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PREFACE

This is the sixth semiannual report of the U.S. Department of
Labor, Office of Inspector General (O0IG), submitted pursuant to
the requirements of the Inspector General Act of 1978. The report
covers the period from April 1, 1981 through September 30, 1981.
During this reporting period, we closed 339 investigations, and
issued 255 audit and loss prevention reports. Our audit work
during the period resulted in $78 million in questioned costs and
costs recommended for disallowance. Our investigative work durina
the period, includinag brogram fraud, employee integrity, and
orcanized crime and labor racketeering investigations, resulted in

114 indictments and 55 convictions.

Audit Resolution

Perhaps the most significant single accomplishment durina this
period has been the resolution of $301 million in audit findinags,
resulting in the disallowance of $103.8 million. This backlog of
unresolved audits had accumulatéd ovef a period of years. The
failure in the past to resolve these audits in a timely fashion
had been a source of great concern to the Office of Inspector
General. The personal attention and leadership given to this
issue by Assistant Secretary Angrisani was a critical factor in
the resolution of these audits. Policies are now in place to
ensure prompt resolution of all future audit findinags.
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Inspector General Priorities

Historically, the Office of Inspector General has devoted the
great majority of its audit and investigative efforts to
Comprehensive Employment and Training Act (CETA) programs. During
this reportinoc period, we have given greater emphasis to other
areas of vulnerability to fraud and waste in the Department's
programs-—most notably the Federal Employees Compensation Act
(FECA) and Black Lumna proorams of the Office of Worker's
Compensation Proarams (OWCP), Employment Standards Administration
(ESA). Those initiatives, and the problems we found, are
described in the ESA section of the first part of the report. We
have made recommendations for administrative and legislative
action to help reduce fraud and waste in these programs. I have
been very encouraged by the attention and effort aiven by Deputy
Under Secretary Collyer to these anti-fraudvand waste efforts in

the worker's compensation programs.

We will continue, as our resources permit, to further expand our
activities to other maior areas, such as unemployment insurance
and the reaulatory proorams of the Department, includinag the Mine
Safety and Health Administration, Lahor-Manaogement Services
Administration, Occupational Safety and Health Administration and
the Office of Fedefal Contract Compliance Proarams.
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Inspector General Resources

The Office of Inspector General has a total of 432 staff memhers.
Of these, 87 are assioned to the anti-organized crime and lahor
racketeerina proaram, workino with the Organized Crime Strike
Forces of the Department of Justice. This leaves our effective
strenath to carry out the anti-fraud and waste responsibilities of
the Inspector General Act at 345 persons. Of this number, 157 are
auditors, 88 are investigators, and 32 are program analysts. 1In
addition, for Fiscal Year 1981, we had $13.8 million for contract
audits. These funds have been used almost exclusively for CETA
audits. Rs we attempt to provide greater coverage of the many
non-CETA proorams of the Department, we are severely limited by
vour resource levels. Secretary Donovan and Under Secretary Lovell
have been very attentive to this resource prohlem. It is
important that the concerned committees of Congress are aware that
the present resources are not sufficienrt to provide the level of
coverage, which, in my‘view, is necessary to do a proper Job of
preventina and detecting fraud and waste in the Department's

programs and operations.

Mandated Responsibilities

During the 1last two years, an increasing number of mandated
responsibilities have been placed upon the Office of Inspector
General by Conaressional action and OMB directives. For example,
we are required to conduct an annual audit of end-of-year
spending; to review the Department's annual procurement plans; to
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review the Department's compliance with the Federal Procurement
Data System; to review sole source contracting practices; to carry
out coanizant agency responsihilities under the "single audit"
reouirements of OMB Circular A-102, Attachment P; to audit the
trust fund of the Longshore and Harbor Worker's Compensation
program; to report on debts and debt collection; and to meet many
other requirements. While each of these covers an important area,
the unintended result has been to affect greatly Inspector General
resources. This necessarily affects the time and depth of
attention we can oive to fraud and waste issues in departmental
administration, and in such proagrams as CETA, unemployment
insurance, worker's compensation and other very large dollar
activities of the Department. Congressional review of the
collective impact of these mandated recuirements on the Offices of

Inspector General would be desirable.

