made,
and the status of actions taken.

Our first year has necessarily been characterized by the
turbulence incident to establishing a new office in a Depart-
ment which itself was undergoing substantial recrganization--
both at headquarters and in its 10 regional offices. But, it
is likely that the work program of the OIG in HEW will always
pe turbulent in the sense that the direction of its work and
its priorities will be subject to sudden changes to meet the
concerns of the Secretary and the Congress. In fact, one of
the significant values of such an office is its ability to
quickly assemble--and assign where needed--skilled teams
tailored to specific problems. The fact that the structure
of the 0IG, as created by P.L. 94-505, is able to meet this
challenge has been amply demonstrated in its first year of
operation.

Since its establishment, the OIG has had the continuous in-
terest and support of Secretary Califano and Under Secretary
Champion. Their example has been a model to the Principal
Operating Component Heads and the Principal Regional Officials.

The willingness of the OIG career staff to adjust rapidly to
new demands and priorities--in order to meet the expectations
of the Act and the Secretary has been noteworthy. The future
success of the OIG will depend on such strong support from
the Congress, The Secretary, and the OIG staff.
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CHAPTER 1

AN INVENTORY OF "BEST ESTIMATES" OF

FRAUD, ABUSE, AND WASTE IN

HEW PROGRAMS

A wealth of information has resulted from Congressional
hearings, GAO audits, HEW audits, quality control surveys,
and other studies dealing with problems of fraud, abuse,
and waste in HEW programs. Some of these span many years
and reveal chronic failures to take corrective action.
Others reveal dramatic progress in reducing losses due to
errors and ineligibility rates. But no summary or analysis
of these findings has ever been compiled. Hence, it was
decided to compile an inventory of the "best available
estimates" we could locate.

It must be stressed that this summary is no more than an
initial inventory. It is not an independent study, although
we believe the data are reasonable estimates. Because the
sources are not complete, the inventory is not complete.
Despite these limitations, it is the best perspective that
has yet been assembled. In our view, it portrays a conser-
vative measure of the extent of fraud, abuse, and waste in
key HEW programs, and their causes.

It must also be acknowledged that it is virtually impossible
to distinguish sharply between fraud, abuse, and waste, since
frequently one problem involves all three. For purposes of
rough definition, we have adopted the following:

--Fraud is defined as the obtaining of something
of value, unlawfully, through willful misrepre-
sentation.

~-Abuse covers a wide variety of excessive ser-
Vices or program violations, and improper
practices not involving prosecutable fraud.

--Waste is the incurring of unnecessary costs as
a result of deficient practices, systems oOr
controls.

As summarized below, this inventory of best estimates reveals
that for programs involving Federal outlays in FY 1977 of
$136.1 billion, the incidence of fraud, abuse and waste--at
a minimum--ranged between $6.3 and $7.4 billion (Exhibit 1)
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“This waé”bétﬁéen 4.1.and“5.¢dpercegpn§f.the FedérélAOutlays—-
although the range is from 1 percent of the Income Security
Program to 24 percent or more of the Medicaid Program.

The detail supporting these data is contained in Appendix I
and summarized in this chapter. It is clear that most of the
loss is attributable to errors and faulty management systems
—-i.e., waste-~rather than to fraud and abuse. While these
categorizations are necessarily imprecise, they underscore
the wisdom of Congress in defining the OIG charter so that

it is concerned both with detecting fraud and abuse and fos~
tering efficiency and economy, through better systems and
controls.

A. MEDICAID LOSSES (FEDERAL SHARE)

This is the largest area of losses due to all causes.

Causes
Management  Professional Fraud &
& Systems & Technical Abuse

{Millions of Dollars)

1. Errors, Ineligibility, 525
Overpayments, Audit to
Findings 855

2. Failure to Collect,

Third -Party Liabil-"

ity 330
3. Medicaid Mills 423
4, Clinical Labs 45
5. Excessive Hospital

Beds 377
6. Unnecessary Surgery 187
7. Unnecessary Hospital

Stays 41
8. Excessive Physician

Costs -~Percentage Contracts 25
9. Unnecessary X-Ray

Costs 172
10. Questionable Nursing

Home Costs 185

TOTAL $ 855 - 1,185 $ 802 $ 653

Range: .$2,310- 2,640 (24% - 27%)



It is recognized that additional sources of fraud and abuse
are missing, particularly by pharmacists, physicians, home
health agencies, and other providers. Further, some of the
losses attributed to professional and technical reasons might
be found to fit the category of fraud and abuse. The classi-
fications shown are those identified by the inventory as
interpreted by the IG.

B. MEDICARE LOSSES

This is the second largest category identified in the inven-
tory:

Causes

Management Professional Fraud &
& Systems & Technical BAbuse

{(Millions of Dollars)

1. Excessive Nursing

Differential $185
2. Renal Dialysis Costs 153
3. Provider Overpayments $141
4, Audit Findings 27
5. Excessive Hospital

Beds 7537
6. Unnecessary Surgery 468

7. Unnecessary Hospital

Stays 83
8. Excessive Physician Costs
from Percentage Contracts 48
9. Unnecessary X-Ray Costs 344
10. Questicnable Nursing
Home Costs $15
TOTAL $168 $2,034 $15

TOTAL $2,217



Again, the limitations of the data are acknowledged but it
is of interest to cobhserve that losses due to (1) management
and systems deficiencies, and (2) fraud and abuse are much
lower than for Medicaid. However, far larger losses are
identified due to "professional and technical" causes.

C. LOSSES IN THE AID TQO FAMILIES WITH
DEPENDENT CHILDREN PROGRAM (AFDC)

The problems encountered in this program are widespread and
characterized by payment errors, ineligibility, and bene-
ficiary fraud and abuse. The best estimates are as follows:

Amcunts
{Millions)

Payments to Ineligibles .and Overpay-
ments to Eligibles $ 490
Fraud and Abuse 145
Quarterly Expenditure Report Reviews 13
Audit Exceptions 21
TOTAL § 669

As in case of Medicaid, the leading problems in AFDC are
management and systems problems.

An area requiring continuing study is administrative costs,
which have grown from $575 million to $1.3 billion (over 118
percent) between 1973 and 1977. Continuing findings of im-
proper charges are occurring. A total of 66 State audits
identified $78.2 million, claimed by States, as not eligible
for Federal reimbursement during the 3-year period ending
8/31/77.

D. INCOME SECURITY AND SUPPLEMENTAL
SECURITY INCOME

In terms of program dollars, these programs accounted for
over $89.7 billion in Federal outlays in FY 1977. The prob-
lem areas, again, are largely concerned with systems, as
illustrated by the following:

--8S8I overpayments and payments to ineligible
recipients (including nursing home resi-
dents} =-- $334 million.



-=Overpayments toc Retirement and Survivors
Insurance beneficilaries, Disability Insur-
ance and Black Lung beneficiaries -- 3867
million.

——Total -- $494 to 1,201 million.%/

Again, it is recognized that some portion of these amounts
may be attributable to fraud and abuse.

E. SOCIAL SERVICES

In the Title XX area of $2.7 billion, $88 million of disallow-
ances was revealed in FY 1977 by the Quarterly Expenditure
Report Reviews (582 million) and audit exceptions ($6 million).
Disallowances represent improper expenditures due to over-
payments, unallowable costs, services to ineligibles, etc.
Other areas requiring further study are contracting for ser-
vices (especially homemaker/chore), improper diversion of
funds, etc.

F, GSTUDENT FINANCIAL AID PROGRAMS

The five Student Aid Programs disbursed $3.6 billion in FY
1977. A wide range of problems was found by the inventory:

Amount
Program (Million)
Excessive Payments and Pay-

ments to Ineligibles BEOG $ 120

Fraud and Abuse by Schools NDSL &
GSL 53

Fraud and Abuse - Defaulted NDSL &
Loans GSL 183
TOTAL $ 356

These problems are primarily concerned with faulty manage-
ment practices and systems, which have permitted and en-
couraged fraud and abuse.

14t should be noted that a substantial amount of estimating
is involved in this number, and Social Security states

. that at least $707 million must be considered "ball park"
figures of "questionable reliability." They are offered
here simply to denote an order of magnitude.




G. ESEA TITLE I

$2.1 billion in FY 1977 of Federal funds were granted to
local educational agencies to meet the special needs of
disadvantaged children.

Audits of these programs revealed the need for financial
adjustments equal to 4.6 percent of funds, or $97 million
in FY 1977, which have been improperly expended because of
violations of regulations concerned with (1) supplanting of
funds, (2) permitting students not eligible to participate,
and (3) failure to meet the comparability standards.

H. INDIRECT COSTS

Last year $102 million was disallowed through reviews and
negotiations with colleges, universities, hospitals, State
and local governments, and other institutions who submitted
indirect cost proposals in connection with their conduct of
HEW programs. These negotiations are conducted by HEW's
regional offices.

I. AREAS NEEDING FURTHER RESEARCH IN ORDER
TO ESTIMATE FRAUD, ABUSE, AND WASTE

In the above discussions we have noted the absence of (1) any
estimates for home health agencies and a variety of other
health providers, (2) possible overcharges by contractors in
the Social Services Programs, and (3) excessive administra-
tive costs in the AFDC Program.

In addition to these, some major areas which we feel are
especially worthy of further study are:

-=-Drug purchases, where Federal expenditures:
in FY 1977 were about $2.7 billion.

-=Respiratory therapy, where the Federal ex~
penditures in FY 1977 were reported as $272
million, and where the staff of the Senate
Committee on Finance feels that abuses are
occurring.

--The other Student Financial Aid Programs
not discussed earlier, namely, the College
Work Study and Supplemental Educational
Opportunity Grants Programs.

This inventory will be repeated periodically and strong sup-
port given to expanding and sharpening all estimates, while



e

seeking more scientific measures. Project Integrity should
make an important contribution to this objective in the health
field, as well as the projects planned by HCFA's Office of
Program Integrity (OPI}.

J. SUMMARY OF BEST ESTIMATES
INVENTORY FOR FY 1977

In the meantime, to place the above in an overall perspective,
Exhibit 2 shows a breakout by program area and type of fraud,
abuse, and waste. This analysis discloses the realtive im-
portance of each area and highlights the need for improved
management and systems.

In this connection, Exhibit 3 shows a recapitulation of HEW
personnel resources by program now allocable to (1) quality
control operations, (2} management and systems oversight,
(3) accounting and auditing oversight, and (4) fraud and
abuse investigations. The numbers in parentheses indicate
the increases in staffing requested in the FY 13979 budget.

In summary this analysis reveals that there are today 4,282

personnel authorized in the several functional areas con-

cerned with fraud, abuse, and waste. This number would grow A
to 5,636 in FY 1979. Of greater interest is a comparison of }
the distribution of these personnel by function in the two i
years, as shown in the following:

Function * % Distribution of Personnel
_ Fy 1978 FY 1979
(4,282) (5,636)
Quality Control 45% 43%
Management & Systems 10 8
Accounting and Audit-
ing 25 , 20
Fraud and Abuse 20 29
100% 100%

While much improved overall staffing is proposed in FY 1979
(including a verv sizeable addition to collect defaulted
loans in the Student Financial Aid Programs} the under-
staffing of the "management and systems" area is prominent
in both years. It is our belief that there is now a signi-~
ficant imbalance because of this. While "Quality Control”
operations properly require a large number of personnel to
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develop precise measures to depict trends, the staff avail=-
able to plan corrective actions, test them, and provide
consulting service and technical assistance is inadequate.
Unless this staffing imbalance is corrected, the oppor-
tunities to cut the losses resulting from management and
systems deficiencies will not be exploited.

This finding is borne out in the chapters which follow by
numerous findings resultlng from our audits and lnvestlgaw
tions. The message is that more attention must be given to
tightening the "front end" of systems--especially EILglbllLtY
determinations and claims payments—-while simplifying reim-
bursement rules and procedures, and insisting on higher
standards of integrity--by all concerned, beneficiaries,
employees, and managers alike--in the expenditure of public
funds on HEW programs.

11



CHAPTER 2

HIGHLIGHTS OF THE AUDIT AGENCY'S FINDINGS

CALENDAR YEAR 1377

In calendar yvear 1977, the Audit Agency prepared 2,453
reports with its own staff and processed another 4,263 pre-
pared on behalf of HEW by State auditors and independent
public accountants. POCs concurred in audit-recommended
financial adjustments totaling $65.3 million.

It is the purpose of this chapter to provide a brief over-
view of the scope of the audit workload and the adeguacy of
coverage; and then to highlight key findings from the past
vear's work,

SCOPE AND COVERAGE

The universe of activities requiring periodic audit numbers
51,000 entities distributed as follows:

Department Installations l,500£/
State Agencies 545q/
Local School Districts 14,000~
Institutions of Higher Education 2,400
Other Educational Institutions 5,6003/
Other Grantees/Contractors 5,000=
Intermediaries and Carriers 128
Hospitals and Nursing Homes 20,089
Home Health Agencies 2,353
51,515

1/ Excludes locations deemed too small to warrant audit.

2/ Includes only school districts participating in ESEA
Title I for which there is an audit reguirement.

g/ Estimated number grantees/contractors receiving sufficient
funds to warrant audit.

Currently, we have resources to perform approximately 70 per-
cent of the work generated by this scope of effort. This
estimate is arrived at by the following:

Staff-
Years
—-The total workload as measured in
staff-years of effort based on
Audit Agency studies over a period
of several years and generally
considered to have high validity........... 4,554

12



Staff-

Years

--Less work performed by others
(CPAS, StatesS) ..iissseenassssascasannnnns (2,272}
2,282
—-Less authorized in-house staff.......... { 900)
——UnmEt HEEd............-..a...-......-... 11382

The consequence of this deficiency in staffing is a lesser
‘freypency-of audits; particularly of medium-size- and
smaller institutions, and a severe strain on in—-house re-
sources caused_by new initiatives such as Projects Match
and Integrity.%/The latter two projects required the equi-
valent of 120 staff-years of effort during the past year,
and it is hoped that a high level of effort can be con-
tinued on fraud and abuse initiatives in the future. The
budget now before the Congress proposes to provide funds
for an additional 60 staff-years of contract support, plus
60 staff-years of augmentation to the present in~house staff.

These increases are minimal.

While we will continue to diligently search for other
alternatives to augment our audit capability, it is likely
that we must continue to grow in succeeding years at an
annual rate of at least 10 percent.

We are pleased that a number of States have expressed an
interest in participating in audits now performed by the HEW
Audit staff. Audit guides will be developed and tested for
eligible areas suitable for State or CPA audits, inecluding
disability determinations, Medicare intermediaries and
carriers, ESEA Title I, Vocational Education financial
reviews, and others.

HIGHLIGHTS OF 1977 AUDITS

The following paragraphs summarize the findings under general
program categories of health, education, income maintenance,
human development, and HEW administrative. A more detailed
overview is presented in Appendix II.

1. Health

Significant opportunitiesﬁere found to improve eccnomy and
efficiency:

——-Medicare payments systems in both Parts A and B

1
"/See Chapters 4 and 5.
13



were found to have resulted in overcharges to
beneficiaries, as well as improper denial of
claims, in some cases.

~=-Significant disallowances of administrative
costs claimed by the 128 intermediaries and
carriers were recommended in several areas-—-
including electronic data processing costs
and premium taxes.

~~Improved controls over Medicaid claims pro-
cessing were proposed to avoid improper
payments to providers (audits identified
$30 million of such payments).

--Improved procurement practices are needed
in the development and installation of
Medicaid Management Information Systems (MMIS).

--Improved State Medicaid fraud and abuse detec-
tion systems are needed, and more technical
assistance to the States should be provided by
HCFA staff.

--Improved management practices are reguired by
the Professional Standards Review Organiza-
tions (PSROs), of which 39 were examined in
1977.

Education

In this broad area, audits were conducted in four major
fields, yielding the following findings:

~-~Vocational education programs examined in
seven States revealed significant variances
from approved State plans; in seven other
States it was found that these programs may
not be responsive to employment opportunities.

--Blementary and Secondary Education, Title I
funds, were improperly used to supplant rather
than supplement State and local funds in 13
cases, involving recommended financial adjust-
ments of $21 million.

~-Adjustments of over $7 million were recommended
in 6 audits of the Handicapped Children's Pro-
grams because institutions were not meeting
mandatory eligibility criteria.

14



--A major problem area continued to be inadequate
accounting and control systems in colleges and
universities holding contracts and grants. One-
third of the funds audited ($420 million) failed
to meet the Federal criteria for accounting,
workload distribution systems, and internal
controls. A major program of reforms was directed
by the Secretary on February 16, 1978, and the
Audit Agency will be a key participant in its
implementation.

--The Student Financial Aid programs were sub-
jected to over 1,100 audits, half of which
commented on administrative weaknesses, eligi-
bility determinations, award procedures, refund
practices, improper use of Fedral funds, loan
collection procedures, and computation of
interest billing.

3, Income Maintenance Programs

Findings in this universe of programs, administered by the
Social Security Administration, included:

~-—AFDC administrative costs have more than
doubled since 1973, reaching the sum of $1.3
billion. Over the past 3 years, audits re-
vealed 182 instances of improper claims,
totaling $78.2 million, for which recovery
was recommended.

--Foster care deficiencies were revealed by 18
audit reports in 13 States. It appears that
uniform minimum Federal standards may be
needed for licensing and inspection of such
facilities.

—-audits of the Supplemental Security Income
Program revealed opportunities for improved
practices in respect to one-time payments and
interim assistance payments.

--In the Retirement and Survivors Insurance
program the need was stressed for greater
attention to potential underpayments affect-
ing selected beneficiaries, and for greater
automation of benefit recomputations.

15



-+~In the area of disability determinations,
problems of unallowable administrative costs
were disclosed in 14 States ($1.2 million),
and the need for greater compliance with SSA's
guality assurance procedures.

4. Human Development Services

Here reports were rendered covering Vocational Rehabilitation
(VR) and Social Services programs as follows:

-—-Findings of a five-State, broad-based VR
audit showed mixed program results, and only
marginal economic gaing even for the most
successful clients. More attention to job
placement services and individualized rehabili-
tation plans were proposed. (This review was
conducted jointly with the Assistant Secretary
for Planning and Evaluation.)

~=Title X{'program procedures for the purchase of
services by State and local governments were
the subject of 10 audits in 7 States. These
identified significant weaknesses in contract
monitoring, rates of payments to providers,
and methods of charging costs to contracts.

5. HEW Administration

In this area attention was given to data processing and
accounting operations, with findings as follows:

--The need for tighter security control over the
Advanced Records Systems—--a telecommunication
system maintained by GSA but used by SSA
offices, State agencies, private insurance
companies for SSA purposes, and 33 other Federal
agencies.

-~~The need for improved systems security for 8S8A's
‘ Data Acquisition and Response System (SADARS),
including terminal facilities at SSA's Baltimore
headquarters.

—-~Qpportunities for the elimination of duplication
in information systems at the National Insti-
tutes of Health were revealed.

--Serious accounting weaknesses in the Depart-

ment's Federal Assistance Financing System were
revealed, including failure to reccrd payments,

le



duplicate recordings, and incorrect recordings.
This system is designed to provide timely cash
flow to HEW grant recipients.

It is significant to note that in the FY 1978 audit plan,
the Audit Agency is seeking balanced attention to all con-
cerns of the Office of Inspector General, and proposes to
allocate its resources (900 staff-years) as follows:

~-16 percent, to participate in special Inspector
General's fraud and abuse initiatives (e.g..
Projects Match/Integrity) and special investi-
gative audits designed to help prepare cases
for prosecution.

--27 percent, to audit State and local agencies,
including related Departmental administration.
Of primary interest: Medicaid programs with
known fraud and abuse problems. Other areas
include selected education, health, and human
development programs.

~~34 percent, to audit institutions of higher
education, other nonprofits (emphasizing
larger universities assigned to HEW for audit,
Government-wide, by OMB). Also involved:
Student Financial Aid programs, Health Main-
tenance Organizations, and Professional Stand-
ards Review Organizations.

--11 percent, to check into the validity and
equity of costs claimed by Medicare inter-
mediaries and carriers--adequacy of claims
processing and provider settlements.

--12 percent, to focus on the Department's in-
ternal operations. Special attention is
planned to accounting and procurement activi-
ties. Also involved: indepth reviews of
selected aspects of the 0ld Age Survivors and
Supplemental Security Income programs.

Analysis of unresolved audit reports between April 1 and
December 31, 1977, indicates the need for more attention

. to this area. Although the total number of open audit
reports decreased from 1,848 to 1,798 during this period,
the dollar amounts associated with these reports increased
from $151.9 to $170.8 million.

17



More indicative of the need for improvement in this area is
an analysis of reports which have been open for 6 months or
longer. It shows that audit reports in this category have
increased from 761 to 911 with related dollars also in-
creasing from $82.7 to $99 million. This is a major
problem,

It is imperative that the Principal Operating Components
(POCs) achieve a permanent reduction in open audit reports.
This concern is shared by Secretary Califano who has asked
that the OIG work closely with the POCs in developing
acceptable time frames and goals for reducing the overall
inventory of open audit reports.

18
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CHAPTER 3

HIGHLIGHTS OF ACTIVITIES OF THE

OFFICE OF INVESTIGATIONS AND OTHER

AGENCIES WHICH INVESTIGATE HEW CASES

An inventory of HEW investigative activities and actions has
never been compiled. During our first year, the pressure of
coping with growing caseloads precluded the systematic
compilation of such data on a current basis. 1/ We have,
however, assembled three types of information in preparing
this report which provide a useful starting point for the
future. These data are:

A. A best effort to document criminal convictions
of defrauders of HEW programs in CY 1977.
While the data are incomplete, they provide a
useful profile of the principal types of fraud
which resulted in such convictions. It is
recognized that most were based on investiga-
tions in 1976 or prior years.

B. An analysis of the current Inspector General/
Office of Program Integrity backlog of cases,
including the Project Integrity backlog.

C. An evaluation as required by P.L. 95-142 of
the handling of referrals to the Department of
Justice under Titles XVIITI and XIX of the
Social Security Act.

Future annual reports should be able to address these sub-
jects more completely and with greater validity.

lv/fI‘he Office of Investigations has created a Division of
Law Enforcement Coordination and Data Collection to
support the investigative and fraud prevention and
detection programs through the collection, retrieval,
analysis and dissemination of data reflecting HEW's
investigative activities as well as those of other
Federal, State, and local law enforcement and prosecu-
tive agencies. The Division's analyses will provide
the basis for assessing the effectiveness of these
investigative and prosecutive activities, identifying
trends and problem areas, and recommending new in-
vestigative initiatives.
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A. Besgt Available Inventory of Criminal Convictions
Obtained Against Defrauders of HEW Programs

Exhibit 4 provides a recapitulation of convictions from the
following sources:

Office of Investigations cases (0IG}........ 651
Office of Program Integrity cases (HCFA}.... 62
FBT cases reported to OIG.....reereransrenas 23
State cases reported to HCFA. ..vvevenvnsasss 129

TOTAL . 265

A brief description of each of the cases reported by 0I and
OPT is contained in Appendix TIT, and a summary of all 265
by program is presented below:

--Employee cases:

(1} False lodging claims

(2} Manipulation of Social Security payments
systems by an employee to provide a
benefit payment to an ineligible family
member.

{3} Theft of benefit payments checks by an
employee.

(4} Acceptance of rebates from contractors.

(5) Misuse of a Government credit card in
making purchases at an NIH store.

(6] Theft of funds from the Federal Credit
Union.

-=-Grantee and contractor problems included:

(1) Embezzlement from an HEW-funded Senior
Citizens' program.

(2) False claims by contractors for work not
done and materials not purchased.

(3) Embezzlement from a Community Action
Center.

(4) Embezzlement from a Head Start project.

20
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Exhibit 4
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--Student Financial Aid program violations involved:

{1) Diversion to personal or corporate use of
student loan funds for alleged students
who never attended the school.

(2) False statements on applications for
grants wnder the BEOG and NDSL programs.

(3) Conspiracy between a Student Financial
aid Officer and certain students to
defraud HEW loan and grant programs.

The largest number of convictions (85%) occurred in the
Medicaid/Medicare programs. In analyzing these cases, it is
interesting to note that the most numerous were in the long-
term care field (nursing homes and health care agencies)
followed by physicians, laboratories, other practitioners,
pharmacists, and a miscellaneous group. Pharmacists showed
up only under State agency prosecutions and hospitals were
absent.

--Long-term care: Three officers of a home health
agency in Florida were convicted of kickbacks to
physicians for referral of patients. In New
York City the U.S. Attorney convicted the business
manager of a nursing home for falsification of
records and diverting funds to his personal use.
The most extensive and effective work in the
nursing home area was reported by Special
Prosecutor Charles J. Hynes of New York State,
using the team concept for lnvestlgatlng and
exposing fraud, as reported in Appendix IV of this
report. We Wlll continue to follow this work with
much interest.l/

—mPhy51c1an cases typically involved bllllng for
services not rendered. This problem is being
thoroughly reviewed nationwide under Project
Integrity, as discussed in Chapter 4. Among
the convictions reported by OPI, false billings
were revealed through complaints from bene-
ficiaries after reviewing the "Explanation of
Medical Benefits" letters.

--Pharmacy cases are a 51gn1flcant part of the
workload being identified in Project Integrity,
and account for half of the potential fraud

l--/MLJ:. Hynes published an annual report dated January 10, 1978.
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cases now in full field investigation. It is
notable that States have been particularly
active in this area of investigation. Among
the cases reported was a pharmacist convicted
of submitting false claims, billing for pre-
scriptions never filled or ordered, substi-
tution of generic drugs for brand-name drugs,
and billing for gquantities in excess of those
specified in the prescription.

--Other practitioners covered a wide range, in-
cluding podiatrists, therapists, chiropractors,
dermatologists, opthalmologists, and others.
Again, the typical problem was false statements
and billing for services not rendered.

--Laboratories were convicted for kickbacks,
fraudulent invoices, falsification of guali-
fications, and billing for services not
rendered.

--Other fraudulent cases concerned abuses by
ambulance companies and companies providing
durable eguipment and supplies--including
billing for services not rendered and billing
for more equipment than in fact was delivered.

We canvassed other HEW programs for data on criminal or civil
actions. The AFDC program advised that in FY 1977, 40,721
individual cases had been referred to State law enforcement
agencies, and that prosecutions were initiated in 18,475 of
these cases.

In respect to Student Financial Assistance cases, we were
advised 2,100 defaulted accounts have been referred to the
Department of Justice for civil action--over 1,500 in the
past year.

In respect to the FDA we were furnished lists of monthly
seizures due to violations of the Food, Drug and Cosmetic
Act, and of litigation for false representation by companies
under the mail fraud statutes. Due to highly-specialized
nature of these cases--which are handled fully by FDA's
Associate Commissioner for Compliance--we are not summarizing

- them in this record.

The Social Security Administration reported that 9,700 bene-
ficiary fraud complaints were received in 1977. About 800
were referred to U.S. Attorneys and 200 convictions were
obtained.
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B. ANALYSIS OF OPEN CASES

The active caseload within the Inspector General's immediate
responsibility totalled 1,349 as of 2/28/78 as shown in
Exhibit 5. Of this number, thé Office of Investigations (OI}
has full responsibBility for 538;-and the Office of Program
Integrity, HCFA, (OPI) has a workload of 313, some of which
have criminal potential and will concern OI at the point where
that potential is established.l/The remaining 475 are

Project Integrity cases being investigated primarily by

State personnel, or by teams consiting of HEW and State per-
sonnel, joined in a few cases by other Federal agencies.

1. Cases other than Health Care.

Of the 345 active non-health care cases, by
far the largest number concern Student
Financial Assistance--and the largest portion
of these involve proprietary schools. Our
program of work to cope with these problems,
in cooperation with the Bureau of Student
Financial Assistance (OE} is described in
Chapter 6.

Next most numerous are cases involving mis-
conduct and conflicts of interest by HEW
employees, contractoxs, and grantees. These
groups of cases, and our program of work,
are discussed further in Chapter 7.

AFDC beneficiary cases currently in the OI
inventory represent a group of HEW employees
who are on the District of Columbia welfare
rolls. We have been assisting the District
and the U.S. Attorney in reviewing all of
these cases, the original number of which
was 216. These are part of Project Match, a
national effort that is further discussed

in Chapter 5.

2. Health Care cases.

Seventy-five percent of our caseload today

is found here. The total number is inflated
somewhat by including the full OPI caseload,
although many of these cases may not reach
the criminal prosecution stage. Nonetheless,
it is instructive to examine the full backlog
of Health Care cases to observe the key
problem areas. In subsequent inventories it is
hoped to obtain information from the States on
the cases which they are investigating.

l/There are 36 such cases at this time.
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Exhibit 6 shows the spectrum of provider
groups represented in the caseload. It

is dominated by physicians and pharmacists
because of Project Integrity-I which has
concentrated on these two categories. This
effort is discussed in Chapter 4. The
regular health care caselocad--i.e., these
cases reaching OI on referral from the Audit
Agency, OPI, and numerous other sources;, is
dominated by nursing homes and home health
agencies, laboratories and clinics, and a
scattered group of other providers. OPI
has a large number of laboratory and clinic
cases in its inventory.

Our OI staff reports that cases involving individual pro-
viders pose the least investigative problems. The typical
fraud schemes which have been identified include billing
for services not rendered, misrepresentation of services,
upgrading of services, and double billing. Patient: inter-
views, record reviews, and confrontation interviews with
the provider and the provider's employees are the principal
investigative tools utilized in these investigations.
Varying interpretations of pertinent regulations and
failure, in some instances, to require the provider to sign
claim forms may present problems in proving the provider's
intent, upon which a successful fraud prosecution is
predicated.

Tn contrast, institutional providers pose very difficult
investigative problems requiring extensive staff resources
and investigative time to review, in detail, the data
contained in cost reports, and to pursue investigative

leads derived therefrom. These are, essentially, accounting
type investigations and require multi-disciplinary teams of
investigators and auditors. This matter will be discussed
in Chapter 5 in connection with our future initiatives in
the Health Care field.

OFFICE OF INVESTIGATIONS WORKLOAD AND STAFFING

On February 28, 1977, one month prior to our establishment
as an office, there were 336 cases on hand--a workload egqual
to 100 professional staff for one year.

Our workload has steadily increased since then--reaching
147 staff-years in February 1978--compared to an authorized
staff of about 85. At the same time the demands of new
project initiatives (particularly Project Integrity) are
diverting a quarter to a half of our staff from regular
case investigations, making this backlog totally unac-
ceptable.
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Exhibit 6

Group
Long-Term Care
Hospitals
Pharmacies

Laboratories
and Clinics

Physicians

QOther Practi-
tionars

Equipment and
Services

Beneficiaries

TOTAL

ANALYSIS OF HEALTH CARE CASES

Exhibit 6

.Project Integrity - Unduplicated

oI OPI Direct Monlitor Total
56 21 - - 67
7 25 - - 25
lé 7 28 217 267
g 44 - - 48
41 99 32 258 424
20 66 —- - 79
9 48 - —- 53
4 3 o - 5
156/ 313 60 475 968

{Duplicated
total is
1,004)

1
“/36 cases are being Jjointly
duplicated in the above.

Long~-Term Care
Hospitals
Pharmacy

Labs and Clinics

Physicians

Other Practitioners -

Equipment
Beneficilaries

investigated with OI, and are

=
<

IN#\JU\J‘-‘-I’—'M

36
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We have concluded that the overall staff should he increased
from 114 to 214, permitting the doubling of the professional
staff, and thus enabling us to cope with the continuing high
workload while freeing a number of our investigators to work
on special initiatives. In the future, we intend to assess
the adequacy of staffing in each HEW component to cope with
problems of fraud, abuse, and waste and to make recommenda-
tions to the Secretary, where appropriate.

As we accelerate our identification and investigation of
more sophisticated and complex fraud and misfeasance matters,
we have determined a need for investigative teams, staffed
by OI and, in many instances, Audit Agency personnel, and by
attorneys with investigative and prosecutive experience.

We recognize the effectiveness of having attorneys play an
integral role from the incipient stages of an investigation.
In order to augment the investigative-attorney assistance
which is currently provided by the various U.S. Attorney
Offices, we are actively considering various means by which
attorneys with the requisite experience can be recruited and
hired onto the staff of our Office of Investigations.

C. ANALYSTIS 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 Medicare and Medicaid cases referred to the
Department of Justice. Accordingly, we have attached
(Appendix VIII) a list of all cases reférred to the Depart-
ment of Justice either by the 0IG, 0I, or the HCFA OPI
during calendar year 1977, together with an indication of
the nature of the violation, the category of provider or
practitioner, and the disposition or status of each case.

