Appendix VIII
Comments From the Yeterans Administration

‘ 2.

In view of the foregoing, we feel that the interests of our beneficiaries
will be best served by the continued use of the one-page EVR form. We
will, however, carefully review each question to determine if 1t can be
improved.

Regarding GAO's suggested revision of EVR question 5D (See report pages
90-91.), a simplified revision of this question appeared on the old AIQ
form. It simply asked, "Did any income change (increase/decrease) in
19837 We regularly received thousands of these back with 'yes"
checked. When we wrote for an explanation, the beneficiary invariably
said he/she received a social security cost-of-living increase. Since we
already adjust pension and parents' dependency and indemnity compensation
accounts for this increase via computer updating and matching, a
considerable amount of costly unnecessary development was being
undertaken. Consequently, we added the existing parenthetical which
! tells the beneficiary to check '"mo'" if the only <change was a Social
Security cost-of-living allowance. This parenthetical has almost totally
eliminated unnecessary reporting and the development needed to resolve
the issue,

Nowonp 78

GAO also recommended that the Administrator pretest the revised documents
with a sample of beneficiaries before programiide implementation, to
assure that the beneficiaries c¢learly understand each question and
instruction.

We do not concur. While pretesting does have merit, we do not believe
that doing so now would significantly improve reporting. The main cause
of overpayments is beneficiary failure to report wages, interest, and
dividends. The questions asking for this information are quite simple
and uncluttered. In our opinion, reduction of overpayments through
improved form design would be insignificant. Instead, we need the
ability to verify wages, interest, and dividends.

Comments on Report Text:

Nowonp 10 Page 11, footnote, line 4 -- The third cirocumstance under which needy
surviving children of veterans are separately eligible for benefits
should read, "(3) they are not in the custody of the surviving spouse."

Now onp 14 Page 15, paragraph 2, line 5 -- This sentence is not accurate. VA's
Office of Inspector General [0OIG) wage match efforts were modeled after
the President's Council on Integrity and Efficiency project 'Federal
Employees Receiving Government Assistance." The final report for that
project, which began 1n early 1981, was issued in September 1983. The
interim report for the VA portion of the interagency preject was issued
in March 1983. Computer screening criteria were developed in that
project for match reliability between VA pension master records and
records of other automated systems, and for specifying earned income
levels for referral for adjudicative review., The decision tc continue
the review by examining private sector enployment records was made in
1982 following an assessment of Department of Agriculture OIG wage
matching efforts in C(hicago. We suggest modifying the sentence as
follows: "Using an approach modeled after the President's Council on
Integrity and Efficiency project "Federa! Employees Receiving Government
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Appendix VIII

Comments From the Veterans Administration

Office of the Washington DC 20420
Administrator
of Veterans Affairs

\\’\: Veterans

Administration

DEC 30 1987

Mr. Richard L. Fogel

Assistant Comptroller General
Human Resources Division

U.S. General Accounting Office
Washington, DC 20548

Dear Mr. Fogel:

This responds to your request that the Veterans Administration (VA)
review and comment on the General Accounting Office (GAQ) November 16,
1987, draft report VETERANS PENSIONS: Using Tax Data to Verify Income
Can Identify Significant Potential Erroneous Payments.

GAO reviewed the accuracy of income reporting 1in the VA nonservice-
connected disability pension program. GAO used federal income tax data
to independently verify the accuracy of income reported by beneficiaries
and to estimate potential programwide overpayments. GAQ concluded that
VA had no effective means to verify self-reported beneficiary income and
recommends that the Congress amend the Internal Revenue Code to allow VA
access to tax data so 1t can verify the income information beneficiaries
report and prevent improper payments.

GAO recommends that the VA revise 1ts income questionnaires and
accompanying instruction sheet to eliminate current design weaknesses,
including those they identified; and pretest the revised documents with a
sample of beneficiaries before programwide implementation to assure that
the beneficiaries clearly understand each question and instruction.

Regarding inceme verification, VA shares GAO's concerns. VA needs the

ability to verify wages, interest, and dividends. VA concurs, in part,
with the recommendation o revise our annual mcome  questionnaire
documents. We do not concur with the recommendation to pretest the

revised documents with a sample of beneficiaries before implementation.
The enclosure contains our comments on recommendations made to the VA, as
well as general comments on the report text,

Sincerely,

Administrator

Enclosure
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Appendix VII
Observations on VA Income
Reporting Documents

Figure VII.4: Eligibility
Verification Report
Instruction Sheet

\_;_'\ Veterans Admimistration

Eliglbility Verification Report Instructions

The Ehgibility Venfication Report (EVR) form will refer you to the instruction paragraphs that apply
to your benefits

GENERAL INFORMATION

IMPORTANT—ANSWER ALL QUESTIONS If the proper entry for an item is none, write
“NONE" or “0”. DO NOT LEAVE BLANK If you need help with this form. contact the VA
regional office in your area. Toll-free numbers may be found under U S Government' in your
phone book Any accredited veterans service arganization will also help you

ADDITIONAL SPACE. Attach a separate continuation sheet If additional space 1s requrred to
answer any question

RIGHT OF DUE PROCESS Your payments are directly related to the income and dependency
information you report. A change in banefits you receive may be required in the event of income
and dependency changes You have a right at any ime to submit additional infermation or to
have a personal hearing to explain or clanfy your statements You also have the nght to be
represented at such a hearing by a representative of your chaice

INSTRUCTION PARAGRAPHS

1 NUMBER OF UNMARRIED, DEPENDENT CHILDREN The VA may recognize a veteran's natural
or legally adopted chiidren {or stepchildrent who are not married and who are either under age
18 or between age 18 and 23 and 1n school or who are over age 18 and who became physically
or mentally helpless before age 18 If you have unmarried children in any of these categories,
show the number of such children If a child 1s away at school but still a member of your
househoid, consider that chitd to be N YOUR CUSTODRY If you have no dependent children.
show 0"

2 INCOME. Report all income (money and services), as requested. (Note for fareign beneficiarnes:
If you cannot show income in Amernican dollars, specify the type of currency, such as pesos,
lira, etc.) Report the gross amount you receive The gross amount includes amounts withheld
for taxes, insurance, Medicare, etc

DO NOT include any amounts withheld to recover an overpayment of Social Secunty benefits
DO NOT report your VA pension o other VA disabihity or death benefits

DO report VA educaticn benefits It you receive VA education benefits, (e g. Gl Bill or
Dependent’s Educationai Assistance), contact your VA office for help in reporting

If you receive an EVR form whick 1s type 5, 6, 7, B or 9 (see top right corner of the front of
the form for the type), report VA insurance benefits

3 MONTHLY AMQUNTS. List gross monthly income by source including any monthly deduction
for each benefit recerved. M you do noi receive benefits from a source, write *NONE" or “0” in
the tlock provided.

NOTE—MILITARY RETIREMENT This means a monthly check from the Army, Navy, Air Force,
Marine Corps, Coast Guard or Public Health Service and s normaily based upon 20 to 30 years
of service.

.‘JILTLFW%SGM 21 '8983 {Cortinued on Reverse)
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Appendix VII
Observations on VA Income
Reporting Documents

Figure VII.3: Eligibility
Verification Report for
Improved Pension Vet-
erans With No
Dependents

Form &msiovac

OME » 78 o c

VETERANS ADMINISTRATION <
F.0 BOX 802294 \ c\ Veterans Admmistration
CHICAGOD IL BO880 IMPROVED PENSION ELIGIBILITY
VERIFICATION REPORT (VETERANS B
WITH NO DEPENDENTS)

vA FILE NUMBER  PAYEE NUMBER  5TUB NAME

— e m— - ———————1  103-02-8040-00 T J MATEY
PavEE ADDRESS

TUMATEVAUD TEST FILE VETERANS ADMINISTFA™ION RETURN ADORESS
AUDITORS TEST FILE
KEMOSHA WI 53140 P 0 BOX BO2294

CHICAGO IL eo880

\F YOU DO NOT RETURN THE COMPLETED FORM TO THE VA BY DEC 1. 1988 yOUR BENEFITS WILL BE DISCONTINUEC

IMPCRTANT-Pigase read ‘he snclosed EVR Irstruchions (VA Farm 21-B983) prior to completing this form

Y VETERAN PAYEE'S MARITAL STATUS ICheck one box complsis thid (tam only f you 8/a recsiving psnsicn ms & VETERAN pavest

1T} MARRIED~LIVING WITH SPOUSE {You are 1egally marned ang live with your spouse or you live spari only for medica
reasons, for sxample, resicdent of a ~ursirg home!

o D MARRIED=-NOT LIVING WITH SPQUSE rou are legal'y married but separated from your spouse If ths applies Ic you

Show SMOURT CONrbUteC 1O SDOUSE s suDDOr' Quring the pasl 12 months) {1 vou did nol provide support write "NONE
S

13 D NOT MARRIED (You have never marriec o’ are mow divorced or widowed!

2 DO YOU HAVE ANY UNMAARIED, DEPENDENT CHILDREN (The VA mMay recognizs s vetmran's nstursl o lagally mGOpIad Chotcrer o 21epch idren
Wwho #rs nol Married and who sither unger age B R oetween age 18 ang 23 and senect OR who are over age 1B ano who
physicaliy or ma 898 1B 't you have unmarried chilOisn h eny of thase catagories check "YES )

D YES D NO

Iy hatple:

3A ARE YOU A PATIENT IN & I8 DATE ERTEREL 3C NAME AND ADDRESS OF NURSING HOME
NURSING HOME> 11 * YES NURSING HCMZ
compiats Items 3B theu 36

Dvss L__] NO

30 MONTHLY NUAGING HOME PAYMENTS 3t AMILNT PAC BY YOU 4 DID YOu WORK AT ANY TIME DJRING “HE
' PAST 12 MONTHS? D D
S YES N

5
5 REPORT OF INCOME AND NET WOQORTH

A MONTHLY AMOUNTS
NOTE=Prior 10 compleung lterr § read paragracns 2 1 and 4 of the EVR instructions

GROSS MORTHLY AMOUNTS
SOURCE (~c .ang deductions for Lxes nsurance EXAMPLES
Med care aic)

o

SOCIAL SECURITY 1 Your monthly Social Security cnecs

15 $14000C and the monthly Med.cae

U § CIVIL SERVICE payment 1s $15 50 Therefore vour

pross manthly amount 10 report s

U § RAILRQOAD RETIREMENT $15550

|
J S IR

MILITARY RET!REMENT

|_(Do_not report VA benefns! o 2 Youw monthly Civil Service o
Rairgad Retrament check s S365CC

BLACK LUNG BENEFITS and the deduction for taxes rs $15 (7

OYHER RETIREMEN T - and for heatr nsurance $194C0
{Compasny, suate, locs!, ate) . Therefors your gross monthly amoun:
SSI/PUBLIC ASSISTANCE ' to report 15 8388 40

"8 CTHER THAN MONTHLY (INCOME

Report toll amounts of other than menthiy imcome yo. ~eceived for the pariod indicated and the amounls you expec: ic
rgceive or the period indcated

FRON OCT 1, 1@8B ,FROM OCT 1. 13928
SOURCE 1
THA.  SEP 30, 1988 | THRU SEP 30,1887 i
TOTAL WAGES FROM ALL EMPLOYMENT S | 5
TOTAL INTEREST AND DIVIDENDS 5
ALL OTHER INCOME l
FORM o ' ILIRTTYY
:‘GL ol 21-8915 s_:,[;ff[::s :;.‘::':,;w s a (Centinued on Reverse)
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Appendix VII
Observations on VA Income
Reporting Documents

Figure Vil.2: Annual Income
Questionnaire Claimant’s Worksheet for o Asprored

Improved Pension Veterans With No WWW

\V\C Veterans Administtation {Veterans With No Dependents} 5

Dependenls CLAIMANT'S WORKSHEET |
RETURN THE COMPLETED CAAD IN THE PRIVACY ACT INFORMATION - No further money or other
ENCLOSED ENVELOPE ORMAIL TO benefits may be paid under this program after January |, 1985, un

Jess the enclosed card 1s completed and returned as required by exiat
VETERANS ADMINISTRATION g law (38 U S C 506). The information requested 15 considered
P 0. BOX 7420 relevant and necessary to determune the maximum benefuts 1o which
PHILADELPHIA PA 19101 you are entitled under the law Responses may be disclosed outside
the VA only if the disclosure is authorized under the Privacy Act, in-
cluding routime uses dentified in VA system of records,
58¥A21/22/28, Compensation, Pension, Education and Rehablua-
ton Recoeds - VA, published in the Federal Register

INSTRUCTIONS FOR COMPLETING THE IMPROVED PENSION QUESTIONNAIRE

PLEASE FOLLOW THL INSTRUCTIONS STEP-BY-STEP. We have provided the worksheet to heip
you answer the questions on the enclosed card If you wish, complete this worksheet before putting your
answers on the card and keep the worksheet for your records If you do not want to complete the work

sheet, you need only answer the questions on the card and return the completed card 1o the VA However,
we recommend that you cemplete the worksheet and keep 1t for your records because your answers may be
subject to later venification DO NOT SEND THIS WORKSHEET TC THE VA RETURN ONLY THE
COMPLETED CARD

PLEASE DO NOT FOLD, TEAR, STAPLE OR DAMAGE THE CARD You may use 4 pencil or pen to
complete the card and may make erasures, but do not use white-out or correctson tape I you need help
with the card, Lomact the VA Regional Office in your area. Toll-free numbers may be found under U &
Government'' 1o vour phone book Any accredued Veterans Service organtzation wilk alse help you

IMPORTANT - ANSWER ALL QUESTIONS 1 the proper entry for any lem 1 none, write “NONE
of “0” DONOT LEAVE BLANK An incomplete card will have to be returned to you, <o please be sur
to complete all iems

1 YOUR MARITAL STATUS (CAeck only une box 1o show your cureeal siatus

(0[] MARRIED  LIVING WITH SPOUSE (@[] MARRIED  NOT LIVING WITH SPOUSE
{¥0u are legully married end five {You are legolly married, but separated
WIIA VOuT SHOUSE 07 vl [\ve apart Jrom your spouse If vhs appites (2 you,
only for meds: af seasons for scampie, SAOW amount comiributed 1 SPOuSE T Skppar!
resident af @ nuriag huthet wn 19841 (1] yow did not provide support

wrtie “NGNE )

135 [T NOT MARRIE D o hawe never
muarsved or are au « divorced ne
werdo wedy

2 DOYOUHAVE ANY UNMARRIED, DEPENDENT CHILDREN? i The ¥ A may recagnize s vur aatucar or fegatts udoga « hafedvi n
(00 siepc huidreni whe ure o mertund it who ore wiher wedes age 1K or between age IR anid 23 aned 1% 3 RG0H O ever oge 1N wmt e
Physcaliy o mentaity helpi el e e 18 1f vou hove wnmoarried s hilgren n any of chest cotesantes <hec '1es” )

m ] ves [ No
'3 ARE YOU A PATIENT IN A NURSING HOME?

M yYes o[ N0

4 FAMILY MEIJICAL EXPENSES-In this section, on your card, you are 1o shaw amounts of 1984 medical
expenses for yoursell and any relauves you are obligated to suppoit  You may be ssked (0
venty the amounts you actually paid. so keep all receipts or other documentation of payiments Enter the
amounts you aciually paid for medical expenses lincluding health insurance premiums and the Medicare
deducliens from your socral secunty checks) This total must be the amount of expenses you paid dunng
1984 Do NOT i lude amounts tor expenses that were paid tar or will be paid by Medicare Medicaid or

other insuranre E
.

NOTE 1t 15 NOT necessary that you report payment of medical expenses wnless the toral
for 1884 excended $275 00, the minimum amount required for consideration as an exclusion from
yaur mcome

5 EDUCATION £ XPENSES PAID FOR YOURSELF IN 1984160 rertom caves the b4 may ahluri dedied 110m1 [ramn ¢ ourtiafie it vose
Sor evpenses of nuienn feen WAool douks wnd supplies paid Jrom vour i ame for vour educetion or aming 1] there wets s b expenet in (V<)
show the umaunt 4 1A hers belun + (1t edus @mnal eaprenses were paid im (954 wrine ' NONE " or 07 )

-l
6 DID YOU WORK 4T ANY TIME DURING 19847
“'D YES 12\[ 1 NO

VA FORM SUPERASEDES VA FORM 21-8915s, AUG 1883

aus 19sa  21-B915a WHICH WILL NOT BE USED Cuntinued on Revers
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Appendix VII
Observaiions on VA Iincome
Reporting Documents

Reducing Intentional
Response Error

Concluding
Observations

terms defined more clearly, type size enlarged, and the format made less
cluttered.

Other than a two-linc reference to the legal penalty for submitting false
information printed in the smallest type on the page and easily over-
looked, the EVR contains no other language or statement that encourages
a respondent to report as accurately as possible. va might reduce inten-
tional respondent error if the EVR contained a specific appeal for accu-
rate data.

We cannot relate any of these issues concerning the style and clarity of
VA’S income reporting documents to any of the overpayment problems
cited in this report. We believe, however, that the present income report-
ing documents can and should be clarified and that va should have the
benefit of our observations before undertaking any design improvement
efforts. Also, pretesting the data collection instruments is a reliable
method that vA can use to assure itself that design problems such as
those we observed are identified and corrected,
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Appendix VII
Observations on YA Income
Reporting Documents

For example, question 5D on figure VII.3 reads:

“DID ANY INCOME CHANGE (INCREASE/ DECREASE) DURING THE PAST 12
MONTIIS? (If there were no income changes or if a Social Security /VA cost of living
adjustment was the only change, check "NO’. If there was some other increase/
decrease in Social Security or an initial award of Social Security, check 'YES'. Also
check ‘YES' for any change in the amount (up or down) of any other source of
income, any NEW source or any ONE-TIME receipt of income}”

The term “ANY INCOME" implies income from any distinct source and
the question specifically defines “CHANGE” as an increase or decrease.
“ANY INCOME CHANGE” is further defined in parentheses as the
receipt of income from a “NEW source” or a “ONE-TIME receipt of
income.” Neither of these ideas quite conform to the question—increase
or decreasc in the income from a given source. The definition is further
muddied by specific references in parentheses to social security awards
and benefit changes, and va and social security cost-of-living adjust-
ments. Standing alone, the question is vague. A better approach could be
to ask the respondent four distinet questions, such as:

“Did your income from any source change (increase/decrease) in the
past 12 months?"”

“Was this because ot a cost-of-living adjustment (COLA) from Social
Security or vaA?”

“Did you begin to receive income on an ongoing basis from a new source
during the past 12 months?”

“Did you receive income on a one-time basis from any source during the

ey

past 12 months

In commenting on this report (see app. VIID), va did not believe that our
suggested clarification of this question was necessary and that the
detailed instructions for the question have resolved much unnecessary
reporting of social sccurity cost-of-living increases. While this may be
the case, our concern is with whether most pension beneficiaries under-
stand the guestion and related instructions sufficiently to report all rele-
vant. income changes to VA, In our view, pretesting questions and
instructions with actual beneficiaries is essential to ensure that they
have a clear and uniform understanding of the response expected.

Respondent’s Ability to
Recall Information

The more a respondent relies on recall alone to answer EVR questions,
the greater the likelthood of response error. Probably, the respondent
will not remember precisely much of the information va is seeking. The
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Appendix VII

Observations on VA Income

Reporting Documents

Questionnaire Clarity
Important in
Obtaining Reliable
Data

Preventing
Unintentional
Response Error

In this appendix, we address the question: Can va's data collection docu-
ment, a mail questionnaire,! be clarified to solicit and obtain better data
about a beneficiary’s demographic and financial status?

Information derived from a matl questionnaire is self-reported data and
thus normally subject to two types of respondent errors:

unintentional misreporting because the respondent misinterprets a ques-
tion, misunderstands instructions, does not enter a response clearly, or
cannot recall the information, either accurately or at all; and

intentional misreporting of the respondent’s status to justify eligibility
and/or increase benefit amount.

Respondents can err unintentionally when they cannot read questions
because of type size or clarity; when the language level is too advanced
or the terminologyv too technical; when guestions or instructions are
complex or vague: when the questionnaire format is confusing; when
questions are lengthy or burdensome; or when questions overestimate
the respondent’s recall capability or access to information. If the ques-
tionnaire is pretested with a sample of respondents before it is formally
administered, these design problems often can be identified and elimi-
nated. Pretesting s i standard practice in survey research.

va designed and implemented both the previous Alg and the current Evi
without pretesting. v officials informed us. To identify and eliminate
questionnaire design flaws, the agency has relied on feedback from pro-
gram officials before putting a questionnaire into use and on complaints
from veterans, veterans' organizations, and other beneficiaries after-
wards. This method for testing the validity of questionnaires may allow
major design weaknesses to go unnoticed when reviewing officials miss
them or respondents choose not, te complain about them. VA obtains no
direct evidence of Low the respondent actually reacts to and interprets
the questionnaire when received.

'Refore October 1985, VA tserd an Annual Income Questionnaire and Claimant's Worksheet Figures
VII 1 and VILZ illustrate the \IQ and worksheet, respectively, then in effect for Improved Law pen-
siont veterans with no dependents In October 1985, VA adopted the Eligibitity Veritfication Report
Figures VIL3 and VIL4, respectively, dlustrate the EVR and accompanying instruction sheet now used
for Improved Law pension voterans with no dependents
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Appendix VI
Details of Potential Overpayments by Type of
Unrecorded Income

|
Table VI.3: Section 306 Pension Potential Overpayment Cases and Amounts, by Type of Unrecorded Income

Type of unrecordedr lncome
lnterest/dlwdends

Earnings.

