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Executive Summary

Purpose

Background

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 reiies almost entirely on benefi-
ciaries’ self-reporting. Overpayments due to beneficiaries’ underreport-
ing their income were disclosed by earlier Gao and va Inspector General
reviews in certain localities. The former Chairman (now Ranking Minor-
ity Member) of the Senate Veterans’ Affairs Committee asked GA0 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 VA pension program access to tax data for the same purposes.

(See ch. 1))

VA provides pension benefits under three laws, cach 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 oftset 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 information beneficiaries provide on an
annual VA 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 (DEFRA) 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 (s8a) and the Internal Revenue
Service (1Rs) on earned and unearned income. But, bEFRA did not include
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Executive Summary

Results in Brief

Principal Findings

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. 1 and app. V.)

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

Using 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 Ao identified may not represent actual
savings to VA, as the cases and amounts GAO reviewed have not been
referred to or adjudicated by va. Actual savings could be lower or
higher.

Tax Data Match Reveals
Potential Overpayments

Of the 1.4 million 1984 va pension recipients included in GAo's computer
match, nearly half—698,000—had income reported for them to 1ks and
ssA by third-party sources. Of these, 549 000 had $947 million more
income on tax records than was recorded on va records.
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Executive Summary

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

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

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

VA Could Not Identify
Most Overpayments

vA's year-end beneficiary self-reporting system provided about 10 per-
cent of the data needed to fully identify the potential overpayments Gao
found using tax data. Beneficiaries seldom changed their yearly income
estimates once provided to VA.

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

Self-Reporting Forms Need
Improvement

VA's self-reporting questionnaires and related instruction sheet have
some design weaknesses that may add to inaccurate reporting. VA might
have found these had it field-tested the forms before using them
program-wide. But in 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
Means to Verify Income

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

Irs has concern that using tax data for nontax purposes may intrude

into personal privacy and erode public compliance with the nation’s vol-
untary tax system. Granting tax data access represents a special case
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Executive Summary

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

Allowing vaA 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 vA’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 va’s pension program access to tax data so VA can
prevent improper payments by verifying the income information that
beneficiaries report.

GAO also recommends that VA, to attain better reporting by beneficiaries,
(1) revise its annual income questionnaires to reduce design weaknesses
and (2) pretest the revised documents before program-wide implementa-
tion. (See ch. 4.)

mm VA agreed with GAo that it needs the means to verify beneficiaries’ self-
Agency CO ents reported income and its income questionnaire documents could be
improved. VA disagreed with pretesting any revised documents.

IRS said it is opposed to giving vA access to tax data, believing that such
access would compromise the voluntary tax system.

The Department of Health and Human Services said the Executive
Branch is now reviewing GA0O's legislative recommendation. (See ch. 4
and apps. VIII through X.)
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Chapter 1

Introduction

L
&
’ . The veterans' pension program pays monthly cash benefits to eligible 1
The Veterans’ Pension '°* pension program pays monthiy enetits (o CHEILIC »
wartime veterans and their surviving spouses and minor children, Eligi-
PI‘OgI‘ am bility is based on financial need, determined by the beneficiary’s income

and assets as reported to the Veterans Administration (va). In fiscal year
1984, va paid almost $3.9 billion to about 1.6 million beneficiaries.

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

Monthly benefit amounts depend on which of three veterans' pension
laws applies to the beneficiary's eligibility:

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

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

o The "Old Law™ pension. created by Public Law 7:3-2. was operative
hefore July 1. 1960, Pensions under it remain available for persons who
qualified for them before 1979,

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

PIhis s contrast to the VA disabihiny compensation program that pays monthiy benefits to disabled
veterans according 1o how much their service-connected disability reduaces thewr earmmg capitcity in

civilian ocenpations

Needy surviving children of veterans are separately eligable for benetitsat o1 there s no surviving
sporse, 020 the surviving sponse s inehigible for a pension by reason of income or remarrage, or i
they are notn the costody of the snrviving spouse Therr annual pension rites also e reduced by
thetr anmual conntable income -l income recened, less specifie exclusions (see app IV dind by
the mcomes of any persons with whom they are residing whoare legadly responsible for ther

stpport
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Chapter 1
Introduction

Importance of
Accurate Income Data

0Old Law and Section 306 pensions, which are fixed at the December 31,
1978, rate, are collectively referred to as “protected” pensions. This
medns that, as long as the beneficiaries remain permanently and totally
disabled, the numbers of their dependents do not change, and their
incomes do not exceed applicable income limits, they will continue to
receive the protected pension amount.

In tiscal year 1984, the Improved Law pension accounted for about 39
percent, or 625597, of all pensioners, but 71 percent, or almost $2.8 bil-
lion, of the $3.9 billion in pension benefits paid that year (see figs. 1.1
and 1.2). Likewise, Section 306 accounted for about 58 percent. or
919.239. of all pensioners, but about 28 percent, $1.079.058.000. of pen-
sion benetits that year. The Old Law pension accounted for only 51.089
pensioners and $36.943.000 of benefits paid.

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

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

A complex set of va rules treating beneficiary-reported income and
expenses provides the basis for determining eligibility and computing
payment amounts. The different criteria governing income and expenses
under each pension law are presented in appendix IV. During 1984, the
year covered by our review, the maximum income limits for cach of the
three pension programs varied. (See fig. 1.4.) Section 306 had the high-
est income limits in 1984. They were $6,273 for a veteran or surviving
spouse and $8.435 for a veteran or surviving spouse with a dependent.

“There are several exceptions: VA rontinely e mpares its pension income records with federal el
service annuity, Black Loang, Ratlroad Retirement, and social seearity benefit program records. Bene-
fit pavments to VA pensioners under snch programs are nsed 1o reduce VA pension program
payments
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Figure 1.1: Percentage of VA Pensioners,
v by Pension Law (1984)

Improved

3.2%
Old

v

57.6% Section 306

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

1%

Oud

27.8% Section 306

Improved

The Old Law income limits were $5,470 for a veteran or a surviving
spouse and $7,919 for a veteran or surviving spouse with a dependent.
The Improved Law income limits varied considerably. They were set at
$5,515 for a veteran, $3,695 for a surviving spouse, $7.225 for a veteran
with a dependent, and $4,841 for a surviving spouse with a dependent.
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Chapter 1
Introduction

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

450 1984 Monthly Award (in Dollars)

oud Section 306 Improved
Pension Law

Survivors

The income limits under each pension law increase periodically accord-
ing to changes in the Consumer Price Index. For example, under the
Improved Law program, the income limit in 1987 for a veteran with no
dependents was $5,963, 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 (Iks) and the Social
Security Administration (ssA), represent income information reported by
such third-party payers as banks reporting interest payments and
employers reporting wages, as well as by self-employed earners. Tax
data files are widely recognized as the most comprehensive and central-
ized sources of individual income information available.
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Chapter 1
Introduction

Figure 1.4: income Limits for VA Pension
Beneficiaries (1984)

Past Efforts to
Identify VA
Pensioners’
Underreported Income

10 Dollars (in thousands)

Veteran Survivor Veteran with Survivor with

Dependent Dependent
Ej Old Law

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.

In 1982, GAo verified wage data reported for 1981 by va pension benefi-
ciaries in the Philadelphia metropolitan area using Pennsylvania’s com-
puterized state wage data file. We referred potential overpayment cases
to va's Office of Inspector Genera! (01G) for investigation and resolution.
Ultimately, about $1 million in overpayments due to pensioners’ under-
reporting of wages was identified.

In April 1982, the 01G 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 016 had completed
matches in two southern states and targeted several large states for
completion on a priority basis. In the two states—Florida and Georgia—
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Chapter 1
Introduction

Income Verification in
Other Needs-Based
Programs

the 016G had referred for adjudication about 4,800 pension cases having
potential overpayments of about $24 million due to nonreporting of
wages. By the end of fiscal year 1987, the o6 had added the states of
Missouri, Texas. and Washington, resulting in a cumulative total of
5.373 vA pensioners being identified as overpaid about $33 million.

While vA's 0IG believes that program-wide overpayments mayv amount to
several hundred million dollars, identifying specific overpayvment 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. Morcover, these files contain no infor-
mation on unearned income such as interest and dividends.

In fiscal vear 1984, the federal government spent about $62 billion on
needs-based benefit programs, including va pensions. Anticipating the
potential monetary benefits of improved payment integrity in the face
of mounting federal budget deficits, the Congress enacted the Deficit
Reduction Act (DEFRA) of 1984 (Public Law 98-369). Section 2651 of
DEFRA amended the Internal Revenue Code to provide access to federal
tax data for income and eligibility verification purposes for selected
needs-based programs. Among them were Aid to Families with Depen-
dent Children, Supplemental Security Income (ss1), Food Stamp. and
Medicaid.

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

The vA pension 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 DEFRA's scope to include additional programs, including the va
pension program, and additional databases for verification purposes.
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Using Federal Tax
Information for
Purposes Other Than
Tax Administration

Uising its DEFRA authority, ssA has computer-matched IRS 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 ss1 payment reductions and
program withdrawals of uncooperative beneficiaries. This match,
including follow-up action, would cost $6 million, ssA estimated.

The use of tax information for nontax administration purposes tradi-
tionally has been and continues to be a sensitive issue. Both the Con-
gress and 1ks have expressed concerns about the effects of tax data-
sharing on the integrity of the federal income tax system and on tax-
payer privacy.

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

Recurring questions concerning tax data uses for nontax purposes
include:

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

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

Can and do agencies adequately safeguard these data?

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

In exploring the need for and feasibility of using tax data to verify
income data reported by VA pension beneficiaries, we have attempted to
address such concerns (see ch. 3). Other A0 reports discussing the use
of tax data for income verification in needs-based programs are listed at
the end of this report.
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Objective, Scope, and
Methodology

Chapter |
Introduction

On September 10, 1985, Senator Frank H. Murkowski. then Chairman
(now Ranking Minority Member) of the Senate Committee on Veterans'
Affairs. asked us to undertake, using federal income tax data. a one-time
nationwide review assessing the payment integrity of the veterans' pen-
ston program administered by va (see app. D). In requesting this review,
the Chairman said his goals were to:

preserve the mtegrity and legislative mmtent of these mmiportant programs by
ascertaming whether reciprents are receiving the benefits to wilach they are ehgible
as well as protecting the privacy considerations of all those recipients who are ehgi
ble tor these VA benefits &

This report presents the results of our review and focuses on the teasi-
bility of using certain tax databases maintained by ks and ssy to verity
self-reported income information va receives from its pension
beneficiaries.

GAO Is permitted to access tax information for its audits only to the
extent that the agency being audited may do so. unless Gao s acting is
an agent of an authorizing congressional committee. Federal tax infor-
mation is not available to va for its use in auditing and administering the
veterans' pension program. Therefore, the Chairman of the Senate Vet-
erans’ Affairs Committee asked the Joint Committee on Taxation to
authorize GA0 tax data access (see app. [D. On February 13, 1986, o
was designated the Joint Committee’s agent, pursuant to section
6103(f)(4) of the Internal Revenue Code of 1954, as amended. to conduct
our review for the Senate Veterans' Affairs Committee (see app. [,
Specifically, we were authorized to use only such tax information as was
necessary to evaluate the accuracy of income reported by v pension
beneficiaries and were subject to all Internal Revenue Code restrictions
that apply to disclosure of tax information.

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

Working with Iks and ssa, we compared the carnings data for va's entire

file of pension beneficiaries on the rolls as of November 1984—the most
comparable va file containing 1984 carnings data at that time—with
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Introduction

appropriate 1984 tax data. We excluded several unique VA pension cate-
gories so as not to detract from the main veteran and survivor pension
categories; also, we eliminated cases that did not contain adequate indi-
vidual identifiers, such as social security numbers (ss8s). We compared
vA and tax records only when ssy and surname in both records were
identical.

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

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

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

As aresult of using a $100 income variance between va and tax data for
cach case as a “buffer zone,” we excluded 215.000 1984 cases from our
potential overpayment calculations and our validation work. To the
extent that such beneficiaries may have underreported to va at year-end
their actual 1984 incomes by $100 or more, those cases also would have
to be considered as potential overpayments. This is because va would
have retroactively adjusted their pension benefits to reflect the lower
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income reported. Thus, our estimadtes of 1984 potential overpayments
are understated to the extent that potential overpayments exist in this
large group of beneficiaries.

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

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

Unreported Income May Cause Significant
Potential Overpayments in VA Pension Program

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

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

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

« Improved Law pensions accounted for the greatest portion of our esti-
mated 1984 potential overpayments—3$128.4 million involving 98,700
cases—and likely will continue to do so in future years.

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

« \A'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 yvears for which they
reported no earnings to VA,

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

Beneficiary Income About 50.perc0r{t, or 69'8‘0()(), qf tl‘w. 1.4 ‘m‘illi(m VA 'pgnsion‘b.eneffciarios
) included in our study had earnings. interest, and dividends reported to

Variances Between VA ks or ssa 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 IRS 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

Cases With No
Income Recorded

702,000

in Tax Data
Files
Cases With
Earned Income
Cases With
110,000 Unearned
Cases With Both Income

Earned and
Unearned Income

Cases With Tax Data

(698,000)

l Va Beneficiary Income Data Compared With Tax Data .

