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Executive Summary

-Pur,,se Annually, the Veterans Administration (vA) pension program pays about
$4 billion to 1.6 million 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 were disclosed by earlier GAO and %A 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 accurately 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 NA pension program access to tax data for the same purposes.
(See ch. 1.)

B--ackground A provides pension benefits tinder three laws, each with its own eligibil-
ity and payment rules.

" "Old Law" pensions are paid to eligibles who applied before

July 1, 1960.
" "Section 306" 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 offset rules.

Wartime veterans and their dependents and survivors are eligible to
receive pension payments when they (1) incur a permanent and total
disability not traceable to military service and (2) need financial assis-
tance. Wartime veterans 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. VA bases contin-
ued eligibility and benefits on i',formation beneficiaries )rovide on an
annual \A questionnaire.

To verify the income of applicants and recipients of some needs-based
programs, such as Aid to Families with Dependent Children, the Deficit
Reduction Act (DEFILA) of 1984 (Public Law 98-369) amended the Inter-
nal Revenue Code to grant those programs access to tax data maintained
by the Social Security Administration (NSA) and the Internal Revenue
Service (IRs) on earned and unearned income. But, I)EFR. did not include
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Executive Summary

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 ssA and IRs 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 purposefully designed to conservatively estimate
potential overpayments, GAo did not estimate the extent of any pension
underpayments. (,See ch. I and app. V.)

Results in Brief Nearly $1 billion more in beneficiaries' income was recorded in tax data
files for 1984 than was reported to %Ax that year. By not including this

income in its pension calculations, \A made potential overpayments of
$182.5 million to nearly 149,000 beneficiaries, (;AO estimates. \.A could
not have identified most of these potential overpayments because it
lacks access to tax data.

I "sing tax data to verify beneficiary-reported income data appears to be
an efficient, economical, and effective way to identify potential errone-
ous payments.

The potential overpayments GAO identified may not represent actual
savings to 'A. as the cases and amounts GAo reviewed have not been
referred to or adjudicated by M . Actual savings could be lower or
higher.

Principal Findings

Tax Data Match Reveals Of the 1.4 million 1984 \A pension recipients included in GAO's computer
Potential Overpayments match, nearly half-698,000-had income reported for them to IRS and

SSA by third-party sources. Of these, 549,00(0 had $947 million more
income on tax records than was recorded on V\A records.

Page 1 GAO 11R198-24 Veterans' Pensionsu



Executive Suminary

GAO identified potential 1984 overpayments of $182.5 million to nearly
149,000 vA beneficiaries by using tax data to recalculate %A 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.)

VA Could Not Identify XA's year-end beneficiary self-reporting system provided about 10 per-

Most Overpayments 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. ' x 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 %A's self-reporting questionnaires and related instruction sheet have
Improvement some design weaknesses that may add to inaccurate reporting. VA mighthave found these had it field-tested the forms before using them

program-wide. But in GAO'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 The most practical means to veify self-reported beneficiary income is to

Means to Verify Income allow the \A 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.

rns 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

Page 4 GAO/HRD-A-24 Veterans' Pensions
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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) iPas 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 reliable 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 \A's demonstrated ability to comply with
applicable safeguards. (See ch. 3.)

Recommendations Given the potential savings and the lack of data on potential tax system
consequences, GAO recommends that the Congress amend the Internal
Revenue Code to allow \A's pension program access to tax data SO \A can
prevent improper payments by verifying the income information that
beneficiaries report.

GAO also recommends that \A. 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.)

Agency Comments \A agreed with GAO that it needs the means to verify beneficiaries' self-
reported income and its income questionnaire documents could be
improved. VA disagreed with pretesting any revised documents.

IRS said it is opposed to giving \A 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.)

Page 5 GAO, HRD-S.24 Veteran. Pensions
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Chapter 1

hitroduction

The Veterans' Pension T1ieveterans5'penlsion program pays monthly cash benefits to eligible
ivarinl veeras ad teirsurviving spouses and ninor children1. Eligi-

Program bility is based onl financial need, determined by the beneficiary's Ic0uw
and assets as reported to the Veterans Administration (%,A). Ini fiscal Year
1984. XA paid almost $3.9 billion to ab~out 1 .6 million bend iCiarte0S.

Pension benefits for veterans and their dependents or survivors at-e
atit horized under title 38 of the U nited States (Code. Only needy veterans
who are p~ermanently and totally disabled from nonev -once
causes and who satisfied active-duty military service requirements arc
eligiblel The p~rogram considlers veterans 65 years (of age or older and

ntworking tobe totally disabled. Generally. tilh esosaelftli
bentef its unless subsequent changes inl thle incomle or net wvorth of the
vet erans and their surviving slumses render themi ineligible.

MN(t III -N. benefit amonomts depend onl which of three veterTans' pension
laws applies to the beneficiarvs eligibility:

Tile -lImpro'vd Law- pitnrsion. est ablishedl by Public Law 915-588 and inl
effect sinoc V .anulary 1 . I979. provides foor eligible vet erans and survi-
%.( Irs a Ilini iitii benefit level that is reduced by thle recip ient 's iou onle
(m1 it (lollar-tor-dollar basis to determine the( moont lily pension rate.
Shold t1( veterans.- income. including the( incomle of his, her sl1ise and~
anly (letpendent children, rise above a specified limlit, thec p ensiton t ay-
nl(Ient would be tot ally offIset.

*The -Sect it) 0W 11;. pension. auithlorizedl by Public Law 86 -21I1I. was o Of rt-
Iive Inml Ju.1tly 1, 1960, through 1)ecemiber:31, 1978. It renIiainis ' (wn tu

pewrsonots wh() qualiftied for it before 1979.
*The "O)ld Iaw p~i ension. creat ed by P ublic Law 73-2. was ofs'rat i\ e

heft we Juilly 1. 1 960t . Pensions tinder it remain available f or perswois whli
qualified for themn before 1979.

l'ersm011 re'e iving p ensions uinder e'ithoer 'of' tile two) earlier laws (an oleo t
to convert to( the (current Imloro ovcd Law program., if if is linancia Il V
ad vant ageou s to theml to (o10 50.

Too' is. In, '01111"Lst 14, ttoo \A disabloioO\% *tt~oil -isaototto ltO t I hat pox'. oooowi 'otl\ ' -1 .1 1 1 Io.;oIrd

Th r t1,11 .i xt o .;too. fIII sl.\IIn io 'I W l sw T lwu aNO' ittoo to oo l~o a otom '0ouo oii.I . tooile 1

114-l," r lai \\ i Ot lttO t to1to1. rtl % It,, t'o tot' Iga".itO ' \ ' oo-t4,111v ha toot t

o l totl ott-14 .to t.ttNe\ltotO ' ~tt'' o oltt 00t 0.otto . ottt '~I~ o'tti.t l r ll PettOll



C'hapter I

Old Law and Section 306 pensions. which are fixed at the December :31.
1978. rate. are collectively referred to as "protected' pensions. T[his
nieans 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 inconme limits. they will con~tinue 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.l
and 1.2). Likewise. Section 306 accounted for about 58 percent, or
919.239. of all p)ensioners, but about 28 p~ercent,. $1,0t79.0)58.000It. of I e'-
sion benefits that year. The Old La"w pension accounted for onl v 51 .089
pensioners and $36,943.0)00 of benefits paid.

As figure 1 .3 shows, average monthly benefits under the improved Law
also were significantly higher. Monthly benefits for veterans under t1e
Old Law were $75.54 in 1984. but for t hose under the Improved Law.
they' were $415.39.

Importance ofEvryyer requires each penlsion beeiil.,t eportl information
onl net worth, unreimbursed medical expenses, and dependents. andl onAccur-ate Income Data income (I1) actually received] in the previous 12 months and (2) ant ici-
p~ated for the next 12 months. 'rte anticipated annual income determines
P)rogram eligibility and the payment amount. Shotuld actual income for
he previous 12 months differ from the beneficiary's estimate reported

at thle start of t hat period. \Acan adjust the payment amount ret roac-
ively. In the absence of' contradictory or obviously incorrect informa-

I ion, it is %\s policy to rely on data the beneficiary provides.

A complex set of '\.\ rules treating beneficiary-reported income and
exp~enses providIes thle basis for determining eligibility and1 comiput ing
payment amounts. The different criteria governing income and expenses
uinder each pension law are 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 306i had t he high-
e'st incom~e limits in 1984. They were $6,273 for a veteranl or surviving
spouse and1 $8,435 for. a veteran or surviving spouise wit h a dependent.

"Pc .als- 'I-i excep lols. VA rolm iv j,~ voi - j is 14,1siom ototonoc It(,Vd,. wt fedc-to'dor ki ot
,4i, wv ammul . Black D m~g. Rmli-oa No iI I-(t Ifh M. id s01ocial sel-i11It \ N-10,1 Iu lo,oooo ord(15 lictio-

I'894. 11 G (AO Ilit-Ot-24 Veoterans' Peusiis



C'hapter I
Introduction

Figure 1.1: Percentage of VA Pensioners,
by Pension Law (1984) Ipoe

3.2%
Old

57.6% Section 306

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

1%
Old

27.8% Section 306

71.2%-Improved

The Old Law income limits were $5,470 for a Veteran or a surviv'ing
spouse and $7,919 for a veteran or surviving spouse with a depenident.
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 spo~use with a dependent.
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(hapter I
Introduction

Figure 1.3: Average Pension Awards to
Veterans and Survivors, by Pension Law
(1984) 450 1984 Monthly Award (in Dollars)

400

350

300

250

200
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100150
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0

Old Section 306 Improved

Pension Law

Veterans
SSurvivors

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 $5,963, 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.

Page 1:1 (AO llRI)-8-24 Veterans' Pension%



Chapter I
Introduction

Figure 1.4: Income Limits for VA Pension
Beneficiaries (1984) 10 Dollars (in thousands)

9
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Veteran Survivor Veteran with Survivor with
Dependent Dependent

SOld Law

M 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' limits 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.

Past Efforts to In 1982, GAO verified wage data reported for 1981 by \A pension benefi-
ciaries in the Philadelphia metropolitan area using P~ennsylvania's corn-

Identify VA puterized state wage data file. We referred potential overpayment cases
Pensioners' to XA'S Office of Inspector Genera! (OIG) for investigation and resolution.
Un ere ore InUltimately, about $1 million in overpayments due to pensioners' under-Unduerreported Income reporting of wages was identified.

In April 1982, the OIG 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 oIG 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-

Page 14 t;AO, HRI)8-24 Veterans' Pensions



('hapter I
IntrMuaction

the ou; had referred for adjudication about 4,800 pension cases having
potential overpayments of about $24 million due to nonreporting of
wages. By the end of fiscal year 1987, the o(h;I had added the states of
Missouri, Texas. and Washington, resulting in a cumulative total of
5.373 \A pensioners being identified as overpaid about $33 million.

While \A's oi(; 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. Mo reover, these files contain no infor-
mation on unearned income such as interest and dividends.

Income Verification in In fiscal year 1984. the federal government spent about $62 billion on
needs-based benefit programs, including \A pensions. Anticipating the

Other Needs-Based potential monetary benefits of improved payment integrity in the face

Programs of mounting federal budget deficits, the Congress enacted the Deficit
Reduction Act (D.FR\) of 1984 (Public Law 98-369). Section 2651 of
I)EFit amended the Internal Revenue Code to provide access to federal
tax data for income and eligibility verification plurposes for selected
needs-based programs. Among them were Aid to Families with Depen-
(lent Children, Supplemental Security Income (ssi), 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 .A and (2) interest,
dividend, and other unearned income data reported to uws. This tax
information cannot be used, t)E.\ sl)ecifies, 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 program 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 DEFIx,'s scope to include additional programs, including the \ A

pension program, and additional databases for verification purpx)ses.

Page 15 (GAO 11RD-8-24 Veierans' Pensions



Chapter I
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I ising its [)EFRA authority, six has computer-matched Ips unearned
income data with its ssi beneficiary files. As of August 1986, SSA had
identified $114 million in potential overpayments of ssi benefits to
161,000 beneficiaries. From a random sample of those cases, SSA 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.

Using Federal Tax The use of tax information for nontax administration purposes tradi-
tionally has been and continues to be a sensitive issue. Both the Con-

Information for gress and IRs have expressed concerns about the effects of tax data-

Purposes Other Than sharing on the integrity of the federal income tax system and on tax-

Tax Administration payer privacy.

For example, in enacting the Tax Reform Act of 197() (Public Law 94-
455) the Congress restricted access to tax information by requiring that
such access be authorized on a specific program basis in the Internal
Revenue Code. Since then, the Congress has authorized Iws to share cer-
tain types of tax information with other government programs. but only
for specific purposes. The tax data sharing under D)EFILA 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 %A pension beneficiaries, we have attempted to
address such concerns (see ch. 3). Other ;AO reports discussing the use
of tax data for income verification in needs-based programs are listed at
the end of this report.

