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PREFACE

This is the tenth semiannual report of the Department of La-
bor's Office of Inspector General--and my first as the Depart-
ment's Inspector General. Since I served as the Deputy In-
spector General from March 23, 1983,until my confirmation on
August 4, 1983, many of the activities described in this report
reflect my own sense of priorities and future direction for this
Office. There are two priorities I want to highlight in this
message:

• our increasing emphasis on preventing fraud and misman-
agement in Labor's programs, and

• our efforts to ensure that the OIG is, itself, a model of effi-
ciency and effectiveness.

Prevention

This Office has traditionally given primary attention to de-
tecting serious cases of fraud and identifying and recovering
improperly spent funds. We are, however, increasingly giving
attention to analyzing systemic vulnerabilities and working
with program management to reduce the likelihood of future
integrity or efficiency problems. Several different prevention-
related activities are discussed in detail in this report.

First, we have worked extensively with ESAand OWCP to help
correct longstanding and complex problems in the FECA pro-
gram which the OIG has identified through past audit and in-
vestigative work. I am pleased to report that progress has
been made in the development of a long overdue legislative
reform proposal for FECA, in the drafting of a number of criti-
cal regulations, in efforts to involve more directly FECA em-

ploying agencies in program administration and cost reduc-
tion, and in the improvement of control systems for assessing
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and paying claims. While continued progress is necessary, I
am encouraged by the climate fostered within ESA to take
these issues seriously and to effect real change.

Second, we have continued our cooperative effort with ETA to
ensure that the JTPA program is implemented from a sound fi-
nancial and program oversight base. A major audit of all state
systems was conducted during this reporting period. Not only
will the results be of immediate value to ETA and the states,
but should also help encourage program integrity and effi-
ciency at all levels of the JTPA system.

Third, we will continue to give priority to the analysis and de-
velopment of legislative recommendations. Not all of the
problems identified by our audits and investigations can be
corrected by administrative means. In this report, we discuss
several legislative proposals that we believe are critical--
either to directly improve the capacity of Labor programs to
manage more effectively or to allow us to fully carry out our
mandate. We urge Congressional action on the Department's
FECA reform proposal, and continue to support a statutory re-
quirement for all states to adopt wage reporting systems to
enhance management of the UI program. With respect to our
own operations, we believe that Congressional approval of
law enforcement authority is essential. Also, we strongly advo-
cate legislation to exclude OIGs from requirements of the
Paperwork Reduction Act. This will help ensure that our ability
to undertake audit and investigative work is not improperly
constrained and that IG independence, so crucial to the IG
concept and continued effectiveness, is preserved.

Internal OIG Operations

I firmly believe that the Office of Inspector General should
constantly strive to improve its own efficiency and effective-
ness. We have under way a variety of initiatives, such as the
collocation of OIG field offices, improved management infor-
mation systems, self-inspection, and training. Of particular
note in this regard is our recent acquisition and use of porta-
ble microcomputers. This technology has already improved
the efficiency of data collection and analysis in several audits
and investigations.
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These efforts to improve our work serve to build upon what I
have found to be a solid framework of competent and dedi-
cated employees and a strong record of accomplishment. I
want to express my appreciation to Secretary Donovan and
other departmental officials for their support and coopera-
tion, without which the accomplishments described in this re-
port would be far less meaningful.

J. BRIAN HYLAND
Inspector General
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PART I

SIGNIFICANT PROBLEMS, ABUSES
OR DEFICIENCIES, AND

RECOMMENDATIONS FOR
CORRECTIVE ACTION

Employment and Training
Administration

The Employment and Training Administration administers
programs to enhance the employment opportunities of
Americans and provide temporary benefits to the unem-
ployed. This mission is accomplished through three major
programs: the Job Training Partnership Act (JTPA) program,
which replaced the Comprehensive Employment and Train-
ing Act (CETA) program on October 1, 1983; the Employment
Service (ES); and the Unemployment Insurance program.