Agncultural earnlngs

Self- employment
Nan-VA pensiens

Multiple income sources .
Wages & interest/dividends

Wages & self-employment
Wages & non-VA pensions

Self- employment & lnlerest/dlwdends

7Se|f employment & non- VA - pensions

Interest/dwdends & non-YA | pensions
Wages self- employment & lnterest/dlwdends
Wages self- employment & non-VA pensions

Wages, mterest/dlwdends & non-VA
pensions

Self- employment lnterest/ dividends & non
VA pensions

Wages self- employment lnteresl/dwldends
& non-VA pensions

Totals

Veterans Survivors? Totals
E‘,’Efi WWAmOun! Ceses Amount (_:_a_s_e_e__ ____5_rl1<_)um
12,439_ $17.054 105 l_5_,_§06_ B $10.1_75,436 28.045 $2? 229 541
110 185,112 13 12,924 123 198,036
B85 1301160 3068 3845757 3953 5146917
61 92 592 43 48 9l2 104 141,504
383 536712 ) 67 61764 ) B 7}50 - 5978”,476
1119 1667 160 4,605 5.420,162 5.724 7,087,322
10 17 244 20 7 2§41 (i o @ jg 660
311 510,936 221 248,056 57372 758, 992
263 470716 180 195,144 443 6@75.460
24 32100 IR 8,544 35 40,644
4‘183_ 0,403 24 _55_33 o 49?332 o __47§§ 6 896 556
28 454562 69 8_5,452 97 131 004
3 RATSYs 4 3,660 7 6.612
777 1,207 .80 547 5675,7207 7l824 1‘773‘400
142 ) 237 &04 31 23,352 173 261,156
21,, 31,04 o 17 !ﬂ 7717”2,816 ) 32 44 520
20,759 $29,796,353 25,079 $21,226,447 45,838 $51,022,800

‘Surviving spouses and/or chilcrer
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Appendix VI

Details of Potential Overpayments by Type of
Unrecorded Income

Table VI.1: Total VA Pension Potential

Overpayment Cases and Amounts, by

Type of Unrecorded Income

Type of unrecorded income
Interest/’dmdends

Earnings
Agncultural earnmgs

Self- employment 7
Non-VA pensions

Mu|t|ple INCOME S0UrCes

‘Wages & |nterest/d|wdends

Wages & seli- -employment

Wageg & non-vA pensicns

Self- emhloymént & interes t/d|V|dendS 7

Self-employment & ron VA pensions
Interest/dl\ndends & non /A pensmns

Wages self- employment & mteresl/dw@ends

Wages Selfpmpioymem & non-YA \ pensions

Wages imerest/dmdend‘ & non-VA pensions '

Self-employment interest fdwldends & non-vA

pensions

Wages, self- employmen! mlerest/dnwdends ‘& non-

VA pensions

Totals

Cases Amount
94084 85596168
) S 1928 4,310,838
20478 39,035,407

749 1439195

2712 3368179

T 14 245 25256618
B 196 503507
1207 2,302,156

© 1320 2677134
- 53 g5847
8214 11,752,845
- 515 1206440
239865
B T o2me2 4,437 941
B 233 392,508

72 151,773

148,675  $182,536,521
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Appendix V
Objective, Scope, and Methodology

match was performed using November 1984 va income data, we per-
formed several validation sampling assessments to be reasonably confi-
dent that va computerized income postings shown on the pension master
records represented the most accurate year-end data submitted by pen-
sion beneficiaries (sce p. 64).

For each of the sample cases, we reviewed the annual income guestion-
naires from 1982 to 1985 submitted by pension beneficiaries, including
the year-end income data reported for 1984. About 10 percent of the
beneficiaries adjusted their 1984 incomes at year-end to agree with their
incomes as shown in 1984 tax records. An additional 14 percent
adjusted their 1984 incomes, but the adjusted incomes still did not agree
with the 1984 tax records. va thereby had an opportunity to identify
some potential overpayments, without having access to tax data, and to
take appropriate action to recoup them and/or correct future pension
payments, as necessary.

The statistical results ot our validation sample are presented in table
V.3, which shows by pension category the numbers of cases for (1) those
beneficiaries who self-reported 1984 income amounts at year-end that.
agreed with tax data and (2) those who did not. The self-reported
changes in 1984 incomes, if acted upon by va, would have reduced or
climinated the beneficiaries’ Improved Law pension payments, or made
them ineligible for Protected pensions because their countable income
limits were exceeded. The remaining potential overpayments would
have been unidentifiable by va because it does not have access to tax
data.

L ]
Table V.3: Analysis of Year-End Self-Reported Income Changes for GAQ’s Validation Sample of Potential Overpayment Cases

(1984)
) Imgroved: l Protected Total
Number Percent Number Percent Number Percent

égﬁefiCtariéé7éanéa 1984 ';ezrjéﬁd Incomes o - o -

that agreed with 1984 tax data

Cases 47 (109) - 15 (75) B2 (9f8)
Beﬁeﬂmarweékeporied 1984&ear-end Incomes - - '

lower than 1984 tax data

Cases ) 3840 (B9 1) 185 C@25) 5692 (90 2)
Total sample cases analyzed 43 (100 0) 200 (1000) 631 (100 0)

“Includes 91 cases (14 percent of 631 cases analyzed) thal reported 1984 year-end income adjustments
but continue as patential “verpaymants because the reported iIncome was still fower than 1984 1ax data
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Figure V.3 (Continued)

ENCLOSURE ENCLOSURE

GAO PENSION STUDY

VA Fleld Office

Station Identification Number

VA Claim Number| Stub Number Reports Available (X) Current Active
1982/83]1983/84[1984*/85(1985/86 |Award (Y) (N)

* All claims were active in November 1984, therefore please provide a reason ifAQ is
t  not available for the 1984/85 cycle. Alsc show if award is currently active by
l indicating Yes (Y) or No (N).

Page 68 GAO/HRD-88-24 Veterans' Pensions




Appendix V
Objective, Scope, and Methodology

Figure V.3 (Continued)

2, November 10, 1986

DVB Letter 20-86-18

malling will be used, and first class postage will be paid
regardless of the weight involved.

¢. Address all mail to:
U.S. General Accounting Office
ATTN:
841 Chestnut St. - Suite 760
Philadelphia, PA 19107

d. You are to mail the responses within 2 weeks of
receipt of this letter., If circumstances prevent your
timely response, notify Compensation and Pension
Service, Policy Staff (leA) FTS 373-2058 as soon as you
recognize a problem.

5. The enclosure to this letter lists the cases for which

you are to provide informatien. You should make no effort

to locate materials at other stations {i.e., from transferred
claims folders or from ready reference decks leocated at other
stations).

6., The enclosure requires you to annotate Information about
the avallability of forms for the stated periods and to
indicate current award status. This review and annotation
should be assigned to personnel no lower than the adjudicator
level. Check the appropriate column if you provide the form.
For the year 1984/1985, annotate a narrative reason if you are
unable to provide the form, for example, "form lost," "claimant
deceased," "form unavailable; presumed in transferred claims
folder," or "form unavailable; presumed at another station."

7. When you do not nhave jurisdiction of the claims folder or
it cannot be obtained locally, due to charge out, use the
Target System to determine Information for reporting the
unavallability of the 1984/1985 form or current award status.

8, Retain a copy of the annotated enclosure and copies of all
forms which you send to the GAO as backup material. You may
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Level IIT Analysis

Because the cases for which we calculated potential overpayments could
not be referred to va for adjudication and resolution, we undertook this
additional verification phase to provide assurance that the data we used
and the assumptions we made were supportable. Specifically, we sought
to determine whether

beneficiaries subsequently had adjusted the estimated income informa-
tion shown in the November 1984 va master record to reflect higher or
lower actual income information for 1984,

the underestimated income shown in the November 1984 va record was
supported by documentation provided by the beneficiary, and
significant underreporting of income to vA represented a longer term
pattern for certain beneficiaries,

To accomplish this. we sought to obtain copies of beneficiaries’ income
questionnaire documents maintained in case files at 55 VA regional
offices. va Central Office personnel assisted us by sending letters—along
with information on the sampled cases we selected—to each regional
office requesting that income questionnaires be duplicated and mailed to
us. (See figure V.3 for a sample copy of the letter va sent to its regional
offices.)
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had some income recorded in the 1984 tax records while the remaining
702,000 had none and thus were excluded from further analysis. For the
698,000 cases, we formatted the tax data in a manner corresponding to
the income categories shown in va’s master compensation and pension
record. For each case, we compared income data shown in va records
with tax record data to determine the differences. We then tabulated the
number of cases and dollar value of the differences.

Level Il Analysis

During this phase, we quantified the pension overpayment effects of the
income differences. Our calculation yielded a per-case monthly pension
amount, which we annualized and aggregated to estimate potential over-
payments for 1984,

We constructed a va pension payment model embodying all payment
variables applicable to each pension law. We grouped pension benefi-
claries by pension law and pensioner type as follows: veteran, veteran
with dependents, surviving spouse, and surviving spouse with depen-
dent children. To test and validate the payment model, we calculated
November 1984 pension payments for each of the 1.4 million benefi-
ciaries using data recorded in vA’s master record. The payment model
successfully replicated va’s actual payvments in 99 percent of the cases.

Next, we substituted income amounts shown in the tax records and
recalculated the monthly pension amounts for 359,278 cases that
showed income differences of $100 or more between va and tax records.
The differences between va's actual monthly pension payments for such
cases using November 1984 va master record data and our calculations
using 1984 tax data formed the bases for our overpayment estimates
and were annualized for the calendar year.

Although our Level I match indicated that about 100,000 va pension
beneficiaries had more income shown on va records than shown on tax
records, we did not calculate underpayments for those cases. Qur con-
servative approach in calculating overpayments would exaggerate
underpayment calculations because (1) we excluded about $187 million
of unearned income (other than interest and dividends) from our tax
database and (2) at the time of our match, $sA had only posted about 10
percent. of the reported 1984 pension income to beneficiaries’ accounts.
These additional sources of tax income would tend to increase overpay-
ment calculations and, conversely, reduce both the amount of income
considered as overstated on VA records and the corresponding potential
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Tax Records
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The va master compensation and pension record contains all pertinent

data used to make monthly payments to active beneficiaries. Income
data shown in this record are reported by the beneficiary and include an
estimate of income expected over the next 12-month period and a state-
ment of actual income received over the preceding 12-month period. va
updates a beneficiary’s expected income using data obtained from an
annual income questionnaire or whenever the beneficiary notifies va of
income changes. The income questionnaire also requires the beneficiary
to report actual prior year income as well as the next year’s estimated
income. Actual incomes are recorded as historical data in the vA master
record and used only to adjust pension payments retroactively if the
income amount differs from the previously reported estimate of income
for that same period.

The calendar year 1984 va income reporting cvcle ended in November
1984, va officials advised us, and that month’s record contained the last
complete details of 1984 income estimates vA used for pension payment
calculations. Estimates of income submitted by pension beneficiaries are
recorded in the va master compensation and pension record as follows:
(1) earnings; (2) social security benefits; (3) retirement; and (4) other,
which includes uncarned income such as interest and dividends. With
the exception of social security benefits, we matched the other three cat-
egories of income on VA records with corresponding income obtained
from tax records. Since va systematically exchanges data with $sA to
adjust benefits to reflect cost-of-living adjustments in social security
benefits, we assumed the information was accurately recorded in va
records and excluded social security benefits from our match.

Third-party tax data are year-end statements of income filed by employ-
ers, banks, companies, and other payers. These documents are used by
IR$ primarily as an enforcement tool for auditing income reported on
individual tax returns and by ssa for posting to individual earnings
accounts for purposes of calculating social security benefits.

For all November 1984 va pension beneficiaries, we accessed 1984
unearned income housed in kS’ Information Returns Program file. This
consisted primarily of data from the ks form 1099 series of information
returns. To insure that our study results were conservative, we used
only unearned income data reported on forms 1099—interest incorme,
dividends, and distributions—in matching against “other” income in
VA's master records. For study purposes, we excluded all other third-
party reports, such as forms 1099, Miscellaneous Income, showing rents,
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the applicable pension program could not be identified. Thus, our dupli-
cate and refined copy of vA’s November 1984 master record contained
1,399,695 pension cases, which we matched against 1rRS and sSA comput-
erized tax data files for calendar year 1984. This process identified
697,813 vA pension cases with income as reported to IRS or SsA by third
parties. The balance of 701,882 pension cases had no recorded income in
the tax data files for 1984,

For the 697,813 pension cases with 1984 tax data (earned or unearned
income}, we compared the income data in the tax files with the income
data shown in va’s master record and found 23,012 cases in which the
ncome entries were identical. These cases we excluded from further
analysis together with 215,507 cases with income variances between va
and tax data of under $100. We conservatively chose a $100 income
variance for each pension case as a buffer zone for purposes of our dem-
onstration review, below which we did not calculate potential overpay-
ments. This left us with 459,294 pension cases with income variances of
$100 or more. We performed several error/edit checks on the va and ssa
computerized records and excluded an additional 17,200 cases from fur-
ther analysis etforts because of identified ssa posting errors, or no
matching $sNs or surnames in the ssa files,

For all other va pension cases (442,094) with income variances of $100
or more between va and tax records, we recomputed the vA pension
amounts, using the income data recorded in the tax records. As a result,
in 293,381 pension cases, use of the tax data income had no overpay-
ment effect, primarily due to excludable income amounts and countable
medical expenses. while 148,675 showed potential overpayments. (See
fig. V.2 for an illustration of the records obtained, created, and excluded
in our match process.)
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Level I. We measured the differences between beneficiaries’ estimates of
income recorded in 1984 va pension records and third-party-reported
1984 income in the tax databases.

Level II. We estimated the effect of the differences on va pension
payments.

Level III. We randomly tested original file copy records submitted by va
pension beneficiaries to validate whether the data contained in VA’s com-
puterized master records were accurate.

We undertook the level III analysis largely because we were restricted
from referring the potential overpayment cases to va for investigation
and resolution. (See fig. V.1 for a flow chart of our matching and data
analysis process.) At no time during or as a result of this study were
benefit payments adjusted or beneficiaries, employers, or payers of
income contacted. Such actions would be appropriate only if the vA pen-
sion program were granted access to tax data.

Accounting for VA Records
Used in Computer Match

vA maintains a computerized current monthly compensation and pension
master record used to identify and manage all active cases. The purpose
of our study was to validate pension payments made to veterans, sur-
viving spouses, and their dependent children. However, we did not
include vA cases of surviving dependent children who on their own
behalf receive pension pavments. These totaled 92,359 as of September
1984. We duplicated va’s November 1984 compensation and pension
master record containing 1,569,087 cases.

Subsequently, we excluded 44,203 cases involving payments under the
parents’ dependency and indemnity compensation program. We also
excluded 82,829 cases involving compensation at the 100-percent-
disabled rate due to individual unemployability, since vA applies unique
income eligibility rules to these benefit payments. These latter cases
were the subject of a separate GAO report! also requested by the then
Chairman, Senate Committee on Veterans' Affairs, in his letter of Sep-
tember 10, 1985 (see app. 1.

To further refine the duplicate va computerized master record, we
excluded 14,556 pension cases having no ssN identifiers; 27,801 cases for
which VA had already posted 1985 estimated income data, thereby
superseding the comparable 1984 income data; and 3 cases for which

"Veterans Benefits. Improving the Integrity of VA's Unemployability Compensation Program
(GAO/TIRD-87-62, Sept 21, 19873
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VA Income and Expense Criteria for Calculating
Pension Payments (1984)

Pension law
Improved law:

Countable income

Countable
expenses

Section 306:
Countable income

~ Countable
expenses
Old law:

Countable income

Countable
£xpenses

All sources?® All scurces

Income and expense criteria

~Veteran/widow Spouse _ Children

es Al sources (less
earnings under
$3,300)

Unreimbursed medical expenses in excess of 5 percent of the
guaranteed annual pension payment amount

All sources, less 10 All sohrciegigégr(a)r 10 None

percent of social percent of social

secunty and security and

retirement retirement, and (b)
the greater of $1,998
or earnings

Unreimbursed medical expenses in excess of 5 percent of total
income

All sources, less 10 None Neone
percent of social

securty and

retirement (excluding

rallroad retirement)

Medical expenses considered "excessive’

“All sources include earnings sncial secunity benefits, retirement, and other (including interest and divi-

dends)
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Appendix II1

Letter Dated February 13, 1986, From the Chief
of Staff, Joint Committee on Taxation, to the
Comptroller General

WITA COMORESS 19 SESSHON DAVID H BROCKWAY
CHIEF OF STAFF
MEMBERS RANDALL 0 WEISS
HOUSE SENATE GEPUTY CHIEF OF ETAFF
DAK ROSTEMKOW SK! ILLINOTG BOR FACKWOOD DREGON '
CHAIRAN YICE CHAIRMAN
s oo A s Congress of the Tnited Htates
10 MCRLE TERAS WILLIAM ¥ ROTH A DELAWARE
JOMN | DUNCAN TENMESSEE RUSSELL 8 LONG. LOUISIANA JOINT COMMITTEE ON TAXATION
BILL ARCHER TEAAS LLOYD BENI SEN TERAS

1015 LONGWORTH HOUSE OFFICE BUILDING
Washington, BE 20515
FEB 13 1986

Honorable Charles A. Bowsher

Comptroller General of the United States
441 G Street, N.W.

washington, D.C. 20548

Dear Mr. Bowsher:

The Joint Committee on Taxation, pursuant to section
6103(f){4) of the Internal Revenue Code of 1954, as amended,
requests the General Accounting Office to evaluate the
accuracy of income reporting required of recipients of
pension payments under the Veterans' Administration
needs-based pension program and individual unemployability
compensation program. Senator Frank Murkowski, Chairman of
the Senate Committee o Veterans' Affairs, previously has
requested you to condut this evaluation and has requested my
cooperation in enabling you to use tax 1nformaticn as part of
your work., A copy of Senatur Murkowski's letters to me and
to GAO are enclosed.

The VA programs o pe evaluated provide needs-based
payments to veterans who suffer from non-service connected
disabilities. As a condition of receiving these pension
payments, veterans must report their income annually to the
VA. GAO has informed re that the best source for determining
the accuracy of these inzome reports is tax information.
Under the Internal Revenue Code, except when acting as agent
of the Congressional tax-writing committees, GAC has access
to tax information for parposes of auditing a Federal program
only 1f the agency admin:stering the program has such access.
The VA does not have access to tax information.

1 expect that you- designated representatives will have
access only to such tax information as 15 necessary to
evaluate the accuracy ~f income repcrted by recipients of
pensicon payments under these VA programs. Because of the
interest of other commirrees, i1ncluding the Senate Committee
on Veterans' Affairs, 1r this subject, I anticipate that you
will be asked to brief rther committees on the progress of
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Letter Dated September 10, 1985, From the
Chairman, Senate Committee on Veterans’
Affairs, to the Chief of Staff, Joint Committee
on Taxation

FRAMK H MUKKOWS KL ALASTA, CHAMAAN

ALAN P BIMPTON Wy OMING ALAN CRAMSTON CAlIFORHIA

STROM THURMOND SOUTH CAROLIGA  BFANK M MATS\INAG S HAWAN

ROSENT 1 STAFFORD VERMONT DF WIS DICOWC v AT DM

ARLER BFECTER PENSETLYANA GLOAGE J MITCHLLL MAME

R AUAH DUNTON ALABAMA oM © ROCREHLLEN v WEST VIR M

MBI L e oo Wnited States Smate

JOMATHAN R ETHNBENG, MMORITY Cri€l COUNSIL/
STAFF ORECTOR
COMMITTEE ON VETERANS® AFFAIRS

WASHINGTON, DC 20510
September 10, 13885

David H. Brockway, Esq.

Chief of Staff

Joint Committee on Taxation

1015 Longworth House Office Building
Washington, D.C. 20515

Dear Mr., Brockway:

The General Acccunting Office (GAO) has supplied me with
preliminary information which identified significant
overpayments of Veterans' Administration {(VA) pension benefits
in the Philadelphia metropolitan area, based on a computer
match of state wage flles. As of February 1984, GAO
identified, and the VA confirmed, 237 cases of pension
overpayments of approximately $1 million because of unreported
earned income. The VA Office of the Inspector General has
also identified several million docllars in pension
overpayments in Georgia and Florida because of misreporting of
income by pensicn recipients. 1In light of this information, I
have requested GAO to conduct a cne-time demonstration study
at the national level to assess the operation of two programs
involving veterans' benefits--the Veterans' Administration
needs~-tased pension program and the Veterans' Administration
individual unemployability compensation program. A copy of my
letter requesting this work and summarizing these programs is
enclosed.