Page 16 GAO IIRI)-8-24 Veteral,' Peiti s



Chapter I

Objective, Scope, and On September 10, 198.5. Senator FakI I. imirkowski. thlen ( 'Iairinlan
(now% Ranking Minority Member) of I lIe( Senate ( omlnut e e ()n Vot erans,M~ehiodology Affairs. asked uts to undertake, using federal Inicomle t ax dat a. at oie-t iIII

nat ionwide review assessing t he pa ,aynent integrity ot the vet eranls* 1)t n-

Sion programl admiinist ered hyv see app. 1). 111 request ing t his review.,
lie Chlairman said his goals we're to :

pri -rx v e I II Iletgri I . anid ligINlI at I\ e iririrr It I I 'v iriipuirt i I jiir"I a I 

lilt for ht VA b hi t'

T his report presents the( results of ourW r('vie\ andi Ii 1(1151 ()Ilt the fesi-
hility of using certain tax dat abase" mnlain liail('(l hyI ~ andi55 14) \vin IX
sell-reported inconme inforlmat ion v.\ ree'ives frnt its I 4Ilt~in

beefticiaries.

i~ s perillittedl to access tax infornmat ion for its auth! 5 only 144 thle
extent that (fie agency being audited mlaY do so . uless ;.\( ~Iis actIing aIs
ani agent of an authorizing congressio nal ct immit tee. Federal tax in It i-
niation is not available to vA for. its utse in alldit Ing and administering tille

veterans' pension program. Fh eiret tu e. thle ('ha irnman (If the Senate Vet -

erans' Affairs Committee asked the JToint ( ommilit tee onI Taxat io n toIauithorize Gi.\o. tax data access (see appl. IL. ( )n Ftebruiary 1:8. 196 !8b.v
was designated the .Joint Committee's agenit. purlsuant to sect iton

61I03( f)( 4) of the Inter'nal Revenue Code of 1 95-4, as a ntendl('. 14o (4 mdict
our review for the Senate Veterans' Af[fairs ('4 1mmiltl ee ( sete app . Ilk).
Specifically, we were aut horized to use o nlv su chi tax miformat io n as was
nec'essary to evaluiate the accuracy ol incomet repoIte hY v\t p1 ~ enlsionI~
b~eneficiar'ies and were stib*ject to1 all Internal lReventle ('o de restrlic'titons
that apply to disclosure (of tax in formation i.

In assessing the accur'acy (fItcn d1(1W(ata I'('' Il'i(d inl \A penlsion files.

(lii approach paralleled the IIEI"IL.\ inc-tnme and eligibility verification
prolvisioIns for' ac'cessing tax informiat ion. I nciecr IWL.the tax inflrlma-
titln used for verificationt is av'ailable about 14 toI 18 mnlt hs af'ter the(
end of the calendar year to wich it plert ains. We condultct ed the field
woIrk of our I'eview between Februmary 1 986 and My1987. Thel( latest
tatx infoIrmatioIn then available was for calenidar' \veat' 1984.

Working with I s and SA., weV c(Mpare1 It' earnings dat a for1 vA's ent ire
file (If pensioln beneficiaries (In the ro(lls its (o Novenmber 1 984-t Ie( most
colmparable vA file coIntaining 1984 earnings (dat a at thallt time-wit It
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appropriate 1984 tax data. We excluded several unique %A pension cat e-
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
\A and tax records only when ssN and surname in both records were
ident teal.

To provide a conservative estimate of potential overpayments. we recal-
culated the \A pension payment for only matched records that reflected
income variances of $1 00 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 lotential overpayments for the ent ire calen-
dar year ( 1984).

To validate our results, we obtained documents (submitted by 55 \,\
regional offices) from a random sample of ident ified potential overpay-
ment cases. To assure that \'A Could not identify the potential overpay-
ment cases in our sample, we "nasked" each saml)le case by adding t w(
nonoverpayment ('ases. \A's regional offices gave uIs copies ol the docu-
ments on which beneficiaries had reported their act ual and estimated
income data. We used that data to validate the accuracy of \\'s (omlpil-
erized income data used in ou" over)ayment ('alcllat ions.

We did our sample validation work so as to ensure that the results we
obt ained from November 1984 income data reasonably depicted year-
end data reported by \A beneficiaries we identified as l)otentially
overpaid. Normally, \A would have had the ()portunity to identify ben-
eficiaries rel)orting year-end income changes and ac'( rdingly make pay-
ment adjustments without the benefit of tax dat a. Therefore. we
('alculated the pension payment using y'ear-end income data, assuming
that vA could have identified those amounts as a result of' its self-report-
ing mechanism. "ro estimate potential overpayments not readily identifi-
able by \A without use of tax data, we statistically )roje('ted our sample
results to the potential overpayments we identified from tax data.

As a result of using a $ 100 income variance between \A\ and tax data for
each case as a "buffer zone," we excluded 215.00 1984 cases from Our
potential overpayment calculations and our validation work. To the
extent that such beneficiaries may have underreported to \A at year-end
t heir actual 1984 incomes by $100 or more, those cases also would have
to be considered as potential overpayments. This is because \-A would
have retroactively adjusted their pension benefits to reflect the lower
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income reported. Thus, our estimates (f 1984 iotential overl)ayments
are understated to the extent that potential overpayments exist ill this
large group of beneficiaries.

At the outset of out- work, we knew that the Internal Revenue Code
would not permit us to disclose tax data to v~x, third-party income
reporting sources, or potentially overpaid beneficiaries. Such disclosures
would be nec'essary to provide proper due process rights to such benefi-
ciaries and to uiltimately affirm whether actual overpayments were
made. Our review, therefore, would have to rely almost entirely on com-
puterized data in \A 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 l)oten-
tiallv 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 tinderpayments. Also, at the time
of our review. S.\ had posted to its records only about 1(0 )ercent (of the
taxable private pension income, thus understat ing the tax data matched
with \A data. For these reasons, we did not attempt to estimate the pos-
sible extent of underpayments. (See app. V, pp. 62 to 63.)

()ur review was made in accordance with generally accepted govern-
ment auditing standards with the following exceptions. B ecause we (lid
not consider it pertinent to our evaluation, we did not asess \A. MUS. or
s,.\ internal controls over the computer-based data systems used in our
study or any administrative controls. lHowever, on a test basis, we did
assess t he reliability of '\ and SSA income data by tracing computer
entries to source data. We adjusted our est imates of potential overpay-
ments when errors were found and otherwise attempted to preserve the
('onservat ism embodied in our review methodology. (For a more con-
plete description of our review scope and methodology, see app. V.)
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Unreported Income May Cause Significant
Potential Overpayments in VA Pension Program

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

" About $1 billion in differences exists between the income data recorded
in NA'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 xA
pension beneficiaries in 1984. Of these potential overpayments. \A'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 %A because \:A lacks access to
third-party-reported tax data at ms and 5SA. (There may have been some
underpayments as well, but we could not quantify them.)

* Improved Law pensions accounted for the greatest portion of outr 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 \A 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 \A.

" vA's income questionnaire should be clarified to attain better reporting
of income.

B-neficiary Income About 50 percent, or 698,000, of the 1.4 million \A pension beneficiaries
included in our study had earnings, interest, and dividends reported to

Variances Between VA iRs orssA in 1984 by such third parties as banks, corporations, and

and Tax Data employers. A comparison of such income information with income con-
tained in \A\ 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 million. 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 iRs. Such income represented
about 27 percent of the 1984 unearned income recorded in u.s records as
being received by VA pension beneficiaries (see app. V). This also caused
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Figure 2.1: VA Pension Cases With
1984 Tax Data 1.4 Million Veteran and

Survivor Cases Matched
With Tax Data Files

Income Recorded702,000 in Tax Data

Files

Cases With 56,000
Earned IncomeCases With

110,000 5Unearned
Cases With Both Income

Earned and
Unearned Income

Cases With Tax Data

(698,000)

Va Beneficiary Income Data Compared With Tax Data

23,000 (3%)
VA Data = Tax Data

S 126,000

(18%)
VA Data > Tax Data

549,000
(79%)

VA Data < Tax Data
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the remaining 18 p)ercent, or 1 26.000 cases, to appear to hav more
inlcome onl \A records than on tax records. Figure 2.1 showNs the var-i-
ances bet\%w(en the' I~s,' ssA an(1 vA databases.

To support a draft legislat ive prop~osal that %votild perinit it a(('(' to t ax
data. \A at tempted to obtain broad-based inttormatiton onl henel'iciarv
ilCncom. \A ('o1t racted Withi It?,, to perf'orm a onle-timle statistical tabulla-
tion comparing beneficiary income amnrts shttwrt onl \A's Novenlher
1984 master compensation and pensio~n record wvith income (jila shionv
oil individual tax returns tiled wvith mis f~or 1984. The Internal lReventie
Code pre('llided vA from getting individual '-ase data, but the t abuilatio ns
Iws pro-vided \A showved aggregate income onl tax ret urns to be about $1 .8i
billion greater than that recorded on \ records. This variance includo-d
se-veral items not covered by our study. i.e.: such nonrecurring incoine as
capital gains, rents, etc., and incomle in c-ases tof' (1I) corn pensat ioll. Wh('it'
the veteran is rated 1 ( ( -percent (disahled (luet to individlual ulnm-
lployability. and (2) parents' dependency and indemnity compensat iton.

\,A could not convert these aggregate income (liflIerences into pot ential
Overpayments or underpayments, buit its stutdy concluded that these
large income discrepancies ....more' than suippot It hel need for ain
inc-ome verificat ion means to tont rol against abuses in ouir traditional
self-reporting process.- No it having access to (tax data for veriticat ion
purposes, v:% c'ould not identity % and resolve specifltic cases of potent ial
pension (inerpavlinents result ing fromifl thlese (Ii teren('es.

Estimnated~i 1984 'VA U sing the November 1984 income e'st imates recoirdet or \.A pen1sioner-s
0-and the income data in 1984 tax retcordjs, we ident iticl 148,675 pe'nsiton

IPeflsiof beneficiaries wh-Io lpotent ially may have received over $ 182.5 million in

Overpaymnents Overpayment s (see table 2.1 ). Most of, these vA wVould not have identifited
an(I ad ,Iuic(ate1 through its existing p~rocedures, which rely heavily onl
the accray of b~enefic'iaries' year-end reporting of their' actual incomles
and net wort h.

Table 2.1: Estimated 1984 Potential
Overpayments Pension law Cases Amount

Old Law 4 103 $3 1141()3

Section 306 45838 5 1022 800

Imnproved Law 981734 128 399 528
Total 148,675 $182,536,521
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Following are illustrations of )otent ial overpayments ve idleit if'ied. all
cases involving pension payments made in November 1984. The in' r-
mation is presente d so as to lreclud(' disctosing uilt it ies of t I le individ-
uals involved.

*A 78-year-old housebound veteran received a inl1ihly i tioved Laxw
pension ptayment of $313. v\ (etermined his beellfit by subtracting the
$3,000111 annal social security" anlointi he estimated on his I 984 v\
income questionnaie from ithe $;,740 Improved Law ('itidlllieil liil
Oil his \X\ income quest ionnaiire for 1985, t, rep orted ni pro ir (1984 or
exleted (1985 ) interest inc(itnle. Inforiinmation tontained in thl li9I1 tax
records showed. however, that he roeived over $4.1 11)l in interest
inc'olt. Since his social sec.urityv and interest intom flolir 1984 1tigetiehr

exceeded the v naximum enit it leient limitl, \he woui I precliided Fr om
receiv'ing any. v% pension payment.
* A )9-year-old suiriving sp oise received a mont hly Illlroved I.a\v Iay -

ment of $307. As she repitrted to \\ no estint ed inone iof any tylY i 44l

her 1984 \A inotie questihinnaire. \A detcri'ied her cligile, fir lie,
maximumi n 83;695 ninual strvi 'or's belefi. I)n her 1985 inclme tll's-
I ionnaire. site ot inuied to ( repor I hall she received nt inconle in 198-1.
lnformat ion in the 1984 tax rtc(oiwds sowvd, howver, that S -reeivel

over $6.5( fI( inlt('rest inconl. Since her int('rest inctlt' exceedet I 0',
maximum benefit level, she would be prechide(l frot receiving an \\
pension payment.
:A 57-;var-)l~d vvht('iai and s1)otise, rele iv'd a ni tIt ly Sect i tin .1l; Im i(,-

siti p aymetl of $128 and declar(,d tlht'r only other 1984 imti"w t, I 11c
$5.101) in social securityV benefits. On t heir 1985 \ inctt(' 9ii 'sti 01-

faire. t hey repotrted ot prior (1984 or expected ( 1985 ) ino inln. Tax
data for 1984 shiwed, however, that the spouise had received over
$15,0 l( )t win wages and alout $1 ,3L1t in rt iriint'nt tml!'fits, and liit
together t hey had teeietod over $3,811 t intiiet(rest. Alt hliigh lie

spouse's wages are excluded in determining t it(, toitblh' inilont' tf this
Protected Law pe'nsioner, their combined 1984 so'ial s('ct'irit and inter-
t'st inone. and her retirement inc(ome-whi'h is ctintable-exceeded
the $8,435 maximtum incime limit. Thus, they would be precluded frtim

receiving any \ pension paymnent.
A 5(-year-old surviving spouse received ai monthly Section 30 einsitin

pament (if $129. At the start of 1984. she estimated to vA h.at she
wold 'amn $5,01) duiring the year and, at the end of hlie year. declared
that figire tn her 1985 \A intome questrnaiit as her at unil 194.
income. Tax data indi'ated. however. I hal her 1984 wag(' inctinie was iii
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excess (ot $1 2,000t. Slice the %A l~iflel lnlit fori this LaNN pf'Iil La
sioner, N\as $(i 27:3. she wvolld he pr-ecluded frllti Itectivilig all. % v)~l

sin paYment.

P I lnt i a O verpaymiient In i 1984. 10. porcen~ t Of aIll \A 1)Cn1sio (Inases MaN have b een overpa id.

Hates Vare hvC Pension~j( andI thle potentmial overlayvment rate \,aried from 6.2 percetnt uinder t 111

Law ~Sect inl 30 I; Law to) I 6.0 helcent untder Hc Ifiprovedl Lakv. Pittential
ovelra llavmlit rates b -v case anid aliotult fhr each pension ],I\w (a;tt.gt try

arev slit tn ili t able 2.2.

Table 2.2: Potential Overpayment Rates by Pension Law

Pension law
Improved Section 306 Old Total, alliprograms

Cases Amount Cases Amount Cases Amount Cases Amount'
- *.~~ 1 iC 127 £5 Th2 5

5. ~ .1 1

Percent 16.0 5.1 6.2 5.5 10.6 11.0 10.6 5.2

Wit It its hiiohiel nnt)tllv\ pam lentis (see cli I . t he Im1proved La pll
silln ciihielit ly accotuts for 71 p)'etent ofalt pensioin Pihigliimllp~ Ill(,nIt s
Ill lht t111t1uv, his law wvill take, )t inlcreasing impoittlce ais \%. 11;1a (Itf
pienion~f etfl-It hecauise piensittns undier t ie( othe llwI- pemisitl iiilws afle
thised 14 to ,\ -wapplicanits. Also, cur'rent pro*(tec(ted( pension heneti; ae
Canl elect to chang-e tt all llfr(tvedLa penisioni it' it is tinlalitialhv

advlxaitageisl t( o lt 5).