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

126,000
. (18%)
VA Data > Tax Data
549,000
(79%)

VA Data < Tax Data
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Estimated 1984 VA
Pension
Overpayments

Table 2.1; Estimated 1984 Potential
Overpayments

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

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

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

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

Pension law Cases Amount
Old Law 4103 $3 114 193
Section 306 45 838 51022 800
Improved Law 98.734 128 399 528
Total 148,675 $182,536,521
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Following are illustrations of potential overpayvments we identified. all
cases involving pension payments made in November 1984 The infor-
mation is presented so as to preclude disclosing identities of the individ-
uals involved.

A 78-year-old housebound veteran received a monthly Improved Law
pension pavment of $31:3. va determined his benefit by subtracting the
$3.000 annual social security amount he estimated on his 1984 va
income questionnaire from the $6.740 Improved Law entitlement hmit.
On his A income questionnaire for 1985, he reported no prior (1981) or
expected (1985) interest income. Information contained in the 1984 tax
records showed, however. that he received over $1.000 in interest
income. Since his social security and interest income for 14984 together
exceeded the va maximum entitlement limit, he would be precinded from
receiving any va pension payvment.

A BY-year-old surviving spouse received a monthly Improved Law pay-
ment of $307. As she reported to v no estimated income of any type on
her 1984 v income questionnaire, va determined her eligible for the
maximum $3.695 annual survivor's benefit, On her 1985 income gues-
tionnaire, she continued to report that she received no income in 1984,
Information in the 1984 tax records showed. however, that she received
over $6.500 of interest income. Since her interest income exceeded Vs
maximum benefit level, she would be precluded trom receiving any v
pension payment.

A H7-vear-old veteran and spouse received a monthly Section 306 pen-
sion pavment of $128 and declared their only other 1984 income to be
$5.000 in social security benefits. On their 1985 va income question-
naire, they reported no prior (1984) or expected (1985) income, Tax
data for 1984 showed, however, that the spouse had received over
$15.000 in wages and about $1.300 in retirement benefits, and that
together they had received over $3.800 in interest. Although the
spouse’s wages are excluded in determining the countable income of this
Protected Law pensioner, their combined 1984 social security and inter-
est income. and her retirement income—which is coimtable—exceeded
the $8.435 maximum income limit. Thus, they would be precluded from
receiving any \a pension payment.

A H0-year-old surviving spouse received a monthly Section 306 pension
payment of $129. At the start of 1984, she estimated to va that she
would earn $5.000 during the vear and, at the end of the year. declared
that figure on her 1985 va income questionnaire as her actual 1984

3

income. Tax data indicated, however, that her 1984 wage income was in
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excess of $12.000. Since the va income limit for this Protected Law pen-
sioner was $6.273. she would be precluded from receiving any v pene
ston payment.

Potential Overpayment In 1984, 10.6 percent of all \a pension cases may have been overpaid,
and the potential overpayment rate varied from 6.2 percent under the
Section 306 Law to 16.0 pereent under the Improved Law. Potential

overpavment rates by case and amount for each pension law category

Rates Varied by Pension
Law

are shown in table 2.2,

Table 2.2: Potential Overpayment Rates by Pension Law

"en NURE

Pension law

Improved Section 306 7 dlg Total, all programs
Cases Amount Cases Amount Cases Amount Cases Amount?
s [ERRER I EERRVALE Tad 3020474 38 552 128 298¢ AERIE IR TeaTR e
ot
RTINS TR CoE A 183K SR8 EE R 3104 CAMTE TR
Percent 16.0 5.1 6.2 5.5 10.6 11.0 10.6 5.2
1 ot s e N N

With its higher monthly payments (see ch Dy the Improved Law pen-
ston currently accounts for 71 percent of all pension program payvments
In the future, this law will take on inereasing importance as V\'s major
pension effort because pensions under the other two pension Laws are
closed to new applicants. Also, current protected pension beneficrarios
can elect to change to an Improved Law pension if 1t is financialiv
advantageous to do so.

Ty pes of Beneficiary For the 48675 potential overpayment cases, we isoliated the types of
Income Not Recorded on unrecorded income that were contained in tax records but not v pension

VA Records records (see table 2230,
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Pension law

Section 306 Old ) Totals

Cases Amount Cases Amount Cases Percent Amount Percent
1AL S 51 $04 RRREE R IR :
g ST AT ERTE SRR Ce -

o3 VR IR . :

45.838 $51,023 4.103 $3.114 148,675 100.0 $182.537 100.0

Assessment of VA's
Annual Income Self-
Reporting Process

Interest and dividends were the Lirgest single sonrces of benelepiry
income not contained in A records, Hlowever, per case average anioimts
ot underreported mterest and dividends were snedler than those of
underreported carnings, Of the overpayment ciases, abont B35 pereent
woere attributable exclusively tonterest and dividends, bat these
accointed for only 17 pereent of the estinited overpayment amount. On
the other hand. abour 16 percent of all potential overpaynment vases
were attributable solely to carnings, but acconnted for 25 pereent of the
estimated overpayvment amount. Third-partyv-reported tax data are the
only nationally available. contralized source tor veritfication of interes
and dividends reported by v pension beneticiaries, For more detailed
mformation on the types of unrecorded income that cansed the potential
overpayments, see appendix VI

ension beneliciaries” income estimates seldom were adjusted daving the
vear and generally were properiy recorded in the vy master pension file,
our assessment showed. But most beneficiaries, in reporting y ear-end
actual income to VAL did not adjust their earlior income estimates and
seldom provided data that would allow v to identify errors in income
reporting, As a result, va's self-reporting pracess could not be relied on
to identify most of the potential overpayvments that we detected using
tax data. Of the $182.5 mitlion of potential overpayvments we identified
using tax data, only an estimated $25.3 nitlion could have been identi-
fied by va's annual self-reporting process. Ina management Jetter to va's
Administrator, dated November 18, 1987 we identified this reliance on
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beneficiary self-reporting of income as a significant internal control
weakness in the veterans’ pension program,

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

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

From our universe of potential pension overpavment cases, we selected
a random sample of 873 cases and asked va to provide income reports
tiled 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 va regional offices could not provide the requested files in a
timely manner. Most of the latter case files were either lost or trans-
ferred to another regional office or had been retired to the va records
center, vA officials said. Our validation sampling procedures are
described in appendix V.,

VA Master Pension Records
Generally Reflect
Beneficiaries’ Reported
Incomes

Of 627 income reports beneficiaries submitted at the beginning of 1984,
83 percent. or 518 reports, showed an estimated 1984 income identical
to that recorded on vA's November 1984 master pension record. During
the year, some beneficiaries may have reported changes in their 1984
income estimates as required under the pension program. Without exam-
ining the complete case file, however, we could not determine how many
of the remaining 17 percent, or 109 sample cases, had income differ-
ences due to such changes as opposed to other reasons, such as possible
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\A posting errors. This notwithstanding, we are reasonably confident
that the computerized records we used were correctly posted from
reports filed with va.

Most Potential
Overpayments Not
Identifiable by VA’s Self-
Reporting Process

From beneficiary income information recorded in VA's payment system
in November 1984, we calculated that 148,675 beneficiaries were poten-
tially overpaid $182.5 million in 1984. Self-reported year-end income
adjustments by beneficiaries would have allowed VA to identify and
adjudicate about $25.3 million in potential overpayments. About 14,500
of the 148.675 potentially overpaid beneficiaries fully reported their
actual income to VA at year-end, we estimate. Thus, va would have been
unable to identify the remaining $157.2 million in potential overpay-
ments to about 134,200 beneficiaries because it lacks access to third-
party-reported tax data at IS 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 identitiable by va's self-reporting process
because the beneficiaries’ reported year-end “actual™ incomes for 1984
were lower than those shown in the tax records.

To qualify for any pension under either protected pension program, a
beneficiary's income must fall under a fixed income limit. Only 7.5 per-
cent (15) of our 200 sample overpayment cases had reported “actual”
year-end 1984 incomes above that limit, and va could have determined
that the pensioners’ 1984 incomes exceeded the limit. va could have
adjudicated and appropriately adjusted about $4.1 million of the $54.1
million we identified through tax data as potential overpayments to pro-
tected pension beneficiaries in 1934,

The Improved Law pension program requires a dollar-for-dollar pension
adjustment for income beneficiaries report to va. In our sample, only
10.9 percent (47) of 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 incomes at year-end,
but the adjusted incomes still did not agree with 1984 tax data. Acting
on these income changes, va could have adjudicated and appropriately
adjusted about $21.2 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
Self-Reporting Income

Nonreporting of Earnings

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

Of the 148.675 potential overpayment cases we identified, more than
26,000 pensioners reported no earnings, according to va's November
1984 records, although tax data showed that they earned $1.000 or
more. OQur 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 va over a 4-year period, while tax records showed
substantial annual earnings over the same 4 years. Another 16 cases (32
percent) consistently reported no earnings to VA over a 3-year period
but, according to tax records, had substantial earnings during that same
period. The following illustrations show these types of cases, each
involving a pension payment in November 1984 and slightly altered to
protect the identities of the individuals involved.

A 48-year-old veteran, his spouse, and their dependents were paid a
$913 monthly Improved Law pension. The couple had reported no earn-
ings to va for 1982 through 1985 and had received a monthly va pension
during these years. Tax data for 1984 showed that the beneficiary had
wages exceeding $12,000, creating an estimated potential overpayment
for that year of about $11,000. Tax records indicated he had earnings
for 1982, 1983, and 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 va for 1982
through 1985 and received monthly pensions during each of those years.
Tax data showed, however, that the beneficiary earned over $8,000
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Interest, Dividends, Net Worth
Often Unrecorded

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

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

Interest and dividends must be reported as income on the VA annual
income questionnaire and the principal reported as net worth for the
yvear. VA defines net worth as cash in the bank, investments, or securi-
ties. Generally. vA uses a net-worth figure, currently $35,000, as an indi-
cator for reviewing a case further to determine whether the beneficiary
truly needs financial assistance. Although net worth was not a factor in
determining eligibility 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. Qur 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 va: 160 reported zero net worth:
41 reported a net worth amount lower than their interest and dividend
income, as recorded in tax records; and 46 reported no information on
their net worth. For the remaining 54 cases, the beneficiaries reported to
vA a net worth higher in amount tnan 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, va had no
leads with which to develop whether interest and dividends were
received and should have been reported. Following is an illustration of
this type of case. The facts have been slightly altered to mask the iden-
tity of the individual involved:

In November 1984, a H2-year-old surviving spouse received an Improved
Law pension payment of $154. She had earlier reported an estimated
annual retirement income of $1,836 for 1984. Information contained in
the 1984 tax records showed, however, that she also received over
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Improvements Needed
in VA’s Beneficiary
Income Questionnaire

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

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

Before October 1985, va collected eligibility data centrally. It sent each
beneficiary an Annual Income Questionnaire (AlQ) worksheet instruction
form and an AlQ card. The beneficiary was asked to summarize income
data on the form. then transfer the information to the alg card and sub-
mit the card to vA (see figs. VII.1 and VII.2). The beneficiary kept the
worksheet, and VA used the alq card to enter income data in the pension
payment record. vA would make no pension payments to a beneficiary
unless (1) it received the AlQ card and (2) income eligibility limits were
met.

In October 1985, vA spread the workload of this function to all va
regional offices administering the pension program, and replaced the AlQ
card with an Eligibility Verification Report (Evir) form similar to the for-
mer AlQ worksheet (see fig. VIL3). Evks are mailed to vA beneficiaries
throughout the calendar year according to a distributed workload plan.
Beneficiaries now report their actual and expected income on a fiscal
year basis and return the EVR to a VA regional office for processing and
updating of the central va pension master record.

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

We examined over 1,000 submissions of the va questionnaire, as this was
an integral part of our validation of potential overpayment cases. After
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reviewing many respondents’ answers to certain questions, we decided
to evaluate the design of the current questionnaires and accompanying
instruction sheet in accordance with 6A0's published guide, Developing
and Using Questionnaires. The standards in this guide reflect conven-
tional practice in the field of survey research.

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

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

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

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

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

More prominently display the legal penalty for submitting false
information.

Our more detailed observations regarding the design of va's mail ques-
tionnaires are included in appendix VIIL

.
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Concerns About Using Tax Data to Verify
Eligibility for VA Pensions

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

After considering a number of issues, we concluded that:

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

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

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

« ‘s use of third-party tax data for verifying income likely would
icrease beneficiary compliance with va income reporting requirements,
Just as public knowledge that ks uses such data for veritication pur-
poses over the yvears has enhanced voluntary compliance with the tax
laws,

« There are no studies to show whether there is, or has been, any change
in voluntary tax compliance as a result of authorizing i progran dccess
to tax intormation for nontax administration purposes, However, s is
planning to initiate such a study.

Use of the third-party tax data we obtained under procedures identical
to those authorized by DEFRa proved to be an efficient. economical. and
effective way toidentify potential erroncous va pension payments,

We considered possible ways, other than using tax data, by which v

Are There Suitable e e ways, other 1 N _ .

. \ could verity income reported by pension beneficiaries and whether vas
Alternatives to VA’s existing procedures for collecting income data could be improved. An
Use of Tax Data‘? acceptable alternative source should be

« readily accessible, preferably from an antomated system:
« complete, in that all major carned and uncarned income is included: and
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accurate, in that no inherent bias exists in how the income is reported
and some management effort is expended to assure that the information
is free trom error.

