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SOCIAL SECURITY

The Commaissioner

February 14, 2014

The Honorable Sam Johnson

Chairman, Subcommittee on Social Security
Committee on Ways and Means

House of Representatives

Washington, DC 20515

Dear Mr. Chairman:

Enclosed is the report you requested during the hearing on January 16, 2014. As you requested, the
report describes our efforts to detect fraud and support the Office of the Inspector General’s (OIG)
fraud prevention efforts in the Social Security Disability Insurance and Supplemental Security
Income programs. The report also includes recommendations for further study by Congress.

I want to thank you and the Subcommittee for holding oversight hearings on the egregious
situations that occurred in Puerto Rico and New York City. Congressional focus on these crimes
highlights the diligent and longstanding efforts of the Social Security Administration (SSA), our
State and Commonwealth Disability Determination Services (DDS), the OIG, and prosecutors to
bring criminals to justice. Our message to the criminals is clear: We will tirelessly seek to find and
punish anyone who attempts to defraud American taxpayers.

As I stated during the January 16 hearing, I take my responsibility for detecting any potential fraud
very seriously. I share your outrage over the alleged fraud schemes that we have uncovered.
Preserving the public trust in our programs is a vital mission for our agency. Consequently, I also
share your concern that, while the incidence of fraud in the Social Security disability program is
low, the discovery of the fraud schemes may lead to a perception that our programs are vulnerable.
I want to assure you that we have zero tolerance for any fraud. I am very proud of our employees
for working cooperatively to detect and refer the alleged fraud in Puerto Rico and New York City.
Their actions show that our current fraud detection programs are effective. We continue our work
to identify new ways of combatting fraud. Working together with the OIG and Congress, I believe
we will strengthen our anti-fraud activities and continue to earn the public’s trust in our stewardship
of our disability program.

The report describes what we are doing and our strategies for enhancing our efforts. You will find
more details on these initiatives in the report, but I would like to highlight several activities:
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1. With the fiscal year (FY) 2014 appropriations, Congress provided us with funding to
significantly increase the number of Continuing Disability Reviews (CDR) that we are able
to conduct. While the primary purpose of CDRs is to determine whether a beneficiary is no
longer entitled to benefits because his or her condition has medically improved, our ability to
significantly increase CDRs may allow us to detect increased numbers of potentially
fraudulent or suspicious activities.

2. Working with the OIG, we will expand the number of Cooperative Disability Investigations
(CDI) units and expand the capacity of existing units. According to the OIG, CDI units have
produced savings of more than $860 million over the last 3 years. As the report shows, we
provide most of the funding for these units, and in collaboration with the OIG, we plan to
expand the CDI program by seven additional units beginning in 2014. We anticipate these 7
units will be fully operational in 2015, increasing the total number of units from 25 to 32
nationwide. We also will expand the capacity of existing CDI units by increasing the
number of law enforcement investigators in a number of current units, including Puerto Rico
and New York.

3. All of our frontline employees receive anti-fraud training. We will expand training to all
SSA employees during fiscal year FY 2014, with specific focus on lessons learned from
Puerto Rico and New York City. SSA and DDS front-line employees remain our best line of
defense against those seeking to cheat the system.

4. We initiated a special program to use data analytics to enhance fraud detection. Specifically,
we will develop analytical tools based on known cases of fraud and past allegations to
determine common characteristics and patterns. We will apply these tools to help us
uncover potential fraud or other suspicious behavior when we review initial applications or
data on existing beneficiaries. We invited the OIG to participate in this initiative.

5. We are establishing a specialized fraud unit comprised of disability examiners dedicated to
reviewing and acting on potential fraud cases. These examiners will be our experts in
working disability fraud cases, and we plan to have them compile data from the cases that
may help us to develop the analytical tools to identify potential fraud.

6. For many years, our regional offices have successfully collaborated with regional OIG
agents and local law enforcement on “Regional Anti-Fraud Committees.” We also are going
to reinstitute the National Anti-Fraud Committee, which will be co-chaired by the Inspector
General and our Deputy Commissioner for Budget, Finance, Quality, and Management. The
National Anti-Fraud Committee supports national and regional strategies to combat fraud,
waste, and abuse. Support includes providing an open forum for senior executives to
collaborate on fraud challenges and opportunities at a strategic level.

7. The Department of Justice (DOJ) is responsible for prosecuting defendants who have
violated Federal law. However, due in part to a lack of prosecutorial resources, DOJ
declines many cases for prosecution. For more than a decade, we have provided SSA
attorneys, who serve as Special Assistant United States Attorneys (fraud prosecutors), to
several Federal districts to support prosecution efforts. The goal is to increase the number of
prosecutions for crimes involving Social Security matters by providing dedicated resources
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to focus on Social Security fraud cases. Since FY 2003, our fraud prosecutors have secured
over $60 million in restitution and more than 1000 convictions. Given the success of our
Fraud Prosecution Project, we plan to hire 12 additional attorneys to serve as Special
Assistant U.S. Attorneys.

8. There has been concern that claimants withhold medical evidence that could be unfavorable
to their claims. Therefore, we propose to revise our regulations to require claimants to
inform us about or submit all evidence known to them that relates to their disability claim—
both favorable and unfavorable. This modification would result in expanded case records,
which would allow us to make more accurate disability determinations.

You asked about potential policy changes or congressional action that could be considered to
combat fraud. We discuss such changes in the report, but clearly, the most important congressional
action would be to provide full funding for our program integrity work. Considering that CDRs
yield, on average, $9 in lifetime program savings (including savings accruing to Medicare and
Medicaid) for every dollar invested, and that CDR funding offers increased opportunities for fraud
detection, we ask Congress to provide us full and sustained funding for our program integrity work
in FY 2015 and beyond.

Disability insurance benefits are indispensable for so many persons who are suffering from
debilitating diseases or incapacitating injuries. We provide about $12 billion in monthly disability
insurance benefits to approximately 11 million workers and their families.