GAO informs me that the best source for obtaining the
data needed to complete this project is tax information held
by the Internal Revenue Service, I recognize that the
Internal Revenue Code restricts the circumstances under which
IRS may disclose tax information (Code sec., 6103)., Under the
Code, disclosure is permitted to many agencies, but not to the
Veterans' Administration, for use in auditing programs
administered by them. The GAO generally may access tax
information for its audits only to the extent that the agency
being audited may do so,

Since tax information is not available to the VA for use
in administering these programs, GAO may not, on its own,
access such information, To enable GAO toc complete this
project, I am requesting that you designate GAO as an agent of
the Joint Committee on Taxation pursuant to Code section
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Letter Dated September 10, 1985, From the
Chairman, Senate Committee on Veterans’
Affairs, to the Comptroller General

FRANK H MURKOWSK ALASKA, CHAIRMAN

ALAN K SPSON, WYOMING ALAK CRANSTON CALIFOWNIA
THUMIOND SOUTH CARDUMA  SPARX M MATSUNAGA, HAWAN

ROBENT Y STAFFORD VERMONT DEMMIS DICONCIML, AMZONA

ARLEN SMECTER PENNSYLYAMA GEOMGE J MITCHELL. MAINE

SEREMIAH DENTON ALABAMA JOMN & AOCKEFELLER v WEST VIRGHINA -
MDY BOSCHWITZ MINMESOTA %mt E 5
ANTMOWY J PRINCIM CHIEF COUNSEL/STAFF DIRECTOR
JONATHAN R STEINBERG. MINGRITY CHIEF COUNSEL/
STAKF DIRECTOR

COMMITTEE ON VETERANS' AFFAIRS
WASHINGTON, DC 20810

September 10, 1985

Comptroller General of the United States
U. 8. General Accounting Office

441 G. Street, N.W.

Washington, D.C. 20548

Dear Mr. Bowsher:

Office (GAO) informed me that as of February 1984, it has

1derntified, and the Veterars' Administration (VA) has

confirmed, 237 cases of VA pensiorn overpayments of

approximately $1 millior ir the Philadelphia metropolitan area

because of unreported earned income. The Veterans'

Admiristratiorn Office o the Inspector General has also

identified several million dollars in pension overpaymerts in

Georgia and fFlorida because of misreporting of income by

persion recipients. 1In light of this preliminary informatior

supplied to me, T am requesting you to undertake a one-time !
demonstratior study at the rational level, to assess the

operation of two programs involving veterans' benefits--the l
Veterans' Administratior rneeds-based pension program and the

Veterans' Administratior irdividual unemployability (Code 18)

compensation program. |

|
|
The Honorable Charles A. Bowsher ~
|
|
|

The VA persion program provides benefits to eligible

wartime veterans and to such veterans' surviving spouses and

minor children, Pensior eligibility is based on the veteran's

permanent and total disability, which is not traceable to

service, and the serviue requirements and income criteria

established by title 38 U.3.C. The program is designed to

provide a mirimum level of 1ncome to eligible beneficiaries

based in large part, or financial need, as determined by the

beneficiary's report of ircome and assets to the VA. The VA

individual unemployabil.ty compensation program provides for

the award of a total di=ability rating for compensation

bernefits where the veterar's schedular ratirg is less than
‘ total, but the veterar 15 unable to secure or follow a
\ substartially gairful » cupation as a result of service-
1 connected disabilities. Thus, changes ir a veteran's

employment status has direct bearing on a total disability
| rating based on unempl.-abillity.

|
|
|
|
|
|
?
|
|
. The Human Resources Division of the Gereral Accounting
|
|
|
|
?
1
|
|
|
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Chapter 4
Conclusions and Recommendations

related prosecutorial costs would be incurred only where vA suspected,
based on its adjudication efforts, that fraud was present in a specific
case. We believe such cases would be the exception rather than the gen-
eral rule, but cannot reliably estimate such costs. As pointed out previ-
ously, va has already had considerable experience safeguarding
sensitive personal data, and, based on discussions with va officials, the
incremental costs of adequately safeguarding the tax data should be
minimal.

Also, our analysis recognizes the possibility that disclosure of tax data
for nontax purposes could have an effect on taxpayer voluntary compli-
ance and tax revenues As we point out in chapter 3, however, no empir-
ical evidence currently exists on what the effects might be. In this
regard, IrS questioned our draft report statement that there were no
studies existing or underway on the effects of disclosures for nontax
purposes. IkS pointed out that its Research Division is now developing
plans to conduct a study to “determine what empirical effect disclosure
for verification of needs-based programs would have on compliance
with the tax laws,” and will seek GAO's input to that effort. RS believes
that its planned study should be completed before any consideration is
given to further amending the Internal Revenue Code to grant tax data
access authority to the va pension program.

We have modified our report text to recognize RS’ planned study, and
agreed to review the study design and provide Iks with our observations.
IRS estimates, however, that the study may take 2 years or more to com-
plete. In view of the substantial amount of dollars in va pension over-
payments that might go undetected and unrecovered pending the
planned study’s completion-—the results of which may prove inconclu-
sive—we believe congressional consideration of our recommendation to
authorize the va pension program access to tax data should proceed. As
we point out in chapter 3, the Congress has already approved the match-
ing of over 80 million records with tax data; an additional 1.6 million
records verified by \A using tax data would appear to have little incre-
mental effect on voluntary tax compliance,

HHS Comments

HHS commented that the Executive Branch is currently reviewing our
recommendation to amend the Internal Revenue Code to allow the va
pension program access to tax data.
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stated that, since a computer matching program is the only avenue for
providing tax data to va for its pension program, deficient computer
operations would adversely affect safeguarding of tax data.

The Commissioner pointed out that vA’s ADP system, for the most part, is
segmented with various computer centers utilizing different access sys-
tems. These systems, he stated, can further be accessed by a total of 732
processing centers, thus creating hazards for inadvertent disclosures by
those processing centers. Several magnetic tapes would also be dupli-
cated, he stated. creating monumental oversight problems for the offices
involved. As further support for IRS” position, the Commissioner cited
our statement in chapter 3 that va . . . still does not have a quality
assurance program to determine whether beneficiary income reporting
is a problem.”

We disagree with Iks’ position and its characterization of vA's data-
safeguarding capabilities, including how va would control and use the
tax data it would reccive from RS and $SA through computer matching.

Nothing in our report was meant to imply that va was or is incapable of
properly safeguarding the tax data it would access under our proposal.
We point out, on page 38, that va officials could foresee no problems in
meeting the Internal Revenue Code safeguarding requirements and that,
traditionally, va has processed and safeguarded much sensitive personal
data in its medical. compensation, pension, education, and similar
programs.

Moreover, vA's computer matching of tax data with its compensation
and pension master data files would be done off-line, similar to our dem-
onstration match and the va Inspector General’'s computer matehes with
state wage data. Income information from the tax databases would not
be entered into an individual beneficiary’s automated pension record
and would not, therefore, be accessible by other system users until va
had verified it with the beneficiary and/or the third-party payer. Once
verified, the income information would no longer be considered as tax
data. Thus, the confidentiality of the tax data va accesses would be
maintained throughout the matching and verification process.

Our report discussion of VA's current use of year-end questionnaire data
was misinterpreted by IRS to indicate that va’s inability to effectively use
the information it now receives further argues against furnishing va
with even more information. This conclusion was based on our report
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Chapter 4
Conclusions and Recommendations

We requested comments on a draft of this report from va, 1rS, and the
Department of Health and Human Services (415s). Their comments and
our evaluations of them are summarized below. Their written comments
are presented in full in appendixes VIII, IX, and X, respectively.

VA Comments and Our
Evaluation

The va Administrator stated that va shares our concerns regarding
income verification and the agency needs the ability to verify wages,
interest, and dividends. He stated also that va concurs, in part, with our
recommendation that its annual income questionnaire documents be
revised. He stated that va would amend its EVR instruction sheet to
emphasize to the beneficiary (1) the need to report accurate income
information, especially wages, interest, and dividends, and (2) the legal
penalty for submitting false information. He stated also that va agrees
with our conclusion that having a questionnaire designed for more than
one type of respondent creates the potential for error (see app. VII, p.
77) and that the number of EVR types has increased from 9 to 11.

Regarding our observation that nearly all of the EVR’s design problems
are a direct result of va's attempt to limit its length to a single letter-
sized sheet printed on both sides (see app. VII, p. 79, and fig. VIL.3), the
vA Administrator pointed out that, when the EVR was being designed, va
considered using a multiple-page form (and an address label), which
would have permitted larger type and had a less cluttered appearance.
va rejected the approach because it would have required using printed
forms without the veteran’s claim number or the mailing address of the
VA regional office. va believed that beneficiaries could not be relied upon
to affix a preprinted address label to the form or accurately provide the
claim number and address information. va felt that many evr forms
would be misrouted. processing delays would occur, and pension
accounts would go into suspense erroneously.

Instead, va chose to generate the EVRs on its laser printer (at its Hines,
linois, computer venter, according to va officials) that is programmed
to print the claim number and regional office address on the EvR as the
form itself is printed. This and the furnished window envelope, accord-
Ing to VA, ensure prompt return and expeditious processing. But, using
the laser printer. \a stated, restricts the EVR to a one-page (two-sided
single sheet) form. Thus, va believes it is in the beneficiaries’ best inter-
ests to continue using the laser-printed, one-page form, although va
agreed to review cuch question to determine if it can be improved.
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Significant differences exist between income recorded in vA files for pen-
sion beneficiaries and taxable income independently reported under the
Internal Revenue Code for the same persons. Currently, va is unable to
identify and resolve most of these differences because it lacks access to
relevant tax data, and such other information sources as state wage
data bases are not suitable alternatives. va made potential overpay-
ments of $182.5 million to 148,675 beneficiaries in 1984 alone, we esti-
mate. Most of these potential overpayments—rmore than $157 million to
over 134,000 beneficiariecs—would not have been detected by vA’s sys-
tem for self-reporting year-end income because va could not verify the
data against tax records. Indications are that similar conditions existed
before 1984 and are continuing.

Allowing va access to third-party-reported tax data is the most efficient,
economical, and minimally intrusive way to obtain reliable, indepen-
dently reported information to verify income data beneficiaries report
to VA. The use of tax data would (1) increase va pension program effi-
clency and effectiveness, (2) result in monetary benefits (potentially
save millions of dollars annually) that outweigh significantly the related
costs. and (3) likely incerease beneficiary compliance with va’s income-
reporting requirements.

We recognize that there are concerns about the potential effects of using
tax data for nontax purpeses on individual taxpayer privacy and on
compliance with the tax laws. Taxpayers and third parties have little
choice In revealing personal information for tax administration purposes
because it is mandated by law and subject to eriminal and civil sanc-
tions. The dilemma 1s whether personal information required to be pro-
vided for one purpose should be used for other unrelated purposes.
Although Irs plans to conduct a study to attempt to determine whether
there is, or has been. any change in voluntary compliance as a result of
authorizing entitlement programs access to tax information tor eligibil-
ity verification purposes, no such studies currently exist.

We believe using third-party tax information may have less potential
impact on compliance than using information provided directly by tax-
payers. Third-party information is required to be reported for the
expressed purpose of improving taxpayers' compliance with tax law
income-reporting requirements. Also, selected needs-based benefit pro-
grams are currently authorized access to such data. If vA's pension pro-
gram is given similar access, we believe va could fully comply with and
implement the appropriate privacy and data security safeguards.
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Concerns About Using Tax Data to Verify
Eligibility for VA Pensions

va officials could foresee no problems in meeting the Internal Revenue
Code safeguarding requirements if allowed access, they told us. Tradi-
tionally, vA has processed and safegunarded much sensitive personal data
used in its medical, compensation, pension. education, and similar pro-
grams, they pointed out.

Nonetheless, granting access to tax data, even data provided by third
parties, presents a special case regarding privacy and confidentiality
issues. Taxpayers and third parties have little choice in revealing
income information for tax administration purposes because they are
mandated by law to do so and are subject to criminal and civil sanctions
if they fail. The issue 1s whether information required to be provided for
federal tax administration should be used for another unrelated pur-
pose-—income veritication in needs-based benefit programs. In our view,
the issue requires considering the trade-off between a potential increase
in the efficiency and effectiveness of a legitimate government function
and possible government intrusion into the private lives of individuals.
In enacting DEFRA in 1984, the Congress considered that trade-off and
established a significant precedent in deciding that it was in the public’s
best interest to authorize selected benefit programs to access third-party
tax data for income verification purposes

DEFRA’S legislative history is not clear as to why the va pension program
was not included among the benefit programs authorized use of tax
data. However, va did not and still does not have a quality assurance
program to determine whether beneficiary income reporting is a prob-
lem. Programs to which the act granted tax data access had a quality
assurance program or some means to measure quantitatively the extent
of savings possible.

The Congress intended that privacy safeguards be in place to protect the
information used for verification and that individuals receive appropri-
ate notification before any adverse action is taken to reduce or curtail
benefits, the act’s legislative history shows. In a recent report,” we dis-
cussed improvements that federal agencies, including va, need to make
in how they administer their Privacy Act operations. For example, fed-
cral agencies should systematically assess and provide for Privacy Act
training to ensure that personnel are aware of the act’s requirements

‘Privacy Act: Federal Agenaies” Implementation Can Be Improved (GAQGGD-86-107, Aug. 22,
1986) T
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Would the Use of Tax
Data Increase
Compliance by
Program Participants?

acceptable explanations for apparent income discrepancies. The over-
payment amount could be greater than $157.2 million because we con-
servatively excluded miscellaneous income on RS records from the
amounts we used to calculate overpayments. VA is required to count such
income, if reported or otherwise identified, in computing the pension
benefit amount. Nor did we determine whether year-end beneficiary
reporting created overpayments in any of the 215,507 cases, identified
in our match of November 1984 beneficiary income data with tax data,
with original income variances of less than $100 (see pp. 18-19).

In our savings estimate, we do not include the monetary value of future
overpayments, which could be avoided by granting the va pension pro-
gram access to tax data as soon as possible.

Our estimate of va's cost to adjudicate cases may be high because we
assumed that va would adjudicate all 674,801 cases with third-party-
reported tax data. But va appropriately could elect to adjudicate only
cases in which income variances are large enough to materially affect
the benefit payment computation. (In our demonstration review, we
found 134,163 cases with variances of $100 or more.) This would reduce
va's adjudication costs from $13.7 million to as low as $2.73 million
($20.32 X 134,163 cuses) and increase the benefit-to-cost ratio to

h8 to 1.

Finally, our estimated cost to adjudicate cases does not include investi-
gative costs to gather evidence necessary to pursue criminal prosecution
for fraud where such action may be warranted. Nor does it reflect the
additional pension payments that might be made to indemnify benefi-
ciaries whom va may have underpaid. Also, va may incur some addi-
tional one-time costs, should its present record-keeping system need
modification to fully accommodate the use of calendar-year tax data.
Such costs, however can best be identified when va determines what
system modifications. if any, actually may be needed.

Third-party tax data is reported by employers on IRS form W-2, by pay-
ers of pensions and annuities on 1ks form W-2P, and by payers of inter-
est and dividends on ks form 1099. Eventually, the data on these report
forms are entered into IRS” automated Information Returns Program file.
IrS uses the file to verify income taxpayers report on their annual
income tax returns.
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» 1RS and SSA data constitute the most complete national record containing
individual income information-—wages, pensions, annuities, interest,
dividends, etc.

= With the exception of self-employed individuals who report their earn-
ings on IRs form 1040, such data are not reported by the taxpayer, but
independently by such third parties as employers and payers of pen-
sions, interest, dividends, etc., none of whom would have an apparent
incentive to report inaccurately.

« Both ssa and 1rs pertorm accuracy checks on these reports before the
data are posted to their files.

Could vA significantly improve its existing procedures for collecting
income information from beneficiaries? We believe it is possible for va to
clarify the questionnaire and instructions used annually to collect
income information, as discussed in chapter 2 and appendix VII of this
report. Doing so would provide no assurance, however, that information
would not be omitied-—either inadvertently or deliberately—by benefi-
ciaries. Essentially, improving the questionnaire might provide clearer
responses but not the independent means for verifying the accuracy of
beneficiary-furnished income and asset information.

vA might also require beneficiaries to annually provide copies of their 1rS
form 1040 income tax return to support income information provided in
claiming pension henefits. But we believe this approach would be unac-
ceptable because:

+ It would not provide the independent means necessary for verifying the
accuracy of beneficiary-furnished income information.

- Many vA pension beneficiaries are not required to file form 1040 tax
returns because their gross income is less than the established minimum
for filing a return.

» [t would be more intrusive, from a personal privacy standpoint, because
the form 1040 contamns more information than va would need to admin-
ister the pension program.
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Cligibility for VA Pensions

The magnitude of possible erroneous vA pension payments strongly sug-
gests that va should be authorized access to tax data to verify income
eligibility in the veterans’ pension program. Using tax data for nontax
purposes has serious implications, however, in terms of potential effect
on both the voluntary tax system and individual fairness and privacy. A
balance between these concerns and the government’s quest for program
integrity should be considered by the Congress when deliberating
whether the va pension program should be granted access to tax data.

After considering a number of issues, we concluded that;

« The most effective and only suitable alternative means to verify self-
reported beneficiary income is to allow va access to third-party-reported
tax data.

« Use of tax data would increase va's program management efficiency and
effectiveness and likely result in millions of dollars in annual savings.

« The benefits of using tax data for income verification would appear to
outweigh costs at ratios ranging from 11 to 1 to as much as 58 to 1,
depending upon the crsteria used to select cases for adjudication.

« \A's use of third-party tax data for verifying income likely would
increase beneficiary compliance with va income reporting requirements,
Jjust as public knowledge that ks uses such data for verification pur-
poses over the years has enhanced voluntary compliance with the tax
laws.

+ There are no studies to show whether there is, or has been, any change
In voluntary tax compliance as a result of authorizing a program access
to tax information for nontax administration purposes. However, kS is
planning to initiate such a study.

Use of the third-party tax data we obtained under procedures identical
1o those authorized by DEFRA proved to be an efficient, economical, and
effective way to identify potential erroneous va pension payments.

We considered possibile ways, other than using tax data, by which va
could verify income reporied by pension beneficiaries and whether va's
existing procedures fo- collecting income data could be improved. An
acceptable alternatiy e source should be

+ readily accessible, preferably from an automated system;
+ complete, in that all major earned and unearned income is included: and
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Improvements Needed
in VA’s Beneficiary
Income Questionnaire

$5,000 in dividend income. On her 1985 va income questionnaire, she
reported no 1984 dividend income and no actual or estimated net worth
for 1984 and 1985, respectively. Since her 1984 retirement and dividend
income together exceeded the va maximum entitlement limit of $3,695,
she would be precluded from receiving any VA pension payment. Also,
since she did not report the amount of her net worth, vA had no indica-
tion that this bencficiary might have sources of unearned income.

Improvements in the current design of vA's income questionnaire could
help minimize unintentional misreporting and reduce erroneous pay-
ments. But such improvements would not eliminate VA's need for a
means to independently verify information provided, as they would
neither preclude all unintentional misreporting nor prevent intentional
misreporting by individuals to obtain a vA pension.

Betore October 19856, va collected eligibility data centrally. It sent each
beneficiary an Annual Income Questionnaire (AlQ) worksheet instruction
form and an A1Q card. The beneficiary was asked to summarize income
data on the form, then transfer the information to the aiQ card and sub-
mit the card to va (sec figs. VII.1 and VII.2). The beneficiary kept the
worksheet, and va used the A1Q card to enter income data in the pension
payment record. va would make no pension payments to a beneficiary
unless (1) it received the AlQ card and (2) income eligibility limits were
met.

In October 1985, va spread the workload of this function to all va
regional offices administering the pension program, and replaced the AlQ
card with an Eligibility Verification Report (Evr) form similar to the for-
mer AIQ worksheet (see fig. VIL.3). kvRs are mailed to va beneficiaries
throughout the calendar year according to a distributed workload plan.
Beneficiaries now report their actual and expected income on a fiscal
year basis and return the EVR to a VA regional office for processing and
updating of the central vA pension master record.

In addition to requiring information on income and net worth, the Evk
contains questions as to the pension beneficiary’s medical expenses and
marital and dependency status. At the time of our review, the form
came in 9 versions-—now 11, according to vaA—each tailored to a specific
pension law and/or category of beneficiary.

We examined over 1,000 submissions of the va questionnaire, as this was
an integral part of our validation of potential overpayment cases. After
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tax data as potential overpayments to Improved Law beneficiaries in
1984.

Beneficiaries Not Properly ‘
Self-Reporting Income

Nonreporting of Earnings

VA pension beneficiaries must annually report their sources and amounts
of income and other financial data, such as net worth. Using tax data,
we found that over the years many beneficiaries had significant earn-
ings they did not report to vA. Such earnings were not detected through
VA's system of annual self-reporting of income. Also, many beneficiaries
did not report all interest and dividend income and in many cases
reported little or no net worth. This meant va had no indication that (1)
their interest and dividend income was unreported or underreported and
(2) they had significant financial resources to allow self-sufficiency.

Of the 148,675 potential overpayment cases we identified, more than
26,000 pensioners reported no earnings, according to vaA’s November
1984 records, although tax data showed that they earned $1,000 or
more. Our validation sample of 631 potential overpayment cases
included 113 of those cases. Among the 113 were 50 cases where,
according to tax records, beneficiaries had substantial 1984 earnings
($1,000 or more)—in one case exceeding $34,000—as well as prior and
subsequent year earnings. In 11 (22 percent) of the 50 cases, no earnings
had been reported to \a over a 4-year period, while tax records showed
substantial annual earnings over the same 4 years. Another 16 cases (32
percent) consistently reported no earnings to va over a 3-year period
but, according to tax records, had substantial earnings during that same
period. The following illustrations show these types of cases, each
involving a pension payment in November 1984 and slightly altered to
protect the identities of the individuals involved.

A 48-year-old veteran, his spouse, and their dependents were paid a
$913 monthly Improved Law pension. The couple had reported no earn-
ings to va for 1982 through 1985 and had received a monthly va pension
during these years. Tax data for 1984 showed that the beneficiary had
wages exceeding $12,000. creating an estimated potential overpayment
for that year of about $11.000. Tax records indicated he had earnings
for 1982, 1983, and 19835 that likewise could have precluded pension
payments for those years.

A 66-year-old veteran and his spouse received a $602 monthly Improved
Law pension. The veteran had reported no earnings to va for 1982
through 1985 and received monthly pensions during each of those years.
Tax data showed, however, that the beneficiary earned over $8,000
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beneficiary self-reporting of income as a significant internal control
weakness in the veterans’ pension program.

