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Who We Are

The Office of the Inspector General (OIG) is responsible for meeting the statutory mission of promoting
economy, efficiency, and effectiveness in the administration of Social Security Administration (SSA) programs
and operations; and preventing and detecting fraud, waste, abuse, and mismanagement in such programs
and operations. To accomplish this mission, we conduct and supervise a comprehensive program of audits,
evaluations, and investigations. We also search for and report systemic weaknesses in SSA programs and
operations, and make recommendations for needed improvements and corrective actions.

What We Do

We strive for continual improvement in SSA’s programs, operations, and management by proactively seeking
new ways to prevent and detect fraud, waste, and abuse. We commit to integrity and excellence by supporting
an environment that provides a valuable public service while encouraging employee development and
retention, and fostering diversity and innovation.

Reach Us
(= @TheSSAOIG
n JOIGSSA
/TheSSAOIG
’() /TheSSAOIG
g/ http://oig.ssa.gov

Report Fraud

Reporting is easy, safe, and secure. You can reach us online, or by mail, phone, or fax.

Internet:

U.S. Mail:

FAX:

Telephone:
TTY:

Feedback

http://oig.ssa.gov/report
Social Security Fraud Hotline

P.O. Box 17785
Baltimore, Maryland 21235

(410) 597-0118

(800) 269-0271 from 10:00 a.m. to 4:00 p.m. Eastern Standard Time
(866) 501-2101 for the deaf or hard of hearing

After reading our Semiannual Report to Congress, we encourage you to take a brief, anonymous survey to let us
know how we're doing. The survey is available on our website listed above. We appreciate any feedback that
can help us improve our publication.
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A MESSAGE FROM THE INSPECTOR GENERAL

On January 7, 2014, | joined the Manhattan District Attorney in New York City to announce the indictments
of more than 100 people—many of them retired police officers and
firefighters—for their alleged involvement in a vast and longstanding
scheme to defraud the Social Security Administration (SSA) out of millions
of dollars in disability benefits. Since then, the OIG—in coordination with
other law enforcement agencies—has arrested 134 people, including four
alleged facilitators believed to have participated in this scheme.

This investigation is another example of the fine work of our investigators
and our cooperative efforts with SSA and its front-line employees and
other law enforcement agencies. However, the scope of this fraud scheme
is disturbing to me and my office.

The public depends on us to identify fraud in SSA’s programs and improve
the integrity of the Agency’s operations. The audit, investigative, and legal
achievements highlighted in this Semiannual Report to Congress, for
the period October 1, 2013 — March 31, 2014, represent the best efforts
of our employees to fight fraud, protect SSA's programs, and provide an
exceptional return on the taxpayer funds invested in our operations.

As you will read in this report, we keep these goals in mind with every audit we conduct and every investigation
we close. The discovery of schemes like the one described above, have reminded us that preventing fraud
requires constant innovation and collaboration. For example:

« | will co-chair the recently re-established National Anti-Fraud Committee with SSA's Deputy
Commissioner for Budget, Finance, Quality, and Management. The Committee will lead collaborative
efforts among SSA’s Regional Anti-Fraud Committees to develop and support new strategies and
initiatives to detect and prevent Social Security fraud.

« The Cooperative Disability Investigations (CDI) program has been fighting fraud and preventing
improper payments for almost 17 years; it's proven to be our most successful anti-fraud initiative, with
CDI efforts contributing to more than $2.7 billion in projected savings to SSA programs. We hope to
open seven new CDI units by the end of fiscal year 2015, bringing the total number of CDI units to 32.

« Our Disability Fraud Pilot, which we established last year, continues to focus exclusively on detecting
high-dollar, high-impact cases of facilitator fraud. Our pilot teams are developing investigations into
doctors, lawyers, and representatives from a nationwide review and analysis of fraud allegations and
Social Security management information.

These are just a few of our ongoing initiatives that focus on combating disability fraud. | assure you that
this organization is committed to working with SSA and the Congress to help the Agency fulfill its duty to
the millions of Americans who turn to it for help.

| invite you to read more about what we do and how we do it in the pages that follow; and | encourage you
to comment on this report and our work by participating in our Semiannual Report to Congress feedback
survey located online.

Patrick P. O'Carroll, Jr.
Inspector General
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EXECUTIVE SUMMARY

Key Accomplishments

October 1, 2013 - March 31, 2014

Audit Reports Issued 33
Questioned Costs $521 Million
Funds Put to Better Use $6 Million
Allegations Received 58,251
Investigations Opened 4,188
Investigations Closed 3,756
Arrests 233
Indictments/Informations 631
Criminal Convictions 584
Civil Actions/Civil Monetary Penalties 170
Cooperative Disability Investigations

Confirmed Fraud Cases 2,002
SSA Savings $165,340,379
Non-SSA Savings $123,514,017

This report presents the significant activities of the SSA OIG from October 1, 2013 through March 31, 2014.
The report details the achievements of the OIG’s Offices of Audit, Investigations, Counsel, and OIG's support
components.