T I OfM B) el]efi ia ry FI thle 1 -18.675 I it t itiat t wei tayl iilt cases, \\Vt is; lat ed t he tye of

I11(10111( Not RecordedC( on )fl immecolded ilicomic that vere ((tlltileh inl tax 1cturds hilt )(tt \ x fieisitoll

\A Reco( rds 11 irds (see I able 2A8
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Table 2.3: Potential Overpayment Estimates by Type of Unrecorded Income

Type of Pension la~w
unrecorded Improved Section 306 Old Totals
income Cases Amount Cases Amount Cases Amount Cases Percent Amount Percent

Totals 98.734 $128.400 45.838 S51,023 4.103 $3,114 148,675 100.0 S182,537 100.0

llth relt and1 (11\ till k \ crCu iltli'iiti i I 'le li IMFV 11 Chil'~' l i 14111- tH l JY l

idlg a 11daetoi l siht'd $25.8Ics ;Iijhlid'ld" ttit 'Itiilde ith;11' rh)t't illeti

ie 'I , I I I )1hti1lal S'fUei t In jI I I fs i I I Tta ll tpiitt I t tI l t -ii
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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 %A. But we could not validate
this by referring the potential overpayment cases back to %A because we
were prohibited by the Internal Revenue Code from revealing tax infor-
mation to \A. 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 %A requires all beneficiaries to file
annually.

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

From our universe of potential pension overpayment cases, we selected
a random sample of 873 cases and asked \A to provide income reports
filed by the beneficiaries over a 4-year period. 1982-85. \A'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 \A 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 \A records
center, \;\ officials said. Our validation sampling procedures are
described in appendix V.

VA Master Pension Records Of 627 income reports beneficiaries submitted at the beginning of 1984,

Generally Reflect 83 percent, or 518 reports, showed an estimated 1984 income identical

Beneficiaries' Reported to that recorded on VA's November 1984 master pension record. )uring
the year, some beneficiaries may have reported changes in their 1984

Incomes income estimates as required under the pension program. Without exam-

ining the complete case file, however, we could not determine how man\
of the remaining 17 percent, or 109 sample cases, had income differ-
ences due to such changes as opposed to other reasons, sucih as possible
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\A posting errors. This notwithstanding, we are reasonably confident
that the computerized records we used were correctly posted from
reports filed with \ A.

Most Potential From beneficiary income information recorded in \A'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

Reporting Process adjudicate about $25.3 million in potential overpayments. About 14,500

ot the 148.675 potentially overpaid beneficiaries fully reported their
actual income to \A at year-end, we estimate. Thus, VA would have been
unable to identify the remaining $157.2 million in potential overpay-
ments to about 1:34,200 beneficiaries because it lacks access to third-
party-reported tax data at IRS and ssA.

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 v'A'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 \,.x could have determined
that the pensioners' 1984 incomes exceeded the limit. \A 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 19.94.

The Improved Law pension program requires a dollar-for-dollIar pension
adjustment for income beneficiaries report to \A. In our sample, only
10.9 percent (47) of the 431 potentially overpaid beneficiaries reported
at year-end "actual" incomes 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 income.4 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 $21.2 million of the $128.4 million we identified through
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tax data as potential overpayments to Improved Law beneficiaries in
1984.

Beneficiaries Not Properly %A pension beneficiaries must annually report their sources and amounts
Self-Reporting Income 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 \A. Such earnings were not detected through
%A'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 \A\ 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.

Nonreporting of Earnings Of the 148,675 potential overpayment cases we identified, more that,
26,000 pensioners reported no earnings, according to \A'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 \A 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 \A 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 1985 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 \A for 1982
through 1985 and received monthly pensions during each of those years.
Tax data showed, however, that the beneficiary earned over $8,000

Page 28 GAO/ HRD-88-24 Veterans' Pensions



Chapter 2
Unreported Income May Cause Significant
Potential Overpayments in VA
Pension Program

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

Interest, Dividends, Net Worth Interest and dividends must be reported as income on the NA annual
Often Unrecorded income questionnaire and the principal reported as net worth for the

year. \A defines net worth as cash in the bank, investments, or securi-
ties. Generally. XA 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 under 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 sample 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-
ciaries reported little or no net worth to %A: 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
A a net worth higher in amount than the interest and dividend income

amounts shown in tax 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, NA 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, a 52-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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$5,000 in dividend income. On her 1985 NA income questionnaire, she
reported no 1984 dividend income and no a,_tual or estimated net worth
for 1984 and 1985, respectively. Since her 1984 retirement and dividend
income together exceeded the XA maximum entitlement limit of $3,695.
she would be precluded from receiving any x pension payment. Also,

since she did not report the amount of her net worth, %A had no indica-
tion that this beneficiary might have sources of unearned income.

Improvements Needed Improvements in the current design of %x's income questionnaire could
help minimize unintentional misreporting and reduce erroneous pay-

in VA's eneficiary ments. But such improvements would not eliminate vA's need for a

Income Questionnaire means to independently verify information provided, as they would
neither preclude all unintentional misreporting nor prevent intentional
misreporting by individuals to obtain a \A pension.

Before October 1985, V\A collected eligibility data centrally. It sent each
beneficiary an Annual Income Questionnaire (AiQ) worksheet instructi)n
form and an A\IQ 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 \A (see figs. VII.l and VII.2). The beneficiary kept the
worksheet, and \A used the AIQ card to enter income data in the pension
payment record. \A would make no pension payments to a beneficiary
unless (1) it received the AIQ 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 :iQ

card with an Eligibility Verification Report ( .:\R) form similar to the for-
mer AIQ worksheet (see fig. VII.3). i.:\vis are mailed to NA beneficiaries
throughout the calendar year according to a distributed workload plan.
Beneficiaries now report their acAual and expected income on a fiscal
year basis and return the EVR to a \A regional office for processing and
updating of the central VA pensi-m master record.

In addition to requiring information on income and net worth, the EnV
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 \,\-each tailored to a specific
pension law and/or category of beneficiary.

We examined over 1,000 submissions of the \A questionnaire, as this was
an integral part of our validation of potential overpayment cases. After

Page 30 GAO HRD-88-24 Veterans' Pensions



Chapter 2
Unreported Income May Cause Significant
Potential (erpayments in VA
Pension Programn

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 forr ltmch of
the respondent population to read.

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

We believe that the :vi: ('an and should be improved and that \ 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 \A's mail ques-
tionnaires are included in appendix VII.
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Concerns About Using Tax Data to Verify
Eligibility for VA Pensions

'I'lli magnitutde ot'po ssible erroneouls vpensioin payments s10 ntglv si ig-
gest s that %.% shiould be athorized access toi ttx dat a to verify mcl*(I ime
eligibility ill thlt veterals, pension programl. I *sing tatx (tati ao lbront ax
puirposes hias seriouis implicat io ns. however, inl t etnms of po ntentijal effect

oil bot h t he vo( ilutiar- tax system and individual ftirtess and privacyN. A\

After c msdrintg a ntumber otI issuies. we coincluded t hat:

" Theo~ tc i veos and onlY suit able alternative meianls to ye f~ Sel'f-
reported 1)enlehiarv1 ilCOBiC is to allow \A access5 to I Illp-lt NV-reoll oted
ta\ data.

. ISe oti t d hta i would increase \.\,s prgi lifl itaiiiagelflit etfiit'lic ,v awld
effect i\eltess and likely result inl ili ins of dollars inl annulal saving"'.

" ''le benlefits of using tax data for income verificationl wotuld appieal lo
otweigh costs ~ittt ios ranging from I I (o I to as much aIs 58 toi I.
depending tiponl the criteria uised to Select cases for adolioicat ionl.

" %As u se oil t hii'd-lart V t ax dlata foir verif\Yin g income likely woutld
increase benleficiary comipliance witi hv\ income reporting req(11ifirenit S

(Jist as public knOt~iedge that 11's uises Such dat afor verificat ion pur-
poses over thle years hias enhanlced vofunt iary- comp)iance Wit It 110 taxN
laws.

" 'ilieri'l~ It() l stI (fies toi show\\ whet bet t here is. or has been, any chanlge
inl voIi ary tacomptliance ats ai restilt of ant h(iizig a pr-ograml aUccess
to tax informa11,tionl for- nn1t ax admil list rat ion pulrpioses. 1 lowever. l~si

pjalanning to illit iate suich a study.

I 'se of (the t bird-party tax dat a we obtatiled unider, proceduresc- identical
to t hose anlt hiorized by intvm\ proved to be an efficient. eo'oilliical. and
effvctive way Io identlify potelnt..'l errioineiiis v\ pension pavinicitl*

Are Thlere Suitable We~ consi Ired pssib le ways, it het thanl ising Itax dat a, by which V
9 cold verify income reported by penlsionli lteficia-ies and whthietlor

Alterniatives to VAS exist ing ;iroicedures for ri ollecil ig income data could lie improved. A\n

Use of Tax Data? accept able lternative sourcwe sho uild be

" readily acce ssihle. preferably from anl autloniated sysivent:
* (t1llplete. ill t hat all mator earnled and unearnied income is inlcluded: and
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accu rate, in) that It() inh1'reflt bias exists inl how the incomle is rel~iii ed
and somle managemfenit effort is expended to a:;surv that the information
is free froml er-ror.

One poss5i ble souiirce we co nsidlered. but re 'jected its ufllaccept alle. was the
quiarterly wage informat ion available from the files ot indlividulal state
agencies that administer fte U nemployment C ompensation Program.
W~hile t his minfrmat ion is housed ill auom nat ed s\vst emls. V.A would have

taccess it i ita state-lw-state basis. Alt houighi previous lises oif these
files bv uts and \.\s O ffice of Inspect or General have resullted in somei
proigram savings, we also have repoirtedl t hat it was impractical foir fed-
eral agencies to dol veiication 10 mat lies individually* with Iiach oft Ille
state wage files, even inl th li nlikely evenit that all 50) state agencies

Firlt her, state wage dat a excl ude ea rned inco me for* such (at ego ries (it'
1indiv idu als as iilit ary personn el. fedleralI civilianl em ib oy evs, rail ro ad(
workers, and the sel f-employed. Nor (to state files contamin ifrmation11
oil such iineartwel income as interest andl dividends5. which call oil \ he
oht amned frontm tax recoirds. Morecover. Ihe acclrac * of, statev wage dat a
(which states do not yerify or. warrantl ) would not suffice foir v.\ pensio n
pro gram purposes, alt biough it generally is coinsidered adequate c o
adlminlist ering U nemployment (pi mpe lsat iln.

hn adhdlit ii 111 we c( niis idvlred WhI et Ilmen \A eolmii (1btim aim (It ita onl illt(etest a 0(1
dlividend inco me from a1 single souirce other thanl the fts form i199 file.
The only other source would he the individual payers of interest andl
dlividlends. such1 as banks and corporations. It woul~d he virtually iimipos-
sible for- \A to independently identify. and imlpract icable Pftr it to iibt aml
such in formaltion from. each and every 0eceded inst itult ion.. Mo(reiver
financial institutiotns ordinarily are precluded from discloising rvoiitds
abiitit indlividual cust omer' accounts to fede'ral agencies by the Right to
Financial Privacy Act of 1 978 ( Public Law 95-6:30).

Thuts, we (det erminedl that tax data were the best alt ernat ive source
becallse:

Tax odata ()i vaned in(onme a1t-, maintained inl autlomlated readilY accessl-
ble files at hot h ss, and if?.,, and tax data on imnearnied incomei are simii-
larly]% maint ained at fits.
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Chapter 1
Concens About Using Tax Data to Verify
Eligibility for VA Pensioins

" Rs and ;sA 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 nis 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 1 SA and IRS perform accuracy checks on these reports bef ore Ihe
data are posted to their files.

Could \A significantly improve its existing procedures for collecting

income information from beneficiaries? We believe it is possible for \\ to
clarify the questionnaire and instructions used annually to (ollect
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 omitted-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.

v- might also require beneficiaries to annually provide copies o" their Ius
form 1040 income tax return to support income information provided in
claiming pension benefits. But we believe this approach would be luac-

ceptable because:

" It would not provide the independent means necessary for verifyi ng the
accuracy of beneficiary-furnished income information.

" Many \A 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.

" It would be more intrusive, fron a )ersonal privacy standpoint, because
the form 1040 contains more ipformation than \A would need to admin-
ister the pension program.

Page :14 (AO IIRIR88-24 Veerans' Persion%



Chapter 3
Cincerns Abmut Usinlg Tax Data to Verify
Eligibility for VA Pensions

Would the Use of Tax Income data on tax records and vA records we reviewed differed signifi-

Would thcease PoTax cantly. indicating that many vA beneficiaries improperly reported their

Data Increase Program income and received potential overpayments of pension benefits and. to

Management a lesser extent. potential benefit underpayments that we did not qual-

Efficiency and tifv. If \. managers had access to tax data, they could

Effectiveness? • detect whether information provided by beneficiaries was different
from that reported by third parties to SSA and IRS 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 k\ pen-
Sion records.

Wouild Program IPotential benefits to the k\ pension program by using tax data to iden-

I ify potential overpayments would exceed costs at ratios ranging from

Savings Exceed the I Ito I to as much as 58 to 1, depending upon the criteria used to select

Costs of Using Tax case, for adjudication. We base this conclusion on our estimate of poten-

Data? l ial 1984 erroneous payments and the cost to %A to retrieve tax data and
so Ilse it.

In terms of identified pension overpayments, 1984 potential \A program
benefits of using tax data would amount to about $157.2 million, we
estimate. v\'s cost to retrieve tax data for all pensioners and adjudicate
all cases with any earned or unearned income differences would be
$13.7 million. We base this cost projection on \A'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, come-
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, \A contracted with Imls to obtain

aggregate tax data on all VA pension beneficiaries at a cost of $44,000.