Unfortunately, one only has to follow the daily news to know that people will commit bad deeds.
We manage the largest disability insurance program in the world. Given the immense scope of the
program, we cannot guarantee that we will eliminate 100 percent of the fraud. However, I do
guarantee that we will continue to work hard to protect our trust funds from persons who are not
eligible for benefits, and we will pursue those who attempt to steal from the American people.

Again, thank you for the opportunity to describe our fraud-fighting efforts and for bringing attention
to our work to root out fraud. I hope that you find the information in the enclosed report helpful,
and we look forward to working with Congress on this critical issue. If I may be of further
assistance, please contact me, or your staff may contact Scott Frey, our Deputy Commissioner for
Legislation and Congressional Affairs, at (202) 358-6030.

Sincerely,

Carolyn Wl Colvin

Acting Commissioner
Enclosure
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Follow-up Report on Anti-Fraud Efforts
Requested at the January 16, 2014 Hearing
On Disability Fraud

The Social Security Administration (SSA) administers the Old-Age, Survivors, and Disability
Insurance program, commonly referred to as “Social Security,” which protects against loss of
earnings due to retirement, death, and disability. Social Security provides a financial safety net
for millions of people—few programs touch so many. We also administer the Supplemental
Security Income (SSI) program, funded by general revenues, which provides cash assistance to
persons who are aged, blind, or disabled, as defined in the Social Security context, with very
limited means.

The responsibilities with which we have been entrusted are immense in scope. To illustrate, in
fiscal year (FY) 2013 we:

e Paid over $850 billion to almost 63 million beneficiaries, of whom almost 11 million
receive disability insurance benefits;

e Handled over 53 million transactions on our National 800 Number Network;

e Received over 68 million calls to field offices nationwide;

e Served about 43 million visitors in over 1,200 field offices nationwide;

e Completed over 8 million claims for benefits and 794,000 hearing dispositions; and

e Completed over 429,000 full medical continuing disability reviews (CDRS).

Given the scope and importance of our responsibilities, we continually strive to preserve the
public’s trust in our programs. Toward that end, we have zero tolerance for fraud. Historically,
we have been successful in this regard; the best available evidence shows that the level of actual
disability fraud is less than 1 percent.t

Acting Commissioner Carolyn W. Colvin has consistently reinforced her commitment to infuse
long-term strategic thinking and planning at SSA, and to implement a more robust approach to
performance management and improvement. Of specific relevance here, Acting Commissioner
Colvin has impressed upon executives across all functional areas to take strategic measures that
position our agency for early detection of, and action on, threats to our program integrity. Our
current Agency Strategic Plan (ASP) expressly aims to “Preserve the Public’s Trust in Our
Programs,” with targeted objectives and strategies to find innovative ways to detect fraud. Our
updated ASP, which we expect to publish soon, will continue this strong stewardship focus and
commitment to fight fraud.

This report describes our efforts to support fraud prevention, detection, and deterrence; policy
and procedural changes that we have made in the wake of recent high profile fraud cases; and
planned improvements in our anti-fraud efforts. This report also offers recommendations for

congressional action in this area.

! See OIG, Overpayments in the Social Security Administration’s Disability Programs, Appendix A, at 6-7
(providing a point-in-time estimate of potential fraud cases out of a sample of over 1,500 cases).
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Follow-up Report on Anti-Fraud Efforts
Requested at the January 16, 2014 Hearing
On Disability Fraud

I. Background

To place this discussion within its proper context, this report will first briefly distinguish the
fraudulent receipt of benefits from other causes of overpayments. Further, the report delineates
the responsibilities of SSA and the Office of the Inspector General (OIG) in combatting fraud,
waste, and abuse.

Distinction Between Fraud and Other Causes of Overpayments

As described by OIG on its website, fraud, waste, and abuse against Social Security can include
actions such as:

e Making false statements on claims for Social Security benefits; and
e Concealing facts or events that affect eligibility for Social Security benefits.

Persons who commit such acts can face prosecution that can result in a fine, imprisonment, or
both. ® Additionally, persons who commit such acts are subject to administrative penalties or to
civil monetary penalties (CMP), the latter of which are imposed by the Office of the Counsel to
the Inspector General.*

While fraud—Ilike what allegedly occurred in Puerto Rico and New York City—achieves
notoriety because of its repugnance, the best available evidence indicates that benefits obtained
through fraud constitute a small subset of improper payments as a whole. In 2003, then
Chairman Charles Grassley of the Senate Finance Committee asked OIG to review improper
payments in our disability programs. In its subsequent review, OIG examined a sample of
1,532 cases and found only 5 cases of possible fraud, or less than one-third of 1 percent of the
sample.® A copy of that report can be found in Appendix A.

Most improper payments, including overpayments, have other causes not related to fraud, such
as errors in calculating payments, beneficiaries failing to report in a timely manner an event that
affects eligibility, and beneficiaries misunderstanding program rules. We are committed to
paying benefits accurately and maintaining a robust program to curb and recover overpayments.
In fact, curbing improper payments (including overpayments) is a key objective in our strategic
goal to preserve the public’s trust in our programs. Although our overall payment accuracy is
generally high, we are always trying to eliminate improper payments.

Regardless of the source, SSA pursues collection of any overpaid benefits in a manner consistent
with Congress’s direction in the law. In FY 2013, we recovered over $3.4 billion in
overpayments.

% See OIG, What is Fraud, Waste, and Abuse?, available at http://oig.ssa.gov/what-abuse-fraud-and-waste (last
visited on Feb. 14, 2014).

¥ See, e.g., Social Security Act §§208(a), 811(a), and 1632(a); 42 U.S.C. §8408(a), 1011(a), 1383(a)

* See OIG, The Office of the Counsel, available at http://oig.ssa.gov/about-oig/offices/office-counsel (last visited on
Feb. 14, 2014).