Audit

During this reporting period, we issued 33 reports and made recommendations on a variety of challenges facing
SSA. We also identified more than $521 million in questioned costs and more than $6 million in Federal funds
that could be put to better use.

Among our noteworthy reports, we issued two reviews of beneficiaries receiving payments above the family
maximum provisions or in excess of Federal limits. We found that SSA did not properly adjust child and spousal
benefits on 3,428 beneficiaries in accordance with the family maximum provisions, and that SSA improperly
issued 2,747 concurrent beneficiaries combined SSA payments that exceeded Federal limits. These two reports
identified approximately $44.4 million in improper payments, and found SSA would improperly pay about
$6.6 million per year unless it identifies and corrects these payment errors.

October 1, 2013 - March 31, 2014 5
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Investigative

During this reporting period, we received more than 58,000 allegations from SSA employees, the Congress, the
public, law enforcement agencies, and other sources. Our agents closed more than 3,700 criminal investigations,
resulting in over 230 arrests, over 630 indictments and informations, over 580 criminal convictions (including
pretrial diversions) and 170 civil judgments/civil monetary penalty (CMP) assessments.

In the first half of FY 2014, we are reporting over $256 million in monetary accomplishments, with over
$58 million in SSA recoveries, restitution, fines, settlements, and judgments; and over $198 million in projected
savings from investigations resulting in the suspension or termination of benefits. In addition, we participated
in multi-agency investigations that resulted in over $37 million in savings, restitution, and recoveries for other
agencies.

Our CDI Program continues to be one of our most successful initiatives, contributing to the integrity of
SSA's disability programs. The efforts of our CDI Units during this reporting period contributed to more than
$165.3 million in projected SSA program savings, and over $123.5 million in projected savings to other programs
such as Medicare.

Legal

During the reporting period, our attorneys initiated 245 CMP actions against individuals who made false
statements, representations, or omissions to obtain or retain Social Security benefits (violations of Section 1129
of the Social Security Act). OIG attorneys imposed almost $10 million in penalties and assessments through
the CMP program. We also pursued actions to protect the public from fraudulent schemes that make use of
the SSA’s well-known name and good reputation (violations of Section 1140). During this reporting period,
we achieved voluntary compliance in 16 Section 1140 cases, and deterred future violations through aggressive
outreach and enforcement efforts.

Outreach

During the reporting period, Inspector General O’Carroll testified before the House Subcommittee on Energy
Policy, Health Care, and Entitlements on continuing oversight of SSA's management of Federal disability
programs; and before the House Subcommittee on Social Security on the Social Security Disability Insurance
fraud scheme in New York.

The Inspector General also gave the keynote address about identity theft at a Federal Computer Week-sponsored
training event in Washington, D.C.; he joined the Manhattan District Attorney in New York City to announce
the indictments of more than 100 people allegedly connected to a disability fraud scheme; he appeared in
an episode of the Boston-based “Your Federal Government” television show; and he met with the National
Association of Disability Examiners Board of Directors at its mid-year meeting in Baltimore.

6 October 1, 2013 - March 31, 2014
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INTRODUCTION TO OUR ORGANIZATION

SSA OIG comprises the Immediate Office of the Inspector General and five major components: the Offices of
Audit, Counsel, External Relations, Investigations, and Technology and Resource Management.

Amy M. Smith

Executive Officer

Patrick P. O'Carroll, Jr.
Inspector General

Gale Stallworth Stone
Deputy Inspector General

Kristin Klima

Congressional and
Intragovernmental

Liaison

-

-

Steven L. Schaeffer B. Chad Bungard Jonathan L. Lasher Michael D. Robinson Kelly Bloyer
Assistant Inspector General Counsel to the Inspector Assistant Inspector General for| |Assistant Inspector General for Assistant Inspector General
for Audit General External Relations Investigations for Technology and Resource
Management
AN AN AN AN /
Rona M. Lawson Tristan B. L. Siegel Tracy B. Lynge Vacant Gary Czarnecki
Deputy Assistant Inspector Deputy Counsel to the Deputy Assistant Inspector Deputy Assistant Inspector Acting Deputy Assistant
General for Audit - Program Inspector General General for External Relations General for Investigations - Inspector General for
Audits and Evaluations Intelligence and Administration Technology and Resource
J J AN o\ e