One possible source we considered. but rejected as unacceptable. was the
quarterly wage information available from the files of individual state
agencies that administer the Unemplovment Compensation Program.
While this information is housed in automated systems. va would have
to acress 1t on a state-by-state basis. Although previous uses of these
files by us and va's Office of Inspector General have resulted in some
program savings, we also have reported’ that it was impractical for fed-
eral agencies to do verification matches individually with cach of the
state wage files. even in the unlikely event that all 50 state agencies
would cooperate.

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

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

Thus, we determined that tax data were the best alternative source
because:

Tax data on earned income are maintained in automited readily accessi-
ble files at both Ssa and ks, and tax data on unearned income are simi-
larly maintained at Irs,

CA Central Wage File for Use by Federal Agencies: Benefits and Concerns cGAO HRD-85-31, May 21
1ORS B ' S T T
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Irs and ssA data constitute the most complete national record containing
individual income information—wages, pensions. annuities. interest,
dividends, etc.

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

Both ssa and ks perform accuracy checks on these reports before the
data are posted to their files.

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

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

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

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

It would be more intrusive, from a personal privacy standpoint, because
the form 1040 contains more information than va would need to admin-
ister the pension program.

Page 34 GAO HRID-8K.24 Veterans' Pensions




Would the Use of Tax
Data Increase Program
Management
Efficiency and

Effectiveness? .

Would Program
Savings Exceed the
Costs of Using Tax
Data?

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

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

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

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

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

In terms of identified pension overpayments, 1984 potential \a program
benefits of using tax data would amount to about $157.2 million, we
estimate. VA'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 va's estimated average cost
of $20.32 per case in fiscal year 1986 to adjudicate pension claims hav-
ing income discrepancies ($20.32 X 674,801 cases). In addition, com-
puter costs would be incurred for the va pension data/tax data
computer-matching operation. Such operational costs would have to be
specifically identified. In 1985, however, VA contracted with iks to obtain
aggregate tax data on all VA pension beneficiaries at a cost of $44.000.
Actual overpayments may be less than or greater than $157.2 million.
They could be less because some beneficiaries may have reasonable and

“VA's adgndication cost per case in fiscal vear 1986 represented an average of 112 hours of adjudica-
tor time to administratively resolve an identified income discrepancy. primarily throngh correspon.
dence with the beneficiary and, for matters remaining in dispuite, through contacts with third parties
It chidd not wnelude the time and cost of mvestigating suspected frand cases referred to VA's Office of
Inspector General.
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acceptable explanations for apparent income discrepancies. The over-
payment amount could be greater than $157.2 million because we con-
servatively excluded miscellaneous income on ks records from the
amounts we used to caleulate overpayvments. VA is required to count such
income, if reported or otherwise identified. in computing the pension
benefit amount. Nor did we determine whether year-end beneficiary
reporting created overpayments in any of the 215,507 cases. identified
in our match of November 1984 beneficiary income data with tax data,
with original income variances of less than $100 (see pp. 18-19).

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

Our estimate of va's cost to adjudicate cases may be high because we
assumed that va would adjudicate all 674801 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
vA'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

5810 1.

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

.

Third-party tax data is reported by emplovers on 1ks form W-2, by pay-
ers of pensions and annuities on ks form W-2P, and by payers of inter-
est and dividends on ks form 1099. Eventually. the data on these report
forms are entered into IRs' automated Information Returns Program file.
IRS uses the file to verify income taxpavers report on their annual
income tax returns.
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What Would Be the
Impact on Data
Confidentiality,
Taxpayer Privacy,
and Voluntary Tax
Compliance?

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

Indeed, public knowledge that ks uses third-party data for verification
purposes over the vears has enhanced voluntary compliance with fed-
eral income tax laws. ks recently estimated that in 19806, its use of form
1099 interest and dividend reports alone resulted in $2.7 billion in addi-
tional individual income taxes paid the government.

It va used third-party income reports for veritication, va pensioners
should be less likely to fraudulently report their income. Such false
claims or statements would be readily detectible and could subject them
to serious criminal penalties (up to a $10,000 fine and or up to 5 vears’
imprisonment) under sections 287 and 1001 of title 18, U8 Code.

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

Although section 6103 of the In*ernal 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 safegnarding requitements of the Code. To this end. iks has
issued the booklet. “Tax Information Security Guidelines for Federal.
State, and Local Agencies.” Al users—which would include va, should it
be authorized tax access—are subject to eriminal penalties for illegal
disclosures and to on-site data security reviews by ks and Gao.
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va officials could foresee no problems in meeting the Internal Revenue
Code safegnarding requirements if allowed access, they told us, Tradi-
rionally. vA has processed and safeguarded much sensitive personal data
used in its medical, compensation, pension, education, and similar pro-
grams, they pointed ount.

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

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

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

‘I-‘ri\'auf Act Federal Agencies” Implementation Can Be Iinproved (G AO GGD-RG-10T . Ao 22
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and Office of Management and Budget guidance pertaining to such func-
tions as automating systems of records and conducting computer match-
ing programs. If va is granted access to tax data. it should be prepared to
demonstrate that it can comply with and implement applicable privacy
safegnards before obtaining the tax data.

The specter of a potential harmful effect on taxpayers” voluntary com-
pliance with the tax laws is a major concern in considering disclosure of
tax data for verification in needs-based entitlement programs. such as
the va pension program. We could find no relevant data. however. that
would indicate the effects of prior disclosures authorized under the
Internal Revenue Code on voluntary tax compliance. Moreover. files
containing records on over 80 million recipients of federally supported
benefit programs are now matched or are eligible to be matched for
enforecement purposes against third-party tax data in ssa and ies files on
carned and unearned income. We believe, therefore, that an additional
1.6 million va pension records should } e little incremental effect on
voluntary tax compliance when the Congress has already approved
matching of such a large number of records against third-party tax data.
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. ;a
C on ClllSi ons Significant differences exist between income recorded in va files for pen-

sion beneficiaries and taxable income independently reported under the
Internal Revenue Code for the same persons. Currently, VA is unable to
identify and resolve most of these differences because it lacks access to
relevant tax data. and such other information sources as state wage
data bases are not suitable alternatives. va made potential overpay-
ments of $182.5 million to 148.675 beneficiaries in 1984 alone, we esti-
mate. Most of these potential overpayments—more than $157 million to
over 134,000 beneficiaries-—would not have been detected by va's sys-
tem for self-reporting vear-end income because va could not verify the
data against tax records. Indications are that similar conditions existed
before 1981 and are continuing.

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

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

We believe using third-party tax information may have less potential
impact on compliance than using information provided directly by tax-
payers. Third-party information is required to be reported for the
expressed purpose of improving taxpayers' compliance with tax law
income-reporting requirements. Also, seleeted needs-based benefit pro-
grams are currently authorized access to such data. If vA's pension pro-
gram is given similar access, we believe va could fully comply with and
implement the appropriate privacy and data security safeguards.
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Also, improvements in the current design of VA's income questionnaires
and accompanying instruction sheet could help minimize unintentional
misreporting by beneficiaries and reduce erroneous payments, We
believe va should take advantage of our observations in chapter 2 and
appendix VII in redesigning these documents and pretest them with a
sample of respondents before implementing them program-wide. Such
improvements, however, would neither preclude all unintentional misre-
porting nor prevent intentional misreporting by individuals to obtain a
VA pension and thus woulld not eliminate vA's need for access to tax data
as 4 means to independently verify such information.

Given the potential savings and the absence of data on potential adverse
consequences to the tax system and taxpayer privacy. we recommend
that the Congress amend section 610:3(1% 7) of the Internal Revenue
Code to allow va to access tax information so it can verity the income
information that va pension program beneficiaries report, investigate
and resolve income ditferences. and prevent similar recurrences. In
amending the faw. we suggest the following wording:

“Section 6103(1X(7) of the Internal Revenue Code is amended by

striking out the period at the end of subparagraph (A) and adding "or
Title 38. United States Code.” thereto:

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

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

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

To attain better reporting of beneficiary income and asset information,
we recommend that the Administrator

revise VA's income questionnaires and accormpanying instruction sheet to
eliminate current design weaknesses. including those we have identified.
and

pretest the revised documents with a sample of beneficiaries before
program-wide implementation to assure that the beneficiaries clearly
understand each question and instruction,
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We r d comments on a draft of this from va, IRS, an :
Agency Comments e requested ¢ s on a draft of this report fro , IRS, and the

Department of Heaith and Human Services (1i11s). Their comments and
our evaluations of them are summarized below. Their written comments
are presented in full in appendixes VIII, IX, and X, respectively.

VA Comments and Our The va Administrator stated that va shares our concerns regarding

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

Regarding our observation that nearly all of the EVR's design problems
are a direct result of VA's attempt to limit its length to a single letter-
sized sheet printed on both sides (see app. VII, p. 79, and fig. VI1.3), the
VA Administrator pointed out that, when the EVk was being designed. va
considered using a multiple-page form (and an address label), which
would have permitted larger type and had a less cluttered appearance.
VA rejected the approach because it would have required using printed
forms without the veteran’s claim number or the mailing address of the
va regional office. VA believed that beneficiaries could not be relied upon
to affix a preprinted address label to the form or accurately provide the
claim number and address information. va felt that many rvi forms
would be misrouted, processing delays would occur, and pension
accounts would go into suspense erroneously.

Instead, va chose to generate the EVRs on its laser printer (at its Hines,
[llinois, computer center, according to vA officials) that is programmed
to print the claim number and regional office address on the EVR as the
form itself is printed. This and the furnished window envelope, accord-
ing to VA, ensure prompt return and expeditious processing. But using
the laser printer, VA stated, restricts the EVR to a one-page (two-sided
single sheet) form. Thus, VA believes it is in the beneficiaries’ best inter-
ests to continue using the laser-printed, one-page form, although va
agreed to review each question to determine if it can be improved.
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We believe that vA's desired laser printing of the claim number and
regional office return address on the front side of the EVR is not an insur-
mountable barrier to further improving its clarity. For example, va 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 va additional space to simplify
questions, more clearly define terms, enlarge type size, and provide a
less cluttered formar—toward the goal of increasing va's likelihood of
obtaining more accurate responses from pension beneficiaries.

va does not concur with our recommendation that it pretest any revised
EVR documents with a sample of participants before using them nation-
wide. VA stated that, while pretesting does have merit, doing so would
not significantly improve beneficiary reporting. The main cause of over-
payments, according to VA, is client failure to report wages, interest. and
dividends. vA said that the related EVR questions are “quite simple and
uncluttered.” Rather than improve form design, va believes it needs the
ability to verify 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 va should pretest the vk
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 confidentiality
of tax information, he stated, is a prerequisite to preserving the tax sys-
tem'’s integrity, and using tax information for nontax purposes could
compromise that integrity.

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

'E!omns Administration Financial Management Profile (GAO AFMD-85-34. Sept. 20, 1985).
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stated that, since a computer matching program is the only avenue for
providing tax data to va for its pension program, deficient computer
operations would adversely affect safeguarding of tax data.

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

We disagree with IrS’ position and its characterization of \A's data-
safeguarding capabilities, including how va would control and use the
tax data it would receive from Irs and ssA through computer matching.

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

Moreover. va's computer matching of tax data with its compensation
and pension master data files would be done off-line, similar to our dem-
onstration match and the VA Inspector General's computer 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 va
had verified it with the beneficiary and/or the third-party payer. Once
verified, the income information would no longer be considered as tax
data. Thus, the confidentiality of the tax data va accesses would be
maintained throughout the matching and verification process.

Our report discussion of vA's current nse of year-end questionnaire data
was misinterpreted by Irs to indicate that va's inability to effectively use
the information it now receives further argues against furnishing va
with even more information. This conclusion was based on our report

Page 44 GAO/HRD-88-24 Veterans' Pensions




Chapter 4
Conclusi and Rece ndations

information that vA. using its current year-end self-reporting question-
naires, would have been able to identify and act on only $25.3 miilion in
potential overpayments (for 1984). This discussion was not intended to
indicate that vA was not effectively using available information.

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

IRS also notes that our recommending that va improve its self-reporting
questionnaires will make more accurate income information available 10
VA and negate VA's need for aceess to tax data. We agree that improving
the questionnaire should help increase the accuracy of client-reported
data, but we do not believe that this would substitute for va's indepen-
dently verifying beneficiary-reported data using third-party-reported
tax data.

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

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

We disagree with IRs’ assessment. We believe the benefits or savings for
VA are likely to be higher than our $157 million estimate because of the
conservative methodology we used in estimating potential overpay-
ments (see app. V, p. 62). Also, our cost estimates were portrayed as a
range and would depend upon the type and number of pension cases va
would decide to adjudicate through direct contact with beneficiaries and
third-party payers of earned and unearned income. Investigative and
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related prosecutorial costs would be incurred only where va suspected,
based on its adjudication efforts, that fraud was present in a specitic
case. We believe such cases would be the exeeption rather than the gen-
cral rule. but cannot reliably estimate such costs. As pointed out previ-
ously, va has already had considerable experience sateguarding
sensitive personal data, and. based on discussions with va oftficials, the
incremental costs of adequately safeguarding the tax data should be
minimal.