The most critical element in our analysis of potential overpayments was
the income that beneficiaries reported to va. But we could not validate
this by referring the potential overpayment cases back to va because we
were prohibited by the Internal Revenue Code from revealing tax infor-
mation to vA. Thus we took the only measure available to us to validate
our findings; we checked income data from a sample of our cases against
the actual income reports that va requires all beneficiaries to file
annually.

On each annual income questionnaire VA sends out, pensioners are
required to reconcile any income changes and report income received for
the previous year. Changes between estimated and actual income—
depending on the va pension law that applies—can cause VA to retroac-
tively adjust for erroneous payments and/or terminate a beneficiary’s
award. Also, va's self-reporting process is its principal means of
obtaining the beneficiary’s estimated income needed to calculate the
next year's pension pavments.

From our universe of potential pension overpayment cases, we selected
a random sample of 873 cases and asked va to provide income reports
filed by the beneficiaries over a 4-year period, 1982-85. vA’s regional
offices gave us copies of beneficiary income questionnaires showing
actual 1984 income reported for 631 of our sample cases and another
627 questionnaires showing beneficiaries’ initial 1984 income estimates.
We excluded the remaining sample cases because of data errors and
because va regional offices could not provide the requested files in a
timely manner. Most of the latter case files were either lost or trans-
ferred to another regional office or had been retired to the va records
center, VA officials said. Our validation sampling procedures are
described in appendix V.

VA Master Pension Records
Generally Reflect
Beneficiaries’ Reported
Incomes

Of 627 income reports beneficiaries submitted at the beginning of 1984,
83 percent, or 518 reports, showed an estimated 1984 income identical
to that recorded on vA's November 1984 master pension record. During
the year, some beneficiaries may have reported changes in their 1984
income estimates as required under the pension program. Without exam-
ining the complete case file, however, we could not determine how many
of the remaining 17 percent, or 109 sample cases, had income differ-
ences due to such changes as opposed to other reasons, such as possible
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excess of $12,000. Since the va income limit for this Protected Law pen-
sioner was $6,273, she would be precluded from receiving any va pen-
sion payment.

Potential Overpayment In 1984, 10.6 percent of all vA pension cases may have been overpaid,
Rates Varied by Pension and the potential overpayment rate varied from 6.2 percent under the
Law Section 306 Law to 160 percent under the Improved Law. Potential

overpayment rates by case and amount for each pension law category
arce shown in table 2.2

|
Table 2.2: Potential Overpayment Rates by PensionLaw - L
Dollars In thousands

Pension law

Improved . _Section 306 o _ o Total, all programs
Cases Amount Cases Amount Cases Amount Cases Amount?
1984 total 616952  $2522015 744,191 $929 474 38,552 $28280 1399695  $3.479 768
Potential o o
overpayment 98 734 128 400 45,838 51023 4,103 3114 148,675 182 537
Percent 16.0 5.1 6.2 5.5 10.6 10 106 52
Dallar amounts do not add 1o 1 tals due to rounding
With its higher monthly payments (see ch. 1), the Improved Law pen-
sion currently accounts for 71 percent of all pension program payments.
[n the future, this law will take on increasing importance as va's major
pension effort because pensions under the other two pension laws are
closed to new applicants. Also, current protected pension beneficiaries
can elect to change to an Improved Law pension if it is financially
advantageous to do so
Types of Beneficiary For the 148,675 potential overpayment cases, we isolated the types of
Income Not Recorded on unrecorded income that were contained in tax records but not va pension
VA Records records (see table 203
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Estimated 1984 VA
Pension
Overpayments

the remaining 18 percent, or 126,000 cases, to appear to have more
income on va records than on tax records. Figure 2.1 shows the vari-
ances between the 1rs, 554 and va databases,

To support a dratt legislative proposal that would permit it access to tax
data, va attempted to obtain broad-based information on beneficiary
income. VA contracted with IrRS to perform a one-time statistical tabula-
tion comparing beneficiary income amounts shown on vaA’'s November
1984 master compensation and pension record with income data shown
on individual tax returns filed with 1rs for 1984. The Internal Revenue
Code precluded va {rom getting individual case data, but the tabulations
Irs provided va showed aggregate income on tax returns to be about $1.3
billion greater than that recorded on va records. This variance included
several items not covered by our study, i.c.: such nonrecurring income as
capital gains, rents, etc.. and income in cases of (1) compensation, where
the veteran is rated 100-percent disabled due to individual unem-
ployability, and (2) parents’ dependency and indemnity compensation.

vA could not convert these aggregate income differences into potential
overpayments or underpayments, but its study concluded that these
large income discrepancies *'...more than support [the] need for an
income verification means to control against abuses in our traditional
self-reporting process.” Not having access to tax data for verification
purposes, va could not identify and resolve specific cases of potential
pension overpayments resulting from these differences.

Using the November 1984 income estimates recorded for vA pensioners
and the income data in 1984 tax records, we identified 148,675 pension
beneficiaries who potentially may have received over $182.5 million in
overpayments (sce table 2.1). Most of these va would not have identified
and adjudicated through its existing procedures, which rely heavily on
the accuracy of beneticiaries’ year-end reporting of their actual incomes
and net worth.

Table 2.1: Estimated 1984 Potential
Overpayments

Pension law Cases Amount
old Law 4103 $3.114.193
Section 306 o 45838 o 151,022,800
Improved Law ' o 98734 128399528
Total N 148,675 $182,536,521
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Beneficiary Income
Variances Between VA
and Tax Data

Significant income differences exist between the va pension records and
federal tax records. These income differences can result in many mil-
lions of dollars in overpayments annually to thousands of vA pension
beneficiaries. In summary, our review showed that:

About $1 billion in ditferences exists between the income data recorded
in vA's records and that shown in 1984 tax records for the same
individuals.

More than $182.5 million was potentially overpaid to about 149,000 va
pension beneficiaries in 1984. Of these potential overpayments, VA's
annual process of income self-reporting could have identified only about
$25.3 million to about 14,500 beneficiaries. The remaining $157.2 mil-
lion would not have been identifiable by va because va lacks access to
third-party-reported tax data at IrS and ssa. (There may have been some
underpayments as well, but we could not quantify them.)

Improved Law pensions accounted for the greatest portion of our esti-
mated 1984 potential overpayments—=$128.4 million involving 98,700
cases—and likely will continue to do so in future years.

Interest and dividends were the most frequent types of unrecorded
income in va pension records, accounting for more than 60 percent of the
potential overpayment cases.

VA’s self-reporting system cannot be relied upon as the sole mechanism
for adjusting year-end pension payments because many beneficiaries are
not properly reporting their incomes.

Tax records for a number of pension beneficiaries showed a pattern of
beneficiaries earning significant wages for several years for which they
reported no earnings to va.

VA's income questiomnaire should be clarified to attain better reporting
of income.

About 50 percent, or 698,000, of the 1.4 million vA pension beneficiaries
included in our study had earnings, interest, and dividends reported to
RS or ssa in 1984 by such third parties as banks, corporations, and
employers. A comparison of such income information with income con-
tained in va beneficiary payment records showed the same amounts
recorded in only 3 percent of the cases. For 79 percent, or 549,000 cases,
vA records showed estimated income amounts that were understated by
$947 miilion. This amount is conservatively low because we chose to
exclude from the analysis about $187 million in miscellaneous income
we identified from tax data obtained from Igs. Such income represented
about 27 percent of the 1984 unearned income recorded in IRS records as
being received by va pension beneficiaries (see app. V). This also caused
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appropriate 1984 tax data. We excluded several unique va pension cate-
gories so as not to detract from the main veteran and survivor pension
categories; also, we eliminated cases that did not contain adequate indi-
vidual identifiers, such as social security numbers (ssns). We compared
v and tax records only when ssN and surname in both records were
identical.

To provide a conservative estimate of potential overpayments, we recal-
culated the va pension payment for only matched records that reflected
income variances of $100 or more. This recalculation, using a pension
payment model we designed for our review, identified significant num-
bers and amounts of potential overpayments for November 1984. We
then derived an estimate of potential overpayments for the entire calen-
dar year (1984).

To validate our results, we obtained documents (submitted by 55 va
regional offices) from a random sample of identified potential overpay-
ment cases. To assure that va could not identify the potential overpay-
ment cases in our sample, we “masked” each sample case by adding two
nonoverpayment cases. VA’s regional offices gave us copies of the docu-
ments on which beneficiaries had reported their actual and estimated
income data. We used that data to validate the accuracy of va’s comput-
erized income data used in our overpayment calculations.

We did our sample validation work so as to ensure that the results we
obtained from November 1984 income data reasonably depicted year-
end data reported by va beneficiaries we identified as potentially
overpaid. Normally, va would have had the opportunity to identify ben-
eficiaries reporting vear-end income changes and accordingly make pay-
ment adjustments without the benefit of tax data. Therefore, we
calculated the pension payment using year-end income data, assuming
that va could have identified those amounts as a result of its self-report-
ing mechanism. To estimate potential overpayments not readily identifi-
able by va without use of tax data, we statistically projected our sample
results to the potential overpayments we identified from tax data.

As aresult of using a $100 income variance between va and tax data for
cach case as a “"buftfer zone,” we excluded 215,000 1984 cases from our
potential overpayment calculations and our validation work. To the
extent that such beneficiaries may have underreported to va at year-end
their actual 1984 incomes by $100 or more, those cases also would have
to be considered as potential overpayments. This is because va would
have retroactively adjusted their pension benefits to reflect the lower
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Using Federal Tax
Information for
Purposes Other Than
Tax Administration

Using its DEFRA authority, ssA has computer-matched kS unearned
income data with its ssi beneficiary files. As of August 1986, ssa had
identified $114 million in potential overpayments of $sI benefits to
161,000 beneficiaries. From a random sample of those cases, $SA pro-
jected that over a 2-year period it would achieve (1} a 44-percent over-
payment recovery rate or about $50 million and (2) program savings of
an additional $35 million through ongoing ssI payment reductions and
program withdrawals of uncooperative beneficiaries. This match,
including follow-up action, would cost $6 million, ssa estimated.

The use of tax information for nontax administration purposes tradi-
tionally has been and continues to be a sensitive issue. Both the Con-
gress and IRS have expressed concerns about the effects of tax data-
sharing on the integrity of the federal income tax system and on tax-
payer privacy.

For example, in enacting the Tax Reform Act of 1976 (Public Law 94-
455) the Congress restricted access to tax information by requiring that
stich access be authorized on a specific program basis in the Internal
Revenue Code. Since then. the Congress has authorized 1RS to share cer-
tain types of tax information with other government programs, but only
for specific purposes. The tax data sharing under DEFRA is one of the
more recent examples

Recurring questions concerning tax data uses for nontax purposes
include:

Do such disclosures discourage voluntary compliance with federal
income tax laws?

Do disclosures abridge individuals’ rights to confidentiality of their tax
information?

Can and do agencies adequately safeguard these data?

Are due process rights protected for individuals whose records are
matched?

In exploring the need for and feasibility of using tax data to verify
income data reported by va pension beneficiaries, we have attempted to
address such concerns (see ch. 3). Other GAo reports discussing the use
of tax data for income verification in needs-based programs are listed at
the end of this report
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Figure 1.4: Income Limits for VA Pension |

Beneficiaries {1984) 10 Doltars (in thousands)

Voteran Survivor Vataran with Survivor with

Dependent Dependant
] odtaw

Section 306

Improved Law

Note. For Section 306, veterans' and survivors’ limits could be increased by $500 for an
aid-and-attendence allowance

For Improved Law, veterans' and survivors' Imits could be increased by $935 for each additional
dependent and either $1,226 for a housebound allowance or $3,308 for an aid-and-attendance

allowance.

In 1982, GAO veri_lgi;a wage data reported for 1981 by VA pension benefi-
Past EffOI'tS to ciaries in the Philadelphia metropolitan area using Pennsylvania’s com-
Identlfy VA puterized state wage data file. We referred potential overpayment cases
Pensioners’ to va's Office of Inspector General (01G) for investigation and resolution.

Ultimately, about $1 million in overpayments due to pensioners’ under-
UnderrepOI'tEd Income reporting of wages was identified.
In April 1982, the 01 began to computer-match wage data in VA's master
pension records file with selected states’ wage data files. At the time we
began our current study for the Committee, the 016G had completed
matches in two southern states and targeted several large states for
completion on a priority basis. In the two states—Florida and Georgia—
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Figure 1.1: Percentage of VA Pensioners, |
by Pension Law (1984)

Improved

3.2%
Old

39.2%

Saction 306

| |

Figure 1.2: Percentage of Payments to
VA Pensioners, by Pension Law (1984)

1%
Oid

27.8% Section 306

Improved

The Old Law income limits were $5,470 for a veteran or a surviving
spouse and $7,919 for a veteran or surviving spouse with a dependent.
The Improved Law income limits varied considerably. They were set at
$5,515 for a veteran. $3,695 for a surviving spouse, $7,225 for a veteran
with a dependent, and $4,841 for a surviving spouse with a dependent.

Page 12 GAOQ/HRD-88-24 Veterans’ Pensions



Chapter 1

Introduction

The Veterans’ Pension
Program

The veterans’ pension program pays monthly cash benefits to eligible
wartime veterans and their surviving spouses and minor children. Eligi-
bility is based on financial need, determined by the beneficiary’s income
and assets as reported to the Veterans Administration (va). In fiscal year
1984, va paid almost $3.9 billion to about 1.6 million beneficiaries.

Pension benefits for veterans and their dependents or survivors are
authorized under title 38 of the United States Code. Only needy veterans
who are permanently and totally disabled from nonservice-connected
causes and who satisfied active-duty military service requirements are
eligible.! The program considers veterans 65 years of age or older and
not working to be totally disabled. Generally, the pensions are lifetime
benefits unless subsequent changes in the income or net worth of the
veterans and their surviving spouses render them ineligible.

Monthly benefit amounts depend on which of three veterans’ pension
laws applies 1o the beneficiary’s eligibility:

The “Improved Law™ pension, established by Public Law 95-588 and in
effect since January 1 1979, provides for eligible veterans and survi-
vors a maximum benefit level that is reduced by the recipient’s income
on a dollar-for-dollar basis to determine the monthly pension rate.
Should a veteran’s income, inctuding the income of his/her spouse and
any dependent children, rise above a specified limit, the pension pay-
ment would be totally offset.:

The “Section 3067 pension, authorized by Public Law 86-211, was opera-
tive from July 1, 1960 through December 31, 1978, It remains open to
persons wha qualified for it before 1979,

The “0ld Law” pension, created by Public Law 73-2, was operative
betore July 1. 1960. Pensions under it remain available for persons who
qualified for them betore 1979,

Persons receiving pensions under either of the two earlier laws can elect
to convert to the current Improved Law program, if it is financially
advantageous to them to do so.

"Ins s mcontrast to the VA disabiliny compensation program that pays monthly benefus to disabled
veterans according to how nic their service-connected disability reduces therr carming capacity in
cvilian ocenpations

Needy surviving chaldren o seterans are scparitely eligible for benefits 1f ¢ 1) there 15 no surviving
spouse, (2) the surviving spouse s inehgible for a pension by reason of income or remarriage. or (3)
they are not in the custody ol 1he surviving spouse. Therr annual pension rates also are reduced by
therr annual countable moome -all mcome recerved. less specific exelusions (see app 1V ---and by
the meomes of any persons waree s honm they are residing w ho are legally responsible for their
support
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Executive Surnmary

VA Could Not Identify
Most Overpayments

GAO identified potential 1984 overpayments of $182.5 million to nearly
149,000 va beneficiaries by using tax data to recalculate va pension pay-
ments for cases with an annual income difference of $100 or more
between va and tax records. Of the potential overpayment cases:

More than 26,000 reported no earned income to va, but tax data showed
individual earnings of at least $1,000. Some cases had reported no earn-
ings over several years, although tax data showed significant earnings
in those years.

About 60 percent were solely attributable to unrecorded interest and
dividend income. (See pp. 20 to 25.)

cent of the data needed to fully identify the potential overpayments Gao
found using tax data. Beneficiaries seldom changed their yearly income
estimates once provided to va.

Pension beneficiaries self-reported year-end income adjustments would
have allowed va to identify and act on approximately $25.3 million in
potential overpayments. va would have been unable to identify the
remaining $157.2 million in potential overpayments to 134,200 benefi-
ciaries because it lacks access to tax data. (See pp. 25 to 30.)

Self-Reporting Forms Need
Improvement

VA's self-reporting questionnaires and related instruction sheet have
some design weaknesses that may add to inaccurate reporting. va might
have found these had it field-tested the forms before using them
program-wide. But in GA0’s view, improving the forms would not substi-
tute for independently verifying income using tax data. (See pp. 30 and
31.)

Tax Data Most Effective
Means to Verify Income

The most practical means to verify self-reported beneficiary income is to
allow the vA pension program access to third-party-reported tax data.
Use of such tax data would increase va pension program effectiveness
and could save millions of dollars. Moreover, the monetary benefits of
using this data to verify income appear to outweigh costs by a ratio of at
least 11 to 1.

IRS has concern that using tax data for nontax purposes may intrude
into personal privacy and erode public compliance with the nation’s vol-
untary tax system Granting tax data access represents a special case
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Executive Summary

Purpose

Background

Annually, the Veterans Administration (vA) pension program pays about
$4 billion to 1.6 milhon persons. Eligibility and payment amount mostly
depend on beneficiaries’” incomes, and va relies almost entirely on benefi-
ciaries’ self-reporting Overpayments due to beneficiaries’ underreport-
ing their income wore disclosed by earlier Gao and va Inspector General
reviews in certain localities. The former Chairman (now Ranking Minor-
ity Member) of the Senate Veterans' Affairs Committee asked GAO to
determine how accurinely beneficiary income was recorded and the
extent of overpayments in the pension program nationwide. Gao also
assessed whether its findings might warrant the Congress authorizing
the vA pension program aceess to tax data for the same purposes.
(Seech. 1)

va provides pension benefits under three laws, each with its own cligibil-
ity and payment rifes

“0ld Law" pensions are paid to eligibles who applied before

July 1, 1960,

“Section 3067 pensions are paid to those who applied between

July 1, 1960, and December 31, 1978,

“Improved Law™ pensions are paid to those who applied on or after
January 1. 1979

Those receiving Old Law or Section 306 pensions may transfer to the
Improved Law Program, which has more generous payment features but
stringent income o7fset rules,

Wartime veterans and their dependents and survivors are eligible to
receive pension payvments when they (1) incur a permanent and total
disability not traceable 1o military service and (2) need financial assis-
tance, Wartime vetesans age 65 or older also may be eligible. Benefits
depend on income, medical expenses, marital status, dependents, and
the pension law under which the beneficiary is enrolled. ¥a bases contin-
ued eligibility and benefits on information beneficiaries provide on an
annual va questiormaire

To verify the income of applicants and recipients of some needs-based
programs, such as Ald to Families with Dependent Children, the Deficit
Reduction Act (peria) of 1984 (Public Law 98-369) amended the Inter-
nal Revenue Code to grant those programs access Lo tax data maintained
by the Social Securry Administration (ssa) and the Internal Revenue
service (RS on cartied and unearned income. But, bEFRA did not include

Page 2 GAO/HRD-88-24 Veterans’ Pensions






United States General Accounting Office

GAO

Report to the Ranking Minority Member,
Committee on Veterans’ Affairs,
U.S. Senate

March 1988

VETERANS’
PENSIONS

Veritying Income With
Tax Data Can Identify
Significant Payment
Problems

O\ T

GAO/HRD-88-24

| ASULET



GAO

United States
General Accounting Office
Washington, D.C. 20548

Human Resources Division

B-225048
March 16, 1988

The Honorable Frank H. Murkowski
Ranking Minority Member
Committee on Veterans' Affairs
United States Senate

Dear Senator Murkowski:

This report responds to your September 1}, 1985, request that we undertake, with the
concurrence of the Joint Committee on Taxuation, a one-time review of the accuracy of
beneficiary income reporting under the veterans' pension program administered by the
Veterans Administration (va). The report focuses on the feasibility of using certain federal
income tax databases-—maintained by the [nternal Revenue Service and the Social Security
Administration—to verify the income information pension beneficiaries annually report to
VA.

As agreed with your office, we are sending copies of this report to the Chairman, Joint
Committee on Taxation. Unless you publicly release its contents earlier, however, we will
make no further distribution of this report until 30 days from its issue date. At that time,
copies will be made available to the Chairmen. Senate and House Committees on Veterans’
Affairs; the Administrator of Veterans AfTaws: the Commissioner of Internal Revenue: the
Commissioner of Social Security; the Directer, Office of Management and Budget; and other
interested parties.

Sincerely yours,

L': \ o \eh. \ubw?kc‘-g

Lawrence H. Thompson
Assistant Comptroller General



Executive Summary

Results in Brief

Principal Findings

Tax Data Match Reveals
Potential Overpayments

the va pension program. Therefore, to conduct its review, the Joint Com-
mittee on Taxation granted GAO special access, as the Committee’s agent,
to the s8a and 1RS tax data.

Paralleling the DEFRA verification process, Gao compared estimated
income recorded for each 1984 va pension case with third-party-
reported tax data. For each difference identified, Gao determined a
potential overpayment and, for a sample of cases, how accurately bene-
ficiaries self-reported actual income at year end. Because its study
methodology was purposetully designed to conservatively estimate
potential overpayments, Ao did not estimate the extent of any pension
underpayments. (Sec b 1 and app. V.)

Nearly $1 billion more in beneficiaries’ income was recorded in tax data
files for 1984 than was reported to va that year. By not including this
income in its pension calculations, va made potential overpayments of
$182.5 million to nearly 149,000 bencficiaries, GAO estimates. VA ¢could
not have identified most of these potential overpayments because it
lacks access to tax daia.