® See note 1.
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Follow-up Report on Anti-Fraud Efforts
Requested at the January 16, 2014 Hearing
On Disability Fraud

Role of SSA and OIG in Fraud Prevention

We are proud of our nearly four decades of assistance to the Inspector General’s office in the
fight against fraud. This collaboration dates back to 1976, when Congress created the first
statutorily mandated Inspector General’s office in the Department of Health, Education, and
Welfare, or HEW (SSA’s former parent agency, which later became the Department of Health
and Human Services).®

At the time, congressional investigators noted that within HEW there was no “central unit with
the overall authority, responsibility, and resources necessary to insure effective action against
fraud and abuse.”” In response, the Chair of the House Government Operations Subcommittee
on Intergovernmental Relations, Representative L.H. Fountain, proposed legislation that would
“establish in HEW for the first time a high-level official with no program responsibilities who is
charged with giving undivided attention to the prevention of fraud and program abuse.”®

Two years later, under the Inspector General Act of 1978, Pub. L. 95-452, Congress created
additional Inspector General positions modeled after the office it had created in HEW.® Over
time, Congress amended the law to create more Inspectors General,* including the SSA
Inspector General, when it passed legislation in 1994 making SSA an independent agency.**
Congress made the Social Security Inspector General’s responsibilities the same as those
outlined in the 1978 law,** which includes the responsibility to “provide leadership and
coordination ... to prevent and detect fraud and abuse.”*?

I1. SSA’s Referral Process, OIG Investigation of Possible Fraud, and Prosecution

OIG utilizes many different sources and methods to fulfill its statutory obligations to prevent and
detect fraud and abuse. However, its best fraud leads have always come from SSA and State and
Commonwealth Disability Determination Services (DDS) employees. They are highly trained
professionals in the administration of the disability program and are in the best position to
identify potential fraud and alert OIG to such cases.

® Statement of David Walker, Comptroller General, before the House Government Reform Subcommittee on
Government Efficiency and Financial Management, Oct. 8, 2003, available at
http://www.gao.gov/assets/120/110419.pdf (app. 1) (last visited on Feb. 14, 2014).
" See Department of Health and Human Services Office of Inspector General, “Protecting Public Health and Human
Services Programs: A 30-Year Retrospective,” at 7, available at
https://oig.hhs.gov/publications/docs/retrospective/ AnniversaryPub.pdf (last visited on Feb. 14, 2014).
®1d.; see also S. Rep. 94-1324, 94th Cong., 2nd. Sess. 1976 (“The committee believes a central unit is needed within
DHEW to provide leadership for, and coordination of, activities relating to the prevention and detection of fraud and
abuse ....").
% See S. Rep. 95-1071, 95th Cong., 2nd Sess. 1978.
19 See Inspector General Act Amendments of 1988, Pub. L. 100-504.
12 See Social Security Independence and Program Improvements Act of 1994, Pub. L. 103-296, § 102.

Id.
13 See Inspector General Act of 1978, Pub. L. 95-452, § 2.
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Social Security and DDS employees are an indispensable part of OIG’s fraud investigations.
They provide the majority of fraud referrals to OIG. Furthermore, OIG typically relies on them
to analyze and interpret disability case files. Following an OIG finding of fraud or similar fault,
Social Security employees coordinate with OIG to suspend or terminate benefits or impose
administrative penalties.

SSA § Referral Process

Our field office and DDS employees are our first and best line of defense against fraud. They
are highly trained professionals who understand our complex disability program rules and are
dedicated to protecting the program from abuse. Their knowledge and experience in
administering our programs allow them to identify situations that may indicate potential fraud.
OIG relies heavily on their expertise—the majority of fraud referrals come from our front-line
employees. In FY 2013, we made over 22,500 disability fraud referrals to OIG, of which OIG
opened about 5,300 cases and, of those, referred over 100 to the United States Attorney’s Office
for criminal prosecution. In fact, in both Puerto Rico and New York City, front-line employees
in a DDS alerted OIG to the possible fraud.

Combating fraud starts with vigilance. In the course of serving the public, our employees look
out for indications of potential fraud. These signs can include contradictory statements from
applicants, suspicious documents, and tips from the local community.

When field office employees suspect that fraud may be involved in a case, they gather additional
evidence. This information gathering can involve obtaining and verifying information through
third parties and interviews with the sources of the information.** Employees then refer the
cases of potential fraud to OIG.

OIG Investigation of Possible Fraud Cases

OIG analyzes referrals made by SSA and from other sources, and determines whether to
investigate further. During OIG’s investigation, our employees provide support by providing
expert analysis and gathering additional information, as needed. For additional information, see
OIG’s website regarding the function of its Office of Investigation.*®

Prosecution

If, after investigating, OIG believes that fraud or other criminal activity may have occurred, they
may refer the case to the local United States Attorney for consideration of civil or criminal
prosecution. If the United States Attorney’s Office declines to take further action on the case,
OIG may seek to refer the case to a State or local prosecutor. (For a discussion of CMPs,
administrative sanctions, and a discussion of SSA’s Fraud Prosecution Project, see section Il1.)

1 Similarly, when hearing office employees suspect fraud, they refer it immediately to OIG.
15 See http://oig.ssa.gov/about-oig/offices/office-investigations (last visited on Feb. 14, 2014).
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I11. Other SSA Anti-Fraud Efforts, and Other Stewardship Activities

Properly preventing, detecting, and deterring fraud requires a multi-faceted approach. This
section of the report will focus on some of the other tools we use. These include comprehensive
training, the Cooperative Disability Investigation (CDI) program, program integrity activities, a
fraud prosecution program, quality reviews, CMPs, and administrative sanctions.

Comprehensive Training

We have maintained our focus and high expertise on fraud identification and referral through
comprehensive training. All front-line employees receive extensive training on fraud during
their initial training. This training includes identifying common fraud scenarios—including
“middleman fraud” such as what allegedly occurred in Puerto Rico and New York City. We
supplement initial training with continuing education consisting of detailed policy manual
instruction,'® mandatory annual security reminders, videos on demand, and office visits by
executives from SSA and OIG.