Also, our analvsis recognizes the possibility that disclosure of tax data
for nontax purposes could have an effect on taxpayver voluntary compli-
ance and tax revenues. As we point out in chapter 3. however, no empir-
ical evidence currently exists on what the effects might be. In this
regard. s questioned our draft report statement that there were no
studies existing or underway on the etfects of disclosures for nontax
purposes. 1ks pointed out that its Research Division is now developing
plans to conduct a study to “determine what empirical effect disclosure
for verification of needs-based prog.ams would have on compliance
with the tax laws.” and will seek Gao’s input to that effort. 1ks believes
that its planned study should be completed before any consideration is
given to further amending the Internal Revenue Code to grant tax data
access authority to the va pension program.

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

Hits commented that the Executive Branch is currently reviewing our
recommendation to amend the Internal Revenue Code to allow the va
pension program access to tax data,
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Appendix 1 e

Letter Dated September 10, 1985, From the
Chairman, Senate Committee on Veterans’
Affairs, to the Comptroller General

PRANSL ¢ MURKOWSK! ALASEA CHAMMAN

AAN R SWPIOR WYOMNG ALAN CRANSTON CALIFOMIA

STROM THURNONO SOUTH CARGUINA  BPARL M MATSUNAGA WAWAS

ROBEAT 1 STAFSORD VERMMONT Ofiteis DOCONCHR AMZONA

ARLEN SPECTIR RENNEYLYAMA GEORGE ; MITCIELL VANt

JONEAMAN DENTON ALABAMA JOvN O ROCKEFELLEN v WEST VIAGHMA

R Anited States Senate

JORATHAN & STEMBERG MNOMTY Couth COUNBEL:
STAPs DuRECTOR

COMMITTEE ON VETERANS' AFFAIRS
WASHINGTON. DC 20610

September 10, 1985

The Hororable Charles A, Rowsher
Comptrolier Gereral of tnhe Urited States
7. S. Gereral Acc urting NOffice

441 5. Street, N.W.

Washirgtor, D,7, 20548
Dear Mr. Bowsher:

The Humar Resources Divisior of the Gereral Accountirg
Sffice {(GAQ) 1i1rformed me that as of February 1984, it has
i1dertified, ard the Veterars' Admiristratior (VA) has
corfirmed, 237 cases of VA persior overpaymerts »o°
approximately $1 millior ir the Philadelphia metropolitar area
because of urreported earred ircome. The Veterars'
Admiristratior. 7ffice of the Inspector Sereral has also
idertified several millior dollars in persior. overpaymerts it
seorgia ard Fliorida because of misreporting of ircome by
persior recipierts. Ir. light of this prelimirary irformatior
supplied to me, I am requestirg you to undertake a ore-time
demorstratior study at the rational level, to assess the
operatior of two programs irvolving veterans' berefits--the
Veterars' Admiristratiorn reeds-based persior program and the
Veterars' Admiristratior irdividual uremployability (Code 18)
comper.satior program,

The VA persior program provides berefits to eligible

wartime veterars ard to such veterans' survivirg spouses ard

. miror childrer. Persior eligibility is based on the veterar's

' permanert ard total disability, which is rot traceable to
service, ard the service requirements ard ircome criteria
established by title 38 U.S.C. The program is desigred to
provide a mirimum level of ircome tc eligible bereficiaries
based in large part, or financial need, as determired by the
bereficiary's report of ircome ard assets to the VA. The VA
irdividual unemployability compensation program provides for
the award of a total disability rating for compersation
benefits where the veterar's schedular ratirg is less thar
total, but the veterar is unable to secure or follow a
substantially gairful occupatior as a result of service-
cornected disabilities, Thus, changes ir a veteran's .
employment status has direct bearirg or a total disability !
rating based on unemployability.
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Letter Dated September 10, 1985, From the
Chairman, Senate Comnmittee on Veterans'
Affairs, to the Comptroller General

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

Ir. corductirg this study, I request you to irclude all VA
persior law programs, and the entire uriverse of VA pensiorn |
ard Code 18 recipierts, takirg irto corsideratior, however,
the statutory charges made by P.L. 98-543, which added rew
trial-work period pilot projects ard which may have ar impact
or this study. I also request GAO to corsider all forms of
earred ard urearned income which have beer. reported to the
Irterral Reverue Service, I recogrize that the best source
for obtairirg this data is tax irformatior held by the
Irterral Reverue Service. 1 further recogrize that the
Irterral Reverue Code restricts the circumstarnces under which
the IR5S may disclose this irformation (Code sec. 6103). Urder
the Code, disclosure is row permitted to mary other agencies,
but rot to the Veterarns' Admiristratior, for use ir auditing
programs admiristered by them. AQ generally may access tax
irformatior. for its audits only to the extent that the agercy
beirg audited may do so. Sirnce tax irformation is not
available to the VA to use ir admiristering these programs arnd
thereby to GAO, I am requestirg the Chief of Staff of the
Joirt Committee or Taxatior to desigrate GAQ as ar agert of
that Committee for purposes of conducting this study. Tax
irformatior used by GAO for this purpose will be subject to
all restrictions or disclosure that apply to other GAQO studies
cornducted as agert of the Joint Committee.

Firally, irn requesting this study, my goals are to
preserve the integrity and legislative irtert of these
importart programs by ascertairing whether recipiernts are
receivirg the berefits to which they are eligible, as well as
protecting the privacy considerations of all those recipiernts
who are eligible for these VA berefits. I believe the
methodology proposed by GAO for this study will achieve these
goals through the use of procedures which are currertly
available to other federal agencies.

Sircerely, .
= okt M il -

, 2
Frark H. Murké@ski
Chairmar

s
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 *

i AN 0 MURIOW KL MASIA CrATMAR

ALAR 7 $0AFEON WY O ™G ALAN CRANSTOM CauWONMA
| STROM THURMOND SOUTH CARDLMA  BFARY W MATERACA RAWAR
i WOBENT T ETAIIORD vEAWONT D4 MY OeC O i AR JOMA
AREN SPECTIR M T VAR GLORGE 4 W 7Ot L mamt
| M aian DENTON aLaSAMA 2MN D ROCKESLLER v WEST VIAGINA

AL s et s Wnited States Denate

JORATHAR R STUNBEAG MNONTY Cruld COUNSIL
STAF Dt CTOR

| COMMITTEE ON VETERANS® AFFAIRS
| WASHINGTON, DC 20510

September 10, 1985

David H. Brockway, Esq.

Chief of Staff

Joint Committee on Taxation
! 1015 Longworth House Office Buildirg
: 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
i match of state wage files. As of February 1984, GAO
? identified, and the VA confirmed, 237 cases of pension i
: 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 pensjon recipients. 1In light of this information, I
i have requested GAO to conduct a one-time demonstration study
at the national level to assess the operation of two programs
involving veterans' benefits--the Veterans' Administration
needs-based pension program and the Veterans' Administration
individual unemployability compersation program. A copy of my
letter requesting this work and summarizing these programs is
enclosed.

GAO informs me that the best source for obtaining the
data needed to complete this project is tax information held
by the Internal Revenue Service. 1 recognize that the
Internal Revenue Code restricts the circumstances under which
IRS may disclose tax information (Code sec. 6103)., Under the
Code, disclosure is permitted to:many agencies, but not to the
Veterans' Administration, for use in auditing programs
administered by them. The GAO generally may access tax
information for {ts audits only to the extent that the agency
being audited may do so.

Since tax information is not available to the VA for use
in administering these programs, GAQO may not, on its own,
access such information. To enable GAO to complete this
project, I am requesting that you designate GAO as an agent of
the Joint Committee on Taxation pursuant to Code section
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Letter Dated September 10, 19853, From the
Chairman, Senate Committee on Veterans'
Affairs, to the Chief of Staff, Joint
Committee on Taxation

pavid 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 impcrtant 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,
B PV YA
F4:nk H. Murkoagki
Chairman
Enclosure
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Letter Dated February 13, 1986, From the Chief
of Staff, Joint Committee on Taxation, to the
Comptroller General

297+ COMGHEES Y SESTION DAVIO M SROCEWAY
_ Cogr OF $TaE
MRS RAMOALL D WEIBS

HOUSE SEnATE DEPLTY Crif OF STam
DAN ROSTERLOWSS . 'NDIS B0 PACIWOOD OREOON
CHAMBAAN VICE L aAN 0

ST, o - e Congress of the Hnited Htates

L2 PCELE TERAS LLAM Y AOTH SR DRLAWAAL

Tonwe 5 OUWC AN TEMmeE $S4E T 456 B LONG LOUBANA JOINT COMMITYEE ON TAXATION

L ARCHER TERAS ~JTO LN SEN TEXAR

1018 LONGWONTH HOUSE OFFICE BUILDING
asbington, BEC 20515
o8 131986

Honorable Charles A. Bowsher

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

Washington, D.C. 20548

Dear Mr. Bowsher:

The Joint Committee on Taxation, pursuant to sestion

6103(f)(4) of the Internal Revenue Code of 1954, as amended,
requests the General Accounting Office to evaluate the

! accuracy of income reporting required of recipients of

' pension payments under the Veterans' Administration
needs-based pension program and individual unemployabilirty
compensation program., Senator Frank Murkowski, Chairman cf
the Senate Committee on Veterans' Affairs, previousiy nas
requested you to conduct this evaluation and has requesred my
cooperation in enabling you to use tax information as part of
your work. A -opy of Senator Murxowski's letters to me and
to GAO are enclosed.

The VA programs to be evaluated provide needs-tased
payments to veterans who suffer from non service connecrted
disabilities. As a condition of receiving these pension
payments, veterans must report their 1ncome annually <o the
VA. GAO has i1nformed me that the best source f{or determin:ing
the accuracy of these income reports is tax nformation.
Under the Internal Revenue Code, except when acting as agen:
of the Congressional tax-writing committees, GAO has access
to tax information for purposes of auditing a Federal program

i only if the agency administering the program has such access.
1 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

! pensinn payments under these VA programs. Because of the

i interest of other committees, including the Senate Committee
on Veterans' Affairs, in this subject, [ 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, Joint Committee on Taxation,
to the Comptroller General

Appendix 111 i

1

|

Congress of the Enited States |

JoINT COMMITTEE ON TAXATION |

Waspington, B.L. 20515 l

|

{

|

|

Honorable Charles A. Bowsher i

Weshington, D.C. 20548 [
Page Two ! 1

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 information.)

Sincerely,

S A5 CE e (o

avid H. Brockway !

Enclosures
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Appendix IV

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

Pensiog law )
Imprgygd law;

Countable income

Countable
expenses

Section 306:
Countable income

Countable
expenses

old law:
Countable income

Countable
expenses

Income and expense criteria
Spouse Children

Veteran/widow

All sources (less
earnings under
$3.300)

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

All sources* All sources

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
Unreimbursed medical expenses in excess of 5 percent of tota!
income
All sources. less 10 None None

percent of social
secunity and
retirement (excluding
railroad retirement)

Medical expenses considered “excessive’”

'All sources include earnings. social security benefits. retrement, and other (including interest and divi

dends)
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Objective, Scope, and Methodology

Objective and Scope

Methodology

As requested by the then Chairman (now Ranking Minority Member) of
the Senate Veterans' Affairs Committee on September 10, 1985 (see
app. 1), we undertook a one-time review to ascertain nationwide the
accuracy of income reporting and possible resultant payment error in
VA's nonservice-connected disability pension program. In requesting this
review, the former Chairman cited previous Gao and va Inspector Gen-
eral reviews in certain geographic areas that questioned the program's
payment integrity.

To accomplish this objective, we were authorized access to federal tax
data so we could independently verify the accuracy of beneficiary-
reported income and estimate the extent of erroneous payments. As the
VA pension program is not authorized access to tax data under the Inter-
nal Revenue Code, by law A0 does not routinely have access to tax data
for purposes of auditing that program. Thus, the then Chairman of the
Senate Veterans’ Affairs Committee requested the Chief of Staff of the
Joint Committee on Taxation to authorize our access to tax data as an
agent of that committee under section 6103(f X4 X A) of the Internal Rev-
enue Code (see app. 1. In granting us this authority for the project, the
committee's Chief of Staff stressed that disclosure of any individual tax
information is prohibited by section 6103 (see app. HI).

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

We initially focused on accessing the three relevant databases—the
master compensation and pension record file, the Information Returns
Program file, and the earnings reference file—maintained by VA, IRs, and
884, respectively, containing calendar year 1984 data. We designed this
phase of our study to parallel, (o the extent possible, the tax access pro-
cedures recently established for other needs-based programs by DEFRA.
Essentially, those procedures allow programs to access ssA’s earned
income tax data and Irs’ unearned income tax data and require privacy
protection safeguards as wel! as the provision of due process.

After obtaining 1984 tax data and linking it with November 1984 vaA

pension beneficiary records, we performed three different levels of anal-
ysis, each designed to enhance the study results:
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Level 1. We measured the differences between beneficiaries’ estimates of
income recorded in 1984 va pension records and third-party-reported
1984 income in the tax databases.

Level I1. We estimated the effect of the differences on VA pension
payments.

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

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

Accounting for VA Records
Used in Computer Match

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

Subsequently, we excluded 44,203 cases involving payments under the
parents’ dependency and indemnity compensation program. We also
excluded 82,829 cases involving compensation at the 100-percent-
disabled rate due to individual unemployability, since vA applies unique
income eligibility rules to these benefit payments. These latter cases
were the subject of a separate GA¢ 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 va had already posted 1985 estimated income data, thereby
superseding the comparable 1984 income data; and 3 cases for which

I'Veterans Benefits: Improving the Integrity of VA's Unemployability Compensation Program
(GAO/HRD-87-62. Sept. 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 Iks and ssA comput-
erized tax data files for calendar year 1984, This process identified
697,813 va pension cases with income as reported to RS or SsA by third
parties. The balance of 701,882 pension cases had no recorded income in
the tax data files tor 1984.