Using tax data to verify beneficiary-reported income data appears to be
an efficient, economical, and cffective way to identify potential crrone-
Ous payvments,

The potential overpavments a0 identified may not represent actual
savings to va, as the cases and amounts GAo reviewed have not been
referred to or adjudicated by va. Actual savings could be lower or
higher.

Of the 1.4 million 1984 va pension recipients included in Ga0’s computer
match. nearly half—6498,000—had income reported for them to ks and
ssa by third-party sources. Of these, 549,000 had $947 million more
income on tax records than was recorded on VA records.

Page 3 GAO/HRD-88-24 Veterans' Pensions



Recommendations

Agency Comments

Executive Summary

regarding privacy and confidentiality because, among other things, tax-
payers have little choice in revealing income information. Thus, the
trade-off: a potential sizeable increase in VA's operational effectiveness
versus (1) IrS concern over adverse consequences to the tax system and
(2) possible government intrusion into individuals’ private lives.

Allowing VA access to third-party-reported tax data, as several federal
programs now are authorized, appears to be the most minimally intru-
sive way to obtain reliabie information to verify self-reported income.
Moreover, there now is no evidence of any change in voluntary tax com-
pliance as a result of using tax data to verify income in needs-based pro-
grams. IRS plans to initiate a study to determine this, however. Also, any
authorization would depend on vA’s demonstrated ability to comply with
applicable safeguards. (See ch. 3.)

Given the potential savings and the lack of data on potential tax system
consequences, GA0 recommends that the Congress amend the Internal
Revenue Code to allow vA’s pension program access to tax data so va can
prevent improper payments by verifying the income information that
beneficiaries report.

GAO also recommends that vA, to attain better reporting by beneficiaries,
(1) revise its annual income questionnaires to reduce design weaknesses
and (2) pretest the revised documents before program-wide implementa-
tion. (See ch. 4.3

va agreed with Gao that it needs the means to verify beneficiaries’ self-
reported income and its income questionnaire documents could be
improved. va disagrecd with pretesting any revised documents.

IRS said it 1s opposed to giving VA access to tax data, believing that such
access would compromise the voluntary tax system.

The Department of Health and Human Services said the Executive

Branch is now reviewing Gao’s legislative recommendation. (See ch. 4
and apps. VIII through X.)
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Chapter 1
Introduction

Importance of
Accurate Income Data

Old Law and Section 306 pensions, which are fixed at the December 31,
1978, rate, are collectively referred to as “‘protected” pensions. This
means that, as long as the beneficiaries remain permanently and totally
disabled, the numbers of their dependents do not change, and their
incomes do not exceed applicable income limits, they will continue to
receive the protected pension amount.

In fiscal year 1984, the Improved Law pension accounted for about 39
percent, or 625,597, of all pensioners, but 71 percent, or almost $2.8 bil-
lion, of the $3.9 billion in pension benefits paid that year (see figs. 1.1
and 1.2). Likewise, Section 306 accounted for about 58 percent, or
919,239. of all pensioners. but about 28 percent, $1,079,058,000, of pen-
sion benefits that year. The Old Law pension accounted for only 51,089
pensioners and $36.94:3 000 of benefits paid.

As figure 1.3 shows, average monthly benetits under the Improved Law
also were significantly higher. Monthly benefits for veterans under the
0Old Law were $75.54 m 1984, but for those under the Improved Law,
they were $415.39.

Every year, va requires cach pension beneficiary to report information
on net worth, unreimbursed medical expenses, and dependents, and on
income (1) actually received in the previous 12 months and (2) antici-
pated for the next 12 months. The anticipated annual income determines
program eligibility and rhe payment amount. Should actual income for
the previous 12 months differ from the beneficiary's estimate reported
at the start of that period, VA can adjust the payment amount retroac-
tively. In the absence of contradictory or obviously incorrect informa-
tion, it is vA’s policy o rely on data the beneficiary provides.:

A complex set of va rules treating beneficiary-reported income and
expenses provides the basis for determining eligibility and computing
payment amounts. The different criteria governing income and expenses
under cach pension law arc presented in appendix IV. During 1984, the
year covered by our review, the maximum income limits for each of the
three pension programs varied. (See fig. 1.4.) Section 306 had the high-
est income limits in 1981, They were $6,273 for a veteran or surviving
spouse and $8,435 for a veteran or surviving spouse with a dependent.

"There are several exceptions VA routinely compares its pension income records with federal civil
service annuity, Black Lung, Railroad Retirement, and social security benefit program records. Bene-
fit payments to VA penstoners ander such programs are used to reduce VA pension program
payments
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Chapter 1
Introduction

Figure 1.3: Average Pension Awards to
Veterans and Survivors, by Pension Law
{1984)

450 1984 Monthly Award {in Dollars)
400
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oud Section 306 Improved
Pension Law
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Survivors

The income limits under each pension law increase periodically accord-
ing to changes in the Consumer Price Index. For example, under the
Improved Law program, the income limit in 1987 for a veteran with no
dependents was $5.96:3, compared with $5.515 in 1984.

The Internal Revenue Code does not permit the va pension program to
access tax data to verify beneficiary-reported income. Such data, kept in
computerized files by the Internal Revenue Service (Irs) and the Social
Security Administration (ssA), represent income information reported by
such third-party payers as banks reporting interest payments and
employers reporting wages, as well as by self-employed earners. Tax
data files are widely recognized as the most comprehensive and central-
ized sources of individual income information available.
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Chapter I
Introduction

Income Verification in
Other Needs-Based
Programs

the 016G had referred for adjudication about 4,800 pension cases having
potential overpayments of about $24 million duc to nonreporting of
wages. By the end of fiscal year 1987, the 016 had added the states of
Missouri, Texas, and Washington, resulting in a cumulative total of
5,373 va pensioners bemng identified as overpaid about $33 million.

While va’s 01G believes that program-wide overpayments may amount to
several hundred million dollars, identifying specific overpayment cases
on a state-by-state basis has proven resource-intensive and time-
consuming. Also, using state wage data would not identify all potential
overpayment cases because state records do not contain wages on cer-
tain categories of employees, such as federal civilian, military, self-
employed, and railroad workers. Moreover, these files contain no infor-
mation on unearncd income such as interest and dividends.

In fiscal year 1984, the federal government spent about $62 billion on
neceds-based benefit programs, including va pensions. Anticipating the
potential monetary benefits of improved payment integrity in the face
of mounting federai budget deficits, the Congress enacted the Deficit
Reduction Act (Dkrira) of 1984 (Public Law 98-369). Section 2651 of
DEFRA amended the Internal Revenue Code to provide access to federal
tax data for income and eligibility verification purposes for selected
needs-based programs. Among them were Aid to Families with Depen-
dent Children, Supplemental Security Income (881}, Food Stamp, and
Medicaid.

Federal and state managers of these programs are required to verify
claimants’ reported information on earned and unearned income, using
(1) earnings and pension income data reported to ssa and (2) interest,
dividend, and other uncarned income data reported Lo Irs. This tax
information cannot be used, DEFRA specifies, to determine or deny a per-
son’s benefit entitlement or payment amount without the program first
verifying its accuracy and allowing that person to exercise his or her
due process rights to challenge the verified information.

The vA pension programn was one of several large needs-based programs
not included in DEFRA. Since its enactment in 1984, however, the Office
of Management and Budget has been developing a legislative proposal to
expand DEFRA’s scope to include additional programs, including the va
pension program. and additional databases for verification purposes.
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Objective, Scope, and
Methodology

Chapter 1
Introduction

(now Ranking Minority Member) of the Senate Committee on Veterans’
Affairs, asked us 1o undertake, using federal income tax data, a one-time
nationwide review assessing the payment integrity of the veterans’ pen-
sion program administered by va (see app. D). In requesting this review,
the Chairman said his goals were to:

“.. o preserve the integrity and legislative intent of these important programs by
ascertaming whether recipients are recerving the benefits to which they are eligible.
as well as protecting the privacy constderations ot all those reciprents who are cligi-
ble for these VA benetits ™

This report presents the results of our review and focuses on the feasi-
bility of using certain tax databases maintained by irs and ssa to verify
self-reported income wiformation va receives from its pension
beneficiaries.

GAO is permitted to aceess tax information for its audits only to the
extent that the agency being audited may do so, unless GAo is acting as
an agent of an authorizing congressional committee. Federal tax infor-
mation is not available to va for its use in auditing and administering the
veterans’ pension progrant, Therefore, the Chairman of the Senate Vet-
erans’ Affairs Committee asked the Joint Committee on Taxation to
anthorize GAO tax data access (see app. II). On February 13, 1986, GAO
was designated the Jomnt Committee’s agent, pursuant to section
6103(1)(4) of the Internal Revenue Code of 1954, as amended, to conduct
our review for the Senate Veterans' Affairs Committee (see app. 1.
Specifically, we were authorized to use only such tax information as was
necessary to evaluate the accuracy of income reported by va pension
beneficiaries and were subject to all Internal Revenue Code restrictions
that apply to disclosiue of tax information.

In assessing the accuracy of income data recorded in va pension files,
our approach paralleled the DEFRA income and eligibility verification
provisions for accessing tax information. Under DEFRA, the tax informa-
tion used for verification is available about 14 to 18 months after the
end of the calendar year to which it pertains. We conducted the field
work of our review between February 1986 and May 1987, The latest
tax information thet wvailable was for calendar year 1984,

Working with s and ssa. we compared the earnings data for va's entire
file of pension beneficiaries on the rolls as of November 1984—the most
comparable va file contaming 1984 earnings data at that time-—with
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Chapter 1
Introduction

income reported. Thus, our estimates of 1984 potential overpayments
are understated to the extent that potential overpayments exist in this
large group of beneficiaries.

At the outset of our work. we knew that the Internal Revenue Code
would not permit us to disclose tax data to va, third-party income
reporting sources, or potentially overpaid beneficiaries. Such disclosures
would be necessary to provide proper due process rights to such benefi-
ciaries and to ultimately affirm whether actual overpayments were
made. Qur review, therefore, would have to rely almost entirely on com-
puterized data in va and tax records. In the interest of conservatism, we
designed our methodology to include only tax data representing earn-
ings, interest, and dividends and to exclude tax data representing poten-
tially nonrecurring unearned income (e.g., rents, royalties, prizes, and
awards). We recognized that excluding such income would have the
effect of not only intentionally understating any estimate of potential
overpayments, but also tend to inflate underpayments. Also, at the time
of our review, ssa had posted to its records only about 10 percent of the
taxable private pension income, thus understating the tax data matched
with VA data. For thesc reasons, we did not attempt to estimate the pos-
sible extent of underpayments. (See app. V, pp. 62 to 63.)

Our review was made in accordance with generally accepted govern-
ment auditing standards with the following exceptions. Because we did
not consider it pertinent to our evaluation, we did not assess vA, IRS, or
SsA internal controls over the computer-based data systems used in our
study or any administrative controls. lHowever, on a test basis, we did
assess the reliability of va and ssa income data by tracing computer
entries to source data. We adjusted our estimates of potential overpay-
ments when errors were found and otherwise attempted to preserve the
conservatism embodied in our review methodology. (For a more com-
plete description of our review scope and methodology, see app. V.)
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Chapter 2

Unreported Income May Canse Significant
Potential Overpayments in VA

Pension Program

Figure 2.1: VA Pension Cases With
1984 Tax Data
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Survivor Cases Matched
With Tax Data Files
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Income Recorded

702’000 in Tax Data
Files
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Earned Income
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Cases With Tax Data
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{ Va Beneficiary Income Data Compared With Tax Data
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|

| VA Data < Tax Data
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Chapter 2

Unreported Income May Cause Significant
Potential Overpayments in YA

Pension Program

Following are illustrations of potential overpayments we identified, all
cases involving pension payments made in November 1984. The infor-
mation is presented so as to preclude disclosing identities of the individ-
uals involved.

A 78-year-old housebound veteran received a monthly Improved Law
pension payment of $313. vA determined his benefit by subtracting the
$3,000 annual social security amount he estimated on his 1984 va
income questionnaire from the $6,740 Improved Law entitlement limit.
On his va income questionnaire for 1985, he reported no prior (1984) or
expected (1985) interest income. Information contained in the 1984 tax
records showed, however, that he received over $4,000 in interest
income. Since his social security and interest income for 1984 together
exceeded the VA maximum entitlement limit, he would be precluded from
receiving any VA pension payment.

A bB9-year-old surviving spouse received a monthly Improved Law pay-
ment of $307. As she reported to va no estimated income of any type on
her 1984 va income questionnaire, va determined her eligible for the
maximum $3,695 annual survivor’s benefit. On her 1985 income ques-
tionnaire, she continued to report that she received no income in 1984.
Information in the 1984 tax records showed, however, that she received
over $6,500 of interest income. Since her interest income exceeded vA's
maximum benefit level, she would be precluded from receiving any va
pension payment.,

A B7-yvear-old veteran and spouse received a monthly Section 306 pen-
sion payment of $128 and declared their only other 1984 income to be
$5,000 in social security benefits. On their 1985 va income question-
naire, they reported no prior (1984) or expected (1985) income. Tax
data for 1984 showed, however, that the spouse had received over
$15,000 in wages and about $1,300 in retirement benefits, and that
together they had received over $3,800 in interest. Although the
spouse’s wages are excluded in determining the countable income of this
Protected Law pensioner, their combined 1984 social security and inter-
est income, and her retirement income—which is countable—exceeded
the $8,435 maximum income limit. Thus, they would be precluded from
receiving any VA pension payment.

A B(-year-old surviving spouse received a monthly Section 306 pension
payment of $129. At the start of 1984, she estimated to va that she
would earn $5,000 during the year and, at the end of the year, declared
that figure on her 1985 va income questionnaire as her actual 1984
income. Tax data indicated, however, that her 1984 wage income was in
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Chapter 2

Unreported Income May Cause Significant
Potential Overpayments in VA

Pension Program

Table 2.3: Potential Overpayment Estirniatiei_blType of Unrecordﬁefri Vlncome_

Dollars in thousands

Pension law

Type of —-

unrecorded Improved _____Section 306 3 __ _ O@ . j ____ Totals o
income Cases Amount Cases  Amount Cases  Amount Cases Percent Amount Percent
Earnings® 18,939 $39.274 4180 $5.486 3 $25 23.150 156 $44.785 245
Interest and
dividends 62,165 55,431 28045 27 230 74 2.936 94,084 63 3 85596 46 9
All other” 17.630 B 33,695 13613 18.307 138 153 31,441 211 52155 286
Totals 98,734 5$128,400 45,838  $51,023 4,103 $3,114 148,675 100.0 $182,537¢ 100.0

Includes wages and self oy et aad agnicuitural employn ent earmings

"Includes non-VA pensions il asoe with multiple sources of unrecorded income such as carmings

interest and dividends 4see v L S

Dollar amounts do not ada v+ To roanding

Assessment of VA’s
Annual Income Self-
Reporting Process

Interest and dividends were the largest single sources of beneficiary
income not contained in va records. ilowever, per case average amounts
of underreported interesr and dividends were smaller than those of
underreported carnings. Of the overpayment cases, about 63 percent
were attributable exclnsively to interest and dividends, but these
accounted for only 17 percent of the estimated overpayment amount. On
the other hand. about 16 percent of all potential overpayment cases
were attributable solely to earnings, but accounted for 25 percent of the
estimated overpaymaoent amount. Third-party-reported tax data are the
only nationally availatde, centralized source for verification of interest
and dividends reported by va pension beneficiaries. For more detailed
information on the (3 pes of unrecorded income that caused the potential
overpayments, see appendix VI

Pension beneficiaries income estimates seldom were adjusted during the
vear and generally were properly recorded in the va master pension file,
our assessment showed. But most beneficiaries, in reporting vear-end
actual income to v, id not adjust their carlier income estimates and
seldom provided data that would allow va to identify errors in income
reporting. As a result. .A's self-reporting process could not be relied on
to identify most of the potential overpayments that we detected using
tax data. Of the $182 5 million of potential overpayments we identified
using tax data. only in estimated $25.3 million could have been identi-
fied by vA's annual selt -reporting process. In a management letter to Va's
Administrator, dated Movember 18, 1987, we identified this reliance on
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Chapter 2

Unreported Income May (‘ause Significant
Potential Overpayments in VA

Pension Program

vA posting errors. This notwithstanding, we are reasonably confident
that the computerized records we used were correctly posted from
reports filed with va

Most Potential From beneficiary incomé information recorded in VA's payment system
Overpayments Not in November 1984, we calculated that 148,675 beneficiaries were poten-
Identifiable by VA’s Self- tially overpaid $182.5 million in 1984. Self-reported year-end income

adjustments by beneficiaries would have allowed VA to identify and
adjudicate about $25.3 million in potential overpayments. About 14,500
of the 148,675 potentially overpaid beneficiaries fully reported their
actual income to va at yvear-end, we estimate. Thus, va would have been
unable to identify the remaining $157.2 million in potential overpay-
ments to about 134,200 beneficiaries because it lacks access to third-
party-reported tax data at RS and ssa.

Reporting Process

We sampled 631 potential overpayment cases (200 Protected Law and
431 Improved Law) to determine if beneficiaries adjusted their initial
income estimates. Of the 631 cases, 9.8 percent (62) had adjusted their
estimated 1984 incomes at year-end to agree with the income informa-
tion we found in tax records. The other 90.2 percent. or 569 potential
overpayment cases. were not identifiable by vA's self-reporting process
because the beneficiaries’ reported year-end “actual” incomes for 1984
were lower than those shown in the tax records.

To qualify for any pension under either protected pension program, a
beneficiary’s income must fall under a fixed income limit. Only 7.5 per-
cent (15) of our 200 sample overpayment cases had reported “actual”
year-end 1984 incomes above that limit, and va could have determined
that the pensioners’ 1984 incomes exceeded the limit. va could have
adjudicated and appropriately adjusted about $4.1 million of the $54.1
million we identified through tax data as potential overpayments to pro-
tected pension beneficiaries in 1984,

The Improved Law pension program requires a dollar-for-dollar pension
adjustment for income beneficiaries report to va. In our sample, only
10.9 percent (47) of 1he 431 potentially overpaid beneficiaries reported
at year-end “actual” mcomes for 1984 that agreed with the tax data and
affected their 1984 pension payments. In an additional 21.1 percent (91)
of the cases, beneficiaries had adjusted their 1984 incomes at year-end,
but the adjusted incomes still did not agree with 1984 tax data. Acting
on these income changes, va could have adjudicated and appropriately
adjusted about $21.22 million of the $128.4 million we identified through
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Unreported Income May Cause Significant
Potential Overpayments in VA

Pension Program

Interest, Dividends, Net Worth
Often Unrecorded

annually in 1982, 1983, and 1984 and over $26,000 in 1985. These earn-
ings levels would preclude payment of any va pension.

A 58-year-old surviving spouse was paid a Section 306 monthly pension
of $133. Annual income questionnaires returned by the beneficiary indi-
cated no earnings in 1982, 1984, or 1985. (No data were available for
1983.) Tax data showed the surviving spouse had earnings of $8,400 in
1982, $9.700 in 1984, and $9,900 in 1985. Such income exceeded the
income limitation under Section 306 and would preclude payment of any
VA pension.

Interest and dividends must be reported as income on the VA annual
income questionnaire and the principal reported as net worth for the
year. Va defines net worth as cash in the bank, investments, or securi-
ties. Generally, va uses a net-worth figure, currently $35,000, as an indi-
cator for reviewing a case further to determine whether the beneficiary
truly needs financial assistance. Although net worth was not a factor in
determining eligibility nnder the Old Law, it is for Section 306 and
Improved Law cases.

Unrecorded interest and dividends were the single largest factors in cre-
ating potential va pension overpayments. Our samaple included 301
potential overpayment cases in which pension beneficiaries received
interest and/or dividends. according to tax records, but did not report
such income to va. Our analysis of these cases showed that 247 benefi-
claries reported little or no net worth to va: 160 reported zero net worth;
41 reported a net worth amount lower than their interest and dividend
income, as recorded in tax records; and 46 reported no information on
their net worth. For the remaining 54 cases, the beneficiaries reported to
va a net worth higher in amount than the interest and dividend income
amounts shown in 1ax records but, except for two instances, not neces-
sarily high enough to have caused va to question why the beneficiaries
had reported no interest or dividend income on their annual question-
naires. Without properly reported information on net worth, va had no
leads with which to develop whether interest and dividends were
received and should have been reported. Following is an illustration of
this type of case. The facts have been slightly altered to mask the iden-
tity of the individual involved:

In November 1984, u H2-year-old surviving spouse received an Improved
Law pension payment of $154. She had earlier reported an estimated
annual retirement income of $1,836 for 1984. Information contained in
the 1984 tax records showed, however, that she also received over
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reviewing many respondents’ answers to certain questions, we decided
to evaluate the design of the current questionnaires and accompanying
instruction sheet in accordance with Gao’s published guide, Developing
and Using Questionnaires. The standards in this guide reflect conven-
tional practice in the field of survey research.

Generally, we found the questionnaires to contain bureaucratic jargon,
long and complex questions, poorly defined terms, and unclear instruc-
tions, and to be printed in a type size that would be difficult for much of
the respondent population to read.

Neither the AiQ nor the EVR was pretested with a sample of respondents
before implementation, according to va officials. Such pretesting is a
conventional practice in the field of survey research. Rather, va chose to
rely on feedback from its own officials to effect any improvements. This
method permitted design weaknesses in the AlQ and VR to go unnoticed,
although we cannot relate them to any of the overpayment problems
cited in this report.

We believe that the FVR can and should be improved and that va should
have the benefit of our observations before undertaking any design
improvement efforts. Following are some suggestions for improvement:

Shorten the questions and increase the type size to accommodate older
respondents.

Make instructions less complex and better define certain key terms.
Phrase questions to instruct respondents as to where they should obtain
information.

