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Preface

During this reporting period, several key leadership changes

occurred. Ronald Goldstock, Deputy Inspector General, who

served as Acting Inspector General since May 2, 1980, resigned

on January 31, 1981. Frank A. Yeager, the Department's

Oirector of Personnel Management and former Director of Audit

and Investigations, was designated Acting Deputy Inspector

General. On March 26, 1981, President Reagan announced his

intention to nominate Thomas F. McBride as the next Inspector

General of the Department of Labor.

Mr. McBride has had a long and distinquished career of

government service in a number of high-level positions,

beginning as an Assistant District Attorney of New York

County. He also served as an attorney and supervisory

investigator for the Labor Department during 1960 and 1961 and

later as a trial attorney for the Justice Department.

Mr. McBride was previously Deputy Chief Counsel to the U.S.

House of Representatives Select Committee on Crime and later

Associate Special Prosecutor with the Watergate Special

Prosecution Force. Most recently, he was Inspector General of

the Department of Agriculture.
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Executive Summary

This semiannual report is organized into three major sections.

Part 1 is divided into Department of Labor program areas and

provides information about Office of Inspector General (OIG)

activities and views concerning major issues and problem areas

related to these programs. Part 2 is organized by OIG Office

and provides information concerning office initiatives and

accomplishments. Appendices to the report contain descriptions

of major DOL program areas covered in the report, a glossary of

terms, and data related to OIG activities.

Following is a summary of major OIG accomplishments during the

period October l, 1980 through March 31, 1981,

- 171 audit reports were issued on DOL grantees and

contractors which took exception to $86 million of the

$3.4 billion audited. Major continuing problems noted

were enrollment of ineligible CETA participants,

inadequate monitoring of CETA sub-grantee activities, poor

financial management systems, and insufficient

documentation to support expenditures.

- Special audit activities included a follow-up review of

the Summer Youth Employment Program, a review of CETA cash

management practices, a review of FECA periodic roll case
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management, a review of MSHA payroll operations and a

review of DOL furniture purchasing, leasing, and renting.

- Office of Audit initiatives included increased use of

unified audits, progress in implementing the single audit

concept, use of risk analysis to select audits, more

emphasis on internal auditing, and continued efforts to

deal with the problem of audit resolution.

- 284 fraud investigative cases were opened and 272 were

closed. 40 indictments and 26 convictions were obtained.

- Special investigative efforts included the inter-agency

FECA benefit project, the FECA forms revision project and

continuing review of MSHA assessment, procurement, and

contract practices.

- Office of Investigations initiatives included expanded use

of the team concept and development of an investigative

training program.

- The Office of Loss Analysis and Prevention (OLAP) became

operational.
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- Three loss prevention studies were completed on CETA

eligibility systems and the Black Lung Program.

Recommendations for system improvements have been

forwarded to DOL program management. Other studies are

now underway: FECA vulnerability analysis and loss

assessment, Unemployment Insurance Program vulnerability

analysis, DOL loss prevention posture assessment, DOL ADP

systems loss prevention study, and an analytic project

related to benefit payment program legislation.

- OLAP initiatives included the establishment of a

legislative analysis capability, technical analytic

support activities, and the management of intra-OIG

coordinating groups.

- 54 organized crime and labor racketeering cases were

opened. 16 indictments and I0 convictions were obtained.

- Office of Organized Crime and Racketeering initiatives

included a field reorganization and the establishment of a

Tactical Analysis Unit.

A matter of major concern to the Office of Inspector General as

a whole concerns staffing resources. During this period, OIG

employment strength increased from 388 to 459. Despite this
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sizable increase, the cumulative effect or the government-w/de

hiring freezes, in place during much of the past year,

prevented anticipated staff expansion to the authorized level

of 487. This made it impossible to accomplish all of the

previously planned OIG initiatives. The revised Fiscal Year

1981 and 1982 budgets provide for 441 positions. As a result,

while there will be an increase in OIG activity over previous

levels, there will be reductions in relation to previously

planned program levels.
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I THE EMPLOYMENT AND TRAINING ADMINISTRATION (ETA)

ETA administers DOL _rograms for apprenticeship, work training,

work experience, employment services, and unemployment

insurance programs. ETA gives special attention to the needs

of the disadvantaged, unemployed, and under-employed.

Most of ETA program efforts are administered through CETA

grants to prime sponsors at the state, county or municipal

level. There are 474 prime sponsors, most of which are state

and local governments with populations of lO0,O00 persons or

more. They are responsible for assessing local requirements

and developing program activities designed to meet participant

needs. Prime sponsors provide services, such as classroom

training, on-the-job training, work experience and public '

service employment, either directly or through contracts or

sub-grants to public or private nonprofit organizations.