Our regional offices and Headquarters components provide ongoing support to our front-line
employees in the fight against fraud. Our regional offices alert their employees about potential
fraud trends and share recent success stories of fraud prosecution. They solicit feedback from
front-line employees on policies and procedures that may be vulnerable to fraud, analyze this
information, and work jointly with Headquarters components on necessary policy or procedural
changes. Finally, each Regional Commissioner collaborates with his or her regional OIG
counterpart to co-chair regional anti-fraud committees. These committees analyze trends and
develop regional strategies to combat waste, fraud, and abuse. Later in this report, we discuss
how we are replicating this model with the National Anti-Fraud Committee.

Cooperative Disability Investigation Program

The premier disability fraud investigation and prevention tool is the CDI program, which has
developed a close partnership among SSA, DDSs, OIG, and local law enforcement. Each CDI
Unit consists of an OIG Special Agent who serves as the Team Leader, State DDS and SSA
employees who act as programmatic experts, and State or local law enforcement officers. CDI
units investigate individual disability applications to identify applicants, beneficiaries, attorneys,
doctors, translators, and other third parties (including non-attorney representatives) who facilitate
disability fraud. CDI units may present the results of these investigations to Federal and State
prosecutors for criminal prosecution or civil action, as well as to the Office of the Counsel to
OIG for the imposition of CMPs. We may also impose sanctions on claimant representatives
who violate our standards of representative conduct. Appendix C includes a chart that provides
the locations for CDI units and costs.

18 For an example of our fraud instructions, see DI 023025.000 Fraud or Similar Fault at
https://secure.ssa.gov/apps10/poms.nsf/Inx/0423025000.
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There are currently 25 CDI units operating throughout the United States with the most recent one
established in Puerto Rico. The value of these units is clear. According to OIG, since the
program’s inception in FY 1998 through FY 2012, CDI efforts nationwide have resulted in

$2.2 billion in projected savings to our disability programs and over $1.4 billion in projected
savings to non-Social Security programs, such as Medicare and Medicaid. These savings are the
result of CDI units opening about 40,000 cases and developing evidence to support about

30,000 actions, resulting in a denial, suspension, or termination of benefits. If not for the

New York CDI unit, which was among the first five units established in 1998, it may have been
much more difficult to connect individual fraud referrals from the New York DDS to a possible
criminal conspiracy.

Program Integrity Activities

Our program integrity work helps ensure that only those persons eligible for benefits continue to
receive them. There is a long-standing adage in the agency—the right check to the right person
at the right time. Delivering on this statement is our goal because we know that when we
accomplish it, we demonstrate our stewardship and preserve the public’s trust in our programs.

An important part of our program integrity activities are periodic medical re-evaluations, which
we use to determine if beneficiaries are still disabled. With the recent appropriations legislation,
Congress provided us with funding to increase significantly the number of continuing disability
reviews (CDRs) that we are able to complete. While the primary purpose of CDRs is
determining whether a beneficiary is no longer entitled because his or her condition has
medically improved, we expect that our ability to perform significantly more CDRs will allow us
to detect increased numbers of potentially fraudulent or suspicious activities. The CDR process
affords us another opportunity to review and secure new information about the beneficiary’s
medical condition. Reflecting on the case as a whole at a later time can bring to light unusual or
suspicious patterns that may not have been obvious at an earlier point in time.

SSA’s Fraud Prosecution Project

The Department of Justice (DOJ) is the Federal agency responsible for prosecuting defendants
who have violated Federal law. However, due in part to a lack of prosecutorial resources, DOJ
declines many cases for prosecution. For more than a decade, SSA’s Office of the General
Counsel (OGC) has worked with OIG to develop the SSA Fraud Prosecution Project. The goal
of this initiative is to increase the number of prosecutions for crimes involving Social Security
matters. To support this project, OGC has provided attorneys who serve as Special Assistant
United States Attorneys (fraud prosecutors) in many of the Federal districts where we have
regional offices and at Headquarters. We currently have 12 attorneys serving as fraud
prosecutors. From FY's 2003 through 2012, our fraud prosecutors secured over $52.3 million in
restitution orders and 921 convictions. In FY 2013, they secured over $8.9 million in restitution
and obtained 139 convictions. Additionally, their prosecutions have resulted in the
unquantifiable financial benefit of stopping ongoing fraudulent schemes as well as dissuading
would-be criminals from attempting to defraud Social Security.
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In those districts where we have an SSA fraud prosecutor, there has been an increase in the
prosecutions of Federal program fraud and the imposition of restitution orders. It is worth noting
that a beneficiary’s eligibility for SSI is frequently used by other social service agencies to
determine that person’s eligibility for other Federal benefits, such as Supplemental Nutrition
Assistance Program (SNAP) benefits, Medicaid, and Temporary Assistance to Needy Families
(TANF). Therefore, these Federal prosecutions often result in recoveries of fraud losses suffered
by other Federal programs and agencies in addition to the recoveries of SSA-administered
benefits.

Moreover, there are collateral benefits of the program such as providing a deterrent effect and
punishing those who undermine the public’s trust in our agency’s stewardship of the trust funds
by stealing from our benefit programs.

Quality Reviews

The quality of our benefit decisions is a paramount concern for the agency. We take decisional
accuracy seriously, and have set up quality review processes for DDS determinations and hearing
decisions. We have recently taken steps to strengthen the quality of field office adjudication.
We have established a new review process called the Continuous Quality Area Director Review
Process. This review will help ensure the accuracy of work completed by field office
technicians. One of the primary areas for review is the front-end disability accuracy in field
offices, with a concentration on the accuracy of how we determine the applicant’s disability
onset date. We intend to use the results of these focused reviews to identify systemic issues;
recommend training, policy, and systems enhancements; and provide direct feedback to
employees regarding their compliance with existing policy. This process provides us with yet
another opportunity for identifying unusual patterns or inconsistent information provided during
the application process.