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

\'A's aitldi, ation .ost prcase in fiscal year 1986 represented anal -r'ag of I 12 oi r of (II tdtii a-
Ottr !irl to aIluuiistrativey resilve an idIntified inctimic discrepancy. priiarily r "tul i mrnes'-wn-
i'14i'te wit II he Imeneticiayr a... , for rmatlels remaining in dlispte., !Ihtrougl ln t;', %% to) thtrd pai i-'S
It did 114 i ' lhe(' IOlw lii alle 4i st o itnv'sigat ijg susis 'ted fratid ,ast's reerredI it, %A's Ote ffie o
In'ltw t or (vt'iiral.
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acceptable explanations for apparent income discrepancies. Ihe over-
payment amount could be greater than $157.2 million because we con-
servatively excluded miscellaneous income on Iiws records from the
amounts we used to calculate overpayments. \'A is required to count such
income, if reported or otherwise identified, in computing Ihe pension
benefit amoiunt. Nor did we determine whet her year-end beneficiary
reporting created overpayments in any of the 215.507 ca-ses, 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 esimate. we do not inchlde tile monetary value of t'uture
overpayments, which could be avoided by granting the \A pension pro-
gram access to tax data as sOol as possible.

Our estimate of A's cost to adjudi(ate cases may be high because we
assumed that v.\ would adjutdicate all 674,801 cases with third-party-
reported tax data. But \A 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
\A's adjudication costs from $13.7 million to as low as $2.73 million
($20.32 X 134.163 cases) and increase the benefit-to-cost ratio to
58 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 Ill(
additional pension payments that might be made to indemnify benefi-
ciaries whom vA may have underpaid. Also, %,.\ 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 oe identified when \:A determines what
system modifications, if any, actually may be needed.

Would the Use of Tax Third-party tax data is reported by employers on Is form \W-2, by pay-
ers of pensions and annuities on lirs form W-21), and by payers of inter-

Data Increase est and dividends on lks form 1099. Eventually, the data on these report

Comnpliance by forms are entered into nws' automated Information Returns Program file.

Program Participants? RS uses the file to verify income taxpayers report onl their annual
income tax returns.
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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 xA pension beneficiaries are made aware that the income they
annually report to \A is subject to verification using third-party tax
data. compliance with NA income-reporting requirements likely would
increase.

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

If \A\ used third-party income reports for verification, \.X pensioners
should be less likely to fraudulently report their income. Such false
claims or statements would be readily detectible and could subject then
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, V '.S ('ode.

What Would Be the Potential harnful impact on compliance with the nation's tax laws is the
single most important issue in deciding whether \A or other federal pro-

Impact on Data grams should be granted access to tax information, its officials advised

Confidentiality, us. Preserving the confidentiality of tax information is prerequis.te to
- ,Taxpayer -rivacy, the integrity of the tax system, according to ins. and using tax informa-

tion for nontax purposes compromises that integrity. Ilowever. Ims has
and Voluntary Tax no empirical data to support its contention. No studies exist that might
Compliance? 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 I\. I lowever.
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 6103 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 requi ements of the Code. To this end, ins has
issued the booklet. "Tax Information Security Guidelines for Federal,
State, and Local Agencies." All users-which would include \A, should it
be authorized tax access-are subject to criminal penalties for illegal
disclosures and to on-site data security reviews by isR and ;\).

Page :17 (AO IIRD-SN-24 Veterans Pensions



Chuapter :1
(oncents Abul Using Tax Dai~a to Verify'
Eligibifit) for VA Pens.ionis

VA offic-ials could foresee no( p)roblems in mneeting th linternal Revenue(
Code safeguiardinig requirements if allowed access, they told uts. Tradi-
tionally. vA hats processed and safeguarded much sensitive perso nal (dat a
tised in its medical, compensation, pension. education. and( similar pro-
grams, they pointed out1.

Nonet heless, grant ing access to tax data, even data Provided by third
part les. presents at special case regarding privacy and confidentijality~
issutes. Taxpayers and third parties have little choice inl revealing
fincomle information fol. tax administration purposes becatuse they are
mandated by law to do so and are subject to crimtinal and civil sanctions
it' t he". fail. Thell( issue is whet her informiat ion required to be providled for
federal tax administration should be used for another unrelated puir-
po)se-inco rne yerificat ion in needs-based benefit pn )gramns. lIn our view.
the issue requires considering the trade-ott bet ween a potential increase
inl t he efficiencN, and effectiveness of at legitimate government function
and possible government intrusion into the private lives of individuals.
lit enacting i*vt?_x lin 1984, the Congress considered that trade-off and
established aI significant precedent inl deciding that it was in the public's
best interest to authorize selected benefit programs to access third-party
tax data for income verification pttrposes.

tnw~slegislative history is not Clear ats to Why the \A~ pension program
was not) included among the benefit programs authorized uise of tax
datta. h-owever. \A~ did not and still does not have a quality assurance
program to determine whet her beneficiary incomne reporting is a pr'ob-
lem. Programs to which the act granted tax data access had at quality
ass5urance program or some means to mneasure quantitatively thle extent
of savings possible.

The Congress intended that privacy sateguardls be inl place to protect the
in format ion used fo~r verification and that individualIs receive appropri-
ate notification before anyW 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 age'ncies, including v,%. need to malke,
in how they administer their Privacy Act operations. For e'xampltle, fed-
eral agencies should systematically assess and provide for llrivacvl Act
training to enstire that personnel are, aware of the act's requirements
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and Office of Management and Budget guidance pert aining to such fll(--
tions as automating systems of records aind condtting computer mnatch-
ing programs. If \A is granted access to tax data, it should be prepared to
demonstrate that it can comply with and implemient applicable privacyv
safeguards before obtaining the tax dlata.

[The specter of a p~otential lianfltil effect onl taxpayers' voluintarv -orn)-

Iplance with the tax laws is a nauior concern inl coinsidering disclosure of
tax data for verification ill needs-based entitlement programs. suchi as
thle v\ pension program. W~e could find no relevant data. however. I Ibat
wouldl~ indicate thle effects of prlor disclosure'ts alit horized uni~der t he(
Internal Revenu~e Codle oil voluntary tax comliance. Mor'eover. files
cont aining recorrds on over 8(0 million recipients of federally supported
benefit p~rograms are now- matched or are eligible to be matchedl for
enforcement plurposes against third-party tax data in ss.x anid is files on

earned and unearned income. We believe, therefore. that an addhitioial
1.6i million \A p~ension records should I ive little incremental effect onl
voluintary tax compliance when the Congress has already appro~ved
matching (it'such a large number of records agaist third-part I tax dlita
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Chapter 4

Conclusions and Recommendations

Conclusions Significant differences exist between income recorded in .\ files for pen-
sion beneficiaries and taxable income independently reported under the
Internal Revenue Code for the same persons. Currently. XA- 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. \.\ made potential overpay-
nients of '$182.5 million to 148.675 beneficiaries in 1984 alone, we esti-
mate. Most of tlese potential overpayments-more than $157 million to
over 1,34.000 beneficiaries--would not have been detected by \A*S sys-
tent for self-reporting year-end income because v.\ could not verify the
data against tax records. Indications are that similar conditions existed
before 1984 and are cont inning.

Allowing \A 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 \\. The use of' tax data would (1 ) increase \v pension program effi-
ciency and effectiveness, (2) result in monetary benefits (potentially
save millions of dollars annually) that out weigh significantly the related
costs, and (3) likely in(rease beneficiary compliance with \Ys income-
reporting requirements.

We recognize that there are concerns about the potential effects of ising
tax data for nontax purposes 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 purl)oss
because it is mandated by law and subject to criminal and civil sanc-
tions. The dilemma is whether personal inf'ormation required to be l)ro -
vided for one purpose should be used for other unrelated l)ur)oses.
Although Is plans to conduct a study to attempt to determine whether
there is, or has been, any change in voluntary compliance as a result (If
authorizing entitlement programs access to tax information for eligibil-
ity verification purposes, no such studies cuirrently exist.

We believe using third-party tax informnation may have less p(tential
impact on compliance than using information provided directly by tax-
payers. Third-party information is required to be relxwted for the
expressed purpose of improvivng taxpayers' compliance with tax law
income-reporting requirements. Also, selected needs-based benefit pr(-
grams are current ly authorized a'cess to such data. If NA'S pension pro-
gram is given similar access, we believe \A could fully comply with and
iml)lement the appropriate priva'y and data security safeguards.
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Also, impriovements in the current design of \A'S income questionnaires
and accompanying inst ruction sheet could help minimize unintentional
misreporting by beneficiaries and reduce erroneous payments. We
believe \A should take advantage of our observations in chapter '2 and
appendix VII in redesigning these documents and )retest them wit It a
sample of respondents before implementing them pIrogram-wide. Such
improvements, however. would neither pireclude all unintentional misrie-
polting nor pirevent intentional misreporting by individuals to obtain a
\A pension and thus would not eliminate \A's need for access It) tax data
as a means to independently verify such inforumation.

Recommendation to Given the potential savings and the absence of (lata on p)tential ad\ erse
('onseqtences to the tax system and taxpaYer" privacy. we r omlmend

the Congress that the Congress amend section 6103()( 7) of the Internal Revenue
Code to allow v\ to access tax infornation so it can verify the income
information that \.\ pension pirogram beneficiaries i'2)oi-t, investigate
and resolve income differences. and p)i(-vent similar zrcuiTences. In
amending the law. we suggest the fillowing wotrding:

"Section ( 10)3( I X 7) of the Internal Revenue ('ode is amended by:

* striking out the period at the end of subparagraph (A) and adding "or
Title 38, United States Code. ther'eto:

* striking out the 'and' at the end of subparagtaph (D)(vi):
* striking out the l)eriod at the end of the subparagraph (1) ( vii) and add-

ing '; and' at the end thereof: and
* adding the following new subparagraph (I))) viii): "(viii) benefits pro-

vided under the veterans pension pirogi-am.-

Recommendations to To attain better reporting of benefticiary income anti asset information.

the Administrator of we recommend that the Administrator

Veterans Affairs • revise \A's income questionnairs and accompanying instru'ction sheet to
eliminate current design weaknesses, including those we have identified.
and

• pretest the revised documents with a sample of beneficiairies before
program-wide implementation to assure that the beneficiat-ies clearly
understand each question and instruction.
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Chapter 4
Conclusions and Recommendations

Agency Comments We requested comments on a draft of this report from kA, ins, and the
Department of Health and Human Services (ires). Their comments and
our evaluations of them are summarized below. Their written comments
are presented in full in appendixes VIII, IX, and X, respectively.

XA Comments and Our The NA Administrator stated that %A shares our concerns regarding
Evaluation income verification and the agency needs the ability to verify wages,

interest, and dividends. Ile stated also that VA concurs, in part, with our
recommendation that its annual income questionnaire documents be
revised. Ile stated that \,A would amend its EVi 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 \A agrees
with our conclusion that having a questionnaire designed for more than
one type of respondent creates the potential for error (see app. VIL. p.
77) and that the number of EVR types has increased from 9 to 11.

Regarding our observation that nearly all of the E:vn's design problems
are a direct result of xvx's attempt to limit its length to a single letter-
sized sheet printed on both sides (see app. VII, p. 79, and fig. VII.3), the
kA Administrator pointed out that, when the E:VI? was being designed, \A
considered using a multiple-page form (and an address label), which
would have permitted larger type and had a less cluttered appearance.
XA 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. \A 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. \A felt that many EVU? forms
would be misrouted, processing delays would occur, and pension
accounts would go into suspense erroneously.

Instead, xA chose to generate the i:vi's on its laser printer (at its Hines,
Illinois, computer center, according to %A officials) that is programmed
to print the claim number and regional office address on the FViR 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, VA stated, restricts the :v 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 each question to determine if it can be improved.
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We believe that NA's desired laser printing of the claim number and
regional office return address on the front side of the :iH is not an insur-
mountable barrier to further improving its clarity. For example, XA could
consider using a legal-size (8-1/2" X 14") form printed on both sides or
stapling a preprinted letter-size continuation sheet to a laser-printed
first sheet. Either option would allow NA 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.

x:, does not concur with our recommendation that it pretest any revised
i:vi documents with a sample of participants before using them nation-
wide. XA stated that, while pretesting does have merit, doing so would
not significantly improve beneficiary reporting. The main cause of over-
payments, according to %Ax, is client failure to report wages, interest, and
dividends. XA said that the related V.:vR? questions are "quite simple and
uncluttered." Rather than improve form design. A believes it needs the
ability to verify wages, interest, and dividends.

As we point out in chapter 2 and appendix VII, pretesting is a standard
practice in survey research and is an accepted quality 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 NA should pretest the i.t\'
documents in view of its reliance on those documents for critical infor-
mation needed to administer this program.

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

IRS Comments and Our The Commissioner of Internal Revenue stated that our recommended
Evaluation revision to the Internal Revenue Code to authorize the VA pension pro-

gram access to tax data is unwise and inappropriate. The confident iality
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 \'A's automated data processing (AIW) systems,
such that disclosing tax data to vA would pose safeguard problems. lie

V ,erals Administati01 Fi nancial Managemin: I'rofihl (GA() AFMID-5-34. Swit 20. 11 18 r
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stated that, since a computer matching program is the only avenue for
providing tax data to \A for its pension program, deficient computer
operations would adversely affect safeguarding of tax data.

The Commissioner pointed out that %A'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 7:32
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 Iits' 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 iRs' position and its characterization of \A's data-
safeguarding capabilities, including how \A would control and use the
tax data it would receive from ws and ss, 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 xA 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 XA Inspector General's computer matches 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 %:.\
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 NA 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 lRs to indicate that VA's inability to effectively use
the information it now receives further argues against furnishing \'A
with even more information. This conclusion was based on our report
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information that %A, using its current year-end self-reporting quest ion-
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 \.- was not effectively using available information.