More prominently display the legal penalty for submitting false
information.

Our more detailed observations regarding the design of va’s mail ques-
tionnaires are included in appendix VIL
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« accurate, in that no inherent bias exists in how the income is reported

Chapter 3
Concerns About Using Tax Data to Verify
Eligibility for VA Pensions

and some management effort is expended to assure that the information
is free from error.

One possible source we considered, but rejected as unacceptable, was the
quarterly wage information available from the files of individual state
agencies that administer the Unemplovment Compensation Program.
While this information is housed in automated systems, vA would have
to access it on a state-by-state basis. Although previous uses of these
files by us and va's Office of Inspector General have resulted in some
program savings. we also have reported' that it was impractical for fed-
eral agencies to do venfication matches individually with each of the
state wage files, even in the unlikely event that all 50 state agencies
would cooperate.

Further, state wage data exclude earned income for such categories of
individuals as military personnel, federal civilian employees, railroad
workers, and the self-employed. Nor do state files contain information
on such unearned income as interest and dividends, which can only be
obtained from tax records. Moreover, the aceuracy of state wage data
(which states do not verity or warrant) would not suffice for va pension
program purposes, although it generally is considered adequate for
administering Uinemployment Compensation.

In addition, we considered whether va could obtain data on interest and
dividend income from a single source other than the rs form 1099 file.
The only other source would be the individual payers of interest and
dividends, such as banks and corporations. It would be virtually impos-
sible for va to independently identify, and impracticable for it to obtain
such information from. cach and every needed institution. Moreover,
financial institutions ordinarily are precluded from disclosing records
about individual customers’ accounts to federal agencies by the Right to
Financial Privacy Act Hf 1978 (Public Law 95-630).

Thus, we determined tat tax data were the best alternative source
hecause:

Tax data on earned income are maintained in automated readily accessi-
ble files at both ssa and s, and tax data on unearned income are simi-
larly maintained at ks

"A Central Wage File for Use ty Federal Ageneies: Benefits and Concerns (GAO;TTIRD-85-31, May 21,

1985),
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Would Program
Savings Exceed the
Costs of Using Tax
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Chapter 3
Concerns About Using Tax Data Lo Verify
Eligibility for VA Pensions

Income data on tax records and VA records we reviewed differed signifi-
cantly, indicating that many vA beneficiaries improperly reported their
income and received potential overpayments of pension benefits and, to
a lesser extent, potential benefit underpayments that we did not quan-
tify. If va managers had access to tax data, they could

detect whether information provided by beneficiaries was different
from that reported by third parties to sSa and RS and act to resolve the
differences. enhancing the pension program's efficiency and effective-
ness, and

investigate and detect income-reporting irregularities that have
occurred over the years, resulting in more accurate automated va pen-
sion records.

Potential benefits to the va pension program by using tax data to iden-
tify potential overpayments would exceed costs at ratios ranging from
11 to 1 to as much as 58 to 1, depending upon the criteria used to select
cases for adjudication. We base this conclusion on our estimate of poten-
tial 1984 erroneous payments and the cost to va to retrieve tax data and
S0 use it.

In terms of identificd pension overpayments, 1984 potential vA program
benefits of using tax data would amount to about $157.2 million, we
estimate. VA's cost 1o retrieve tax data for all pensioners and adjudicate
all cases with any carned or unearned income differences would be
$13.7 million. We base this cost projection on vA’s estimated average cost
of $20.32 per case in fiscal year 1986 to adjudicate pension claims hav-
ing income discrepancies ($20.32 X 674,801 cases).” In addition, com-
puter costs would be incurred for the va pension data/tax data
computer-matching operation. Such operational costs would have to be
specifically identified In 1985, however, va contracted with RS to obtain
aggregate tax data on all VA pension beneficiaries at a cost of $44,000.

Actual overpayments may be less than or greater than $157.2 million.
They could be less because some beneficiaries may have reasonable and

SVA's adjudication cost per 1 ase m fiseal year 1986 represented an average of 1.12 hours of adjudica-
tor time Lo admimstratively resolve andentified income discrepancy, primarily through correspon-
dence with the benefuary and, for matters remaining in dispute, through contacts with third parties
1t did not include the tume and cost of investigauing suspected fraud cases referred to VA's Office of
Inspector General

Page 35 GAQ/HRD-88-24 Velerans' Pensions



Chapter 3
Concerns About Using Tax Data to Verify
Eligibility for VA Pensions

What Would Be the
Impact on Data
Confidentiality,
Taxpayer Privacy,
and Voluntary Tax
Compliance?

These data offer the best compliance tool for detecting underreporting
of income on a mass scale, GAO and IRS studies in recent years have
shown, If vA pension beneficiaries are made aware that the income they
annually report to va is subject to verification using third-party tax
data, compliance with va income-reporting requirements likely would
increase.

Indeed, public knowledge that IzS uses third-party data for verification
purposes over the years has enhanced voluntary compliance with fed-
eral income tax laws. IkS recently estimated that in 1986, its use of form
1099 interest and dividend reports alone resulted in $2.7 billion in addi-
tional individual income taxes paid the government.

If vA used third-party income reports for verification, va pensioners
should be less likely to fraudulently report their income. Such false
claims or statements would be readily detectible and could subject them
to serious criminal penalties (up to a $10,000 fine and/or up to 5 years’
imprisonment) under sections 287 and 1001 of title 18, .S Code.

Potential harmtul impact on compliance with the nation’s tax laws is the
single most important issue in deciding whether va or other federal pro-
grams should be granted access to tax information, 1rs officials advised
us. Preserving the confidentiality of tax information is prerequisite to
the integrity of the tax system, according to ks, and using tax informa-
tion for nontax purposes compromises that integrity. However, 1ks has
no empirical data to support its contention. No studies exist that might
show whether there is, or has been, any change in voluntary compliance
as a result of access to tax information by other programs, including
those needs-based programs now having access under perra. However,
in its response to a draft of this report, IrS stated that its Research Divi-
sion is developing plans for such a study (see app. IX).

Although section 610: of the Internal Revenue Code generally prohibits
disclosure of tax data. it contains certain exceptions allowing tax data to
be disclosed to federal, state, and local agencies for such limited uses as
state and local tax enforcement, and income and asset verification in
specified entitlement programs. Users of tax data must conform to the
stringent safeguarding requirements of the Code. To this end, 1rs has
issued the booklet, “Tax Information Security Guidelines for Federal,
State, and Local Agencies.” All users—which would include va, should it
be authorized tax access—are subject to criminal penalties for illegal
disclosures and to on-site data security reviews by Irs and Gao.
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and Office of Management and Budget guidance pertaining to such func-
tions as automating systems of records and conducting computer match-
ing programs. If va is granted access to tax data, it should be prepared to
demonstrate that it can comply with and implement applicable privacy
safeguards before obtaining the tax data.

The specter of a potential harmful effect on taxpayers’ voluntary com-
pliance with the tax laws is a major concern in considering disclosure of
tax data for verification in needs-based entitlement programs, such as
the va pension program. We could find no relevant data, however, that
would indicate the etfects of prior disclosures authorized under the
Internal Revenue Code on voluntary tax compliance. Moreover, fileg
containing records on over 80 million recipients of federally supported
benefit programs are now matched or are eligible to be matched for
enforcement purposes against third-party tax data in 8sa and gs files on
earned and unearned income. We believe, therefore, that an additional
1.6 million va pension records should have little incremental effect on
voluntary tax compliance when the Congress has already approved
matching of such a large number of records against third-party tax data.
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Also, improvements in the current design of vA's income questionnaires
and accompanying instruction sheet could help minimize unintentional
misreporting by beneficiaries and reduce erroneous payments, We
believe va should take advantage of our observations in chapter 2 and
appendix VII in redesigning these documents and pretest them with a
sample of respondents before implementing them program-wide. Such
improvements, however, would neither preclude all unintentional misre-
porting nor prevent intentional misreporting by individuals to obtain a
va pension and thus would not eliminate va's need for access to tax data
as a means to independently verify such information.

mm : Given the potential rsavings and the absence of data on potential adveréc
Reco endation to consequences to the tux system and taxpayer privacy, we recommend
the Congress that the Congress amend section 6103(1) 7) of the Internal Revenue

Code to allow va to access tax information so it can verify the income
information that va pension program beneficiaries report, investigate
and resolve income differences, and prevent similar recurrences. In
amending the law, we suggest the following wording:

“Section 6103(1X7) of the Internal Revenue Code is amended by:

« striking out the period at the end of subparagraph (A) and adding ‘or
Title 38, United States Code.” thereto;

striking out the ‘and’ at the end of subparagraph (D)(vi);

striking out the period at the end of the subparagraph (D)(vii) and add-
ing ; and’ at the end thereof; and

adding the following new subparagraph (D)(viii): ‘(viii) benefits pro-
vided under the veterans pension program.” ™

Recommendations to To attain better reporting of beneficiary income and asset information,

.. we recommend that the Administrator
the Administrator of

Veterans Aff ajrs + revise VA's income questionnaires and accompanying instruction sheet to
eliminate current design weaknesses, including those we have identified,
and

« pretest the revised documents with a sample of beneficiaries before
program-wide implementation to assure that the beneficiaries clearly
understand each question and instruction.
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We believe that VA’s desired laser printing of the claim number and
regional office return address on the front side of the Evk is not an insur-
mountable barrier to further improving its clarity. For example, va could
consider using a legal-size (8-1/2” X 147) form printed on both sides or
stapling a preprinted letter-size continuation sheet to a laser-printed
first sheet. Either option would allow va additional space to simplify
questions, more clearly define terms, enlarge type size, and provide a
less cluttered format-—toward the goal of increasing vA's likelihood of
obtaining more accurate responses from pension beneficiaries.

va does not concur with our recommendation that it pretest any revised
kv documents with a sample of participants before using them nation-
wide. VA stated that, while pretesting does have merit, doing so would
not significantly improve beneficiary reporting. The main cause of over-
payments, according to VA, is client failure to report wages, interest, and
dividends. va said that the related EVR questions are *‘quite simple and
uncluttered.” Rather than improve form design, va believes it needs the
ability to verify wagoes, interest, and dividends.

As we point out in chapter 2 and appendix V11, pretesting is a standard
practice in survey research and is an accepted guality assurance process
that can be used to quickly determine whether respondents understand
the questions presented and can accurately respond to them with a mini-
mum of effort. We continue to believe that va should pretest the EvR
documents in view of its reliance on those documents for critical infor-
mation needed to administer this program

vA also furnished techaical comments on the report text, and they were
considered in finalizing the report.

IRS Comments and Our
Evaluation

The Commissioner of Internal Revenue stated that our recommended
revision to the Internal Revenue Code to authorize the va pension pro-
gram access to tax data is unwise and inappropriate. The confidentiality
of tax information, he stated, is a prerequisite to preserving the tax sys-
tem’s integrity, and using tax information for nontax purposes could
compromise that integrity.

The Commissioner also stated that this report and an earlier GAO report!
noted weaknesses within va’s automated data processing (ADP) systems,
such that disclosing tax data to va would pose safeguard problems. He

"eterans Administration Fiuineial Management Profile (GAO: AFMD-85-34, Sept. 20, 1985)
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information that va, using its current year-end self-reporting question-
naires, would have been able to identify and act on only $25.3 million in
potential overpayments (for 1984). This discussion was not intended to
indicate that vA was not effectively using available information.

Rather, it was intended to show that va's self-reporting process does
identify some but not all overpayments, and va adjusts ongoing benefit
payments using income and net worth data that beneficiaries do report.
Using the results of our demonstration match of vA and tax data, how-
ever, we estimated that va's self-reporting process was yielding only
about 10 percent of the accurate data it would have needed to identify
and act on all potential overpayments.

IRS also notes that cur recommending that va improve its self-reporting
questionnaires will make more accurate income information available to
va and negate va’s need for access to tax data. We agree that improving
the questionnaire should help increase the accuracy of client-reported
data, but we do not believe that this would substitute for vA's indepen-
dently verifying beneficiary-reported data using third-party-reported
tax data.

Without the use of tax data, va's pension program will continue to have
a significant internal control weakness—reliance on self-reported
income data from pensioners. Improving the questionnaire will not pre-
vent persons from deliberately not reporting or misreporting their
incomes in order to obtain pension benefits.

IRS also questioned our recommended disclosure of tax data to va
because the potential savings we cite may be overestimated and the
costs of investigating income discrepancies and safeguarding tax infor-
mation are not included in our cost estimates. Further, IRS stated that
our cost-benefit analysis was based on generalized revenue potentials
and failed to account for the possible effects of tax data disclosure on
voluntary compliance with the tax laws and, ultimately, on tax
revenues.

We disagree with ks’ assessment. We believe the benefits or savings for
VA are likely to be higher than our $157 million estimate because of the
conservative methodology we used in estimating potential overpay-
ments (see app. V, p. 62). Also, our cost estimates were portrayed as a
range and would depend upon the type and number of pension cases va
would decide to adjudicate through direct contact with beneficiaries and
third-party payers of earned and unearned income. Investigative and
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Letter Dated September 10, 1985, From the
Chairman, Senate Committee on Veterans’
Affairs, to the Comptroller General

The Hororable Charles 4 Bowsher
September 10, 1985
Page 2

Irn conducting this study, I request you to include all VA
pension law programs, ard the entire universe of VA pension
and Code 18 recipients, takirg into cornsideration, however,
the statutory charges made by P.L. 98-543, which added new
trial-work period pilot projects and which may have arn impact
on this study. I also request GAO to consider all forms of
earned and unearned 1ircome which have beer reported to the

Internal Revenue Service, [ recognize that the best source
for obtaining this data is tax information held by the
Internal Revenue Service, I further recogrize that the

Internal Revenue Code restricts the circumstances under which
the IRS may disclose this 1nformation (Code sec. 6103). Under
the Code, disclosure 13 row permitted to mary other agencies,
but not to the Veterans' Administration, for use in auditing
programs administered »y tnem. GAQO generally may access tax
information for its aulits orly to the extert that the agency
being audited may do svu. 3ince tax information is not
available to the VA to use 1n administering these programs and
thereby to GAO, I am rw~juesting the Chief of 3taff of the
Joint Committee on Taxatlion to designate GAC as an agent of
that Committee for purposes of conducting this study. Tax
information used by GAO for this purpose will be subject to
all restrictions on di1:rlosure that apply to other GAQ studies
conducted as agent of "he Joint Committee.

Firally, in requesting this study, my goals are to
preserve the integrity and legislative intent of these
impertart programs by ascertaining whether reciplents are
receiving the benefits t> which they are eligible, as well as
protecting the privacy considerations of all those recipients
who are eligible for these VA berefits. I believe the
methodology proposed by 5AC for this study will achieve these
goals through the use ¢f procedures which are currently
avallable to other federil agencires.

Sincerely,

7/
Frarnk H. Murké@ski
Chairman

Enclosure
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Letter Dated September 10, 1985, From the
Chairman, Senate Committee on Veterans’
Affairs, to the Chief of Staff, Joint
Committee on Taxation

David H. Brockway, Esq.
September 10, 1985
Page 2

6103(f)(¥)(A). I understand that tax information used by GAO
in this project will be subject tec all restrictions on

disclosure that apply to other GAO studies conducted as agents
of the Joint Committee.

By requesting this study, my goals are to preserve the
integrity and intent of these important programs administered
by the VA by ascertaining, on the natiornal level, whether
recipients are receiving the benefits for which they are
eligible, while at the same time, protecting individual
privacy rights of all recipients eligible for these VA

benefits.
Sincerely,
—7 _//./ﬁ'wfé—»L
rank H. MurkoWski
Chairman
Enclosure
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Letter Dated February 13, 1986, From the
Chief of Staff, Joint Committee on Taxation,
to the Comptroller General

Congress of the Enited States

JoINT COMMITTEE ON TAXATION

Waghington, B.L. 20515

Honorable Charles A. Bowsher
wWwashington, D.C, 20543

Page Two

your work. [ do not opject to such briefings; however, I

would like to be not:fied in advance as to the nature and

time of all such briefings and be given an opportunity to

attend. (Of course, tnese discussions may not involve any
disclosure of tax returns or return information.)

Sincerely,

“~ —

Sii

avid H. Brockway

Enclosures

Page 53 GAQO/HRD-88-24 Veterans’ Pensions




Appendix V

Objective, Scope, and Methodology
Objective and Scope As requested by the then Chairman (now Ranking Minority Member) of

the Senate Veterans' Affairs Committee on September 10, 1985 (see
app. ), we undertook a one-time review to ascertain nationwide the
accuracy of income reporting and possible resultant payment error in
VA's nonservice-connected disability pension program. In requesting this
review, the former Chairman cited previous GAO and va Inspector Gen-
eral reviews in certain geographic areas that questioned the program’s
payment integrity.

To accomplish this objective, we were authorized access to federal tax
data so we could independently verify the accuracy of beneficiary-
reported income and estimate the extent of erroneous payments. As the
VA pension program is not authorized access to tax data under the Inter-
nal Revenue Code, by law GAO does not routinely have access to tax data
for purposes of auditing that program. Thus, the then Chairman of the
Senate Veterans' Affairs Committee requested the Chief of Staff of the
Joint Committee on Taxation to authorize our access to tax data as an
agent of that committee under section 6103(f)(4)(A) of the Internal Rev-
enue Code (see app. II) In granting us this authority for the project, the
committee’s Chief of Staff stressed that disclosure of any individual tax
information is prohibited by section 6103 (see app. I1I).

Because of this disclosure limitation, any potential erroneous pension
payments we identificd using tax data could not be referred to va for
adjudication and resolution. Rather, we were restricted to matching and
analyzing computerized data obtained from va and tax databases and
depicting our results so as to avoid any disclosure of individual tax
returns and return information.

We initially focused on accessing the three relevant databases—the

MethOdOIOgy master compensation and pension record file, the Information Returns
Program file, and the earnings reference file—maintained by va, Irs, and
S$SA, respectively, contaming calendar year 1984 data. We designed this
phase of our study to parallel, to the extent possible, the tax access pro-
cedures recently established for other needs-based programs by DEFRA.
Essentially, those procedures allow programs to access ssa’s earned
income tax data and ks’ unearned income tax data and require privacy
protection safeguards as well as the provision of due process.

After obtaining 1984 tax data and linking it with November 1984 va
pension beneficiary records, we performed three different levels of anal-
ysis, each designed to enhance the study results:
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Figure V.1: Flow Chart of GAO’s |
Matching and Data Analysis Process
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Figure V.2: Records Obtained,
Created, and Excluded in Maich
Process
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royalties, prizes, and awards, because such income may be nonrecurring
or difficult to estimate or account for by vA pension beneficiaries. Also,
we excluded data from other types of forms 1099 depicting proceeds
from brokers, total distributions from retirement plans, and gambling
winnings. These exclusions represented about 27 percent of the total
amount of 1984 unearned income we identified on IrS records as having
been received by VA pension beneficiaries. Excluding these unearned
income reports from our match had the effect of understating our esti-
mates of potential overpayments. But excluding the reports also would
tend to inflate underpayments, which is why we did not attempt to esti-
mate the possible extent of underpayments.

$sa annually receives Wage and Tax Statements {1rs form W-2) and
Statements for Recipients of Annuities, Pensions, Retired Pay or IRA
[Individual Retirement Account] Payments (iks form W-2P) for use in
posting to its earnings records. Third-party payers submit these forms
to s8a identifying such income sources as wages, pensions, and agricul-
tural income. One exception to third-party reporting, self-employment
(SE) income, is reported by taxpayers to ks on schedule sE, form 1040.
IRS then submits the data to 8sA for posting to individual earnings
records.

We accessed calendar year 1984 earnings data in ssa files for November
1984 va pension beneficiaries. After combining wages, sk, and agricul-
tural income, we compared the total with va beneficiary income
recorded as “earnings.” Also, we compared employment pension income,
reported by pension payers to s58A on Iks form W-2P, with va beneficiary
income recorded as “‘retirement.”

Most income reports are posted to IkS and ssa records within 18 months
after the end of the tax year, officials there told us. We therefore
obtained 1984 income data for va pension beneficiaries from 18 in June
1986 and from ssa in July 1986. In addition, beginning in 1985, ssa
began posting 1984 employment pension data to its records, but only
about 10 percent of that year’s totals were available for posting to ssa
records. Again, lacking nearly 90 percent of the third-party data on
employment pensions could have the effect of understating our estimate
of pension overpavments and overstating underpayments.

Level I Analysis

For this phase, we identified income differences between va pension
records and tax records We requested 1984 tax data for 1.4 million va
pension cases on record as of November 1984. In total, 698,000 cases
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underpayments. Tabie V.1 summarizes the results of our Level I and
Level II analyses.

|
Table V.1: Results of Income Matches Between VA Pension Cases and T“!’L Data
Doi!ars i thousands

o Pension faw
Improved Section 306 (o][! Total
Cases Number Amount Number Amount Number Amount Number Amount
VAbensmncasesﬁwatEhkeakw - - - [
Casesiwﬁh Income In tz tax'dia%Bases - 7 .

Eamed ncome . 25344« 30857 . 210 R T- VST
 Uneamedincome 187573 . 31893 e 24973 .+ 531476 .
~ Both - 20191 e 80 02¢ . 707 . 109‘926 .

 Subtotat 242;108 . 429,815 . ':’257,595 I 7‘6‘9?,513' I
Cases with no iIncome in tax databases 374 844 . 314,376 . 12,662 . 701,882 .
~ Total cases matched 616,952 .« 744,191 '+ 38552 . 1,399,685
Level I Analysis for ncome varances
- Cases with vanances: - T
. Taxdata> VAdata 193763 s 337.287 e 47943 W T seaggey .
Tax data ; ﬁvﬁ data 35408 . 82 721 "« 7588« 125808 .
Subtotal | 229261 . 420,008 . 25532 . 674801 .
Cases with no vanances.
Taxdata = VAdata 12847+ 9B . 38 . T2z .