In compiling the information about Medicare and Medicaid
cases, it became clear that the data collection procedures
employed by OI and OPI were not readily adapted to our
needs. One of the collateral benefits of this reporting
process, therefore, has been the impetus to create a uniform
and reliable system for identifying and collating significant
actions taken in criminal investigations under the juris-
diction of both offices. It is our hope that this system

- will also enable us to provide to the Department of Justice
current information on the development of criminal cases
that will permit them to monitor effectively the work of the
United States Attorneys.

Because criminal investigative activities are the health

insurance and medical assistance fields is now divided be-
tween OI and OPI, we thought it appropriate to analyze
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separately the criminal cases referred by each organization.
The principal difference between the reporting procedures
used by the two offices is in the meaning of the term
"referral," Typically, OI will make contact with an Assis-
tant 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 At-
torney's offices. Formal referrals for prosecutive decision,
then, are made in only a small number of cases. OPI Program
Integrity, on the other hand, classifies cases as "referred"
whenever there has bheen contact with a United States
Attorney's office, whether the case is awaiting prosecutive
decision or requires further investigation.

In order to treat OI and OPI cases uniformly, we have noted
in the "Status" column of the OPI list whether the case is
"Pending/Decision" or "Pending/Investigation." For OI cases
we have prepared two separate lists--one for cases which have
been referred formally, and a second for cases in which there
has been some contact with the United States Attorney. These
distinctions will permit a more accurate analysis of the
manner in which the Department of Justice has responded to
those matters in which investigation has been completed.

Office of Investigations (OTI)

In 1977 0OI formally referred 19 cases to the Department of
Justice and had informal contact with United States Attorneys
in 38 other cases. As of the date of this report, the

status of these cases is as follows:

Formal referrals:

Indictments returned......veceeses. B
Convictions--4 cases
Pending DecisSion......ciouvvevanaeen 7
Pending Investigation..........o0.. 2
Prosecution Declined--
Civil RECOVErY...iieersnstoneness 2
Prosecution Declined.....-sivsasesas 2

Informal Contact:

Pending Investigation.............. 36
Prosecution Declined...eveeseavavas 2

The 7 cases formally referred and now pending decision were
referred at the following times:
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1977

January...cseeaee
February.....oe...
March..oeve-cones
September........
November. .. «ocs..
December.,..ccoess.

L el =

The cases which had been referred by OI or in which there had
been informal contact with the United States Attorneys fell
into the following categories:

PhysiciansS....ieertroveresossansas 2
Laboratories. cove e senvensonsss
Nursing HOMES. .. -cueersossanssssas
Home Health Agencies........v.vus
State Employees. .. v iverrecsscsanas
Other {Medical equipment,
pharmacies, hospitals, etc.)...

B

a0

~l

Office of Program Integrity (OPI)

In 1977, OPI referred 83 cases to the Department of Justice.
As of the date of this report, the status of these cases is
as follows:

Indictments returned.....ccs0es20.. 20

Convictions~-12 cases

Acquittals—--1 case

Dismissals—-1 case
Pending/Decision....veeevareevivass 26
Pending/Investigation.............. 18
Prosecution Declined......cce0evs.. 19

Of the 26 cases pending decision, 19 are in Region II {(New
York and New Jersey), but it should be noted that the bulk
of these referrals were made in the last 3 months of 13977.
The 26 cases were referred at the following times:

1977
JANUALY « e e s e nesss
February...ccees.
JUNE . e e eenosnceas
August...cciaenen
September........
October...soceess
November. .cosuee
December...iooeas

[o )R SV I I SRR PR O ol ol AV
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The cases referred by OPI fell into the following general
categories:

Physicians....ceccvevenansnenanas 28
LAbOTAtOriES .. eeraesssassnasns-as 10
HOoSpitalS..eeeecesasecanocsnenons 5
Nursing HOMES....erecevencscsoces 8
POA1iAtTriStS.veeeeeraosasscaseasas B
BEnefiCiarieS.coeeseenecansonsans 3

Other (Medical equipment, lab
supplies, home health agencies,
ambulances, etC.)escecarssnsorss 21

Analysis

At present the Department of Justice and United States
Attorneys seem to be handling referrals from both OI and OPI
expeditiously. In those cases in which indictments were
returned, the average lapse of time between referral and
indictment was approximately 2.5 months for both groups of
cases. The average time between referral and declination
was approximately 1.5 months for OI cases and 5 months for
OPI cases. We surmise that these figures reflect the

normal inclination on the part of a prosecutor to move
rapidly on completed cases he views as having prosecutive
merit, while being less anxious to render formal prosecutive
decisions in cases on which he intends to take no action.

Certainly the ratio of convictions to acquittals in cases
where indictments were returned during 1977 indicates both
that the quality of investigation is high and that prosecu=
tions are being handled effectively. '

Of concern over the course of the next year will be the
capacity of the Department of Justice and the United States
Attorneys to absorb what can be expected to be a sharply
increased number of cases--both formal referrals and joint
investigations-—-as 1is reflected in the caseload statistics
set out earlier. In addition, the results of Project
Integrity and additional initiatives of a similar nature
will fall, in part, into the hands of the United States
Attorneys. There is little question that the United States
Attorneys have evinced considerable interest in Medicare and
Medicaid fraud prosecutions, and the stress on white-collar
crime being placed by the Attorney General should ensure
that that interest does not flag. It is crucial, however,
that there be continued emphasis on the training of younger
Assistant United States Attorneys in the investigation and
prosecution of program fraud.
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The Fraud Section of the Criminal Division has been ex-
tremely helpful and supportive of HEW's efforts during the
Past year, and recently an attorney has been formally
assigned as liaison with this Office. Section attorneys
have participated in training sessions for the Inspector
General's staff and have provided helpful guidance in the
planning of our fraud detection programs.

It should also be noted, although not directly within the
scope of this report, that we have been working closely with
the Fraud Section of the Civil Division to develop a system
for alerting them to cases with potential for civil recovery
at an early stage in the investigation. They, in turn, have
agreed to take steps to increase the sensitivity of the
United States Attorneys to the need to consider the civil
implications of cases that are referred for prosecutive
decision.
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CHAPTER 4

. PROJECT INTEGRITY

HEALTH CARE INITIATIVES

BACKGROUND

Immediately following establishment of the Office of
Inspector General, we began preparation of a national ini-~
tiative in the health care field which would involve all
States who participate in the Medicaid Program. The pre=
paratory steps were, in fact, completed in April and May,
and involved computer runs in most States and the screening
of 250 million transactions.

This effort was possible so guickly only because the Audit
Agency had, for the preceding two years, been experimenting
with computer analyses of Medicaid claims paid to doctors
and pharmacists. With the advice of medical consultants,
the Agency had developed computer screens designed to quickly
identify doctors and pharmacists performing services which
appeared aberrant when compared with "norms." An example
would be a physician whose patterns showed more than 40
office visits per year for an individual recipient or the
pharmacy which filled more than 25 prescriptions of valium
for a single recipient in a year. Altogether, 22 different
screens were used for doctors, and 26 for pharmacies.

It was decided by the Secretary to launch this as an initial
effort in a continuing series of fraud and abuse initiatives
in the health care field.

Project Integrity was officially launched in June 1977, in

a series of meetings with State officials. We are high-
lighting, briefly, in this chapter, its progress since then
and plans for future initiatives. Lessons learned will be
noted and comments will be offered on future statutory or
regulatory actions which will prove of value, as well as the
status of implementation of P.L. 95-142.

2. PROJECT INTEGRITY-I: ABERRANT
PHYSICIANS AND PHARMACISTS

The original concept was that the project would be limited
to approximately 10 cases per State, as those most likely
to warrant full field investigation (criminal prosecution
potential). But we were immediately overwhelmed with the
rasults of the computer printouts in the 49 States, the
District of Columbia, and Puerto Rico. Over a quarter of
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a billion transactions were screened through the computer,
involving almost 275,000 providers, of whom 47,000 appeared

to warrant further review. From this number, a final selec-
tion of 2,455 was made: 1,336 physicians and 1,119 pharmacist
cases. The goal was 25 of each in each State--or a total of
50.

The task of selection and initial verification through
record check (that is by actual examination of the original
provider invoices) proved to be a massive undertaking for
the Audit Agency and extended through most of the calendar
year.

As of March 24, 1978, the status of the project, as shown in
Exhibit 7, is as follows:

==535 cases have been chosen for a full-field
investigation, meaning that criminal prosecu-
tion potential is deemed to exist. Thus far,
15 cases have been referred to prosecutors
for a decision--and 6 indictments and 3 con~
victions have been obtained. This phase of
the effort is in an early stage. The nature
of these cases (290 physicians and 245 phar-
macists) is illustrated by examples cited in
Appendix VI.

=-=554 cases have been selected as meriting
administrative action--recovery, reprimand,
suspension or termination. Thus far, sanc-
tions have been brought against 197 with
$395,000 in recoveries recommended, and 8
suspensions effected. These actions are
also in an early stage.

-~387 cases have been recommended for closure,
meaning that no action against the individual
provider appears warranted, although many of
these cases should contribute to improvements
in the management system of the State agency
or the provider. For example, a number of
cases were identified by the computer screens
of instances of multiple billings for tonsil-
lectomies, appendectomies, hysterectomies,
and other absolute types of surgery. Each of
these was investigated and found to represent
duplicate billings which management systems
had failed to detect.

~=As of March 24, 1978, there were still 979
cases awaiting classification in one of the
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above categories. The work force process-
ing the classified cases on this date
consisted of 309 State personnel and 163
Federal personnel--primarily from HEW's
Audit Agency, the Office of Investigations,
and the Office of Program Integrity. In

each of our 10 regions, a Steering Committee
composed of the HEW principals {Audit, Inves-
tigations, and Program Integrity) is giving
continuous oversight to the processing of
these cases, the majority of which are assigned
to the States for handling.

As this workload moves to a conclusion, a memorandum of
lessons learned in each State will be prepared.

The most important lesson to HEW is that the States themselves
should participate in national-type efforts from the very out-
set--s0 as to plan the type of effort in each State which is
likely to be most productive, based on the state-of-the art
and the severity of particular problems within the State.
Without guestion, the approach used in Project Integrity-I
resulted in selecting a number of unproductive cases because
we chose for each State 25 physicians and 25 pharmacist cases,
regardless of the degree of aberration.

Finally, the remaining universe in the original printout of
47,000 cases is still being analyzed in a variety of ways

for final follow-through where other actions appear useful.
As an illustration, one State has requested additional runs
of the full print-out against official Certificates of Death
to determine the possibility that medical claims have been
submitted for services rendered to deceased persons—-and also
a review of drug claims paid to pharmacists when payments to
hospitals revealed that the recipient was in the hospital on
that date.

B. PROJECT INTEGRITY-II: OTHER PROVIDERS

in order to begin preparation for future Project Integrity
initiatives, the HEW Audit Agency has undertaken a series
of research efforts which are now in a test stage. ©Some
will probably be launched on a national scale during the
next few months. We plan to negotiate in each case with

- selected States who strongly desire to participate, using
screening techniques and review approaches tailored to the
needs and interests of each State. To this end, we are
pleased that the State Medicaid Directors have formed a
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"Program Integrity Committee" with which HCFA and ocurselves
can meet and plan future Project Integrity initiatives.l

The provider areas now under research, in preparation for
Project Integrity-II, are:

-=-Dental Services
--Commercial Laboratories
~-=Qutpatient services
-~0Other medical practitioners
-=-Transportation services
--Equipment and supplies
--Physician billings for hospital visits
matched against dates of actual hospitali-
zation.
The most advanced of these are (1) dental services, where
pilot work has been underway in cooperation with the State
of Virginia and the District of Columbia, and (2) commercial
laboratories where we are having a most successful research

experience in collaboration with the State of California.

C. RELAIIONSHIPS WITH HCFA

From the outset of the organization of the Office of
Inspector General, a cooperative relationship with HCFA has
been our goal, 1In fact, a blueprint of joint efforts for
our first year was signed on April 29, 1977, and has been a
guiding directive to both our organizations.

We believe it important to give full support to the work of
HCFA's Office of Program Integrity (OPI), including partici-
pation with them in training programs, and appropriate
representation from each in planning future initiatives. We
particularly acknowledge the leadership of HCFA in research-
ing institutional fraud and abuse initiatives, and in
pioneering techniques to measure trends in fraud and abuse.
We commend to the interested reader areviewof OPI's "FIRST

" ANNUAL REPORT" issued on March 21, 1978 . : T

=
~/fI‘]m:—‘; first such meeting was held on March 23, 1978,
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One area of our realtionship which will need further clari-
fication and delineation in the coming year is that of
responsibility for criminal investigations and relationships
with Federal prosecuting authorities--to be fully assumed by
the 0IG Office of Investigations. We recognize the impor-
tance of a gradual transfer of this full responsibility
while our own personnel resources are augmented and appropri-
ate transfers from HCFA are considered. In the meantime, the
present cooperative relationship on such cases must continue
unabated and a willingness to collaborate, whenever appro-
priate, must always be present.

D. LONGER-RANGE RESEARCH INTO
HEALTH CARE INITIATIVES

In 1979 and 1980, the concentration of our new initiatives
under Project Integrity will undoubtedly move to institu-
tions. Work is now proceeding, as discussed below, in home
health care agencies, nursing homes and hospitals with a
heavy sharing of interest between O0IG and HCFA. We are
particularly pleased with HCFA's leadership in examining
chain ownership.

1. Home Health Care Agencies

The last census available to us shows 2,353 such agencies,
about half of which are Public Health Agencies; another 500
Visiting Nurse Associations; and a growing group of proprie-
tary and non-profit agencies. A recent report of the
Congressional Budget Office indicates a significant deficit
of sheltered living arrangements, congregate housing, and
home health care, with the supply of the latter equal to
about one-fifth of the estimated potential need.

Problems which have begun to surface indicate opportunities
for fraud or abuse, particularly in the following areas:

-~Excessive salaries and fringe benefits for
owners, family members, and administrators
of private non-profit and proprietary agen-
cies.

~--Personal items and entertainment expenses
charged to health care costs.

——Solicitation of business via kickbacks and
bribes.

-~-Excessive rent and other costs flowing from
transactions with related organizations.
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--Providing more services and durable medical
equipment than actually needed.

P.L. 95-142, recognizing the growing problems in this field,
mandates a full study by the Secretary with a report to
Congress within one year. The Office of Inspector General
is participating by identifying methods for detection and
investigation of fraud, abuse, and waste, as well as in
directing a nationwide client-level assessment of quality,
timeliness, and c¢ost of such services.

2. Nursing Homes

Approximately 38. percent of Medicaid expenditures are
devoted to long-term care. The extensive studies of the
Senate Special Committee on Aging and the Moreland Act
Commission in New York State have highlighted the size and
importance of this area as one requiring special attention
to detect and prevent fraud, abuse, and waste. Thus far,
HEW's efforts have been limited, although there are now a
growing number of investigations in our caseload. HCFA has
sponsored the development of the Nursing Home Examiner's
Guide which is still under test. Three other efforts now in
process offer promise of more effective initiatives in the
future:

--In accordance with Section 1905{a) of the
Social Security Act, an on-site audit of
each participating provider must be con-
ducted over the next three years. The HEW
Audit Agency is giving special attention
to the development and testing of audit
guides.

--Under the disclosure requirements of
P.L, 95-142 we will begin development of
a data base on ownership which should pro-
vide useful information for the future.

--The Inspector General is now conducting
research audits in a selected number of
nursing homes showing high cost patterns
as a further means of perfecting techniques
for identifying problem areas. Problems
of access to these homes are discussed in
Appendix IX.

We recently completed an on-site review of the work of the

New York Special Prosecutor's office to observe lessons
learned since his establishment in January 1975. It is
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believed that these notes are of sufficient value that they
appear as Appendix IV ta this report.

3. Hospitals

The next largest fraction of M&dicaid costs. is, of

course, represented by payments to hospitals. The complexity
of this area is such that we have scheduled its position in
the Project Integrity Program to follow other providers and
institutional activities.

In preparation for the development of a naticnal initiative,
HEW has contracted for a two-year project with New York State
to support the expansion of the Special Prosecutor's efforts
into the hospital field. This effort, announced last Qctober,
will include a full scope investigation utilizing the Hynes
team concept in at least 25 New York hospitals, and limited
scope investigations in 25 additional hospitals. The pro--
ject will include prosecutions where warranted, and the
development of a manual of investigative techniques. This
effort is off to an excellent start and the first indictment
in Suffolk County has just occurred involving alleged kick-
backs from suppliers and alleged theft of funds by the
principal owner.

E. IMPLEMENTATION OF PUBLIC LAW 95-142

The Medicare~Medicaid Anti-Fraud and Abuse Amendments Act

of 1977 (P.L. 95=142), signed by the President on Qctober 25,
1977, contains a number of provisions which impact directly
on the operation of the Office of Inspector General and en-
hance the effectiveness of the penalties which can be brought
to bear.

Although primary responsibility for implementation of the

Act lies with the Health Care Financing Administration, this
Office has been actively involved in the preparation of the
regulations under the Act, and in planning for new enforce-
ment efforts made possible by the provisions requiring
suspension of persons convicted of fraud in the Medicare and
Medicaid programs, and disclosure of the ownership and manage-
ment of providers.

1. State Fraud Control Units

Section 17 of the Act authorizes Federal payment of 90
percent of the costs of operating fraud control units cer-
tified by the Secretary as meeting the statutory require-
ments. The congressional intent in enacting this provision
is to encourage the creation of a central organization,

39



distinct from the State agency actually administering the
Medicaid program, with the capacity to detect, investigate
and prosecute Medicaid fraud. Ninety percent funding is to
be available for three years beginning October 1, 1977, with
the hope that, after that period, the cost effectiveness of
the units will have been so well demonstrated as to convince
the States to continue funding permanently.

In order to ensure immediate implementation of this special
funding, Congress directed that requlations be issued within
90 days. Accordingly, on October 31, 1977, the Secretary
appointed a three-~person committee, consisting of the Deputy
Edministrator of HCFa,. the Deputy Inspector General, and the
Deputy General Counsel to oversee the preparation of the
reqgulations. &After circulating draft language among all
governors and attorneys general, as well as the National
District Attorneys Association and other iInterested agencies,
on January 18, 1978, the Secretary issued interim final regu-
lations,; under which certification of the units could begin.

The regulations provide three alternative placements for a
State fraud control unit: (1) in the Attorney General's
office with prosecutions to be conducted by that office;

{2} outside the Attorney General's office, only where the
Attorney General has no Statewide prosecutive authority, with
prosecutions to be referred to the appropriate local prosecu-
tor; and (3) outside the Attorney General's office af the
unit has a working relationship with the Attorney General
which ensures the appropriate handling of cases warranting
prosecution. In addition, the regulations require that the
unit have access to Medicaid patient records, and that it
enter into an agreement with the single State agency undetr
which the agency agrees to refer to it all cases in which
there is evidence of fraud, to provide without charge all
claims data requested by the unit, and to take appropriate
action to recover sums identified as improperly paid.

The Inspector General's Office was in regular contact with
the State Attorneys General, Medicaid agencies, and other
officials to solicit their views concerning the application
of the regulations. Under the internal procedures developed
for certification of State fraud control units, all applica-
tions are reviewed by the Office of Program Integrity, HCFA,
and by the Office of Inspector General; on-site visits are
.performed by regional staff of the Office of Program Integrity
and the Office of Investigations; and the actual recommenda-
tion for certification is approved by the Inspector General
before being forwarded to the HCFA Administrator for signa-
ture. Further, the Q0ffice of Investigations will have
on-going responsibility for coordination of fraud investi-
gations with each unit for the rendering of advice and
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assistance, and for annual review of the unit's performance
in connection with the recertification process regquired by
the statute, This Office, together with the 0ffice of
Program Integrity, also plans to conduct training sessions
for unit personnel in the investigation and prosecution of
Medicaid fraud cases.

2. Disclosure of Ownership

Section 3 of P.L. 95-142 requires Medicare and Medicaid
providers to disclose the identity of those holding certain
management positions and ownership interests as well as,
under certain circumstances, details of the ownership of
subcontractors and suppliers. Information supplied under
this provision will enable the Department, for the first
time, to draw an accurate picture of the ownership patterns
in the health care field and to study the manner in which
those patterns affect costs and claims for payment. 1In
particular, the ability to identify interlocking ownership

in the nursing home industry will lead to a special audit
program designed to identify patterns of fraud and abuse
associated with chains and controlled suppliers. Regulations
are now being drafted to implement this section, and repre-
sentatives of this Office are consulting with other interested
program agencies concerning the collection, maintenance and
retrieval of the information.

3. Suspension of Convicted Practitioners

Section 7 of the Act provides for the automatic suspension
of both Medicare and Medicaid practitioners convicted of
offenses relating to either program, and Section 8 reguires
a provider to disclose the conviction of any of its owners
or directors, with suspension of that provider to be at the
discretion of the Secretary. Both sections provide that the
Inspector General must be notified of actions taken or con-
victions disclosed, and the Office has played an active role
in the preparation of the necessary regulations. We intend
to encourage swift and efficient imposition of the sanctions
provided for by the Act, and will work closely with HCFA to
that end.

4, Professional Standards Review Organizations

'0f on~going concern to this Office has been the appropriate
role to be played by PSROs in the effort to combat fraud
and abuse. Recognizing the need to maintain the confiden-
tiality of the data collected by those organizations, we
nonetheless view them as potentially valuable sources of
information on fraudulent practices. We see as a major
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step forward, therefore, the provision of Section 5(h} of

the Act permitting a PSRO to give to Federal and State en-
forcement agencies data which may constitute evidence of
fraud. We are cooperating with HCFA to draft guidelines for
the PSROs and the interested Federal and State agencies under
which this newly authorized cooperation can proceed.

F. NEED FOR FURTHER IMPROVEMENTS AND
REGULATIONS AFFECTING HEALTH CARE
FRAUD AND ABUSE

In the coming year, the primary initiatives which we believe
deserve attention are as follows:

l. First the "Civil Money Penalties Bill"--a
statute to permit the Secretary to assess
civil money penalties against certain de-
frauders in Medicare and Medicaid. Specific
penalties would be up to $2,000 for each
fraudulent claim for reimbursement under
Medicare and Medicaid Programs, and up to
$25,000 for a continuous patterns of fraud
in such programs. This legislation has
been drafted and is now under review in
the Office of Management and Budget. We
hope it can be given consideration in this
session of Congress.

2. Another matter which may require further
statutory or regulatory clarification is
the impact of the "Free Choice of Providers"
provisions on the selection of laboratories
and suppliers of medical appliances and
egquipment. The law we believe, was intended
to assure that the medically needy would not
be forced to use substandard or overcrowded
facilities for physician care. It has been
interpreted in some cases, however, to prevent
the award of exclusive rights to perform tests
for Medicaid patients to laboratories which
submitted the lowest competitive bids and met
high quality standards. This may be inflating
the costs of such services without benefit to
the recipient. Similar problems appear to
exist in the provision of medical appliances
and accessories.
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CHAPTER 5

PROJECT MATCH

" WELFARE PROGRAM INITIATIVES

During the spring of 1977 we reviewed the efforts being made
to find Welfare cheaters on the Federal payroll in Detroit,
Michigan, and Chicago, Illinois. In both cases, enter-
prising U. S, Attorneys had been joined by interested
Federal officials (primarily from the Postal Service and

the Internal Revenue Service) in ccoperaticon with the State
Welfare Agencies. Their results were impressive and, it
appeared, highly cost-effective. As a consequence we decided
that a pilot test should be made in the District of Columbia
by matching the District's aFpCl/rolls against the HEW pay-
rcll, This was the starting point for Project Match, the
current status of which is summarized below, together with
follow-on projects now in planning.

A, PROJECT MATCH I:
The Search for Federal Employees Improperly Drawing
Welfare Grants.

Our initial experience in the District of Columbia produced
results which indicated the utility of conducting this
project on a national scale. The score card on that initial
effort is as follows:

--Total number of raw matches (HEW employees on

the D. C. BFDC Y0ll) i vneoneeonosonranacsinsanss 216
--Number found totally ineligible........ccieerenan 75
--Number found overpaid.....veveeesoensaassoscaran 43
-~Number found underpaid.....ecceeveassssnnnsaneaass 3
--Number found eligible......cveveveeueennsaneones 95

TOTAL 216

The amount of improper payments, even to this small universe,
had exceeded $330,000. Based on this review, the U. S.
Attorney for the District of Columbia is currently studying
cases for possible prosecution. Thus far he has 31 cases
under review.

v Aid for Families with Dependent Children
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Thogse not prosecuted are being referred to HEW's personnel
authorities for possible disciplinary action. Fifty-six
are now in this .stage.

Pilot work in the District of Columhia formed the founda-
tion for the nationwide effort which began in 21 juris-
dictions and was announced in November 1977. Subsequently 5
other jurisdictions requested an opportunity to participate,
bringing the total to 26, equal to 8.8 million AFDC
recipients, or about 78 percent of the National AFDC
population. The remaining States and Puerto Rico were sent
invitations to participate in March 1978.

The first match was conducted against the Civil Service
Commission's Central Personnel Data File of some 2.8 million

active and about 600,000 former civilian employees. -

On January 4, 1978, the Department of Defense agreed to our
use of the military active duty personnel tapes, consisting
of over 2 million names, for a similar match.

An updated table of 18,015 raw hits obtained for active
duty military and civilian employees (plus 11,373 former
civilian employees who also appeared on the Civil Service
history tape) is shown in Exhibit 8.

Since the original runs, which were announced in November

and February, there have been refinements in the data to
exclude (1) General Assistance recipients (that is, State-
funded beneficiaries who appeared on tapes in Massachusetts,
Illinois and Pennsylvania); and (2} former AFDC benefi-
ciaries which were found on tapes in Indiana and Pennsylvania.

As of March 24, 1978, 7,100 civilian employee cases were in
process of delivery to State welfare agencies for eligibil-
ity review based on earnings and employment data obtained
by us from the Federal employers. The remaining 16,500
civilian employee cases are in various stages of prepara-
tion for review at the State level--actions which will
continue during the next seVeri} months following the pro-
cedures outlined in Exhibit 9.2/ After the State review is
completed, cases of egregious fraud will be turned over to
the U. S. Attorney and FBI for possible prosecution. Those
that are fully eligible will be removed immediately from
the raw matches and the match record destroyed. Others
will be removed from welfare rolls, or have their grants

1/ This entire process is governed by a memorandum of
agreement between HEW, CSC and DOJ.
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Exhibit 8 Exhibit 8

PROJECT MATCH

Raw Matches By State

: : : Former
Jurisdiction : Population : Active Federal Employees : Ciwvilian
: Civilian : Military : Total : Employees

Arkansas 108,514 53 52 105 57
California 1,444,850 2,972 1,394 4,366 3,114
Colorado 99,457 69 26 95 123
Delaware 31,432 62 105 167 49
District of '

Columbia 102,344 1,718 50 1,768 828
Florida 250,918 176 332 508 145
Georgia 299,738 262 126 388 235
Illinois 811,042 870 212 1,082 1,043
Indiana + 178,352 79 441/ 123 70L/
Kansas 77,955 146 420 566 239
Kentucky 201,411 929 187 286 162
Louisiana 231,225 70 82 152 99
Maryland 219,332 1,322 498 1,820 726
Massachusetts 361,768 335 64 399 260
Michigan 685,432 423 226 649 600
Minnesota 131,533 122 21 143 50
Missouri . 274,998 485 90 575 361
New Jersey 451,508 406 258 664 400
New York ‘

City 832,397 474 163 637 445
North Carolina 191,225 147 281 428 161l
Ohio 590,288 484 407 891 586
Pennsylvania 643,947 1,037 5852/ 1,622 1,0692/
Rhode Island 54,811 19 8 27 16
Texas 353,274 64 22 86 81l
Virginia

{Northern

Virginia,

Norfolk) 60,817 190 51 241 195
Washington 151,631 156 71 227 219

TOTAL 8,840,199 12,240 5,775 18,015 11,373

L/ " Excludes 228 c¢ivilian, ‘and 117 military former AFDC cases.

2/ Excludes 1,058 civilian, and 1,887 military former AFDC cases.

Dates of Tapes: AFDC: April 1977; Military: August 1977; Civilian:
March 1977
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adjusted by the State agency, and will then be referred
back to the Federal employer for any appropriate discipli-
ary action.

The processing of the active military cases is now beginning
with the collection of pay data at the four military pay
centers. These cases will follow essentially the same
procedures as shown in Exhibit 2.

If Project Match I proves successful and cost-effective it
is believed that it should be repeated periodically.

B. COMPUTER SECURITY AND PRIVACY ISSUES--A CONTINUING
CONCERN :

We have been concerned from the outset of Project Match with
the importance of safeguarding the privacy rights of the
individuals involved, and with maintaining the security of
data furnished to us on computer tapes. To accomplish this,
attention has been given to the development of a detailed
operating plan. Each disclosure of information among
Federal and State agencies is carefully documented and has
been reviewed to assure compliance with the Privacy Act,
Freedom of Information and confidentiality provisions of the
Social Security Act. Our objective is to build into each
step of the plan, precautions to assure privacy of informa-
tion on individuals, and prompt purging from the records of
individual names as socon as they are found to be eligible.
For example, in Project Match, the following precautions

are being taken:

-~All computer matches are done under the personal
direction of a senior auditor at HEW Headquarters,
and the tapes are maintained in a locked area and
can be accessed only by special codes.

—=-Print-outs are delivered by hand or registered mail
to designated officials in both Federal and State
agencies. A senior audit official in each region
serves as the conduit for receiving and trans-
mitting documents.

==-In addition, the Deputy Inspector General is a
member of an ad hoc committee established by the
Domestic Council, with representatives from the
Departmentsof Justice and Defense, the Civil
Service Commission, and the Office of Management
and Budget, to draw guidelines for the imple-
mentation of future matching projects. We
are also participating on a Federal Government
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task force which is reviewing the report of the
Privacy Protection Study Commission and developing
recommendations for the President covering the
entire spectrum of privacy issues. .

OTHER PROJECT MATCH INITIATIVES:

Interjurisdictional Match,

As a byproduct of Project Match we have made an
inter-State match of the 26 jurisdictions with one
another which found 18,319 cases where duplicate
social security numbers are involved--suggesting
that 9,150 individual recipients may be on two
different State welfare rolls. The product of
this match agppears in Exhibit 10. The data are
now being reported to all States concerned so
they can conduct an eligibility review, take
appropriate action, and advise us of their
findings.

It has been determined that 62 of this group are
Federal employees and that 30 are in the D.C.-
Virginia -~ Maryland area. These cases will be
processed as part of the Federal emplovee Project
Match review and action plan.

The interjurisdictional match is an experiment, but
it appears at this early point to be an effective
one, worth repeating periodically on a national
scale for all jurisdictions.

SSI/SSA/Federal Emplovee Match.

It is proposed to match the Federal military and
civilian rolls against Supplemental Security Income
and Social Security (Title II} benefit payment
records. A trial match of HEW employees against
these files has been completed with the identifica-
tion of 707 warranting full review for eligibility.
If this rate is typical of the Federal population
it would suggest a universe at least as large as
the Federal/AFDC match. Based on this finding
permission to match the full Federal civilian master
tape has been requested from the Civil Service
Commission.