While the primary purpose of quality reviews is to ensure a high level of decisional accuracy,
they can also detect potential fraud. For example, the Division of Quality (DQ) selects a random
sample of unappealed hearing decisions for possible own-motion review by our Appeals
Council. These reviews address concerns in particular claims and support our ability to ensure
consistent, legally sufficient, and policy-compliant decision making throughout the disability
adjudication process. At the same time, the DQ’s work uncovered anomalies in the Huntington,
West Virginia hearing office, and we conveyed that information to OIG.
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Civil Monetary Penalties

A person who engages in fraudulent activity may be subject to a civil monetary penalty (CMP).
Under section 1129 of the Social Security Act (Act), we may impose CMPs against individuals
who make certain material false statements or omissions to receive initial or continuing benefits
under the Act. Section 1129 gives us the authority to impose a CMP against those who:

e make false statements or representations in connection with obtaining or retaining benefits or
payments under Social Security;

e wrongfully convert Social Security payments made; or

e knowingly withhold a material fact from SSA.

The responsibility for the CMP program is delegated to OIG. The Act allows us (and by
extension, OIG) to impose penalties (after consultation with the Department of Justice) of up to
$5,000 for each false statement, representation, conversion, or omission. A person may also be
subject to an assessment, in lieu of damages, of up to twice the amount of any resulting
overpayment.

After a comprehensive evaluation of the program by OIG in 2011, several changes were
instituted to make the program more efficient and effective. As a result, OIG has imposed more
CMPs in the past 28 months than in the previous 15 years combined. In FY 2012, OIG tripled
the amount from the previous year, and last year it successfully resolved over 300 cases,
imposing CMPs exceeding $15 million. We believe this streamlined program deters potential
fraudsters.

Administrative Sanctions

Our employees can impose administrative sanctions on individuals who give false or misleading
information or who fail to report material information. A sanction bars an individual from
receiving benefits for 6 months for the first offense, 12 months for the second, and 24 months for
the third. Last September, we strengthened our administrative sanctions process, in collaboration
with OIG. We implemented a new, streamlined process for imposing administrative sanctions
that will facilitate national consistency and focus agency resources on the most egregious cases
that OIG is unable to pursue for a fraud conviction or CMP.
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IV. Policy/Procedural Changes Made Because of Recent Fraud Cases

As discussed earlier, the best available evidence indicates that we have a low level of fraud. We
strive to have no cases of fraud. However, bad people will commit bad acts. When we become
aware of fraud, we take steps to address it and prevent it from happening again. This report next
describes recent changes that we have made.

Puerto Rico
Initial Response

We responded aggressively to allegations of fraud in the Commonwealth of Puerto Rico,
beginning with reporting the possible fraud to OIG in 2009.*” Following the arrests in

Puerto Rico on August 21, 2013, we instituted a number of organizational and procedural
changes to improve our ability to detect fraudulent activity and to recover fraudulently obtained
benefits.

We immediately suspended benefits to the indicted beneficiaries and initiated reviews
(redeterminations) of thousands of other beneficiaries whose cases included tainted information
from the indicted medical providers. Immediately after the arrests, we added additional staff to
the Federal Northeastern Program Center Disability Processing Branch (NEPSC DPB) and the
New Jersey DDS to conduct these reviews. During these reviews, our staff disregards medical
evidence in the case record received from an indicted or discredited source. If the remaining
evidence does not support the original allowance, we provide the beneficiary the opportunity to
submit additional medical evidence before making a final determination regarding whether to
terminate benefits. Over the past few months, our staff has been reviewing approximately
7,400 cases in which the indicted doctors supplied medical evidence. We are monitoring these
cases to ensure accurate and consistent processing.™®

7 For details, see Appendix B, Statement of New York Regional Commissioner Bea Disman before the House
Committee on Ways and Means, Social Security Subcommittee, Sept. 19, 2013 (also at
www.ssa.gov/legislation/testimony 091913.html).

18 Under sections 205(u) and 1631(e)(7)(A)(i) of the Act, we must redetermine an individual’s entitlement or
eligibility to benefits if there is reason to believe that fraud or similar fault was involved in that person’s application
for benefits. In conducting these redeterminations, we review the case record and disregard any evidence if there is
reason to believe that fraud or similar fault was involved in providing that evidence. If the remaining evidence does
not support the original allowance, we provide the beneficiary the opportunity to submit additional medical evidence
before making a final determination. Beneficiaries will receive notification and appeal rights if we ultimately
terminate their benefits and assess an overpayment.
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Organizational Changes

Since the initial 2009 report of fraud in Puerto Rico, SSA has increased the resources committed
to fraud prevention. These efforts include the establishment of new units, including a Disability
Processing Unit and a CDI unit in Puerto Rico. In addition, SSA significantly expanded the
NEPSC DPB, located in Jamaica, New York. Finally, in February 2014, SSA’s OGC provided a
staff attorney to the United States Attorney’s Office in Puerto Rico to assist in the criminal
prosecutions.

Investigative Support

We also have provided ongoing investigative support to OIG since the initial fraud referral in
2009. This support has included a continuous flow of new fraud referrals. We have provided
funding and staff for the recently established CDI unit and for new fraud referral hotlines. We
have processed hundreds of case reviews and provided analysis regarding suspicious claims,
medical sources, and facilitators. In addition, we have provided information and data analysis
regarding thousands of claims involving suspect medical sources and facilitators and coordinated
the grand jury appearances by SSA and DDS personnel.

Training, Quality Initiatives, and Oversight

In response to the alleged fraud in Puerto Rico, we conducted training sessions focused on
combatting fraud and provided reminder instructions to front-line staff.

Between 2011 and 2013, we completed several studies to assess the overall accuracy of our
disability determinations in Puerto Rico. We found that accuracy was consistent with national
figures, but this initiative provided another opportunity to identify potentially fraudulent activity.
These studies also resulted in a number of new fraud referrals to OIG.