Rather, it was intended to show that X's self-report ing process (h1s
identify some but not all overpayments, and %A adjusts ongoing benefit
payments using income and net worth data that beneficiaries (0 replort
IUsing the results of our demonstration match of %-A and tax data. how-
ever, we estimated that \A's self-reporting process was yielding only
about 10 percent of tile accurate data it would have needed to ientify
and act on all potential overpayments.

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

Without the use of tax data. \A's pension program will continue to have
i 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 \A
because the potential savings we cite may be overestimated and tile
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 IRS' assessment. We believe the benefits or savings for
%A 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 NA

would decide to adjudicate through direct contact with beneficiaries and
third-party payers of earned and unearned income. Investigative and
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relatedl prosecutorial cos)t s w utld he incurred only where VAsus peced .
based on its ad judication ettforts. t hat frauid was pre~sent ill a sped tfic
cas~e. %Ve believe SUti(l cs would be the excep)tion ratheur lihan the genl-
erail rule. bull cannot rehiabl 'v estimate such co~st s. As pointed out prev i-
ouslN., \A has already had cosiderablv exp erienice safeguarding
sensit ive personal dat a, and, haSe1 Onl discUSSio ms Wit It \A O fficials. t he
incremental c-osts (fitdequately sategluarditig t hie tax data shollld hc
milnial.

Also, our' anlss 1 gni. Zes I lhe possilbilit y I htl disclosurie of taix dilt
for- nontax putrposes could have ain effect ()it taxpayver voiliuia' y comlpli-
ance and tax revenuies. As we point ouit ti ch ap~ter :3. hod wever, nOmpr
meal evidence curren-clt Ilv exists on wt the effects mighlt be. Ill this
re garid, In qut~le st ioe oh I(Ill' (Inmaift repoi)rt st at emenit thIiat t here were n
st udies existing or uhnderway ()I the etleet s of dlisclo suries for n mlt ax
purhposes. IRs pointed olit t Itl its Researeli D ivision nis now% developing
plans to 'ond~uct a Study(I to "deterinle wfhat (empirical effect disclosure
fo r yer i('a ionl (it, reeds-hased ;?r(g. amls would Jiave oil 'omplIlianlce
with lthe tax law.s, and will seek;~ input to that ettort. uws believes
hat its planned study sho uld be compl eted before any consideration is

givenl to fuirt her amending the Internal Revenlue Code to grant tax data
access authority to t he %'.\ pension program.

We have modified our report text to recognize is' planned study, and
agreed to review the stutdy design and provide iris wvith our observations.
lts estimates, however, that the study may take 2 years or more to com-
plete. In view of the substantial amoulnt ot dollars ill \Ax pensiorn over-
p~ayments that might go undetected and] unrecovered pending the
planned study's comnpletion-the results ot which may prove inconclu-
sive-we believe co( ngressio nal Ico nsiderattio n of ()titr recommendation to
authorize the %A 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 8(0 million records with tax data ain additional 1.6 million
records verified by \A using tax data would appear to have little incre-
mnental effect on voluntary tax compliance.

HHS Comments is commented that the Executive Branch is cuirreintly reviewing our
recommendation to amendl the Internal Revenule Code to allow the v\'A
pension program access to tax data.
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Letter Dated September 10, 1985, From the
Chairman, Senate Committee on Veterans'
Affairs, to the Comptroller General

- Unitrd * tes $natt
COMMITTEE ON VETERANS AFFAIRtS

WASHINGTON. DC 20510

September 10, 1Q85

The Hon~orable Charles A. Powsher
" ptrollen Ceer al o f the ,vated States

S. erealAcr jrtrg ffice

WASrNGrN Di 20.

41 -. treet, N.W.

Washirgtor , '5.C. 2'SIJR

D)ear Mr. Bowsher:

The Humar Pesouroes Divisior of the Sereral Accourtirg

Cffice (GAO) irformed m that as of February 1934, it has
idertflied, ard the Veteraf s' Admiristratior (VA) has
confirmed, 37 cases of VA per sior overpaymer ts -f
approximately $i mIllor i' the Philadelphia metropolitar area
because of r reported earred income. The Veterans'
Admi istratior <Iffioe of the Ir:spector General has also

idertIfiej several million dollars in persior. overpayments in
Seorgia ard Florida because of misreportirg of income by
persior recipierts. In light of this preliminary irformatior
supplied to me, I am requestirg you to urdertake a one-time
demorstratior study at the rational level, to assess the
operatior of two programs irnvolving veterars' ber.efits--the
Veterans' Admiristration needs-based pension program and the
Veterar.s' Administratior. irdividual uremployability (Code 18)
compersat ior program.

The VA pensior program provides berefits to eligible
wartime veterar.s and to such veterans' survivirg spouses ard

minor children. Persion eligibility is based on the veterar's
permanent ard total disability, which is not traceable to
service, and the service requirements an.d income criteria
established by title 38 U.S.C. The orogram is designed to

provide a mirimum level of income to eligible beneficiaries
based in large part, or financial need, as determined by the

beneficiary's report of income and assets to the VA. The VA
individual uremployability compersat,ion program provides for

the award of a total disability rating for compensation
benefits where the veteran 's schedular rating is less than

total, but the veteran is unable to secure or follow a
substantially gainful occupation as a result of service-
connected disabilities. Thus, changes in a veteran's
employment status has direct bearing or a total disability

rating based on: unemployability.
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Letter Dated September 10, 1985, From the
Chairman, Senate Committee on Veterans'
Affairs, to the (omptroller General

The Hororable Charles A. Bowsher
September 10, 1985
Page 2

Ir !orductirg this study, I request you to include all VA
pension law programs, and the entire universe of VA pension
and Code 18 recipients, taking into consideration, however,
the statutory charges made by P.L. 98-543, which added new
trial-work period pilot projects and which may have an impact
or this study. I also request GAO to corsider all forms of
earned ard unearred income which have beer reported to the
Internal Reverue Service. I recognize that the best source
for obtainirg this data is tax information held by the
Irternal Revenue Service. I further recognize that the
Irterral Revenue Code restricts the circumstances under which
the IRS may disclose this information (Code sec. 6103). Under
the Code, disclosure is row permitted to many other ager:cies,
but rot to the Veterans' Administration, for use in auditing
programs administered by them. GAO generally may access tax
irformatior. for its audits only to the extent that the agency
being audited may do so. Since tax irnformation is r;ot
available to the VA to use in administering these programs and
thereby to GAO, I am requestirg the Chief of Staff of the
Joint Committee on Taxatior to designate GAO as an agent of
that Committee for purposes of cor~ductirg this study. Tax
information used by GAO for this purpose will be subject to
all restrictions or: disclosure that apply to other GAO studies
corducted as agent of the Joint Committee.

Finally, in requesting this study, my goals are to
preserve the integrity and legislative intent of these
important programs by ascertaining whether recipients are
receiving the benefits to which they are eligible, as well as
protecting the privacy considerations of all those recipients
who are eligible for these VA benefits. I believe the
methodology proposed by GAO for this study will achieve these
goals through the use of procedures which are currently
available to other federal agencies.

Sincerely,

Frank H. Murk
4
wski

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

.... . .lnitcd ,5tatts 5tnatt
COMMITTEE ON VEERNS AFFAIRS

WASHI NGTON. DC 20510

September 1O, 1985

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 Accounting 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 files. 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 dollars in pension

overpayments in Georgia and Florida because of misreporting of
income by pension recipients. In light of this information, I
have requested GAO to conduct a one-time demonstration study
at the national level to assess the operation of two programs
involvSng veterans' benefits--the Veterans' Administration

needs-based pension program and the Veterans' Administration
individual unemployability compensation program. A copy of my
letter requesting this work and sumarizing 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 see. 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 rot available to the VA for use
incomnbypning these programs, GAO may not, on its own,
acvess such information. To enable GAO to complete this
project, I am requesting that you designate GAO t3 an agent of
the Joint Committee on Taxation pursuant to Code section
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Appendix II
Letter Dated Septeniber 10, 1985, Front the
('hairman, Senate ('onunittee on Veterans'
Affairs, to the ('hief of Staff, .Join(
('ommittee on Taxation

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

6103(f)(4)(A). I understand that tax information used by GAO
in this project will be subject to 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 national 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,

F Knk H. Murkoski
Chairman

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

,onlutso of Me 1nitb Matito
JOINT COwmmTiE ON TAXATION

5I LONGWOTH HOUSE OFFICE BUILDING

asbington., 3C 20515

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 amendeJ,
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 ln Veterans' Affairs, previously nas
requested you to conduct this evaluation and has reques'ed my
cooperation in enabling you to use tax informacion as part of
your work. A copy of Senator Murkowski's letters to me ami
to GAO are enclosed.

The VA programs *o be evaluated provide needs-bas-d
payments to veterans who suffer from non service connecteA
disabilities. As a condition of receiving these pensioq
payments, veterans must report their income annually *o the
VA. GAO has informed me that the best source for determining
the accuracy of these income reports is tax information.
Under the Internal Revenue Code, except when acting as agent
of the Congressional tax-writing committees, GAO has access
to tax information for purposes of auditing a Federal program
only if the agency administering the program has such access.
The VA does not have access to tax information.

I expect that your designated representatives will have
access only to such tax information as is necessary to
evaluate the accuracy of income reported by recipients of
pension payments under these VA programs. Because of the
interest of other committees, including the Senate Committee
on Veterans' Affairs, in this subject, I anticipate that you
will be asked to brief other committees on the progress of
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Letter Dated February 13, 1986, From the
Chief of Staff, Ioint Committee on Taxation,
to the Comptroller General

congrroo of tbe anitub otates
JOINT COMMiTTEE ON TAXATION

Ila~tingfrn, D.C. 2Q 15

Honorable Charles A. Bowsher
Washington, D.C. 20548

Page Two

your work. I do not object to such briefings; however, I
would like to be notified in advance as to the nature and
time of all such briefings and be given an opportunity to
attend. (Of course, these discussions may not involve any
disclosure of tax returns or return informat'on.)

Sincerely,

'1id H. Brockway

Enc losures
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VA Income and Expense Criteria for Calculating
Pension Payments (1984)

Income and expense criteria
Pension law Veteran/widow Spouse Children
Improved law:

Countable income All sources, All sources All sources (less
earnings under
$3,300)

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

Section 306:
Countable income All sources, less 10 All sources less (a) 10 None

percent of social percent of social
security and security and
retirement retirement, and (b)

the greater of $1.998
or earnings

Countable Unreimbursed medical expenses in excess of 5 percent of total
expenses income

Old law:
Countable income All sources, less 10 None None

percent of social
security and
retirement (excluding
railroad retirement)

Countable Medical expenses considered excessive'
expenses

'All sources include earnings, social security benefits, retirement and other including interest and div
dends)

Page 54 GAO/HRD-88-24 Veterans' Pensions



A p pen d ix 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. I), we undertook a one-time review to ascertain nationwide the

accuracy of income reporting and possible resultant payment error in

NA's nonservice-connected disability pension program. In requesting this

review, the former Chairman cited previous GAO and %A Inspector (en-

eral reviews inl 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

%:A pension program is not authorized access to tax data under the Inter-

nal Revenue Code, by law (;AO 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 (103(fX4XA) of the Internal Rev-

enue Code (see app. 11). 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 6 103 (see app. 1II).

Because of this disclosure limitation, any px)tential erroneous pension

payments we identified using tax data could not be referred to \A for

adjudication and resolution. Rather, we were restricted to matching and
analyzing computerized data obtained from \A and tax databases and

depicting our results so as to avoid any disclosure of individual tax

returns and return information.

Methodology We initially focused on accessing the three relevant databases-the
master compensation and pension record file, the Information Returns

Program file, and the earnings reference file-maintained by %A, iRs, and

ssA, respectively, containing calendar year 1984 data. We designed this

phase of our study to parallel, zo the extent possible, the tax access pro-
cedures recently established for other needs-based programs by DEFRA.

Essentially, those procedures allow programs to access ,* ,'s earned
income tax data and ipts' unearned income tax data and require privacy
protection safeguards as welP 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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Level I. We measured the differences between beneficiaries' estimates of
income recorded in 1984 'A pension records and third-party-reported
1984 income in the tax databases.

• Level II. We estimated the effect of the differences on %A pension
payments.

* Level III. We randomly tested original file copy records submitted by v
pension beneficiaries to validate whether the data contained in \A'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 NA pen-
sion program were granted access to tax data.

Accounting for VA Records %.A maintains a computerized current monthly compensation and pension

Used in Computer Match 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 payments. These totaled 92,359 as of September
1984. We duplicated %,A'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 %A 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. I).

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

"'Veterans knefits: lmproving the Integrity of %A's I 'nemployability Compvnsat ion Program
(GAO/IIRD-87-62. 8,pt. 21. 1987).
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Figure V.1: Flow Chart of GAO's
Matching and Data Analysis Process
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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 iits and .'ssi comput-
erized tax data files for calendar year 1984. This process identified
697,813 v., 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 lor 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 \A'S master record and found 23,012 cases in which the
income entries were identical. These cases we excluded from further
analysis together with 215,507 cases with income variances between \A
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 \. and SSA
computerized records and excluded an additional 17,20(I cases from fur-
ther analysis efforts because of identified ..;A posting errors, or no
matching SSs or surnames in the ss.\ files.

For all other \A pension cases (442,094) with income variances of $100
or more between %A and tax records, we recomputed the A 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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Figure V.2: Records Obtained,
Created, and Excluded in Match
ProcessVAN 18

t82 829 case~s) lin(oeI11456 as )

VAse Penio Cs~Ncsepa ~epend Mathe Withrn NoIs~ 1984WsolMa

29338 203es Case 7ae 811~e 04 casesi

Dos onnncn Ma9259s hsnnnq Cadcssa c elnnses 984h'.