Kimberly A. Byrd
Deputy Assistant Inspector
General for Audit - Financial

Systems and Operations Audits

- /

Robby A. Childress
Deputy Assistant Inspector
General for Investigations -

Field Operations

- /

Immediate Office of the Inspector General

The Immediate Office of the Inspector General (10) assists the Inspector General with the full range of his
responsibilities. 1O staff also coordinates with SSA, congressional committees, the Social Security Advisory
Board, and the Council of Inspectors General on Integrity and Efficiency (CIGIE). 10 also includes the Office
of Quality Assurance and Professional Responsibility (OQAPR), which reviews OIG component offices to
ensure compliance with Federal laws and regulations, Agency policies, and relevant professional standards;
and conducts investigations into allegations of misconduct by OIG employees.

October 1, 2013 - March 31, 2014
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Office of Investigations

The Office of Investigations (Ol) conducts investigative activity related to fraud, waste, abuse, and mismanagement
in SSA programs and operations. This includes wrongdoing by applicants, beneficiaries, contractors, and third
parties, as well as by SSA employees. This office serves as the OIG'’s liaison to the Department of Justice (DO))
on all investigative matters. Ol also conducts joint investigations with other law enforcement agencies, and
shares responsibility with the Department of Homeland Security’s (DHS) Federal Protective Service (FPS) for
investigating threats or violence against SSA employees and facilities.

Office of Audit

The Office of Audit (OA) conducts financial and performance audits of SSA programs and operations, and
makes recommendations to ensure that program goals are achieved effectively and efficiently. Financial audits
determine whether SSA’s financial statements fairly present SSA's financial position, results of operations,
and cash flow. Performance audits review the economy, efficiency, and effectiveness of SSA’s programs and
operations. OA also conducts short-term management and program evaluations on issues of concern to SSA,
the Congress, and the general public.

Office of External Relations

The Office of External Relations (OER) disseminates information about the OIG’s work to Congress, the media,
and the public. OER prepares presentations for OIG executives, publishes informational materials, prepares
the Semiannual Report to Congress, and represents the OIG in the news media. OER also maintains the OIG
presence on the Internet, and supports OIG components with respect to external communications.

Office of the Counsel to the Inspector General

The Office of the Counsel to the Inspector General (OCIG) provides independent legal advice and counsel to the
Inspector General on a wide range of issues, including statutes, regulations, legislation, and policy directives.
OCIG also administers the CMP program, and advises the Inspector General on investigative procedures and
techniques, as well as on the legal implications of audit and investigative activities.

Office of Technology and Resource Management

The Office of Technology and Resource Management (OTRM) provides administrative support to the Inspector
General and OIG components. OTRM formulates and executes the OIG budget, and is responsible for strategic
planning, performance reporting, and facility and property management. OTRM manages OIG human
resources and develops administrative policies and procedures. OTRM also maintains hardware, software,
and telecommunications networks to support the OIG’s mission. Finally, OTRM manages the OIG’s Allegation
Management and Fugitive Enforcement Division.

8 October 1, 2013 - March 31, 2014
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MANAGEMENT CHALLENGES

OIG annually identifies the most significant management issues facing SSA based on legislative mandates
and its audit and investigative work. A summary of each issue is below:

Strengthen Strategic and Tactical Planning

While near-term planning is important, SSA needs long-range plans that address long-term challenges,
including a rising workload, a decrease in experienced staff, overly complex program policies, and a rising
need to provide more services electronically. At a time when SSA needs to plan to do more with less, SSA
lacks long-term plans in a number of critical areas. In its report, The Social Security Administration: A Vision of
the Future, the Social Security Advisory Board recommended that SSA take multiple steps to ensure success in
2020, including rethinking its service delivery strategy, performing a comprehensive review of program policy
to reduce complexity, establishing a Systems Modernization Plan, and developing a Human Capital Plan. SSA
published a Service Delivery Plan in February 2013, but it did not comprehensively describe the service options
it will offer in the future or the resources needed to do so.

Improve Customer Service

The Agency faces several challenges as it pursues its mission to deliver Social Security services that meet
the changing needs and demographics of the American public. Each day, almost 182,000 people visit SSA
field offices, and more than 445,000 people call SSA for a variety of services, such as filing a claim, updating
information, and asking questions. In the last 3 years, SSA has lost over 11,000 employees. SSA's diminished
workforce, coupled with hiring restrictions, comes at a time when demands for its services are as high as
they have ever been. The projected retirement of its employees continues to present a challenge to SSA’s
customer service capability. In addition, technology is rapidly changing and the public expects to complete
more business online. To complicate matters, issues such as the fraudulent redirection of direct deposit
benefit payments, and representative payee misuse of benefits strain SSA’s ability to balance customer service
with its stewardship responsibilities.