Changes Following Recent Indictments in New York
Due to the nature of this active criminal investigation, we cannot provide details at this time. We
are working with OIG and law enforcement officials, and will continue to cooperate with the

criminal investigation to ensure that all responsible individuals are brought to justice. However,
as we are permitted, we are willing to privately brief the Committee in more detail if requested.
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Huntington, West Virginia Hearing Office

There has also been some Member interest relating to a former situation in our Huntington,
West Virginia hearing office. Given the nature of certain ongoing investigations, we are limited
in sharing information about the investigation in this report.® As we are permitted, we are
willing to privately brief the Committee in more detail if requested.

We would emphasize, however, that we have taken significant actions to strengthen our hearings
process. Over the last three years, we have implemented procedural changes, implemented new
controls, implemented electronic system changes, implemented new management practices,
improved data collection, and improved data analysis. While these improvements are paying off,
we remain vigilant and continue to review national data for trends and fact patterns that suggest
policy non-compliance or potential fraud. Appendix E provides more information about these
activities.

V. Planned Improvements in Fraud Prevention Efforts

While there is a low level of fraud in the program, no amount of fraud is acceptable. We must
continue to find new ways to detect, deter, and prevent fraud while we expand existing efforts
with demonstrated impact. Below are actions we are undertaking.

Increase CDRs

As mentioned previously, CDRs are not designed to detect fraud. Rather, they determine
whether an individual remains disabled or whether his or her entitlement to benefits should be
terminated. However, in some cases, during the CDR process, information comes to light that
might indicate fraud or other suspicious activities, and we investigate those cases. We estimate
that the money spent on CDRs saves on average $9 for every dollar invested, including savings
accrued to Medicare and Medicaid. As we have received additional program integrity funding
provided from Congress for FY 2014, we will be able to complete substantially more CDRs this
year and set the stage for handling even more next year.

Expand the CDI Program

With our current resources, we plan to expand the number of CDI units from 25 to 32 by the end
of FY 2015. We also will expand the capacity of existing CDI units to investigate allegations of
disability fraud by increasing the number of law enforcement investigators in a number of
current units, including Puerto Rico and New York. Earlier, we outlined the role these units play
in combatting fraud. Increasing the number of units and expanding existing units will
significantly enhance our ability to prevent and detect disability fraud.

9 For a general discussion of SSA’s improvements in its hearing process, and our specific actions resulting from the
Huntington, West Virginia investigation, see Appendix D, Statement of SSA Chief Administrative Law Judge Debra
Bice before the Senate Committee on Homeland Security and Government Affairs Committee, Oct. 7, 2013 (also
available at http://ssa.gov/legislation/testimony 100713.html).
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Establish Specialized Fraud Units

As demonstrated by our strong support of the Puerto Rico and New York investigations and by
our involvement in the CDI program, we are eager to help OIG in the fight against fraud. Along
these lines, we will centralize our review of cases identified as potentially involving fraud,
especially those cases involving facilitators. Specifically, we will dedicate staff to establish
specialized fraud units. Highly qualified trained disability examiners, support staff, and, as
needed, medical consultants (particularly in the area of psychiatric specialties) will comprise
these units. The units will review all potential fraud cases from anywhere in the country.

We are establishing the first fraud unit in the New York region. By handling the
redeterminations discussed previously, the New York region has developed expertise in
identifying potential fraud and detecting possible fraud trends; we expect to bring that expertise
to bear when reviewing future cases. The unit is being staffed with 20 examiners and necessary
support positions.

This initiative will build on the success we experienced in establishing specialized units to
combat possible fraud relating to our online portal, my Social Security. The my Social Security
Fraud Analysis and Coordination Team (FACT) unit has been in operation since September 23,
2013. This new unit receives fraud allegations and compiles, analyzes, reports, and detects
patterns and commonalities. The FACT team also works with regional staffs, recommends
policy changes, and responds to inquiries regarding my Social Security fraud issues.

Data Analytics

Continuing to help OIG successfully combat fraud not only requires us to work harder, but also
requires us to use new analytics tools. Toward that end, we are undertaking a special initiative to
expand our use of data analytics to enhance our ability to detect and prevent disability fraud.
Specifically, we will apply analytics tools that can determine common characteristics and
patterns of fraud based on data from past allegations and known cases of fraud. We will apply
these tools when reviewing initial applications or existing data on beneficiaries for potential
fraud or other suspicious behavior. With these tools, we expect to be able to identify suspicious
patterns of activity in disability claims and prevent fraudulent applications from being processed.
During this fiscal year, we plan to pilot these analytic tools and demonstrate their value. For an
indication of what data analytics can accomplish for disability adjudication purposes, please see
the article titled “Leaning In: Government’s Push to Leverage Big Data” in Appendix F.

We have invited OIG to participate in this initiative, as it possesses valuable information on
actual fraud cases that will inform our development of analytics software. We will keep you
apprised of our progress as we develop and pilot potential tools and applications.

We are collaborating with the Department of the Treasury on using our benefit payment files to
identify fraudulent activities and to explore opportunities to apply predictive analytics.
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Finally, we are developing a national common disability case processing system to replace the

54 separate systems currently in the DDSs. The common system will provide access to data and
information to improve our national oversight abilities and will serve as a platform for data
analytics to identify potential fraud or misuse. The common case processing system will utilize a
National Vendor File. The National Vendor File will serve as a unified national medical
provider database that will supply uniform information to our users across the country. We will
use this information to provide consistent national oversight, resulting in enhanced capability to
oversee our broad medical resources.

