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PREFACF

This is the seventh semiannual ‘report of the
Department of Labor's Office of Inspector General
submitted pursuant to the requirements of the
Inspector General Act of 1978. The report covers
the period October 1, 1981 through March 31, 1982.

Since the passage of the Comprehensive Employment
and Training Act (CETA) in 1973, the Department

of Labor's audit and investigative staff has spent
most of its time detecting fraud and waste by CETA
grantees and subgrantees. The work resulted in a
buge backlog of unresolved questioned costs. With
the help of the Employment and Training Adminis-
tration (ETA), almost all of those were resolved
in 1981, as reported in my last semiannual report.
Review of the findings of those thousands of audit
and investigative reports showed some fundamental
problems in the way the CETA program was set up
and administered: the multiplicity (50,000) of
subgrantees, the frequent absence of adequate
financial management systems, and the ineffective-
ness in correcting problems or collecting improper
expenditures by grantees and subgrantees. Assis-
tant Secretary Angrisani and I discussed these
problems and agreed that, with the CETA legisla-
tion expiring this year, we should try to build
into any new legislation safeguards to prevent
some of the problems encountered in the past. We
did that via a joint OIG/ETA working group. Its
report, "Fraud, Waste and Mismanagement in CETA:
Lessons Learned,” made recommendations which have
been incorporated in the Administration's new
employment and training legislative proposals.

This past audit and investigative preoccupation
with CETA, while necessary, given the size,
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complexity and problems of the CETA program, had
the unfortunate side effect of ignoring potential
fraud, waste, economy and efficiency problems in
other major Department of Labor programs. In my
last semiannual report, I noted a significant
shift of Office of Inspector General attention to
the programs of the Office of Workers' Compensa-
tion (OWCP)--the Federal Employees' Compensa-
tion Act, the Black Lung and the Longshore Harbor
Workers. The specifics of that work are covered
in this report.

I have been severely critical of management
deficiencies in OWCP and of OWCP's slowness in
carrying out needed improvements. I know many in
OWCP feel I have been unfairly critical, and cite
the resource constraints and competing workload
pressures they confront. The Administration and
members of Congress have proposed a number of
changes in legislation covering the OWCP programs.
Many of these proposals have great merit, but few
will directly affect the management issues
confronting OWCP. The problems in managing the
OWCP programs are very difficult. In my view,
the long-term solution requires four things: (1)
improvement in the overall quality of OWCP
management; (2) modern, integrated computer
systems to support the OWCP programs, both to pay
the bills and benefits and to provide necessary
automated controls; (3) the resources, in terms
of skills and dollars, to carry out "1" and "2";
and (4) responsible and continuing attention by
the Secretary of Labor and the Congress to these
long—-term management requirements.

The Department of Labor has shown progress in the
effort to prevent and detect fraud and waste and
ensure greater economy and efficiency in the
programs and operations of the Department. I
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want to thank Secretary Donovan and the many
other officials of the Pepartment who have given
leadership and support to that effort. I also,
particularly, want to thank the dedicated OIG
auditors, investigators and support staff who are
responsible for the work described in this report.

Thomas F. McBride
Inspector General
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EXECUTIVE SUMMARY
Following are highlights of this report.

Significant Prohlems, Abuses or Deficiencies and
Recommendations for Corrective Action

= Implementation of Q0IG and GAO Recommendations
by the Employment Standards Administration

Studies conducted during this period continue

to demonstrate serious program problems result-
ing from the lack of effective implementation

of past audit recommendations. A joint effort
is now underway to track and resolve outstanding
OIG and GAO recommendations in the workers' com-
pensation area.

— Employing Agency Participation in the Federal
Employees' Compensation Act Program

A serious problem in the administration of the
Federal Employees' Compensation Act program has
been the lack of strong efforts to control costs
by the federal agencies in which claimants bhave
been employed. We have completed an inter-
agency study on the employing agency role and
responsitilities and have recommended a number
of statutory and administrative changes to
enahle these agencies to do a better job of
investigating claims and getting claimants back
to work as quickly as possible.

