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Mr. Chairman and Members of the Committee, we appreciate 

the opportunity to appear here today to discuss GAO's ef- 

forts to prevent fraud in Government programs. 

In a September 1978 report entitled, "Federal Agencies 

Can Do More to Combat Fraud in Government Programs," we 

pointed out that no one knows the magnitude of fraud and 

abuse against the Government. It is hidden within legiti- 

mate undertakings, and usually goes unreported and undetect- 

ed. However, all indications are that fraud is a problem 

of critical proportions. 

Order of magnitude data on waste in Government is even 

more difficult to develop. First of all, when people talk 
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about 'waste" in Government programs, they are often 

talking about very different things. Depending on one's 

perspective an entire program can be viewed as a waste 

of Government funds, whereas another person might view 

the same program as extremely important. Even where 

there is general agreement that a given program is neces- 

sary, waste results from a number of factors. For exan- 

pie r mismanagement of a well designed program can result 

not only in waste, but fraud and abuse as well. Poorly 

designed programs without adequate safeguards and controls 

can lead to the occurrence of all of these problems. 

iJaste also results from the continuation of programs after 

they have outlived their usefulness or accomplished their 

intended purposes. Suffice it to say that waste is a neb- 

ulous term that almost defies quantification. 

As I discussed in September before Senator Chiles Sub- 

committee on Federal Spending Practices and Open Government, 

our current efforts in combating fraud began in mid-1976 

when we initiated some exploratory work aimed at ascer- 

taining whether Federal agencies had instituted effective 

policies and procedures for combating the fraud that might 

exist in their programs. It seemed to us that the essen- 

tial elements of such an effort would include: 

--a set of procedures to assess the vulnerability 

of the programs in question to see if the 

agencies were aware of the susceptibility of 

their programs to fraudulent schemes. 
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--the comprehensive collection and anaylsis of 

information on known incidents of fraud to 

determine patterns and trends, and 

--an aggressive effort to followup on instances 

of fraud which would involve not only reactions, 

but active policing to seek out fraudulent schemes. 

As discussed in the report, we focused on the above 

activities in several agencies (Agriculture, Labor, Trans- 

portation, HUD, VA, GSA and Small Business Administration) 

to confirm or deny the existence of the problem. 

Although some bright spots existed here and there with 

respect to individual agency's anti-fraud activities, over- 

all the existence of a serious problem was confirmed. 

An important aspect to stress in any discussion of 

fraud in Federal programs is that while stronger internal 

audit, inspection and criminal investigation capability 

is mandatory, it alone is not sufficient to solve the 

problems. A systematic approach to fraud prevention 

requires evaluation of the adequacy of management's in- 

ternal control systems. Close coordination between 

investigators, auditors and those responsible for program 

design and execution is required if potentially fraudu- 

lent situations are to be examined in a systematic manner. 

Each has an important.role to play, but not to the exclu- 

sion of the other. 

Systematic efforts to identify and root out fraud could 

also yield agency management information systems which 
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would be valuable in planning fraud prevention efforts. 

Without such data, agencies have no basis for planning 

anti-fraud strategies or developing the resources required 

to combat fraud. 

In the past, agencies have not made fraud detection 

a high priority. The low priority assigned led to pas- 

siveness regarding potentially fraudulent situations. In 

addition, agency investigators often have not had the back- 

ground, experience, and training needed to effectively 

detect fraud. About 70 percent of them have had no prior 

experience in fraud investigations, and about 80 percent 

have had no formal training in investigating fraud. Although 

several agencies have begun an effort to provide better 

training, the absence of a financial background is detri- 

mental to effective fraud investigations. This serves to 

highlight the requirement for coordination between the 

accountant/auditor and the investigator. 

GAO Fraud Task Force 

On October 11, 1978, I wrote to Senator Lawton M. 

Chiles, Chairman, Subcommittee on Federal Spending Practices 

and Open Government, informing him that, as a followup to 

our report, I was establishing a Special Task Force for the 

Prevention of Fraud. 

The major responsibility of this group is twofold (1) 

to evaluate the adequacy of the management control systems 

in Federal agencies that are necessary for the prevention 

of fraud, and (2) to assess the adequacy of followup and 
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corrective actions taken on reports of auditors and inves- 

tigators. Where these systems have been properly developed 

and are functioning as planned, the possibility for fraud, 

theft or error is greatly diminished. Where the systems 

do not exist or are not being used properly, the opportuni- 

ties to defraud the Government and the possibilities of 

error increase dramatically. 

The Task Force will concentrate on agency controls over 

cash and receivables, inventories and supplies, and anything 

else of value that might be stolen or misappropriated if con- 

trols are weak. Since computer systems offer many possibili- 

ties for fraud, we will identify weaknesses in computer con- 

trols over payrolls, payments to vendors, and cash disburse- 

ments for other purposes. We will also be looking at the 

controls in effect to insure that the Government gets what it 

pays for, and that work set out in contracts is actually 

performed. 

The Task Force will analyze the reports of internal 

auditors in each agency it reviews, giving particular 

attention to indications of fraud or error the auditors 

have uncovered. Where these reports or our own reviews 

show that controls are weak, we will search for potentially 

fraudulent situations, using our own computerized data 

retrieval and analysi+s packages where practicable. 

The agencies and programs selected for these reviews 

are Department of Labor's Comprehensive Employment and Train- 

ing Act programs, the Community Services Administration, the 
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Small Business Administration and the Naval Material 

Command. 

At the conclusion of our work at each agency, we will 

prepare a report to the Congress and the agency involved, 

with particular emphasis on any weaknesses in management 

controls that would permit fraud, theft, or error to occur. 

With the Task Force acting as the central focal point in GAO, 

all our work on fraud and abuse will be brought under its 

umbrella. 

Since prevention will merit top priority in GAO's 

fight against fraud, our work will concentrate on fixing 

or strengthening control weaknesses in agency systems that 

permit fraud to occur. As we uncover potential fraud and 

abuse in our work, we will be looking for patterns that 

can be explored in other agencies. 