For the 697 813 pension cases with 1984 tax data (earned or unearned
income ). we compared the income data in the tax files with the income
data shown in vA’s master record and found 23,012 cases in which the
income entries were identical. These cases we excluded from further
analysis together with 215,507 cases with income variances between va
and tax data of under $100. We conservatively chose a $100 income
variance for each pension case as a buffer zone for purposes of our dem-
onstration review, below which we did not calculate potential overpay-
ments. This left us with 459.294 pension cases with income variances of
$100 or more. We performed several error/edit checks on the va and ssa
computerized records and excluded an additional 17,200 cases from fur-
ther analysis efforts because of identified ssA posting errors, or no
matching ssxs or surnames in the ssa files.

For ail other vA pension cases (442,094) with income variances of $100
or more between VA and tax records, we recomputed the VA pension
amounts, using the income data recorded in the tax records. As a result,
in 293,381 pension cases, use of the tax data income had no overpay-
ment effect, primarily due to excludable income amounts and countable
medical expenses, while 148,675 showed potential overpayments. (See
fig. V.2 for an illustration of the records obtained, created, and excluded
in our match process.)
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Figure V.2: Records Obtained,
Created, and Excluded in Match
Process

Unem
ployability
Compensa-
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(82 829 cases)

Depena-
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Compensation

(44 203 cases)

VA Nov 1984
Duplicate
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No
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Matched With
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VA Records The vA master compensation and pension record contains all pertinent

Tax Records

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

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

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

For all November 1984 va pension beneficiaries, we accessed 1984
unearned income housed in 1ks” Information Returns Program file. This
consisted primarily of data from the ks form 1099 series of information
returns. To insure that our study results were conservitive, we used
only unearned income data reported on forms 1099—interest income,
dividends, and distributions—in matching against “other™ income in
VA's master records. For study purposes, we excluded all other third-
party reports, such as forms 1099, Miscellaneous Income, showing rents,
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royalties, prizes, and awards, because such income may be nonrecurring
or difficult to estitnate or account for by va pension beneficiaries. Also,
we excluded data from other types of forms 1099 depicting proceeds
from brokers, total distributions from retirement plans, and gambling
winnings. These exclusions represented about 27 percent of the total
amount of 1984 unearned income we identified on ks records as having
been received by va pension beneficiaries. Excluding these unearned
income reports from our match had the effect of understating our esti-
mates of potential overpayments. But excluding the reports also would
tend to inflate underpayments, which is why we did not atterupt to esti-
mate the possible extent of underpayments.

ssa annually receives Wage and Tax Statements (iks form W-2) and
Statements for Recipients of Annuities, Pensions, Retired Pay or IRA
[Individual Retirement Account| Payments (1ks form W-2P) for use in
posting to its carnings records. Third-party payvers submit these forms
to ssa identifying such income sources as wages, pensions, and agricul-
tural income. One exception to third-party reporting, self-employment
(SE) income, 1s reported by taxpayers to Iks on schedule sk, form 1040,
1ks then submits the data to ssa for posting to individual earnings
records.

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

Most income reports are posted to IRs and s8a records within 18 months
after the end of the tax year, officials there told us. We therefore
obtained 1984 income data for va pension beneficiaries from 1gs in June
1986 and from ssa inJuly 1986. In addition, beginning in 1985, ssa
began posting 1984 employment pension data to its records, but only
about 10 percent of that year's totals were available for posting to ssa
records. Again. lacking nearly 90 percent of the third-party data on
employment pensions could have the effect of understating our estimate
of pension overpayments and overstating underpayments.

Ijevel I Analysis

For this phase, we identified income differences between va pension
records and tax records. We requested 1984 tax data for 1.4 million va
pension cases on record as of November 1984, In total, 698,000 cases
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had some income recorded in the 1984 tax records while the remaining
702,000 had none and thus were excluded from further analysis. For the
698,000 cases, we formatted the tax data in a manner corresponding to
the income categories shown in VA’s master compensation and pension
record. For each case, we compared income data shown in vA records
with tax record data to determine the differences. We then tabulated the
number of cases and dollar value of the differences.

Level 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 vA’s master record. The payment model
successfully replicated va’s actual payments in 99 percent of the cases.

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

Although our Level I match indicated that about 100,000 vA pension
beneficiaries had more income shown on va records than shown on tax
records, we did not calculate underpayments for those cases. 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, $sA had only posted about 10
percent of the reported 1984 pension income to beneficiaries’ accounts.
These additional sources of tax income would tend to increase overpay-
ment calculations and, conversely, reduce both the amount of income
considered as overstated on VA records and the corresponding potential
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underpayments. Table V.1 summarizes the resuits 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

Cases
VA pension cases matched
Cases with iIncome In tax databases

_ Pension law

Improved
Number Amount

Section 306

Old

Total

Number Amount

Number Amount

Number Amount

Earned income 26.344 . 30.857 . 210 . 56.411 .
Unearned income 187 573 . 318930 . 24 973 . 531.476 .
Both 29.1:1 . 80.028 . 707 . 109.926 .
Subtotal 242,108 . 429,815 . 25,890 . 697,813 .
Cases with no income n tax databases 374844 . 314.376 . 12.662 . 701.882 .
Total cases matched 616,952 . 744,191 . 38,552 . 1,399,695 .
Levell Analysis for income variances
Cases with variances
Tax data > VA data 193,763 . 337,287 . 17.943 . 548.993 .
Tax data <. VA data 35.498 . 82721 . 7589 . 125.808 .
Subtotal 229,261 . 420,008 . 25,532 . 674,801 .
Cases with no variances
Tax data = VA data 12.847 . 9.807 . 358 . 23012 .
Total cases analyzed 242,108 . 429,815 . 25,890 . 697,813 .
Cases with varniances under $100
Tax data - VA data 84.375 . 100.857 . 4483 . 189,715 .
Tax dala < VA data 9.176 . 15278 . 1.338 . 25,792 .
Total cases 93,551 . 116,135 . 5,821 . 215,507 .
Cases with vanances of $100 or more
Tax data » VA data 109.388 . 236,430 . 13.460 . 359.278 .
Jax data << VA data 26,322 . 67 443" . 6.251" . 100.016" .
Total cases 135,710 . 303,873 . 19,711 . 459,294 .
Levei I 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 vanances due 10 overreported ircome could result n potenhial underpayments. we did not
attempt o 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 va for adjudication and resolution, we undertook this
additional verification phase to provide assurance that the data we used
and the assumptions we made were supportable. Specifically, we sought
to determine whether

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

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

To accomplish this, we sought to obtain copies of beneficiaries’ income
questionnaire documents maintained in case files at 55 vA regional
offices. va Central Office personnel assisted us by sending letters—along
with information on the sampled cases we selected—to each regional
office requesting that income questionnaires be duplicated and mailed to
us. (See figure V.3 for a sample copy of the letter va sent to its regional
offices.)
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Figure V.3: Sample VA
Letter Requesting Ben-
eficiary Reported
income Data

Qffice of the Chiet Washnge DL 20
Benefits Director

V\ Veterans
\-& Administration

in Repiy Refer Tc

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

Directors (00)
All VA Regicnal Offices anc Centers

SLiBJ: GAO Income Reporting Study

1. At the reguest of the Senate veterans' Affairs Committee.
the GAQ (General Accounting Office) i{s studylng VA pensioners'
income reporting accuracy. The GAQ has reguested 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 guestioned by development
and, ultimately, superseded by a clarified report, the
clarification will be sent, If the clarification represents a
complete revision (replacement of the initial report) send only
it. Otherwise, annotate changes on the initial report and seng
a copy of it. Annptations are to be legible and clearly
assoclated 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 tc have
clerical staff first pull the claims folders and the AIJ cards
if filea in the ready reference decks. The AIQ cards should be
filec in the claims folders after they are located.

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

a. Photocopy clarity is essential and must be verifiec
before you mail the copieu of the forms, To reduce the
volume of photocopying, please copy up to 3 AlIQs on a page
(1 sheet for the fronts and 1 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)

2. November 10, 19R¢

DVB Letter 20-86-18

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

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

d. You are to mail the responses within 2 weeks of
receipt of this letter. If circumstances prevent your
timely response, notify Compensation and Pension
Service, Policy Staff (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 iInformation about
the availability of forms for the stated pericds 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 al!
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. 20-86-1%

destroy the backup material after _January 12, 1987
in accordance with the Records Control Schedule, VvB-1l, Item
13-005.000.

Cr'w e1; Be ts Director

Enclosure

Distribution: CO: RPC 2910
$5(218) FLD: OVBFS, 1 each
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Figure V.3 (Continued)

ENCLOSURE

. GAD PENSION STUDY

I VA Field Office

' Station Identification Number

ENCLOSURE

VA Claim Number| Stub Number

Report

8 Available (X)

1982/83

1983/84

1984*/85

1985/86

Current Active
Award (Y) (N)

* All claims were active in November 1984, therefore please provide a reason 1fAQ 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 caleu-
lated a potential overpayment. The sample was stratified in proportion
to population so that it contained 549 Improved Law cases and 324 Pro-
tected pension cases consisting of both Section 306 and Old Law pension
cases. Included in the sample was a subset of 146 cases for which bene-
ficiaries submitted a report to VA showing zero estimated earnings for
1984, but for whom 1984 tax data indicated earnings of $1,000 or more.
Over 26.000 cases included in the universe had these characteristics.

To satisfy Internal Reveriue 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 overpayinent cases would be pro-
tected. VA regional offices reproduced beneficiary-submitted income
questionnaires for the years 1982 through 1985 and mailed them to us.

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

Taﬂle V.2: Sample Size (Levei i)

. |
Sample pension cases

Improved Protected Total

Onginal sample 500 285 795
Oversample (10%) 49 29 78

Subtotal 549 324 873
Less

SSA posting errors Q) (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 111 validation phase to measure the extent that
VA computerized records, used to match against tax data, represented
the most accurate data available for this purpose. Because our computer
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match was performed using November 1984 va income data, we per-
formed several validation sampling assessments to be reasonably confi-
dent that va computerized income postings shown on the pension master
records represented the most accurate year-end data submitted by pen-
sion beneficiaries (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 10 percent of the
beneficiaries adjusted their 1984 incomes at vear-end to agree with their
incomes as shown in 1984 tax records. An additional 14 percent
adjusted their 1984 incomes, but the adjusted incomes still did not agree
with the 1984 tax records. va thereby had an opportunity to identify
some potential overpayments, without having access to tax data, and to
take appropriate action to recoup them and/or correct future pension
payments, as necessary.

The statistical results 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 va, 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 vA 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 a7 (10.9) BT (75) 62 ©8)

Beneficiaries reported 1984 year-end incomes
lower than 1984 tax data

Cases 384" (89 1) 185 (92.5) 569" (90 2)
Total sample cases analyzed 431 (100 0y 200 (100 0) 631 (100 0)

“Includes 91 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 VA's pri-
mary internal control mechanism to identify income and other benefici-
ary data changes at year-end that may trigger adjudicative action to
resolve potential overpayments and underpayments and make pension
payment adjustments. Therefore, on the basis of our validation sample
results, we calculated the portion of the 1984 potential overpayments
we identified using tax data that va would have been capable of identi-
fying for adjudication purposes through its year-end annual income
questionnaire process. We are 95-percent confident that va would have
been able to identify, from information available to it through its year-
end self-reporting system, only $25.3 million of the $182.5 million in
potential overpayments for 1984. Table V.4 shows the projections of our
validation sample to the results of our computer match using tax data
and our confidence intervals at the 95-percent level.