Other programs are administered by the Office of Youth Programs

(OYP); Office of National Programs (ONP); Office of Policy,

Evaluation and Research (OPER); United States Employment

Services (USES); and Unemployment Insurance Services (UIS).

OYP administers the Job Corps and Summer Youth Employment

programs through grants and contracts to public and private

agencies. ONP administers programs for various groups Such as
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Indians and Native Americans, Migrant and Seasonal Farmworkers,

and Older Americans. OPER administers programs for research,

experimental, demonstration, and pilot programs to improve

employment and training programs. USES and UIS administer

joint Federal-State programs that provide employment services

to individuals and employers and unemployment insurance

benefits to persons who involuntarily lose their jobs. These

programs are administered through grants and contracts to

public and private agencies.

AUDIT EFFORT RELATING TO ETA PROGRAMS

CETA PRIME SPONSORS REVIEWS

During this reporting period, we issued 92 audit reports on

CETA prime sponsors evaluating the adequacy of financial

records and compliance with CETA requirements. These audits

resulted in numerous recommendations to strengthen accounting

procedures and internal controls. Over $80 million of $2.8

billion in CETA grants audited were excepted due to lack of

documentation for expenditures or non-compliance with CETA

i
requirements.

1Throughout this report, audit exceptions include both

questioned costs and costs recommended for disallowance.

Questioned costs are expenditures without sufficient

documentary evidence to enable the auditor to make a conclusion

as to allowability. Costs recommended for disallowance are

expenditures that the auditor judges, based on available

evidence, to be unauthorized under the terms of the grant.
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In order to issue the 92 reports, OIG relied heavily on CPA

firms and state and local audit agencies. To augment the 21

OIG audit reports, 29 reports were done by CPA firms and 42

reports were done by state and local audit agencies. Grants

amounting to $2.8 billion were reviewed: $810 million by OIG,

$1.2 billion bY CPA firms, and $734 million by state and local

audit agencies.

If proper controls had been implemented, as recommended in past

audit reports, many deficiencies would have been avoided. A

significant portion of the audit exceptions were noted in

reports of sub-grantee operations. The three most prevalent

problem areas noted were: (i) enrollment of ineligible

participants, (2) poor financial management systems, and (3)

inadequate monitoring of sub-grantee activities. Following is

a list of audit exceptions, the number of reports containing

those exceptions, and the amount of audit exceptions:

Number of Reports Amount of
Audit Exception With Exceptions Exceptions

Unresolved Sub-grantee
Audit Exceptions 51 $27,508,£20

Insufficient Documentation 48 11,708,517

Sub-grantee Costs Not Audited 2 5,281,855

Financial Status Reports Not
Traceable to Accounting Records 2 4,701,428
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Improper/No Indirect Cost Plan 12 4,604,660

Unallowable Expenditures 34 3,538,331

Budget Exceeded 15 3,251,595

Ineligible Participants 46 3,226,123

Reported Expenses In Excess
of Recorded Expenditures 23 3,050,031

Interest Earned on DOL Advances 2 1,857,289

Violation of Administrative/

Training Cost Limitations 5 1,315,874

Improper Allocation of
Administrative Charges ii 1,056,949

Other 81039,913

Total $80,141,586

Four reports are described below to illustrate the types of

audits conducted and findings identified during the reporting

period. These examples summarize the problems found during a

unified audit (reviewing the prime sponsor and its sub-

grantees) as well as during audits of prime sponsors in local

jurisdictions.

Unified audit of a 'Balance of State' Grantee

We reviewed three years Of grantee expenditures totaling $273

million. The prime sponsor and 19 sub-grantees were included

in this review. There were $6.1 million in audit exceptions of

which $4.8 million related to sub-grantee operations. In

addition, we reviewed compliance with CETA regulations. We
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concluded that the grantee's operations were not administered

in an economical and efficient manner that would ensure

compliance with CETA regulations.

Many of the deficiencies may not have occurred had corrective

actions been taken on recommendations made in prior audit

reports. At the time of our report, there were $4.9 million in

unresolved questioned costs from prior audit periods. During

the audit, it was noted that a significant portion of the audit

exceptions were at the sub-grantee level and that these

deficiencies were primarily attributable to the prime sponsor's

failure to implement a system of financial and management

controls.

Internal control deficiencies included inequitable and

inaccurate cost allocations; unreconciled and undocumented

basic accounting records; and deficient controls over staff

salaries, equipment, and non-personal services. As a result of

these deficiencies, inaccurate reports were filed with the

Department of Labor, misleading and incomplete accounting

records were maintained, and CETA cash management policies were

violated.

In addition, funds awarded to sub-grantees were not adequately

managed. Specifically, the prime sponsor failed to: (a)

provide sub-grantees with approved budgets and contracts, (b)
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use adequate and consistent monitoring procedures, and (c)

provide adequate programmatic assistance to sub-grantees.