In many instances concerned citizens nationwide have 

knowledge of specific examples of fraud or abuse which may 

or may not be known to agency administration. The details 

of these problems are invaluable in our examination of agen- 

cy ability to combat fraud. In order to provide a means for 

utilizing this source of information, Senator Sasser, Chair- 

man of the Subcommittee on Legislative, Senate Appropriations 

Committee, and I jointly announced a tollfree telephone number 

(800-424-5454) on January 18, 1979. This allows any concerned 

citizen nationwide an opportunity to report instances of fraud 

to the Task Force for investigation and possible prosecution. 
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This concludes my prepared comments. We will be 

happy to respond to the specific questions raised in 

your letter inviting me to appear before the Committee. 



QUESTION 

How much is lost each year from waste, fraud, and abuse in 

Federal programs? What are the bases for your estimate? 

For purposes of this question as well as all the subsequent 

questions, take into account, to the maximum extent possible, 

those programs enacted as part of the Internal Revenue Code 

which are classified as "tax expenditures." 

ANSWER 

.This is a very difficult question to answer. The 

American system of income security and social services is 

comprised of over 115 programs with estimated FY 79 outlays 

of over $234 billion, or 46.8 percent of the total Federal 

budget. As we have often stated,no one knows the full ex- 

tent of waste, fraud, and abuse in Federal programs. It 

is doubtful that we, or anyone else, will ever be able to 

measure waste with any precision. However, because of 

the vast amount of Government expenditures, the complexity 

of Government programs, the millions of transactions invol- 

ved, and the many ways fraud can be perpetrated, indications 

are that waste, fraud and abuse are of mammoth proportions. 

Justice Department officials have pointed out that 

generally where they have looked for fraud in Federal pro- 

grams, they have found it. Also, dollar losses are only one 

aspect of the harm resulting from fraud in Federal programs. 

When waste, fraud, and abuse exist in Government programs, 

it diminishes public support for the programs, deprives 
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beneficiaries of benefits, and lowers the level of services 

and benefits provided. In effect, fraud in Federal programs 

can seriously undermine public trust in our Government. 

Tax expenditures are defined in the Congressional Bud- 

get Act of 1974 as "revenue losses attributable to pro- 

visions of the Federal tax laws which allow a special ex- 

clusion, exemption, or deduction from gross income or which 

provide a special tax credit, a preferential rate of tax, 

or a deferral of tax liability affecting individual or 

corporate income tax liability." Tax expenditures are one 

means by which the Federal Government pursues public policy 

objectives and are similar in that respect to direct Federal 

outlays. Since changes in individual categories of tax 

expenditures can affect and interrelate to each other, 

they cannot simply be added to establish a total. However, 

the revenue loss from itemized deductions alone are estimated 

to total over $30 billion in 1980. We have received a number 

of calls over our "hotline" relating to alleged fraud in- 

volving tax matters. They are as susceptable to fraud and 

abuse as well as any other expenditure. Therefore, those 

allegations will be screened and followed up as vigor- 

ously as fraud allegations relating to direct expenditures. 
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QUESTION 

What are the principal causes of Federal waste, fraud and 

abuse? 

ANSWER 

There are many reasons for Federal waste, fraud, and 

abuse; probably the main reason being simply the enor- 

mous size and complexity of Government programs. As 

we stated in our September 1978 report there are a number 

of specific causes which we can work on immediately to 

correct: 

1. Agencies do not have adequate management 

information systems to determine the extent 

of fraud detected and the ways it is committed. 

2. Agencies have not given fraud detection a suf- 

ficiently high priority. 

3. Agencies have not fixed responsibility for 

identifying fraud. (This will be corrected to 

some extent by the appointment of the remaining 

Inspectors General in the agencies covered by 

the Inspector General Act of 1978 (PL 95-452). 

4. Many suspected frauds are not referred for 

investigation. 

5. Agency investigators do not have adequate back- 

ground and expertise to effectively identify 

and investigate fraud. 
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QUESTION 

In which Federal programs do waste, fraud, and abuse 

seem the most prevalent? 

ANSWER 

Our Special Task Force for the Prevention of Fraud is 

studying this area and determining which Federal programs 

are the most vulnerable to waste, fraud,and abuse. Some 

of the programs that would seem to be particularly sus- 

ceptible to fraud are those involving a significant amount 

of contracting and procurement such as those in the General 

Services Administration and the Defense Department. In 

addition, programs involving loans, grants and benefit 

payments appear to be particularly vulnerable. This of 

course, includes many programs, such as, food stamps admin- 

istered by the Agriculture Department, comprehensive employ- 

ment and other programs administered by the Labor Department, 

the housing programs in the Department of Housing and Urban 

Development and other agencies; and, of course, the many 

benefit programs administered by the Department of Health, 

Education, and Welfare and the Veterans Administration. 

Eliminating the dollar loss from waste, fraud, and 

abuse in the programs is only part of the picture. We must 

do more to restore public confidence in the integrity of 

all programs supported by tax dollars thru improved manage- 

ment of programs, better design of programs, improved 

accounting and information systems, and better oversight 

of Government programs. 
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QUESTION 

How much loss of Federal dollars do you attribute to program 

mismanagement? How much to criminal activity, on the part of 

program managers or beneficiaries? How much to program design? 

How much to private sector practices which raise the cost of 

otherwise well constructed programs (such as unnecessary 

surgery prescribed by doctors, which raises medicaid and medi- 

care costs)? 

ANSWER 

Again this is a difficult, if not impossible, question 

to answer because the definition of mismanagement is highly 

subjective. As you know, there is a potential for waste in 

any large organization. Consequently there is a need for 

continuous management attention to finding ways to reduce 

waste and increase savings. 