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

Dollars 1n thousands

Potential ove,s;g‘,::‘,ﬁg _Projected overpayments VA could
overpayments VA could identify through year-end reppmng
GAO  notidentity  Projected 95-percent confidence
Pension identified through year- overpayment intervafl®
program using tax data end reporting estimate Lower limit Upper limit
Improved: i
Cases 98734 87967 10767 7.868 13 666
Amount $128.400 $107,185 $21.214 $12.773 $29.655
Protected:
Cases 49,941 46.195 3.746 1927 5.565
Amount $54.137 $50.006 $4.131 $1.703 $6 560
Total:
Cases 148,675 134,163¢ 14,5124 11,089 17,935
Amount $182,537 $157,191¢ $25,345¢ $16,666 $34,025

'Confidence intervals were computed at the 95 percent level of statistical confidence That is, if 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 projection 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 reperted mcome
was still lower than 1984 tax data (see table V 3)

' This projection 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 (sec table V 3)

“Projected cases and amounts do not add 1o totals due to rounding
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Table VI.1: Total VA Pension Potential

Overpayment Cases and Amounts, by Type of unrecorded income Cases Amount
Type of Unrecorded Income T o -

lnterest/divndends' 94084 © $85596,168
Earnings: . S -
Agr]aliufai earnings - ' ' 1923 4310838
Wages ’ . 20.478 39.035.407
Self-employment ' 749 1.439.195
Noﬁ-VKééns:oﬁé - ' 2,712 3.368.179
Multiple income sources i
‘Wages & interest/dividends 14,245 25256 618
Wages & self-employment ' 196 503.507
Wages & non-VA péirrsxrci)ns o 7 1.297 2.302.156
Self-empldilrrhérn't &lr{t&?ést/dw{aends ) 1.320 2677 134
Self-émploymenf & non-VA pehsbns 53 65.847
Interest/dlx}ldends & Haﬁ-i\/Aibensmns 8.214 11.752.945
Wages'. self-employrﬁgnT&T inte?éét)dnvndénds 515 1,206.440
Wages. self-en%ployimeir;t'r&inon-VAJp’ensnbhs 7] 39 865
\Nageé. m(veVes\r/dNhdéﬁﬁgginovag ﬂensnons 2.562 4 437 941
Self-employment, uﬁterest/idiwdend's & non-VA
pensions 233 392508
T/Vaige:s'.i self-enﬁployment. mterest/dwndends & non- '
VA pensions 72 151773
Totals . 148,675 $182,536,521
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Table V1.2: Old 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/dwvidends 1.606 $1.540,347 2,268 $1.395.484 3874 $2 935 831
Earnings '
Agricultural earnings . . . . . .
Wages 14 13.230 15 9.072 29 22 302
Seif-employment 2 2.570 . . 2 2570
Non-VA pensions 1 945 3 1814 4 2759
] Multiple Income sources
Wages & interest/dividends 23 22415 74 45058 97 67 473
Wages & seif-employment . . . . . .
Wages & non-VA pensions . . 1 605 1 605
Self-employment & interest, dividends 15 16.891 7 4234 22 21125
Self-employment & non-VA pensions . . . . . .
Interest/dividends & non-VA pensions 37 35645 21 14 354 58 49.999
Wages self-é?nployfnent & interest/dividends 1 945 . . 1 945
Wages. self-employment & non-VA pensions . . . . . .
Wages. mterest/dlv.dénds & non-VA
pensions 4 3780 10 6199 14 9979
Self-employment. interest; dividends & non-
VA pensions . . 1 605 1 605
Wages. self-employment. interest/dividends
& non-VA pensions . . . . . .
1 Totals 1,703  $1,636,768 2,400 $1,477,425 4,103  $3,114,193

'Surviving spouses and;or children
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Table VI.3: Section 306 Pension Potential Overpayment Cases and Amounts, by Type of Unrecorded income

Type of unrecorded income
interest/dividends
Earnings
Agricultural earnings
Wages
Self-employment
Non-VA pensions
Multiple income sources
Wages & interest/dwidends
Wages & self-empioyment
Wages & non-VA pensions
Self-employment & interest/dividends
Self-employment & non-VA pensions
'Imerest/dlwdends & non-VA pensions
Wages. self-employment & interest/dividends
Wages. self-emplcyment & non-VA pensions

Wages. interest/dividends & non-VA
pensions

Self-employment. interest; dividends & non
VA pensions

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

Totals

Veterans Survivorg® Totals
Cases Amount Cases Amount Cases Amount
12439  $17.054.105 15606 $10.175.436 28.045  $27 229541
110 185.112 13 12924 123 198.036
885 1.301.160 3.068 3.845.757 3.953 5.146.917
61 92.592 43 48 912 104 141,504
383 536.712 67 61.764 450 598.476
1.119 1.667.160 4605 5420.162 5724 7.087.322
10 17.244 20 25416 30 42660
31 510.936 221 248.056 532 758.992
263 470.316 180 195.144 443 665.460
24 32.100 " 8.544 35 40.644
4183 6.403.224 583 493.332 4766 6.896.556
28 45552 69 85 452 97 131.004
3 2952 4 3.660 7 6612
777 1.207 680 547 565.720 1324 1773400
142 237 804 31 23.352 173 261 156
21 31704 1 12.816 32 44 520
20,759 $29,796,353 25,079 $21,226,447 45,838 $51,022,800

'Surviving spouses and/or chiidren
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Table Vi.4: Improved Law Pension Potential Overpayment Cases and Amounts, by Type of Unrecorded Income

Type of unrecorded income
Interest/dividends
Earnings
Agricultural earnings
Wages
Self-employment
Non-VA pensions
Multiple income sources
Wages & interest/dividends
Wages & self-employment
Wages & non-VA pensions
Self-employment & interest/dividends
Self-employment & non-VA pensions
Interest/dividends & non-VA pensions
Wages. self-employment & interest/dividends
Wages. self-employment & non-VA pensions

Wages. interest/dividends & non-VA
pensions

Self-employment interest/ dividends & non
VA pensions

Wages. self-employment, interest;dividends
& non VA pensions

Totals

Veterans Survivors® Totals
Cases Amount Cpses Amount Cases Amount
44 409 $41,769.261 17.756 ,,,$_13",56]-5§5 7 62,165 $55.430.796
1677 4,005,585 123 107.217 1,800 4.112.802
10.658 23436559 5838 10.429.629 16,496 33.866.188
511 1,042,194 132 252.927 643 1,295 121
1.733 2.227.730 525 539.214 2.258 2.766.944
4.480 10,442 557 3.944 7.659.266 8.424 18.101.823
133 389.056 33 71.791 166 460.847
494 1.058.905 270 483.654 764 1,542,559
695 1670987 160 319,562 855 1.890.549
13 18.834 5 6.369 18 25203
2.600 3.817.891 790 988.499 3.390 14.806.390
374 989 992 43 84 499 417 1 1074‘491
14 29.569 1 3684 15 33253
833 1,940,460 391 714.102 1,224 2.654.562
35 77.006 24 53.741 59 130,747
37 102.549 3 4,704 40 107 253
68,696 $93,019,135 30,038 $35,380,393 98,734 $128,399,528

'Surviving spouses and/or chitdren
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Observations on VA Income
Reporting Documents

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

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

Questionnaire Clarity

Important in

Obtaining Reliable - unintentional misreporting because the respondent misinterprets a ques-
tion, misunderstands instructions, does not enter a response clearly. or

Data 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 Respor‘ldents can‘ err ll‘rlint,einti.()r1'2111y when they cannot 1.‘oad questions
. ) because of type size or clarity: when the language level is too advanced
Unmtentlonal 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.

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

"Before October 1985, VA used an Annual Income Questionnaire and Claimant's Worksheet. Figures
VILT and VILZ illustrate the AlQ and worksheet, respectively, then in effect for Improved Law pen-
sion veterans with no dependents. In October 1985, VA adopted the Eligibility Verification Report
Figures VIL3 and VIL4, respectively. illustrate the EVR and accompanying instruction sheet now used
for Improved Law pension veterans with no dependents.
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EVR Style and Language

At the time of our review, there were nine versions of the EvRk,- 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 EVR's style and clarity are as follows:

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

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

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

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

“In commenting on a draft of this report. VA stated that the number of EVR versions has recently
been increased from 9 to 11 (see app. VIID.
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For example, question 5D on figure VIL.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, check *YES'. Also
check 'YES' for any change in the amount (up or down) of any other source of
income, any NEW source or any ONE-TIME receipt of income)”

The term "ANY INCOME" implies income from any distinct source and
the question specifically defines “CHANGE" as an increase or decrease.
“ANY INCOME CHANGE" is further defined in parentheses as the
receipt of income from a “NEW source” or a "ONE-TIME receipt of
income.” Neither of these ideas quite conform to the question—increase
or 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 va and social security cost-of-living adjust-
ments. Standing alone, the question is vague. A better approach could be
to ask the respondent four 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)Y from Social
Security or vA?"

“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. VIID), va did not believe that our
suggested clarification of this question was necessary and that the
detailed instructions for the question have resolved much unnecessary
reporting of social 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 that they
have a clear and uniform understanding of the response expected.

Respondent’s Ability to
Recall Information

O "

The more a respondent relies on recall alone to answer EVR questions,
the greater the likelihood of response error. Probably. the respondent
will not remember precisely much of the information va 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 EVR were to suggest
that the respondent consult tax records, bank books, pay stubs, etc..
when completing the form, the respondent might be less apt to totally
rely on memory. This should decrease the likelihood of response error
due to poor recall.

EVR Instructions

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

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

Questionnaire Format

In general, the Evk 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.

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

Questionnaire Length

In length, the EvR is limited to a single letter-sized sheet printed on both
sides. Nearly all of the design problems already described are a direct
result of VA's attempt to limit the length of the EVR. Most of these flaws
could be eliminated if the EVk were lengthened, questions simplified,
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Reducing Intentional
Response Error

Concluding
Observations

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

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

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

Page 80 GAO HRD-88-24 Veterans' Pensions




Appendix V11
Observations on VA Income
Reporting Documents

Figure VI1.1: Annual Income Questionnaire for improved Pension Veterans With No Dependents

ol 1§ G

’-& Voo ans Aminswetins IA[ 18] TC i
IMPORTANT READ ENCLOSED INSTRUCTIONS BEFORE COMSLETING TWIS CARD 0O - |
NOT FOLD, STAPLE OR TEAR CARD DO NOT USE WHITE OUT OR CORRECTION TAPE IMPROVED PENSION QUEST ION&'AIRE
ORM APPROVED
VETERANS (NO DEPENDENTS) cue o z900-0x
L YOUR MARITAL STATUS (CHECK ONLY ONE BOX)
a 3 f
(I)D o B o mD-@nm‘m LIVING WITH SPOUSE (BMOW AMOUNT COMTRIBVTED p r[ T
(l)DNﬂ nanpun TO SROUGE'S SUNCORT iN (PB4} [:] 13 ]l] lm
p
2 DO YOU HAVE ANY UNMARRIED, DEPENDENT CMILDREN? mD ves ”’D w0
{G NAME AND ADDRESS OF PAYEE T
3. ARE YOU A PATIENT IN A NURSING HOME? mD ves wf Jwo
4 FAMILY MEDICAL EXPENSES PAID BY YCU IN 1984 (DO NOT INCLUDE AMOUNTS THAT
WERE PAID OR WILL BE PAID BY INSURANCE AND MEDICARE)
o .
3
-
<
305 €0UCATION EXPENSES PAID FOR YOURSELE N 1984 ————;C]
&
216 DID YOU WORK AT ANY TIME IN 19842 (nD ~ES me
SYBENCFITS WILL BE DISCONTINUED IF COMPLETED CARD IS NOT RETURNED YO VA BY
L§ JANUARY 11985 COMPLETE BOTH SIDES ]
PCS~,0539F
T Cr e wE a0 et ROR A (D3 wad StUA L N LGN fLecwst ol BmMe- T fa fe, wite o
VETERAN
A MCHTHLY AMOUNTS VETERAN 8. ANNUAL INCOME SOURCES To0a 1505
SOCAL SECURITY CHECK AMOUNT ANNUAL WAGES FROM ALL EMPLOYMENT
MEDICARE DEDUCTICN ANNUAL INTEREST AND DIVIDENDS i
|
US. CIVIL SERVICE ALL OTHER ANNUAL INCOME i
\
US RANLROAD RETIREMENT C NET WORTH VETERAN l
i
1
WLITARY RETIREMENT CASH, BANL ACLOUNTLS), BOKDS, PRCPERTY, E1€. ;
i
BLACK LUNG BENEFIT 0 0ID ANY INCOME CHANGE ( INCREASE/UECREASE) IN 19847 ;
‘
COMPANY/UNION PENSION wfJves @ Jno {I¢ "YES," Complste Items E.F and G below)
f CATE INCOKE ARG G REASON 'N70ME JHAWED NEW J2B, WASE,
STATE/LOCAL PENSION £ TYE OF WOME AANGED LAMGLS, RETHERENT, £1C) R A R 8
<«
<
ANY OTHER RETIREMENT é {
BA. SIGNATURE OF CLAIMANT, CUSTODIAN OR GUARDIAN B8 OATE
SSL/PUBLIC ASSISTANCE MANT, CuSTOD :
PEMALTY SEVERF BF . 7IES Y:ov AZSUL ir FALSE STATEMENTS AJE MADE WILLFL.LY } }
b -
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Figure VII.2: Annual Income
Questionnaire Claimant’s Worksheet for
Improved Pension Veterans With No
Dependents

Form Approved
OMB Ny 2906 1.

2N veterans agminstration

RETURN THE COMPLETED CARD IN THE PRIVACY A(T INFORMATION - No further money or other
ENCLOSED ENVELOPE OR MAIL TO benefits may be paid under this progsam afler January 1,1985. un
less the enclosed card is completed and returned as required by exist
VETERANS ADMINISTRATION ing law (38 U.S.C. 506). The information requested is consdercd
P.0. BOX 7420 relevant and necessary 1o determine the maximum henelits to which
PHILADELPHIA, PA 19101 you are entitled under the law. Responses may be disclosed ouride
1he VA only if the disclosure 1s authosized under the Privacy Act, in
cluding routine uses deniified in VA system ol records,
58VA21/22/28, Compensation. Pension, Educanon and Rehabiiita-
uon Recards - VA, published in the Federal Regmer

INSTRUCTOONS FOR COMPLET!NG THE IMPROVED PENSION QUESYIONNAI“E

PLEASE FOL! OW THE INSTRU(TIONS STEP-BY STEP Wc have provided the uml\shecl 1o heip
you answer the questions on the enciosed card. If you wish, complete this worksheet befuore putting yous
answers on the card and keep the worksheet [or your records. If you do not want 10 complete the work

sheet, you need only answer the qéestions on the card and return the completed card 10 the VA However .

we recommend that you complete the worksheet and keep it for your records because your answess mas be
subject to later verification DO NOT SEND TRHIS WORKSHEET TO THE VA RETURN ONI'Y THE

COMPLETED CARD.