Line Item Budget

A complicating factor in addressing the true resource levels and
recuirements of the Office of Inspector Géneral has been the
ahsence of a separate 1line item budget for this Office.
Presently, our budget is a part of the Departmental Management
account. I recommend that the budget for the Office of Inspector
General be reported as a separate 1line item so that the
Department, OMB and the Congress are better informed about and
better able to address the resource needs of the Office of

Inspector General.
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Law Enforcement Authorities

A total of 168 special agents assianed to the Q0ffice ovanspector
General routinely conducts criminal investioations involving major
organized crime and labor racketeerina matters, complex white
collar crime fraud cases and serious employee integrity cases.
These agents, while "criminal investigators" and so classified
under the civil service system, are not authorized to exercise
basic law enforcement responsibilities (i.e., to execute search
and arrest warrants, to make arrests, to pay informants) and do
not have the concomitant authority to carrv firearms. This causes
problems, such as loss of evidence due to our inability to make
arrests or effect seizures; inability, in some situations, to work
undercover or to protect adequately informants operating
undercover; difficulty in achievino the fullest level of
cooperation from other federal, state, and 1local agencies; and
finally -- and of most concern to me -- the inahility of special
agents to protect themselves when conducting potentially dangerous
investigations. I recommend that special attention be given to
the need of Office of Inspector General special aaents for such

law enforcement authorities.

I have bheen Inspector General at the Department of Lahor since
July 18, 1981, It has been a busy time. Managino the onaoing
audit and 1investigative work, addressira internal management
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issues and morale, and, most importantly, expandina our work to
provide better prevention and detection of fraud and waste, have
been challenaina tasks. I would like to note that Secretary
Donovan and Under Secretary Lovell have been extraordinarily
attentive and supportive of the work of the Office of Inspector
General and of me personally. With their support and the support
of the other officials of the Department, I am convinced that
there will be continual improvement in reducing the level of fraud
and waste and improvino the level of economy and efficiency in the

proagrams of the Department of Labor.

I wish to especislly thank the employees of the OIG -- the
auditors, Iinvestigators, analysts, technical specialists and
support staff -- who brina such dedication and skill to their
work. Without them, the accomplishments reported in this document

could not have been achieved.

Thomas F. McBride

Inspector General
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EXECUTIVE SUMMARY

This semiannual report 1is organized into four parts and the
appendices. Part I is divided into Department of Labor program
areas and describes sianificant problems, abuses, and deficiencies
and recommendations for corrective action. Part II is organized
by DIG office and provides information about audit and
investigative activities and major accomplishments. Part TI1II
contains information ahout inouiries and complaints received by
the O0IG Complaint Center. Part IV provides information about
money owed to the Department of Labor. The appendices contain
audit resclution data and a 1list of all audit reports issued

during the reporting period.

Followina is a summary of the highliohts of this report.

Significant Problems, Abuses or Deficiencies and Recommendations

for Corrective Action

- Deficiencies in FECA Claims Manaaement

A major review of 1,810 FECA claimants in the Atlanta Reogion
identified inadecuate efforts by OWCP to detect unreported income
and insufficient efforts by employing aaqencies to meet FECA
requirements. Thus far, our work has resulted in DOL terminatinag
or suspendira benefits to €2 claimants, which will yield annual
savinas of $572,000. Other cases are still under review. In
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addition, 119 criminal investigations were initiated; and the

project has recently been expanded to a nationwide effort.

- FECA Medical Provider Fraud

0IG investigations have disclosed that false FECA claims have heen
fraudulently submitted by medical providers and that FECA has not
used deharment as an effective means of reducino this practice.
The OIG has recommended that the penalty for filinag false claims
be increased from a misdemeanor to a felony and has proposed

deharment authority for FECA,

- Black Lung Program System Deficiencies and Overpayments Problem

As a result of two major loss prevention studies, the OIG found an
estimated $36 million in Black Luno unrecovered overpayments and
$44 million in improper payments from 1973 to 1980. Serious
computer and internal control weaknesses were identified, and we
concluded that insufficient priority was given by the program to
loss prevention and control. Recent efforts by ESA management to

address Black Lung proaram deficiencies are discussed.

-~ Audit Resolution

One of the most sionificant accomplishments has been the virtual
elimination of the Department's backloaga of wunresolved audit
findings. At the beainning of this reporting period, 794 audit
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reports remained unresolved with outstanding audit findinas of

$303 million. Through an intensive Departmental effort $301
million, including $R million of costs ouestioned durina the
current reportina period, has now been resolved, resulting in
$103.8 million enterina the deht collection process. Further, a
number of policies and procedures have been established to help

ensure that audit resolution problems do not recur.

- Inadequate Financial Management and Internal Controls at CETA

State and Local Prime Sponsors and Their Subarantees

Durino this six-month period, amounts auestioned in audit reports
resultinag from these deficiencies total $35 million. A récent
audit of CETA's cash manaacement system confirmed that CETA
recipients have failed to provide effective control over qrantee
cash balances and included a number of recommended corrective

actions.

- Continuing Probhlem of Inelioible Participants in CETA

Audits and investigations continue to show ineligibility as a
major problem in CETA. During this reportina period, over $20
million was ouestioned due to possible ineligible participants.
An 0IG study of CETA's eliaibility determination and verification
system, which recommended various —corrective actions, was

completed.