Review of a Municipal Prime Sponsor

In this audit, a review was conducted of the prime sponsor's

financial records and operations relating to its $16.4 million

grant. The grantee did not operate its program according to

prescribed policies and procedures and a total of $2.9 million

was questioned.

Additionally, the prime sponsor failed to develop and maintain

a personnel administration system according to Federal

requirements, resulting in our questioning $1.4 million of

salary and benefit costs.

Our report also disclosed that:

(1) the prime sponsor could not provide supporting

documentation for reported costs totaling $387,000. These

costs consisted Of expenses reported to DOL that could not

be traced to books of account and participant wages that

were not supported by time and attendance records and

payroll vouchers.

(2) program costs incurred and reported were $551,000 in

excess of the Federal appropriations awarded to the prime

sponsor.
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(5) subgrantee costs that totaled $538,000 were not

audited as required,

Based on these deficiencies, an opinion could not be issued on

the financial statements, and an adverse opinion was issued on

the prime sponsor's system of internal controls.

Review of a Metropolitan Prime Sponsor

This review of a prime sponsor that administers a program in a

major city was an audit of financial records and compliance

with operational requirements involving a $220 million grant,

and resulted in $2.8 million in audit exceptions.

One of the major problems involved poor cash management

practices. The prime sponsor failed to return to DOL interest

income earned on the investment of CETA funds. Because CETA

funds were combined with city funds, the exact amount of

interest income could not be determined. However, the interest

that could have been earned if the advances had been invested

in U.S. Treasury bills was $1.8 million, an amount we

recommended be returned to the Department.

In addition, indirect costs totaling $745,000, allocated to

specific grants, were improperly shifted to other grants to

avoid CETA administrative cost limitations.
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Review of a County Prime Sponsor

A review of financial records and compliance with applicable

requirements of a county-administered grant amounting to $1.9

million resulted in $565,000 in exceptions.

Participant ineligibility was a major problem that accounted

for most of the disallowed costs. The prime sponsor failed to

properly document eligibility. In addition, the intake system

allowed the enrollment of participants who did not meet

unemployment, income, or residency requirements.

AnoLher significant problem was the improper allocation of

costs. The prime sponsor reported expenses against different

grants than the ones for which the costs were incurred. These

costs were shifted between grants to avoid fund deficiencies,

resulting in the prime sponsor claiming over $143,000 in

accrued expenditures that exceeded the Federal funds authorized.

Review of CETA Cash Management

Audit field work has been completed on our review to assess the

effectiveness of cash management practices within the CETA

program. During the third quarter of Fiscal Year 1981, a draft

report will be issued to ETA management highlighting the

ineffectiveness of cash control by Treasury, ETA, and prime

sponsors that results in excess costs to the government. Our
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report will contain recommendations that, if implemented by

management, will significantly improve CETA cash management.

INDIAN AND NATIVE AMERICAN GRANTEE REVIEWS

Under a DOL contract, three CPA firms are auditing the Fiscal

Year 1979 CETA programs of 170 Indian and Native American

grantees. Also, these CPA firms are auditing certain Bureau of

Indian Affairs grants for 12 of these grantees, as requested by

the Department of the Interior. Many of these audits will be

completed during the next reporting period.

In addition, pursuant to a Congressional request, an Indian

grantee's administration of CETA funds was audited. This same

grantee's Bureau of Indian Affairs grants are under review as

well as other Federal funding. Our draft report notes

significant findings concerning the grantee's administration of

CETA funds.

In response to our draft report, the grantee has implemented a

financial management system and other corrective measures to

improve compliance with CETA requirements. In January 1981, we

completed a review of the system and believe it is adequate;

however, the grantee must adhere to the new procedures for it

to be effective.
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MIGRANT AND SEASONAL FARMWORKERS GRANTEE REVIEWS

During the reporting period, eight financial and compliance

reports were issued on grants amounting to $11 m_llion. The

most prevalent problem among the grantees was an inadequate

financial management system. All of the reports noted

insufficient documentation to support costs. Six of the eight

reports cited grantees for non-compliance with Federal

requirements on internal accounting and administrative

controls. In addition, seven of the grantees were not in

compliance with participant eligibility requirements. The

types of exceptions, totaling $1.8 million, are shown below:

Number of Reports Amount of

Audit Exception with Exceptions Exceptions

Insufficient Documentation 8 $ 610,422

Improper Allocation of Costs 6 311,460

Ineligible Participants 7 260,630

Exceeded Administrative

Cost Limitations 3 184,854

Improper Contracting and
Procurement 4 193,111

Unapproved Expenditures 5 135,886

Unallowable Expenditures 7 i00_592

Total $1,796,955