Total cases anaI;z‘ea¥ i 242,108 . 429815 . _25 g0 . 697,813 .
Cases with vanances under $1OO

Taxdata > VAdata 84375  » 10087 e« 4483 . T Aga715 .

Jaxdata < VAdata ' 9176 e 5278 e 133« T 25792 .
~ Totatcases §3,5517  « 116,135 . 5,521 . ——275,5?]{ .
Cases with variances of $100 or more

Tax data > VA data 108388 . 236430 . 13460 . 359278 .

Taxdata < VAdata 263220 . 67443 . 8281 . 100018°

Totalcases 135710 . 303873 . 19711 - 459294 .
Levell Analysis for overpayment effect

{cases with vanances of $100 or
more)
‘Overpayments 98,734 $128,400 45838 $51,023 4,103 $3,114 148,675 $182,537

“Although vanances due to overreported income could result in potential underpayments, we did not
attempt to estimate the underpayment eftect due to our conservative methodology in computing poten-
tal overpayments (see disci-sion on p 62)
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Figure V.3: Sample VA
Letter Requesting Ben-
eficiary Reported
Income Data

VA

Office of the Chiet Washington, D € 20
Benefits Dirsctor

Veterans
Administration

In Repiy Aater To

TR, 20-86-18 20/211A
November 10, 198¢

Directors (0G)
All VYA Regional Offices and Centers

SUBJ: GAO Income Reporting Study

1. At the request of the Senate Veterans' Affairs Committee,
the GAO {General Accounting 0ffice) is studyling VA pensioners'
income reporting accuracy. The GAO has requested that the VA
provide copies of income reports for certain cases involved
In the study.

2. The income reports to be copied are the AIQ and EVR forms,
or alternative statements in lieu of them, for the reporting
years 1982/1983, 1983/1984, 1%84/1985 and 1985/1986. In any
case in which an inmitisal report was guestioned by development
and, ultimately, superseded by a clarified report, the
clarification will be sent. If the clarification represents a
complete revision (replacement of the initial report) send only
it, Otherwlse, annotate changes on the initial report and send
a copy of it. Annotations are to be legible and clearly
associated with the particular item being clarified. When an
income statement is sent, it must be clearly marked for the
reporting period (e.g.,"1%82/1983") at the top of the form,

3. To facilitate this request, it may be helpful to have
clerical staff first pull the claims folders and the AIQ cards
1f filed in the ready reference decks, The AIQ cards should be
filed in the claims folders after they are located.

4. You are to photocopy and mall copies of income reports for
the cases listed on the enclosure to this letter,

a, Photocopy clarity is essential and must be verified
before you mail the copies of the forms. To reduce the
volume of photocopying, please copy up to 3 AIQs on a page
{1 sheet for the frants and 1 sheet for the backs). The
EVR is to be photccopied on 2 separate pages.

b. Staple all copies of forms for an individual case
together before mai.ing. The most effective packaging for

R
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Figure V.3 (Continued)

November 10, 1986 3.

LTR. 20-R6-18

destroy the backup material after _January 12, 1987
in accerdance with the Records Control Schedule, VB-1, Item
12-005,000.

Chief Be ts Director

Enclosure

Distribution: C0; RPC 2910
s$s(218) FLD: DVBFS, 1 each
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We randomly selected 873 cases from the 148,675 for which we calcu-
lated a potential overpayment. The sample was stratified in proportion
to population so that it contained 549 Improved Law cases and 324 Pro-
tected pension cases consisting of both Section 306 and Old Law pension
cases. Included in the sample was a subset of 146 cases for which bene-
ficiaries submitted a report to va showing zero estimated earnings for
1984, but for whom 1984 tax data indicated earnings of $1,000 or more.
Over 26,000 cases included in the universe had these characteristics.

To satisfy Internal Revenue Code safeguards and related privacy con-
siderations, we masked our sample cases by selecting two additional
cases for which we had not calculated a potential overpayment. In this
way, the identity of the potential overpayment cases would be pro-
tected. vA regional offices reproduced beneficiary-submitted income
questionnaires for the vears 1982 through 1985 and mailed them to us.

va offices were able to provide documentation for 631 of the 873 sample
cases within the mutually agreed upon timeframes (see table V.2). Of
the remaining 242 cases, we excluded 15 cases because of posting errors
by ssa and 227 cases for which va did not provide the requested docu-
ments, primarily becanse the case files could not readily be located. va
officials said the case files were either lost or transferred to other va
regional offices or had been retired to the va records center.

Table V.2: Sample Size (Level lll)

|
_____Sample pension cases

"~ Improved  Protected Total
Dnigmal sample 7 500 295 795
Oversample (10%) ' 4 29 78
Subtotal 549 324 813
855
SSA posting errors 7 (2) - B '7(71773) (T5)
Questionnarre not returnad by YA ' (116) a1y e
Subtotal (118 (124)  (24D)
Total sample cases analyzed 431 200 631

Since we were restricted in disclosing any individual pension case data,
we performed the Level 11 validation phase to measure the extent that
vA computerized records, used to match against tax data, represented
the most accurate data available for this purpose. Because our computer
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Currently, the self-reporting annual income questionnaire is VA’s pri-
mary internal control mechanism to identify income and other benefici-
ary data changes at year-end that may trigger adjudicative action to
resolve potential overpayments and underpayments and make pension
payment adjustments. Therefore, on the basis of our validation sampie
results, we calculated the portion of the 1984 potential overpayments
we identified using tax data that va would have been capable of identi-
fying for adjudication purposes through its year-end annual income
questionnaire process. We are 95-percent confident that va would have
been able to identify, from information available to it through its year-
end self-reporting system, only $25.3 million of the $182.5 million in
potential overpayments for 1984. Table V.4 shows the projections of our
validation sample to the results of our computer match using tax data
and our confidence intervals at the 95-percent level.

Table V.4: Statistical Projections of 1984
Potentiai Overpayments VA Could Have
Identified Through Its Year-End
Reporting Process

]
Dollars 1n thousands

Potential over:;‘!’,ﬁgﬁg Projected overpayments VA could
overpayments VA could ___identify through year-end reporting
GAO  notidentify  Projected 95-percent confidence
Pension identified through year- overpayment interval®
program using tax data end reporting estimate Lowerlimit Upper limit
fmpfa\gd T o o B o D T
Cases - 98734 87,967 10,7670 7868 13666
Amount $128 40C $107185  $21214°  $12773 $29,655
Protégted o V ) o - - N
CCases  49.94 46,195 3746 1927 5565
Amount $54 137 $50,006  $4131 $1703  $6560
fotal: B - - o o o B o
Cases 148,675 134,163 14,512 11,089 17,935
Amount  $182,537 $157,191¢  $25345¢  $16,666  $34,025

“Confidence intervals were cornputed at the 95 percent level of statistical confidence That s, If we
drew 100 samples, we would expect 95 of those samples to have estimates that would fall within the
calculated confidence interval Scparate interval computations were made for each projected overpay-
ment estimate, and the figures in these: columns cannot be added

"This projection excludes cases mat reported 1984 year-end income adjustments, but VA would not
have been able to identity the full amounts of the potential overpayments because the reported income
was stll lower than 1984 tax data (see lable V 3)

‘This projection includes potertial overpayments that would be fully identifiable by VA as weli as those
that would be only partially identifiable because the reported adjusted incomes at year-end remained
lower than those shown in the '@ data (see table V 3)

“Projected cases and amoun's d. not add to totals due toa rounding

Page 71 GAO/HRD-88-24 Veterans’ Pensions



Appendix VI
Details of Potential Overpayments by Type of
Unrecorded Income

|
Table V1.2: Old Law Pension Potential Overpayment Cases and Amounts, by Type of Unrecorded Income

Veterans o Survivorg® Totals
Type of unrecorded income ~ Cases Amount Cases Amount Cases Amount
Interest/dividends 1806 31540347 2268 $1.395484 3874 $2935831
Eanngs T S
Agrriwcukltfhrailiearﬁgsﬁ - . . . . . .
Wages - . 14 13.230 15 9072 29 22302
Selfemployment 2 2570 . 2 257
Non-VA [Sgnsmns - 1 ' 945 3 1814 4 2759
Mulllple ncome sources - - ) B .
Wages & |nter6;stm|d—e;ndsg - 23 22415 74 45,058 97 67 473
7Wages&se!f emplby?er]? . . . . . .
7 Wages & non-VA pet pensions - . . 1 605 N 1 605
__Selfemployment & interest/dividends 15 16 891 7 4234 22 21125
___Sél?_émploymeﬁtaorr\h pensions . . ﬁ . . i . B
“Interest/dividends & non-VA pensions 37 35 645 21 14354 58 49,999
Wégeg séﬁahﬁyﬁ?mgmterest/dwadends' ot 945 e . o 945
Wézq_és self- employméﬁ& non-VA pensions B . ' Y . e
Wages, interest/dividends & non-VA : -
pensions 4 3730 10 6,199 14 9,979
Seli- employment \nterest/ dividends & non- ) ) 7 ) ) -
VA pensions . . 1 605 1 605
‘Wages, self-employment, interest/dividends - i ' - )
& non-VA pensions « . . . . .
Totals - 1,703 $1,636,768 2,400 $1,477,425 4,03 $3,114,193

“Surviving spouses and/or children
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L ___ ___ ___ __ _________________ |
Table V1.4: improved Law Pension Potential Overpayment Cases and Amounts, by Type of Unrecorded Income

Type of unrecorded mcome
Inleréé?/dmdems o -
Earnings
Agncu\'turalrgmﬁgs\
Wages
Self- efnployrnent
Non-VA pensions

Multlple income sources
Wages & mterest/d\wdends

\Nage'sr& self employment
Wages & non-VA pensions

Self- employmem & non-VA | pensmns

Ir]_t_grest/dlwdends & non-VA penswns
Wages self- employmen} & mterest/dwwdends
‘Wages, self- emp!oyment & nen- VA pensions

Wages, mteresi/dnvndends & non-VA
pensions

 Self- employmem mterest/ dividends & non-
VA pensions

WWagiég seﬂéma&rnéﬁt |ﬁtéresikd\vwdends
& non- \/A _pensions
Totals

Veterans L Survivors? Totals
Cases B ﬂmount Cases Amount B Cases Amount
44 409” $41,769,261 17 7'56 7$13£61i3»5 - Eigj 65\ ﬁs 430 796
ieTT 4006565 e wrar 18000 4172802
10658  23.436 559 5,838 10 429,629 - 1”6_1495 7793@6_6‘1 §8
51 17 ) 1‘7(7)"42 194 715’)2 252 927 _943____ 1_295_1 21
1,]33 2,227 730 ) 5?5 539.2}4 ) 2258 2?@69&4
4480 10442557 3944 7659266 8424 18101823
133 %89,056 33 71 791 B 166 ) 460 847
434 1,058 905 270 B }83 654 ) 764 ) 1 542_559
695 1,670 987 ) 160 319,562 - 7_8_55_ _1_390_549
13 18834 5 6369 18 25203
2,590 3‘6}17 891 790 988 499 ) ?,;390____ 4 806 _390
374 989992 43 84.499 417 1,074,491
14 29,563 B 3,684 15 33253
7833 i 1,940 460 ) 391 777‘14.1”02 1‘224 2.654 562
35 77006 24 7 537.:/'41 59 13@,747
37 es4 3 4,704 40 107,253
68,696 $93,019,135 30,038 $35,380,392 98 734 $12B 399,528

“Surviving spouses and/or childrn
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EVR Style and Language

At the time of our review, there were nine versions of the EVR,? each
designed to conform with the requirements of the specific pension laws
and beneficiaries, one each for

Old Law veteran or surviving spouse pensioners,

Section 306 veteran or surviving spouse pensioners,

0ld Law or Section 306 surviving dependent children pensioners,
veterans’ parents receiving dependency and indemnity compensation,
and

each of five pensioner categories under the Improved Law pension
program.

Our observations about the EVR's style and clarity are as follows:

All versions contain bureaucratic jargon and are designed more like
administrative records than self-administered questionnaires that make
it easy for the general public to provide va valid and accurate
information.

Many of the individual questions are, in fact, several questions imbed-
ded in one. For specific details about what information va is seeking, the
respondents must read through lengthy parenthetical statements, which
create further confusion. To reduce the complexity of ideas in such
questions, these ideas should be presented one at a time, in individual
questions and in a logical order. Short items that encompassed only one
well-defined idea could stand alone without much further explanation or
qualification. This might require more space, but it is far less confusing,
less susceptible to response error, and less burdensome on the
respondents.

uestionnaire complexity and item length problems are compounded
because some of the nine kVRs are intended for more than one type of
respondent. A questionnaire designed for more than one type of respon-
dent has its questions couched in language that accounts for each type.
This adds to complexity and thus the potential for respondent error.,
Questions would be less confusing if va did not attempt to consolidate
questionnaires,

Many terms and phrases are poorly defined. Some definitions are long
and complicated and could confuse, rather than enlighten. Often the def-
inition of a term is only Implied. A respondent does not get from the £vik
or its separate instrucnion sheet a clear meaning of the terms.

“In commenting on a draft of this report, VA stated that the number of EVR versions has recently
been mereased from 9o 11 see app VIID
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EVR makes no attempt to control the respondent’s inclination to simplify
or shorten tasks by relying on memory alone. If the Lvi were to suggest
that the respondent consult tax records, bank books, pay stubs, etc.,
when completing the form, the respondent might be less apt to totally
rely on memory. This should decrease the likelihood of response error
due to poor recall.

EVR Instructions

The Evr instructions on the separate sheet are general; they do not pro-
vide the respondent with detailed instruction about specific questions.
For example, neither the general instruction sheet nor the questionnaire
specifies how precisely dollar amounts for income and medical expenses
should be reported. If estimates of the current year’'s and the next year's
income are acceptable, therefore, a respondent might conclude that
approximations of other amounts are also acceptable. The fact that the
spaces provided for entering these amounts are not formatted with deci-
mal points also might lead the respondent to the same conclusion. vA has
no way of knowing how precisely the respondent has reported these
amounts.

The instructions for some questions appear on the front sheet of the Evr
and the question itself on the back. This split interferes with the respon-
dent’s ability to refer to instructions when answering a question and
could result in the respondent overlooking or ignoring the instructions
altogether. Also, the numbers on the EVR instruction sheet do not corre-
spond to any of the £vic question numbers, as a respondent might expect.

Questionnaire Format

In general, the EVR format 1s very cluttered. In some places, it is difficult
to determine where one item ends and the next begins. The respondent
could read and answer questions more easily if there were more white
space on cach page and it the items were more distinctly separated.

EVR type size varies between 1/16 of an inch to 1/8 of an inch in height.
Given the age and physical condition of most of the respondent popula-
tion, the EVR's type size could significantly interfere with a respondent’s
ability to read, much less answer, the questions accurately.

Questionnaire Length

In length, the EVR is mited to a single letter-sized sheet printed on both
sides. Nearly all of the design probiems already described are a direct
result of va’s attempt to limit the length of the Evk. Most of these flaws
could be eliminated if the 1:VR were lengthened, questions simplified,
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Figure VII.1: Annual Income Questionnaire for Improved Pension Veterans With No Dependents

[ .

A 1
N B G DI 15
IMPORTANT READ ENCLOSED INSTRUCTIONS BEFORE COMSLETING THIS GARD DO - |
NOT FOLD, STAPLE OR TEAR CARD DO NOT USE WHITE OUT OR CORRECTION TAPE IMPROVED PENSION QUEST iONr;ﬁIEEO .
v
VETERANS {NO DEPENDENTS) cxew 2s00-0c
L YOUR MARITAL STATUS (CHECK ONLY ONE BOX)
et e o[ _Io] [l Jel [l 1 |
(1} WATH SPOUSE n MARNIED - RJT LIVING WITH SPOUSE {SHOW AMOUNT CONTRIBUTED g hl i |
(JID NOT MARREER TO WFOUSE'S SUPPORT IN 1984) D 3 Il] }m In Io '
p
2 DO YOU HAVE ANY UNMARRIED, DEPENDENT CHILDREN? m[:] ves @ Jw
{G NAME AND ADDRESS OF PAYEE B
. 3 ARE YOU A AATIENT IN A NURSING HOME? ] ves @ ]
4. FAMILY MEDICAL EXPENSES PAID BY YOU IN (984 (DO NOT INCLUDE AMOUNTS THAT
WERE PAID OR WILL BE PAID BY INSURANCE AND MEDICARE}
3
e
=2
-«
o]
215 EDUCATION EXPENSES PAID FOR YOURSELF IN 1384 —;E |
u
Z| s DID YOU WORK AT ANY TIME IN 19843 u:D ¥ES lz)D O
SIBENCFITS WILL BE DISCONTINUED IF COMPLETED CARD IS NOT RETURNED TO VA BY
S UANUARY 1,1985. COMPLETE B0OTH SIDE3 y
PCS-10%39F
Ay
/ T 0L Rl Lr b WAE GHD hey AORTA (D0 w07 show oo A e on Loswer olliiems-TH (W HNE, wite L
i VETERAM
A, MCHTHLY AMOLNTS VETERAN B. ANNUAL INCOME SOURCLES 1984 1965
SOCIAL SECURITY CHECK AMOUNT ANNUAL WAGES FROM ALL EMPLOYMENT
MEDICARE DEDUCTION ANNUAL INTEREST AND OIVIDENDS
US ClviL SERVICE ALL OTHER ANNUAL INCOME
US RAILROAD RETIREMENT € NET WORTH VETERAN
MILITARY RETIREMENT CASH, BANK ACCOUNTCS), GNOS, PRCFERTY, ETC,
BLACK LUNG BENEFIT D DID ANY INCOME CHANGE {1NGREASE/DECREASE) IN 19847
COMPANY/UNION PENSION mJves @[ ]no (Lt "YES," Complete Items €, F and G below)
T CA'E INORE CANGED |G REASON 'WCOME CHAYGED (AEW 108, RAISE o
STATE/LOCAL PENSION E TIPE OF NCORE CAMMGED (WAGCS, &t TIREXENY, E1C) poanctd  f6 RERD YR, LI0) e B 3
8
ANY OTHER RETIREMENT ;Ii'
8A. SIGNATURE OF CLAIMANT, CUSTODIAN OR GUARDIAN DATE
SST/PUBLIC ASSISTANCE oo &8
PEMALTY SEVERF PFhaLlI€5 MAY RESULL ir FALSE STATEMENTS ARE MADE WILLFU.LY J
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Figure VII.2 (Continued)

Page 83

7 REPORT OF INCOME AND NET WORTH (e AOT shaw vour €A pensian Answer olf dems g none weite "MONE "or “0"

Onthe cback of your card you muist report ALL income tmoney and servu.es) sl‘mwmg amounts monthly or
annually, as requested, before any deductions If you cannot show invome in American dollars, specify the
type uf ureency, such as pesos, lira, et¢ Do not deduct amounts withhetd for 1axes, retirement plans,
psurance, et¢ The YA will deducr any amounts which may be excluded 1 determiming your continued
pension ennlement

You should NO1 repor vour VA pension as incoime, but you SHOUL D report any other YA payments,
such as education benehie ind ¥ A insurance 1 you recerve other VA benefns, comacl your VA office for
hclpmrtpor[lng

PART A MONTHLY A\/I()L NIS Thls section on lhc Lard lasts d;ffcrcm mnnlhl) income sources and
provides space lar you to wite in the amount of each benefit you receive For each of the sources hsted on
the card wrug in the amount of the monthly check you recerve from rhat source

l\ﬂ‘()RIANI Be sure ta enter ON THE CARD Ihc actual current monthly amount Imm each yource i Par( Al
vaudo ot recoive benel iy (rem a source, write ' WONE ™ or 0" in the block pwwdcd

A. MONTHLY AMDUNTS

SOC 1AL SECUH\TY CHECK AMOUNF $

MEDICARE DEOUC TION

U S CIVILSERVICE

u S RAILROAD RETIHEMENT

MILITARY RETIHEMENT

BLACK LUNG BENEFIT

COMPANY UNION PENSION

STATE/LOCAL PENSION

ANY OTHEH RETIREMENT

SSI/PUBLIC ASSISTANCE

PART B ANNUAT INCONE  in !hl\ ﬂeulmn an 3.\ur ,ard vuu are |0 repurl annual amuums ufmcume
for ALT ot {984.ad the dimounts you expect o recerse for ALL ot 1985 [t you are completing the card
hetore Pecember 31,1984, Lou must inddude income i the 198477 blocks that you ¢xpecet to receive duiing
the temarider of (e vear 1o other words, count the ncome you have actually receved from that source
senee January [ 1984, up (o the date you are voniplenng the vard and then estmate the amounr frem that
satieee that you wiil receis = fiem this Jate throegh December 31, 1984 Then show the total of rhese
amounts from that source under 1984 Under 19857 show the amounts you expect {rom January 1,
1985, thisueh Decembor 31 1985

PMPORT AN The ancnnts o b entered i this sediion are from mcume sources other than the monthly
Fenghits shown an Put 4 Do NOT show as annual income any amounts already entered av manthly in-
o and do mot show seier VA punsion Instead, show i the spaces provided the totals ot {1} annual
wages trom cmployon 10 annual iterest and dividends Gincuding interese on bonds and cernficates of

deposit, v well as sav i a0 counts), and £3) other annudl imcome that s not alieady shown in another sec-
non qtor caample rental invame, nsurance, busimess prolis, e ) 1f you do not receive income 10 4 par-
anu Cdlegory wr e NONET o0 0 i the space r\rowded

i a ANNUALINCOME SOURCES

LANNUAL WAGES FHOM ALL FMPIOYMENT

ANNUAL INTERES™ AND DIv DENDS

ALLOTHER ANNUAL INCOM:.