Congress, in passing the Social Security amendments
(P.L, 95-216) last fall mandated that the Social
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Exhibit 10 Exhibit 10

ANALYSIS OF INTERJURISDICTIONAL MATCH

RAW MATCHES BY STATE

State , Number
1. ArKansasS. « « « « s o 3 s o 2 2 &« s o = a = 256
2. California. . .+ v « o & 4 o « 4 o & o« & « = 1,607
3. Colorado. . .+ + « 4+ 4 4 4 e 4 4 s e e e . 165
4, Delawarf. . +« « « o o « s s o o « o s+ o =+ = 300
5. District of Columbia. . . . . « + « « « - . 600
6, Florida . « « « o o o o s s « o s« = « o + = 1,343
T. Georgla . ¢ v 4 v 4 @ 4 e e e e e e e 1,094
8. Illinois. « + &« « « & &+ & & o &+ = + « & & 603
9., Indidna ... o+ « + + « + & « o 8 = e + o4 % 335
10. KanSaS. + & « + o o o o o & s s+ & 2 4 a4 o 1,004
11. Kentucky. . . . + « « + 4 v v v o« 4 e s 780
12, Louisiana . + ¢ « « o &+ o & o o s & 2+ e w 183
13. Maryland. . . . + + + ¢ 4 4 v o e v s e e s 1,870
14, Massachusetts . . + & + 4 ¢ o o o = + + + 353
15, Michigan. . +« + +« + « & « ¢ ¢ & v « o v 4 . 505
16, Minnesota . v « v o & o = s + + 2+ 2 o« 4 s 109
17. MissSoUuri. « + o ¢ o o o 2 ¢ s + o = o« « o 473
18. Wew Jersey. . « + o s o o « o = » o + o+ o = 1,019
19, WNew York City . ¢« & + + & & v o« o o« o o o 511

20. North Carolind. + « « « « o« + + + + « + « = 1,261
21. Ohio. . . . e e e e e e e e e e e e e e 1,302

22, Pennsylvania. . . .« . .« + v ¢ v e e e e 1,547
23. Rhode Island. . . + « « « o s + = + o« « o = 61
24. Texas e v s e e 4 e e e e e e e e e e e 90
25. Virginia (Northern Virginia, Norfolk) . . . 245
26, Washington. . . . . . « « v+« 4 0 e 4 . 203
TOTAL 18,319/

1/

= The number of individuals drawing duplicate benefits
is approximately half of the figures shown here since
each case 1s listed in more than one State.
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Security Administration make available to the States
wage information in SSA records which is necessary

to determine an individual's eligibility for welfare.
The law mandated further that by October 1, 19279,
States must request and use wage information available
to them from the State Unemployment Compensation
agency or, if not available, from the Social Security
Administration. Security safeguards and privacy
arrangements are to be prescribed by the Secretary of
HEW. During the period between now and October 1,
1979, these matches are permitted at the request of
the State, and involve access by State welfare agencies
to their own States' wage reporting systems or, if
not available, to the earnings records available in
the Social Security Administration.

We have determined that 37 of the States and the
District of Columbia now have such wage records
available within the State from the State's
Unemployment Compensation agency. The remaining 13
have no State records and would thus have to depend
upon the SSA records.l/

The Office of Family Assistance and the Office of
Inspector General are conducting a joint review of
State wage matching practices in order to identify
best practices and to make recommendations to the
States when this match becomes mandatory. Thus far,
we have found:

--A wide diversity of data exchange matching
practices are in use. Thus, a set of model
systems would appear to be desirable and
this will be the objective of the joint
0IG/OFA effort this year.

~-~-Further evidence of the value of the new
statute also emerges from an experimental
comparison we have made of AFDC records in
25 Project Match jurisdictions2/ against
Social Security Wage reports for the first
6 months of calendar year 1977.

Out of a total of 2.8 million AFDC families in these
jurisdictions the raw matches identified 691,000 wage

1/ New York State and Ohio have recently requested the SSA
match,
2/ Minnesota was not available for this match.
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earners who received earnings totalling $965 million
in the 6-month period. While 99 percent had earnings
of $6,000 or below, there were 5,705 above this level,
as follows:

Number of AFDC Recipients
With Earnings of $6,000 and Over
25 Jurigdictions
January = June 1977

Earnings Range Number of Raw Matches
$ 6,000 - $ 7,999 4,344
$ 8,000 - $ 9,999 ' 1,012
$10,000 - $11,999 242
$12,000 - $13,999 62
$14,000 - $15,999 . 28
$16,000 - Up 17
5,705

These numbers are sufficiently impressive to suggest
that the States concerned should review these matches
for eligibility. The Social Security Administration
will furnish data on individual cases to the States
for this purpose at their request.

DELAYS IN OBTAINING PERMISSION TO CONDUCT MATCHES OF HEW

RECORDS AGAINST FEDERAL MILITARY AND CIVILIAN ROLLS:

We now have requests pending for permission to conduct two
such matches:

1.

Military/Student Loan Default File.

On January 10, 1978, we wrote the Department of Defense
requesting authority to conduct a match of the 2-million
member military active duty tape (now in our possession)
against the Student Loan Default file. On February 16,
1978, we were advised by the Department of Defense that
the Office of Management and Budget was postponing a
response to our request pending the development of
guidelines. We were disappointed since the match
against Civil Service tapes has already been completed
and since DOD, in any event, must publish a routine use
for a period of 30 days prior to giving us permission
to conduct the match. We had hoped that OMB would
allow DOD to proceed with publishing this routine use
while Government-wide guidelines for future matching
projects are developed.
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Federal Civilian Employee Match vs. SSI/SSA Files.

On February 14, 1978, we made a formal request of the
Civil Service Commigsion for permission to use the
master Federal civilian tape currently in our possession
to conduct a match against the Supplemental Security
Income tape and the Social Security (Title II) benefits
payment files. As reported above such a match has
recently been made against HEW's payroll with produc-
tive results, and Secretary Califano has testified that
this match will be made Government-wide.

On March 9, 1978, the Executive Director of the Civil
Service Commission advised us that he felt it essential
to await permission from OMB before responding to our
request.

We brought both of these delays to the attention of
Secretary Califano on March 11, 1978, and are herewith
reporting them to the Congress.

_PROPOSED LEGISLATION TO AUTHORIZE FUTURE MATCHES OF THE

TYPE DISCUSSED ABOVE:

It is our belief that the results of the above efforts
should lead to a regular recurring program of matches,
involving appropriate participation by the Federal and
State agencies. To that end it might be desirable for
Congress to establish such matching programs as a
matter of national policy by authorizing the following
as an expansion of the Wage Data Exchange provisions in
P. L. 95-21s.

--An annual match by each State of its Welfare
rolls against the following files: Federal
military and civilian employees, private
employer wage reports, State employees, Child
Support Enforcement, mortality data, SSI files
and Title II benefits payments files. The
statute should provide that HEW will render
technical assistance in the conduct of any of
these matches, perform such matches where
desirable as a service to the States, and
conduct an annual interjurisdictional match.
In those States which do not have a quarterly
wage reporting system, the law might at least
provide that employers shall prepare an
additional copy of the annual W-2 reports,
and submit them directly to the State Welfare
agencies for matching against the Welfare benefits
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file. {(Note: The annual report to SSA in the
future will be so late as to haye very low value
for such matchings by the States.)

2. In addition to the above matching authority, it is .
urged that Congress extend to the State AFDC Programs,
the same statutory funding benefits that are now
available in the Medicaid program with respect to
(1) supporting the cost of designing and operating
management information systems, and (2} subsi®izing
the establishment of fraud control units.

H. ~ RECOMMENDATIONS FOR STRENGTHENING THE OFFICE OF FAMILY.
ASSISTANCE: '

At the request of the Secretary, the OIG has reviewed the
current organization and staffing of the Office of Family
Assistance in respect to reducing fraud, abuse and waste
in these programs. '

We conclude that this agency has been significantly under-
staffed in respect to its opportunities to contribute to
improved management, and to support State efforis to root
out fraud, abuse, and waste. We thus urge that the current
initiatives recommended by the Associate Commissioner of
Family Assistance be approved, with first attention to

(1) the formation of a national-level clearinghouse of best
practices, {(2) the establishment of an AFDC Management
Institute modeled along the lines of the Medicaid Manage-
ment Institute, and (3) a substantially upgraded and
enlarged technical assistance staff of high competence
utilizing State-level expertise. A corps of such stature,
along with the newly-invigorated leadership at the national
level, can make huge inroads into the losses described in
Chapter 1.
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CHAPTER 6

STUDENT FINANCIAL ASSISTANCE

PROGRAM INITIATIVES

The pressure of problems in this area drew the immediate
attention of the newly-established staff of the Office of
Inspector General. These pressures arose from:

--First, the establishment of the new Bureau
of Student Financial Assistance {BSFA) on
March 8, 1977, to integrate the management
of all Student Assistance Programs. A mem=-
ber of the Inspector General's staff was
loaned to oversee the GSL Program while the
new bureau was being formed. The computer
systems support for this huge program had
become highly controversial with a severe
code~of~-conduct problem resulting in the
dismissal of a key official.

-==Second, a massive workload of alleged
criminal violations in the BSFA programs
had accumulated in the Office of Investiga-
tions. As indicated on page 22, there are
114 potential criminal cases now on hand
including those being worked by the special
HEW/Department of Justice Task Force head-
quartered in Dallas, Texas.

~-Third, the findings of audit reports over
a span of several years which revealed
widespread problems and inadequate E&nllow-
through. '

This chapter summarizes the nature of the problems disclosed
by audits and investigations, and then sketches the activi-
ties in which the 0IG is engaged today with the Office of
Education. We expect these programs to continue to be among
the most important sources of fraud, abuse, and waste prob-
lems with which we will bhe concerned in the year ahead. As
discussed in Chapter 1, the current annual losses are esti-
mated at 5356 million. In addition to this, there are one
million loan accounts in default representing a debt to the
Federal Government of approximately $1 billion.

A. PROBLEMS REVEALED IN AUDITS

Appendix V to this report includes a summary by the Audit
Agency of the findings of audits conducted since 1971 in the
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Guaranteed Student Loan Program and since 1974 in the other
four student aid programs. This review reveals continuing
problems in:

--Eligibility and award procedures.

--Internal controls, accounting systems and
record maintenance.

~-Interest billings and due diligence collec~-
tion requirements.

-=-Late refund.
--Poor financial condition .o f schools.

--Improper use of, or accounting for, Federal
funds.

--Maintenance of excessive cash balances.

The Bureau of Student Financial Assistance and its predeces-
sors have lacked a systematic means of identifying institutions
which may be committing fraud, or abusing the SFA programs in
one or more of the above respects. The Bureau's Division of
Compliance is correcting this deficiency, and now has pending

a list of over 100 "problem schools.™

In addition, the Office of Education's process for establish-
ing school eligibility to participate in Federal aid programs
does not assure that consumer protection and Federal interests
are being protected. Weaknesses have been identified in each
of the groups having oversight of schools: the States, the
Federal Govermment, and the accrediting associations. OE is
preparing, however, to establish separate additional criteria
for those institutions which participate in the Student
Financial Assistance programs. These criteria will be direc—
ted at the institution's management and fiscal capabilities
for the operation of these programs. But other steps will
need to be taken by OE before the situation is resolved.

B. PROBLEMS REVEALED BY OFFICE
OF INVESTIGATIONS CASES

0f the SFA-related fraud and abuse cases currently being
handled by the Office of Investigations, over one-half involve
alleged institutional fraud in the Student Financial Assist-
ance programs. The other half are comprised of alleged fraud
or abuse by individual students, institutional financial aid
officers, State agency officials, school owners or officials,
or individual conflicts of interests.

55



A review of the institutional cases reveals that the frauds
consisted largely of the conversion of the student aid funds
to the use of the school's operating accounts and/or to the
personal use of school officials. The frauds were found to
have been accomplished by the following means:

-~The schools recruited students, mostly poor,
and paid sales commissions.

--The recruited students were certified eligible
to receive aid in the school"s Student Eligi-
bility Reports submitted to the Office of
Education, but many students were not eligible.

~~Applications for grants and loans were sub-
mitted by the schools in the names of the
students. In many instances students were
unaware they were to receive grants or loans,
for they never received checks or other docu-
mentation. In other cases students who filled
out loan or grant applications at a school's
request were unaware that they were applying
for aid.

-=Many students who supposedly received loans
or grants never actually attended the schools
or dropped out.

-=Students in some cases naively signed over to
the schools their aid funds after being ad-
vised by the schools that the grants or loans
would apply to and only cover their tuition.

~-Schools did not refund unearned tuition,
funded by grants or loans, to student drop-
outs.

--Schools sold student loan notes to financial
institutions at discounts. Some of the
financial institutions were aware of the
school's ongoing fraud in the student aid
programs; some were not.

--Students who never attended school or dropped
out during the term of their loan almost in-
variably were in default; lending institutions
then claimed the principal loan balance from
the Office of Education.
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C. INITIATIVES LAUNCHED TO ASSIST BUREAU
OF STUDENT FINANCIAL ASSISTANCE

In February 1978, Secretary Galifano announced a series of
management improvements to provide for stronger enforcement

of the SFA programs with respect to performance of schools

and repayment by student borrowers. We have been assisting

in the development of implementing plans for these initia-
tives and, in doing so,have launched four projects which will
be continuing during calendar year 1978. Their current status
is as follows:

1. Accelerated Attention to Investigation
of Fraud Allegations

This effort is taking two forms:

--One major effort is the management of the Dallas
Task Force. This i1s a special mechanism estab-
Tished in July 1976, to provide support to the
conduct of both criminal and civil investigations
into fraud and abuses of SFA programs by various
proprietary schools, related corporations, and
other business entities in the southwest United
States.

A portion of the services being performed is in
support of the Civil Division of the Justice
Department in connection with a multi-million
dollar claim against the U.S. Government involv-
ing the GSL p¥ogram... The Dallasg Task Force is
securing'and“maintaining certain documents (school
transcripts, promissory- notes., etc..) which other-
wise might be unavailable, lost, or destroyed.

To date there have been 13 convictions, and 10
indictments are pending, involving school
officials, HEW officials, collection agencies,
lenders, and other entities.

—-The second facet of our accelerated attack on
fraud and abuse 1n SFA programs is to reduce,
as rapidly as possible, the backlog of regular
cases by a special augmentation of the OI staff
during the current fiscal year, using OE finan-
cial support. Approximately 10 investigators
are being assigned for this purpose. Priority
will be given to cases involving institutions,
large sums of money, and statute of limitations
problems.
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2. Identification of Student Defaulters
on the Public Payrolls

The Audit Agency has developed and applied a successful
technique of computer matching of the Student Loan Default
file against HEW's own payroll. oOut of 317 matches identi-
fied, 208 have now been resolved or otherwise settled; 61
individuals are still being sought; and 48 accounts are under
negotiation.

In the light of this success, the Secretary has directed that
a similar review be made of all Federal c¢ivilian and military
personnel--known as "Operation Cross-Check." The matching of
the Federal civilian rolls against the default file has been
completed, in cooperation with the Civil Service Commission,
and has revealed 6,783 employees in default with indebtedness,
including interest, of $7.5 million., ({(The range of salaries
of these individuals is shown in Exhibit 11.) A similar match
with the active duty military tape will be conducted as soon
as permission is granted by OMB (as discussed on page 51).

ASSISTANCE TO STATES

The success of this computer matching program at the Federal
level has attracted wide attention, and HEW is now being re-
gquested to perform a matching service to assist States in the
following ways:

--Match the State Guaranty Agency default files
against the Federal payroll. Requests have
been received thus far from California,
Pennsylvania, and the District of Columbia.

--Match the State dgovernment payroll against
the Federal Student Loan Default file. This
match has been requested thus far by the
State of Florida.

In addition to the above, the Attorney General
in New York has advised that the State has
matched its own payroll against the State
Student Loan Default files and found 5 percent
of their defaulters (822) on the State payroll,.
Since there are 25 State Guaranty Agencies,
this indicates an effort which should be
encouraged.

We intend to support these efforts and to keep Congress

informed of the results. It is recognized that matches of
this type may require special permission from CSC, DOD, and
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Exhibit 11 ' Exhibit 11

SALARY DISTRIBUTION OF FEDERAL CIVILIAN

EMPLOYEES FOUND IN DEFAULT ON

FEDERALLY-INSURED STUDENT LOANS

Salary Range Number of Employees
o B (Raw Matches)i/

Under $5,999 85
$ 6,000 - § 7,999 664
8,000 - 9,999 1,503
10,000 - 11,999 1,011
12,000 - 14,999 2,144
15,000 - 19,9299 1,148
20,000 -~ 24,999 141
25,000 - 29,999 64
30,000 - Over 23
6,783

~ This analysis is based on the matching
of the CSC master file for September
1977, against the Guaranteed Student
Loan file for January 1978.
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OMB, and it is hoped that the guidelines now being developed
will recognize ‘and support these opportunities.

3. Development of Technigues for Identifying
Industry Practices which Lead to Fraud,
Abuse, and Waste

The audit studies discussed earlier revealed that 51 percent
of the schools reviewed need to improve procedures-and sys-
tems. It is believed that one approach to resolving these
problems is to conduct studies by type of school, so as to

. develop knowledge in-depth of ownership, financing, and
operating practices. To this end, we are beginning a special
review of Schools of Cosmetology.

The plan to accomplish this initiative will include a sys-
tematic analysis of application and payment information
available through the BEOG program for the beauty school
industry. Indicators of impropriety will be sought and
developed by the Audit Agency through its own resources,
those of BSFA program staff, and through the assistance of
the BEOG application contractor, American College Testing
(ACT). For example, students will be contacted to verify
attendance, grant and loan information maintained by BSFA,
80 as to uncover possible fraud or program abuse. As part
of the indicator development process, BSFA and OI will pro-
vide the Audit Agency with a list of known schools that have
defrauded or abused the program. Once the indicators are
developed, they will be field tested. After audits have
confirmed their value, regulatory changes will be recommended
to prevent future occurrences.

4, Development of Audit Guides

There are currently over 8,000 institutions participating in
various Student Financial Aid Programs. The Education
Amendments of 1976 authorize the Commissioner to require
audits of institutions participating in these programs, and
he has issued regulations prescribing audits at least every
two years. In preparation for this effort, which will be
conducted by outside auditors, guides are being developed by
the HEW Audit Agency in cooperation with BSFA, the State
Societies of Certified Public Accountants (CPAs) and the
American Institute of CPAs. The Audit Agency will develop
the required training programs and monitoring systems to
assure effective usage of these guides by the independent
accountant.
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D. PROPOSED LEGISLATIVE ACTIONS

1. NDSL Collection of Defaulted Loans

At present the Office of Education is able to obtain mailing
address information from the IRS for the GSL and the campus-
based programs, but not for the National Direct Student Loan
Program (NDSL). The latter has an even larger universe of
defaulted loans than the GSIL Program (estimated to be in
excess of $650 million).

The reason for the lack of authority is that the statute
allows use of address information for debt collection only
by Federal employees, whereas the NDSL collections are pur-
sued by the educational institution which made the loan. We
suggest that H.R. 8746 be enacted since it would permit dis~
closure of the mailing address to the Commissioner of
Education and redisclosure by him to institutions for use in
locating individuals in default on National Direct Student
Loans.

2. Future Matches

On page 52 it was proposed that Congress consider declaring a
national policy in favor of matching AFDC welfare files
against Federal payrolls and other benefit files. A similar
declaration may be desirable in respect to the matching of
gtudent Financial Assistance files, both Federal and State,
against public payrolls, both Federal (including military)
and State.
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CHAPTER 7

OTHER MAJOR AREAS ADDRESSED BY THE

QFFICE OF INSPECTOR GENERAL DURING

CALENDAR YEAR 1977

While the major concentration of effort during our first
year has been in the areas discussed in Chapters 4, 5, and
6 we have had a significant workload in three other areas
which should be noted; namely:

A. Employee cases.
B. Contracts and grants.
C. Service Delivery Assessment.

A. EMPLOYEE CASES

It is not surprising that an organization of 150,000 person-
nel--many of whom travel extensively, or determine client
eligibility, or make payments, or negotiate and administer Y
many thousands of contracts and grants--~has problems of 7
gquestionable conduct and fraud. - JE—

While we now have no way of tracking trends, we are con-

cerned that today there are 28 cases in our active OI work-

load involving alleged violations by HEW employees, as well

as additional cases involving former employees who are now

associated with contractors, and other problems affecting

internal organizational integrity.

We are pleased that the recently-established Office of
Assistant Secretary for Personnel Administration is plan-
ning to establish a new unit to be devoted to "Personnel
Systems Integrity," and to the conduct of investigations,
training programs, and disciplinary programs. This will
allow the Inspector General to concentrate on those cases
that involve potential criminal activities.

The violations of a criminal nature which are found most
frequently in our current caseload arise from the following:

1. Travel voucher fraud, including false claims for
mileage, lodging, and moving.
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2. Time card fraud, involving claims for work not
performed or leave not charged.

3. Conversion of Federal property or funds to
personal use, including misappropriation of
refunds, overpayments, and credit cards.

4. Conflicts of interest, collusion, and bribery,
usually in connection with contract awards.

We will work with the Assistant Secretary for Personnel
Administration to educate employees and managers on the
cause and prevention of these problems.

B. CONTRACTS AND DISCRETIONARY GRANTS

Our interest in this area has been growing not simply be-
cause of fraud and abuse, but because of its huge financial
importance in HEW-—over $6 billion annually~--and the dif-
ficulty of assuring economy and efficiency. We have
supported the Secretary's directive to all operating com~
ponents to professionalize the award and administration of
contracts and grants, with emphasis on competitive arrange-
ments.

We have, and will continue to, work with the Assistant
Secretary for Management and Budget toward these ends by
conducting or participating in special investigations and
reviews of procurement systems whenever the independence
and objectivity of the Inspector General can be beneficial.
Such special reviews now in process include:

--Review of contracting for consulting services
in the Office of Education. A follow-on review
of the discretionary grants process has been
requested by the Commissioner of Education.

--An overall examination of contracting practices
of the National Cancer Institute, including
relationships with the Eppley Institute for
Research in Cancer.

--A similar comprehensive examination of contract-
ing practices and official conduct in the
National Institute of Drug Abuse.

FOUR PROBLEM AREAS NOTED

Activities this past year have identified certain problem
areas and, in some cases, have already resulted in recom-
mendations for improved management and control. Other
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issues raised will be given additional attention this coming

year.

1.

Contract Issuance

The problem that seems to be most prevalent in
the contract process is the lack of competition.
Whenever there is a sole-source contract and the
justification is weak or vague or requlations
appear to have been disregarded, the process is
open to question.

Work statements were found to be a problem in
that they failed to state ‘in sufficiently precise
terms the work to be performed. This failure
makes it difficult for prospective bidders to
prepare a truly responsive bid with realistice
Ccost pricing. Because results cannot be
measured against vague scope of work require-~
ments, effective evaluation and assessment of
contractor performance is precluded. Contracts
are open to further abuse, as modifications
beyond the original work scope are added to the
contract. Such modifications should properly

be awarded under a separate contract. There

is also a need for project officers to under-
stand the standards that must be maintained in
preparing, issuing, and awarding contracts.
Training classes for project officers were held
this year and should be required of all key
staff members who have contract responsibilities.

Contract Administration

Another failure that was noted several times in
the review of problem cases was the apparent
lack of monitoring of contract progress during
the life of the contract. The lack of effective
monitoring decreases the likelihood that the
final product or service will be delivered
properly and efficiently. This part of the
process needs more emphasis and recognition.

In day-to-day administration there has developed
a very fine line between contracts and grants.
In some cases contracts, which are supposed to
provide more constraint and control, are being -
administered like grants. This situation could
be due to efforts in recent years to distribute
more funds through the contract rather than the
grant process. Project staffs still do not
clearly distinguish between the two.
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3. Grants Administration

For several years audit reports on grants have
highlighted problems with time and effort
reporting, improper transfers of funds and

lack of adequate institutional reporting and
accounting systems. Major efforts by this
office to address these problems have been
underway this year. The Audit Agency is
currently developing a plan to assist colleges
and universities as they develop or modify
accounting systems so that reports and informa-
tion from the systems will meet audit standards.
This will provide positive "early review"
agssistance, instead of waiting until problems
develop during an audit because of an inadequate
accounting system. As these new procedures are
approved and put into operation we hope to
reduce the number of audit exceptions in the
audit of colleges and universities. These new
procedures will impact on both grantee and
contractor relationships.

At the direction of the Secretary, the 0ffice of Grants and
Procurement - (Assistant Secretary, Management and Budget)
is assuming responsibility for resolving audit findings con-
cerning grantee/contractor systems and record keeping de-
ficiencies which cut across agency lines. The OGP will
cooperate with audited institutions as they act to correct
their deficiencies in a timely manner and monitor them to
assure that the deficiencies are corrected. The OGP will
recommend sanctions or other appropriate actions against an
institution which fails to take timely action.

4, Peer Review Process

The peer review process and advisory councils
are important components in funding decisions
and technical reviews. The use of external
assistance is of particular importance in the
area of scientific research., It is crucial
that the appearance of conflicts of interest
be avoided and that Department Standards of
Conduct be carefully followed by all concerned.
A survey of current procedures in order to
develop recommendations to improve -the integrity
of the peer review process will be considered
this coming year.
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C. SERVICE DELIVERY ASSESSMENT--
A PIONEER INITIATIVE

In July 1977, the Secretary directed the Inspector General
to give leadership in developing a plan of grass-roots

factfinding to ascertain how well clients are being served
by HEW programs, particularly in the social services areas.

The Secretary's objective is to obtain fresh information
from a selected sample of local delivery sites throughout
the United States--by first-hand observation and discussions
with clients, case workers, and family members, as well as
with State and local personnel who are immediately concerned
with assuring effective and efficient delivery of services.

While this is an unusual mission for the Inspector General,
the effort resembles the rapidly growing involvement of the
General Accounting Office in "program results reviews" for

the Congress. :

While still experimental, it is our opinion that such fact-
finding and timely reporting can lead to constructive
changes in program design and execution on the one hand,
while at the same time exposing potentials for fraud, abuse,
and waste to which the Inspector General should give atten-
tion.

In each region a small staff of generalists has been
assembled to take the lead in these assignments. The follow-
ing seven Service Delivery reviews are scheduled for com-
pletion by September 30, 1978 (for next year the goal is 12
to 15 assignments):

--Head Start.

~--Disability Insurance Benefit Determinations.
-~Home Health Care.

~~Family Planning Services for Teen-Agers.
--Multipurpose Senior Citizens' Centers.
--Foster Care.

-—-Education for Handicapped Children.

A brief description of each is presented in Appendix VII.
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CHAPTER 8

SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS TO

ENHANCE THE EFFECTIVENESS OF HEW EFFORTS TO

COMBAT FRAUD, ABUSE, AND WASTE

This chapter provides a summary of the conclusions and
recommendations discussed in this report.

CHAPTER 1

The OIG conducted an inventory of "best estimates" of fraud,
abuse, and waste in HEW programs. This inventory--the

first ever taken--reveals a range of losses between $6.3

and $7.4 billion annually, equal to 4.7 to 5.4 percent of the
Federal outlays concerned. These numbers are conservative.
The Inspector General feels that the largest source of

losses can be attributed to waste resulting from deficient
management practices and systems which permit and encourage
such losses.

Two recommendations are made:

1. The 0OIG should conduct a periodic inventory
of "best estimates." Continuing efforts
should be made to expand and sharpen these
estimates and to seek more scientific
measurement techniques (pages 7-8, and
Appendix I).

2. The losses due to management and systems
deficiencies appear to receive too little
attention in terms of staff resources applied.
A study of the implications of this and recom-
mendations for action will be a continuing OIG
objective. It is believed that tighter "front-
end" controls over eligibility determination
and claims payment procedures, simpler reim-
bursement techniques, and higher standards of
integrity on the part of all concerned are
essential to such improvements (page 11).

CHAPTER 2

A survey of the Audit Agency findings raesulting from over
6,700 reports processed in calendar year 1977, reveals im-
portant opportunities to improve economy and efficiency,
and minimize fraud and abuse in every major area of HEW's
activities. A more detailed delineation of these findings
is presented in Appendix TTI.

67



A key problem is the vast scope of the audit universe which
mist be covered--over 51,000 entities. Two recommendations
are made in this chapter:

1. Ultimately, an additional 1,382 staff-years
may be required to enable the Audit Agency
to give timely attention to its total work-
load. In the meantime, augmentation by
60 staff-years of contract support, and
60 in-house personnel, will permit the
present level of effort to continue, in-
cluding about 120 staff-years devoted to
fraud and abuse initiatives. This is
presented in the FY 1979 budget (page 13}.

2. Continuing attention to reducing the number
of unresolved audit reports, and associated
dollars, is imperative (page 18).

CHAPTER 3

This is the first Department-wide examination of criminal
convictions of those who defraud HEW programs, and of
current investigations. The findings (further delineated
in Appendix III) further confirm the weaknesses which
permit and invite fraud, abuse, and waste by employees,
contractors, grantees, beneficiaries, and health care
providers.

As the OIG has become established and its efforts more
visible, it has attracted a much larger caseload by re-
‘ferrals from many sources. The key conclusions of this
chapter are as follows: '

1. The Office of Investigations (OIG) and the
Office of Program Integrity (HCFA) wit-
nessed a successful year of convictions
resulting from their investigations--a total
of 113. 1In addition, the States reported
129, and the FBI 23. The immediate problem
is a caseload of 1,349 cases, of which OI
has full responsibility for 538: OPI for
313,1/BSFA for 23, and the States under
OI/OPI monitorship for 475 Project Integrity
cases. We have concluded that OI must
double its staff (from 114 to 214) to cope
with this load. This is provided in the
FY 1979 budget. We will assist in evalua-
ting related staffing needs of other HEW
components in the future, especially OPI and
BSFA {pages 26-27).

1
—/36 cases are being worked jointly with OI.
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2, oOur analysis of the handling of cases
referred to the Department of Justice
reveals an average of 2.5 months be~-
tween referral and indictment, in
those cases where indictments are re-
turned; and an average of 1.5 months
between referral and declination for
OI cases and 5 months for OPIL cases.

It is apparent that more uniform and
reliable systems of reporting and
collating these data are needed for

the future. However, we are pleased
with the response of the U.S. Attorneys
--and of headquarters officials of the
Justice Department, both in the Civil
and Criminal Divisions--during the past
year {pages 31-32}.

CHAPTER 4

The principal OIG health care initiative in calendar year

1977 was Project Integrity, devoted to exposing fraud and

abuse by physicians and pharmacists. This project is now

in mid~stream with 535 potential fraud cases under review,
and an additional 554 being reviewed for possible adminis-
trative sanctions.

A number of additional areas are now being researched as
follow-on initiatives under Project Integrity for calendar
years 1978-1979-1980. The most difficult areas are those
involving institutions. Four recommendations are made in
this chapter:

1. OT should gradually relieve OPL of responsi-
bility for Medicare and Medicaid fraud
investigations as expansion of the OI staff
permits. Joint planning of this transition
is essential ({(page 37}.

2. Project Integrity should continue as a
series of national health care initiatives,
conducted as a partnership between HEW and
the States. The States should participate
in planning future initiatives at an
earlier point (page 35). The pattern of
resistance by the nursing homes in per-
mitting HEW access to records is noted and
Congress will be kept informed (see
Appendix IX).
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3. A "Civil Money Penalties Bill" is
essential to permit more effective
civil sanctions against those who
defraud the health care programs
(page 42).

4. Congress should clarify the intent
of the "Free Choice of Provider"
provision in respect to competitive
procurement of laboratory services,
medical appliances and accessories
-~-and perhaps of other supporting
services of a non-personal nature
(page 42).

CHAPTER 5

The key thrust of the 0IG in the Welfare program during
calendar year 1977 was "Project Match," under which poten-
tially ineligible welfare recipients on Federal payrolls
(both military and civilian) are being systematically
identified and reviewed for eligibility. Care is being
taken to assure protection of the privacy rights of
individuals. A number of byproduct matching techniques
have been explored as part of this first year's effort.

Three recommendations are made in this chapter:

1. Project Match initiatives should be
expanded and conducted on a regular
recurring basis. Delays now being
experienced in obtaining timely
permission to match Civil Service
and Department of Defense tapes are
noted on page 51. These may be
overcome when guidelines, now in
preparation, are promulgated (see
page 46). The Deputy Inspector
General is participating in drafting
these guidelines.

2. Congress may wish to endorse a regular
program of matching State Welfare rolls
against other files--including Federal
military and civilian employees, pri-
vate employer wage reports, State
employees, Child Support Enforcement,
mortality data, SSI files, and SSA
(Title II) benefits payments files.
This would expand upon the policy es-
tablished in Section 411 of P.L. 95-216
in respect to wage data exchanges
(page 52).
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3. The Office of Family Assistance needs a
significantly larger staff to carry out
an adequate program of training and
technical assistance to support State
programs for reducing fraud, abuse, and
waste. In this connection:Congress
should extend to State AFDC programs
the same statutory funding benefits
that are now available to States under
the Medicaid program for (1) developing
and operating management information
systems, and (2) egtahlighing fraud
control units (page 53).

CHAPTER 6

The various Student Financial Assistance programs have been
reorganized and grouped under highly-gqualified leadership.
The OIG has participated in these efforts during the past
year, including the development of new initiatives for (1)
accelerating the investigation of criminal potential cases,
(2) accelerating the collection of defaulted loans, (3)
identifying Federal employees who are in default on their
student loans, (4) a special industry study of Schools of
Cosmetology, and (5) leadership in developing guides for
the periodic audit of over 8,000 schools participating in
these programs.

