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As more people depend on food stamps to eat, fadpsfraud by Massachusetts
retailers is going largely unchecked because loniésources and the lack of state law
make it hard for local authorities to investigatel @rosecute unscrupulous merchants.

Although selling and trafficking food stamps isealéral offense, Massachusetts remains
one of the few states without a specific law allogviocal authorities to investigate and
prosecute retailers who err. That loophole has nitadifficult for local authorities to
clamp down on retail traffickers, stores willinggay recipients half the face value for
every dollar they exchange.

"If unscrupulous vendors are taking advantage wfiltcome people, there needs to be a
law to prosecute these store owners," said stateJaenie Eldridge, D-Acton, adding
that in order to craft such legislation, officialdl need a better understanding of how
widespread trafficking and fraud is among Bay Stagechants.

That may be difficult to ascertain.

Since local authorities don't investigate or prosecetail food-stamp trafficking or fraud
crimes, state officials have no figures on how sptead the problem is.

And while federal officials digitally track foodatp redemptions by stores, few
trafficking cases are ever federally prosecutedassachusetts. Merchants found to have
committed fraud are often suspended briefly fromStupplemental Nutrition Assistance
Program, as food stamps are now known. Many aen dfack redeeming the benefits
within a year.

In fact, of the 3,014 stores that take food-stamamol€ in Massachusetts, only 215
merchants were disqualified from the program inlése five years. By 2009, 90 of those
same retailers were back on the list of authorfeed-stamp merchants and had
collectively racked up more than $7 million in festhmp redemptions in that one year
alone, according to records obtained from the D&partment of Agriculture, which
oversees the $50 billion program.

"The biggest problem we have here in Massachusattat we can't prosecute because
there is no state statute," said one Bay Statestigaggor who has assisted federal agents
in retailer investigations. "We couldn't even brangase against them."



Fewer investigations

Compounding the problem is a 20 percent drop dweftdst five years in the number of
retail fraud and trafficking investigations condettoy the USDA's Food and Nutrition
Services, which administers the federal food-stanagram.

According to information supplied by that agenc@4® retail investigations were
conducted during fiscal 2009, about 1,000 fewen iha2005 and about 2,000 fewer
investigations than conducted in 1995. In fact,abency has so few investigators
checking food-stamp redemptions, it is impossiblsay exactly how much money is lost
to retail fraud, critics said.

"It's ridiculous,” Patrick Burns, with Taxpayers #gst Fraud, a nonprofit public-interest
group based in Washington, D.C., said of the femestigators assigned to probe food-
stamp fraud and trafficking by retailers. "Our @pito ferret out fraud is directly related
to the number of ferrets we have, which is why wa'dferret out much.”

At a time when both food-stamp retailers and rexifs are at their highest level since the
program began in 1939, the total number of investigg employed by the Food and
Nutrition Service to look into problem merchantasrgts at just over 40. All are assigned
to the agency's Retail Investigations Branch, winncmitors the 193,753 merchants
nationwide who participate in the program. Only plvowever, are assigned to New
England. Neither of them is currently working omestigations in Massachusetts,
officials familiar with the New England team said.

The limited number of store inspections so conathe federal General Accounting
Office, in fact, it cited that as one of the pragta "vulnerabilities” in a 2010
Congressional subcommittee report.

"FNS authorizes some stores with limited food sigspso that low-income participants
in areas with few supermarkets have access to fmddnay not inspect these stores
again for 5 years unless there is some indicati@problem,” the General Accounting
Office said in that report.

Still, despite its small size, the agency's ingggive staff seems to produce some
impressive results.

Of the 3,949 investigations conducted by retaiestigators during fiscal 2009 evidence
of food-stamp violations were documented in abo-third, or 1,432, of those cases.
Yet, trafficking, the exchange of money for berefienerally at the rate of 50 cents on
the dollar, was uncovered in only 224 of those stigations. Five years earlier in 2005,
retail investigations topped 5,000 with traffickidgcumented in 274 out of the 832 cases
where food stamp violations were detected.

Digital tracking helps



Jean Daniels, spokeswoman for the Food and Nutr8ervice, said new investigative
tools, including ways to digitally track redemptsotinrough debit cards used by food-
stamp recipients, have made it easier to detecpesgkcute fraud cases. Rather than rely
on months of gumshoe work once done by undercayemta, electronic monitoring is
making investigations more efficient, she said.

In fact, cases based on electronic benefit-trarmadata now accounts for a majority of
the investigations conducted into food-stamp irtagties, federal documents show.