~ Case ~ Ine ret anthe ahlss drn th d t I~at. nrc

Page ~~9cases) HR-8-24 tni'Pnin



Appendix V
Objective, Scope, and Methodology

NA Records The \A 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. \x
updates a beneficiary's expected income using data obtained from an
annual income questionnaire or whenever the beneficiary notifies \\ 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 %,, 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 \A income reporting cycle ended in November
1984, \A. officials advised us, and that mont h's record contained t he last
complete details of 1984 income estimates \A used for pension payment
calculations. Estimates of income submitted by pension beneficiaries are
recorded in the \\ master compensation and pension record as follows:
(1) earnings: (2) social security benefits: (3) retirement: and (4) other.
which includes unearned income such as interest and dividends. With
the exception of social security benefits, we matched the other t hree cat -
egories of income on \A records with corresponding income obtained
from tax records. Since \A systematically cxchanges data with s.A tO
adjust benefits to reflect cost-of-living adjustments in social securit y
benefits, we assumed the information was accurately recorded in \A

records and excluded so(ial security benefits from our match.

Tax Records Third-party tax data are year-end statements of income filed by employ-
ers, banks, companies. and other payers. These documents are used by
IRS primarily as an enforcement tool for auditing income reported on
individual tax returns and by ,,s.A for posting to individual earnings

accounts for purposes of calculating social security benefits.

For all November 1984 \A pension beneficiaries, we accessed 1984
unearned income housed in its' Information Returns Program file. This
consisted primarily of data from tlhe Iws 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 income,

dividends, and distributions-in matching against "other- income in
V;Vs master records. For study purposes, we excluded all other third-
party reports, such as forms 1099, Miscellaneous Income, showing rents.
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royalties, prizes, and awards, because such income may be nonrecurring
or difficult to estimate or account for by \A 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 ms records as having
been received by \A 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.

5A annually receives Wage and Tax Statements (iits form W-2) and
Statements for Recipients of Annuities. Pensions, Retired Pay or IRA
[Individual Retirement Account I Payments ( i~s form WV-2IP) for use in
posting to its earnings records. Third-party payers submit these forms
to ss.\ identifying sti(h income sources as wages, pensions, and agricul-
tural income. One exception to third-party reporting, self-employment
(sr) income, is reported by taxpayers to Iis on schedule sE, form 104).
iiis then submits t he data to sSA for posting to individual earnings
records.

W\e accessed calendar year 1984 earnings data in SSA files for November
1984 %A pension beneficiaries. After combining wages sE., and agricul-
tural income, we compared the total with \:A beneficiary income
recorded as "earnings." Also. we compared employment pension income,
reported by pension payers to SSA on iRS form W-21), with \A beneficiary
income recorded as "retirement."

Most income reports are posted t,) IRS and sSA records within IS months
after the end of the tax year, officials there told us. We therefore
obtained 1984 income data for v.% pension beneficiaries from IRs in .June
1986 and from NSA in July 1986. In addition, beginning in 1985. , Sh
began posting 1984 employment pension data to its records, but only
about 1) percent of that year'(s totals were available for posting to SSA
records. Again, lacking nearly 90 per(ent of the third-party data on
emp)loyment pensions could have the effect of understating our estimate
of pension overpayments and overstating underpayments.

Level I Analysis For this phase, we identified income differences between \A pension
records and tax records. We requested 1984 tax data for 1.4 million V\A
pension cases on record as of November 1984. In total, 698,000 cases
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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 v\, records
with tax record data to determine the differences. We then tabulated the
number of cases and dollar value of the differences.

Level II 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-
ciaries 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 xA's master record. The payment model
successfully replicated %A's actual payments in 99 percent of the cases.

Next, w 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 XA 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. Our 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, SsA 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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underpayments. Table 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 Tax Data
Dollars in thousands

Pension law
Improved Section 306 Old Total

Cases Number Amount Number Amount Number Amount Number Amount
VA pension cases matched

Cases with income in tax databases
Earned income 25.344 * 30,857 * 210 • 56411

Unearned income 187.573 * 318,930 24,973 531.476
Both 29.191 * 80,028 * 707 * 109,926

Subtotal 242,108 * 429,815 * 25,890 697,813
Cases with no income in tax databases 374,844 * 314.376 • 12.662 * 701,882

Total cases matched 616,952 * 744,191 • 38,552 * 1,399,695

Level I Analysis for income variances
Cases with variances

Tax data > VA data 193,763 • 337.287 ° 17.943 548.993

Tax data -- VA data 35498 82,721 7.589 • 125,808

Subtotal 229,261 * 420,008 * 25,532 674,801
Cases with no variances

Tax data = VA data 12.847 ° 9807 358 • 23.012

Total cases analyzed 242,108 * 429,815 * 25,890 697,813
Cases with variances under $100

Tax data - VA data 84.375 * 100.857 • 4,483 • 189,715

Tax data 'VA data 9,176 • 15278 ° 1.338 * 25,792

Total cases 93,551 * 116,135 5,821 215,507
Cases with variances of $100 or more

Tax data VA data 109.388 * 236,430 * 13.460 * 359,278

Tax data VA data 26,322 , 67,443, 6,2511 100.016•

Total cases 135,710 * 303,873 * 19,711 • 459,294

Level It Analysis for overpayment effect
(cases with variances of $100 or
more) ,

Overpayments 98,734 $128,400 45,838 $51,023 4,103 $3,114 148,675 $182,537

"Although variances due to overreported ircome could result in potential underpayments. we did not
attempt to estimate the underpayment effect due to our conservative methodology in computing poten
tial overpayments (see discussion on p 62)
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Level III Analysis Because the cases for which we calculated potential overpayments could
not be referred to \A 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 %A master record to reflect higher or
lower actual income information for 1984,

" the underestimated income shown in the November 1984 xv.N record was
supported by documentation provided by the beneficiary, and

" significant underreporting of income to \A 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 \A regional
offices. \A 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 \A sent to its regional
offices.)
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Figure V.3: Sample VA

Letter Requesting Ben-
eficiary Reported Offce of the Chief -1 20

Income Data Benefits Director

Veterans
V0Administration

In Repl Refs, TC

LTR. 20-86-18 20/211A
November 10, 1986

Directors (00)
All VA Regicnal Offices and Centers

SUBJ: GAO Income Reporting Study

1. At the request of the Senate Veterans' Affairs Committee.
the GAO (General Accounting Office) is studying 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, 1984/1985 and 1985/1986. In any
case in which an initial report was Questioned 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. Otherwise, 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.,"1982/1983") 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 Al cards
if 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 mail 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 copieu, of the forms. To reduce the
volume of photocopying, please copy up to 3 Algs on a page
(I sheet for the fronts and I sheet for the backs). The
EVR is to be photocopied on 2 separate pages.

b. Staple all copies of forms for an individual case
together before mailing. The most effective packaging for
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Figure V.3 (Continued) 
t

2. November 10, IQP6

DVB Letter 20-86-18

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

c. 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 (211A), 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 information. You should make no effort
to locate materials at other stations (i.e., from transferred
claims folders or from ready reference decks located at other
stations).

6. The enclosure requires you to annotate information about
the availability 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 have 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
unavailability 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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Figure V.3 (Continued)

November 10, 1986 3.

LTR. 20-Q6-19

destroy the backup material after January 12, 1987
in accordance with the Records Control Schedule, VB-l, Item
13-005.000.

Ch e Director

Enclosure

Distribution: CO: RPC 2910
SS(218) FLD: DVBFS, I each
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Figure V.3 IConlinued)

ENCLOSURE ENCLOSURE

GAo PENSION STUDY

VA Field 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 ifAIQ is

not available for the 1984/85 cycle. Also show if award is currently active by
indicating Yes (Y) or No (N).
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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 vx 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 Revertue 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. \A regional offices reproduced beneficiary-submitted income
questionnaires for the years 1982 through 1985 and mailed them to us.

\A 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
byss.sA and 227 cases fo~r which \A did not provide the requ,,sted docu-

ments, primarily because the case files could not readily be located. \A
officials said the case files were either lost or transferred to other \
regional offices or had been retired to the \,\ records center.

Table V.2: Sample Size (Level I I)
Sample pension cases

Improved Protected Total
Original sample 500 295 795

Oversample (10%) 49 29 78
Subtotal 549 324 873

Less

SSA posting errors (2) (13) (15)
Questionnaire not returned by VA (116) (111) (227)
Subtotal (118) (124) (242)

Total sample cases analyzed 431 200 631

Since we were restricted in disclosing any individual pension case data.
we performed the Level III validation phase to measure the extent that
%A computerized records, used to match against tax data, represented
the most accurate data available for this purpose. Because our computer
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match was performed using November 1984 'A 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 (see p. 64).

For each of the sample cases, we reviewed the annual income question-
naires from 1982 to 1985 submitted by pension beneficiaries, including
the year-end income data reported for 1984. About l p) Ixercent 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. '\ 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 of 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 kA, would have reduced or
eliminated 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 \A because it does not have access to tax
data.

Table V.3: Analysis of Year-End Self-Reported Income Changes for GAO's Validation Sample of Potential Overpayment Cases
(1984)

Improved Protected Total
Number Percent Number Percent Number Percent

Beneficiaries reported 1984 year-end incomes
that agreed with 1984 tax data
Cases 47 (109) 15 (7.5) 62 (98)

Beneficiaries reported 1984 year end incomes
lower than 1984 tax data
Cases 384" (89 1) 185 (925) 569, (902)

Total sample cases analyzed 431 (1000) 200 (1000) 631 (1000)

"Includes 9t cases (14 percent of 631 cases analyzed) that reported 1984 year end income adJustments
but continue as potential overpayments because the reported income was still lower than 1984 tax data
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Currently, the self-reporting annual income questionnaire is \XA'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 sample
results, we calculated the portion of the 1984 potential overpayments
we identified using tax data that \A would have been capable of identi-
fying for adjudication purposes through its year-end annual income
questionnaire process. We are 95-percent confident that NA 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
Potential Overpayments VA Could Have Dollars in thousands
Identified Through Its Year-End Projected
Reporting Process Potential overpayments Projected overpayments VA could

overpayments VA could identify through year-end reporting
GAO not identify Projected 95-percent confidence

Pension identified through year- overpayment intervala
program using tax data end reporting estimate Lower limit Upper limit

Improved:

Cases 98,734 87,967 10,7671 7,868 13666
Amount $128,400 $107,185 $21.214 $12,773 $29.655

Protected.

Cases 49.941 46.195 3,746 1,927 5.565
Amount $54,137 $50.006 $4,131 $1,703 $6560

Total:

Cases 148,675 13 4 ,16 3d 14,512 d 11,089 17,935
Amount $182,537 $15 7 ,1 91d $2 5 ,3 45 d $16,666 $34,025

'Confidence intervals were computed at the 95 percent level of statistical confidence That is itf we
drew 100 samples, we would expect 95 of those samples to have estimates that would fall within the
calculated confidence interval Separate interval computations were made for each projected overpay
ment estimate, and the figures in these columns cannot be added

"This prolection excludes cases that reported'1984 year-end income adjustments. but VA would not
have been able to identify the full amounts of the potential overpayments because the reporled income
was still lower than 1984 tax data (see table V 3)

'This prolection includes potential overpayments that would be fully identifiable by VA as well as those
that would be only partially identifiable because the reported adjusted incomes at year end remained
lower than those shown in the tax data (seo table V 3)

iProlected cases and amounts do not add to totals due to rounding
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Details of Potential Overpayments by Type of
Unrecorded Income

Table VI.A: Total VA Pension Potential
Overpayment Cases and Amounts, by Type of unrecorded income Cases Amount
Type of Unrecorded Income Interest/dividends 94,084 $85.596,168

Earnings:
Agricultural earnings 1.923 4310.838
Wages 20.478 39.035.407
Self-employment 749 1,439 195

Non-VA pensions 2,712 3,368.179
Multiple income sources

Wages & interest/dividends 14,245 25.256 618
Wages & self-employment 196 503 507
Wages & non-VA pensions 1.297 2.302 156
Self-employment & interest/dividends 1.320 2.677 134
Self-employment & non-VA pensions 53 65.847
Interest/dividends & non-VA pensions 8.214 11.752.945
Wages. self-employment & interest/dividends 515 1.206.440
Wages. self-employment & non-VA pensions 22 39865
Wages, inte es/jdividends & non-VA pensions 2.562 4,437 941

Self-employment, interest/ dividends & non-VA
pensions 233 392508

Wages. self-employment, interest/dividends & non-
VA pensions 72 151 773

Totals 148,675 $182,536,521
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Table VI.2: Old Law Pension Potential Overpayment Cases and Amounts, by Type of Unrecorded Income
Veterans Survivorsa Totals

Type of unrecorded income Cases Amount Cases Amount Cases Amount
Interest/dividends 1.606 $1540,347 2,268 $1 395,484 3 874 $2 935 831

Earnings
Agricultural earnings

Wages 14 13,230 15 9072 29 22302

Self-employment 2 2,570 * 2 2570

Non-VA pensions 1 945 3 1.814 4 2 759

Multiple income sources
Wages & interest/dividends 23 22415 74 45058 97 67473

Wages & self-employment
Wages & non-VA pensions • 1 605 1 605

Self -employment & interest, dividends 15 16891 7 4,234 22 21 125

Self employment & non VA pensions
Interest/dividends & nonVA pensions 37 35645 21 14354 58 49.999

Wages self-employment & interest/dividends 1 945 • 1 945

Wages self-employment & non VA pensions
Wages. interest/dividends & non VA

pensions 4 3780 10 6 199 14 9979
Self-employment, interest/ dividends & non

VA pensions 1 605 1 605

Wages self-employment interest/dividends
& non-VA pensions ......