Two recommendations are made in Chapter 6:

1. To support the accelerated collection
effort of the Bureau of Student Finan-
cial Assistance, authority to ntilize
IRS address data in the National Direct
student Loan collection effort would be
highly beneficial. H.R. 8746, now
pending, would permit this (page 61).

2. Congress may wish to state, as national
policy, the desirability of matching
Student Financial Assistance default
files--Federal and State-—against public
payrolls, both Federal (including military)
and State (page 6l1}.

CHAPTER 7
Other initiatives in which the Office of Inspector General
has been increasingly involved in the past year are the

investigation of certain employee conduct and conflict-of-
interest cases; reviews of contracting and grant practlces,
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particularly where problems of fraud or abuse have appeared

- to be present; and the initiation of a new pioneering effort
to assess the quality, timeliness, and cost of services being
rendered to beneficiaries (called "Service Delivery Assess-
ment"). All of these are making a contribution to the
Department-wide efforts to foster economy and efficiency,

as well as to detect and prevent fruad, abuse, and waste.

Three recommendations are made in Chapter 7:

1. More attention is needed to the education
of employees and managers on the cause
and prevention of code-of-conduct viola-
tions and conflicts~of-interest. This
should be a joint initiative between the
Assistant Secretary for Personnel Admin-
istration and the Office of Inspector
General (page 63).

2. The OIG should continue joint initiatives
with the Assistant Secretary for Manage-
ment and Budget in upgrading the pro-
fegsionalism of contracts and grants
managers {page 63}.

3. The 0IG's new "Early Review" service to
colleges and universities should improve
accounting and reporting systems required
to support performance under Federal
research grants and contracts. Prompt
penalties should be applied in those
instances where institutions do not meet
adequate standards (page 65).
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FINAL SURVEY
OF
"BEST ESTIMATES" OF .
FRAUD, WASTE AND ABUSE IN KEY HEW PROGRAMS

This report presents the final results of our survey to determine the
"best estimates" of fraud, abuse and waste in key HEW programs. It
shows that as much as $6.3 to $7.4 billion, or 4.7 to 5.4 percent of the

Department's fiscal year 1977 outlays for these programs, may be involved.

It includes monies paid to ineligibles, wasteful expenditures due to in-
efficient or ineffective oparations, improper charges for reimbursement

of certain program costs, overcharges resulting from abusive practices,

and in some cases outright fraud.

We would caution the reader that not all estimates in this survey repre-
sent monies that are potentially fully recoverable by the Department,
j.e. cost savings. For example, estimates of improper payments to
ineligibles in the AFDC and Medicaid programs represent the established
error rates for these programs nationwide. Although the States, through
improved program management, may reduce the number of ineligible pay-
ments, it 1s not reasonable to expect errors will be completaly elimi-
nated or all overpayments recovered. Also, we would caution that
several of the estimates presented in this paper are not based on
scientifically selected random samples, e.g., Medicaid fraud. Thus, the
projected amounts of fraud, waste and abuse may be questioned as not
scientifically valid. However, we present them here with proper quali-
fication as the "best estimates" and in most cases the only estimates
available in those programs we surveyed. -

One additional qualification: - In certain programs, most notably Medi-
caid and other health care areas, there is the probability that esti-
mates of fraud, waste and abuse in one segment of a program might be
duplicated in another. For example, our estimate of “payments to
ineligibles" in Medicaid may include some of the same payments shown
under the estimate for "fraud and abuse.™ This latter figure is based
mainly on abuses found at Medicaid mills and, for the most part, in-
volves unnecessary services provided to Medicaid patients. It is
possible that some of the patients visiting the Medicaid mills are
"ineligibles" who would also be in the “"payments to ineligibles" cate-
gory. We have no way of knowing how prevalent this duplication might
be, but our "gut" feeling is that it is a small percentage of the
total. Nevertheless, where the possibility of duplication exists in our
estimates, we have so indicated.

Qur survey included all or portions of the following programs: AFDC,
Medicaid, Medicare, Student Financial Assistance, SSI, SSA Retirement
and Survivors Benefits, ESEA Title I, and Title XX of the Social Se-
curity Act {Social Services). We contacted officials of each POC in-
volved and also certain organizations and individuals outside HEW,
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including: General Accounting Office, certain Congressional committee
staff members, Common Cause, the Brookings Institution, Ralph Nader's
Public Citizen's Health Research Group, the National Kidney Foundation,
a private renal dialysis provider, and the Allen Guttmacher Institute.
Although we reviewed each ‘estimate for reasonableness, we did not inde-
pendently verify the accuracy or validity of these amounts.

The reader will note that the Medicaid and Medicare programs have the
largest amounts of estimated fraud, waste and abuse. This is due 1in
part to the fact that these programs, and indeed the entire health care
field, has been subject to numerous investigations and studies in the
recent past--especially by Congressional committees. Consequently, much
has been written about the abuses in this area. We are not implying
that the estimates are exaggerated or overstated. There is, however, a
wealth of data about the problems in Medicaid and Medicare and we have
obtained and incorporated much of it here.

Finally, there were a number of program areas for which potential fraud,
waste and abuse estimates were not available, although it was widely
accepted (and audit has shown) that problems exist. We have included
discussions of these areas in this survey to show the potential for
further savings, if not the actual dollars involved {see Tab K). These
are. large programs or program areas, involving billions of dollars.
Because of our inability to obtain estimates for them and our consistent
approach in selecting only figures which appeared to be from reliable
sources, we are confident the $6.3 to 7.4 billion is a conservative esti-
mate of fraud, waste and abuse in key programs., Further refinements of
current estimates {such as HCFA's Program Integrity efforts in Medicaid/
Medicare) and new studies in heretofore untested program areas are likely
to result in findings of greater amounts misspent. For now, however,
shown in the following schedule, by program surveyed, are the current best
estimates of fraud, waste and abuse. Additional narrative is provided

in tabs which more fully describe the source and make up of each esti-
mate presented.
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SCHEDULE OF "BEST ESTIMATES" OF FRAUD, WASTE
AND ABUSE IN KEY HEW PROGRAMS FOR FY 1977

. Program

Medicaid
Medicare

AFDC

551

Social Services

Student
Financial Aid

Income Security
(SSA}

Indirect Costs
ESEA Title I

Other Proeblem
Areas

Total

Federal Qutlays
{In Billions)

Fraud, Waste & Abuse

{(In Millions)

$ 9.8 ($2,310-2,640)
21.9 2,217
6.3 669
5.4 334
2.7 88
3.6 356
84.3 (160-867)
1/ 102
2.1 97
2/ 2/
$136.1 ($6,333-7370)

Tab

A&C
B&C

1/ Funds are not appropriated separately for indirect costs. fhey
are included as part of the appropriation of each applicable

program,

2/ Includes programs where problems are suspected or known to exist
but no overall estimate of fraud, waste and abuse is available.

The accompanying tabs should be considered an integral part of this

schedule,
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Medicaid ($2,310-2,64Q0 million)

Expenditures under the Medicaid program approximated $9.8 billion in
Federal Funds during FY 1977. Of this amount we found estimates that
as much as $2.3-2.6 billion might be misdirected because of fraud,

waste and abuse.

Amount
General Description (Millions)

Payments to Ineligible Recipients 330-660
Fraud and Abuse 468
Third Party Liability Losses 330
Erroneous Payments 110
Common Audit 50
Quarterly Expenditure Report Reviews 17
Audit Exceptions 18
Other Excessive Health Care Costs 987

Total $2,310-2640

7/
TSee Tab C}

1/ Payments to Ineligible Recipients ($330-660 million) - Ineligible
payments are based on a review of a sample of paid claims and infor-
mation submitted by 47 States and jurisdictions for the period from
April-September 1976 and projected to FY 1977 dollars. HCFA's Medicaid
Eligibility Quality Control (MEQC) staff reviewed this information and
found that about $1.2 billion of Medicaid expenditures were for services
received by recipients who were ineligible under the State plan at the
time the service was provided. We have reduced this estimate to exclude
State contributions {Federal share 55%). Also for reasons discussed in
the note below this estimate may range from a Tow of $330 million to a

high of $660 million,

(NOTE: GAO advised us of a problem with HCFA's estimate of payments to

ineligibles, §1.2 billion, which they believe to be overstated.

In a

recent review in Ohio, GAO looked at cases sampled by the State Quality
Control (QC) staff. They found that most errors causing ineligibility
involved institutionalized patients and the problem usually involved
personal resources exceeding the maximum allowable by State rules. They
also noted that when QC reviewers discovered that patients' accounts
exceeded the 1imit, the patients were considered ineligible and the
entive claim for the time period covered for those patients was questioned.
This, in GAO's opinion, is where the overstatement occurs. Their
contention is that the most that could have been questioned is the
amount by which personal resources exceeded the limit. Even then, this
amount may not be ineligible since the patient may spend-down to reach

the established limits.
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GAC estimates that in Ohic the amount of ineligible payments were
actually about $15.2 million (disregarding spend-down provisions),

about 44% of the HEW estimate.of $34.4 million. GAO also sampled

cases in five other States and found that ineligibility amounts were
overstated in the same way at approximately the same rate of frequency.
Therefore, we have shown the amount of ineligible payments for Medicaid
as ranging from a possible low of $330 million (reducing HCFA's estimate
by 50%) to a high of $660 million., GAO plane to discuss this matter

in a draft report which they hope to issue in March 1978,

2/ Fraud and Abuse {$468 million) - The Subcommittee on Long-Term Care
of the Senate Special Committee on Aging, reports that Medicaid fraud
and abuse exists on a massive scale.* This conclusion is based on their
study of Medicaid providers in five** States invalving 100 "Medicaid
Mills" {mostly in New York City), 60 physicians and $15 billion in
Medicaid expenditures (55% of 1975 Medicaid expenditures in the U.S.).
Also, involved, a separate subcommittee study of 21 medical labs, 50
medical clinics and 50 or more physicians in the State of I11inois.
This latter review included information on fraud and abuse investi-
gations of clinical labs in other States. They report that all parties
in the program, i.e., Providers, Clinical Laboratories, Pharmacies,
Nursing Homes, and recipients have been affected.

$423 million of the $468 million applies to providers - The subcommittee
staff report entitled "Fraud and Abuse Among Practitioners Participating
in the Medicaid Program" states that, of the $2.2 billion that flows
through Medicaid mills, roughly 35 percent {$770 million) is pocketed

by entrepreneurs "who essentially provide no services." Of this amount,
they estimate $220 million is involved in outright fraud. Another $550
million results from overutilization of services. The Federal portion
of these payments in the States reviewed averages roughly 55%--thus our
estimate of $423 million (55% x 770 million). As noted in the intro-
duction to this report, there may be some duplication in the above
figures in that certain fraud and abuse cases may also fall under the
categroy of "payments to ineligibles." However, it is our feeling this
would invelve a small percentage of the totals. The fraud and abuse
figures concern mainly overutilization of services to recipients in
Medicaid Mills - their eligibility was not the main issue. We recognize,
however, that some of these recipients may have been ineligible.

* Starf Reports - Fraud and Abuse Among Practitioners Participating
in the Medicaid Program, August 19763 and, Fraud and Abuse Among
Clinical Laboratories, June 15, 1976.

**  New York, New Jersey, California, Michigan, and IT11inois.
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The abuses most frequently found in Medicaid Mills are referred to as:
ping-penging, ganging, upgrading, steering and billing for services not
rendered. The following briefly describes these practices which were
actually found during an investigation by the Special Committee Staff.
{The study did not provide a breakdown of the $423 million by each of
the following practices.)

- "Ping-ponging" is the term applied to the most common mill
abuse, the referral of patients from one practitioner to
another within the facility, even though medically there is no
reason for the referral.

- "Ganging" refers to the practice of billing for multiple
service to members of the same family on the same day when, in
fact, only one person needs treatment.

- "Upgrading" is the practice of billing for a service more
extensive than that actually provided, A physician may treat
a suspected cold, for example, and bill for treating acute
bronchitis,

- "Steering" involves direction of a patient to a particular
pharmacy by a physician or anyone else in the medical center.
It is a violation of the patients' freedom of choice.

- "Bi1ling for services not rendered" consists either of
adding services not performed on to an invoice carrying
legitimate billings, or submitting a totally fraudulent
billing for a patient the doctor has never seen and/or an
ailment he has not treated.

$45 million of the $468 million applies to clinical laboratories - The
full dimensions of Medicare and Medicaid fraud and abuse with respect to
clinical labs is unknown. However, the Special Committee on Aging
estimated that $45 million* in Medicare and Medicaid billings is either
fraudulent or unnecessary, This estimate results from an investigation
which uncovered the following types of fraudulent and abusive practices.

-Bi11ing Practices: Reviews of bills submitted for payment by
ciinical laboratories disclosed a number of significant problems,
including:

1. Labs charging Medicaid for tests not ordered by the
physicians.

¥ The Senate study did not indicate what portion of $45 million in
voived Medicaid; thus we could not determine the amount of, and
remove, State funds from this figure.
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2. Labs charging Medicaid for questionable tests, i.e., tests
inappropriate for the disease diagnosed by the physicians.

3. Charging Medicaid patients more than private patients.

4. Bil1Tling Medicaid for component parts of automated profile
tests. _

5. The use of billing forms supplied by the laboratory which
encourages overutilization by making it impossible for the
physicians to order certain lab tests without also ordering
related tests.

-Brokering: Another significant problem area involves brokering--
the practice of subcontracting laboratory tests. With the rapid
development of new technology, the use of reference laboratories
has become more common. It is necessary to send certain compli-
cated lab tests to establishments that are qualified to perform
them. However, abuse can occur when a Tlab represents itself as
having capabilities which it does not have. A storefront lab can
acquire Medicaid accounts and subcontract tests to other inde-
pendent laboratories, at half the cost of billing these services to
Medicaid.

-Fee Schedules: Many problems relating to lab services have to do
with fee schedules established by Medicare and Medicaid. The
number of schedules is a problem., There is variability in prices
from city to city and from county to county. Another problem
appears to be that most of these rates were established 8 to 10
years ago - prior to the development and widespread availability of
sophisticated analytical equipment. HMHow, the cost of performing
most tests is a fraction of what it once was. However, much of
this cost savings has not been passed on to consumers. Instead,
much of it has apparently resulted in higher profits to labs and in
kickbacks to the providers,

—Kickbacks: Enormous amounts of profits can be made by a lab
performing tests for Medicare and Medicaid providers. Because of
these high profits a number of labs have resorted to various kick-
back schemes to get and keep the public aid business. The Special
Senate Committee found that kickbacks average about 30 percent of
the Medicaid and Medicare business. They can take several forms
including cash, long-term credit arrangements, gifts, supplies, and
the furnishing of various types of equipment. Most commonly, it
involved the supposed rental of a small space in a medical clinic
(sometimes a closet), and payment of salaries for a doctor's (pro-
viders) staff and assistants.
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3/

Third Party Liability ($330 million) - After reviewing data from

Four States (California, Michigan, Minnesota and Wisconsin) MEQC
estimated that State Medicaid expenditures are 4-10 percent greater
than they would be if accurate determination and recovery were made
of Third Pary (private health insurance) tiability (TPL). As a
result, about $600 million (Federal share $330 million) is lost
each year due to uncollected TPL.

Erroneous Payments ($110.million) - Based on a review of data from

Michigan and Minnesota, MEQC estimated that approximately $200
million (Federal share $110 million) is lost nationwide in erroneous
payments to providers. The data showed that State agencies pro-
cessed Medicaid payments for duplicate claims, uncovered services
and to ineligible providers.

Common Audit ($50 million) - See 5/ under Medicare. (Tab B)

Quarterly Expenditure Report Reviews ($17 million) - State agencies
submit quarterly expenditure reports to recover costs incurred in
administering the Medicaid Program. Before payment is made, HCFA's
Regional Financial Management Staff review these reports. These
reviews oftentimes pick up overpayments to providers, AFDC payments
improperly charged to Medicaid, and payments to providers without
valid agreements. As a result $17 million was disallowed during
fiscal year 1977.

Audit Exceptions ($18 million) - Represents recommended financial
adjustments in Medicaid audit reports that were resolved during
fiscal year 1977.
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Tab B

Medicare {$2,217 million)

During FY 1977 an estimated $21.9 billion was spent providing medical
services to the 26 million aged and disabled Americans eligible under
Medicare. OQur survey has identified $2.2 bjllion in estimated

losses due to fraud, waste and abuse in this program.

Amount
General Description ' {Mil1ions)
Excessive Nursing Differential $ 185 1/
Renal Dialysis 153 2/
Provider QOverpayments 141 3/
Cost Report Reviews 16 4/
Common Audit 8 5/
Audit Exceptions 3 6/
Other Excessive Health Care Costs 1,711 {See Tab C)
Total $2,217

1/ Excessive Nursing Differential {$185 million) - Medicare presently
pays 108.5 percent of hospital nursing care costs allocable to Medicare
patients. The 8.5 percent plus factor was included, by regulation, in
recognition of a claim that Medicare patients required more nursing

care than other patients. This claim resulted from a study performed by
the American Hospital Association (AHA). We were told by members of the
staff of the Senate Committee on Finance that this study was indis-
criminate, inexact, and no longer applicable., They pointed out that the
statistical sample used for the study was flawed. For example, of the
55 hospitals surveyed many were selected because they were near to the
homes of researchers performing the study. This lack of randomness is
‘especially significant since there was a wide variance in nursing costs
for older people in the 55 surveyed hospitals. Most did not show the
need for the 8-1/2 percent differential and, in fact, some reported
lower nursing costs for their older patients. A few very high cost
hospitals brought the average up.

Nevertheless, the 8.5% differential was added by regulation in 1969.
The Department sought to withdraw it in 1975, claiming lack of justifi-
cation, The AHA brought suit and the Department was enjoined from
withdrawing the 8,5 percent premium until it had undertaken and com-
pleted studies showing support for such a withdrawal. To date these
studies have not been performed. Medicare is paying an estimated $185
million to cover this nursing differential cost in fiscal year 1977.

82



APPENDIX I APPENDIX I

Page 10 Page 10

2/ Renal Dialysis ($153 million) - The Social Security Amendments of
1972 provide Medicare coverage for eligible pecple under 65 for the cost
of services and supplies furnished in connection with the treatment of
end-stage renal (kidney} disease. Under this law, Medicare benefits for
individuals with chronic renal disease include coverage of dialysis
services in all settings - hospitals, outpatient hospital facilities,
free standing renal dialysis facilities, and in the home of patients who
are undergoing self-dialysis. The-cost of providing coverage to the
36,000 renal disease patients in FY 1977 was $750 million. Our esti-
mates show that about $153 million may be saved in this program. A
brief discussion follows:

(a) Decrease in Home Dialysis ($30 million) - Although dialysis can
be performed in either the home or in an institutional setting, the cost
of home dialysis is, over the long run, considerably less than institu-
tional dialysis. Studies indicate that the current annual cost of home
dialysis is about $10,000 while the annual cost of institutional dialysis
is $22,500, more than double.

Since July 1973 when the renal dialysis program started, there has been
a steady decline in the percentage of patients on home dialysis. Ac-
cording to the National Dialysis Register, over 40 percent of the total
patients on dialysis were dialyzing at home in 1972. By the beginning
of 1975, the percentage on home dialysis had declined to 25 percent.
According to data just released by HEW less than 10 percent of dialysis
patients were on home dialysis for 1977. MWhy this sudden shift away
from home dialysis?

We noted several reasons for this, including: professional disinterest
in encouraging home dialysis and increased access to institutional
facilities. However, we believe there is another reason which is
basically financial--the way facilities are owned and operated and the
advent of the Federal renal program which now pays for most treatments.
Most free standing dialysis facilities are not affiliated with any
hospital and are usually owned and operated by physicians who specialize
in renal dialysis. Physicians caring for dialysis patients in facili-
ties they own have no incentive to encourage a patient to dialyze at
home; in fact, the physician stands to lose income and profit by doing
s0. And it doesn't make much difference to the patient if he receives a
more expensive treatment since the Medicare program will pay.

If this trend could be reversed and just 30 percent of renal dialysis

" patients could be encouraged to use home dialysis, we estimate that $90

million in Medicare funds could be saved each year ~ based on 1977
figures.
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(b} Renal Dialysis Costs ($63 million) - When the Congress enacted
the renal disease program in 1972, it did so in full recognition of the
fact that substantial difficulties would be encountered in development
of equitable reimbursement policies. Little data was then available
either on treatment costs or on prevailing charges. Moreover, there was
a great variety of arrangements through which services in the relatively
new field of renal dialysis were rendered. As a result, the Congress
authorized the Secretary of HEW to develop and apply reimbursement
policies and procedures on the basis of evolving experience.

Two criticisms most often made of the present "reasonable charges"
method for reimbursing renal dialysis facilities are (1) it does not
permit the program to effectively adjust payment 1imits as prices and
circumstances vary; and (2) it allows facilities to receive reimburse-
ment -based on their own charges regardless of the relationship te cost.
Although the congressional intent at the time of enactment was to pro-
vide for the development of a "charges related to reasonable cost"
method, this intent was not sufficiently clarified in congressional
reports, and efforts by the Secretary to obtain appropriate cost data
from some facilities in accordance with this intent have been challenged.
Therefore, there was no guarantee that charges "related to costs" are
reascnable and, in fact, there is some feeling they are excessive in
some cases.

As pointed out previously, the average yearly cost for institutional
dialysis is $22,500., MWe learned from discussions with program officials
and a physician who is a director of a well-known dialysis facility that
institutional dialysis could easily be done for an average yearly cost
of $20,000, Institutions could provide adequate care and still make a
reasonable profit at this rate we were told. Based on this rate and
current average charges, we estimate that payments for institutional
dialysis could have been reduced by as much as $63 million in Medicare
funds in 1977,

(NOTE: On December 30, 1977, HCFA published regulations in the Federal
Register, which become effective immediately, requiring free standing
renal dialysis faeilities to furnish information about their costs to
HCFA., These regs formally vestate HCFA's authority to obtain such
costs. We were told by a HCFA official that this formal issuance now
makes the books and records of all renal dialysis facilities open to
audit., He stated that 1t was the ruling in a recent court case that
once the regs were formalized access would be granted. With this, the
books and records of all facilities will now be open for review to
determine the reasonableness of charges.)
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3/ Provider Overpayments ($141 million) - Represents overpayments to
providers, principally hospitals, under the Medicare Program as of
September 30, 1976 - the most recent date for which this data is
available. Responsibility for Medicare was transferred to HCFA
from SSA in the recent Departmental reorganization. HCFA expects
most of the $141 million will be recovered through refund and/or
offset of current payments due hospitals.

4/  Cost Report Reviews {$16 million) - Medicare institutional pro-
viders use established cost rates when determining the amounts to
bi1l for services provided to Medicare recipients. Rates are
established based on reports of Providers actual costs, audited by
the Intermediary for accuracy and allowability. To determine the
adequacy of these rates, BHI central office staff reviewed a number
of cost reports and noted that some rates were overstated. Based
on these reviews BHI estimates that $16 million is wasted annually
because the rates of certain Providers were overstated. .

5/  Common Audit ($8 million) - Intermediaries perform audits on a
rotating basis at Hospitals, Skilled Mursing Homes and Health
Maintenance Organizations to determine the allowability of amounts
claimed for operating the Medicare program (see 4/ above). In
addition to these audits, Federal and State auditors review other
Federal and State programs administered by these same providers.
HCFA estimates that $8 million in Medicare and $50 million in
Medicaid costs could be saved if only one common audit was per-
formed of all programs administered by the Provider.

6/ Audit Exceptions ($3 million) - Represents recommended financial
adjustments in Medicare audit reports that were resclived during
fiscal year 1977.
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Tab C

Other Excessive Health Care Costs {$2,698 million}

This tab describes estimates of waste and abuse amounting to $2.698
million in general health areas for which a portion of the costs are
borne by the Medicaid and Medicare programs, $987 million for Medicaid
(Tab A) and $1,711 million for Medicare (Tab B), in the following areas:
hospital inpatient services ($1,982 million), X-ray procedures (3516
million), and nursing homes {$200 million).

We would caution that these estimates may be duplicated to some extent.
For example, in the area of hospital inpatient services, the estimate of
losses for unnecessary surgery may be partly duplicated in the estimate
for unnecessary hospital procedures. Also, some estimates previously
presented under Medicaid (Tab A) may be duplicated. As noted in the
introduction to this report, we could not always tell how prevalent this
situation might be.

Although we have only included estimates of fraud, waste and abuse
related to direct Medicaid and Medicare payments, there are other
indirect ways HEW absorbs increased health care costs. Two examples:
(i) wasteful or abusive practices increase health care costs and as a
result cause increases in premiums charged by private health insurance
organizations. As do other employers, HEW picks up about half the total
premium of many of its thousands of employees. So, as health care costs
go up, so do HEW payroll costs; (ii) HEW sponsors research in many
health care areas, usually at university medical schools which often
operate teaching hospitals. These activities are also subject to in
efficiencies and wasteful practices, as are other hospitals or clinics,
and increased costs may be absorbed by HEW grants for research projects.
Although aware of these additional problem areas, we were not able to
obtain or develop estimates of actual HEW dollars wasted or lost.
Following, a brief discussion of problems and questionable expenditures
in health care areas:

Hospital Inpatient Services ($1,982 million)

During Congressional hearings on the Hospital Cost Containment Act of
1977 it was noted that the single largest cost item under health care is
the operation of the nation's hospitals ($64 billion in FY 1977). This
holds true also for Medicare and Medicaid where 34% of program expendi-
tures go for general hospital inpatient services. We identified four
cost centers related to hospital inpatient services* where we believe
about $2.0 billion in Federal funds may have been lost due to .fraud,
waste and abuse. A brief description of each follows:

*See footnote page 14
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a) Excessive Hospital Beds ($1,130 million) - Sectjon 2 of
Public Law 93-641 entitled "Findings and Purpose," states that uncon-
trollable and inflationary increases in the cost of health care, par-
ticularly of hospital stays, are due in part to an estimated 100,000
surplus hospital beds. Hospitals must maintain enough staff, equipment
and auxiliary facilities to be able to care for patients at an annual
occupancy rate of 80 percent. Beds in a hospital are considered surplus
when the annual occupancy rate falls below 80 percent.

Nationally, the cost of maintaining empty surplus beds may run into the
billions. The costs are borne not only by hospital patients but by
everyone who pays hospital insurance premiums and tax dollars for

health care. We estimate that as much as $753 million of Medicare funds
and $377 million of Medicaid funds may have been spent during fiscal
year 1977** to maintain surplus hospital beds.

b} Unnecessary Surgery ($655 million) - The Subcommittee on
Oversight and Investigations of the House Committee on Interstate and
Foreign Commerce performed an in-depth examination into the area of
unnecessary surgery and concluded, in a report dated January 1976, that
an estimated 17 percent of all procedures funded by Medicare and Medicaid
during fiscal year 1974 were unnecessary.

Making the same assumptions as above - namely that 17 percent of the
procedures are unnecessary - and applying this same percentage to FY
1977 costs, we estimate $468 million of Medicare funds and $187 million
of Medicaid funds were spent on unnecessary surgery that year.

c) Unnecessary Hospital Stays ($124 million) - The Subcom-

mittee on Oversight and Investigations, in a report dated January 1976,
entitled "Cost and Quality of Health Care: Unnecessary Surgery," pre-
sented evidence that 20 to 40 percent of surgical procedures performed
on inpatients were simple enough to be completed on an outpatient basis.
A major factor contributing to this misutilization of hospital facili-
ties is that about 90 percent of all hospital bills in the United States
are reimbursed by third-party payers. Thus, neither physician nor
patient tends to be overly concerned with the cost of treatment at the
time it is rendered. This can lead to situations where physicians, when
there is some doubt, decide in favor of using more expensive short-term
hospital stays instead of the lower cost out-of-hospital treatment. The

* Where estimates for the Medicald and Medicare share of total costs
of hospital services nationwide were not available, we applied the
34% figure in our projections. Also, where necessary, we split
this amount between Medicare and Medicaid by a 2/3 to 1/3 ratio.
This is the approximate ratio of the total cost of these programs
to one another.

**  Based on an average hospital bed cost of $100 per day (34 percent
or $34 for Medicaid and Medicare} and a surplus hospital bed figure
of 100,000.
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patient is not "hurt" financially nor will he object since he is covered
by hospital insurance.

There appears to be enormous potential for cost savings in this area.

For example, there were at least 3.8 million surgical procedures fj-
nanced by Medicare and Medicaid during 1977. If approximately 750,000
(20 percent) of the procedures could have been performed on an outpatient
basis, and if as little as $165* could have been saved per procedure,

the overall savings in this area alone would approximate $124 million.
(Medicare - $83 million and Medicaid - $41 million).

d) Excessive Physicians Costs ($73 million) - A study funded
by HCFA entitled "Study of Reimbursement and Practice Arrangements of
Provider Based Physicians," dated October 1977, shows that physicians on
a percentage system of reimbursement make more money than salaried
doctors doing the same type work. For example, pathologists - the MDs
who specialize in laboratory tests and diagnoses - averaged $124,000 a
year on a percentage basis compared to $50,000 per year on salary.

The message in these statistics, according to the Ralph Mader-backed
Public Citizens Health Research Group, is that consumers and taxpayers
are being overcharged by as much as $215 million a year because doctors
are making "exorbitant" profits from percentage contracts with hospitals.
These "exorbitant" profits result, they say, because the percentage
system encourages physicians to promote the use of unnecessary or
questionable lab tests, X-rays and other hospital procedures because
they receive a share of the income these services help to bring in.

In FY 1977 the Medicare and Medicaid programs picked up about 34% of all
hospital costs. Therefore, to compute the Federal share of excess
physician fees, as discussed above, we multiplied $215 million by 34
percent and arrived at a figure of about $73 million {$48 million for
Medicare and $25 million for Medicaid).

X-Rays (§516 million)

Over the Tast few years the use of X-rays as a diagnostic aid has grown
tremendousiy. In fiscal year 1977, 241 million X-rays were taken at a
cost of about $6.3 billion, We noted that FDA has identified a number
of areas where the inefficient and improper use of X-rays has caused an
unnecessary increase in health care costs, part of which has been
absorbed by the Federal Government. A brief description follows:

*Federal portion of estimated savings per procedure per Senate Sub-
committee Report,
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a) Unneeded X-rays ($400 million) - Concern about the conse-
quences, both professional and legal, of failing to make an adequate
patient diagnosis may often pressure physicians into prescribing X-ray
nrocedures of questionable need. An FDA report states that other
factors leading to unnecessary X-rays include monetary incentives and
Jack of scientific data on when they are needed. FDA estimates that for
these and other reasons 30 percent of all X-rays in FY 1977 were un-
needed. It has also been estimated by FDA that this has increased
health care costs unnecessarily by about $2 billion, of which we esti-
mate $4?0 million was paid by Medicare {$266 million) and Medicaid ($134
million}.

b) Genetic Defects ($84 million) - Errors or omissions at any
stage in the design or manufacture of diagnostic X-ray equipment, or its
improper use, can result in unnecessary radiation exposure to the
public. Current FDA testing indicates that new X-ray systems, supposedly
manufactured and installed in compliance with Federal performance
standards, fail to comply with one or more of the requirements at a rate
approaching 20 percent. Noncompliance with this requirement results in
X-ray beam sizes which are too large, leading to unnecessary patient
exposure, The exposure to high doses of X-rays can cause damage to the
reproductive organs, resulting in future genetic defects. Many current
day cases dealing with birth defects and illnesses of the reproductive
organs have been directly linked to past exposure to excessive X-ray
beams. If X-ray equipment had been designed within acceptable standards,
X-ray beam size limited, and gonad shields used, FOA estimates that
about $400 million (Federal share $84 million) of health care costs
needed to treat these patients could have been avoided. Of the Federal
share, we estimate Medicare paid $56 million and Medicaid paid $28
million. Although some improvements have been made over the years,
there is still potential for reducing health hazards and related costs
in this area,

c) Repeat X-Rays ($32 million) - FDA's Bureau of Radiological
Health is responsible for reducing unnecessary radiation exposure to the
general population, Part of the Bureau's responsibilities deals with
determining the number of X-rays that are repeated because of poor
quality or the use of improper techniques. During fiscal year 1977, the
Bureau estimated that approximately 10 percent of the medical radio-
graphs produced in the U.S, had.to be repeated for these reasons. The
cost of these repeated X-rays in extra film and materials is estimated
at $150 million, of which we estimate $32 million was paid by Medicare
($22 million) and Medicaid ($10 million}. ({Estimates of additional
costs for processing and diagnosis by technicians and physicians were
not available.)
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(NOTE: The Food and Drug Administration has been involved in a program
to reduce unnecessary patient exposuve from diagnostic X-rays. They
hope to do this by improving the safety of X-ray equipment and regu-
lating performance and X-ray usage practices through voluntary educa-
tional and quality agsurance programe for physicians, dentists and
technicians. In a memo to the Secretary in August 1977 the Commissioner
of FDA, in discussing cost contaimment considerationg in the area of
unnecessary X-rays, now rumning at an estimated 30%, noted that if these
were eliminated, "...the potential saving in radiology costs alone would
be over $2 billion annually.” (This includes both Federal and private
doilars.))