Daniels claims electronic monitoring has been $ecéfe, in fact, that it has cut the
annual rate of food-stamp trafficking to an estiedlat percent, or about $241 million,
down from 3.8 percent just 10 years earlier. Thpérktent figure touted by the
government has remained constant despite an egplosthe number of food-stamp
recipients. From June 2008 to June 2009 aloneyuh®er of people receiving food
stamps jumped by 22 percent due to the lingerinigmaide economic crisis. By June
2010, nearly 41.3 million people were receivingdestamp benefits, an increase of
almost 475,000 people from just one month earfet.despite the phenomenal growth
in the number of recipients, retail traffickingfood stamps remains at 1 percent, USDA
officials said.

Burns, however, doubts that government claim. Hig thet it's difficult to even conceive
of a 1 percent trafficking rate in so vast a progies the $50 billion food stamp industry,
where an estimated one out of every eight peoplecisiving food stamp benefits and
more than 193,000 vendors are authorized to redieem.

"The first job of a government agency is to passl#étugh test and I'm not so sure a 1
percent leakage in the food-stamp program does tBatns said. "l don't believe they
have a clue to what their fraud rate is. They'st guessing."

Chris Edwards, a tax and budget analyst for the @etitute, a public-policy think tank
based in Washington, DC, concurs.

"Over the years, fraud in general subsidy prograassbeen around 10 percent,” Edward
said. "Ten percent is generally the norm so if taeysaying 1 percent, it sounds pretty
low."

Still, at a time when welfare fraud is estimatedbéo4 percent nationally, the USDA
maintains it has managed to hold the rate of vetrdéficking at 1 percent since 2006,
when the agency's last trafficking study was cotetlicAgency officials said the use of
high-tech digital techniques has helped curtailahant fraud, making it easier to track
and prosecute.

Federal probes lacking



Yet while digital tracking may have made it easgedo investigations, fewer are being
done by the federal entities that are supposee@lfihvestigators sniff out retail fraud in
the food stamp system.

According to testimony before a House of Represmsmetm subcommittee in July 2010,
the Government Accounting Office found that boté thspector General and the Secret
Service, which also investigates the problem, ailydocus only on "high impact
investigations," rather than the smaller merchaiits account for most of the trafficking
cases.

"As a result, retailers who traffic are less likedyface criminal penalties or prosecution,”
the Government Accountability Office found.

Daniels said the agency continues to expand iessinyative reach by pairing up with
other federal, state and local authorities. Bu#lassachusetts, officials claim their
involvement with the federal food-stamp program lb@sn quietly declining.

In fact, only one Massachusetts retailer has baarged with trafficking in food stamps
since 2006. In that case, a small neighborhood enamkiNew Bedford that normally
racked up $2,000 in monthly food-stamp redemptigas caught processing between
$10,000 and $15,000 a month over a five-year pefibd government alleged
trafficking, and under a settlement agreement vasglthe claims, the store owner paid a
$200,000 fine. It was the highest civil recoveryNew England at the time. The
merchant was not criminally prosecuted and his etaglrrently remains open for
business. He was, however, permanently barred finenfood stamp program and is no
longer allowed to take food stamp cards as payment.

Even though federal law mandates fines of up td$®® and possible jail time and
suspension from the program for felony convictidesy retailers actually face such stiff
penalties. Sanctioning businesses, rather thargutiag store owners, is a common
form of discipline. That usually entails disqualifg stores from taking the electronic
benefit cards used by recipients for a set timegdeusually for six months to a year,
depending on the infraction.

Merchants convicted of trafficking are permaneuniiqualified from the program but
substantial fines are imposed only in cases whea@ni be proven that a store owner was
aware food stamps were exchanged illegally in hiseo establishment. That's because
regulations authorizing substantial penalties ateyat in place. Those regulations,
which were suggested by the GAO in 2006, are erpect be implemented within the
next two years.

Left unprosecuted
Nationally, only a handful of retailers ever answefraud charges at all. Only 739

retailers of the more than 193,000 merchants amortw redeem food stamps were
indicted and 592 were convicted between fiscal 2@bfiscal 2011, a study by the



USDA's Office of the Inspector General found. Adiéidnal 542 other retailers received
"administrative sanctions" during that same timeque And while the OIG recovered
more than $125 million from retailers in those fiigars, neither that agency nor the
USDA has exact figures on the total amount of maeepuped from merchants by other
law enforcement agencies.

"We don't track those numbers," Paul Feeney, depuipsel with the USDA OIG, said

of the money paid out in fines by retailers accusddod-stamp fraud and trafficking
cases. "The funds that are actually received fleenvendors involved are not necessarily
paid to USDA -- they may be due to the U.S. Treasuother governmental entities,” he
noted.

For Burns, that all adds up to government unacctilitly.
"Our ability to chase liars, thieves and cheafm&ty underwhelming,” he said. After all
"you can't claim to be doing a credible job when yave incredibly weak resources

devoted to it."
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