Improve the Timeliness and Quality of the Disability Process

SSA needs to address millions of initial disability and reconsideration claims, as it continues to have backlogs
of initial disability claims and continuing disability reviews (CDR). Over the past 2 years, SSA has received
a large influx of initial and reconsideration claims. We have an on-going audit to look at SSA’s progress in
reducing the initial claims backlog. SSA also has a backlog of 1.3 million medical CDRs. Medical CDRs are
effective in reducing overpayments in the DI program, and therefore, are a critical workload. We have continued
working with SSA to address the integrity of the disability programs through CDI that obtain evidence to
resolve questions of fraud in SSA’s disability claims.

Improve Transparency and Accountability

SSA faces a number of challenges ensuring accountability, including concerns over its internal controls,
systems security, and administrative cost allocations. In the FY 2013 Independent Auditor’s Report, the auditor
identified three deficiencies in internal control that, when aggregated, were considered to be a significant
deficiency in internal controls related to calculation, recording and prevention of overpayments. The auditor
also identified four deficiencies that, when aggregated, are considered to be a significant deficiency in the areas
of information systems controls. We also believe SSA can bring greater accountability to its administrative
cost allocation.

October 1, 2013 - March 31, 2014 9
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Invest in Information Technology Infrastructure to Support Current and Future Workloads

SSAwill not be able to manage its current and future workloads without the proper IT infrastructure. The Agency
uses a variety of technologies, including telephone service, the Internet, and videoconferencing to deliver
service to its customers. We have concerns regarding the Agency’s IT physical infrastructure; development
and implementation of secure electronic services; and logical access controls and security of sensitive
information. Nevertheless, SSA must provide additional electronic services to meet its customers’ growing
needs. While expanding its inventory of electronic services, the Agency needs to ensure its existing and future
electronic services are secure. In January 2013, SSA expanded its MySocialSecurity online portal; however,
fraudulent accounts were established to redirect Social Security benefits to unauthorized bank accounts. SSA
has implemented a variety of measures to protect the public and has initiated multiple efforts to detect and
prevent the fraudulent use of Social Security online services. According to SSA, through April 2014, less than
1 percent of the 12 million existing MySocialSecurity accounts were established fraudulently.

Reduce Improper Payments and Increase Overpayment Recoveries

SSA must be a responsible steward of the funds entrusted to its care and minimize the risk of making improper
payments. SSA strives to balance its service commitments to the public with its stewardship responsibilities.
However, given the size and complexity of the programs, some payment errors will occur. Given the large
overall dollars involved in SSA's payments, even the slightest error in the overall process can result in millions
of dollars in over- or underpayments. One of the major causes of improper payments in the Old-Aged and
Survivors Disability Insurance (OASDI) program is benefit computation error. SSA has developed automated
tools to address the more troublesome computation issues. Another major cause of improper payments in
the SSI program is recipients’ failure to provide accurate and timely reports of new or increased wages. SSA
also has projects to help identify undisclosed resources.

Reduce the Hearings Backlog and Prevent its Recurrence

While SSA had a plan to eliminate the hearings backlog by 2013, the number of pending cases increased, and
the average processing time remained above the goal of 270 days. The Agency dropped the 466,000 pending
claims backlog goal from its FY 2013-2016 Strategic Plan and focused instead on reducing the average wait
time for a hearing decision to 270 days by the end of FY 2013. While the Agency will not meet the 270-day goal,
it has reduced the average wait times. For example, average processing time in FY 2008 was 514 days; by the
end of FY 2013, it was 382 days. The Senior Attorney Adjudicator (SAA) Program contributed to an increase in
adjudicative capacity and improved average processing time over the years; however, the number of SAA on-
the-record decisions has been declining, and the quality of these decisions has dropped. The agency is also
making efforts to identify problematic workload trends among Administrative Law Judges.

Strengthen the Integrity and Protection of the Social Security Number

Protecting the Social Security Number (SSN) and properly posting the wages reported under SSNs are critical
to ensuring SSN integrity and that eligible individuals receive the benefits due them. We remain concerned
about SSN misuse by noncitizens who are not authorized to work in the United States, as well as the misuse
of children’s SSNs for work and identity theft purposes. Accuracy in recording workers’ earnings is critical
because future benefit payments are calculated based on the earnings an individual accumulates over his/her
lifetime. Therefore, properly assigning SSNs only to those individuals authorized to obtain them, protecting
SSN information once the Agency assigns the numbers, and accurately posting the earnings reported under
SSNs are critical SSA missions.