Nursing Homes ($200 million)

The term "nursing home" is used to identify a wide range of institutions
and facilities which provide varying levels of care and services to aged
individuals with health problems ranging from minimal to very serious.

In 1976 there were about 20,000 nursing homes in the United States con-
taining about 1.4 million beds and providing care to about 7.3 million
residents. During fiscal year 1977, expenditures for nursing home care
reached $11.5 billion or 7.4 percent of total expenditures for health
care. HEW provides $3.8 billion (33 percent) of all monies used to
purchase nursing home care, most under the Medicaid program,

Several investigations {e.g. see footnote 1/) into nursing homes have
documented evidence of fraudulent activities and abuses including undis-
closed ownership interests, deceptive real estate practices, kickbacks/
false and misleading cost reports, and patient mistreatment and neglect.
A conservative estimate by HEW officials is that at least $200 million
of Medicare {$15 million) and Medicaid ($185 million}) funds spent for
nursing home care were lost due to fraud and program abuse during fiscal
year 1977,

T/ -- ™Nursing Home Care in the United States: Failure in Public
Policy," Report of the Subcommittee on Long-Term Care, Special
Committee on Aging, 93rd Cong., 94th Cong.

-- "Improvements Needed in Medicaid Program Management Including
Investigations of Suspected Fraud and Abuse," Report of the Comp-
troller General of the United States, April 14, 1975.
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Tab D

AFDC Programs ($669 million)

The program of aid to famiTies with dependent children (AFDC) assists
States and localities in providing public assistance benefits to the
needy. Outlays for these grants are estimated at $6.3 biTlion in FY
1977. Our analysis indicated that an estimated $745 mil1lion of AFDC
payments involve fraud, waste or abuse.

Amount
General Description (Millions)
*Payments to Ineligibles and Qverpayments to Eligibles $ 490 1/
*Fraud and Abuse 145. 2/
Quarterly Expenditure Report Reviews 13 3/
Audit Exceptions 21 4
- Total : $ 669

*(AFDC Comments: Some overlap may be present. Some errors if corrected--
WIN registration--do not reduce costs.)

1/ Payments to Ineligibles and Qverpayments to Eligibles ($490 million) -

As in the Medicaid and SSI programs, a quality control review 1s per-

formed to determine AFDC recipients eligiblity. The State agencies

administering the program are required to review a sample of approxi-

mately 45,000 recipients every six months. Results of the most current

reviews (January-dune 1977) indicate that $490 million of AFDC payments

are made to ineligible recipients or as overpayments to eligible recipients.

2/ Fraud and Abuse ($145 million) - State agencies reported that there
were 166,342 AFDC cases which involved questions of fraud and/or abuse
disposed of by administrative action during fiscal year 1976, It was
determined that 40,721 of the cases had sufficient facts to support a
question of fraud and were referred to law enforcement officials for
action {18,475 actually prosecuted). Of the remaining 125,621 cases;
16,838 are still under review; reimbursement was arranged in 16,943; and
for 91,840, although there is some question as to propriety, the facts
were deemed insufficient to support the question of fraud. Based on
these statistics, we estimate that $145 million is involved in fraud and
abuse in the AFDC program. We arrived at this figure by multiplying the
estimated average amount of AFDC cases ($2,000) by the 40,721 cases
referred to law enforcement officials (fraud) and 91,840 cases not
prosecuted but where there was an indication of impropriety (abuse) and
by 55%, the average Federal share of national AFDC payments.

3/ Quarterly Expenditure Réport Reviews ($13 million) - Reviews by SSA
staff of quarterly expenditure reports submitted by the State agencies
during FY 1977 showed that $13 million of claimed expenditures were not
allowable under the AFDC program.

4/  Audit Exceptions ($21 million) - Represents recommended financial
adjustments in AFDC audit reports that were resolved during fiscal year
1977. :
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Supplemental Security Income ($334 million)

The supplemental security income {SSI) program, which replaced federally
aided State assistance programs for the aged, the blind and disabled,
provided an estimated $5.4 bi1lion in Federal benefit payments to 3.9
million recipients in FY 1977, Of this amount we could find estimates
of approximately $334 million Tost due to waste and abuse.

Amount
General Description (Millions)
Overpayments and Phyments to Ineligible Recipients $ 310 1/
Overpayments to Medicaid Mursing Home Residents _ 23 2/
Audit Exceptions 1 3/
Total $ 334

1/ Overpayments and Payments to Ineligible Recipients {$310 million) -
SSA's 0ffice of Quality Assurance performs 1n-depth reviews of more than
20,000 SSI recipients every six months. The reviews are to determine if
SSI recipients were eligible for the program, remained eligible during

the period they received benefits, and were paid the correct amount. As
of November 30, 1977, the date of the latest reviews, an estimated $310
million* represented overpayments and payments to ineligible recipients.

2/ Overpayments to Medicaid Nursing Home Residents ($23 m1111on) -
Under the SSI program the amount of payment to a recipient is dependent
on Tiving arrangements which are generally classified as independent (in
own household), in the household of another, and in a nursing home.

When a recipient becomes a nursing home resident his or her payments
should be reduced to not more than $25 for each calendar month of
residence. GAO in a report entitled, "SSI Overpayments to Medicaid
Nursing Home Residents Can Be Reduced," dated August 23, 1977, points
out that SSA's failure to reduce payments to SSI recipients entering
nursing homes on a timely basis results in about $23 million anpually in
overpayments,

3/ Audit Exceptwons ($1 million) - Represents recommended financial
adjustments in SST audit reports that were resolved during fiscal year
1977.

* This figure represents net overpayments and Payments to Ineligibles,
less the amount SSA has established for losses under this program.
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Social Services ($88 million)

Under Title XX of the Social Security Act, assistance is provided to
States and localities for the delivery of services to eligible indi-
viduals and families in order to promote their independence and overall
well-being. States and localities, which are responsible for delivering
the kinds and levels of services to be delivered within Federal regu-
lations, provide a broad array of services ranging from family planning
and child care to transportation and services to senior citizens.
Federal outlays for this program were estimated to be $2.7 billion in
fiscal year 1977. Our current estimate is that at least $88 million of
these funds were Tost due to fraud, waste and abuse.*

Amount
General Description {Mil1ions)
Quarterly Expenditure Report Reviews $8 1/
Audit Exceptions 6 2/
Total $ 88

1/ Quarterly Expenditure Report Reviews ($82 million) - This amount
represents disallowances made by O0ffice of Human Development Services
staff when reviewing quarterly expenditure reports submitted by the
States for Title XX services. Disallowances represent improper expendi-
tures during FY 1977 {overpayments, unallowable. costs, costs for services
provided to ineligibles, etc.}.

2/ Audit Exceptions ($6 million) - Represents recommended financial
adjustments in Title XX audit reports resolved during fiscal year 1977.

*See Tab K for further discussion of this program area.
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Tab G

Student Financial Aid (SFA) Programs ($356 million)

The Office of Education sponsors five major student aid programs -

-- Basic Educational Opportunity Grants {BEOG)

-- Supplemental Educational Opportunity Grants (SEQG)
-- College Work Study {CWS)

-- National Direct Student Loan (NDSL)

-- Guaranteed Student Loans {GSL)

Federal contributions for these five programs amounted to approximately
$3.6 billion during FY 1977. Funds are distributed on the basis of need
to students enrolled in a wide range of postsecondary institutions
including colleges; universities; community and junior colleges; vo-
cational, technical and business schools; and hospital schools of
nursing.

We found estimates of $356 million in losses due to fraud, waste and
abuse in SFA programs.

Amount
Program (Millions)
Basic Educational Opportunity Grant $ 109 1/
Campus Based Programs > 49 2/
Guaranteed Student Loans 187 3/
Audit Exceptions 11 4/
Total $ 356

1/ Basic Educational Opportunity Grant ($109 million) - The BEOG
program involving about $1.5 billion 1s desidgned to assist students

in continuing their postsecondary education and is intended to be the
“foundation" or starting point for needy students. We found estimates
of waste and potential abuse in two areas of this grant program.

a) Excessive Payments ($70 million) - Students, when applying
for BEOG grants, must provide information concerning their
financial need. Part of the required information is an esti-
mation of family income, Studies by OE and private contractors
have indicated that estimated income is generally understated,
resulting in BEOG grants being overstated by approximately $65
million. Further, OFE estimated that an additional %5 million
is lost because other eligibility data on the application is
not verified.
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b) Poor Management ($39 million) - OE, after reviewing 150
HEW Audit Agency and CPA audit reports, estimated that $39
million of the $1.5 billion expended during fiscal year 1977
was lost due to poor management of the program by various
educational institutions,

Findings by the GAO tend to corroborate the OE studies, which may be
conservative. In a report entitled, "OE Basic Grant Program Can Be
Improved," dated September 21, 1977, GAQ stated that review of 19
selected schools showed about $24 million of $356 million of BEOG funds
awarded by these schools during fiscal years 1974 and 1975 may have been
awarded to ineligible students. Other BEOG grants of as much as $118
million were awarded without resolving discrepancies in eligibility
information, GAO reports,

2/  Campus Based Programs {$49 million) - Three student loan programs--
Supplemental Educational Opportunity Grants, College Work Study, and the
National Direct Student Loans--are referred to collectively as the
campus-based programs because they are administered by postsecondary
schools. SEOG grants are intended to assist students who demonstrate
exceptional financial need. The College Work Study program is intended
to promote part-time employment of students needing funds to continue
attending postsecondary institutions. The NDSL program makes low
interest, long-term loans available to qualified students needing
financial assistance. It is estimated that about $1 billion was dis-
pensed to needy students under these three programs during fiscal year
1977.

During our survey we were unable to obtain estimates of fraud, waste and
abuse in the SEQG and CWS programs., For a description of problems
related to these two programs, see Tab K.

For the NDSL program we were able to identify estimates of $49 million
in losses due to defaulted loans and maintenance of excessive cash
balances by lender institutions in FY 1977.

a) Defaulted Loans {$46 million) - Under the NDSL program
students are required to repay their loans plus interest over
a maximum period of ten years generally starting after a grace
period (9 to 12 months) after leaving school. If a student
fails to repay his loan after this period the loan is con-
sidered defaulted. Lending institutions are required to
exercise reasonable care and diligence in collecting student
loans. If lenders have exercised "due diligence" in seeking
repayment of loans and are still unsuccessful, they may then
seek recovery from QE. In fiscal year 1977, OE paid an esti-
mated $49 million to institutions for defaulted loans. They
estimate they will collect only about 5% of these defaulted
loans, or $2.5 million, from the student borrowers. Thus, the
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remaining $46 million in FY 1977 defaulted loans will ulti-
mately be written off as uncollectible.* {During the life of
this program OE has paid an estimated $502 million to insti-
tutions for defaulted loans.)

b) Excessive Cash Balances ($3 million) - Schools admini-
stering the NOSL program are provided funds for the loans they
plan to make each year. Educational institutions that don'‘t
make the number of loans they anticipated are allowed to
maintain a minimal cash balance that is to be carried over to
the next year,

OF noted that as much as $3 million in cash balances, which
they considered excessive, are being maintained by certain
schools.

3/ Guaranteed Student Loan ($187 million) - The Guaranteed Student
Loan program enabled eligible students to obtain about 41 billion in
loans during fiscal year 1977 to finance part of their educational
costs. Students obtain long-term loans directly from banks or certain
other participating lenders. Guaranteed loans are insured by either the
Federal Government or a State or private nonprofit guaranty agency.

Fraudulent, wasteful and abusive activities related to the GSL program
accounted for approximately $187 million in losses in FY 1977. These
Tosses involved two types of situations - defaulted loans and fraudulent
and abusive activities. More specifics follow:

a) Defaulted Loans ($137 million) - OE has encountered the
same types of problems with defaulted loans in this program as
in the NDSL program. During FY 1977 the amount of defaulted
loans under the GSL program was $151 million. Of this amount
OF estimates they will collect only about 9% or about $13.6
million. Thus an estimated $137 million of insured loans as-
sumed by OE during FY 1977 will eventually be written off as
uncollectible.* (The cumulative amount of defaulted loans
under this program through fiscal year 1977 is $752 million.)

* ur estimates of losses in the NDSL and GSL areas may be slightly
overstated. A loan program of this type should expect a certain amount
of defaults. We attempted to obtain from OE a percentage which could be
considered reasonable or acceptable for these programs. They could not
provide us with one. Therefore, rather than making an uneducated guess
at what it should be (and then reporting the difference between it and
the actual as excessive) we have shown the entire amount expected to be
written off as uncollectible.
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b) Fraud and Abuse ($50 million) - Reviews performed by OE's
Program Compliance staff found inappropriate loans of approxi-
mately $50 million disbursed at the school level during fiscal
year 1977. They involved unpaid refunds, excessive interest
benefits and criminal and civil violations by schools in the
preparation of loans that are subsequently approved by lenders.

4/ Audit Exceptions {$11 million) - Represents recommended financial
adjustments in student Financial Aid audit reports that were resolved
during fiscal year 1977,
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Income Security {SSA) ($160-$867 million}

Included in this category are benefits of about $84 billjon paid out
under the social security trust funds for retirement and disability, and
special benefits for disabled coal miners in fiscal year 1977, The
largest part of the $160-3867 million in losses involve overpayments
and- payments to ineligible recipfents. As noted in the footnotes to the
following schedule, SSA officials caution that a part-of this figure is
estimated and not vérifiable in SSA records.

' Amount
General Description {Millions)
Retirement and Survivors Benefits 85-$723) 1/
Disability Insurance and Black Lung 74~ 143) 1/
Audit Exceptions (1- 1) Z
Total $(160-$867)

1/ Retirement and Survivors Benefits, Etc. ($866 million) - Of the

$723 and $143 miliion overpayments to beneficiaries shown for Re-
tirement and Survivors Insurance {RSI) and Disability and Black Lung
Programs, only $85 and $74 million, respectively, can be verified in

SSA records. These latter figures* represent overpayment cases controlled
through SSA's partially implemented ROAR System, a computer process that
identifies overpayments. However, control totals are produced for Tess
than 20% of all overpayments cases - only those terminated or ineligible
for some reason. The remainder can only be estimated. Latest estimates
by SSA are $638 million for RSI and $69 million for disability insurance
and black lung. SSA officials caution, however, that these latter
figures should only be used for informational purposes and not in formal
written reports as they are considered "ball park" figures and their
reliability is questionable.

2/ Audit Exceptions ($1 miilicn) - Represents recommended financial
adjustments 1n audit reports that were rasolved during fiscal year 1977.

* Net overpayments Tess amounts SSA has established for losses under
this program.
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Indirect Costs ($102 million)

To recover indirect costs incurred while administering Federal programs,
colleges and universities, hospitals and other health providers, non-
profit institutions and State/local governments establish indirect cost
rates. The entities submit indirect cost proposals for review by the
Divisions of Negotiation and Grantee Assistance (DNGA) of the Office of
Principal Regional Officials. DNGA negotiates overhead rates after desk
audits, field reviews and participation in HEW or other Federal agency
audits of the indirect cost proposals. These reviews and negotiations
resulted in approximately $102 million of indirect cost disallowances
during fiscal year 1977.

99



APPENDIX I ' APPENDIX I

Page 27 - Page 27

Tab J

ESEA Title I {$97 million)

Title I of the Elementary and Secondary Education Act (ESEA) authorizes
Federal financial assistance through the States to local educational
agencies (LEA) for programs designed to meet the special educational
needs of educationally disadvantaged children. -Federal outlays for this
program were estimated to be $2.1 billion in fiscal year 1977,

During fiscal year 1977, we performed 15 audits of State Title I pro-
grams and recommended financial adjustments totaling $22 million, or 4.6
percent of the $474 million we reviewed. For the most part the recom-
mended financial adjustments related to the following three areas:

... Supplanting of Funds - Occurs when the State or LEA use Title I
funds (1) to pay for programs that are not designed to help educa-
tionally deprived children or (2) to pay for activities that
previously were paid for from State or Tocal funds.

... General Aid - This happens when all students in a class are
permitted to participate in a special project that was originally
designed for only educationally deprived students.

. Comparability - VWhen LEAs apply for Title I funds they are
required to certify that they are presently providing services in
targeted Title I schools that are comparable to non-targeted
schools. We found that a number of LEAs who were approved for
participation, based on their application, did not meet this
requirement and therefore should not have participated in the
program.

We believe that these types of problems are not limited to the States
and LEAs covered by these 15 audits but exist throughout the national
Title I program. Numerous prior audits have borne this out. Projecting
the results of our 15 audits nationwide, we estimate that in FY 1977
about 4.6 percent or $97 million of Title I program funds may have been
improperly expended because of the above discussed problems, i.e.
supplanting, general aid, and comparability.

However, the Office of Education has not always sustained our recommen-
dations and in many cases has not pursued recoveries., Mevertheless, we
believe that our estimate of waste or abuse--while admittedly contro-
versial--is not unreasonable for this huge Title I program.

(NOTE: The President's FY 1979 budget submission to the Congress has
earmarked ESEA Title I for an increase of about $644 million up to about
82.8 billion, )
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Other Potential Problem Areas

While developing the "best estimates" of fraud, waste and abuse we noted
four program areas where known or potential problems exist but where
estimates of amounts were not readily available. A brief discussion of
these areas follows:

College Work Study and Supplemental Educational Opportunity Grants - As
mentioned earlier the Mationa] Direct Student Loan (NDSL), College York
Study (CWS) and Supplemental Educational Opportunity Grants (SEQG) form
the three student aid programs often referred to as the campus-based
programs. Our report includes a discussion of MDSL in Tab G. As for
the general purpose of the latter two, CWS is intended to promote part-
time employment of students needing funds to continue their postsecondary
education while SEOG grants are intended to assist students who demon-
strate exceptional financial need, We were unable to develop a figure
for funds lost due to fraud, waste and abuse in these two programs. OE
officials informed us that they had little information on this aspect of
these programs. The problems that they are aware of, they said, such
as: students getting paid under the CWS program but not actually
working; students providing inaccurate information of family income for
SEQG grants; and poor management of both programs; were surfaced mainly
as a result of Audit Agency and CPA audits of the programs. The dollar
effect of those problems, however, is not included in this report.

Drugs - We noted two areas related to drug purchases where funds may
have been lost due to fraud, waste and abuse. They were (1) the use of
brand name drugs instead of lower cost generic drugs; and (2) the
problem of kickbacks given by pharmacists to doctors, hospitals and
nursing homes {and related cost increases). We found that even though
there has been much written about these two problem areas, no firm
estimates have been made as to the amounts actually being lost. This,
in our opinion, is an important area not only because of the publicity
given the above noted problems but also because the Federal Government
spent about $2.7 billion for drugs in fiscal year 1977.

Respiratory Therapy - The health care practitioners discipline--currently
entitied respiratory (also called inhalation) therapy--has greatly
increased the cost of health care over the last ten years. Respiratory
therapy has evolved from a procedure costing $175 million in fiscal year
1968, and usually administered by nursing personnel under specific
physician's orders, to a sophisticated medical treatment employing

55,000 registered therapists costing $800 million (Federal share $272
million) in fiscal year 1977.
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Qver the last few years a growing number of physicians and other medical
experts have pointed out that respiratory therapy procedures are often
inappropriate or useless. However, we have been unable to obtain esti-
mates of how much money is actually being wasted because the procedures
may be over priced and/or unnecessary. (We were informed by members of
the Senate Committee on Aging that it was their opinion that huge "rip-
offs" were occurring in this area.)

Social Services (Title XX of Social Security Act) - We have included an
estimate or $88 miilion in fraud, waste and abuse in this program {see
schedule page 3 and Tab F}. This amount relates only to questioned
costs as a result of quarterly expenditure report reviews by staff of
Human Development and from audit reviews., We are of the opinion,
however, that the amounts wasted or lost to fraud and abuse in this
program could be much higher. For example, a recent review found that
social workers submitted claims for social services for recipients who
were deceased, took possession of the checks and, in some cases, forged
signatures to cash them. Also, prior audits have revealed overcharges
by private contractors for homemaker/chore services provided recipients.
Because our audit effort in this area has so far been limited, we have
no way of knowing how widespread these abuses may be or how much money
is involved.
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AUDIT OVERVIEW

During calendar year 1977 the Audit Agency processed 6,716 audit re-
ports, 2,453 prepared by its own staff and 4,263 prepared on behalf of
HEW by independent public accountants and State auditors. These reports
contained monetary findings totaling $190.3 million, and during the year
the PQCs concurred in audit-recommended financial adjustments totaling
$65.3 million.

The Audit reports dealt with a wide range of HEW activities. While many
were concerned with individual contracts, grants, or other transactions
of a local nature, others were of broader scope and identified opportuni-
ties for important improvements in operations of HEW programs. In the
following parts of this Chapter, some of those more important findings
are highlighted under the general program categories of health, edu-
cation, income maintenance and human development, and HEW administra-
tion.

P e . T T )

HEALTH

MEDICARE

Medicare payments systems: Considerable audit effort was expended on
seeing whether Medicare claims processing systems were producing ac-
curate and timely benefit payments. Auditors worked at the program's
central office, at ten intermediaries and at six carriers.

Part A: In calendar year 1976 intermediaries were paid $170.5
million to process 30.2 million bills totaling $14 billion. The auditors
found that while the systems generally performed satisfactorily, im-
provements were possible to improve economy and efficiency. For ex-
ample: (i) of the 30 million bills processed annually, about two
percent could not be fully processed by Medicare program staff because
of billing errors, (it) beneficiaries were overcharged about $2.9
million because charges were billed separately for outpatient services
that should have been included in a related bill for inpatient stay,
(iii) bills for multiple services were erroneously rejected as duplicate
bills, while other potentially duplicate bills went undetected, (iv)
about 7.5 million of 14.3 milTion queries made to Medicare program staff
for benefit status information were not necessary, and (v} about 549,000
of 646,000 minor dollar adjustments were processed unnecessarily. A
number of other minor deficiencies, although not widespread, also
reduced the efficiency and increased the cost of bill processing pro-
Cedures,
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Part B: In calendar year 1976 carriers were paid $290.2 million to
process 92 miTlion claims totaling $3.7 biTllion. The auditors found
that (i) an estimated 19,000 claims for 10,000 beneficiaries amounting
to almost $2.2 million nationwide were incorrectly denied, (ii) certain
processing and program costs of about $2.3 miilion at six carriers couid
have been avoided, and (iii) certain payments were not based on properly
computed reasonable charges or were incorrect because of coding errors.
Also, numerous claims were improperly denied because SSA did not inform
carriers that beneficiaries who previously dropped from the program were
reinstated, or because carriers failed to pick up reinstatement infor-
mation. These incorrect denials also caused about 173,000 avoidable
inquiries to SSA about eligibility status.

Program staff concurred with the Audit Agency's recommendations aimed at
improving the claims processing systems.

Medicare Administrative Costs: Medicare's 128 intermediaries and
carriers are estimated to incur $589.1 million in administrative costs
for FY 1978, Audits of administrative cost proposals provide verified
cost information for negotiating final settlements. Significant cost
disallowances were recommended in several areas:

Electronic Data Processing Costs: Seven audits found problems with
electronic data processing costs. For example, not all subcontracts
were let on a competitive basis, several were not approved by Medicare
as contractually required, and in one case there was a lack of Federal
access to records supporting the reasonableness of costs claimed. Other
errors resulted in overclaims of $300 thousand.

Premium Taxes: The auditors have guestioned whether a State-
enacted tax on gross insurance premiums collected from subscribers is an
allowable charge. Some State laws call this a "franchise" tax, ordi-
narily an allowable cost. The Audit Agency believes it is actually a
gross receipts tax, applicable entirely to the contractor's commercial
business. Contractors do not agree. In one case, the Secretary dis-
allowed the cost--the contractor had recovered the total tax from
premium rates charged commercial subscribers. His decision was upheld
by the Armed Services Board of Contract Appeals, and the U.S. Court of
Claims. Seven current reports call for over $1 million in adjustments.
The item continues in dispute. '

Qther sizeable sums recommended for disallowance concerned excessive or
ineligible costs claimed for (i) building space, (ii) cost of invest-
ment, (ii1) indirect costs, (iv} personal service costs, (v) travel, and
(vi) complementary insurance.
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Claims Processing Systems: Adequate controls are needed in a claims
processing system to ensure that Medicaid expenditures are proper
(annual Federal and State expenditures - $19 billion). An effective
provider claims system includes checks and controls over eligibility,
review of services, duplicate payments, reasonableness of cost, and
third-party liability and reimbursement.

Reviews in several States identified problems in each of these areas.
As a result, the systems were not fully effective in controlling the
program costs, and the audits identified about $30 million of improper
payments made by States to Medicaid providers. This amount is being
repaid and/or adjustments made to the Federal account. Corrective
actions based on Audit Agency recommendations have been initiated to
eliminate the deficiencies.

Medicaid-Management Information System (MMIS): These computerized
information systems process claims for medical care and services, and
produce medical services utilization and other management information.
If approved by HEW, Federal matching to defray operating costs is
available at 75%.

Audits of procurement activities dealing with MMIS design, development
and installation in five States disclosed weaknesses including: (i)
instances where maximum free and open competition was lacking; {ii)
problems with the preparation of invitation for bids; (iii) inadequate
price analyses; and (iv) inadequate monitoring of contractor performance.
Recommendations call for States to provide the Federal Government with
assurance of compliance with Federal and State procurement standards.

Fraud and Abuse in Medicaid Claims: Reviews of State agency policies
and procedures for preventing, identifying, investigating, and reporting
suspected fraudulent claims at six jurisdictions disclosed areas in need
of attention: (i) verifying with recipients that services paid for were
actually received, (ii) improving written policies and procedures, and
assuring that identified fraudulent/abusive practices are investigated,
and (iii) improving the bases upon which investigations would result in
suspension of benefits or criminal prosecution.

Reviews of HEW regional office procedures for assisting States in
establishing effective fraud and abuse controls showed that actions were
needed to strengthen regional administration of the Medicaid fraud and
abuse program. Such steps are being taken.

SECTION 1864 AND 1902 AUDITS

Under these sections, State agencies certify health care facilities for
participation in Medicare and Medicaid on a reimbursable cost basis.
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Twelve audit reports questioned about $5 million claimed by State
agencies. The audits also identified problems in State agency admini-~
stration of the certification program.

Overstated Costs: The most significant cost overstatements were caused
by the use of improper or unsubstantiated rates to distribute costs
($2.2 million), charging costs applicable to inspections of facilities
for purposes of State licensure to the Federal Government {$2 miilion),
charging costs of surveys at non-participating facilities to the Federal
Government ($.2 miilion), and using budget estimates rather than actual
costs incurred when requesting payment for administrative costs ($.3
million). The State agencies concurred with audit findings pertaining
to $472 thousand, disagreed with $30 thousand, and have not yet re-
sponded to findings pertaining to $4.6 million,

Operational Deficiencies: Audits disclosed instances of waivers of
serious deficiencies at health care facilities, incomplete survey
reports, delays in reporting deficiencies to the facilities and other
parties, inadequate or untimely follow-up on reported deficiencies, and
inadequate records. With only one exception, the State agencies con-
curred with these findings.

PROFESSIONAL STANDARDS REVIEW ORGANIZATIONS (PSROs)

Limited reviews of 39 PSROs, with about $100 million in funding, identi-
fied problems in management practices. Of the 39 PSROs reviewed 34 had
inadequate accounting systems and poor methods of controlling budgets,
29 Tacked contrels necessary to prevent potentially excessive expendi-
tures, and 14 could not demonstrate they had an adequate system for
evaluating program progress.

As a result of Audit Agency recommendations, HCFA is taking a number of
corrective actions including: (1) the hiring of a management consulting
firm to help solve PSRO fiscal and administrative system problems, {(2)
improved guidance to PSROs by updating financial management and ac-
counting systems manuals and through training in financial areas, (3)
more intense monitoring and guidance concerning the propriety of ex-
penditures and (4) development of a system of program management and
monitoring.

EDUCATION

VOCATIONAL EDUCATION

Allocation of Funds: Audits of vocational education programs in seven
States that receive almost one-third of total program funding (over $400
million in FY 1978) revealed significant variances between the funding
allocations shown in their State Plan, as approved by HEW, and actual
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allocations made. HWhile the plans complied with program criteria,
actual practices did not. As a result, there was no assurance that
funds were being furnished to appropriate agencies and training pro-
grams, OEFE officials agreed to act on increasing guidance, monitoring
and evaluation,

Program Impact: In seven other States it was observed that vocational
education programs may not be responsive to employment opportunities.
State plans provided for training more individuals than could be ab-
sorbed by certain occupations. Thus, funds were expended for training
programs where there was little assurance that job opportunities existed.
Recommendations will call for OE to strengthen monitoring and evaluation
of these programs.

ELEMENTARY AND SECONDARY EDUCATION, TITLE I

Educationally Deprived Children: Thirteen audit reports, covering Title
[, ESEA program funds of about $500 million, called for recommended
financial adjustments of over %21 million. Title I funds were found to
have been used to supplant rather than suppiement State and Tocai funds,
and local education agencies were not providing Title I schools with
State and local funds for services comparabie to those provided non-
participating schools.

Handicapped Children Programs: Six audit reports, covering handicapped
children program funds of about $25 million called for recommended
financial adjustments of over §7 million. One major reason was that
States included attendance data for children in institutions not meeting
Federally mandated eligibility criteria. For example, one State was
allocated about $2 million based on attendance totals that improperly
included children in schools which neither received substantial State
support nor provided -a program meeting State standards for elementary
and secondary education. Recommendations called for strengthening State
program management and assuring compiiance with these requirements.

COLLEGES AND UNIVERSITIES (RESEARCH FUNDS)

Colleges and universities annually receive about $4.5 billion from
Federal sources (HEW: $3.2 billion) for various research and demon-
stration projects. HEW Audit Agency has been assigned responsibility
for audit of all Federal funds at about 94% of the schools. About 20%
of the Agency's resources are allocated for these audits.

Reviews of $1.2 billion in expenditures showed that $13.2 million were’
not properly charged. Recommendations were made that this amount be
recovered, Also, because of inadequate accounting and workload distri-
bution systems and poor internal controls, the auditors could not
determine whether another $419.7 million had been properly charged.
This amount was set aside for consideration by program officials as to
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allowability. Audit reports recommended that schools review and revise
their workload distribution and other reporting and accounting systems
to bring them into 1ine with Federal requirements. '

Audits at colleges and universities have consistently shown major
problems in the way they account for salaries and wages of faculty and
other staff charged to Federal Projects. The Department has recently
revised its procedures for resolving audit reports showing major system
deficiencies. The revised procedures include an early audit review
service for schools on proposed changes in their accounting systems, and
sanctions against institutions and individuals when corrective actions
are not taken in a reasonable time period.

STUDENT FINANCIAL AID

During FY 1977, the Audit Agency processed 1,111 audit reports on stu-
dent financial aid programs: the Guaranteed Student Loan Program (GSL),
National Direct Student Loan Program, College Work Study Program,
Supplemental Educational Opportunity Grants, and Basic Educational
Opportunity Grants, About half of these reports commented on one or
more administrative weaknesses the most serious relating to student
eligibility determinations and awarding procedures, refund practices,
the financial stability of participating schools, improper use of
Federal funds, loans collection procedures, and problems with the
computation of interest billings in the GSL program.

Vocational Schools: Because of indications of irregularities in the use
of Student Financial Aid funds, a major audit initiative was begun in FY
1976 and carried through to FY 1977 to review proprietary vocational
schools participating in Federal student aid programs. Twenty-five

~ schools in 15 States were reviewed, including several correspondence
schools. The audit scope included recruitment practices, job placement
activities, refund practices, and other financial matters,

At 16 schools, over $30 million in refunds to students, GSL Tenders or
OE were found to be late, incorrectly computed, or not made. As a
result, the GSL program was billed for excessive interest of $10.3
million. An additional $1.8 million in additional interest overbillings
was also identified, attributable mainly to unsupported estimates of
Toan balances and delayed graduation of students. Over 80% of these
overbillings were caused by correspondence schools.