PLEASE DO NOT FOt D. TEAR, STAPLE OR DAMAGE THE CARD You may use a penal of pen to
complete the card and may make crasures, but do not use while-out or correction tape I you need help
with the card, contact the ¥ A Regional Office in your asea. Toll-f1ee numbers may be found under "L S
Government'’ in your phone book. Any accredited Velerans Service organization will also help you

IMPORTANT - ANSWER ALL QUESTIONS 1t the proper entry for any item 1 none, write 6N
e 0" DO NOT LEAVE BLANK  An incomplere card will have o be retutned to you, so please be surc
m mmplueall Hems.

I YOUR MARITAL STATUS (Caexd only une b 10 sAaw vour (urtent siatus)

11, MARRIED LIVING WiTH SPOUSE 121 [} MARRIED NOT LIVING WITH SPOUSE
(You ert legally marned end live You are rgaits masried but separered
it vour Spouse 0 vou live apert Jrom vous \pouse I ths uppires 16 vou
onls for medical reasons. for example. AGR amOUA: CORIPINGIPD 1 \pewse + SuppeTT
resident of ¢ aursing homel i 19031 1] you did a1 proerde support

wrrte “NONE
—— s
13 [ | NOT MARRIED ( Yow hawe drver {

marcied or are now divorced of
widowed)

2 DO VOU HAVE ANY 'JNMARRIED DEPENDENY CNlLDR(N). The t 4 may e

10 S1en RiiGrenT whes Gre ot marnied und whis are ehet undes I8¢ 18 o0 beraeen vgr IK and }
PAVSIUls 2 meiauts Metpless betare age 1A 1 vou huve JAMOTried | Riideen i amy of these o1eRores shed Ves o

b et IR v
ot ure K und o

W] ves @] w0

3 ARE YOU A PATIENT IN A NURSING HOME?

mL‘ vES @[] Ne

4 FAMILV MEDICAL EXPENSES In this Section, on your card, you Bre to show amounts of |9l34 medal
expenses for yoursell and any relatives you are obligated to Support  You may be asked to
verdy the amounts you actually paid. so keep ail receipts of other documentation of payments. Enter the
amounts you actually paid for medical expenses hincluding health insurance premiwms and the Medicare
deductions lrom your socisl secunty checks). This total must be the amount of expenses vou paid duing
1984 Do NOT include amounts for expenses that were paid for or will be pard by Medicate Meaicans ot
other insurance

NOTE- 1t 15 NOT necessaty that you report payment of medical expenses unless the total
for 1984 exceeded $275.00, *he minimum amount required for consideration as an exctusion from
your income

5 fDUCATION EXPENSES PAID FOR VOUHSELF N 1%4:/n.nmm..nn £ VA @lfew dedi s P o igbis B
0! €uemes of tutr-n, ees, SCRioE Dok und suppiIes puid i veus i e tioe cout Aduigs 0 0ineg 11 1REr weee sudh papenes 1Y
$how the amowst in .4 Daix Detm 1 11 ne et d1nol expenses were pand 17 1904 white AN w0

6 DID VOU WORK AT ANY ME DURING 19847

W[ ves @[] w0
va fomm SUPERSEDES VA FORM z\ 29180, AUG 1983,
AUG 1984 21 _”15. WHICH WILL NOT B¢ USE! Connnwed on Reverv
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Figure VII.2 (Continued) [

7T REPORT OF INCOME AND NET WORTH 16 N7 b corit § & fwmnin Amomer sii gt o1 s =sie NONE o O s
On the back of vour card you must report AL L income (money and serviees), showing amounts monthly or
annualis, s requested, hefure any deductions 11 you cannon show income 10 Ametican doflars, spefs the
fvpe of curtency, such as pesos, Tira, etc Do nor deduct amaunts withheld for 1anes, reticement plans,
msurance, eiv The VA will deduct any amounts which may be oxcluded i determining your vontinued
pensninentittement

You should NOT repant your ¥ A penvion gy income, byt you SHOULD report any other VA paymenis,
duhas eduvanion benelits snd ¥ A ansurance 11 you receive other VA benelits, contact your YA ulfice tor
Nelpoin reparting

prosades space for vou to wiie in the amount o cach benetit you reveive bor each of the sourves Iinted v
the vard wiite sn the amount of the monthly check you receive from thar source
IMPURTANT - Be wure to enter ON THE CARD 1he actual current monthly amount trom each source in Part A 11

+00 30t recerve henehils from 4 souree, write NONE T or S0 1 the dlouk provided

A MONTHLY AMOUNTS
BLACK LUNG BENEFIT

SOUIAL SECURITY (CHECK AMOUNT

MEDICARE DEDUCTION

COMPANY UNION PENSION
4 S CIVHL SERVICE STATE. LOCAL PENSION

« % RALROAD RETIREMENT ||ANY OTHER RETIREMENT

ot

MILITARY RETIREMENT SSI PUBLIC ASSISTANCE

e b g b —

- —— - s .
PART B ANNU AL INCOME - Inthis section voa your card you dre 10 report annual émounls of imcome
for ART o 1984 and the amounts sou expedt 1o revenne lor Al L of 1985 |1 vou are completing 1he ard
Fetore December 31,1983 vou raust indude income 0 the ** 1984° blocks that you expest 1o reveve during
Leremander ol the sear Inorther words, count the imcome sou have scuaily receved trom that source
wiee FBangary 1,19%3, up to the Jate you are vompleting the card and then extimate the smount {rom that
st that hou will recense from thi Jate through December 31, 1984 Then show the toial ot 1hese
amaunts from thatl source under 19847 Under ""1985°" show the amounts you expedt from January |,
TUN S shioaeh December 31, 1988

INPORTANT  The amaoanis jo be entered s his section are trom incame soutces othes than the monihly

ooy showa i Part A Do SO show 3 antiual income ans smounts already eotered as monthly in
s and Jo aec show your YA pensan Instead, show i the spaces prosaded the tatsk ot (1) annoal
aavos trom emploviient, (20 annaal mitecest and disdeads (o duding interest on boads and cerbitnates of
foenit as well as saviags accounts)and () other annual inconie that i oot altcads showa i anothet e
e evampte, remal income. insutance, business profiny, efv ) Hyou do not revesne income in 2 par

L caremty wote UNONE T 0 0T e space provided
B ANNUAL INCOME SOURCES 1984 ! 1985
ANNUAL WAGES FROM ALL EMPLOYMENT s ii

ANNUAL INTEREST AND DIVIDENDS |

ALL OTHER ANNUAL INCOME

U S S A .
PARTC NETWORTH In this 5ection you are 10 report your Total assets and the value of any real estate of property
Show 11 the total your cash on hand. bank accountis) savings deposits, stocks and bonds, et Also include the
value of your real estale and property (not including yout own homel

| NOTE Beure o ente

e provded. if nom

fie NONE
VETERAN

CASH BANK ACCOUNTIS!, BONDS, PROPERTY. ETC )
|

D I10 ANY INCOME CHANGE (NCREASE DECREASE | IN 19847 11/ there wat no i ime  hamge o7 of 9 S S ur ot of tiving
TR wuc he anfs  Range AR N0 IS IRECP wat 1OME DIRe? il redse of decredse in Sox i Seurity or an il dwerd of Sousl Sevurnit

Yer Ahu . AmE Ver T for eny change i the amauni fup v d0wn; of 4Ry OIRET OUACE Of imome. any NEW source of income. and any ONE
1IME ey evps a7 income 4

AT Yen, " you must provide spevific snuwers to teemy £ F and G helom 1
WUUNES T NO NG, ere “NONE T or “NAT inliemn b F and G )

4 ot o oene N1 L Aanged in 1984, for example, | ke date vow received the new sourve of | brsef evpianatinn of why ihe ome chenged.

SOV 4L NTvRe IPLIemEnt INEIENI. COMPERY | IACOME OF the dare ike increase or de Jor exumpie. aew ;0. recse. quit work. en )

senvnn Rusieood cenrement. et 4 crease o8 @ suur e of income went inio
effxir

IMPORTANYT  Be sure wou Rave enicred all your answers on 1he enclosed card SIGN and DATE the card and
RETURN THE COMPLETED CARD (0 the VA address shown on the front of this form. f you cannot sign your
Hime, make sour X' mark 1 the ugnature space on the card. and on a separate sheet furmish this sistement *'1
hetetn certify that she information on the enclosed card 1s irue 2nd correct to the best of my knowledge and belief **
,‘,",‘“' s0ut mark under the siatement and have 1t signed by two witnesses who must #lso give thesr addresses.

£ TYPE 08 WCOME CHANGED rSprerfr w[ £ DATE INCOME CHANGED (Shuw | G AREASON INCOME CHANGED (Giw o

RIGHT OF DUE PROCESS - Your payments are d:cectly related to the income and dependency snformation you

report A change o the benefits you recerve may be required in the event of income and dependency changes You

have a night at any ime to submy additional information of to have a personal hearing to explain or clarify your state

ments_You also have the right (o be represented at suyh a heanng by a representative of your choice

PENALLY  The law peovrdes wevere penalises, which include fine or smprisonment, ot both, 101 1he willful submawon of any satement o evt

Jenue of 2 material fact. knowing u 10 be fabse. or far traudulen acceptance of ans payment tn which vou are nor entiied

RETURN THE COMPLETED CARD TO THE VA BY JANUARY 1. 1986

tF YOU COMPLETED THE WORKSHEET, KEEP IT FOR YOUR RECORDS.
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Figure VI1.3: Eligibility -
Veritication Report for

Improveq Pension Vet- T tAns sowmiTRATON 7
erans With No » 0 mox 802284
Dependents CHICAGD IL 80880 IMPROVED PENSION ELIGIBILITY

VERIFICATION REPORT (VETERANS

WITH NO DEPENDENTS)

ca HLE MUMBER  PAYEE WUMBER - STUR NaME

2avEr aDOMESS 103-02-6040-00 T J MATEV

TUMATEVAUD TEST FILE VETERARS A0 STRLT.ON RES N ADDRESS
AUDITORS TEST FILE
KENOSHA WI 83140 P.O. BOX 802204

CHICAGD 1L eossC

If YOU DO NOT RETURN THE COMPLETED FORM TO THE VA BY . YOUR BENEFITS WILL BE DISCONTINUED
IMBORTANT -Ploase resd the 8nciotes EVR irsuctions (VA Form 21-80B83 prior 1o compieling this form
' VETERAN PAYEE'S MARITAL STATUS (Checr One DOm Compiets this 1M oniy ! yOu &8 r@CEIving P8RS 00 a3 & VETERAN preas
o D MARRIED-LIVING WITH SPOUSE (You #¢ 1egally marrie0 anc live with yOur $pOuse O YOu lve 88t ONly for medca
reasons. for example. resident of a nursing home!
@ MARRIED-NOT LIVING W'Th SPOUSE (You #¢ lega:s married but $eDa"steC from™ vour spouse '* th's aoT €5 ic vO.
D mow SMOUNt CONtribUleS 1o SPOUSE S SUDDOr: Ouring the Das 2 mMoOnths. (1Y you G@ NnOt Provide 3uDPO*t write N7

, 13 D NOT MARRIED {You have never marreC O' are now OivOrcec or widowaed!
! 2 PO YOU WAVE ANY UNMARRIED ODEPENDENT CHiLDREN) IThe VA may (8COQN.Z8 A vE1878N'S Neturs. Or 188ty SCODIEC Ch-‘Crer 10

| whO 68 NOU MFT.@d #NC WRO O Fcngs undes age '8 OF betwesn age '8 8no 1) #nd in 3choot OR whno ae Over sge B BN who no »
Phymically Of mentetiy MEIDIess DA'Gre age 18 /' vou have unmaried chilgren (n eny of thess catagories chece YES

1 : Ows Ow
! JA ARE YOU A PATIENT IN A 38 DATE ENTEREC 3C NAME ANC ADDARESS OF NURSING HOME

MRS ING MOME? (1 “YES . NURS ING mTME
i compiete tiems 3B thru 3

| Owes O
IC MONTHLY NURSING HOME PAYMENTS I} ANMIUNT AT BY YOU 4 DID YO. WORs A° ANY “iWE DUR NI “wt
. PAST 12 MONTHS®
S $ D YES D N
5 REPORT OF INCOME AND NET WORTH
A MONTHLY AMOUNTS
NOTE~Prior to_compieting ttem 5 read parag-aors 2 3 enc 4 of the EVR instructions
SOURCE GROSS MONTH. Y AMOUNTS

(ncwang deduct:ons 1or laxes. nsursnce EXAMPLES
Medcare, stc)
SOCIAL SECURITY S ! Ypur monthiv SOCI8 Secus iy crecr
15 14000 anc the montr'y Mec tae
U § CIVIL SERVICE payment 15 $15.50 Theretore vou:
* gross monthy amount 1o rePO"! s
U S. RAILROAD RETIREMENT ' ' 3155860
WILITARY RETIREMENT i
| (Do not report VA beneiry) . 2 Youw monthly Civil Service o '
Rairoad Retirement check g S3EE 1T
‘ BLACK LUNG BENEFITS ang the deduction for taxes 's §°S TI ;
\ [TOTREN HEYIREVENT g 10 hedith insurence §1€ 4C
' {Company. sute. locs:. etc.) Treretore vour Qross monthy s~ou~’ '
SSIPUBLIC ASSISTANCE 10 report s 3399 40