The National Anti-Fraud Committee

For many years, our regional offices have successfully collaborated with regional OIG agents
and local law enforcement on regional anti-fraud committees. We are reinstituting the National
Anti-Fraud Committee, which will be co-chaired by the Inspector General and our Deputy
Commissioner for Budget, Finance, Quality, and Management. The National Anti-Fraud
Committee leads and supports national and regional strategies to combat fraud, waste, and abuse.
This Committee also provides an open forum for senior executives to collaborate on fraud
challenges and opportunities at a strategic level.

Expand SSA § Fraud Prosecution Project

Given the success of our Fraud Prosecution Project, our OGC plans to hire 12 additional
attorneys to serve as Special Assistant United States Attorneys dedicated to prosecuting Social
Security fraud and other cases, thereby doubling our support for prosecuting fraud.

Submission of Evidence

In the past, there has been concern that claimants withhold medical evidence that could be
unfavorable to their claims. Therefore, we propose to revise our regulations to require claimants
to inform us about or submit all evidence (favorable and unfavorable) known to them that relates
to their disability claim, subject generally to two exceptions for certain attorney-client privilege
and attorney work product. This requirement would include the duty to submit all evidence
obtained from any source in its entirety, unless the evidence is subject to one of these exceptions
as defined in the rules. For example, if a claimant obtains his or her patient file from a health
care provider, we would require the claimant to submit all of the medical records in that file. We
also propose to require a representative to help the claimant obtain the information or evidence
that the claimant must submit, and we would extend the protections afforded by attorney-client
privilege and attorney work product to non-attorney representatives as well. These modifications
would result in expanded case records, which would allow us to make more accurate disability
determinations. The Office of Management and Budget completed its review of our proposed
rules on February 6, and we expect to publish a notice of proposed rulemaking shortly.
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Current Research Efforts on Disability Adjudication Issues

We continually look for ways to ensure benefits are received only by people who meet our
eligibility rules. We have undertaken the following research efforts to determine whether we
could increase the objectivity of our individualized evaluation process. We believe these efforts
may also help us prevent fraud. Two of our research efforts concern symptom evaluation and
psychological testing.

Symptom Evaluation. We have asked the Administrative Conference of the United States
(ACUS) to review the Act, current regulations, and our sub-regulatory policy regarding how
decision makers at all levels evaluate claimants’ symptoms in disability claims. ACUS will
also review a sample of related Federal case law, conduct additional research concerning
symptom evaluation in other formats, review international perspectives, and gather
stakeholder perspectives on our current standards for evaluating disability claimants’
symptoms.

Psychological Testing. We have asked the Institute of Medicine (IOM) to perform a
comprehensive review of psychological testing, including symptom validity testing. 10M
will examine the relevance of psychological testing to disability determinations in claims
involving physical or mental disorders. 10M will also provide us guidance that we can use to
help adjudicators interpret the results of psychological testing.

Representative Payee Criminal Bar Policy

When beneficiaries are unable to manage their own benefits due to their age, legal incompetence,
or incapability, we appoint representative payees to receive and manage benefits on their behalf.
We seek only qualified individuals and organizations to serve as representative payees, and we
take steps to ensure continued qualification and proper use of the benefits.

Recently, we have been piloting a policy change that we believe will help us identify
representative payee applicants who have committed certain serious crimes and bar them from
serving as representative payees. Felony convictions for any of 12 crimes will bar the
individuals from serving as a representative payee. 2°

Offices in our Philadelphia Region (Pennsylvania, Maryland, Delaware, Virginia, West Virginia,
and the District of Columbia) began piloting this policy in June 2012. In June 2013, we
introduced an electronic tool for use in the pilot to help identify representative payee applicants
who have been convicted of any of the 12 crimes. Based on the results of the pilot, we expect to
implement the criminal bar policy nationally by the end of February 2014.

% The twelve crimes are human trafficking, false imprisonment, kidnapping, rape or other sexual offense requiring
registration as a sex offender, first degree murder, robbery, fraud to obtain governmental assistance, fraud by
scheme, theft of government funds or property, abuse, neglect, forgery, or identity theft. 78 Fed. Reg. 9766 (2013).
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V1. Recommendations for Congress

As noted at the hearing, Congress can play a critical role in our efforts to combat fraud. Below
are some areas of consideration for Congress.

Increase CDI Units

As mentioned earlier, we are increasing the number of CDI units from 25 to 32 as a result of the
funding level provided in the FY 2014 budget. With sustained, adequate funding, we will be
able to continue to increase the number of units in future years.

Increase CDR funding

The Consolidated Appropriations Act, 2014, which the President signed on January 17, provides
us with $11.697 billion for our Limitation on Administrative Expenses account, including
$1.197 billion for program integrity work. Currently, we have a backlog of 1.3 million CDRs
due to budgetary shortfalls. The $1.197 billion for program integrity is the same level authorized
by the Budget Control Act (BCA). This funding will give us the ability to complete more CDRs,
allowing us to save billions of taxpayer dollars and increase our chances of detecting possible
fraud, and sets the stage for us to complete even more CDRs in FY 2015. Moreover, as
mentioned before, we estimate that the money spent on CDRs saves on average $9 for every
dollar invested, including savings accrued to Medicare and Medicaid. We will need sustained
and adequate funding to clear the CDR backlog.

The FY 2014 President’s Budget included a special legislative proposal that would provide a
dependable source of mandatory funding to significantly ramp up our program integrity work.
These mandatory funds would replace the discretionary cap adjustments authorized by the BCA.
These funds would be reflected in a new account, the Program Integrity Administrative Expenses
account, which would be separate, and in addition to, our Limitation on Administrative Expenses
account. The funds would have been available for two years, providing us with the flexibility to
aggressively hire and train staff to support the processing of more program integrity work.

Provide Adequate, Sustained Funding

If we are to succeed in our mission to serve our current beneficiaries and be excellent stewards of
the programs, we need sustained, predictable funding that will allow us to hire and train highly
qualified employees, having lost nearly 11,000 employees from FY 2011 through FY 2013.
Sufficient funding also will allow us to make the right investments in technology to help us to be
as efficient as possible, saving time for both the agency and public. While the Consolidated
Appropriations Act, 2014, may allow us to replace some of the staffing losses we incurred over
the last three years, we need your support in FY 2015 and beyond to ensure we have adequate
staffing for our programs, including our anti-fraud and program integrity efforts.