We in GAO track the results of our work and quantify 

them to the extent possible. As stated in my annual reports 

to the Congress, there are many ways to bring about savings 

in Government programs. For example, we identified approxi- 

mately $8.2 billion in measurable savings attributable to our 

work in Fiscal Years 1977 and 1978. In addition, there are 

many other savings of billions of dollars resulting from 

our audit activities which are not measurable. There are 

certainly other losses due to mismanagement, poor program 

design, and operating practices which either have not been 

identified or are not measurable. 
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A further area that offers opportunities for waste re- 

duction is productivity improvement. Productivity improve- 

ment focuses on reducing waste through better utilization 

of the Federal work force. Much has been learned within 

the agencies on how to improve work-force effectiveness 

through better systems and procedures and through using 

equipment to expand worker's capabilities. Even more can 

be done by transferring this knowledge and technology among 

the agencies. Another key aspect of productivity improvement 

activities is the attention paid to measuring the costs of 

outputs. Such measurements look at the amount of resources 

used per unit of output. Using this information, similar 

organizations can be compared in order to find the best 

methods. Productivity measures also provide a means of 

tracking the results of productivity improvements within an 

organization. Without measuring the impact of improvement 

actions, there is no way of knowing if management is 

effectively pursuing this goal. For these reasons I have 

established productivity as a major issue area for GAO's 

attention. 
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QUESTION 

What actions have been taken to date by the Administration to 

eliminate waste, fraud, and abuse? How successful have these 

actions been? 

ANSWER 

On December 13, 1978, the President directed the Heads 

of Agencies to take certain steps to eliminate waste, fraud, 

and error in Government programs. They were to: 

1. develop a comprehensive plan designating a single 

official to oversee preparation of the plan set- 

ting the course of action for the agency and 

monitoring its implementation; 

2. review and respond to major allegations of waste, 

fraud, and error by the Comptroller General; and 

3. suggest Government-wide action to reduce waste, 

fraud, and error. 

I would like to defer to the Administration for a 

response on the question of its success. 
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QUESTION 

What actions has GAO taken, as the Federal Government's 

chief audit agency, to eliminate or reduce losses due 

to waste, fraud and abuse? 

ANSWER 

Our annual report cites numerous examples of financial 

savings and other benefits from our work, as well as open 

legislative recommendations. The legislative recommenda- 

tions,.include those developed during the fiscal year covered 

by the report as well as carry over recommendations which 

we still recommend to the attention of the Congress. 

Currently approximately 40 percent of our effort is 

directed to reviews of the economy and efficiency of agency 

program operations, and 50 percent is directed to evaluating 

programs to determine if they are operating as intended. 

Because of my concern that more needs to be done to 

combat fraud and abuse, I have established the Special 

Task Force for the Prevention of Fraud which has as its 

overall objective an evaluation of agency control systems 

to insure that they are adequate, in place, and working. 

To accomplish this objective the Task Force has mounted 

three major efforts 

--the establishment of a hotline telephone 

to give citizens anywhere in the Nation an 

opportunity to assist us in eliminating 

fraud and abuse in Federal programs, 
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--a series of vulnerability assessments to 

determine whether agencies audited have 

adequate internal accounting or management 

controls to prevent or discourage fraud in 

the future. In essence these assessments 

will result in a risk profile of the agency 

or program, and 

--an overall effort to determine the extent of 

.. fraud in Federal agencies and programs and 

its causes. 

Because of the importance which I attach to this 

area I have diverted 57 staff years of effort in each of 

fiscal years 1979 and 1980 to accomplish these objectives. 

We think that the work of the Yask Force,which will sup- 

plement other related work done throughout GAO,will en- 

able us to effectively respond to Committee and member 

interest in the area. 
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QUESTION 

Mr. Staats could you discuss the Task Force efforts in 

more detail and give us some of the characteristics of 

allegations received on the hotline? 

ANSWER 

I might say at the outset that the response to the 

hotline has been beyond any expectations and we view this 

as a positive reaction by the public to our efforts. 

Volume. of Calls and 
Geographic Area 

We announced the hotline telephone number on January 18th 

and after the first 6 weeks of operation, had written up 

well over 3,000 allegations which require classification 

as to materiality, agency and program involved, and geographic 

location. Computer analysis of the first group of calls is 

complete and the follow-up process on these hotline leads 

has begun. Additional calls are being received daily, and 

will be handled by the same process. 

Calls have been received from 48 states, the District 

of Columbia and overseas locations. 

A geographic breakdown based on the allegations believed 

to be substantive in our initial screening of 2,401 cases is 

as follows: 

Location of Reported *Activity 

74 Washington, D.C. 

30 Alabama 

2 Alaska 

23 Arizona 

23 Arkansas 

156 California 
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27 

11 

2 

37 

23 

'17 

8 

20 

2 

8 

46 

26 

59 

13 

28 

60 

6 

34 

6 

Colorado 

Connecticut 

Delaware 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississipi 

Missouri 

Montana 

Nebraska 

Nevada 

New Hampshire 

New Jersey 

New Mexico 

67 

27 

3 

72 

14 

9 

91 

8 

7 

6 

52 

46 

9 

-- 

57 

34 

15 

12 

-- 

6 

62 
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New York 

North Carolina 

North Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Rhode Island 

South Carolina 

South Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West Virginia 

Wisconsin 

Wyoming 

Overseas 

Missing State Codes 
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Affected Government Entity 

Executive Branch 

58 Department of Agriculture 

14 Department of Commerce 

43 Department of Defense (other than Air Force, Army, Navy) 

48 Department of the Air Force 

60 Department of the Army 

86 Department of the Navy 

16 Department of Energy - 

108 Department of Health, Education and Welfare 
(other than SSA, OE, NIH, FDA) 

167 Social Security Administration (Welfare, SSI) 

22 Office of Education 

6 National Institutes of Health 

-- Food and Drug Administration 

122 Department of Housing and Urban Development 

40 Department of the Interior 

33 Department of Justice (other than FBI) 

4 Federal Bureau of Investigation 

153 Department of Labor 

3 Department of State 

36 Department of Transportation 

15 Department of the Treasury (other than IRS) 

102 Internal Revenue Service 

3 ACTION 

-- Civil Aeronautics Board 

17 Community Services Administration 
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mm Consumer Product Safety Commission 