- Claimant Fraud in the Federal Employees'
Compensation Act Program

Recent fraud investigative cases show that
unreported income by claimants continues to be
a major problem. More effective verification
efforts by the program are recommended as well
as more stringent criminal penalties for making
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false statements and concealing outside
employment and income.

Audit Resolution

Indicative of a continuing, strong Departmental
commitment to the resolution of monetary audit
findings, only 10 audit reports over 6 months
0old, remain unresolved as of March 31, 1982.
During this period, 272 reports, involving over
$90 million in audit exceptions, were resolved.
The 10 reports over 6 months old were precluded
from resolution, pending the conclusion of
investigations, or settlement of other unique
problems. A qualitative review of audit
resolution procedures is now underway and we
are giving increased attention to resolving
non-monetary audit recommendations.

Employment and Training

We recently prepared a history of fraud and
management problems in the administration of
the Comprehensive Employment and Training Act
and an analysis of past OIG audit and
investigative findings. Recommendations were
made for legislative, regulatory and
admiristrative changes in the design of a new
employment and training program.

Summary of OIG Activities

- There were 77 indictments and 70 convictions

based on our fraud investigations. Fines,
recoveries, savings, and collections resulting
from investigations totaled $3.2 million.

- There were 37 indictments and 36 convictions

based on our organized crime and labor
racketeering investigations.
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- We issued 460 audit reports on the Department's
programs, grants and contracts. In these
reports, audit exceptions! totaled $103
million.

1 Throughout this report, audit exceptions
include both questioned costs and costs recom—
mended for disallowance. Questioned costs are
expenditures without sufficient documentary
evidence for the auditor to make a conclusion on
allowability. Costs recommended for disallowance
are expenditures that the auditor judges, based
on available evidence, to be unauthorized under
the terms of the grant or contract.
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PART I

SIGNIFICANT PROBLEMS, ABUSES, OFP DEFICIENCIES,
AND RECOMMENDATIONS FOR CORRECTIVE ACTION

EMPLOYMENT STANDARDS AIMINISTRATION

The Employment Standards Administration (ESA),
through its three component offices——the Office
of Workers' Compensation Programs (OWCP), the
Office of Federal Contract Compliance Programs
and the Wage and Hour Division--administers laws
and regulations which provide workers' compensa-
tion to those persons injured on their jobs,
require federal contractors and subcontractors to
provide equal employment opportunity, and set
employment standards.

During this reporting period, and in prior
periods as well, nearly all of the audit and
investigative effort devoted to ESA has teen in
the Office of Workers' Compensation Programs,
which encompasses all three workers' compensa-
tion programs—-the Division of Federal Employ-
ees' Compensation (FECA), the Division of Coal
Mine Workers' Compensation (Black Lung), and the
Division of Longshore and BHarbor Workers'
Compensation.

IMPLEMENTATION OF PAST OIG
AND GAO RECOMMENDATIONS

Our most significant concern within ESA continues
to be inadequate controls over bill and benefit
payments in both the FECA and Black Lung programs.
These controls have been the subject of a large
number of previous OIG and GAO recommendations

for corrective action. While some progress has
been made, FSA's overall responsiveness in imple-
menting recommended corrective actions is inade-
quate. Two examples help illustrate the problem.
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o FECA Benefit and Bill Payment Controls
In the wake of an embezzlement in OWCP's
Distict Office 25 early in 1980, ESA management
requested that OIG perform a survey of bill
payment operations in that district office. In
this review, conducted in May of 1980, we evalu-
ated the weaknesses in that office's bill pay-
ment system that allowed losses due to fraud or
mismanagement to occur, and proposed a number
of corrective action recommendations.

The analysis revealed significant weaknesses in
data security, computer security, bill payment
processes and bill payment controls.

ESA commented favorably on the recommendations
in the draft report and said they planned to
implement most of the recommendations.

Nevertheless, 8 months later, during an OIG
initiated review of six district offices (one
of which was District Office 25), we noted that
nearly all the recommendations made in the
earlier District Office 25 review were not
implemented.