8 QOTHER THAN MONTHLY INCOME
ﬂcnorl total smounts oT other than montnty INCome vou recevad 07 the DEri0d INDicated and the #mounts vOu €xDECT IC

r for 1 i i |
|
FROM OCT 1. 1988 FROM OCT 1, 1088 |
SOURCE ‘ : ‘
L THRU _SEP 30, 1086 THAU SEP 301887 |
TOTAL WAGES FROM ALL EMPLOYMENT | $ [ !
|
TOTAL INTEREST AND DIVIDENDS i
ALL OTHER INCOME ! i
i

VA FOAM 3 v i1 1 11]
S 10 1-°915 -'::f:'-“fff -2"::':::(:: o (Continyed on Reverse) !
|
I
J
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Figure VII.3 (Continued)

e
C NET WORTH

r;ﬂ WORTH ~ Show e total amount of your cssh. benk accounts, Bonds. savings GeDOSIts. S10CK. sl estste and
property NOT inciuding your own hoame. (it none, write “NONE' or “07]

SOURCE j TOTAL AMOUNT
CASH. BANK ACCOUNTS, ETC. I's
REAL PROPERTY {Excluding home) !
ALL OTHER :
TOTAL ¥ s

ONE-TIME recerpy of incomel

[ ves 2w

Toving adiustment was 1he onlv change cneck “NO’

T OID ANY INCOME (INCREASEOECREASE' DUNMING TWME BAST 17 MONTHSY (11 the/® wera RO iAcOME Changel Of it s Sociel Securty va cost of
(1 thare was soma other incrasserdecresas «» S0c.8! Secucity 07 #r intia' award o S0 8
Secuiiny eneck "YES Also check “YES. for eny change «» the amoum b of downi Of eny OtRer pources of incoma eny NEW source o sry

11 “YES.* complete tems E. F. and G 1 "NO" write "NONE" in tems € F. ond G

£ TYPES OF INCOME CHANGED (Spectty
any types of income that changed. tor
exampis. wages Civit Service

F OATE(S! INCOME CHANGED (Show anv
asiels) vou received sy new source of
sncome Of the Gate an INCresse/decrease

G REASON(S) INCOME CHANGEC (Gve 2
“bu.l expianation o! why income changec |
i for exarmmpie. new jOb. rase. Quit work l

went_intc e!fect) L)

retirement. company penson, etc.)

6 FAMILY MEDICAL EXPENSES

NOTE - Prior 1o compisting 'term 6. fead paragrson 5 of tne EVR instructions
Show smounts of medical &xpenses tor yOurse'* and any reiatives vou & ODhgated 1o SuPDOTL

EXPLANATION OF MEDICAL EXPENSES FOR THE PERIOD OCT 1. 1848 THRY SEP 30, 1888

DA (E PAID iFor Megicare o PURPOSE ILLNESS OR
inBurBnce Oremiums srate COND(TION Artht(Lis
MORtPlY QUATIEr Ly #1C Othecw se eyn surgery eve
how month and vew g'asses etc

RELATIONSMIP OF
PEASON FOR wrlN
EXPENSES #&. O

AMOUN™ ®aib 8Y YQuU
FOR WWICH YOU Wili
NOT BE RE MDUNSED

PAID TO (Naems of docior Nospital
bRermaecy O nuréing home:

$ 4 TOTAL

CHECK THE APPROPRIATE BOXIES 1F YOU ARME COVERES B ANY OF THE FOLLOWING TYPES OF REALTH INSURANCE

O meocare [ meocao [ cruen wEALTH INSURANCE

EDUCATION EXPENSES PAID FOR YOURBELF DURING YWE PAST 17 MONTHS (in cartain ¢
incoms for expe Of tuition. feds. 6chOO! BOCKN AnC PuDp: @3 PB.0 11OMm your IRCOME
wiite "NONE * of al

@3 the VA mey a{i0w Seductons 1rom countads
YOur @0UCETION SROW TRE BMOURL Pa:d ! none

-

$

PENALTT  The s BreviRE SOVEE BRAETUAN WREh Mciude hes 8 mp teeman a0 Bere Tee TAE @My SuBAEIGn 87 BNy IETEMER| & gvieace o' 8 wa0e B
I1oetuien SREPIBALE o Say PEYmEnt te WRE yu, wra AS1 S81sp

g 4 v iaas s

NOTE - Prior 10 compieting ltems BA ang B8 resd psragraoh 6§ o' the EVR instructions

BA SIGNATURE OF CLAIMANT CUSTOD/AN OR GUARD AN 8 DATE

PRIVACY ACT INFORMATION - No further money o' other bens'its msy bg Baid undes this program atter The due date show~
unless tus form has been COMDisted and returned st regqured by existing lew (38 USC S06) The information requested s
considered ralevent and necessaiy 1o determing the maximum benetits to Which yOu 8¢ entitied under the aw. Responses ma,
De chisciosed Outside the VA only if the dhisciosure 15 suthorrad under the Privacy Acl nclugding the routine uses dentifien n
;/A m(;m of recorgs S8VA21/22/28. Compenssuon Pension. Educstion and Renabiitstion Records = VA. published n the
odersl Register
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Figure VI11.4: Eligibility
Verification Report
Instruction Sheet

\,‘.‘ Veterans Administration

Ellgibllity Verification Report Instructions

The Ehgibility Veritication Report {EVR) form will reter you to the instruction paragraphs that apply
to your benefits.

GENERAL INFORMATION

IMPORTANT —ANSWER ALL QUESTIONS. if the proper entry for an item s none, write
“NONE" or “0"". DO NOT LEAVE BLANK. If you need heip with this form, contact the VA
regional oftice in your area. Toll-free numbers may be found under ~U.8. Government' in your
phone book. Any accredited veterans service organization will also help you

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

RIGHT OF DUE PRQCESS. Your payments are directly related to the income and dependency
( information you report. A change in benetits you receive may be required in the event of income

and dependency changes. You have a night at any time to submit additional information or to
have a personal hearing to explain or clanty 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 veteran's 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 138 and who became physically
or mentally helpless betore age 18. If you have unmarried chiidren in any ot these categornes.
show the number of such children. If a child is away at schoo! but still @ member of your
household, consider that child to be IN YOUR CUSTODY. Jf you have no dependent children
show 0.

} 2. INCOME, Report all income (money and services), as requested. (Note for foreign beneficianes

If you cannot show income in American dollars, specify the type of currency. such as pesos.
lira, etc.) Report the gross amount you receive. The gross amount includes amounts withheld
for taxas, 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 disability or death benefits.

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

If 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
tor each benefit received. it you do not receive benetits trom a source, write “NONE™ or 0™ in
the block provided.

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

of service.
}GLFPSZ: 21 -8983 (Cantinued on Reverse)
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Appendix VII
Observations on VA Income
Reporting Documents

Figure VIil.4 (Continued)

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

monthty 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 ) ot

| (@) Annual wages from employment, ,
{b) Annual interest and dividends {Including interest on bonds and certthcates of deposit. :
as weil as savings accounts). and .
(¢) Other annual income that is not already shown 1n another section (for example. VA
education benefits, rental income, insurance. business profits, etc)
It you dsd not receive income in a particuiar category, write "NONE™ or “0" in the space
provided.

5. FAMILY MEDICAL EXPENSES. You are not required to report payment of medical expenses
But 1t may be to your advantage to report them since payment of medica) expenses can reduce
your countable income.

. If you receive an EVR form which is type 1 (see top nght corner of the tront of the torm 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 chitd or chiidren atone). 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 nr a widow receiving type 9.
generally your iIncome will not be reduced unless the med:ical expenses vou paid (including
Medicare payment} exceed $200. lf you have any questions. contact the VA regional ottice
In vour area.

You may be asked 1o verify the amounts you actually paid. so keep all receipts or other !
documentation of payments. Enter the amount you actually paid for medical expenses

tincluding 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 yourselt, write “"SELF"" under RELATION3HIP OF

PERSON FOR WHOM EXPENSES PAID

6 SIGNATURE. It you cannot sign your name, make an X" mark in the signature space and on
a separate sheet furnish this statement: "'! hereby certify that the information on this form 1s
true and correct to the best of my knowledge and belief””. Place your mark under this statement
and have 1t 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 1t to the nearest VA office or the VA address shown on the front of the EVR form

OVERNMENT PRINTING ¥l t
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Appendix VIII

Comments From the Veterans Administration

! QOffice of the Washington DC 20420 :
Administrator |
of Veterans Affairs |

V\ Veterans
&) Administration

DEC 30 987

! Mr. Richard L. Fogel

; Assistant Comptroller General )
Human Resources Division

U.S. General Accounting Office
washington, DC 20548

Dear Mr. Fogel: !

This responds to your request that the Veterans Administration (VA)

review and comment on the General Accounting Office (GAO) November lo, :
1987, draft report VETERANS PENSIONS: Using Tax Data to Verify Income !
Can ldentify Significant Potential Erroneous Payments. i

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

reconmends 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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Appendix VIII
Comments From the Veterans Administration

Enclosure

VETERANS ADMINISTRATION COMMENTS ON THE
NOVEMBER 16, 1987, GAO DRAFT REPORT VETERANS
PENSIONS: USING TAX DATA TO VERIFY INCOME CAN

I DENTTFY SIGNYFTCART POTENTTAL 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 curreat 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 necd to report accurate income information,
especially wages, interest, and dividends. We will also awend 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 1l.
Prior to 1985, Annual Income Questionnaire (AlIQ) 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 appeatance. 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
nusber or write to the beneficiary and ask for the nuwber. 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 miltiple-page form.

Instead, we chose to generate the EVRs on our laser printer. This
printer is programmed to print the veteran's claim number and the address
of the VA regional office of 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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Appendix VII
Comments From the Veterans Administration

Nowonp 78

Now onp 10

Now onp 14

2.

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

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

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."

Page 15, paragraph 2, line 5 -- This sentence is not accurate. VA's
Ottice ot 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 Septesber 1983. The
interia 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 adjudicativé 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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Appendix VIl
Comments From the Veterans Administration

Nowonp 15

Now onp 22

Now on pp 32 and 35
Now on p 36

Now onp 56

3.

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

Page 15, 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 INB 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 KWashington where
VB regional staff have either completed or have made substantial
progress in their reviews.,"

Page 20, 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."

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

Page 64 -- The second paragraph should be rewritten to conform to the
terminology 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."

Page 91 GAO HRD-88-24 Veterans' Pensions




Appendix I1X

Comments From the Internal Revenue Service

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON. D C 20224 |

COMMISSIONER DEC 29 1987 |

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 entitied "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(1)(7) is
unwise and inappropriate.

Preserving the confidentiality of tax information is a

| prerequisite to the integrity of our tax system. Using tax

1 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 X
benefits would compromise the integrity of our tax system. ﬁ

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
Nowonp 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 Financidl Management Profile.,' noted
weaknesses within VA's automated data processing systems.
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Appendix IX
Comments From the Internal Revenue Service

Now onp 38

Nowonp 4

Nowonp 3

The cited letters have
not been reproduced
in this report but are on
file in GAO's Human
Resources Division

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
offices involved. Further, the draft report states on page 49
that the VA .. .still does not have a quality assurance progran
to determine whether beneficiary income reporting is a problem."

Other Sources Of Information Are Available

The draft report notes on page 5 that VA, using its current
year-end self-reporting questionnaires, would have been able to
identify and act on $25.3 million in potential overpayments.
The report indicates, however, that VA did not use information
in its possession 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

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.

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

e —————— e
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Comments From the Internal Revenue Service

Mr. William J. Anderson

In each of these proposals, GAO or the VA has recommended
disclosure on the basis of a cost-benefit analysis. That is,
they have determined that the money which might be saved
exceeds the cost of the disclosure. This cost benefit
analysis, however, 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(1)(7) in the manner suggested.

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

With kind regards,

Sipcerely, ki;y
. /
_ , / ¢d¢4,/
a 57‘“ o
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Appendix X

Comments From the Department of Health and
Human Services

{ DEPARTMENT OF HEALTH & HUMAN SERVICES Office of Inapector Generel
Y

MAR 1 1388

! Mr. Richard L. Fogel
Assistant Comptroller Genera!
U.S. “eneral Accounting Office
Washington, D.C. 20541%

Dear Mr. Fogel:

The Secretarv asked that T respond to your reauest fnr the
Department ‘s comments on your draft report, “Veterans Pensions:
Usina Tax Data to Verify Income Can Identify Significant
Potential Erroneous Payments.” The enclosed comments reoreseont
the tentative position of the Department and are subject to
rrevaluation when the final version of this report is received.

We appreciate the oppoartunity to comment on this draft revort
hefore its publication.

Sincerely yours,
— ’

‘ \&\Ux \’\,Lu~,

Richard P. Kusserow
Inspector General

Enclosure
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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
ERRONEQUS 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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i Related GAO Products

(108431)

Veterans Benefits: Improving the Integrity of vA's Unemployability Com-
pensation Program (GAO/HRD-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/HRD-86-32, Mar. 12, 1986).

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

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

Legislative and Administrative Changes to Improve Verification of Wel-
fare Recipients’ Income and Assets Could Save Hundreds of Millions
(GAO/HRD-82-9, Jan. 14, 1982).
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