Our employees are our best asset when it comes to serving the public and our first line of defense
against fraud. They have responded heroically to serve every person who comes through our
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front door or calls us—even as dwindling resources mean we have far fewer employees available
to serve the public or to be on the lookout for suspicious activity.

Adequate funding also enables us to invest in tools and technology, which are vital for delivering
quality service and supporting our stewardship activities. Technology benefits our customers by
providing more options to do business with us over the Internet. We must build upon the success
of our online tools, such as my Social Security, which provides Internet users a secure way to do
business with us. As we perfect these self-service options, we can add more business functions
to them. Adding these functions frees our employees to focus on complex work, such as
program integrity work.

Support Electronic Death Reporting

The Act requires us to collect death information to ensure that we stop paying benefits following
a beneficiary’s death (and that we start appropriate survivors’ benefits). Often, however, the
death reports we receive are not as accurate as we require. We believe the most cost-effective
way to ensure the greatest possible accuracy in the death reporting process would be to fully
implement Electronic Death Reporting (EDR). EDR is a web-based data exchange application
designed to allow a State’s Bureau of Vital Statistics to verify a decedent’s Social Security
number (SSN) using the Internet prior to submitting reports of death. Through EDR, the
reporting entity verifies the name and SSN of the deceased individual before sending the death
information to us, ensuring that the death report is associated with the correct record. EDR
results in more timely and accurate death reports.

We understand that the Department of Health and Human Services, through the Center for
Disease Control (CDC), has responsibility for funding the States to assist in establishing EDR.
Within CDC, the National Center for Health Statistics (NCHS) is responsible for collecting and
disseminating national vital statistics. The President’s FY 2014 budget request includes an
increase for NCHS, a portion of which is to begin an effort to phase in full implementation of
EDR in all States and other vital records jurisdictions. Although over half the States participate
in EDR, implementation varies—some jurisdictions have no system, while others have a system
with complete coverage. Therefore, we understand that the cost of full implementation in all
jurisdictions is difficult to assess.

Support the OIG’s Investigative Functions

As explained earlier, it is ultimately OIG’s job to investigate fraud. Therefore, it is crucial to
ensure OIG receives adequate funding. Given its expertise, and given its statutory role of
leading and coordinating the prevention and detection of fraud, we also believe OIG should be
included in any conversation regarding legislative solutions. Over the years, OIG has developed
a number of legislative proposals relating to fraud prevention and other stewardship activities.

Below is a sample of the Inspector General’s statements regarding these proposals. However, in
listing these statements, we are not implying support for the legislation or policy.
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o “[O]ur ability to detect schemes like the New York and Puerto Rico conspiracies is
hampered by the ongoing lack of an exemption from the outdated requirements of the
Computer Matching and Privacy Protection Act (CMPPA) and the Paperwork Reduction
Act. While legislation granting an exemption has been introduced in the last several
sessions of Congress, none has passed—although the OIG for the Department of Health
and Human Services (HHS) has obtained its own CMPPA exemption. ... If, for example,
we were to try to extend what we learned in this case to other public-sector pension
programs across the country, we would be stopped cold by the requirements of the
CMPPA, which would either delay the project while we attempted to execute dozens of
matching agreements; or would fail if the agreement could not be obtained.”*

o “[T]he Paperwork Reduction Act makes it virtually impossible for us to conduct certain
audits in a timely and effective fashion. Unable to ask a group of beneficiaries multiple
questions without clearing time-consuming bureaucratic hurdles, we are often forced to
abandon audits that could result in millions of dollars in savings.”%

e “[T]he OIG’s Civil Monetary Penalty program provides a valuable means of punishment,
deterrence, and recovery of lost funds. Unfortunately, the penalty amount—$5,000—has
not increased in the nearly two decades since the legislation creating these penalties was
enacted. While other civil monetary penalties are tied to consumer indexes to take
inflation into account, ours have remained stagnant. We would suggest that the time has
come to tie these penalties to inflation indexes, and to consider higher penalties for third-
party fraud facilitators such as doctors and lawyers than for beneficiaries.” %

e “Finally, my office continues to pursue the establishment of a self-supporting program
integrity fund for the integrity activities I’ve discussed here, including CDRs,
redeterminations, and CDI investigations. An existing legislative proposal would provide
for indefinite appropriations to make available to SSA 25 percent, and to OIG 5 percent,
of actual overpayments collected. These funds would be available until spent for
stewardship activities. Given the substantial return on investment of these activities, we
believe this would be a highly effective use of limited resources.”%*

We also stand ready to provide technical assistance on any legislative proposals offered by
Members and work with this Committee on fraud issues.

2! Statement of Inspector General Patrick O’Carroll before the House Committee on Ways and Means, Social
Security Subcommittee, Jan. 16, 2014, available at http://0ig.ssa.gov/newsroom/congressional-testimony/jan16 (last
visited on Feb. 14, 2014).
22

Id.
Z1d.
2 Statement of Inspector General Patrick O’Carroll before the House Committee on Ways and Means, Social
Security Subcommittee, Nov. 19, 2013, available at http://oig.ssa.gov/newsroom/congressional-testimony/nov19
(last visited on Feb. 14, 2014).
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Conclusion

We take fraud seriously. Although there is a low level of fraud in our disability programs, no
amount of disability fraud is acceptable. Using tools such as training, continuing education, and
field instructions, we have instilled a culture of zero tolerance for fraud in our agency. In fact,
field office and DDS employees alerted OIG to possible fraud in Puerto Rico and New York.

We must continue to find ways to detect, deter, and prevent fraud. We are confident that our

new initiatives, such as expanding the use of data analytics, will strengthen our fraud detection
and prevention abilities and re