Totals 1,703 $1,636,768 2,400 $1,477,425 4,103 $3,114,193

,Sirvivwng spouses andor childrer

Page 71 (AO) HRD-88-24 Velerns' Pensions



II II I -

Appendix %I
Details of Potential Overpayments by Type of

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

Type of unrecorded income Cases Amount Cases Amount Cases Amount
Interest/dividends 12439 $17,054,105 15,606 $10175.436 28.045 $27229541

Earnings

Agricultural earnings 110 185.112 13 12,924 123 198.036

Wages 885 1.301.160 3068 3.845757 3.953 5,146.917

SeJf-employment 61 92.592 43 48912 104 141.504

Non-VA pensions 383 536.712 67 61,764 450 598476

Multiple income sources

Wages & interest/d,vidends 1.119 1.667,160 4.605 5420.162 5,724 7.087322

Wages & self -employment 10 17.244 20 25.416 30 42660

Wages & non-VA pensions 311 510.936 221 248.056 532 758.992

Self-employment & interest/dividends 263 470,316 180 195,144 443 665460

Self employment & non-VA pensions 24 32.100 11 8,544 35 40.644

Interest/dividends & non-VA pensions 4 183 6.403.224 583 493.332 4.766 6.896.556

Wages. self-employment & interest/dwdends 28 45552 69 85452 97 131.004
Wages self-employment & non VA pensions 3 2952 4 3,660 7 6.612

Wages interest/dividends & non VA
pensions 777 1.207 680 547 565.720 1 324 1 773 400

Self-employment interest/ dividends & non
VA pensions 142 237804 31 23352 173 261 156

Wages. self-employment interest,'dividends
& non-VA pensions 21 31 704 11 12816 32 44520

Totals 20,759 $29,796,353 25,079 $21,226,447 45,838 $51,022,800

'SurviR.in spouses and/or children
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Table VI.4: Improved Law Pension Potential Overpayment Cases and Amounts, by Type of Unrecorded Income
Veterans Survivors" Totals

Type of unrecorded income Cases Amount Cases Amount Cases Amount

Interest/dividends 44.409 $41,769,261 17,756 $13,661,535 62,165 $55,430.796

Earnings

Agriculturalearnings 1.677 4,005,585 123 107,217 1,800 4.112,802

Wages 10.658 23,436,559 5,838 10,429.629 16,496 33.866.188

Selfemployment 511 1,042,194 132 252,927 643 1.295,121

Non-VA pensions 1,733 2,227,730 525 539.214 2.258 2766.944

Multiple income sources

Wages & interest/dividends 4.480 10442.557 3,944 7,659.266 8.424 18 101 823

Wages & self-employment 133 389,056 33 71.791 166 460,847

Wages & non-VA pensions 494 1 058905 270 483.654 764 1.542,559

Self-employment & interest/dividends 695 1 670,987 160 319.562 855 1,990,549

Self-employment & non-VA pensions 13 18.834 5 6,369 18 25.203

Interest/dividends & non-VA pensions 2600 3,817,891 790 988.499 3,390 4.806.390

Wages, self-employment & interest/dividends 374 989992 43 84r499 417 1.074491

Wages self-employment & non-VA pensions 14 29.569 1 3.684 15 33.253

Wages interest/dividends & non-VA
pensions 833 1940460 391 714.102 1,224 2,654.562

Self-employment interest,' dividends & non
VA pensions 35 77006 24 53741 59 130,747

Wages selftemployment interestidividends
& nonVA pensions 37 102549 3 4.704 40 107.253

Totals 68,696 $93,019,135 30,038 $35,380,393 98,734 $128,399,528

'Sir ,iwrig spo(ises and/or children
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Observations on VA Income
Reporting Documents

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

Questionnaire Clarity Information derived from a mail questionnaire is self-rel)orted data and

Iportant in thus normally subject to two types of respondent errors:

Obtaining Reliable • unintentional misreporting because the respondent misinterprets a ques-
Data 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.

Preventing Respondents can err unintentionally when they cannot read questions
because of type size or clarity: when the language level is too advanced

Unintentional or the terminology too technical; when questions or instructions are

Response Error 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 is a standard practice in survey research.

xA designed and implemented both the previous AIQ and the current i.:\ il
without pretesting, ,.x officials informed us. To identify and eliminate

questionnaire design flaws, the agency has relied on feedback from pro-
grain 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 to complain about them. v\ obtains no
direct evidence of how the respondent actually reacts to and interprets
the questionnaire when receiv%.d.

i le, fore (X)'tub(r 1 98i. , AX ti.4'( an ,A\nnual [Iflht'n Qlni nI(, iif l and (/'lalinatitt' \' W ksle~r! ~Figtires
VII. I and VII,2 illustrate the AIQ and w orksliet rvsp ctivly. theln in erf'' l for Irtiprokved La pi-1
siun vterans withi no (lelien(h(nts. In ).toher 1985, VA adopted the Eligibilitv Verificatinl inR leK
Figures VIL3 and V11.4, resp-ctively, illustrate(lie It, ari a(viitiinianying inlst rulioii I n h nim 1"4-i
for Improved Law pensiin velerans with no i deend'ents.
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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,
" Old 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 EVI'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 XA valid and accurate
information.

" Many of the individual questions are, in fact, several questions imbed-
(led in one. For specific details about what information N. 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.

" Questionnaire complexity and item length problems are compounded
because some of the nine E\VRs 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 %A 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 n'Rn

or its separate instruction sheet a clear meaning of the terms.

-I (.ommenting oit a draft of this r(.e irl, VA, stated that the tnuii er I iif E\R Vrsioins hais re'(nlly
Ns'i't in1r'r't-v (I fron ) to II (s(4, ap;). VIII).
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For example, question 5D on figure VII.3 reads:

"DID ANY INCOME CHANGE (INCREASE/ DECREASE) DURING THE PAST 12
MONTHS? (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. (heck 'YES'. Also
check 'YES' for any change in the amount (up or down) of any other sour('e of
income, any NEW source or any ONE-TIME re('eipt of income)"

The term "ANY INCOME" implies income from any distinct source and
the question specifically defines "CIIANGE" as an increase or decrease.
"ANY INCOME CIIANGE" 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 decrease 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 \A and so(ial security cost-of-living adjust-
ments. Standing alone, the question is vague. A better approach could be
to ask the respondent four distinct questions. such as:

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

" "Was this because of a cost-of-living adjustment (COLA) from Social
Security or %x'?"

* "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
past 12 months'?"

In commenting on this report (see app. VIII), VA did not believe that outr
suggested clarification of this question was necessary and that the
detailed instructions for the question have resolved much unnecessary
reporting of social security cost-of-living increases. While this may be
the case, our concern is with whether most pension beneficiaries under-
stand the question 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 t hat t hey
have a clear and uniform understanding of the response expe('ted.

Respondent's Ability to The more a respondent relies on recall alone to answer EVH? quest ions,

Recall Information the greater the likelihood of response error. Probably, the respondent
will not remember precisely much of the information \A is seeking. The
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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 NT' 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 Evit 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 witl deci-

mal points also might lead the respondent to the same conclusion. XA 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 F.vR

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 EV instruction sheet do not corre-

spond to any of the i:vj question numbers, as a respondent might expect.

Questionnaire Format In general, the EVa format is 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 raore easily if there were more white
space on each page and if the items were more distinctly separated.

ENR 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 EV'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 limited to a single letter-sized sheet printed on both
sides. Nearly all of the design problems already described are a direct
result of ,A's attempt to limit the length of the Vw. Most of these flaws
could be eliminated if the FvR were lengthened, questions simplified,
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terms defined more clearly, type size enlarged, and the format made less
cluttered.

Reducing Intentional Other than a two-line reference to the legal penalty for submitting false
information printed in the smallest type on the page and easily over-

Rlesponse Error looked, the EVR contains no other language or statement that encourages
a respondent to report as accurately as possible. %A might reduce inten-
tional respondent error if the EVR contained a specific appeal for accu-
rate data.

"-oncluding We cannot relate any of these issues concerning the style and clarity ofobseru ins \A's income reporting documents to any of the overpayment problems
Observations cited in this report. We believe, however, that the present income re)ort-

ing documents can and should be clarified and that \:\ should have the
benefit of our observations before undertaking any design improvement
efforts. Also, pretesting the data collection instruments is a reliable
method that v-\ can use to assure itself that design l)roblems such as
those we observed are identified and corrected.
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Figure VII.1: Annual Income Questionnaire for Improved Pension Veterans With No Dependents

XMWTANT READ ENCLOSED INSTRUCTIONS BEFORE COM-LETlNG. THIS CAR DO~I P O E E SC U SIN AR
NOT FOLD, STAPLE OR TEAR CARD DO NOT USE WHITE OUT OR CORRECTION TAPE I P O E E SO U S IN AR

FORM~ APPROYFO

LYM MARITAL STATUS (CHECK ONLY ONE BOX VETERANS (NO DEPENDENTS) -- oso-
IIJ~~s ria b 1C -1. 1.1

4 I'll III

2 DO VOU HAVE ANY LINMARRIED, DEPENDENT CHILDREN? Im0L yEs 120 noWR iOAES aPYE-

1 ARE YOUA PATIENT IN AN"IRSING HONE? Il] YES w[:] No

4 FAMILY MEDICAL EXPENSES PAID BY YOU IN INA (DO NOT INCLUDE AMOUNTS THAT
WERE PAID OR WILL BE PAID BY INSURANCE AND MEDICARE)

Noll

TEOUCATIW4 EXPEN4SES PAID FOR YOURSELF IN 1994 -

36 DID YOU WORK AT ANY TIME IN 1984> II[]ES (2) [:] .

BENEFITS WILL BE DISCONTINUED IF COMPLETED CAR1D IS NOT RETURNED TO VA BY
T ANUARY I, 1985 COMPLETE BOTH SIDES

7 . 7~& '..3-, sJ AUT 1 oY~~ n eins- Tn f _

A. MC1ITHLY AMOUNTS VETERAN 9.ANNUAL INCOME SOURCES 1984 1 IS R

SOCIAL SECURITY CHECK AMOUNT ANNUAL WAGES FROM ALL EMPL"RENT

MEDICARE DEDUCTION ANNUAL INTEREST AND DIVIDENDS

US. CIVIL SERVICE ALL OTHER ANNUAL INCOME

US S1)ILrOAO RETIREMENT C. NET WORTH VETERAN

WLITARY RETIREMENT COOB SAN& AiCUTS, BiCs. PRCPE11I. E

BLACK LUNG1 BENEFIT 0010D AF.Y INCOME CHANGE (rNCFIEASE.'IECREIAE) IN 19)84?

COPANY/JNION PENSION (IlI ] YES (21[]NO (It 'YES.' Comsplete Ilnoa E, F and G) beIow)

i XE INOUE C 1(KE / Nf 1*1 !# nIT :1111D- -6. lIS,f -
STATE/LOCAL PENSION E 11111 OF ;KOK ,IV.ICD M8110 Quit ttRl, tit)
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Figure VII.2: Annual Income
Questionnaire Claimant's Worksheet for
Improved Pension Veterans With No IMRVDPNION QUESTIONNAIRE5

Dependents (VeteansWih No Dependetsl

RrruIrsNnTrcsePnbnARDnImNnTH PRIVACY ACT INFORMATION - No lurther mone) or other
ENaCLOnSnDtNsNIEsHE Rn T benefits ma) be paid under ibis program after January 1.,1985. un-

less the enclosed card is completed and retuned as required bryosrn
VIETERANS ADMINISTRATION Ing law 138 U.SC. 506). The information reqursied is consirtc

plo 80x 742 relesani and necessary in deiermine lie masimum breneltisto 1 hrt~h
PLADELPHIA. PA 13101 you ore emuled under he law Responses may be dislosd -uidt
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dclieg routine uses identified in VA sY-tm of record.
5SVAZI 22/25. Compensaian. Pension. Education and Rehabirra-
l ion Records - VA. publihedim ihe Federal Regiir

ISTRUCT IONS FOR1 COMPLETING THE IMPROVED PENSION OUESTIONNAIRE

PL EASE POLl OW THE INSTRUC'TIONS STEP-BY-STEP. We hair prosided the woilisheri r, heip
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answeerien ihe card and kecep (he worksheet for your records. If you do nor want to complete tre work

we renomwnd that you complete the worksheet and keep it for foot recotds because Your aeswrr, nra h,
subject to later, seriiction, DO N(OT SEND THIS WAORKSHEET TOl THE VA. BEL URN ItNI N0 fil
COMPI LTED CARD.

P1lEASE DO NI)TFOl D, TEAR. STAPLE OR DASIA(iE THE CARD You may os. a posirt itNsn
complete the Crd and may make erasures. but do not use white out at correction tape it -o unied ici

with the card, contact ihe VA Regional Office tn your area Toll-tee nunihers men be fond unider -1
Uoernment- to yact phone book. Ant accredited Ve eas ericogaictit wllatriepio

IMPLIETANT -ASNER ALIl QtEUSTIONS It ther prpe runt for an Into In no e *il NI tNt
or -0- DOf NOT LEAVE BL ANK An incomplete card utlI hasp it, he teltred toya. i ploe Ir 1on

tocmpee al s

IYOUR MA RI TAL S TATUS .. . ....
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tt vSraiL nco

63 ORE YOU WOR PAtnT iNY 0 NURING OM4 t
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Figure VII.2 (Continued)
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Figure VII.3: Eligibility
Verification Report for ...........
Improved Pension Vet- . ,,.,,,, -

erans With No R 0 BOX 102294

Dependents C1C1A0 IL 60o IMPROVED PENSION ELGIBILITY
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AUDITORS TEST FILE
KENOSH1 WI 13140 P.0 BOX 102214

OICAGO IL 10610

IF YOU DO NOT RETURN THE COMPLETED FORM TO THE VA BY DC 1, -1'on YOUR BENEFITS WILL BE DISCONTINUEr
IMPOPTA -Pless. read the inclosO Evp IsuctIos (VA Porn 2 1-8963; Por to co viet"g If,. to,-

I VETERAN PAYEE S MAMITAL STATVS ,Chic O FF - - .O1. -1r 1' - 1-I ,-.1,' -C-. P .M .a .L VI A. IF

II i MARRIED-LIVING WITH SPOUSE (Vo, we a piic nrO RHO hY w,tm yOuf SPOUS9 0, YoL I've CAI Omt ,o, 00a
iJ renll for .,P,* reslOl of I V"A g 0so'O.)