PARTC NETWORTH b the section ¥Ou are to report your 1013l assets and the vajue of anv eal estate or property
Show in The tatal your + ath o hand  bank actountis), savings daposits, stocks and bonds, etc Also include tha
value of your reat estate and pioperty (not including your awn hame}

¢ NETWOATH
LASH BANKACCOUNT[SD bONDS PROPERTY ETC $

"0 D10 ANY INCOME THANGE 18( REASE DECREASEI IN 1984" 1] shere was 0 tmiome chungs nr o 4 Sovial ey arids Vi <ost of frvmg agyust-
sment was ehe oty hunge Rk o [ there was some other imurease ar decredse in Soctad Securiey orart widtial award of Social Securty s Heck

Yes  ARe . hak ¥es  focun mitgen the amauni (up or down) of any other source of icome uny MW soure of income and any OfvE-
FIME receapt of incerhe

§F ves v s proside speniig anvwers to lemy B Fand ¢ below 3
CINO i ve wie NONE Tor 'NA mlemsE Fand Gy

TF DATE INCOME CHANGED (ko F REASGN INCOME CHANGED 1Gre ¢

rn ]vu

(e 1vPE OF INCOME ¢ HANGED: < prcify he
(L Ot emamy thar s hangec in 9AS e mxample
wugey Utvid SeTine reurcmeni atie comgany | owome of the dete the increase or de
Pt Rurtruad etivemans oy | <resse m @ squrce of incame weni imro
affeci)

IMPORTANT  Be suie sou 1ave entered all your answers on the enclosed card SIGN and DATE (he card and
RETURN THE COMPLETED CARD to the Y A agdresy shown ¢n the fronl of this form 1T you cannot sign your
name make your “X*’ mack i the wignature space on the card, and on a separate sheet furnish this stazement 1
herebu ertifv That the milonnalun ot the eaclosed card s true and correct to the best of my knowledge and bebiel ™'
Plave sour mark under rhe stare and have 1t signed by two witnesses who must also give their addresses

the date vou reverved the aew source of | Bref expiaaon of why the i ome changed
| Jar exampie mew joit rase quer work e i

RIGH [ OF DLE PROC BSy  Your pavments are durectly related to the income and dependency information you
report A change in the berelhi you recee may be reqguired 1n the event of mcome and dependency changes You
have a pight at any time to subanl additronal miarmation or (o have 4 personal hearing to expiain or clarify your srafe-
| menty You alsy have the rlghi 17 at~uch a hearing by a represencative of your chaice

PN TY The Iaw pros der sesgre e e~ which muude fine ot imprisonment or both, lon the willful submission af any staiemeni or ev1
e 6f 2 mdscrial f4ct knawg o to Be Tulse, i for fraudulent dcceptance of any paymend 10 whi. ou are fiol cntssled

RETURN THE COMPLETED CARD TO THE VA BY JANUARY 1, 1985

1F YQU COMPLETED THE WORKSHEET, KEEP IT FOR YOUR RECORDS.
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Appendix VII
Observations on VA Income
Reporting Documents

Figure VII.3 (Continued)

C NET WORTH

NET WOATH - Show the total amount of your cash bank sccoumts, bonds savings deposids, siock, reaf ssiste ang
property NOT incluting your own home (11 none, write *NONE' or "0"

SOURCE TOTAL AMOUNT

CASH, BANK ACCOUNTS, ETC s

REAL PROPERTY (Excluding home)

ALL OTHER l

1 —
TOTAL » \ s

C O!D ANY INCOME (INCREASE/DECREASE) DURING THE PAST 12 MONTHS? (If thers were no incoms changes or i a Socisl S&curity/va cost of
lLiving adjustmant was the only e chack "NQ It thare wias Bormd Otha' NG scrums® (n Soc Security or an nitsl pwerd of Soca)
Securiiy check “YES Alao chegl YES for any chenge in the amount lup or dQ af any o BOW ©f Incoma sny NEW source or any
ONE-TIME recept of incomul

D ves @ I N0 4f "VES™ compiete Itams E F. and G 1f "NQ.* wrie "NONE™ n iems E, F. anc G)

£ TYPES OF INCOME CHANGED (Specify | F DATE(S) INCOME CHANGED (Show any | 3 REASCN(S) INCOME CHANGED (Give #
any typas of income that changed for datels) vou received any new source of brief sxplanation of why income changed
example wages Cwnl Service ingome or the Jdate an NCrease/Cecrease for exampie, new job, rase. quit work
retirément. company pension, elc ) J‘ wen into etfecy etc)

I

6 _FAMILY MEDICAL EXPENSES

NOTE - Prior 1o compieung ltem 6. read paragraph 5 of the EVR Instructions
Show amounts o! madical expenses for yoursel! and ary relatives you are oblhigsted 1O support

EXPLANATION OF MEDICAL EXPENSES FOR THE PERIOD OCT 1, 1835 THRU SEP 30, 1988

I T
- L'hd Y ¥ DATE PAID [For Medicare o PURPDSE (LLNESS OR .
F'gguwmc:‘:r%: w‘ﬁu . imsurente gremwms siete CONDITION (Arthritis | PAID TO (Name of doctor hespival P::';B’;:%’;%”:Hgv
NGT BE REIMBUASED monhly Quarterly etc otharw ve wre surgery mye | pharmacy or Aurking nomat ‘ EXPENSES Pa.C
IROWw menth and year 9lazzey wic |

s !

#

] 4 TOTaL

CHECK THE PPROPRIATE BOX(ES: IF YOL ARE COVEREC B+ ANT OF THE FOLLOWING TYRES OF MEALTH INSURANGE

1 meoicare [ menican ] ~Teee HEALTH INSURANCE

7 EDUCATION EXPENSES PAID FOR YOURSELF DURING “WE Pa5T 12 MONTHS 1In tertach caB®s 1ha VA may giow deductions from countabie
ncoma far expentas of 1uron fees schoo! DEOKs 470 JUED!IES Be.d fOM your (AEBME {87 YOUr aduceiion Show the smouni paid f none
write ‘NOWE - or “0°)

$

—
PEMALTY  Tap saw provider savere pamiinan whigh oacludy fni 4 me 15 my b B lp 4 witul bubaber ol A%y SHiemes 5 swlance 8 8 metww lHC waewing 1 4 la1e g

IrBukuAs acuepience o Shy payMens e which yau are ast entlao

NGTE ~ Prior to compietng tems 8A anc 8B reac paragranh € of the EVA Instructons

84 SIGNATURE OF CLAIMANT CUSTODIAN OR GUARD. an Tan DaTE

PRIVACY ACT INFORMATION - No furthar money o' othe: benefils may be Paid under this program after the dus date show-
untess this form has bsen compisted snd returned as required by existng sw (38 USC S506) The miormation raquested s
considered ralevant and necessary 1o determing e mMaximum benefits tD which YOu ate sntitied under the w Hesponses may
be disciosed outside the VA only if the disclosure - authorized under the Privacy ACL including the routné uses denutied n
VA sysiem ot records SBVAZ1/22/28, Compensaton Pension Education snd Rehatilitation Records - YA. published in the
Federal Register
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Appendix VII

Dhcarvatinneg an VA Insamao
LGSTIVAIONSs Ol va iiloniw

Reporting Documents

Figure VII.4 (Continued) [

4 OTHER THAN MONTHLY OR ANNUAL INCOME Enter only income sources gther than the

monthly benefits already shown DO NOT repeat any amounts already entered as monthly
income, and DO NOT show your VA pension

Instead, show the gross amounts tincluding amounts withheld for taxes, insurance, etc) of

(a) Annual wages from empioyment

(b) Annual interest and dividends (including interest on bonds and certificates of deposit,
as well as savings accounts), and

icy Other annual income that s not already shown in another section {for exampie, VA
education benefits, rental income. Insurance, business profits, etc)

If you did not receive iIncome ir a patticular category, write "NONE™ or "0/

provided

in the space

5 FAMILY MEDICAL EXPENSES Ycu are not required to report payment of medical expenses
But it may be to your advantage to report them since payment of medical expenses can reduce
your cauntable income.

If you recerve an EVR form which s type 1 {see top rnight corner of the front of the form for
the type), medical expenses are not dedurtable and therefore you are not asked to report
them nor should you try to do so

If you receive a type 4 or type 9 {reporting cnild or chiidren alone) the VA recommends that
you always report the medical experses you paid

If you receive any other EVR form itypes 2 3, 5. 6, 7 and 8 or a widow receiving type 9},
generaily your income will not be reduced unless the medical expenses vou paid (including
Medicare payment) exceed $200 If ,>u have any questions, contact the VA regional office
In your area.

You may be asked to venfy the amounts you actually paid, so keep all receipts or other
documentation of payments Enter the amount you actually paid for medical expenses
(nciuding heatth insurance premiums and the Medicare deduction) Do NOT include amounts
for expenses that were paid for or will be paid by Medicare, Medicaid or other insurance
When showing medical expenses for yourself, write ' SELF" under RELATIONSHIP OF
PERSON FOR WHOM EXPENSES FAID

6 SIGNATURE if you cannot sign your 1ame, make an X' mark in the signature space and on
a separate sheet furnish this statement "I hereby certify that the informatign on this form s
true and correct to the best of my knowledge and belief” Place your mark under this statement
and have 1t signed by twe witnesses ~#ha must also give their address

7 IMPORTANT Be sure you have entered all of your answers and signed and dated the form

Return 1t to the nearest VA office or the VA address shown on the front of the EVR form

¢3S RHMENT DPRINTIN 0 Lo [N
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Appendix VIII
Comments From the Veterans Administration

Enclosure

VETERANS ADMINISTRATION COMMENTS ON THE
NOVEMBER 16, 1987, GAQ DRAFT REPORT VETERANS
PENSIONS: USING TAX DATA TO VERIFY INCOME CAN
IDENTIFY SIGNIFTCANT POTENTIAL FRRONECUS PAYMENTS

Comments on Recommendations:

To attain better reporting of beneficiary income and asset information,
GAO recommended that the Administrator revise YA's income questionnaires
and accompanying instruction sheet to elimipate current design
weaknesses, including those they have identified.

We  concur, in part, with the recommendation., We will amend our
Eligibility Verification Report (EVR) instruction sheet to emphasize to
the beneficiary the need to report accurate income information,
especially wages, interest, and dividends. We will also amend the
instruction sheet to emphasize the legal penalty for submitting false

information. We agree with the conclusion that having a questionnaire
designed for more than one type of respondent creates the potential for
error. We came to this conclusion some time ago, independent of the GAQ

report, and have already increased the number of EVR types from 9 to 11.
Prior to 1985, Annual Income Questionnaire (AIQ) cards were sent to
beneficiaries. The dimension of the cards was approximately 3-1/4 inches
by 7-1/4 linches. We recognized that the small size of the card was not
conducive to accurate reporting. Therefore, in 1985 we began using a
full-page EVR.

Regarding GAQ's observations on the EVR's limited length, at the time we
designed the EVR, we did consider the use of a multiple-page form and
address label which would have permitted us to use large type and to have
a less cluttered appearance. To do this, however, would have required us
to use printed forms without the veteran's claim number and without the
address of the VA regional office of jurisdiction. We would have had to
rely on the beneficiary to affix the address label on the form or to
supply this information as one must do when filing an 1ncome tax Form
1040. We felt that relying on this approach would result in delay in our
receiving and processing the EVR forms. Many would be misrouted or
returned without a claim number. This would require us to search for the
number or write to the beneficiary and ask for the number. Many would be
sent to the wrong office. Delay would result and accounts would go into
suspense erroneously. (Our computer is programmed to suspend payment if
the EVR is not received and processed within 60 days.) As as result, we
rejected the use of a multiple-page form.

Instead, we chose to generate the EVRS on our laser printer. This
printer is programmed to print the veteran's claim number and the address
of the VA regional office of )urisdiction on the EVR form. A window
envelope is provided, This ensures prompt return and expeditious
processing. Unfortumately, use of the laser printer restricts the EVR to
a one-page form,
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Appendix VIIT
Comments From the Veterans Administration

3.

Assistance', VA's Office of Inspector General (0IG) began computer
matching wage data in VA's master pension records file with selected
states' wage data files in April 1982."

Now onp 15 Page 15, paragraph 2, lines K-14 -- We suggest this portion be revised to
reliecf curtent match results. The revision follows: "...As of the end
of fiscal year 1987, 0IG referrals to IVB regional adjudication staff had
resulted in $33.1 million 1n overpayments to 5,373 VA pensioners due to
nonreporting of wages. About Y7 percent of these cases are based on
match results in Florida, Georgila, Missouri, Texas, and Washington where
IVB regional staff have either completed or have made substantial
progress in their reviews."

Now on p 22 Page 26, paragraph 1, 1ine 12 -- There are no "income differences™ In
compensation cases involving Tndividual unemployability. Also, the

description of the benefits involved needs to be clarified. We suggest
deleting line 12 to the end of the paragraph and inserting, "income in
cases of compensation where the veteran 1s rated 100 percent disabled due
to individual unemployability and 1n cases of parents' dependency and
indemnity compensation which were not included in our study results.”

Now on pp 32 and 35 Page 40, third indent, lines  and 4; and page 45, paragraph 1, Line 5 --
The second full paragraph on page 46 explains what criteria the VA could
Now onp 36 use to screen cases for review. However, the phrase ''choose to

adjudicate' used prior to this explanation, standing alone, might be
interpreted to mean that the VA could arbitrarily pick cases. We suggest
substituting a phrase such ass "lepending upon the criteria used to select
cases for the match."

Now on p 58 Page 64 -- The second paragraph should be rewritten to conform to the
terminology in our suggested revision of the first paragraph on page 6.
Proper terms are ''parents' lIependency and indemnity compensation' and

compensation at the 100 percent disabled rate due to  individual
unemployability."
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Appendix TX
Comments From the Internal Revenue Service

Now onp 38

Nowonp 4

Nowonp 3

The cited letters have
not been reproduced
n this report but are on
file In GAQ's Human
Resources Dwision

Mr. William J. Anderson

A computer wmatching program is the only avenue for providing
tax information to VA for this program; therefore, deficient
computer operations would adversely affect safeguarding of tax
information. The VA's automatic data processing system, for
the most part, is segmented with various computer centers
utilizing different access systems. These systems can further
be accessed by a total of 732 processing centers, thus creating
hazards for inadvertent disclosures by those processing
centers. There would also be several magnetic tapes being
duplicated, creating monumental oversight problems for the
offices involved. Further, the draft report states on page 49
that the VA '".,.still does not have a quality assurance program
to determine whether beneficiary income reporting is a problem."

Other Sources Of Information Are Available

The draft report notes on page 5 that VA, using its current
year-end self-reporting questionnaires, would have been able to
identify and act on $25.3 million in potential overpayments.
The report indicates, however, that VA did not use information
in its possession 10 change or update pension payments. The
VA's inability to effectively use the inforwation it is
currently receiving argues against furnishing VA with even more
information, especially when the cost would include compromise
of the integrity of our tax system. Additionally, we note that
the draft report recommends a number of changes in VA's
"self-reporting questionnaires.' With such changes, more
accurate income information might be available to VA from the
pension beneficiaries themselves.

Need For Disclosure

On page 4 of the draft report, GAO notes that: '"Potential
overpayments may not represent the actual savings to VA since
the cases and amounts have not been referred to or adjudicated
by VA, and some beneficiaries may be able to provide additional
information to show that tax data did not accurately reflect
their income for VA pension purposes." In addition to the
possible overestimation of savings, the costs of investigating
income discrepancies and of adequately safeguarding tax
information have not been :ncluded in the cost estimates.

We have expressed very similar concerns with respect to the
September 1987 report on '"Veterans Benefits: Improving the
Integrity of VA's Unemployability Compensation Program"
{HRD-87-62). In fact, I wrote you about these concerns on June
17 of this year, in relation to the draft report noted above,
and again on August 28, about the larger issues at stake here.
Copies of those letters are enclosed for your information and
reference.
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Appendix X

Comments From the Department of Health and
Human Services

DEPARTMENT OF HEALTH & HUMAN SERVICES Office of Inepector Geners|

MAR 1 i9g8

Mr. Richard L. Fogel

Agsistant Comptroller Ceneral
7.5, feneral Accounting t+ffr-e
Washington, ND.C. 20549

Dear Mr. Fogel:

The Secretary askXed that T respond to yvour request for the
Nepartment's comments cn your draft report, "Veterans Pensions:
Using Tax Data to Vertify Income Can Identify Significant
Potential Erroneous Payments." The enclosed comments represent
the tentative position »f the Department and are subject to
r~evaluation when the fi1-111 version of this report is received.

We appraciate the opoortunity to comment on this draft report
before its publicatior.

Sincerely yours,
—

k\KUL VL

Richard P. Kusserow
Inspector General

Enclosure
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Related GAO Products

(105432)

Veterans Benefits: Improving the Integrity of vA's Unemployability Com-
pensation Program (GAO/HRD-87-62, Sept. 21, 1987).

Welfare Eligibilityv: Deficit Reduction Act Income Verification Issues
(GAO/HRD-87-7T9FS, May 26, 1987).

Social Security: Pension Data Useful for Detecting Supplemental Secur-
ity Payment Errors (GAO/HRD-86-32, Mar. 12, 1986).

Eligibility Verification and Privacy in Federal Benefit Programs: A Deli-
cate Balance (Gao 11RD-85-22, Mar. 1, 1985).

GAO Observations on the Use of Tax Return Information for Verification
in Entitlement Programs (GAO/HRD-84-72, June 5, 1984).

Legislative and Administrative Changes to Improve Verification of Wel-
fare Recipients’ Income and Assets Could Save Hundreds of Millions
(GAO/HRD82-9, Jan 14, 1982).

CULS. GLP.0. JOPE-101-T49: 80042
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Appendix X
Comments From the Department of Health
and Human Services

DEPARTMENT OF HEALTH AND HUMAN SERVICES COMMENTS ON GENERAL
ACCOUNTING OFFICE DRAFT REPORT, "VETERANS PENSIONS: USING TAX
DATA TC VERIFY INCOME CAN IDENTIFY SIGNIFICANT POTENTIAL
ERRONEOUS PAYMENTS"

The General Accountinyg Otfice (GAQ) recommends that Congress
amend the Internal Revenue Code of 1986 to allow the Veterans
Administration (VA) pension program access to tax data on
garnings and pension Lncome so that VA can verify i1ncome
information that program beneficiaries report. To the extent
that GAO 1s recommendinyg legislation to implement such access

this proposal 1s currently being reviewed within the Executive
Branch.
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Appendix IX
Comments From the Internal Revenue Service

Mr. William J. Anderson

In each of these proposals, GAO or the VA has recommended
disclosure on the basis of a cost-benefit analysis. That is,
they have determined that the money which might be saved
exceeds the cost of the disclosure. This cost benefit
analysis, however, 1s based upon generalized revenue potentials
and fails to take into account the affect of disclosure on
revenues and voluntary compliance. Without a more precise
revenue analysis, adequate disclosure safeguards, and an
analysis of the impact on voluntary compliance, we would object
to the recommended disclosure.

Earlier this year, the Service met with officials of the
General Government Division of GAQO to discuss this issue., [t
was noted at that meeting that the Service, with appropriate
input from GAO, would conduct a study to determine what
empirical effect dis<losure for verification of needs based

programs would have or compliance with the tax laws. The
Research Division of I1RS t¢ currently developing plans for such
a study.

which states at page 5! that "There are no studies existing or
underway to show whether there is, or has been, any change in

' voluntary tax compliance as a result of authorizing program

' access to tax information for non-tax administration

purposes''. This conclu.ion effectively ignores the study
discussed at the meeting. We believe the study should be
conducted before any consideration is given to amending section
6103(1)(7) in the manner suggested.

Given this activity we take issue with the draft report l

| We hope these commerts are useful in preparing your final
report.

With kind regards,

Sytcere ly. i\
. /
- A
S P L’ff /;7Lf:7
/ -
rd

N

—
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Appendix [X

Comments From the Internal Revenue Service

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON D C 20224

COMMISSIONER DEC 29 m

Mr. William J. Anderson

Assistant Comptroller General
General Accounting OQffice

‘ ¥ashington, DC 20548

Dear Mr. Anderson:

you recently forwarded to us from GAO's Human Resources
Division entitled "Veterans Pensions: Using Tax Data to Verify
| Income Can Identify Potential Erroneous Payments" (HRD-88-24).
f Overall, based on our review, we believe the recommended
revision to Internal Revenue Code (IRC) section 6103(1)(7) is
unwise and inappropriate.

} We appreciate the opportunity to review the draft report

Preserving the confidentiality of tax information is a
prerequisite to the integrity of our tax system. Using tax
information for nontax purposes compromises that integrity. It
is our opinion that disclosure of tax information to the
Veterans Administration {(VA) for the nontax purpose of
verifying needs-based pension beneficiaries' eligibility for VA
benefits would compromise the integrity of our tax system.

Inadequate Safeguards Preserving The Confidentlality of Tax
Information

Qur concerns abou! preserving the integrity of our tax
system in this instance are based on several administrative and
operational concerns noted in the draft report itself. For
example, GAQ notes on page 6 that VA access to tax information
...would be contingent on VA's demonstrated ability to comply
with applicable safeguards.”" Based on our analysis of the
draft report, it appears that disclosing tax information to the
VA would in fact pose safeguard problems. GAOQ, in both this
draft report and its September 20, 1985, report entitled
"Veterans Administration Financial Management Profile,' noted
weaknesses within VA's automated data processing systems.

Nowonp 5
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