Seven schools were found to be using misleading or inaccurate infor-
mation about job placements, class sizes and other recruiting data.
Four schools did not exercise due care and diligence in their GSL
collection activities. Other problems: schools did not graduate or
terminate students, request OE pre-claims assistance, or file GSL
defaulted claims in a timely manner.
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The Audit Agency made numerous recommendations, including that OE give
high priority to vocational schools in their compliance dnd program
review activities, and to issuing new regulations to correct the practices
noted. OE generally concurred and has numerous corrective actions in
process.

The Basic Educational Opportunity Grant Program: OE's use of a com-
puterized fund allocation and monitoring system for this program was
found ineffective. This system is intended to alert program staff to
discrepancies in data reported by grant recipients, but certain internal
checks were not being performed and expenditure data of grant funds by
schools were not being verified. Because of inaccurate data, program
staff lacked a sound basis for monitoring the schools, accounting for
program funds, or having current and accurate program activity infor-
mation. Internal controls to safeqguard transaction tapes and student
eligibility forms were deemed inadequate.

QE concurred in these findings. A contract has been awarded to work on
improving the 1nformat10nland monitoring system.

INCOME MAINTENANCE AND HUMAN DEVELOPMENT

AID TO FAMILIES WITH DEPENDENT CHILDREN (AFDC)

Administrative Costs: A report summarizing 66 individual audit reports
issued over the past three years on the costs to administer the AFDC
program (FY 1977 Federal expenditures $6.2 billion), illustrated nation-
wide problems in State overclaims for administrative costs. There were
182 instances of significant improper claims for administrative costs,
168 were reported for the first time and 14 were repeats. Over $78.2
million was involved. Findings dealt with non-compliance with Federal
criteria, incorrect rates of Federal financial participation, claiming
the same costs under more than one program, incorrect methods of cost
allocation, and claiming ineligible costs. '

In response to the audit recommendations, the States as of December 1977
had reimbursed $44 million. The balance of $34 million represented
adjustments for which (i) final action had not yet been taken by program
officials, or (ii) States had filed for reconsideration. The Audit

Agency has recommended that responsible Federal officials more aggressively
review and monitor State agencies' claims for reimbursement, and con-

sider establishing and imposing fiscal sanctions or other administrative
motivators in cases of inaccurate/excessive claims. '

Foster Care: Eighteen audit reports issued in 13 States have pointed

out that significant program management weaknesses with adverse affects
on the types of care and services provided to foster children.
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There were at least 47 instances of procedural weaknesses or noncom-
pliance with substantive program requirements: (1) eleven instances
involving problems with the licensing of foster care facilities, (2) two
involving mixing foster children with delinquent children, (3) eight on
problems with preparing plans of individual care, and (4) twelve in-
volving the eligibility of children for the program. There were at
least 14 other conditions identified as detrimental to the children and
the program as a whole, '

The Audit Agency is considering recommendations for establishing uniform
minimum Federal standards for licensing and inspection of foster care
facilities and for Federal program officials to provide improved moni-
toring of State and local agencies involved in licensing and inspection
of foster care facilities.

SUPPLEMENTAL SECURITY INCOME PROGRAM (SSI)

Effective January 1, 1974, this Federally administered cash assistance
program replaced the former State-administered programs of (1d Age
Assistance, Aid to the Blind, and Aid to the Permanently and Totally
Disabled. The program is intended to provide a minimum income for
eligible persons using nationally uniform eligibility requirements and
benefit criteria. Problems relating to program administration identi-
fied by the Audit Agency related to:

State Claimed Conversion Costs: Approximately $11.8 million of costs
claimed by 15 States for transferring aged, blind, and disabled records
to Federal contrdl were audited--recommended financial adjustments
totalled $1.7 million, Overclaims generally resulted from lack of
controls to insure that amounts claimed were accurate and supportahle by
required documentation., SSA has settled with eight States and settle-
ments for the balance are in prdcess. Audit recommended disallowances
of $274,436 were sustained by SSA in the settlements.

One-Time Payments: The issuance of manually processed one-time payments
under SSI was not properly controlled, and most payments were not being
recorded on the recipients master records. Recommendations that the
manual pay process be automated, and all one-time payments be computer
generated and properly recorded, were agreed to by SSA. They plan to
have a fully automated system by the end of 1978, In the interim, more
effective controls over the manual one-time payment system are being
implemented.

Interim Assistance Payments: For the first eight months of FY 1977,
interim assistance payments under SSI--made to participating States--
totalled $22.8 million, Review of State reports disclosed cases where
States did not adhere to established reporting requirements and that SSA
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took 1ittle, if any, action to obtain compliance. SSA also lacked
sufficient assurance that States withheld proper amounts of reimburse-
ment for interim assistance payments, or that recipients received the
correct balance of the SSI payment they were due. S$SA agreed and
advised corrective action is being taken.

VOCATIONAL REHABILITATION PROGRAM {VR)

The VR program's basic purpose is to prepare handicapped persons for
gainful employment--1973 amendments to the VR Act require priority to be
given to individuals with most severe disabilities, also, that each
client receive an individualized written rehabilitation plan. .

The results of a broad-based five State audit, show mixed program
results: States have increased the numbers of severely disabled clients
accepted for services but improvement is needed in the outcomes for all
vocational rehabilitation clients. Half of the reported successful
¢lients had full-time competitive employment, 20% of which were un-
employed five months of leaving the program, and 11% of the reported
employed actually were not employed when their cases were closed.

Marginal economic gains were realized for most successful clients. Half
of the clients did not feel the services received were useful in getting
a job--and they used little or none of their training on the job.
Requirements for an individualized written rehabilitation plan were
often not observed. Those clients with plans had a greater 1ikelihood
of being placed in competitive employment than those without.

Audit recommendations call for counselors to do more in providing job
placement services and to be better trained in requirements for indi-
vidualized written rehabilitation plans. Also, counselor caseloads
needed to be reasonably Timited, and supervisors needed to review client
cases for completeness, particularly during critical points. Lastly,
responsible HEW program staff needed to periodically check the accuracy
of State agency reported data. These recommendations were under con-
sideration by program staff.

" SOCIAL SERVICES

Purchase of social services (Title XX, Social Security Act) by State and
local governments accounts for over half of the $2.5 billion Federal
allotment. Ten reports on contracting procedures in seven States
identified significant weaknesses in: (i) contract monitoring, (ii)
rates of payments to providers, and (iii) methods for charging costs to
the contracts. One audit of State purchased Homemaker/Chore services
disclosed improprieties on the part of private entrepreneurs. The Audit
Agency recommended increased Federal monitoring. Program officials
advised that corrective measures were being taken.
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RETIREMENT AND SURVIVORS INSURANCE

Benefit Payments: Audits of the retirement and survivors insurance
benefit payments process showed that SSA needed to develop an automated
system to identify potential underpayment conditions that affect selected
beneficiaries (i.e. those who have not met filing requirements for all
benefits for which they may be eligible). Further that SSA's district
offices ought to inform such beneficiaries of their potential right to
higher benefit payments. The need for automation was also called for 1in
certain cases involving benefit recomputations (those involving prior
periods of disability, and where the beneficiary is due an increase in
benefits). Some two-thirds of these recomputation cases still require
manual processing in the Program Service Centers--a timely and expensive
process,

SSA indicated general agreement with these recommendations for corrective
action.

DISABILITY DETERMINATIONS

State agencies making disability determinations on behalf of SSA con-
tinue to experience problems in (1) implementing effective quality
assurance procedures, and (2) submitting accurate claims for reimburse-
ment of administrative costs.

Quality Assurance Procedures: SSA's Bureau of Disability Insurance has
prescribed minimum requirements for the types of reviews considered
essential for effective program monitoring, Four of the thirteen State
agencies reviewed however, had not fully implemented these requirements.
Auditors recommended the State agencies establish necessary procedures
and controls and that SSA monitor their implementation.

Administrative Costs: Reviews of administrative costs claimed by 14
States noted that about $1.2 million--out of $124 million claimed--was
~either unallowable or unsupported by accounting records. To.preclude
recurrence of this problem, auditors recommended improvements in the
State agency procedures for fiscal controls over the disability program,

Actions to implement the audit recommendations have been or are being
taken.

HEW ADMINISTRATION

COMPUTER SYSTEMS SECURITY

Protecting Access to SSA's Data Bank: The Advance Records System--a
telecommunications system maintained by the General Services Admini-
stration (GSA) for Federal Agencies--is used by SSA offices, State
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agencies, and private insurance companies for SSA program and admin-
istrative purposes, and by 33 other Federal agencies. Auditors reviewed
the systems' security to see whether a user of the system outside SSA
could gain unauthorized access to SSA's central office data bank. It
was concluded that security of the system could be compromised when
certain specific conditions were met.

SSA agreed and promptly initiated meetings with GSA to jointly develop
necessary corrective action. Pending permanent installation of needed
safeqguards, interim security measures were implemented.

Data Acquisition and Response System-Security Controls: Controls over
the Social Security Administration's Data Acquisition and Response
System {SADARS) were reviewed to evaluate the security of the system
including its terminal facilities at SSA's headquarters in Baltimore.
SADARS is used to process claim's data such as applications and eligi-
bility changes for all SSA programs. Improvements were needed in (1)
management guidance and emphasis on systems security, (2) security over
terminal access and use, and (3} effectiveness of programmed security
clearance system,

SSA generally agreed with the Audit Agency's findings and recommen-
dations. They took prompt action to correct an identified systems
control deficiency and subsequent tests showed that SSA's action to
correct this problem was effective. In addition, security measures to
correct other weaknesses were being considered or in process.

ADP_SYSTEMS DEVELOPMENT POLICY

Certain personnel, contract, and grant information systems at the
National Institutes of Health (NIH) were found to contain information
duplicated in other management information systems within NIH and at the
Department level. In these cases, data was being independently input
into each system from basic source documents. Further study showed that
this duplication occurred because of inadequacies in the Department's
policies and procedures governing development and use of ADP systems.
New ADP systems were not always adequately justified--monitoring of
systems development was ineffective--evaluations of ongoing systems were
not being made. :

Auditors recommended strengthening of procedures over approval of new
systems and periodic evaluations of operational systems to identify and
. eliminate duplication. Departmental policies dealing with these areas
have been strengthened,
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ACCOUNTING OPERATIONS

Federal Assistance Financing System (DFAFS): Under DFAFS, recipients
are provided cash in support of program needs, expenditure reports are
received, and HEW's principal operating components are furnished with
transaction data for their accounting systems. An audit found that poor
accounting practices resulted in at least $43 million in payments made
during 1975 and 1976 being unrecorded. and that another $15 million was
recorded more than once or at incorrect amounts.

Recommendations for appropriate controls were accepted by Department
officials who stated that significant improvements had been made to
improve system integrity.
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SUMMARY OF OFFICE OF INVESTIGATIONS
CONVICTIONS REPORTED IN
CALENDAR YEAR 1977
{(Includes Medicare/Medicaid)

School officials can and do take advantage of Student .
Financial Assistance Programs. The HEW Audit Agency re-
viewed the records of a Beauty School and discovered
apparent misuse of Basic Eligibility Opportunity Grant
(BEOG) and Federally Insured Student Loan (FISL) funds.
The matter was then referred to the 0ffice of Investiga-
tions.

The investigation established that some students allegedly
receiving loans and grants had never attended the school.
Others had dropped out after short pericds. Federal loan
and grant funds were in fact diverted and were used by a
school official to defray corporate expenses and for
personal use.

The school official was indicted on 30 counts of embezzle-
ment, 9 counts of mail fraud, and 3 counts of false state-
ments in February 1977; the school corporation was
indicted sgimilarly. In June 1977, the official and the
corporation entered guilty pleas to 9 counts on all 3
types of violations; the remaining counts were dismissed.
The official was sentenced in August 1977 to five years,
suspended, placed on 5 years'probation, and ordered to
make restitution of $74,000. The corporation's penalty
{civil) has yet to be detemined.

The HEW Audit Agency referred another case involving a
school which ultimately involved over a million dollars
of student assistance funds. This was a long complex
investigation necessitating the review of voluminous
records, countless interviews, and numerous court appear-
ances, It demonstrates clearly the cooperative efforts
of the Audit Agency, the Federal Bureau of Investigation,
the U. S. Attorney and OI.

This enterprising "educator" diverted over $450,000 from
BEOG, FISL, and the College Work Study (CWS) programs to
his own use. Needless to say, it was a tedious task to
piece together the financial manipulations pertinent to
this diversion of funds to establish a total.

It i1s interesting to note that this owner could have
utilized an additional $400,000 of grant funds. This
amount, however, was deobligated and the school owner did
not get the opportunity to divert these funds.
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The subject was convicted and sentenced to four years'
imprisonment and five years' probation. In August 1977,
HEW obtained a civil judgment against the individual for
$634,144.

Some Student Financial Assistance cases are relatively
simple as previously noted., For example, a student
employee of a school stole, forged, and cashed two BEOG
checks totalling $1,200.

An information charging violation of Title 18 U.S.C. 1003
{(Issuance of a forged instrument) was filed in May 1977.
Subject was convicted and sentenced to four years'
imprisonment in June 1977.

One investigation centered on a doctoral candidate who
falsified his income and received both BEOG and National
Defense Student Loan funds. 0OI investigation confirmed the
facts. The individual pleaded guilty to furnish false
statements to the Government and was sentenced to 2 years'
probation and ordered to make restitution of $5,500.

Schemes to bill the Federal Government constantly surface.
Recently the United States Public Health Service (USPHS)
advised that information had been received from a county
health service agency which stated that its former pur-
chasing agent had embezzled $87,619 in HEW grant funds.

OI investigation and a private company audit disclosed
that the purchasing agent had established a dummy corpora-
tion and ordered non-existent supplies from it. Payments
to the company were deposited by the purchasing agent to
an account he maintained under another name.

A six-count indictment charging violation of Title 18
U.5.C. Section 1001 was returned against the subject by a
Federal Grand Jury in November 1977, He was subsequently
convicted on all counts and sentenced to four vyears'
imprisonment,

The HEW Audit Agency advised that review of travel vouchers
of two Regional employees indicated that they were altered
and false claims were filed.

0I investigation reflected that the two employees had each
submitted three false lodging claims in 1975-76. Investi-
gation included interviews of employees and contacts with
hotels where employees allegedly were lodged.

Both employees pled guilty to Title 18 U.S.C. Section 287

(fraudulent claims) and each was sentenced in April 1977
to one year's probation plus $900 fine.
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The SSA advised that they had received an anonymous
allegation which indicated a Norwalk, California, S5A
Field representative had issued benefit checks fraudu-
lently.

OI investigation disclosed that the Field representative
had caused a benefit check to be issued to her mother who
was ineligible for benefits. The employee admitted her
guilt and was indicted on one count of violation of

Title 18 U.S.C. Section 641 (unlawful conversion of funds)
on April 20, 1977. She entered a guilty plea the same
date and was sentenced on May 10, 1977, to five years'
probation and ordered to make restitution of $7,800,

An HEW Regional Official requested OI aid in investigating
the activities of a former employee. O0I, along with
Postal authorities, U.S. Secret Service, and local police,
determined that the former employee had stolen, forged,
and cashed five Supplemental Security Income (SSI)
recipient benefit checks in late 1976.

The individual was indicted by a Federal Grand Jury in
April 1977, pleaded guilty, and was sentenced to three
months' incarceration and placed on three months’
probation.

An Assistant Regional Director for Management and
Finance, DHEW, requested that 0I investigate the travel
voucher claims of a retired employee.

It was determined that the former employee had falsely
claimed over $1,300 in expenses for an inter-regional
transfer.

The former employee was indicted on three counts of

false statements in July 1977. He was allowed to enter a
guilty plea to two misdemeanor counts in August 1977, and
sentenced to two years' probation, plus a $1,500 fine.
Civil recovery actions may be undertaken.

A Special Project Officer of the SSA requested OI inves-
tigation into the procurement activities of a Regional
SSA official,

0I and Local investigation disclosed that the official
had contracted with a builder for services to an SSA
office and had accepted rebates and refunds from the
builder. The official had also forged six purchase order
forms for construction which, when checked, was not done
on the premises described on the forms nor was it
described correctly.
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The official was indicted on three felony counts in

June 1977, and pleaded guilty to one count of violation
of Title 18 U.S.C. Section 1001 (false statement} in
December 1977. He was sentenced to five years' probation
and fined $5,993.85.

The Social Security Administration requested that OI
investigate the activities of a Regional employee., It
was determined through interview and documentation review
that the employee had converted three SSA overpayment
returns to her own use, The employee admitted it.

The employee pleaded guilty in June 1977, to an informa-
tion charging two counts violation of Title 18 U.S.C.
Section 641 {embezzlement). She was sentenced to four
years' imprisonment, suspended, and four years' probation
in July 1977. Conditions of probation include the
restitution of $2,031.06,

Region IX advised that a Fiscal Services Officer had
resigned when her activities were questioned. O©OI inves-
tigation disclosed that the ex-employee had converted to
her own use monies from supposed advances to other
employees.

The individual was indicted for fraud against the Govern-
ment in July 1976, and convicted of same in early 1977.
Sentencing was deferred; defendant was placed on unde-
terminate probation, and ordered to make restitution of
$693.50.

HEW Audit Agency review of Project Head Start grantee
reflected unaccounted expenditures of grant monies. OI
investigation disclosed that Project Director had
embezzled $8,300+ and had converted these funds to his
own use.

A Project Director was indicted in July 1976, and pled
guilty to two counts of embezzlement in December 1976.

He was sentenced to three years' imprisonment and fined
$500,

An HEW Audit Agency review of Project Head Start grantee
disclosed missing records and an incomplete audit conduc-
ted by a private firm. Attempts to locate independent
auditors indicated they were non-existent. ©I investiga-
tion disclosed no private firm audit was conducted; checks
made out to the audit firm were forged by Director of the
project and pocketed.

The Project Director admitted guilt, was indicted on two
counts of obtaining monies of U.S. by fraud in October
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1976; he was convicted of two counts of embezzlement in
January 1977; and received a suspended sentence, three
years' probation, and ordered to make restitution of
54,800,

The HEW Audit Agency advised that officials of a
Community Action Agency had misued OHD grants. OT
investigation reflected that officials of the agency
used grant funds for personal expenditures such as
household items, repair to homes, etc.

Indictment returned in August 1976, led to a guilty plea

. from one official in March 1977, to a charge of embezzle-

ment. Three other officials were indicted in January

1977, for making false statements, and each pled guilty

to one count in May 1977. Sentences are pending.

One nursing home case is of particular interest because
it shows the time-span involved. This case first
received attention in 1971 by the Bureau of Health
Insurance. It was referred to the U. S. Attorney in
1974, In 1975 a Grand Jury investigation began. In
1976 indictments were returned against three defendants
and in November 1976 the owner and two of his corpora-
tions pleaded guilty to a criminal information. In 1977
the owner and two corporations were fined a total of
$22,000. This case, investigated by OI in cooperation
with the U. S§. Attorney, HEW Audit Agency, and OPI is
still an open matter. Over $100,000 in over-payments
is involved and currently, civil fraud action is planned.

This is a significant case. It was successfully
accomplished because of team action which, conservatively
estimated, has taken at least five man years to date,

and more time will be required for planned civil fraud
activity.

Generally speaking, fraud in the Medicaid/Medicare area
involves in large part, billing for services not rend-
ered. OI in cooperation with OPI conducted a joint
investigation regarding a physician. A State health
finance monitoring agency and Medicaid carrier advised
that reviews reflected that a physician had billed
Medicaid for services not performed. The total false

claims against the Federal Government were in excess of
$200,000.

O0I investigation reflected that the physician had billed
for operations and lab tests that he had not performed,
hospital visits not made, and other services not render-
ed. Records, reviews, and patient interviews were
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utilized to prove the case.

a 47-count indictment was returned by a Federal Grand
Jury, charging false statements, against the physician
in March 1977. He was convicted of 20 counts in May
1977, sentenced to 8 years' imprisonment, and fined
$50,000. The sentence is now under appeal.

Another OI investigation in cooperation with OPI in-
volved a Florida-based Home Health Care agency.
Allegedly its officers had submitted inflated semi-
annual cost reports to a Medicare carrier.

Investigation reflected that the officers had used
Medicare funds for wvacations, for non-existent attorneys'
fees, had used Medicare funds to provide treatment to
non-Medicare patients, had used Medicare funds to pay
consultants, and had used Medicare funds as "kickbacks"
to physicians for referral of patients. The agency was
overpaid by $273,000 in FY 1975.

Three officers were convicted, two in March 19277, and
one in July 1977, on charges that included mail fraud,
conspiracy, and embezzlement. A total of seven years'
imprisonment was imposed and civil recovery procedures
initiated.

In another case a review of Medicare claims of a
chiropractor reflected possible false claims. OI
investigation reflected through review of claims and
interviews of recipients that the chiropractor and his
wife had made false claim statements to a Medicare
carrier on over 300 occasions.

A six—-count indictment charging violation of 18 U.S.C.
Section 1001 (false statements) and 18 U.S$.C. Section 371

" {conspiracy) was returned in August 1977. Both were

found guilty of a total of five counts in October 1977.
The chiropractor was sentenced to one year imprisonment
and three years' probation; his wife was sentenced to
two years' probation.

0I and OPI cooperated in another investigation prompted
by a review of Medicare claims of a physician which
reflected possible false claims. OI investigation
established through review of claims and recipient inter-
views that the physician and his wife had made false
claim statements to a Medicare carrier on over 58
occasions.

A 20~count indictment charging violation Title 18 U.S.C.
Sections 286 and 2 (conspiracy and fraud) was returned
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against them in June 1977. Both pled guilty to a total
of three counts in August 1977. 1In October the physician
was sentenced to three years' imprisonment and five
years' probation; his wife was sentenced to three years'
probation.

A review by a State Social Service Agency reflected that
a dentist had submitted false claims to the Medicaid
program. The matter was referred for investigation.

0I investigation indicated that the dentist wrote un-
necessary prescriptions for Medicaid recipients, billed
Medicaid for tooth extractions he didn't perform or that
gsomeone else had performed, and he also billed Medicaid
for services he had previcusly billed for privately.

A 75-count indictment charging false statements was re-
turned against the dentist in Septemher 1976, by a
Federal Grand Jury. He pleaded guilty to two counts in
February 1977, and was subsequently sentenced to two
years on the first count and one year on the second to
run consecutively. The exXcess Medicaid payments received
were over $250,000; civil recovery action is being
considered.

A U, 5. Attorney requested that QI participate in an
investigation being conducted by Postal authorities and
State officials in which it was ultimately determined
that a number of physicians were billing Medicaid/Medi-
care for services not rendered and were receiving kick-
backs from a medical laboratory which handled their
unnecessary tests,

Sixteen indictments were returned in October 1976, and
eleven convictions were obtained in June 1977 {against
eleven physicians) resulting in fines of over $30,000
and a total of eight years' imprisonment.

Price~fixing, a cost-related matter, is also of interest
to HEW. OI assistance was requested by a U. S. Attorney
to assist local investigators in developing evidence of
a violation of the Sherman Act, 15 U.8.C. Section 1,
against hearing aid distributors in a large metropolitan
area.

The investigation established that the distributors had
conspired to fix prices artificially high for hearing
aids and to stifle competition. Thirteen defendants were
indicted in June 1976, and nine were convicted or pled
guilty in April 1977, to conspiracy and mail fraud.
Sentences are pending.
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MEDICARE CONVICTIONS IN CALENDAR YEAR 1977
REPORTED BY OQFFICE OF PROGRAM INTEGRITY

OPI provided the IG with case summaries on all Medicare
convictions in calendar year 1977. As noted previously,
OPI's investigative effort covered a wide spectrum, Follow-
ing is a description of each Medicare case investigated by
OPI:

1. A case was opened as a result of a complaint
by the fiscal intermediary, Prudential Insurance
Company, that a laboratory was billing for
services not rendered. The complaint was
received in the New York Regional Office in
April of 1976, Prudential reviewed 89 Medicare
claims and found that on each one the laboratory
was either misrepresenting services or altering
bills by adding on tests which were not ordered
by the physician. In June of 1976, the case
was referred to the U. S. Attorney's office for
prosecution.

The corporation and one individual entered pleas
of guilty in September to Federal conspiracy
charges in U. S. District Court. The individual
involved is currently serving a 6 to 9 year
sentence imposed as a result of his conviction.

2. The New York Regional Office started an investi-
~gation of a New York dermatologist, in November
1975, after receiving a complaint from the
carrier that the doctor was misrepresenting
services rendered. On April 25, 1977, he was
charged with 48 counts of filing false claims
and 43 counts of mail fraud. He pleaded guilty
and was found guilty in November 1977, to one
count of submitting a false claim and is
currently awaiting sentence.

3. A routine Regional Office investigation revealed
that a physician's secretary, was billing for
nonrendered services. She was billing Medicare
for EKGs and X-rays which the physician did not
perform, and forging the doctor's signature on
the billing. The billings were primarily for
services rendered nonassigned relatives. She
pleaded in April 1977, to one count of mail
fraud and was found guilty. She has not as yet
been sentenced.

4, An investigation was initiated as a result of a
beneficiary complaint to the Poughkeepsie Social
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Security Office that a physician had billed
Medicare for services he did not render. In
the course of the initial investigation,
contacts were made with 15 beneficiaries, in
addition to the children of 2 other bene-
ficiaries, relative to 495 claims filed by the
doctor from about October 1968 through March
1973, These claims represented a total of
4,280 billed services of which only 942 were
verified as having been rendered. There were
additional indications that a number of claims
bearing the beneficiaries' signatures were
forgeries.

On November 10, 1976, in United States District
Court, Southern District of New York, this
physician was found guilty of 53 felony counts
(Title 18 U.S.C. Section 1341, 287, and 2) of
willfully and knowingly making or causing to be
made false statements or representations of
material facts for the purpose of causing pay-.
ments to be made under Title XVIII of the Social
Security Act, as amended. As a result of the
conviction, he was given a 2 year sentence of
which 18 months was suspended provided he be
confined to jail for 6 months. He was placed
on probation for 18 months.

This case was opened on January 26, 1973, as a
result of a beneficiary complaint to the New York
Bureau of Health Insurance Regional Office that
the physician had billed for in-hospital services
he did not render. In the course of the initial
BHI investigation, contacts were made with 13
beneficiaries, 10 of whom indicated their care

by the doctor was in his office, although the
billings were for home visits. It was sub-
sequently established that he had submitted 410
claims for 64 beneficiaries; on these claims,

he billed for home visits when, in fact, the
services were rendered in his office.

The case was referred to the U. S. Attorney's
office on January 8, 1976, with a recommendation
for criminal prosecution. The doctor pleaded
guilty to one count of unlawfully, willfully,

and knowingly combining, conspiring, confederating,
and agreeing with others to defraud the United
States by obstructing and hindering the Department
of Health, Education, and Welfare in administer-
ing the Medicare program. In 1977, he was given
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a 2-year suspended sentence, placed on proba-
tion for 6 months, and fined $2,500. Exclusion
action is pending.

On October 28, 1975, the New York Regional Office
recelved a complaint from a New York area carrier,
Blue Shield, regarding alleged improper issuance
of checks by one of their employees. An investi-
gation was conducted by the NYRO and the Office

" of the United States Attorney, Southern District

of New York. This led to a March 1976 indictment
and the employee was charged with 18 felony counts.
He was convicted after pleading guilty and was
sentenced to four months in prison and 32 months
on probation for embezzling more than $100,000 in
Medicare funds. He also faces two Federal civil
suits to recover more than $100,000 in total
damages. The employee had manipulated claims data
between 1971 and 1975 and caused a computer to
issue checks to ineligible recipients who shared
the proceeds with him,

The NYRO received a complaint from the Medical
fiscal intermediary alleging falsification of
records by the business manager of a nursing
home, After investigation he was indicted in

the Southern District of New York on 12 felony
counts. The primary count being filing false
Medicare and Medicaid statements. The false
statements enabled him to pay for personal
expenses when the money should have been used

for the care of patients at the nursing home.

He was convicted on two felony counts (conspiracy
and false claims) and was sentenced on January 11,
1977, to five months imprisonment and fined
$5,000. He was also sentenced on a related
charge of inflating his employee withholding
taxes to the IRS. He was placed on one year
probation and ordered to pay a fine of $2,100.

In March 1976, New York Blue Cross/Blue Shield
complained that a laboratory was submitting
duplicate bills. After extensive investigation
a part-owner of the laboratory was charged with
165 counts of conspiracy and submitting fraudu-
lent invoices for Medicare and Medicaid claims.
He was also charged with 65 counts of mail fraud
and conducting an enterprise by a pattern of
racketeering based on mail fraud. The laboratory
was also charged with conspiring with the part-
owner to defraud HEW and New York State. On
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December 9, 1977, both were found guilty by a
jury on 30 counts of mail fraud, 77 counts of
filing false claims.

The Prudential Insurance Company reported to
the NYRO in March 1976, that a Convalescent
Center was billing for services not rendered.
After an investigation by the NYRO and the
Department of Justice in Newark, New Jersey,

a Grand Jury indicted the Convalescent Center
and its administrator. Both defendants were
charged on 16 counts, which included tax
evasion and submitting fictitious and fraudu-
lent statements to HEW. He pleaded guilty
and was sentenced April 19, 1977, to 6 months
in jail, 5 years' probation, and a $5,000 fine.
The Convalescent Center was also fined $5,000.

The New York Blue Shield complained to the

New York Regional Office that a Medical Therapy
provider was generating duplicate billings at

a rate of approximately 10 percent of their
total billings for the first 6 months of 1975,

The owner and the Company were investigated by
the Regional Office and on July-18, 1977, the
case was referred to the U. S. Attorney. He
was indicted September 12, 1977, for conspiracy,
false claims, false statements, racketeering,
and perijury, a total of 189 counts. He was
tried by a jury, convicted in December 1977, on
57 counts of false claims, 34 counts of mail
fraud, one count of perjury, and one count of
conspiring to defraud the United States
Government. On January 6, 1978, he was
sentenced to 6 months in jail and fined $10,000.
The Company was fined $15,000.

In May of 1975, the Chicago Regional Office
began an investigation of a chiropractor as a
result of beneficiary complaints that he was
billing the Medicare program (through Blue Shield
of Michigan) for services not rendered while
operating a Clinic. The Regional Office inter-
viewed 60 beneficiaries or their relatives and
found additional allegations that spinal adjust-
ment services had not been rendered although he
billed for them. In addition, he received full
payment both from the beneficiaries and from
Medicare for those same services.
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He was indicted on December 16, 1976, in the
Western District of Michigan on eight felony
counts. He requested and received a change of
venue to Oklahoma, having moved to the Tulsa
area following his indictment. On February 15,
1977, in the U. 5. District Court, Northern
District of Oklahoma he was found guilty of two
felony counts {(Title 18, U.S5.C. Section 1001)
of willfully and knowingly making or causing to
be made false statements or representations of
material facts for the purpose of causing pay-
ments to be made under Title XVIII. As a
result of the conviction, the doctor was
sentenced to probation for a period of two (2)
years on each count, to be served concurrently.
In addition, as a special condition of proba-
tion, he was required to make full restitution
of the $5,900 fraudulently obtained from
Medicare.

12, In late 1974, the Chicago Regional Office began
an investigation of an ophthalmologist as a
result of a beneficiary complaint that he billed
the program for the dispensing of a pair of
contact lenses which were not received, Investi-
gation determined that 14 of 25 beneficiaries
interviewed by the RO and for whom Medicare claims
had been submitted for the dispensing of contacts
denied receiving any contact lenses.

On January 19, 1977, in United States District
Court, Eastern District of Michigan, the doctor
pleaded guilty to one misdemeanor count (Title
42 U.5.C., Section 1395) of knowingly and will-
fully making or causing to bhe made false state-
ments or representations of material facts in
application for a Medicare benefit or payment.
As a result of the conviction he was fined
$2,500. The defendant was placed on probation
.for a period of 2 years during which he must
donate 1 day per week of his professional
services to the Greater Detroit Society for the
Blind. The defendant must also make restitution
of the actual money falsely claimed from the
Department of Health, Education, and Welfare.
Civil settlement is still pending.