10 October 1, 2013 - March 31, 2014
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AUDIT

Significant Audit Activities

Adjustment of Monthly Benefits Under the Family Maximum Provisions

In this review, we determined that SSA did not always correctly adjust child and dually entitled spousal benefits
in accordance with family maximum provisions. The Social Security Act (the Act) limits the amount of benefits
payable to child and spousal beneficiaries on a Social Security record. If the total monthly benefits of all child
and spousal beneficiaries exceed the maximum allowable, SSA must reduce the benefit amount. However, the
family maximum may be higher if a child is entitled to benefits on both parents’ records, and spouses may
receive higher benefits if they have a child in their care under age 16 or disabled.

We estimated that SSA improperly paid spousal and child beneficiaries about

« $25.6 million on 2,334 records because it incorrectly calculated benefits payable under the family maximum,

« $10.8 million on 547 records because it did not combine the family maximum for children who were
eligible for benefits on more than 1 record, and

«  $4.6 million on 547 records because it improperly calculated benefits for spouses who had a child in their
care.

We also estimated that SSA would improperly pay about $4.6 million per year on 2,006 records, unless it
identifies and corrects these payment errors.

We recommended that SSA: (1) take appropriate action to make underpayments and establish overpayments
on the 94 records identified by our audit; (2) evaluate the results of its corrective action for the 94 records and
determine whether it should review the remaining population of 7,095 records; (3) improve controls to ensure
these benefits are properly adjusted; and (4) remind employees to (a) properly apply the family maximum
provisions for records with dually entitled spouses and (b) review eligibility for children entitled to benefits on
both parents’ records and spouses with a child in their care.

SSA agreed with our recommendations.

Processing IRS Alerts for Supplemental Security Income Recipients

We conducted this audit to determine if SSA was properly processing 1099 alerts from the IRS and adjusting
payment amounts for Supplemental Security Income (SSI) recipients. The Spending Reduction Act of 1984
provides for SSA to receive IRS data to detect unreported nonwage information for SSI recipients. When IRS
records indicate possible unreported income or resources, SSA systems generate an alert and annotate the
recipient’s record for further processing.

We found that SSA's processing of IRS alerts needs improvement. SSA did not always develop alerts timely to
recover potential overpayments. We estimate SSA may have overpaid 1,014 SSI recipients about $12 million for
tax year 2010. Based on our findings, we would expect similar results if we reviewed alerts from other tax years.
Although SSA could develop cases and assess overpayments before administrative finality rules applied, we
found that 27 percent of the alerts we identified in December 2011 were still pending as of April 2013.

We made four recommendations, including to 1) review the 20 sample cases we determined had overpayments
as well as the other 2,485 sample cases, and appropriately adjust the SSI payments; and 2) review the existing
statistical profiling model to determine if cases with significant income and resources are more likely to lead to
an overpayment and should be sent to a field office for development. SSA agreed with our recommendations.
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Improper Use of Children’s SSNs

We conducted this review to determine if children’s SSNs were being misused for work purposes. SSA matches
the names and SSNs on W-2 Forms against its own records to ensure that the information on the W-2 can be
properly recorded. SSA does not add reported wages to individuals’ records if the Agency’s records indicate
1) the wages were earned after a listed date of death or 2) the wage earner is a child age 6 or younger. SSA
assigns an Earnings After Death indicator to the record of any deceased individual whose W-2 Form reports
wages earned after the date of death listed in SSA’s records.

We found that in tax years 2007 to 2010, about 37,700 employers reported approximately $1 billion in wages
using the names and SSNs assigned to 36,546 children ages 13 and younger. SSA’s records indicated that
36,181 were alive and 365 were deceased when the wages were earned. From the population of alive children,
we reviewed a sample of 100, and found that 71 were legitimately working and had earned about $30 million in
wages; 8 cases involved SSN misuse, 6 involved an edit routine error’, and 15 involved enumeration errors. We
reviewed all of the 365 deceased children’s cases, and found that 362 involved SSN misuse. These children had
about $9 million in wages reported by employers that did not typically employ children. Although many of the
employers involved with the SSN misuse cases were registered to use the Social Security Number Verification
Service (SSNVS), they may not have been aware the SSNs belonged to children under age 14 because a date
of birth is not mandatory for verification.

We recommended that SSA take action on cases in our sample, and notify employers through SSNVS when
they submit a child’s SSN for verification. SSA agreed with our recommendations.

Analysis of Hearing Offices Using Key Risk Factors

We used key ris