- O0IG Activities Related to ONP Contracting

The OIG 1is focusinga audit and 1investigative attention on
procurement practices in ETA's Office of National Proarams.
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Actions by ETA to prevent contractina problems, particularly 1in

the area of sole source procurement, are also discussed.

- Weaknesses in the Approval and Certification of Mine Safety

Products
A recent audit of MSHA's Approval and Certification Center, which
is responsible for mine safety eauipment approval and quality
assurance, found a Jlarge bhackloa of unprocessed product approval
applications, poor operatino procedures, and an ineffective
guality control proaram. We made various recommendations to
alleviate these problems, including the use of third-party
independent 1lahoratories to evaluate and test 1less-hazardous

mining products.

OIG Activity Data

- O0ffice of Investigations

There were 50 indictments and 30 convictions based on our
investigations. Fines, recoveries, savings, and <collections

resulting from investications totaled about $4 million.

- Office of Audit

We issued 250 asudit reports on DOL proarams. Of the $4.5 billion
audited, we took exception to $78 million due primarily to
improper financial manaagement practices and ineliaible

participants.
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- Office of Loss Analysis and Prevention

Four final loss prevention reports were issued. They concerned
Black Lung proarsm vulnerability and loss assessment, FECA benefit
programs, and CETA's eliaibility determination and verification

system.

- Office of Organized Crime and Labor Racketeerina

Based on our investigations, 64 persons were indicted durino the

last six months and 25 convictions were obtained.

Among the more significant are:

- The indictment of three officers ‘of the United Seafood
Workers Local 359 and five employers for extortion and
prohibited employer payments arisina out of lahor
racketeering activities in the Fulton Fish Market in New
York City;

- the prosecutién in Delaware of six persors in a nationwide
lahor-leasinag scheme that circumvented Teamster wunion
contract reauirements, with the principal defendant
sentenced to 20 years imprisonment;

- the recent indictment of an international vice president
and the president of a local union of the Distillery, Wine
and Allied Workers International Union on charaes of

embezzling $100,000;




two recent related indictments of 21 defendants including
Anthony Accardo, Santo Trafficante, Raymond Patriarca and
the president and secretary-treasurer of the Laborers
International Union on charges of racketeerina violations
involving a pattern of insurance kickback schemes totaling

over $3 million.
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PART I
SIGNIFICANT PROBLEMS, ABUSES OR DEFICIENCIES

AND RECOMMENDATIONS FOR CORRECTIVE ACTION

EMPLOYMENT STANDARDS ADMINISTRATION

The Employment Standards Administration (ESA) through its three
component offices -- the Office of Workers' Compensation Programs
(OWCP), the Office of Federal Contract Compliance Proarams (OFCCP)
and the Wage and Hour Division -- provides workers' compensation
to those injured on their iobs, reoauires federal contractors and
subcontractors to provide equal employment opportunity, and
administers 1laws and redulations settina employment standards.
During Fiscal Year 1981, ESA was budgeted for $1.23 billion. The
largest portion of the ESA budget is expended for the payment of
benefits under the Federal Employees' Compensation Act (FECA) and
the Black Lung Programs, both under the Office of Workers'

Compensation Programs.

Office of Workers' Compensation Proarams (OWCP)

OWCP encompasses all three workers' compensation programs--the
Division of Federal Employees Compensation (FECA), the Division of
Coal Mine Workers' Compensation (Black Luno), and the Divison of
Longshore and Harbor Workers' Compensation (Longshore). Ourina
Fiscal Year 1980, over $784 million was paid in benefits under
FECA and $660.5 million under Black Luna. Under the Longshore

program, $294 million was paid in benefits during calendar year




1980, virtually all of which was paid by private insurance
carriers and self-insured companies. Recent O0OIG work related to
ESA proarams has been concentrated almost exclusively on FECA and

Black Lung.

Federal Employees Compensation Act (FECA) Proaram

The FECA Program pays benefits to federal employees and other
covered workers who incur disahility or disease throuagh on-the-job
injury or exposure. During Fiscal Year 1980, over $784 million in
compensation and medical payments were made to over 288,000
lonag-term and temporary disability claimants. For Fiscal VYear
1981, payments are expected to reach $856 million for
approximately 281,000 claimants. FECA has grown from a payment
level of $190 million in Fiscal Year 1972 to 9$984 million

proiected for Fiscal Year 1982.
The major problems identified in the FECA proaram are deficiencies
in claims management, inadeocuate attention to safequards in bill

payment operations, and vulnerability to medical provider fraud.

- Claims Management Deficiencies

Deficiencies in the mansaement of claims by claims examiners is a
significant problem in FECA and has received OIG investigative
attention during this reportina period. AR project initiated by

0IG in the Atlanta Region, in response toc numerous allegations of