13. An individual owned and operated five (5) nursing
homes in California and Utah with another party
from November 1972 to June 1974. In December
1974, Blue Cross of Utah received information
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that they were involved in falsifying various
expenses relating to the operations of three
Title XVIII facilities. An investigation con-
ducted by the Program Integrity Branch, BHI,
disclosed that the partners engaged in a scheme
to receive kickbacks from physical therapists
and pharmacies, and that they had received over
$32,000 which they failed to disclose on the
Medicare cost reports of three Title XVIII
facilities for the fiscal years ending 12-31-72,
12-31~-73, and 6-30-74,

On March 18, 1977, $40,000 was paid to the
Bureau of Health Insurance in full settlement

of all civil fraud liability. ©On May 2, 1977,
one partner pled guilty to one misdemeanor

count under 42 U.S.C, Section 1395 nn, of
knowingly and willfully making and causing to

be made a false statement and representations

of material facts in an application for benefits
from the Bureau. The U. S. District Court of
California, Southern District (after transfer
from the District Court in Utah) fined him $5,000
and sentenced him to 1 year in prison. The
remaining seven counts were dismissed.

Investigation of podiatrist began January 1976.
The case was brought to light through the
investigation of an unrelated case. During an
interview with a program specialist, a bene-
ficiary mentioned a problem with a recent EOMB
he had received.

A beneficiary alleged that the charges claimed
by a podiatrist for an incision and drainage
were in excess of services actually performed.
The Regional Office surveyed over 400 hene-
ficilaries and found 104 further allegations of
fraud, The majority of these allegations
involved misrepresentations of services:
incision and drainage had been claimed when
routine trimming of toe nails was the service
performed. The number of counts involved was
dropped to 24 at the time of the trial due to
beneficiary deaths, inability to testify, etc.

On November 17, 1977, in United States District
Court, Colorado, the podiatrist was found guilty
on 22 of 24 counts {({Title 42, U.S5.C. Section
1395 nn (&) (1} of knowingly and willfully
making or causing to be made false statements or
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representations of material facts in an
application for a Medicare benefit or payment.

He was fined $10,000 and received 2 years pro-
bation at his sentencing on November 30, 1977.
The civil aspects of this case are still pending.

An investigation into the billing practices of
the subject began 8-11-75, following the receipt
of information from the carrier that he was
billing for services not rendered. The investi-
gation confirmed that the physician, in addition
to billing for services not rendered, was
collecting payments from his patients, and from
Medicare and Medicaid. He was indicted on
4-12-77, on 10 counts of violating 18 U.,S.C.

1001, 42 Uu.S.C. 408, 42 U.S.C. 1395 nn, and

31 U.8.C. 231. On May 31, 1977, he pled guilty

to 2 misdemeanor counts and was sentenced July 13,
1977, to 3 months in prison, 21 months' proba-
tion following incarceration during which period
he must work 2 days per week at a free clinic for
48 weeks per year. He was also fined $500. No
civil action has been filed nor has administrative
sanction been imposed.

An investigation into the billing practices of
the subject began 3-13-75, at the suggestion of
the Medicare carrier, Travelers Insurance Company,
that he was billing for services not rendered.

The investigation confirmed that the subject

was billing Medicare for services which were in
fact being rendered by his nurse and which were
not under his personal direction or supervision.

On January 19, 1977, the subject was indicted
in U. S. District Court, Richmond, Virginia, on
18 counts involving the mail fraud statutes, 2
felony and 5 misdemeanor counts for submitting
fraudulent claims to Medicare (and Medicaid).

He was found guilty on 3-30-77, on the 18 counts
of mail fraud (18 U.S.C. 1341). On April 25, 1977,
the subject was sentenced to a 6-year prison term
and fined $8,000. He will also be placed on 5
years' probation following his incarceration.

Civil action is pending, and no administrative
sanction has been levied.

An investigation into the billing practices of

the subject was prompted 7-31-75, upon receipt
of information from the carrier that he could
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be misrepresenting services. The investiga-
tion uncovered a billing scheme which involved
billing Medicare for (1) excessive laboratory
tests; (2) diagnostic tests that the laboratory
did not or could not perform; and (3) automated
tests as if they were done manually.

The subject was indicted on 10 counts of mail
fraud and was convicted on April 13, 1977, for
one felony count {18 U.S.C. 1431 and 2). He
was sentenced to 2 years' incarceration in
Federal prison. Civil action and a proposed
termination for Medicare participation, are
pending the subject's appeal of his conviction.

18. This investigation began February 17, 1976,
following a complaint that the subjects. owners,
stockholders, and employees of an Ambulance
Association were misrepresenting services on
Medicare claims. The development revealed that
the subjects had indeed been submitting Medicare
claims for ambulance service which their clients
did not need and were misrepresenting the client's
condition. ‘

The three subjects were indicted 1-19-77, in

U. S. District Court for Eastern Pennsylvania

on 15 counts of violating 18 U.S5.C. Section 1001
for making false statements on their Medicare
claims. On March 13, 1977, the three subjects
pled guilty on all 15 counts and on 5-19-77,
were sentenced to a 3-year suspended sentence,

a 6-month suspended sentence and the Ambulance
Association was fined $1,000.

In addition, as part of a plea bargaining agree-
ment, the subjects agreed to make restitution of
$16,500 in Medicare payments. OPI recommended
that the subjects be terminated from participat-
ing in Medicare program, and the association was
notified of the proposed termination on 8-23-77.
It requested and was granted a hearing on the
proposed termination on November 30, 1977. The
hearing officer has not rendered a decision to
date.

19, In August 1973, the son of a beneficiary
complained to a county (PA) medical society and
the Medicare carrier, Pennsylvania Blue Shield,
that a doctor was billing Medicare for services
he had not rendered. An investigation of the

129



APPENDIX III APPENDIX III

Page 16

20.

21.

Page 16 -

claims submitted by the physician with respect
to 35 beneficiaries was conducted, and dis-
crepancies were found concerning 29 of these
beneficiaries. On November 24, 1976, a
criminal information was filed against him in
the Eastern District of Pennsylvania citing 5
misdemeanor counts of submitting false Medicare
claims (42 U.sS.C. 1395 nn). On February 11,
1977, he entered a plea of gullty to all counts,
and that same day was sentenced to 2 years'
probation and was fined $500. A civil suit was
filed against him in February 1977, claiming
$10,000 in damages, but a compromise settlement
of 82,000 was effected in March 1977. No
administrative sanction has been imposed.

In April 1977, the SSA District Office in
Petersburg, Virginia, advised the Philadelphia
Regional Office (BHI) that they had reports of
three attempts by an Ambulance Service to
defraud the Medicare program. An investigation
by the Regional Office revealed 36 instances of
billing for ambulance services not rendered
involving 14 beneficiaries. The owner pleaded
guilty to one felony count and on October 17,
1977, was sentenced to 5 years' probation and
ordered to make restitution of all Medicare/
Medicaid monies fraudulently obtained.

OPI is preparing a recommendation to exclude
subject from participation in the Medicare pro-
gram.

In February 1974, a former employee advised the
Philadelphia Regional Office (Bureau of Health
Insurance) that two physicians were involved

in questionable Medicare billing practices. An
investigation of these practices revealed a high
percentage of the services were not rendered.
Because of these findings, criminal informations
were filed against the two doctors and their

nurse in the Eastern District of Virginia. On
February 14, 1977, one doctor pled nolo contendere
to seven misdemeanor counts of willfully making
false statements on requests for Medicare payments,
and was fined $5,250; the other pleaded nolo
contendere to four counts of the information and
was fined $3,000; the nurse pleaded guilty to 2
counts, and was fined $600. Both of the
physicians continue to participate in the
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Medicare program as the result of decisions

in their favor at termination/exclusion hearings
held in September and October 1977,

Oon March 3, 1977, in U. 5. District Court,
Providence, two owners of a nursing home were
indicted for eight felony counts under 18 U.S5.C.
1001 and 2 and 1l misdemeanor counts under
Medicare Title XIX in violation of Title 42 U.5.C.
Section 1396 h (a) (l1). The counts cite specific
instances where owners knowingly and willfully
make false statements of material facts on the
cost reports filed with the Medicare intermediary,
Blue Cross of Rhode Island. The false statements
involved the inclusion of costs that had nothing
to do with patient care. '

On September 7, 1977, one owner plead guilty to
one Medicare felony count in violation of Title 18
U.8.C. Sections 1001 and 2. The nursing home
pPlead guilty to one Medicare felony count in
violation of the same provision and also pled

~guilty to one Medicaid misdemeanor count in

violation of Title 42 U.S.C. Section 1396 h (a)
{1).

The subjects were sentenced on October 21, 1977,
as follows:

1 year confinement (10 Months suspended)
85,000 fine.

Nursing Home - $15,000 fine

OPI is preparing a recommendation for termination
of subjects from participation in both the
Medicare and Medicaid programs, This case was
the subject of considerable press coverage.

Investigation of this case began September 7,
1976, following the receipt of information
indicating that the subject may have presented
false credentials in connection with the
Medicare certification of the clinical laboratory
at which she was employed. The investigation
confirmed the suspicion by revealing she had
misrepresented her gualifications on numerous
occasions in order to meet the requirements as
a laboratory supervisor thereby facilitating
the certification of the laboratories for
Medicare participation. The case was sent to
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the U. S. Attorney for Massachusetts on October 15,
1976, and a criminal indictment was obtained
February 9, 1977, charging the subject with four
viclations of Title 18 U.S8.C. Section 1001. The
subject pled guilty to the four violations on

June 28, 1977. The judge suspended the imposi-
tion of a sentence, however, he placed the sub-
ject on 1 year's probation and levied a fine of
$500 payable during the probationary period. No
civil action was instituted because the subject

was not a provider, nor were the laboratories at

which she was employed involved in the viola-
tions. Administrative sanction was not applicable.

On the basis of a July 1973 complaint from the
daughter of a Medicare beneficiary, OPI began an
investigation which ultimately established that
principals of a Home Oxygen Supply Company had
been billing Medicare for services they had not

in fact rendered. On April 14, 1977, the Grand
Jury in the U. 8. District Court in Masgachusetts
returned a 55-count indictment of these defendants,
for billing for mcre oxygen tanks than were
delivered, in violation of Title 18 U.5.C. Section
10Q1 and Section 2.

On September 9, 1977, one brother pled guilty to
30 counts of the indictment and the other pled
guilty to 15 counts. They were sentenced on
October 20, 1977 as follows:

One brother was sentenced to 2 years' imprisonment
{(all but 6 months suspended); 2 years' probation;
and a $10,000 fine.

The other brother received a 1 year suspended
sentence; 2 years' probation; and a $5,000 fine.

A civil complaint was filed (July 8, 1977) against
the subjects seeking damages, totaling $1.7
million. In addition, OPI will recommend termi=-
nation from participation in the Medicare program.

An investigation was begun on this case on May 13,
1976, following the receipt of information
indicating that the subject may have falsified her
qualification of an independent clinical laboratory
for participating in the Medicare program. The
investigation established that she had in fact
presented false credentials in connection:with

the certification of the laboratory. The case was
presented to the U. 5. Attorney for Massachusetts
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on July 21, 1976. On February 2, 1377, the
subject signed a Statement of Acceptance of the
Benefits of the Pre-trial Diversion Program and
was placed on probation for 12 months with special
conditions.

In view of the Pre-trial Diversion agreement, no
civil action was contemplated nor was termination
contemplated since she was merely an employee of
the laboratory.

In July 1975, Blue Shield of Rhode Island (a
Medicare carrier) informed the Boston Regional BHI
Office that a Medical Laboratory may have been
submitting Medicare claims for services that were
not rendered. Subsequent investigation by the
carrier revealed that nearly one-third of the
services claimed for reimbursement were either

not ordered by a physician or not performed. It
was further determined that the owner and operator
of the Medical Laboratory signed all Medicare
claim forms.

After further casgse development, the U. 5. Attorney
for Rhode Island obtained a 3-count indictment
against the owner for making false statements to
obtain Medicare reimbursement (18 U.S.C. 1001,
1002). On February 2, 1977, the owner pled guilty
to two of these counhts, and on April 1, 1977, he
was given a l-year suspended sentence, a $4,000
fine and l-year's probation. The terms of the
probation required the subject to make full
restitution of $40,000 and no further civil action
is planned by the U. S. Attorney.

In a letter of December 27, 1977, the owner was
notified that OPI intended to exclude services
provided by him or the Medical Laboratory from
coverage under the Medicare program. He was
given 30 days to appeal this decision and asked
for a hearing on the proposal to exclude. He
has not yet responded.

In May 1973, a beneficiary reported to Blue Shield
of Massachusetts (the Medicare carrier) that a
doctor had billed for services that were not
rendered. Subsequent investigation confirmed

that the physician billed extensively for services
not rendered. The case was referred to the

U. S. Attorney on August 27, 1974, with a
recommendation for prosecution.
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On September 24, 1976, this osteopath was
indicted on 50 felony counts of filing false
Medicare claims (18 U.S.C. 1001, 42 U.s.C. 1395).
Six months later, on March 30, 1977, the defend-
ant pled no contest to 15 counts, and the
remaining 35 counts were dropped. She was
sentenced on April 20, 1977, to a 6-month
suspended sentence, a $4,000 fine, and 2 years'
probation, during which she must contribute 5
hours of charity work per week.

On October 20, 1977, the doctor agreed to a $6,000
civil settlement, so that her total monetary loss
(criminal fine plus civil settlement) was $10,000.

Culminating a two year investigation by the
Program Integrity staff in Miami, and the United
States Attorney's Office, a Federal Grand Jury
in Fort Lauderdale, on June 16, 1977, returned
two indictments charging 13 doctors and 3
laboratory officials with over 200 counts of
conspiracy (18 U.S.C. 371}, mail fraud (18 U.S.C.
1341) and Medicare fraud by the receipt of kick-
backs (42 U.5.C. 1395).

The investigation began when a laboratory official
contacted Blue Shield of Florida to ingquire about
the legality of third party handling fees. A
scheme was discovered which involved kickbacks,

or bribes, to the doctors by the three labs in
return for their submission of blood specimens

on Medicare patients. Typically, these physicians
would receive $35 rebate for each blood sample
sent to the labs for a comprehensive profile.
Medical Administrative Services, a corporation
conceived by two of the individuals involved in
the scheme, functioned solely as a conduit of
funds from the laboratories to the doctors. These
labs billed Medicare for these tests at rates of
500 percent or more over what such tests would
have cost at other labs. Medicare reimbursement
was higher because these labs billed for the
manual method of testing blood which is much more
costly and time consuming than the newer automated
method. Medicare approves of both forms of testing
at remarkably different reimbursement rates. The
doctors received automated lab tests on their non-
Medicare patients to avoid the high charge to the
patients.

In order to prevent complaints from Medicare
patients, the labs did not bill for the deductible
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or co-insurance amounts. Furthermore, one lab
operator falsified his records to make it appear
that such billings were made.

During the 2-year period in which the scheme was.
in operation, the labs received approximately
$600,000 in Medicare payments. The 13 doctors
received kickbacks totaling over $12Q,000. To
date, 9% have been convicted and the remaining
doctors are awaiting trial.

Civil fraud action on all of the above individuals
is pending. No recommendations for termination
from the Medicare program under Section 229 have
been initiated. However, one physician was
excluded from Medicare participation on August 19,
1977, due to a previous conviction {11-12- 76) for
submlttlng false Medicare claims.

The remaining principals are scheduled for trial
at a later date.

On September 22, 1976, and December 17, 1976,
the Atlanta Office of Program Integrity received
complaints alleging that a doctor was billing
for services not rendered. The investigation
disclosed that he and his wife were conspiring
to fraudulently obtain funds by submitting false
Medicare and Medicaid claims. His wife, a
licensed practical nurse, worked as an assistant
to him and was responsible for completion of the
claims. The falsified services included office
visits, injections, and lab work.

The couple was indicted on June 21, 1977, in
Columbia, South Carolina. They were charged

with nineteen counts of submitting false Medicare
and Medicaid claims in violation of 18 U.S.C. 287
and 2, and were also charged with one count of
conspiring to fraudulently obtain funds in vio-
lation of 18 U.S.C. 286 and 2.

On August 1, 1977, the doctor entered a plea of
guilty on two of the false claims counts and was
convicted in November 1977. He was sentenced

to 3 vears in prison beginning December 1, 1977,
on the first count and five years probation to
run consecutively with the prison sentence on
the second count. His wife plead guilty at the
same time to one count for submitting false
claims. She was sentenced to three years'pro-
bation.
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Civil fraud action is pending on this case.
Termination action has been recommended.

Complaints were received in the Atlanta Office

of Program Integrity on December 4, 1975 and
January 26, 1976, which alleged that-a physician
was billing for services not rendered. The
investigation confirmed that several bene-
ficiaries did not receive all services that the
doctor had claimed in his submittals for Medicare
payment. It was also discovered that the doctor's
wife who was also his sgecretary, had participated
in submittals for Medicare payment.

On August 23, 1977, the doctor was indicted in
Savannah, Georgia on six counts for knowingly
and willfully making false statements in violation
of 18 U.S.C. 1001. His wife was indicted on one
count for knowingly and willfully preparing and
submitting false statements in violation of the
same statute. In addition, both were charged
with conspiracy to commit offenses against the
United States in connection with two of the
counts in violation of 18 U.S.C. 371.

They were convicted on October 21, 1977. The
doctor was found guilty on three counts of 18
U.S.C. 371. He was sentenced to one year in
prison, and on November 14, 1977, he surrendered
to the U. S. Marshal to begin serving sentence
at Elgin Air Force Base, Florida. His wife was
found guilty on one count of 18 U.S.C. 371 and
received two years'probation.

Civil fraud action is pending.

The Atlanta Office of Program Integrity received
a complaint on January 27, 1969, which alleged
that a doctor was billing for services not
rendered. The investigation disclosed that the
doctor had, in fact, submitted Medicare claims
for more services than were actually rendered

to several beneficiaries. He was indicted on
May 7, 1971, on four counts of 42 U.S.C. 408 (c)
and four counts of 18 U.S.C. 1001. Both statutes
concern making false statements.

The doctor fled to Canada in 1971 before litiga-
tion could take place., He returned to the U.S.
in 1976. He pled guilty on March 15, 1977, to
two counts of 42 U.S.C. 408 (c¢) and received

two years'suspended sentence, a $1,500 fine, and
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two years'probation.
Civil fraud action is currently pending.

A husband and wife were the operators of a Home
Health Agency. On February 2, 1976, a complaint
was received from a former employee alleging that
the two individuals were submitting personal items
on cost reports. After investigation by the
Atlanta Office of Program Integrity, the case

was turned over to the Office of Investigations
which is currently continuing the investigation.

The couple was indicted, however, on June 9, 1976,
for perjuring testimony given before a Federal
Grand Jury. They were prosecuted under 18 U.5.C.
1623. The husband was convicted on three counts
on December 10, 1976, and was sentenced on
February 4, 1977, to two years imprisonment on
each count to run concurrently. His wife was
convicted on one count on the same date and was
also sentenced to two years imprisonment. All
but six months of her sentence was suspended.

She also was placed on three years probation.

In addition, the President of a Home Health Agency
was indicted under 18 U.S.C. 1623 for perjury
during the same Grand Jury proceedings. He had

~given false information relating to a contract

between himself, as the President of the Home
Health Agency, and the couple who operated it. He
was convicted on two counts on February 10, 1977,
and was sentenced to two years imprisonment on
each count with all but six months suspended. He
also was placed on two years probation,

An anonymous complaint was received in the

Kansas City Regional Qffice on September 30, 1975,
alleging that the doctor was billing Medicare for
services not rendered. This was confirmed by the
Regional Office and the case was referred to the
U. S. Attorney on March 26, 1976. On June 9, 1977,
the doctor and an employee were indicted in

Kansas City, Missouri. They were charged with 49
counts of violating Section 1001 and Section 2,
Title 18 U.S.C. The indictment alleged that the
two made statements claiming Medicare payment for
treatment of patients when they knew that some

of the patient visits were not made and treatment
was not given. The doctor pleaded nolo contendere
to one misdemeanor count on October 21, 1977. On
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November 23, 1977, he was fined $2,500 and his
employee was fined $500.

In Decemker 1973, the daughter of a Medicare bene-
ficiary filed a complaint that a doctor had billed
Medicare for podiatric services which had not, in
fact, been rendered. The subsequent investigation
into services not rendered to other beneficiaries
revealed that he was billing Medicare for treat-
ment of mycotic toenails or for the complete
excision of toenails when he was actually provid-
ing routine footcare which is noncovered by
Medicare. On October 14, 1976, a Grand Jury in
the Northern District of Texas indicted this
podiatrist on 19 felony counts (18 U.S.C. 1341).
On May 19, 1977, he was convicted on 4 counts of
the indictment of causing fraudulent Medicare
claims to be delivered by the U, S. Postal Service
to the Medicare insurance carrier. The sentenc-
ing, originally scheduled for June 10, 1277, has
not as yet been rescheduled because of a pre-
sentencing investigation. He has been notified

of Medicare's intention to exclude him from the
program, and he has requested a hearing on the
matter.

An investigation of the billing practices of the
subject began 2-7-75, based on the Texas DPW
referral of a complaint that the sublject was
billing for services not provided. The investiga-
tion revealed the subject had in fact heen
submitting claims which were fraudulent. The
subject was indicted on 10-14-76, in U. S.
District Court for Eastern Texas on 5 felony
counts under 1B U.S.C. 1001. He pled guilty to

1 count of the indictment, was subseguently fined
$1,000 on 5-6-77.

No civil action was filed nor has any administra-
tive sanction been imposed.

This investigation began December 6, 1976, follow-
ing the referral of a complaint received in a
district office that the subject may be billing
for services not rendered. A joint investigative
effort by OPI, the Office of Investigations, and
the Texas Department of Public Welfare established
that the subject had been billing Medicare and
Medicaid for services (primarily, cystoscopics)
never actually rendered. On March 22, 1977, the
subject was indicted in U. S. Western District
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Court, Texas, on 43 counts in violation of 18
U.5.C. 1001. He was convicted of 20 counts of
the indictment on 5-21-77, and sentenced to 8
years' inprisonment and fined $50,000. The
subject has appealed his conviction to the

Fifth Circuit Court of the U. S. Court of
Appeals, New Orleans, Louisiana, and the pro-
posed exclusion of the subject from the Medicare
program is being abated pending the outcome of
the appeal.

On July 13, 1977, the U, S. Attorney for the
Northern District of Texas obtained a 36-count
indictment against two Dallas podiatrists for
filing false Medicare claims (42 U.S5.C. 1395).

On November 2, 1977, during their trial, each
defendant pled guilty to one misdemeanor count
under 42 U.S5.C. 1395 nn {(a} (l). As part of

this plea-bargaining, the defendants were
guaranteed probation. Un November 23, 1977, each
defendant was fined $10,000 and sentenced to 5

years' supervised probation.

As part of the civil settlement, each defendant
forfeited $2,000 and suit costs.

In December 1976, a Grand Jury in San Antonio,
Texas, indicted a doctor on 36 counts of filing
false Medicare claims (18 U.S.C. 1001). On
March 28, 1977, the defendant pled no contest to
one of the felony counts, and the remaining 35
counts were dismissed. As a result, the
physician was sentenced to 5 years' imprisonment
and a $10,000 fine. Additionally, as part of
the civil settlement, he agreed to refund
approximately $10,000 in overpayments to the
Medicare program.

However, the unexpected severity of the sentence
led the doctor to obtain new counsel and regquest
that his plea be withdrawn. The reguest was
granted, and the defendant is now scheduled for
a jury trial later this year. Program termina-
tion action is being held in abeyance until the
results of the trial are known.
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ON~SITE ANALYSIS OF NEW YORK
SPECIAL PROSECUTOR'S OFFICE

LESSONS LEARNED IN NURSING . HOME INVESTIGATIONS

The Office of the Inspector General is in the process of
developing special techniques to provide for selection and
indepth review of nursing homes. In pursuit of this initia-=
tive a senior member of the Health Care Systems Review staff
recently spent a substantial period onsite at the office of
the special prosecutor, State of New York, in an extended
analysis of that operation designed to determine effective
methods for use by other jurisdictions. A detailed report of
this analysis is being prepared, but some of the more signi-
ficant findings will be summarized here:

1. Use of Subpoena Power = based on the New York ex-
perience, any jurisdiction undertaking a vigorous
nursing home investigative program can expect to be
required to issue subpcenas to obtain access to
nursing home records and to have the validity of its
subpoena power tested in the courts. Such legal
challenges can alsoc be expected to last for extended
periods of time as appeals are taken from lower court )
decisions. b

2. Need for Third Party Contacts - most illegal acts in
New York State Nursing Homes have been found to fall
into the categories of (a) kickback arrangements
between nursing homes and vendors and (b) personal
expenses added to nursing home costs. Essential to
investigation of both of these categories is evi-
dence provided by the third parties. Securing such
information from third parties in the case of per-
sonal expense additions is generally less difficult
than in kickback arrangements since in the former
instances the vendor is generally not a party to the
illegal act. Even in kickbacks, however, success
may be obtained by indicating to the vendor that the
prime area of concern is nursing home costs. In
some cases, however, the use of subpoenas will be
necessary to obtain desired records.

3. Need for Vendor Analysis in Areas with Concentration
of Nursing Homes - the New York experience is that
there is a direct correlation between a concentra-
tion of nursing homes and the likelihood of kickback
arrangements. This relation would seem to be ex-
plained by the fact that where there are such con-
centrations there also are vendors which have a high
volume of business with nursing homes so that
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"bidding" for such business through kickbacks is
economically valuable. This possibility suggests
the need for identification of areas with a high
concentration of nursing homes and an analysis of
the vendors in such areas who are engaged in supply-
ing significant numbers of these homes; these
provider-vendor constellations can then be targeted
for close examination.

Need for National Coordination for Examination of
Multi~State Chain Operatlions - the New York Special
Prosecutor has encountered a number of situations
where owners of providers under investigation in New
York State also own facilities in other States.
Through the cooperation of other States, it has in
some cases proved possible to conduct joint investi-
gations of such providers. However, a clear need
exists to coordinate such multi-state investigations
at a national level.

Sentencing of White Collar Criminals —~ the New York
Special Prosecutor's office appears to have had
greater success in securing convictions of their
subjects than in securing sentences commensurate
with the magnitude of the illegal acts. The nation-
al experience in this respect needs to be examined
for a concerted national effort.

Coordination of Criminal Prosecutions with Civil
Recovery - through arrangements with the New York
Departments of Health and Social Welfare, the New
York Special Prosecutor's office has assumed juris-
diction for civil recovery of overpayments to
audited providers as well as criminal prosecution of
such providers. This combination of possible
avenues of correction of incorrect and/or improper
payments to providers provides additional flexi-
bilities in monitoring the provider population and
its implications are being studied nationally.

Problem Costs - the New York Special Prosecutor's
office has identified a number of expense areas on
providers' cost reports which appear most often to
contain improper costs. The applicability of this
experience to other jurisdictions is under consider-
ation.

Account Certifications - the New York State Depart-
ment of Health Regulations require that an account-
ant's certification be submitted with each cost
report submitted by a provider. The special
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prosecutor's office has recently moved for
professional disciplinary action against certifying
accountants in cases where the investigation has
disclosed that such a certification violates
professional standards; in at least one case an
accountant's license has been suspended as a result
of his failure to meet professional standards. The
applicability of this approach on a national level
is under consideration.

142



_APPENDIX v APPENDIX V

s

Synopsis of Audit Reports
on Student Financial Aid Programs
Guaranteed Student Loan Program, Campus Based
(CWS, NDSL and SECG) and Basic Educational

Oppertunity Grant Programs

- 143



APPENDIX V

Table of Contents

INTRCDUCTION

BACKGROUND

RESULTS OF AUDITS

Guaranteed Student Loan Program

FY 71 Audit of OE and State Agencies
Consolidated Review of Lenders
Follow-up First Voc-Tech Audits
Audit of Claims and Collections
Consolidated Voc-Tech Audit

Campus Based Programs and Basic
Educational Opportunity Grant Program

Summary of Audit Results on 77
Audit Reports

Eligibility and Awarding Procedures

Internal Controls, Accounting Systems
and Record Maintenance

Refund Policies and Procedures
Due Diligence
Financial Condition of Schools

Federal Funds Improperly Used or
Unaccounted For

Federal Cash Balance-Excessive

144

APPENDIX V

10

11

11
12
12

13

15

16



APPENDIX V APPENDIX V
Page 1 Page 1

Synopsis of Audit Reports on
Student Financial Aid Programs

Guaranteed Student Loan Program {(GSL), Campus Based (CWS,
SEOG and NDSL) and Basic Educational Opportunity Grant
Program (BEOG). :

INTRODUCTION

This synopsis of audit reports covers all of the reports
issued on the GSL program for the period 1971 through
November 1977 and a select sample of 77 audits on the
student financial aid programs performed by the Audit
Agency on participating institutions during the period
July 1974 through November 1977.

The majority of the audits of the Campus Based (NDSL,
SEOG, and CWS) and BEOG programs are done by independent
accountants (Certified Public Accountants, State auditors,
or other licensed public accountants). The Audit Agency
performed all of the audits of the Guaranteed Student
Loan Program. The HEW Audit Agency performs audits of the
student aid programs at institutions normally whenever

we have knowledge of problems or receive a special request
from the Office of Education, Office of Investigations,
DHEW, or other Department officials.

The responsibility for safeguarding the use of Federal
funds does not belong to the Federal Government alone.
Recipients of Federal funds such as colleges, universities,
and vocational schools--proprietary as well as non-profit--
have a responsibility for proper financial management and
accountability of the funds. Institutions participating

in DHEW Student Aid programs must exercise a full measure
of financial management, which includes both internal and
independent audit, as a part of the its system of controls.
The Audit Agency's role is seen as one of overview which
utilizes as fully as possible the work performed by others
and encourages adequate coverage by them of adherence to
Federal requirements.

Based on these concepts, the HEW Audit Agency and the
Office of Education started in 1967 a joint effort to
encourage institutions to utilize independent auditors
for audits of the National Direct Student Loan, College

- Work Study and the Supplemental Educational Opportunity
Grants Programs. The effort was successful in that
approximately 1,100 of the 3,000 participating institutions
were utilizing the services of their independent auditors.
Beginning with the program year ended June 30, 1377, the
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institutions are required by law to have an audit of the
programs at least once every two years,

audits of student aid programs are to be performed in
accordance with the audit regquirements set forth in audit
guides prepared by the HEW Audit Agency, with the assist-
ance of representatives from the American Institute of
Certified Public Accountants and the Office of Education.
Upon completion of the audits, copies of the audit report
are submitted to the HEW Audit Agency for review, approval
and transmittal to the Deputy Commissioner, Bureau of
Student Financial Assistance. On a selective basis and

as the need dictates, the HEW Audit Agency reviews the
working papers prepared by the independent accountants

and visits certain institutions to evaluate the management
of these programs.

BACKGRQUND
Background program information follows:

The Guaranteed Student Loan program is authorized by
Title IV, Part B of the Higher Education Act of 1965,
({P.L. 89-329) as amended.

The primary purpose ¢of the Guaranteed Student Loan

program is to make low interest loans available to students
to help them meet their postsecondary educational expenses.
The program itself provides benefits under loan guarantee
programs of state and private non-profit agencies and,

in limited circumstances, under a program of Federal loan
insurance. The objective of the program is to provide
loans to students attending eligible institutions of higher
education, vocational, technical, business and trade
schools, and eligible foreign institutions. The program

is designed to iutilize private loan capital supplied
primarily by commerical lenders, but also by some state
agencies and educational institutions acting as lenders.
These loans are guaranteed either by individual state
agencies (reinsured by the Federal Government} or directly
by the Office of Education.

Through December 1976, about 9.4 million loans totaling
over $10.9 billion have been made by about 19,000 lenders
" participating in the program. About 8,120 institutions
are eligible to provide the educational services for
student recipients of loans under the program, of which
3,500 are vocational, technical, business and trade
schools, proprietary as well as public and private non-
profit institutions.
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The National Direct Student Loan program was established
under Title II of the National Defense Education Act of
1958 (P.L. 85-864}). The Education Amendments of 1972
transferred the program to Title IV, Part E, of the
Higher Education Act of 1965 and changed its name from
the National Defense Student Loan program to the National
Direct Student Loan program., The program provides for
the establishment of an NDSL fund at each participating
educational institution for the purpose of making long-
term, low-interest loans to qualified students who need
financial assistance to pursue a course of study on at
least a half time basis. Contributions to the loan fund
are made by OE and the school in a 9 to 1 ratioc. In
academic year 1976-77 the appropriation for the NDSL
program was $317.1 million. About 825,000 students
received loans from the 2,867 institutions participating
in the program during that period.