21 Environmental Protection Agency 

4 Equal Employment Opportunity Commission 

em 

me 

1 

2 _- 

4 

1 

mm 

2 

-- 

10 

10 

8 

Export-Import Bank of the United States 

Farm Credit Administration 

Federal Communications Commission 

Federal Deposit Insurance Corporation 

Federal Election Commission 

Federal Home Loan Bank Board 

Federal Reserve System 

Federal Trade Commission 

General Services Administration 

Interstate Commerce Commission 

National Aeronautics and Space Administration 

National Science Foundation 

National Transportation Safety Board 

Securities and Exchange Commission 

Selective Service System 

Small Business Administration 

Tennessee Valley Authority 

United States Civil Service Commission 

-- United States Information Agency 

50 United States Postal Service 

82 Veterans Administration 

1 The President of the United States 

1 The White House Office 
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1 Office of Management and Budget 

1 National Security Council 

we Central Intelligence Agency 

-- Council on Environmental Quality 

Be Council on Wage and Price Stability 

-- Office of the Vice President of the United States 

Legislative Branch 

2 

3 

-- 

em 

-- 

Other 

Congress 

General Accounting Office 

Government Printing Office 

Library of Congress 

Cost Accounting Standards Board 

Office of Technology Assessment 

Congressional Budget Office 

1 The Supreme Court of the United States 

31 Other 

15 Missing Agency Codes 
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Mix of Calls -- Substantive vs. Non-substantive 

Approximately 62 percent of the calls appear to have 

some substance for audit or investigation. Approximately 

40 percent involve allegations of wrongdoing. For example, 

of 2,401 allegations that have received an initial screening, 

1,488 appear to have some substance for investigation or 

audit. Of the 1,488, about one-third are in the "mismanage- 

ment" category, while the remaining two-thirds (957 allega- 

tions) appear to involve intentional wrongdoing. 

Types of Allecations Received 

Other than those of a nonsubstantive nature an3 those 

that did not appear to involve the expenditure of Federal 

funds, hotline allegations fell into one of two categories: 

--instances of apparent mismanagement, and 

--instances of intentional wrongdoing 

In summarizing the allegations of wrongdoing we found 

it useful to categorize them according to the participants 

in the alleged improper activity. We established the fol- 

lowing six activity participant categories: 

1. 

2. 

3. 

4. 

5. 

Federal employees only 

Federal employees in conjunction with others 

Federal contractors or grantee organizations 

Corporate recipients of Federal financial 
assistance . 

Individual recipients of Federal financial 
assistance 

6. Other individuals or corporate entities 
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Of the 957 allegations of wrongdoing, the highest 

proportion, 30 percent, was in the participant category 

"Federal employees only". The table below shows the 

number and proportion of total wrongdoing allegations fall- 

ing in each of the six participant categories. 

No. of 
Participating Category Allegations 

1. 

2. 

3; 

4. 

5. 

6. 

we 

Federal Employees only 291 

Federal employees in conjunction 
with others 125 

Federal contractors or grantee 
organizations 211 

Corporate recipients of Federal 
financial assistance 6 

Individual recipients of Federal 
financial assistance 184 

Other individuals or corporate 
entities 140 

957 

Percent 
of Total 

30.4 

13.1 

22.1 

0.6 

19.2 

14.6 

Looking first at the "Federal employees only" category 

found that there were 27 allegations of theft, 22 alle- 

gations of private use of government property, 72 reports 

of employee working hour abuses, 91 reports of improper 

financial transactions, and 79 reports of other improper 

activities. 

In the second category, that of "Federal employees in 

conjunction with others" there were 66 allegations of a 

bribe or kickback having been paid, 2 allegations of extor- 

tion and 57 miscellaneous other allegations. 
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In the "Federal contractor/grantee" category there 

were 82 allegations of improper expenditure of Government 

grant funds, 24 allegations of contract non-performance, 

21 reports of the theft of Government funds or property 

and 84 other allegations of various natures. 

The 6 allegations that fell into the category "Cor- 

porate recipients of Federal financial assistance" gen- 

erally involved the improper receipt of subsidy funds. 

The fifth category, "Individual recipients of Govern- 

ment financial assistance" included 57 allegations of wel- 

fare cheating, 32 of cheating on social security benefit 

eligibility, 23 of collecting inappropriate disability 

benefits, 12 of cheating on veterans benefits, 12 instances 

of food stamp cheating, 13 of medicare/medicaid cheating 

and 35 miscellaneous allegations. 

The- sixth and final category, "Other individuals or 

corporate entities" included 87 allegations of personal 

and corporate income tax cheating, and 53 other allegations 

of improper activity. 

The allegations of wrongdoing that were received to 

date involve the funds of every one of the 12 cabinet 

departments of the Federal Government and involve activity 

in Washington, D.C. and 48 of the 50 states. 

In 57 percent of the cases the informant was anonymous. 

Twenty six percent of the informants were Federal employees. 
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Examples of Fraud Task Force 
Actions on "Hotline" Alleqations 

1. Case 10000 

An allegation was received that land values were 

being significantly overstated in a get rich scheme 

related to an application for urban renewal hous- 

ing. The Inspector General was contacted, the appli- 

cation located, and marked to require special care 

in the land appraisal process. GAO and the Agency 

Inspector General will continue to monitor the case. 

2. Case 1017 

A call was received on the hotline that documents 

required by HEW auditors in connection with an audit 

at a site funded by HEW's Rehabilitation Services Ad- 

ministration were being altered prior to being turned 

over to the auditors. The HEW Inspector General's 

office was contacted and the agency auditors at the 

site were alerted. 

3. Case 1528 

An allegation that the holder of a GSA motor pool 

credit card is supporting his drug habit by falsifying 

automobile fuel charges. The activity is alleged to 

have been going on for 2 years with substantial illegal 

charges accumulated to date. Verification of the 

validity of the allegation and the collection of 

supporting evidence is currently underway and appears 

to support the allegation. 
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4. Case 2267 

The informant who identified herself, alleges 

an ongoing consipracy to defraud the Government through 

the submission of invalid claims for disability income. 

The lady stated that these individuals were not dis- 

abled, had outside sources of income, and were living 

in the same house in a cult-like society. They had all 

been certified as schizophrenic by the same physician. 

Staff from the regional office discussed the case 

with officials from the Social Security Administration 

(SSA). They were informed by an SSA District Director 

that he too was suspicious and several months earlier 

had requested that their Office of Program Integrity 

conduct an investigation. -I 

/ 

To his knowledge an investi- L 
9' a\ 

gation has yet to be initiated. 