Even more recently, in November 1981, we
reviewed in one district office the adequacy of
internal controls over financial management
within ESA. The district office was one of the
six district offices reviewed a few months
earlier. During the course of this audit, two
embezzlements surfaced. These two fraud cases
involved, respectively, the manual payment
system and the automated bill payment systenm,
both of which 0IG had identified as being )
vulnerable to fraud and for which corrective
recommendations had been made.

Despite the prior recommendations, the review
found that: checks were still left unguarded
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overnight on top of desks; bill paying, keying
and filing duties 'were still not separated; the
10 percent statistical sampling of bills to
ensure bill validity was still not being per-
formed; payment vouchers were not being ade-
quately reviewed (resulting in the fraudulent
payments); and no statements were being provided
claimants to verify provider services.

Black Lung Benefit and Bill Payment Controls

In our last semiannual report, we described two
Black Lung studies that identified major defi-
ciencies in the program's computer systems and
internal controls. One of these studies
assessed the amount of dollar loss resulting
from these deficiencies. Based on our analysis
of data in the program's computerized records,
we concluded that unrecovered overpayments
involved millions of dollars.

While our loss estimates were statistically
valid, we felt that, to better ensure correc-—
tive action, we should attempt to verify our
computer—-based estimates by conducting a review
of the actual case files which contain bills

and other documentation used to determine eligi-
bility and payment level. Because of resource
limitations, we decided to look at medical pay-
ments only.

This case file review, which was completed
during this reporting period, not only substan-
tiated the findings of the computer based evalu-
ation, but also indicated probable losses in
medical payments alone that are substantially
larger than estimated in the earlier studies.

Our assessment of 1,322 files revealed 526 with
errors in the following major categories: dup-
licate payments, overpayments, payments without
proper documentation, payments not properly
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authorized, inappropriate payments and payments
based on incorrect service dates. We also found
underpayments and payments made by Medicare and
other carriers, which were not reimbursed by the
Black Lung program.

Based upon a statistically valid random sample
of all Black Lung Medical Payment files, this
case file review found that 32.6 percent of the
files had payment-related errors as described
above. Excluding amounts attributatle to Medi-
care payments and files that could not be loca-
ted, and deducting all returned payments and
underpayments, we found that 19.9 percent of all
payments in the sample should not have been made
and may be recoverable. Projections from the
actual payment amounts in the sample indicate
that $9.2 million (+ $4.7 million at the 95.4
percent confidence level) in payments are esti-
mated to have been made improperly and may be
recoverable from the $41.9 million in medical
payments made from Fiscal Year 1974 through
Fiscal Year 1981. The minimum projected figure
of $4.5 million is more than twice what we found
in the earlier evaluation of the computerized
payment records.

Also, we noted several administrative and proce-
dural problems that increase the potential for
erroneous payments or adversely affect the
timeliness of the payments process.

In our view, the significance of this review is
not only in the identification of the multi-
million dollar losses in program funds as a
result of inadequate administrative controls,
but also in the existence of serious, contin-
uing problems resulting from the lack of effec-
tive implementation of OIG's prior recommenda-
tions.



In December, 1981, we initiated a review of ESA's
implementation of prior OIG and GAO audit recom-
mendations. This review has identified 112 recom-
mendations, of which ESA agreed to take action on
68. For the remaining recommendations, ESA stated
that the present procedures were adequate, the
problems would be eliminated or corrected by
improvements in the present system, or they
disagreed with the recommendations.

We believe that ESA traditionally has not taken
audit follow-up seriously, has not impressed on
its staff the importance of taking action, and--
after the audit team has departed--has continued
to function in a "business-as-usual” mode. While
staffing and budget constraints have placed addi-
tional burdens on the program, these cannot be
used as the only excuse for failure to implement
basic internal controls.

Recently, ESA sent a memorandum to all ESA
Regional Administrators and National Office
Program Heads informing them that the OIC was
conducting a follow-~up audit and that the ESA
Internal Control Unit was assisting in this
effort by securing status reports on ESA actions
from the National Office and by requesting that
the Regional Administrators verify the
implementation and impact of these actions in the
field. As of the end of March, information
related to three OIG reports had been received.
ESA is now in .the process of assessing the
information. We will be closely examining the
results of this review and, if necessary, will
elevate certain issues for higher-level
resolution in the Department or, on a selective
basis, conduct further verification on site.



