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Fraud Against Government

A Special Report on a Major Effort

(Cont. from preceding page)

attention on the problem. Like the inspectors
general program, the emphasis is on detection
and apprehension, rather than prevention, but
officials call the effort a major step forward.

The FBI has made fraud against the govern-
ment, along with other types of white collar
crime, a top priority, according to an official in
the agency’s white collar crimes section. He
said 350 agents were working on government
fraud cases, including bribery, kickbacks, con-
flicts of interest, program frauds and contract
frauds. Program frauds alone account for 4,000
cases under FBI investigation.

Not all FBI investigations are focused entirely
on the apprehension aspect — some agents, like
auditors, try to recommend improvements in
internal controls to minimize the opportunity for
fraud. Increased focus on controls seems to be
a necessity, because, as one government official
says, “some existing program procedures maxi-
mize the possibility of fraud.”

Justice Department efforts to combat fraud have
included special training for assistant U.S. attor-
neys in the prosecution of government program
frauds. The department “has never been so
committed to white collar fraud as it is now,”
says one official, who sees the emphasis shift-
ing from street crime and crimes of violence to
white collar crimes.

As emphasis continues to be placed on detect-
ing fraud against government, incidents that
range from outrageous to almost ludicrous are
uncovered. An HEW investigation disclosed
the names of more than one million people who
have defaulted on student loans, cheating tax-
payers out of more than $1 billion, while anoth-

er investigation uncovered a doctor who was
quite profitably billing Medicaid for circumcis-
ing baby girls.

In dealing with such fraud, which became so
widespread that an Act of Congress was
required to handle it, the government has yet to
really focus on its causes. Although the detec-
tion and apprehension efforts have had measur-
able successes, the system lacks effective con-
trols that would prevent such abuses in the first
place. Without these controls, such as tight
auditing systems and increased accountability
the corrective measures are only a repair job.

Government agencies, like all business opera-
tions, need preventive maintenance to eliminate
fraud, rather than just detect it after the fact.
These preventive maintenance functions should
be incorporated into the system initially, and
should be part of the basic structure. This
requires foresight and an acknowledgement that
fraud could occur.

In considering the problem of fraud against
government, one official sees some loss as
inevitable, attributing part of the cost of federal
social programs to “an irreducible minimum of
fraud, abuse and waste.” Effective controls
could make that minimum even smaller.

The enormous cost due to fraud and waste in gov-
ernment programs highlights the need for effective
prevention and detection measures. The government
has taken a step toward eliminating such fraud
through apprehension procedures, but the major
step, controls to prevent the situation in the first
place, has yet to be taken. Private business may
face this same situation on a smaller scale, and may
take the same limited action. In combating fraud
and other white collar crimes, the whole picture
must be considered, with emphasis placed on preven-
tion, not apprehension.



Carpet
Thefts Involve Entire Shift

Because employee theft is seldom an isolated
incident involving just one employee, thefts can
permeate a company, steadily draining profits
and morale. Such an invasion cost a carpet
company more than $200,000 in one year and
resulted in terminations of almost all employees
on one shift in a particular department.

The company, which received carpets from a
central distributor, and sold them, both at the
main location, and through sales outlets, had
minimal security procedures, particularly in its
shipping and receiving department. Employees
in this department, in collusion with company
truck drivers, stole expensive rolls of carpet and
resold them.

When the company called in an investigator to
determine the cause of the firm’s mounting loss-
es, he quickly uncovered a variety of almost
foolproof methods of theft.

Because nine employees were involved in steal-
ing, to various degrees, they aided one another
in carrying out their thefts. Some worked as
teams, while others operated independently, but
still cooperated, when needed.

The shipping and receiving area was seldom
supervised, other than at the start and end of the
shift. One foreman was supposed to cover the
area, but he usually spent much of his time
going over records and other paperwork. When
he did enter the work area, it was usually to
find fault with the way some job had been car-
ried out. After several minutes of criticism, he
would return to the office and the employees
would return to stealing.

Often employees simply would set aside a roll
of carpet (after selecting the desired color and
texture) and drag it out the loading dock for

delivery to a waiting vehicle. The parking area
and adjacent loading area were not supervised
during working hours, reducing the risk of this
operation.

Company truck drivers often participated in
thefts by making “extra” deliveries on their
routes. Because of the minimal supervision,
employees could easily load extra rolls onto the
truck for the illicit deliveries.

Some of the customers for the stolen goods
were quite selective about their purchases.
They would shop in the company’s retail store,
pick the desired color and style and place their
order accordingly with one of the dishonest
employees.

The thefts reached such magnitude that some
employees earned more some weeks from steal-
ing than they were paid by the company.

When the investigation revealed the scope of
the thefts, management took immediate correc-
tive action. They fired all employees who had
been involved, but did not dismiss them all
immediately, because so many replacements
had to be found. The company also increased
supervision in all work areas, and in the loading
and parking areas. Management instituted a
policy of frequent, random inventories to ensure
that any losses would be detected and to remind
employees that work procedures were being
supervised.

The lack of supervision and inventory procedures at
this company literally invited theft on a large scale.
The implication of so many employees indicates the
simplicity of stealing. By instituting strong control
procedures, management ensured that such an oper-
ation would have little chance of success in the
Suture.
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Hospital Kitchen

Drugs Cause Losses

The sale and use of illegal drugs on company
property during working hours has become a
prevalent problem, one which caused enormous
losses of time and productivity for a large city
hospital.

An employee in the hospital kitchen earned
more than $5,000 in six months by selling mar-
ijjuana and amphetamines to follow employees
who frequently used the drugs while on the
job.

The kitchen employee was far from discreet
about his drug sales — employees knew that he
could meet their needs effectively. When hos-
pital management hired an investigator to work
undercover in the hospital kitchen, he had no
trouble locating the source of the drugs.
Employees quickly directed the investigator to
the kitchen worker, informing him that “what-
ever you need, he’s got.”

Coupled with the open sale of drugs was their
equally blatant use during working hours.
Obviously, this had a detrimental effect on job
performance, but supervisors either ignored the
situation or sent employees who could not
work home.

One day, the investigator observed employees
purchase and smoke a large amount of marijua-
na before their shift began. The employees,
who were supposed to clear trays of dishes,
began to throw silverware and dishes at one
another, breaking several plates. When a
supervisor entered the area, he simply directed
the employees to clean up the mess, which they
did, spending the rest of their shift on this task.

On another occasion, the investigator saw two
employees begin to fight over the quantity of
drugs which one had supposedly purchased for
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the other. Such fights were common, as were
accusations of theft of personal property by
employees. Employees sometimes staggered
into work in such a condition that they were
unable to do anything and had to be sent home.
Meanwhile, the kitchen employee continued
his profitable sales, as his reputation spread.

When the investigator’s report revealed the
widespread, daily sales and use of drugs on
hospital property, management took several
steps to correct the situation. Supervision was
increased in work areas, and supervisors were
required to participate in programs on the
symptoms and effects of drug use. The pro-
grams were designed to make supervisors
aware of the signs of drug abuse. Supervisors
were instructed to report any such signs and to
keep a record of employees who appeared to be
under the influence of an illicit substance.
Employees were informed that hospital man-
agement took the problem of drug abuse seri-
ously and would take action to prevent and cor-
rect any future situations.

Drug abuse problems are not confined to one type
of employee or one type of business — they are
prevalent in all areas. Management must increase
its own consciousness and that of its employees to
the signs and hazards of drug abuse and must be
prepared to take strong action to prevent the types
of losses that result from it.
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