The informant is the mother of one of the members 

of the cult. 
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Procedures for Recording 
“Hotline" Allegations 

Each caller on the hotline discusses his/her allega- 

tion with a member of the Fraud Task Force. The staff 

answering hotline phones are all professional auditors 

and attempt to ask questions which establish the material- 

ity of the alleged wrongdoing and establish that Federal 

funds are involved. Each call is written up on a con- 

trolled form and assigned an individual control number. 

The type of information we attempt to obtain is: 

--Does the caller wish to remain anonymous? 

--Nature of the allegation 

--Location of reported activity 

--Frequency of occurrence (on-going or one time) 

--Affected government entity 

--Characterization of allegation (intentional 

wrongdoing or mismanagement) 

If the caller is willing to submit the allegation in writing, 

we provide the caller with the control number and request 

they put it on the correspondence as a means of matching 

it to the call. The original of all allegations written 

up based on "hotline" calls are considered confidential data 

for investigation and are retained in the GAO Fraud Task 

Force files. 
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Follow Up on Complaints or Tips Received 

Following initial screening by Task Force personnel 

to eliminate those allegations which relate to local or 

non-substantive matters, the allegations are jointly 

reviewed by GAO Task Force personnel and the applicable 

agency Inspector General. Follow up is scheduled on a 

case by case basis. Follow up on all cases will be 

either: 

Referral to Agency Inspector General 

(GAO Fraud Task Force to monitor status.) 

--Allegation of criminal nature which requires 

investigation to determine if meritorious for 

referral to Justice Department. 

--Allegation of a non-criminal nature which 

involves possible mismanagement. 

Referral to GAO Regional Office 

(GAO Fraud Task Force to monitor status.) 

--Allegations which involve an agency without an 

Inspector General and which require determination 

of substance prior to referral to Department of 

Justice. 

Referral to GAO Audit Division 

(GAO Fraud Task Force to monitor status.) 

--Allegations of a non-criminal nature which involve 

possible mismanagement. These will be the same 

"audit type" allegations referred to agency 
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Inspectors General for correction by the program 

managers. GAO plans to follow up on these in its 

normal audit of the programs involved. 

Vulnerability Assessments 

Our objective in making the vulnerability assessments 

is to determine whether agencies selected for audit by 

the Task Force have adequate internal accounting and opera- 

tional or management controls to prevent or discourage 

future fraud, abuse and error. 

Vulnerability assessments are what we call our efforts 

to determine the vulnerability of agencies and their pro- 

grams to fraud and abuse. In other words, it is a risk 

profile of agency operations. 

Me will be making these assessments of Labor's Compre- 

hensive Employment and Training program, the Community 

Services Administration, the Small Business Administration 

and the Naval Material Command. 

Expected Accomplishments from the 
Vulnerability Assessments 

--The recovery of Federal funds resulting from 

intentional misuse of Federal assets. 

--A risk profile on agencies audited which will 

identify internal accounting or operational 

(management)'control weaknesses that when 

corrected, can result in greater assurance 

to agency heads that agency assets are safe- 

guarded, agency accounting data is accurate 
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and reliable; agency operations are efficient; 

and that Federal and agency management policies 

are being followed. 

--The development of a standard audit package for 

evaluating internal accounting and. operational 

(management) controls that, when modified slight- 

ly to consider unique agency characteristics, 

could be used by internal audit groups of all 

Federal agencies in developing their own risk 

profiles for the heads of their agencies. 

Overview of Fraud in Federal Programs 

In order to do something about fraud that is occur- 

ring, we need to know how large the problem is and where 

it is most likely occurring. Our overview effort will 

focus on 21 major Federal departments and agencies in- 

cluding Defense. We will have some 26 fulltime staff 

members devoted to this effort. 

Drawing on known management and systems problems 

developed in the recent past and reported by GAO, we 

intend to identify known cases of fraud and trace them 

back into the agency management and financial systems. 

Our primary objective is to determine what management 

and internal control systems failed thus allowing fraud 

to occur. Based on our analyses, we expect to be able 

to get a better feel for the (1) kinds of fraud that is 

occurring and its cost, (2) resources needed to combat 
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it, (3) whether trends indicate that the weaknesses 

allowing fraud to occur show up in the delivery systems, 

the enabling legislation, or the management systems 

controls, (4) how agencies handle fraud cases and the 

actions needed to prevent fraud from occurring including 

what they are doing to detect it. 

We believe that management and internal controls are 

the key elements in effective prevention of fraud. we 

expect also to look at traditional concepts of internal 

controls to determine whether in light of the apparent 

large amount of fraud occurring these concepts need 

revision or strengthening and whether new controls 

need to be established. 

In addition to these efforts by the Fraud Task Force, 

GAO will continue its normal examinations of Federal pro- 

grams and will be assessing other systems of management 

and internal control. Those efforts which identify fraud 

will be coordinated with the Task Force and included 

in our overall assessment. 

Agencies to be Reviewed 

Department of Health, Education and Welfare 

Department of Labor 

Community Services Agency 

Veteran's Administration 

Social Security Administration 

Justice Department 



Law Enforcement Assistance Administration 

Department of the Treasury 

Department of Agriculture 

Department of Commerce 

Department of Housing and Urban Development 

Small Business Administration 

Department of the Interior 

Environmental Protection Agency 

Department of Transportation 

General Services Administration 

Department of Energy 

Department of State 

Agency for International Development 

National Science Foundation 

Department of Defense (all) 

Reasons Agencies Selected 

Prior experience indicates that the programs most sus- 

ceptible to fraud are social programs of the 13 major grant 

agencies (HEW, Labor, HUD, etc.), personal service contract- 

ing, procurement of equipment, supplies and other services 

regardless of the Federal agency involved. Preliminary 

reviews of over 100 recent GAO reports as well as our early 

experience with the hotline indicates that the agencies 

selected are those experiencing most of the known fraud 

today. Others such as the Department of Justice and LEAA 

were selected because of the role they play in the 
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investigation and prosecution of white collar crime. In 

these agencies, our prior reviews indicate that the 

interface between Justice and Federal agencies respons- 

ible for administering programs needs improvement,and 

may in fact be affecting the prosecution of white collar 

crime. In turn, agencies may be contributing to the 

problem by failing to utilize all administrative remedies 

open to them, thereby clogging the system with unnecessary 

referrals or in some cases inadequately prepared cases. 