THE ROLE OF EMPLOYING AGENCIES IN ADMINISTERING
THE FEDERAL EMPLOYEES' COMPENSATION ACT

The Federal Employees' Compensation Act is the
exclusive remedy for compensation to federal
employees who suffer an on—-the—job injury or
occupational-related disease. Compensation may
be paid for reimbursement of lost wages, medical
care and expenses, awards for bodily impairment
or disfigurement, and vocational rehabilitation
services.

Total expenditures for the program were $891
million in 1981 and are expected to reach $972
million for 1982. Of the approximately 2.8
million federal employees covered by the Act,
48,000 bteneficiaries were receiving long-term
disability compensation, over 90,000 employees
were compensated for short-term injuries and
there were about 26,000 new compensation claims
during 1981. Since the 1974 amendments to the
Act, costs and claims have risen dramatically.
Costs have more than tripled and traumatic injury
claims increased almost sevenfold. These in-
creases occurred during a period when federal
employment has been relatively stable and in-
creased emphasis has been given to safety.

While OWCP has the responsibility for adminis-
tering the Act, actions by all federal employing
agencies, the Office of Personnel Management and
the Office of Management and Budget greatly influ-
ence the successful implementation of the provi-
sions of the Act.

On the basis of prior studies and investigations
related to the FECA program, we concluded that

most agencies who have employees receiving FFCA
benefits do not actively contribute to improving
FECA program management nor to reducing program
costs. While OWCP is charged with paying claims
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under the Act, employing agencies have certain
program responsibilities, such as forwarding to
OWCP timely and complete claims, continuing pay
for the first 45 days after a traumatic injury
and giving placement priority to claimants who
fully recover.

A major underlying reason most employing agencies
are not aggressively working to control FECA

costs 1s that the system established by the Act
lacks significant financial incentives to moti-
vate agencies to control their costs. Under the
current law, compensation benefits are paid by
OWCP out of the Employees' Compensation Fund
established under the Act. Each agency must then
reimburse the Fund for its costs through an appro-
priated amount contained in its next year's budget
request. The practical effect of this is that

“agencies are reimbursed by Congressional appropri-

ations for whatever their expenses are, thereby
eliminating what should normally be a strong
incentive to curb costs. Also, since costs are
not charged to the organizational component of
the claimant, agency managers, who would normally
be in the best position to oppose claims or to
reemploy claimants in light-duty positions, are
not effectively being held accountable for FECA
costs or provided an incentive to reduce these
costs.

This led to our view that a strengthened role for
employing agencies would contribute to better
management and cost control in the FECA program.
Because of the necessary participation of
employing agencies, we proposed to the Presi-
dent's Council on Integrity and Efficiency an
inter-agency project to review employing
agencies' management of their FECA responsi-
bilities. The Council approved the project, and,
in addition to our involvement, included repre-
sentatives from the Pepartment of Transporation's
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OIG, the U.S. Air Force Audit Agency, the United
States Postal Service, the Tennessee Valley
Authority, and the Office of Workers' Compensa-
tion Programs. Participating agencies included
several of the largest users of the FECA program.
The objective of the project was to determine
what the Department of Labor and other federal
agencies could do to curb abuse of the FECA
program and better control its costs.

The study concludes that:

—— FEmploying agencies do not know enough about
the FECA program, including how to question
and oppose claims, to administer their
‘responsibilities properly.

—— Fmploying agencies do not submit timely and
complete claims information or take steps
necessary to reemploy claimants quickly.

—-— OWCP and employing agencies do not share
information on status of claims, notice of
awards, hearings, and appeals.

—— OWCP does not always obtain adequate
medical advice and evidence, conduct
sufficient reviews of claimants to
determine if their disabilities continue or
whether they earned wages, or screen
claimants and provide for enough
rehabilitation services.

-~ OWCP staff is under an extremely heavy
claims workload--an average of over 700
cases per examiner.

-— For key functions, such as obtaining
medical advice, contacting claimants and
reemploying claimants, the Act does not
specifically assign authority, which tends

_8_