The Supplemental Educational Opportunity Grants (SEOG)
program provides financial assistance to undergraduate
students of exceptional financial need who otherwise
could not afford to attend the institutions. About
442,000 students, attending 3,517 different institutions
received SEOG awards during academic year 1976-77. The
appropriation for that pericd was $238.5 million.

The Basic Educational Opportunity Grant (BEOG) program,
the newest of the OE student financial aid programs,
provided funds for the first time in 1973. Basic grants
are awarded to all financially needy students enrolled
in eligible programs at eligible institutions of post-
secondary education to help defray the costs of their
education. During the 1976-77 academic year about 1.9
million students in over 5,200 institutions received
grants from the program's appropriation of $1.5 billion.

The College Work-Study program provides funding for part-
time employment opportunities for students who need the
earnings to pursue their course of study at institutions
of higher education. In academic year 1976-77 over
893,000 students benefitted from jobs under the CWS
program. The Federal funds available to pay 80 percent
of the wages for these students totalled $387.9 million.

RESULTS OF AUDITS

This section contains a summary of findings from several
centrally coordinated reviews under which top management
reports were issued, and results from individual reports
issued on participating institutions.
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Guaranteed Student Loan Program

The Audit Agency has expended approximately 82 man-years ’
of direct effort on the GSL program through FY 1977. We
have performed audits at OE and the regional offices,

State guarantee agencies, lending institutions and eligible
schools. To date we have issued about 90 audit reports.

FY 71 Audit of OE and State Agencies

Audits of the Guaranteed Student Loan program began in
January 1970 with a "Review of the Administration of the
Guaranteed Student Lecan Program by the Office of Education.”
This audit, covered QE operations, banks and State guarantee
agencies in Massachusetts, Pennsylvania, Illincis, New York,
and Wisconsin.

The audit of a State agency included reviewing their
policies and procedures for approving loan applications,
collection of insurance premiums, monitoring the enroll-
ment status of students, monitoring the claims and
collection practices of lending institutions, and the
cocllection of default c¢laims purchased from lenders.

This audit disclosed serious weaknesses in several areas.’
We found that interest subsidies were being improperly
computed by many lenders and OE's GSL system did not have
the capability to verify lender's subsidy billings. Claims
were being paid by OE without requiring certain essential
supperting data, i.e., date student withdrew £from school;
copies of final demand letters evidencing due diligence;
and death certificates for claims based on death of a
borrower. We also found that the system was deficient
with respect to internal controls over claims and collections.
(ACN 12-20006, April 17, 1972)

Consolidated Review of Lenders

Because of the inability of OE's system to verify interest
subsidy billings, the Audit Agency made a special review
of a statistically selected sample of lenders to determine
the overall reliability of lender interest billings and
the extent of compliance with the "due diligence" require-
-ment. This review, started in June 1972, covered 108
lending institutions and resulted in a report to OE dated
September 7, 1973, Ninety-six of the 108 lenders had
erroneously computed their interest entitlements. We
estimated that, out of the $167.5 million of interest
benefits paid by OE to the 22,000 lenders participating
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in the program for the period April 1, 1971 to March 31,
1972, overbillings totalled $6.1 million (4 percent). We’
also found that 14 (13 percent} of the 108 lenders were
not complying with the due diligence requirements in
their collection activities,

As a result of our alerting OE of our preliminary audit
findings, they promptly issued advice to lenders of the
problem areas disclosed by our review and also issued
instructions which we felt would eliminate some of the
causes for errors.

In addition to these actions, our principal recommenda-
tions were to assign priority for on-site visits by OE
employees to the larger lending institutions where the
magnitude of errors and program impact was greatest

and to recover the $1.2 million in overbillings by the
lenders included in our review, of which $1.1 million
was by the 18 largest lenders. Other recommendations
included alerting all lenders to the causes we found
for errors in computing special allowances and following
up on the weaknesses in due diligence at the 14 lenders
identified in our review.

Follow-up - First Voc-Tech Audits

Our audit work for 1973 and 1974 included follow-up reviews
of 14 lenders and another 5 State guarantee agencies. 1In
addition to finding that most of the lenders had settled
with OE, we also found that more overbillings had occurred
in the subseguent period at 13 of the lenders. During
these fiscal years we had, on our own initiative or by
special request, performed about a dozen vocational-technical
school audits. These resulted from Congressional requests,
bankruptcies, school closings, private party allegations

or press exposes. These audits, coupled with information
coming to light from OE program reviews and other sources,
disclosed a disturbing pattern of program abuses by all
types of participants but particularly by proprietary
schools, especially those which were lenders, and to a
lesser extent by the financial organizations which bought
their paper or made loans to their students,

In August 1974, the Secretary was provided with information
from the Audit Agency and others. Our analysis suggested
the following as some of the underlying causes of high

- default rates and overstated interest charges associated
with loans to students of proprietary schools.
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--False advertising, unkept promises, and inequitable
and ignored refund policies contribute to a student's
decision not to repay his loan.

--Allowing a school to be a lender and allowing a lender
to sell its paper, thus generating capital, tempts
schools to emphasize sales to the detriment of due
diligence, to engage in prohibited practices to sell
paper, and in general to overextend themselves.

--Lack of notification by schools to lenders about changes
in student status causes loss of contact with the
borrower and increases the changes for default.

-—-HEW reliance on the accreditation agencies for school
eligibility purposes.

This information was transmitted by the Secretary to
Commissioner of OE on August 12, 1974, The information pro-
vided by the Audit Agency was useful to OE in developing the
new regulations issued in February 1975,

Audit of Claims and Collections

Another review entitled "Controls Over Defaulted Claim
Files and Collections - FISLP - GSLP" (ACN 12-63010,
October 15, 1975) was started in FY 1975. ‘This review,
which followed up some of the results of the FY 71/72
audit, covered OE headquarters and each of the regional
offices. We reviewed procedures for controlling claim
files and for collecting, depositing, recording, and
reconciling receipts. We tested collection receipts,
examined default case files and verified transactions of
claims between regions.

We found that serious problems persisted in OE's controls
over default claims under the FISLP, Specifically, (1)
the 0ffice of Guaranteed Student Loans did not have
accurate records of the location of claim files for the
estimated 190,000 default c¢laims on hand at headquarters
and in the regional offices; (2) except for Region VIII,
the regions did not maintain accounting control over loans
receivable and the headquarter's control account did not
agree with subsidiary records; and (3} internal control,

_ both at headquarters and in the regions, over repayments
on defaulted loans was extremely weak. These conditions
make it relatively easy for collections to be diverted
to personal use, claims to be lost and errors in borrower's
accounts to remain undetected. O©OE is designing a new
system, which they believe will correct the problems
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disclosed by our audit.

Consolidated Voc~-Tech Audit

The Audit Agency work for FY 76 and 77 included a review of

25 proprietary vocational schools located in 15 States
throughout the country. Three of the schools were
correspondence, twenty-one were residential, and one provided
both types. We reviewed school operations,including recruit-
ing practices, job placement activities, quality of instruction,
student attendance, refund practices, enrollment standards,
financial stability, and the composition of factors influencing
tuition charges, as well as the accuracy of interest billings
and the compliance with due diligence requirements,

The selection of schools audited was based on several criteria,
First, if possible they were to be lenders as well as eligible
schools under the GSLP. BSecond, we tried to select schools
with which OE had some reason for concern, We, therefore,
asked OE to identify those schools which they had reason to
believe might be problem cases.

At 16 of the 25 schools we estimate that 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 contingent liability for defaults
was significantly overstated. We also found $1,8 million of
additional interest overbillings mainly attributable to
unsupported estimates of loan balances and delayed gradua-
tion of students. Over 80 percent of these overbillings
were attributable to correspondence schools.

In addition, expenditures for the other OE student financial
aid programs were overstated and a number of needy students
were denied access to postsecondary education. We are
recommending regulation changes as well as close monitoring
of the recovery of interest overbillings and the correction
of the deficiencies which caused them.

The financial condition of eight of the schools was such
‘that it was doubtful that they would be able to continue
operations. In fact, six of them have already closed or
filed for bankruptcy. School closings are particularly
“hard on the affected students who are frequently unable to
complete their education or obtain refunds and are often
left with loans to repay. Although not all of the school
closings or bankruptcies could have been prevented, we

are recommending extension of the GSL regulations on
financial condition to all of the student aid programs
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and establishment of a monitoring system which would
provide early warning signals. This would give OE a
chance to help avoid those situations which currently
allow only costly, frustrating, and often futile
salvage operations.

Seven schools were using misleading or inaccurate infor-
mation about job placements, class sizes, training materials,
and equipment for "hands-on" training to attract students.
The schools' failure to provide the end products and
services promised was a major contributing factor to many
students' feelings that they had been deceived. We found
that many of these same students later dropped out of

school and, in some cases, defaulted on their loans. In

our opinion, one of the major reasons behind the schools'
practices was the intense competition among proprietary
vocational schools to attract large numbers of new students,
Elimination of these misrepresentations will require not
only the issuance of regulations compatible with those being
proposed by the Federal Trade Commission, but also a
cooperative enforcement program with the Commission.

Four schools did not exercise due care and diligence in
their GSL collection activities., This adversely affected
their right to be reimbursed under OE's guarantee of the
loans and the ultimate collection of more than 20,000 loans
totaling over $9 million. In addition to inadequate
collection practices we found that the schools did not
graduate or terminate students, request OE pre~claims
assistance or file GSL default claims in a timely manner,
We are recommending that OE remind all school lenders of
the necessity for due diligence and deny payment of all
defaults which do not evidence it.

In recognition of the fact that problems were found at
21 of the 25 schools, we are recommending that OE:

-=give high priority to proprietary vocational
schools in its compliance and program review
activities,

--focus such activities on the institution rather
than individual programs,

--place high priority on issuing the currently
proposed regulations and making the needed
changes to current regulations, and

~-~reemphasize to all proprietary vocational schools,

their responsibilities under the student financial
aid programs.
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This report has been staffed with BSFA and their written
comments have been received. BSFA concurs with our findings
and all but two of the recommendations. We are recommending
that OE reconsider its position on these two recommendations.
We plan to issue the final report within the next 60 days
(ACN 14-81350}.

Campus Based (CWS, SEOG, and NDSL) Programs and
Basic Educational Opportunity Grant Program (BEOQG)

A total of 4,148 audit reports were issued during the 40 month
period between July 1, 1974 through November 30, 1977 (3,927
by non-Federal staff -- 221 by HEW staff). We estimate that
about 50 percent of the audit reports contain findings. These
reports contained 4,894 findings totaling $36,.7 million. Most
findings noted were of a procedural type, dealing with such
items as weaknesses in the institutions' accounting systems,
internal controls, payroll practices and financial reporting.
The more serious problems were noted in HEW performed audits
and tended to be in the area of the institutions' financial
stability, improper use of Federal funds, student eligibility
determinations, awarding procedures and refund practices. The
221 reports issued by the HEW Audit Agency account for 72
percent of the total funds questioned during the 40 month
period ($26.5 million out of $36.7 million). As of November
1977, the Office of Education has cleared $2.9 million of

the $26.5 million and has concurred with the Audit Agency on
$2.2 million.

Following is a summarization of the audit results contained
in 77 of the 221 reports. The criteria for selection of the
audit reports was the use of 50 man-days or more to complete
the assignment. Included in the sample of 77 are 20 - 4 year
institutions, 7 - 2 year institutions and 50 - proprietary
vocational schools. The following schedule, "Summary of
Audit Results" shows that the types of deficiencies noted
in the reports except for refund policies and practices are
applicable to all types of institutions. Even though
weaknesses in refund practices were not noted at the 4 year
and 2 year institutions we believe a potential problem
exists at those institutions. The significant findings
pertaining to refund practices were developed largely under
the Guaranteed Student Loan Program and at proprietary
vocational schools. This was greatly influenced by the

. facts that: these schools have been eligible to participate
in the other student aid programs for a much shorter period
of time than the GSL program; more HEW resources were
devoted to proprietary vocational schools; and regqulations
on refund practices and procedures were not as well defined
during this period for the campus based and BEQG programs.
Consequently, this area received little or no coverage in
the audits at the 4 year and 2 year institutions.
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Summary of Audit Results on
77 Audit Reports Issued During
July 1974 through November 1977
Proprietary Percentage
4 Year 2 year Vocational Total of
Type of Deficiency Institution Institution Schools Occurrences Occurrences
Number of Institutions 20 7 30 77
Eligibility and Awarding
Procedures 14 7 18 39 51%.
Internal Controls, Account-
ing Systems and Record
Maintenance 15 5 15 35 45%
Refund Policies and
Procedures - - 34 34 44,
Due Diligence 12 4 14 30 39%
Institutional Matching 8 5 9 22 29%
Financial Stability in
Question or Imstitution
Closed 2 - 20 22 29%
Federal Funds Improperly
Used/Unaccounted For 5 1 11 17 22%
Federal Casgh Balance ~
Excessive 4 2 8 14 18%
Ineligible work Projects
and/or Questionable College
Work Study Payments 7 2 3 12 16%
Students in Ineligible
Programs - - 7 7 9%
Recruiting Practices - - 7 7 9%
Inducements to Lending
Institutions “ - 5 5 6%
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Eligibility and Awarding Procedures

We found that 39 of 77 institutions needed to improve
eligibility and awarding procedures to assure that funds

are being awarded only to eligible students and in the
proper amounts. The reports identified over 8,500 student
cases totaling about $4 million which was awarded improperly.
In the 39 institutions, we found 90 instances of weaknesses.

~~27 awarded amounts in excess of computed financial
need

-=-17 awarded funds to ineligible students
-=12 did not have adeguate documentation to support awards

== 9 had not prepared any needs analysis or analysis
was incomplete

-—- 9 had not maintained student files or files were
incomplete

-~ 7 had no evidence that students attended classes
after enrollment or continued in attendance after
reporting to classes

-~ 6 had not determined eligibility of students before
making awards

== 3 had not maintained on file the required affidavit
of educational intent.

Internal Controls, Accounting Systems and
Record Maintenance

We found that 35 of 77 institutions could not demonstrate
that they had an adequate accounting system to provide
accurate financial data or effective control over Federal
funds. 1In the 35 institutions, we found 68 instances of
weakness,

-~17 had inadequate or significant weaknesses in their
accounting system used to account for Federal funds

-=-13 could not support their financial statements with
their books and records

~~ 7 needed to safeguard NDSL records and promissory notes
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~- 7 needed to segregate duties and responsibilities
among the staff

-~ 6 had accounting record deficiencies on the NDSL
program

-- 5 had not performed monthly bank reconciliations

-~ 5 had not established formal written accounting
policies and procedures

-- 4 had payroll record/procedure deficiencies - CWS
program

~= 4 needed to improve coordination between Student
Financial Aid Office and Business Office

Refund Policies and Practices

We found that 34 of 77 institutions had not made timely and
correct refunds totaling about $15.7 million to students,
banks, other lenders and OE program accounts. As a result,
the GSL program was billed for excessive interest charges
totaling about $10 million and its contingent liability

for defaults was significantly overstated. Due to the
condition of the records at some of the schools, we could
not determine the exact amount of these refunds.

Dye Diligence

Thirty of the seventy-seven schools had not exercised due
care and diligence in administering the NDSL or GSL loan
programs. In the 30 institutions we found 82 instances of
weakness.

~- 14 needed to establish collection procedures

-- 14 had a high percentage (15 percent or more) of loans
in past due/default status

-~ 10 had not held exit interviews with students

-- 6 had notes not signed or dated by students,
missing or not properly executed

~= 6 had incorrect or undocumented information in loan
files

-- 4 had not followed OF requirements on frequency and
time frames for making initial contact with the
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student, mailing follow-up collection letters,
final demand letters and requesting preclaim
assistance; GSL program

-~ 4 GSL lenders did not promptly notify OE when
a student borrower defaults in his payments

-- 3 made incorrect interest computations

-=- 3 retained excess accumulation of cash in NDSL
loan fund totaling $639,877

The delinquency rate on the NDSL loans has been a problem
at the institutions. Therefore, in April 1973, we issued
an audit report to the U.S. Commissioner of Education,
disclosing the significance of this problem. The report
disclosed that about 25 percent of the participating insti-
tutions (2200} had been experiencing loan delinquency rates
in excess of 10 percent, even though OE had prescribed what
seem to be appropriate collection procedures for the
institutions to follow.

We recommended that OE (1) determine the status of implementa-
\ tion of OE collection procedures at all institutions and
; assist those experiencing implementation problems, (2) provide
" priority in program reviews to new institutions and those
experiencing high loan collection delinquency rates, and
(3) strengthen certain aspects of regulations, terms of
agreements, and OE directives. On the basis of this report,
the Secretary of HEW directed OE to develop an action plan
to reduce the delinguency rate at the institutions.

Financial Condition of Schools

We found that 22--2 institutions of higher education and
20 proprietary vocational schools~~ had serious financial
problems, closed or filed for bankruptcy.

-—- 11 schools closed

-— 5 filed for bankruptcy

-=- 4 gchools financial stability in gquestion

~- 2 schools had change of ownership after
experiencing financial difficulties.

Institutions which have closed or lost their eligibility

to participate in Federally-funded student aid programs are
a matter of special concern. Therefore, on November 24,
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1976, the Audit Agency issued a report to the Commissioner
of OE which dealt with the adequacy of controls established
by OE to .assure that funds were not provided to these
institutions and that unexpended grant funds and promissory
notes are recovered when institutions close (ACN 12-73025).
Highlights of this report follow:

More than 500 institutions have closed or lost eligiblity
during the last five years. We reviewed OE records for
75 and found that:

--Fifty-one of these institutions had undisbursed
authorizations from OE programs totaling $2.2 million
on record with the Department Federal Assistance
Financing System (DFAFS). Under existing procedures,
DFAFS would continue to honor requests for funds
until advised to stop payment.

--0E made awards totaling over $1 million to 14 of
the 51 institutions after they had closed or become
ineligible. As of September 30, 1976, OE had
cancelled only $591,000 of these awards.

--DFAFS made payments totaling $747,000 to ten
schools after the date the schools closed or
became ineligible. Although these schools may have
been entitled to some payments, at least two
ineligible schools were overpaid a total of $149,600.
As of September 30, 1976, no determination had been
made as to the propriety of payments made to the
other schocls.

--For 10 of 29 closed institutions which had participated
in the National Direct Student Loan (NDSL) program, as
of September 30, 1976, OE had not made arrangements
for continued servicing of loans due under the program
or taken action to account for unexpended NDSL funds.
The 10 institutions had received allocations of about
$764,000 from the NDSL program.

In Region VI, at least 1l proprietary schools participating
in the NDSL program closed during fiscal year 1976. These
schools had NDSL program loans outstanding totaling $1.9
‘million. Among these schools' records were original
promissory notes which constitute the basis for collecting
amounts owed to the NDSL program by former students. OE
had not taken action to obtain the notes nor made arrange-
ments for continuation of collection services. Services
needed include monthly billings, processing of checks,
maintenance of loan repayment records, and responding to
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student inquiries.

At OE headquarters, about 2,000 NDSL promissory notes totaling
about $1.5 million from 18 closed schools were on hand in

May 1976. These notes were not being serviced and there were
no current plans to do so. Prior to October 31, 1975, the
Office of Guaranteed Student Loans (OGSL) was servicing these
notes; however, on that date, OGSL turned the notes over to
the NDSL program office. According to the NDSL staff, 7,000
more notes totaling about $5 millicn were eXpected to be
received during fiscal year 1977 as more schools close.
Despite the fact that the loans were not being serviced,

some loan payments were being received., However, appropriate
accounting procedures had not been established to control

the amount of outstanding loans or collections received.
Also, the promissory notes had not been properly safeguarded
against theft, loss or damage.

OF officials concurred with our findings and told us they
would initiate action to:

--Cancel undisbursed authorization balances of all
identifiable institutions which have closed or
lost their eligibility to participate in student
aid programs;

- --Establish procedures to assure that program managers
and DFAFS are notified promptly of closings and
loss of eligibility;

--Recover and account for unexpended grant funds and
promissory notes held by closed institutions;

~-Establish accounting control over NDSL loans
receivable and collections, arrange for the
continued servicing of loans acquired from the
c¢losed institutions, and safeguard notes on hand.

Federal Funds Improperly Used or Unaccounted For

We found that 17--6 higher educational institutions and 11
proprietary vocational schools-- of 77 institutions had
improperly used or could not account for over $5 million

of Federal student aid funds. A major problem with the
"institutions participating in the Campus Based and BEOG
programs is the ability of the institutions to draw Federal
funds in eXcess of need from the Department's Federal
Assistance Financing System (DFAFS) TIdentified use of the
funds follows:
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$3.8 million ~ payment of general operating expenses
$670,000 - embezzled by an employee of college

$216,310 - used to obtain short term financing for
operational needs

$355,065 - payment of college's matching requirements
$ 19,500 - disbursed to owner of school

$ 17,776 - to cover a bank overdraft of college

$ 10,968 - unable to account for

$5.2 million total

Federal Cash Balance - Excessive

We found that 14 of the 77 schools had withdrawn funds
totaling about $4 million in excess of cash needs from the
Department’'s Federal Assistance Financing System (DFAFS).
Included in the 14 schools are five schools which improperly
used or cannot account for funds totaling about $2.1 million.
The five schools are included in the above finding. The
excess cash balances at the 14 schools follows:

North Eastern Illinois $59,536
Career Academy 29,881
Flamingo Beauty College 101,881
University of Arkansas 700,000
Northeastern Oklahoma A&M 230,000
American Beauty Academy 110,077
Lincoln College of Commerce 25,584
Arizona Automotive Institute 126,330
Shaw College of Detroit 303,039
Milwaukee Career Academy 2,829
Salem Community College 22,000
Grambling State University 1,748,899
Midwest Business College 193,000
ITT Technical Services and
Institute 317,699
Total $3,970,755

$4.0 million

The audit reports did not compute the imputed interest lost
by the Federal Government as a result of the institutions
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drawing funds in excess of need. However, even at a
rate of 8 percent the amount of interest lost annually
based on $4 million is substantial. We recommended in
the individual reports that the institutions improve
their cash management systems to ensure that funds are
only drawn as needed to administer the programs.
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ILLUSTRATIVE PROJECT INTEGRITY
CASES SELECTED FOR FULL FIELD
(CRIMINAL POTENTIAL) INVESTIGATION

Type of Provider Reason for Selection

Pharmacy : 31 instances of duplicate billing for the
same prescription over an l8-month period.

Physician Double billing for 321 office visits.

Physician Billing for patient office wvisits which
did not occur in 54 instances. Also,
billing for 169 visits when services were
rendered by an auxiliary staff member who
was not licensed.

Physician Apparent duplicate billings for psycho-
therapy sessions. 110 sessions resulted
in 220 Medicaid claims., 5 were billed
3 times. Psychotherapist holds frequent
family group sessions and bills each
member.

Physician 29 recipients billed for 1,466 claims in
6 months~-—-an average of 50 visits per
person. Some claims for dates when re-
cipients were out of town. Individual
billings for one-~hour sessions when group
sesgions were held.

Physician Billing for hospital visits when instruc-
tions were given to hospital personnel by
a telephone call-~in 115 cases.

Pharmacy Drugs dispensed without a physician's pre-
scription or authorization, and billings
submitted for drugs not received.

Pharmacy Billing for unit doses when deliveries
were made in bulk.

Pharmacy Billed for drugs dispensed after patient
' had died.
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Type of Provider

Physician

Physician

Physician

Physician

Physician

Physician

Pharmacy

Pharmacy

Pharmacist

Pharmacist

APPENDIX VI
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Reason for Selection

75 percent of families serviced during 12-
month period were seen as a group, thus
escalating billings. There were 7 separate
physician cases of gimilar type in this
regilon.

3 different physicians submitting invoices
for same recipient. Recipients were con-
tacted and did not know 2 of the 3 physi-
cians. Appears to involve fraudulent
billing.

Former nurse's assistant testified that
she was instructed to forge recipient's
signature on Medicare and Medicaid cliams,
and to submit falsified blood test claims
to Medicaid.

Billed $40 for test panels costing $9.50.

Billed 12 beneficiaries for examinations
not performed.

26 percent of families treated as.a group
on numerous occasions and also engaged in
ping-ponging. Three other similar cases
identified in this region.

Drugs billed to Medicaid were not dispensed
or were substituted with less expensive
products.

Charging substantially more to Medicaid than
non-Medicaid patients, and charging for more
pills than authorized by physician. Two
other similar violations in this region.

Excessive narcotic prescriptions for a
number of recipients. Documented instances
of drug splitting and duplicate charges.

Excessive narcotic prescriptions for 20

recipients, including as many as 50 for one
and over 20 for a number.
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Type of Provider

Physician

Physician

Physician

Physician Team

Pharmacist

Physician

APPENDIX VI
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Reason for Selection

Excessive numbers of hospital visits for
patients, including dates following dis-
charge.

Excessive number of X-rays, laboratory tests,
and blood tests to 28l Medicaid patients.
Generally, averaged twice as many tests as
given to other patients by his peers.

Billing both Medicare and Medicaid for
common services provided to the same re-
cipients, as well as billing for services
not rendered. Far exceeded average of his
peers in number of injections and laboratory
tests.

Billed for services not provided and -double
billing for patient visits in 45 instances
during a 1l2-month period. Also billed for
full examination when patient was attended
only by a technician in connection with
laboratory testing.

Furnished drugs to nursing homes in bulk
but billed for unit dosage so as to collect
dispensing fee for each.

Saw 338 families one or more times as a

group in a l2-month period--far exceeding
average of other physicians in the State.
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SERVICE DELIVERY ASSESSMENT WORK PLAN: FY 1978

The FY 1978 Service Dellvery Assessment Work Plan is based
principally on direct assignments by the Secretary and the
Under Secretary. Activities during the initial year of
operation will emphasize experimentation with methods and
techniques, continuous training, critiques of individual

assessment projects and feedback from initiators on the
utility of each project.

1. HEADSTART--Requested by the Secretary

Lead Region: Region III with support by Region IV
Projected Completion: March, 1978

The assessment will examine how the Head Start program
overall and its core service areas (education, nutrition,
health, social services and parent involvement) are
viewed by parents, teachers and staff. The assessment
will attempt to identify the program's strengths, weak-
nesses and general operations as perceived and exper-
ienced by those groups involved in the program. A
limited amount of objective and descriptive program
information, including record documentation and class-
room observations, will be collected and cross-referenced
with qualitative information. 1In addition, ‘opinions will
be solicited from program staff and parent members of
policy councils regarding the utility of the Comprehensive
Management Review Process.

Regions. I, VII and X will participate.

2. DISABILITY INSURANCE BENEFIT DETERMINATIONS~--—
Requested by the Under Secretary

Lead Region: Region VI
Projected Completion: April, 1978

The assessment will gather information from those
most closely involved in the disability determination
process--clients, local SSA staff, state disability
determination units, rehabllltatlon services staff
and administrative law judges "The Under Secretary's
review of the Disability preogram with SSA anc ASPE to
identify desirable legLSlatlve and/or management
changes has determined the assessment objectlveg,
which include: identifying perceptions of factors
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that affect the uniformity and quality of decisions;
ascertaining views of major incentives, inducements

and accountability in the system; obtaining reactions

to administrative and legislative options under consider-
ation; considering operational relationships between
organizational units involved in the determination
process; and sampling clients perceptions regarding

the decision system and program services,

Regions I, III, VIII and X will participate.

HOME HEALTH CARE-—-Requeésted by the Secretary

Lead Region: Region IV
Projected Completion: May, 1978

Based on a pre-assessment of major home health issues
in Florida, and on advice from ASPE, HCFA and ASH, the
assesSsment will examine: uneven patterns in the supply
of home health care {(factors leading to geographlc
concentration, proliferation of private agencies and
implications for staff quality); how reimbursement
patterns in Titles XVIII, XIX and XX encourage delivery
of excessive or unnecessary services to clients while
denying needed services to others; how clients enter
the home health care system; and incentives to provide
clients with the best services and plan of treatment.
Clients, all types of home health service providers

and state agencies will be contacted in the assessment.

Regioné II, V, VI and IX will participate,

FAMILY PLANNING SERVICES FOR TEENAGERS*-Requested

by the Secretary

Lead Region: Region II‘with support by Region V

Projected Completion: June, 1978

The assessment will describe tHe roles, activities and

effects of Federally-funded family planning projects on
teenagers. The assessment will examine: counselling;
issues related to the wide range of public and voluntary
clinic settings; how outreach and education are handled
in various settings {schools, adult/adolescent community
organizations) and perceived constraints associated with

166



APPENDIX VII . ’ APPENDIX VII
Page 3 Page 3

community attitudes, federal program and fiscal policies,
state laws and availability of staff resources; client
attitudes toward staff characteristics. and mandated
services; how clinics measure their effectiveness; role

of the male; general ambiance of clinics and staff/client
interaction; relationship to other agencies; and role

of state and local governments in providing services to
teenagers. Special attention will be devoted to describing
the wide regional variations in services and methods of
delivery.

Regions III, VI, VII and IX will participate.

5. MULTIPURPOSE SENIORS' CENTERS--Requested by the Secretary

Lead Regions: Regions I and IX
Projected Completion: July, 1978

The assessment will examine to what degree centers serve
as community focal points for developing and delivering
social, health, education, nutrition and recreation
services for older persons. Special emphasis will be
given to identifying client motivations in seeking and
using these services and this mode of service delivery,
client perceptions of the adequacy and quality of center
services and whether services delivered in the center
are available elsewhere in the community.

Regions II, III, IV and VIII will participate.

6. FOSTER CARE--Requested by the Secretary

Lead Regions: Regions VII and X
Projected Completion: August, 1978

The assessment will stress the actual problems facing
caseworkers and clients when there is the posssibility
that children may be removed from their natural parents
(emphasis will be placed on whether there are adequate
criteria to guide caseworkers in making decisions),
services to natural parents during the early stages of
foster placement and services to facilitate adoption
where services to natural parents are unable to overcome
obstacles to reuniting the family. Attention will be
devoted to describing the wide variations in policies
and practices throughout the participating regions.

Regions II and V will participate.
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EDUCATION FOR THE HANDICAPPED--Requested by the Secretary

Lead Regions: Regions VIII and X

Projected Completion: September, 1978

The assessment will examine to what extent handicapped
children who need services are being identified and
gerved in local school systems. Special attention will

be given to factors at the parent, teacher and school
system level that account for difficulties in identify-
ing and serving handicapped children and how these factors
differ in a mix of school systems.

Regions I, IV, V, VI and IX will participate.
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APPENDIX IX : ' APPENDIX IX
Page 1 _ Page 1

PROBLEﬂ CASES -— ACCESS TO NURSING
HCOME RECORDS

1. Florida Nursing Home Association v. Page

Early in 1977, the Department, in cooperation with the Florida
Department of Health and Rehabilitation Services (DHRS), initiated
plans for a review of sixty nursing homes in Florida. The homes,
all Medicaid providers, were selected largely because of the
amount of their Medicaid reimbursements. In March, 1977, the
Florida Nursing Home Association, together with several individual
nursing homes, filed suit against DHRS and HEW for injunctive re-
lief against ths planned audits. '

HEW moved to dismiss the complaint, and the litigaticn is now pending
in the Southern District of Florida. Meanwhile, HEW representatives
have been excluded from the nursing hcemes and, thus, prevented from
completing their financial reviews. With the passage of P.L. 95-142,
specifically authorizing HEW access to the records of Medicaid pro-
viders, HCFA and the Office of Inspector General have consulted with
the Department of Justice to determine how best to implement this
authority.

2. Other Access Problems

Drawing on the experience of the New York Special Prosecutor and others
who have analyzed the nursing home industry, the Inspector General began
a project to develop auditing and investigative guides that could be used
to identify those homes whose practices reflect waste, abuse and fraud.
Homes in three states were selected on the basis of an analysis of cost
reports filed with the Medicaid agencies as the subjects of in-depth
audits.

The audit of one home began in October, 1977 but was cut short when the
HEW auditors were refused further access to the home's records. Again,
the Inspector General is consulting with the Department of Justice in
order to determine what action may be most appropriate to vindicate

his statutory right of access.

A second audit of a nursing home in the same state was begun in February,
1978, and once more, some ten days after the auditors started their review,
they were excluded from the hcme. After seeking unsuccessfully to negoti-
ate a settlement to this dispute, the Inspector General decided to make
use of the subpoena power conferred on him by Section 205(a) (3} of P.L.
94-505. Accordingly, a subpoena calling for the relevant books and
records of the nursing home was served on the home's administrator on
March 24, 1978, and we are now awaiting compliance with that demand.
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