QUESTION 

How many Federal employees have been discharged for 

activities involving fraud, waste and abuse? 

ANSWER 

We have no figures on which to base our answer. The 

Office of Personnel Management indicates there is no exist- 

ing system to accumulate this type of data. 

In early 1978, in discussions related to the Civil 

Service Reform Act, the Office of Personnel Management in- 

dicated that in calendar year 1976, there were 17,157 Federal 

employees dismissed for a variety of reasons as tabulated 

below. 

226 - inefficiency (unsatisfactory performance) 

2,287 - resigned in lieu of adverse action 

4,261 - terminated during probation period 

240 - removed because of pre-existing condition 

3,164 - dismissed for some form of misconduct 

418 - separated for "suitability" reasons 

4- dismissed from Foreign Service 

6,557 - dismissed for "a variety of additional reasons" 

17.157 

It appears that the number of employees discharged for 

activities involving fraud and abuse would be a small number 

scattered throughout each category, however, we have no 

specific data at this time. 
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QUESTION 

Do you think that the estimates in the President's budget 

for savings to be achieved through administrative actions 

to reduce waste, fraud, and abuse, such as the $0.5 billion 

savings estimated for the medicaid program are realistic 

and achievable? What assumptions should the Congress make 

in its FY 1980 budget as to these savings? 

QUESTION 

What actions can the Congress take to eliminate waste, 

fraud, and abuse? What is the efficacy of amendments to 

appropriations bills which reduce appropriations by an 

amount corresponding to anticipated waste, fraud, and abuse 

(such as the Michel amendment, which reduced the FY 1979 

Labor/HEW appropriations by $1 billion)? Are reductions 

in the spending targets in Congressional budget resolutions 

which correspond to estimated amounts misspent due to waste, 

fraud, and abuse (such as the amendment to the First Budget 

Resolution for FY 1979 offered by Senator Harry Byrd) useful 

tools for bringing about a reduction of such misspending? 

What can Committees with jurisdiction over such programs 

as medicare, medicaid, general revenue sharing and welfare 

do that they are not doing now to exercise better oversight 

over these programs? What should the Budget Committees do? 

ANSWER 

At this time, Mr. Chairman, I would like to answer both 

questions together. I believe it is necessary to discuss the 



issues raised in the latter question before we talk about 

the President's proposals for reducing "waste, fraud, and 

abuse." I believe it is necessary to lay out a general 

framework of what actions Congress can take to eliminate 

"waste, fraud, and abuse". Within this framework, I believe 

the Congress should act with precision to the maximum extent 

possible. Cutting out "waste, fraud, and abuse" should be 

done with a scapel and not a meat ax since our objective 

is to make the patient well. This can best be done on 

Congress' part by oversight and legislative action on (1) 

individual programs and (2) administrative functions, such 

as the creation of the Inspector General functions, in- 

creased emphasis on collection of receivables, prosecution 

of fraud cases, and implementation of the new personnel 

management functions. 

At the individual program level, it can be determined 

when, and how much the funding level should be changed to 

correspond with actual reductions in "waste, fraud, and abuse" 

in the particular program. It is only at that level that 

Congress can assess the balance between administrative and 

program costs and to address the underlying problems--poor 

management, poor program design, poor organizational arrange- 

ment, or actual fraud and abuse by individuals. 

Across the board budget cuts --either in lump sum or as a 

percentage--get the message across that Congress wants the 

program costs lowered, but they give to the executive the con- 

trol over the allocation decisions at the individual program 
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level. Congress cannot be sure that the reductions will 

be taken where and how they are needed to result in and 

correspond with actual reductions in "waste, fraud, and 

abuse." 

I do not believe it is realistic for the budget 

committees to lower the aggregate funding levels based 

on estimated "savings", unless it is done in cooperation 

with the authorizing and appropriating committees. They 

can take the legislative actions needed at the program 

level to make the reduction happen, such as changing 

eligibility requirements where needed, strengthening ad- 

ministrative functions, etc. 

In addition, the Congress needs to develop some type 

of oversight reform legislation. A major effort was made 

last year when the Senate considered S.2. However, this 

measure was not enacted. I hope the 96th Congress will 

give priority to this important and needed reform. I 

believe that it is time that we recognize that our society 

and economy and the world social and economic order are 

constantly changing. Our laws must be periodically reviewed 

and modified to keep our programs and administrative func- 

tions up-to-date and responsive to current needs. We agree 

that the Congress cannot review all laws every yearr but 

it can and should make sure that all laws are looked at 

periodically. One very useful tool currently available to 

the Senate in controlling the growth of Federal regulatory 
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and paperwork burdens is Senate rule 29.5. This rule 

requires an impact evaluation of public bills or joint 

resolutions coming to the Senate floor. I believe that 

this statement, if made early enough in the legislative 

process, can be of extremely valuable assistance to both 

legislative committees and agencies in studying the ad- 

verse impacts of proposed legislation. 

Mr. Chairman, you asked what the Budget Committees 

should do? As I have said, the basic action is at the 

program level with the authorization and appropriations 

committees. I believe the Budget Committees are in a 

good position to encourage and keep score on the imple- 

mentation of this Government-wide effort to reduce 

"waste, fraud, and abuse." I believe much progress will 

be made in the next few years, but some one will have to 

assess the budget implications of the results--the-budget 

committees are good candidates to perform this function. 

The President has proposed a number of actions to 

reduce program costs. There is no one place in the budget 

where these are tabulated. However, as an example, we 

have developed a summary of the major savings items from 

the FY 1980 budget and supplementary material furnished 

us by BEW (see attached schedule). To aid your committee 

in assessing the President's proposals, we have categorized 

the savings according to the nature of the problem or cause 

as follows: 
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1. 

2. 

3. 

4. 

5. 

"Fraud and abuse" by individual Federal 

employees and program participants. 

Poor management which allows sloppy work, 

slow service, overstaffing, buying too much, 

losing things, etc.: which result in waste. 

Poor organizational alignment resulting in 

people in several organizations dealing with 

the same people in the private sector on 

the same or closely related subject, some- 

times referred to as overlap and dupli- 

cation. 