(2) [ MARRIED-NOT LIVING W'Tt SPOUSE (Yo, r Ilpg . 'fired pu S*oDtea -or Vo, SOoSO " t"s MOp-s n 1.
Show room CoHtnpot to pous@ S SIQoo'! dar'Q Me Ow S2 o 0 OLfs 1 o.0 not pOvLo. .,0 o0t ,; NY'S

(3) NOT MARRIED IYOU have level m r .1 .A ,0 1o, 010 01 wIO3Noemd:

00 YOU HAVE AN UNMARRIID OSEPN ENT C-DMlSN' 1-. A Yea, 'cm,.M . ,ar. -l.ra a. l I, .. t ...... F '
- We - -"- - NV4 t W. Ill- -1 AN'S Ita OR 1.M-ag 3 ,a .. c--A OR -. -, All. 'aa... . ...

, MIOS ...... m. IS ,' a. V M ITIH. , I .. O. OS -1 .M1 M... .. , IF. .. ... c. nEt

E]YES []NO

1A ARE YOUA PAI .IN 3 * • DATE ENTEEC, IC NAME ANC ADDRESS O NUPSI HOMO
N+mING MNI +It "YES NUlSIr. CMCt
¢OD~ra ta Ia 31P N+

SYES No
30 "1N.. NUEN MOME "'INTS 3E AM,'PAC CA A 010 1O.nO .0. k -MlE CS %Z'"

5 PAS7 ': MNIS [] YES El N7
5 REPORT OF INCOME AND NET WORTH

A MONTHLY AMOUNTS
NOTE-Pro to eompltrg item 5 ad arl tagws 2 3 and 4 of the EVE IYStrAcrOmS

SOURCE GROSS MON I
v 

AMOUNTS

SOURCE IlTC,.,d zo'0ts MoT1 ..eS m'SuFlte EXAMPLES
Mm i' tt I

SOCIAL SECURITY ToMA'ronrfl, Soc. SacI,

s 5 40 0C ar moe tM
'
, Mec C.'IU S CIVIL SERVICE Payment IS s01 50 Thelfoe -"

0,0, os th,,,nOunt t0 t*oc" I
U S. RAILROAD RETIREMENT 5rosso

MILITARY RETREMENT
. Ot rigort VA Er)ttal 2 You, monthiy CA( Serce o'

RAroao Ret,remenrt check s S3- 5
BLACK LUNG IIEEFITS and the deduct,on o, Uxes S S E-

RETIREMENT 10' to' IrmT! OrIganoi 0'
(Compan4.. loc. )tC.) Theretore nO," gross nO~T '. Mw"'w

SSII/PIILIC ASSISTANCE to 'PO' .S $39940

8 OTHER THAN MCNTHLY INCOME
Report total 6MO"ntS Of PtHe thn r c mrneelne VOc rec.ced fo, the perod noIcalso a the Ioul$n nol exct ICreceive f or ma D41ted irrdtcald ____________________________

FROM OCT 1. 19i1 FROM OCT 1, 11S0

SOURCE
TH'R. SEP 30,1 36 T' "LU SEP 0.1i87

TOTAL WAGES FROM ALL EMPLOYMENT S 
$

TOTAL INTEREST AND OIOENOS

ALL OTHER INCOME

A ,. 21-8915 ofiP . 0M a 'S AM (Continued on Reee)
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Figure VtI.3 (Continued)
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Observations on AA Iitconte
Reporting I)octtinents

Figure VII.4: Eligibility -_--
Verification Report
Instruction Sheet Veterans Administration

Eligibility Verification Report Instructions

The Eligibility Verification 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 organization will also help you

ADDITIONAL SPACE. Attach a separate continuation sheet if additional space is required to
answer any question.

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

INSTRUCTION PARAGRAPHS

1 NUMBER OF UNMARRIED, DEPENDENT CHILDREN. The VA may recognize a veterans natural
or legally adopted children (or stepchildren) who are not married and who are either under age
18 or between age 18 and 23 and in 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 is away at school but still a member of your
household, consider that child to be IN YOUR CUSTODY It you have no dependent children
show "0".

2. INCOME. Report all income (money and services), as requested. (Note for foreign beneficiaries
If you cannot show income in American dollars, specify the type of currency. such as oesos.
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 Security benefits
DO NOT report your VA pension or other VA disabdity or death benefits.

DO report VA education benefits. If you receive VA education benefits, e.g.. GI Bill or
Dependent's Educational Assistance), contact your VA office for help in reporting.

Ift you receive an EVR form which is type 5, 6, 7. 8 or 9 (see top right corner of the front of
the form for the type), report VA Insurance benefits.

3. MONTHLY AMOUNTS. List gross monthly income by source including any monthly deduction
for each benefit received. Ift you do not receive benefits from a source, write -NONE- or "0" in
the block provided.

NOTE-MILITARY RET REMENT. This means a monthly check from the Army, Navy, Air Force.
Marine Corps, Coast Guard or Public Health Service and is normally based upon 20 to 30 years
of service.

VA FORM Conrvue on ersei
JUL ,pf 21e 8983
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Reporting Documents

Figure V11.4 (Continued)

4 OTHER THAN MONTHLY OR ANNUAL INCOME. Enter only income sources other than the
monthly benefits already shown. DO NOT repeat any amounts alread, entered as monthly
income, and DO NOT show your VA pension

Instead. show the gross amounts (including amounts withheld for taxes. insurance etc ) of

Ia) Annual wages from employment
b) Annual interest and dividends (including interest on bonds and certificates of deposit

as well as savings accounts). and
(c) Other annual income that is not already Shown in another section (for example. VA

education benefits, rental income. insurance, business profits, etc I
If you did not receive income in a particular category, write 'NONE' or 0' in the space
provided.

5 FAMILY MEDICAL EXPENSES. You 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 countable income.

If you receive an EVR form which is type I (see top right corner of the front of the form for
the type), medical expenses are not deductable 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 children alone). the VA recommends that
you always report the medical expenses you paid

If you receive any other EVR form (types 2. 3. 5. 6. 7 and 8 or a widow receiving type 9).
generally your income will not be reduced unless the medical expenses you paid including
Medicare paymentt exceed $200. If you have any questions, contact the VA regional office
in your area.

You may be asked to verify the amounts you actually paid. so keep all receipts or other
documentation of payments. Enter the amount you actualypaid for medical expenses
(including health 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 PAID

6 SIGNATURE, If you cannot sign your name, make an X" mark in the signature space and on
a separate sheet furnish this statement: "I hereby certify that the information on this form is
true and correct to the best of my knowledge and belief" Place your mark under this statement
and have it signed by two witnesses who must also give their address.

7 IMPORTANT Be sure you have entered all of your answers and signed and dated the form
Return it to the nearest VA office or the VA address shown on the front of the EVR form
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Comments From the Veterans Administration

Of'fie of the Washington DC 20420
Administrator
of Vetorans Affairs

SVeteransAdministration

DEC 3 0
Mr. Richard L. Fogel
Assistant Comptroller General
Human Resources Division
U.S. General Accounting Office
Washington, DC 20548

Dear Wr. Fogel:

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

GAO reviewed the accuracy of income reporting in 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. GAO 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 it can verify the income information beneficiaries
report and prevent improper payments.

GAO recommends that the VA revise its 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 income verification, VA shares GAO's concerns. VA needs the
ability to verify wages, interest, and dividends. VA concurs, in part,
with the recommendation to revise our annual income 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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inclosure

VETERANS ADMINISTRATION COMMENTS ON THE
NOVEMBER 16, 1987, GAO DRAFT REPORT VETERANS

PENSIONS: USING TAX DATA TO VERIFY I -CW AN
IDENTIFY SIGNIFICANT POTENTIAL ERRONEOUS PAYMENTS

Comments on Recommendations:

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

We concur, in part, with the recommendation. We will amend our
Eligibility Verification Repor. (EVR) instruction sheet to emphasize to
the beneficiary the neca 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 GAO
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 inches. 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 GAO'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 income 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 programd to print the veteran's claim number and the address
of the VA regional office of jurisdiction on the EVR form. A window
envelope is provided. This ensures prompt return and expeditious
processing. Unfortunately, use of the'laser printer restricts the EVR to
a one-page form.
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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 it can be
improved.

Regarding GAO's suggested revision of EVR question SD (See report pages
Now on p 78 90-91.), a simplified revision of this question appeared on the old AIQ

form. It simply asked, "Did any income change (increase/decrease) in
1983?" 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 "no" 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.

GAO also recommended that the Administrator pretest the revised documents
with a sample of beneficiaries before progra-i-de implementation, to
assure that the beneficiaries clearly 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:

Now on p 10 Page 11, footnote, line 4 -- The third circumstance 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 (OIG) 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 in early 1981, was issued in September 1983. The
interim report for the VA portion of the interagency project 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 adjudicativ6 review. The decision to 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 Chicago. We suggest modifying the sentence as
follows: "Using an approach modeled after the President's Council on
Integrity and Efficiency project "Federal Employees Receiving Government
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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 iS, paragraph 2, lines 8-14 -- We suggest this portion be revised to

reflect current match results. The revision follows: "... As of the end
of fiscal year 1987, OIG referrals to 1VB regional adjudication staff had
resulted in $33.1 million in overpayments to 5,373 VA pensioners due to
nonreporting of wages. About 97 percent of these cases are based on
match results in Florida, Georgia, Missouri, Texas, and Washington where
I11B regional staff have either completed or have made substantial
progress in their reviews."

Now on p 22 Page 2b, paragraph 1, line 12 -- There are no "income differences" in
compensation cases involving individual 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 is rated 100 percent disabled due
to individual unemployability and in cases of parents' dependency and
indemnity compensation which were not included in our study results."

Novw on pp 32 and 35 Page 40, third indent, lines 3 and 4; and page 45, aragraph 1, Line 5 --
The second full paragraph on page 46 explains what criteria the VA could

Now on p 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 as "depending upon the criteria used to select
cases for the match."

Now on p 56 e -- The second paragraph should be rewritten to conform to the
terminoogy in our suggested revision of the first paragraph on page 26.
Proper terms are "parents' dependency and indemnity compensation" and
"compensation at the 100 percent disabled rate due to individual
unemployability."
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Comments From the Internal Revenue Service

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVI(-E

WASHINGTON. D C 20224

COMMISSIONER DEC 19 1j7

Mr. William J. Anderson
Assistant Comptroller General
General Accounting Office
Washington, DC 20548

Dear Mr. Anderson:

We appreciate the opportunity to review the draft report
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).
Overall, based on our review, we believe the recommended
revision to Internal Revenue Code (IRC) section 6103(I)(7) is
unwise and inappropriate.

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 Confidentiality of Tax
Information

Our concerns about 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

Now onp 5 example, GAO 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. GAO, in both this
draft report and its September 20, 1985, report entitled
"Veterans Administration Financigl Management Profile," noted
weaknesses within VA's automated data processing systems.
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Mr. William J. Anderson

A computer matching 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

Now on p 38 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

Nowonp 4 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 to change or update pension payments. The
VA's inability to effectively use the information 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

Now onp 3 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 included in the cost estimates.

The cited letters have We have expressed very similar concerns with respect to the
September 1987 report on "Veterans Benefits: Improving the

not been reproduced Integrity of VA's Unemployability Ccupensation Program"

in this report but are on (HRD-87-62). In fact, I wrote you about these concerns on June

file in GAOsHuman 17 of this year, in relation to the draft report noted above,

Resources Division 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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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, is 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 GAO to discuss this issue. It
was noted at that meeting that the Service, with appropriate
input from GAO, would conduct a study to determine what
empirical effect disclosure for verification of needs-based
programs would have on compliance with the tax laws. The
Research Division of IRS is currently developing plans for such
a study.

Given this activity, we take issue with the draft report
which states at page 52 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 conclusion effectively ignores the study
discussed at the meeting. We believe the study should be
conducted before any consideration is given to amending section
6103(l)(7) in the manner suggested.

We hope these comments are useful in preparing your final
report.

With kind regards,

Si Perely. n
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Comments From the Department of Health and
Human Services

( I3IPARTMtNT Of HEALTH & HUMAN SERVICES Offic of Ir p-c Gww-

MAR 1 19J

Mr. Richard L. Poqel

Assistant Comptroller crneril
U.S. "eneral Accountinq nffico
Wash inqton, n.C. 2054q

Dear Mr. Pooel

The Secretarv i.aked that I reqpond to your renuest for the
Department's comments on your draft report, "Veterans Pensions:
Usino Tax Dita to Verify Income Can Identify Siqnificant
Potential Erroneous Payments." The enclosed comments renres-nt
the tentative position of the Department and are subject to
r _evauation when the final version of this report is received.

We appreciate the opportunity to comment on this draft report

before its publication.

Sincerely yours,

Richard P. Kusserow
Inspector General

Enclnsure
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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 TO VERIFY INCOME CAN IDENTIFY SIGNIFICANT POTENTIAL
ERRONEOUS PAYMENTS"

The General Accounting Office (GAO) recommends that Congress
amend the Internal Revenue Code of 1986 to allow the Veterans
Administration (VA) pension program access to tax data on
earnings and pension income so that VA can verify income
information that program beneficiaries report. To the extent
that GAO is recommending legislation to implement such access
this proposal is currently being reviewed within the Executive
Branch.
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Related GAO Products

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

Welfare Eligibility: Deficit Reduction Act Income Verification Issues
(GAO/HRD-87-79FS, May 26, 1987).

Social Security: Pension Data Useful for Detecting Supplemental Secur-
ity Payment Errors (GAO/11RD-86-32, Mar. 12, 1986).

Eligibility Verification and Privacy in Federal Benefit Programs: A Deli-
cate Balance (GAO/i1RD-85-22, Mar. 1, 1985).

GAO Observations on the Use of Tax Return Information for Verification
in Entitlement Programs (GAO/IIRD-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/11RD-82-9, Jan. 14, 1982).
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