Changes in programs (program design) needed 

because circumstances have changed, we have 

learned more, other programs are now involved, 

funding level is different than expected, etc. 

Policy and priority choices expressed as proposals 

to cut back on a service or assistance to all or 

some program participants. 

For major Presidential proposals for cost reductions 

highlighted in the budget documents and for major administra- 

tive actions proposed by HEW to reduce program costs, we have 

(1) determined the total amount of savings, (2) determined the 

major actions to be taken to bring about the proposed savings, 

(3) developed questions about the basic assumptions and 

estimates, and (4) identified the related GAO work performed 

in the area. 
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The analysis suggests that fraud and abuse may account 

for as little as 3 percent of the overall potential savings 

while poor management or changes in circumstances appears to 

account for the majority of savings. However, I must reem- 

phasize that no one knows the total savings that can be 

achieved by reducing fraud and abuse. 

We believe the Congress should address each of the 

major proposals listed on our schedule when they are develop- 

ing the FY 1980 budget. There is no one easy way to deal 

with the range of problems involved. It is probable that 

achieving actual changes in administrative practice, which 

lead to greater effectiveness and efficiency in the longer 

run, may increase short run costs. For example, establish- 

ment of the Inspector General functions will require immed- 

iate funding, but any resulting "savings" may not show up 

immediately. Even then they will be in terms of slower 

program growth, rather than a lower level of total funding 

for the program. 

Similarly, reorganizations such as those being con- 

sidered for paperwork, regulations and statistical programs 

are intended to strengthen management and reduce costs in 

the Government and private sector; but there are usually 

additional one-time administrative costs incurred during 

reorganizations, such as redesigning data systems, moving, 

and rewriting regulations. 

In short, Mr. Chairman we believe the Congress, in 

developing the budget for FY 1980, should question closely 
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the "savings" and "cost reduction" estimates of the President. 

The Senate and House Budget Committees might well want to 

have discussions with the Director of the Office of Manage- 

ment and Budget about the probability of realizing these 

savings, prior to setting budget targets in the First Con- 

current Resolution. The Congress should also look closely 

at the actions the President is proposing to make sure they 

are appropriate for the problems. It should guard against 

organizational solutions (new organizations or reorganizations) 

t-o problems caused by poor management or poor program design. 

We hope the schedule we prepared will be useful in 

pursuing this matter further. 



FV 1980 Srvlnqs fran Prqosals to Reduce W.V@~-- Fraud. m4 Alwsr in the Federal Govrrnmrnt -- ___ - _ .-e-e I- - -. _--_ _ _-- 

(do1 tars jmJJ&~) 
)i 

Total Propma! 
htlnldted Major pmwsals ~4th estimated 

Rature or p-ohlen saving5 cost rr'4UCt!OOs -- $dV ms 

1. Fraud and hbust 3 218.3 Medtcaid State Fraud and Abuse f 92 -----_--.-P-e 
units 

HEY-iiedl th Care 

No detail provided to erplain 
progrln activities 

2. Poor Mand9e- 2,974 Purchase of goods 6 services 1,000 
ntnl ]a) LnCredStd Cmpetittve 

bidding 
(b) tighter control on con- 

tractor overhead when 
ccmpctltton not feasible 

(c) better techniques for 
determining when to buy. 
distribution of supplies 
and dellvery of sewices 

(d) inpravcnwt in management 
and control of inventories 

Ftedfcafd @ality Control Program 
HfU - Health Care 

No detail provfded to explain 
proqrdm dctlvitles 

Refmbursammt Standards for 
Ineffictent llealth Care 
Providers 

HEW-Health Care Financing A&tin. 

No detail provided to explain 
program activftla 

3. Ovcrlao and Ou~11- 515 Reimbursement to VA frm hedlth 
cdtiow with fnsurers for trtatment of 

Private Scctor 

Make health Insurance sup&- 
mental to private insurdnce 
far workin- - Medic= 
mlth Cdre FfndnCfng 

Administration 

4.Chdnqe in Cfrcum- 2,994 Hospital Cost Contrirvnmt 
5tanceS Medicare 

- 
mth Care Flnanclnq 
Admlnistrdthn 
--To ccnbat inflatfm in hcdlth 
cam sewices by 1imLting inpd- 
tlent-care revenue as cmfistcnt 
with the Prerldtnt's 1979 ant{- 
fnflation guidelines 

524 

105 

315 

200 

1,550 
225 

(1) Action Requtred 
(:'! Vi<ibillty in Gudwt Relatti GAO Uork 
(3)~ikelihood of imp!~cntation Source:. GAO O*en ReccmRendatlon SmoJry t/':$ ----,-.--Z--P- 

(1) Regulatory action (1) 'Supplcrncntal Security lncanr Overpdfl~rnt 
(2) Visible fn the State and local to Medicaid Nursing llor~e Cesfdcnts Cdn 

ads~intstration proqrun actfvity bt Elilnindttd” (HRO-77-131. E-23-77) 
of the account. Grants to 
itdttS for Medicaid (Gudget 
A~pzn&. pp. 436-437 and fn 
w, p. 236) 

(3) Initiated tn 1979--will 
continue in 1930 

(1) Legislative dctlon 
(2) Breakdown of sauings not 

clearly identified at 
propran 1 we1 

(3) Likelihood of tn~pIf!mentdtion 
unknovm 

(1) "Oevelopnent of a National Make-or-Buy 
Strate0y" (PWI-7S-110, 9-25-78) 

(2) "Savings Available by Cantrdctlng for 
Medicdld Supplies and Services- 
(HRO-7560. 7-6-76) 

(3) 'GSA Can hIprOVe Trdfflc Cdndgment 
Practices" (LCD-77-240. 7-23-78) 

(4) “FedWdl Agencies Should be Given General 
Multiyear Contracting Authority for 
ylt;l;;; and Strvices" (PSAD-78-54. 

- - 

) Regulatory actlon 

Costs appear as part (2 
of the State dnd local adhb 
istration program activity in 
the accaunt, grants to states 
for Medicaid (hdqet IQoendix, 
p. 436-7) 

(3) Initiated In 1979--will 
continue in 1980 

) "Attainable Benefits of the Medicaid 
Managanmt Information System Are Mot Geir. 
Realized" (HRO-78-151. 9-26-78) 

) "Are Neighborhood Health Centers Providir? 
Service Efficiently to tht Most Needy?" 
(HRO-77-124. 6-20-78) 
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(I) Administrative action (1) "Attainable Benefits of the Medicaid 
(2) Rtcomended by HEW on 3/3/79 Management Information System Are Not Eei-: 

Inspector General's Second Realized" (HRO-78-151, q-26-78) 
Annual Report (2) 'Progress and Problems in Improving the 

(3) ;;",;l;ood of tmplementdtton Availability of Primary Care Providers in 
UndtrservedAreas" (HRO-77-135, 8-22-78) 

(3) "J?re '!ei9hhcrhood Health Centers Providing 
Service Efficiently to the tlost Needy?" 
(HRD-77-124, 6-20-78) 

(4) "Developing State Automated Information 
Systems to Support Federal Assistance 
Programs: Problems and Opportunities" 
(FGMSO-78-31. 5-26-78). 

(1) Legislative action None 
(2) Savinos dtscrtbtd (E&&, pp.23 

and 271). Visible in the Medical 
Care Account by program activity. 
(ad t A endix p.863) 
ese-ze_r? (3) Proposad for ater trans- 

nittal 

(1) Leqisldtlve action 
(2) A pro9rm activity of the 

Federal Hospital Insurance 
Trust Fund account (Eu$let 
&pendIx, p. 493),descri&l 
in budget on pp. 236-7. 

(3) Pr;t;td for later trans- 

None 

(1) k'j!Sldth'e Alon (1) "Attainable Seneflts of the Medicaid 
(2) Savings described by progrdm tiandgment lnfnrmation System Are Not 

dCt{vtty In the dCCOuntS. Keinq Rtdliztd "(HRO-78-151.9-26-78) 
GrdntS t0 the Stdtts for Hedlcaid 
and Federal Mospltal Insurance 
Trust Fund. program costs are 
S345 thousand. jludget Appendfx. 

(3) PRPbpZ3~or later trdnSmittd1. 
Industry rejected guidtllnes saying 
the qualfty of rcrvices would be 
seriously rcluccd. Likelihood of 
implementation poor. 

(I) Le9islattvc actton (1) 'Improvments Netded In AFDC's program 
(2) Dcccribed at the program level ror Pwzover(ng l'verparncnts "('!?I!-I':-157, 

in the accounts, :Irppl+-wntal kc- 5-25-78) 
urity Incozw Pror]ra,rl,hs:lst,lnce 
Pawnts Yrqram. JIXI Fwicral Old 
Aqr and Survivors In..urancc Trust 
Fund (Cwtyt Apl1~",lir.:p.4'li-6) 
and in Lhe w-(vp. :5?-3). 



4. than& In 
Circumstances 
+ant'd 

-_-- 
-- 

(2) :~~~~,a~,'n~~;:;secondary 

(3) Modify pbrc!'nt's bellefIts 
(4) Offset worker'3 benefit for 

Federal civlllan pension 
(5) Simplify rules 
(6) Cllminvte rl4tnImum benefits for 

new recipients 
(71 Rrplacc lump-sum death berw?fits 
(8) Reform disability insurance 

w-wan 

Public Service Enrploflent 
Program 

s 592 

Department of Labor - Gnploflent 
and Training Mzfn~rtrdtlan 
1. Decreased emphasis on counter- 

cvclical woqram because of 
kojected'drip in unemplaraent 
In Fiscal Year 1980. 

2. Increarcc! croh351s an cmploy- 
lent for those in need (Struc- 
tural Unemployment) 

5. Change In f 537 Summer Youth Employment 302 
Policy or Proqran 
Priority Choius Department of Labor - bployment 

and Training Adninistration 
1. Reduce iobr frm 1 nil 1lon 

to 750,& 
2. Remove 14-year-olds frm 

eligtbillty 

Federal pammes to school 200 
dirtrlctr affected by the presence 

f federal facilities in the 
d0lrtrfct 
HEU-Oftice of Education 
Ellmlnate Impact aid In school 
districts where parents work, but 
do not lfve on federal property 

Total - all areas J 7.238.3 

(3) Propoled for later trans- 
mittrl I- 

(2) 'Pcview of Socirl Securtty'r kt~*ttlrS 
Rrlated to Asresrlng the Contlnurd 
Mcdlcdl Eilglblllty of 01sabltd SUPPlC- 
mental Security income Reclplents* 
(HRWR-97, 4-16-70). 

(3) 'Strpplemrntal Sccurlty Income Qurltty 
Assurance System: An Assessment of 
Its Problems and Potential For Reduclnp 
Erroneous Payments' (HID-77-126. 

(4) ~~$Ztkal Security Incone Over 
Ptflents to Redicatd tlurrinq Hane 
Rectplents Cdn Bc Raduced' (HRO-77-131, 
a-23-771. 

(1) Legislative action (11 
(2) SavlnqJ visible as d shift 

"Ouestinnablclleed For Wne Department 

in Bnphasis fw, pp.22 ad 
of Labor Training PrOgrdmS” (HRO-78- 

222-3 ) but saving are not clearly 
4, 4-10-78) 

defined at tnc program/account 
-1evei in the Employment and 

Training Ass.istaoce Account 
(Budlet ADnendi&, pp. 664-S 
and 11051. 

(3) ;;:;zood df implementation 

(1) Legislative actfan reduces (1) "Questionable Heed For Some Oepertment 
eligible participnts and jabs of Labor Training Programs' (IIRO-78- 

(2) S$in;3;escribed in ;tdqet (pp 222 4, 4-10-78) 
2 . - Savir,zs n0ZTearly 

defined at the program/account 
level, Budnet AJpbendix -- 
pp. 644-S and l'i%) 

(3) LiLi;$ood of implenentdtlon 

(1) Leolrlativc action None 
(2) Savings are a recuction in 

outlays from 1979 level 
(f&Q& pp. 22 and 213) visible 
at :ne program level in the 
account, School 4ssistance in 
Federally Affected Wedr,fM 

ADoen*ix. vp.4aS) 
(3) lZiGl1EG5Tof implmentatlon 

poor - prior proposals for Outlay 
rcouctions were not successful 