The Federal funds involved in ETA programs are considerable
and comprise the majority of the Department's expenditures.
For Fiscal Year 1983, ETA's budget was $36.8 billion. Of that
amount, $4.0 billion was for the CETA and JTPA programs and
$31.8 billion was for the Unemployment Insurance Trust
Fund. ETA programs are characterized by a large decentral-
ized program delivery system except for those programs, like
the Job Corps, that are administered nationally. The Employ-
ment Service and Unemployment Insurance programs are
operated by employment security agencies in the 50 states,
the District of Columbia, Puerto Rico and the Virgin Islands.
During Fiscal Year 1983, the State Employment Security
Agencies employed approximately 100,000 people. The CETA



program was operated by more than 470 different local gov-
ernments, known as prime sponsors; under JTPA, the pri-
mary program agents are 57 states and entities. The states
and entities have subgranted with approximately 550 local
areas known as service delivery areas, who plan and operate
programs.

During this reporting period, our activities regarding ETA
programs were primarily preventive and oriented to evalua-
tion of systems. Specifically, our efforts were aimed at help-
ing ETA accomplish three major undertakings: (1) the launch-
ing of JTPA, (2) the phase-out of CETA programs, and (3) the
development of a corrective action plan to rectify benefit
payment control problems in the unemployment insurance
system.

In addition, we undertook several other preventive efforts
including the completion of extensive field work for a major
audit of cash management and tax collection policies and
procedures in the Unemployment Insurance program. A
draft report was issued on the cash management portion of
that audit. Finally, with the assistance of ETA, we conducted
a Fiscal Integrity Awareness Seminar for state and local level
JTPA staff. The purpose of the seminar was to bring together
Federal, state and local officials involved with JTPA and to ex-
change ideas and techniques for helping to ensure the pro-
gram's fiscal integrity.

Job Training Partnership Act

On October 1, 1983, programs under the Job Training Part-
nership Act (JTPA) became operational. Budget authority for
Fiscal Year 1984 is requested at $3.6 billion. As noted in prior
semiannual reports, we have devoted considerable effort,
even before the passage of JTPA, to help prevent recurrence
of management problems and program abuses that plagued
the CETA program.

During the first half of Fiscal Year 1983, our efforts focused
primarily on helping ETA draft regulations to help prevent
waste, fraud and abuse in JTPA programs. During this semi-
annual reporting period, we completed a major audit to eval-



uate the status of internal accounting and administrative con-
trol systems developed by the 50 states and seven entities
(Puerto Rico, the District of Columbia, the Virgin Islands,
Guam, American Samoa, Northern Mariana Islands and the
Trust Territories of the Pacific Islands) that receive and dis-
tribute JTPA funds.

To be of maximum value in preventing program deficiencies,
we believed it was essential that the reports be issued prior
to the effective date of program operations, which was Octo-
ber 1, 1983. On the other hand, it was desirable that the au-
dits not be performed so early that the states would not have
had time to undertake development of systems. These con-
trasting considerations left a short optimal time period for
audit per_formance. Also, to assure that ETA could be provid-
ed with a national report showing comparable data on the
status of systems development for all entities, at approxi-
mately the same point in time, the audits needed to be per-
formed concurrently at all 57 entities. As a result, the audit
was a major effort and required the concentration and coor-
dination of substantial OIG resources.

We were aided in our efforts by the active involvement and
participation of ETA. An ETA staff member participated on
site at each of the locations as a full member of the audit
team.

A description of the audit and its findings and recommenda-
tions follow.

JTPA Systems Audit

Both ETA and the OIG recognized that to help prevent waste,
fraud and abuse from occurring in JTPA programs, JTPA must
be launched from a solid base of sound financial and over-

sight systems. Therefore, at ETA's request, we conducted an
audit to evaluate the adequacy of each state's and entity's de-
velopment of critical systems, and to provide the ETA and
states with information about the status of such systems. It
was our intention that this information be used by states to
focus their efforts, where needed, to improve systems prior
to October 1, 1983.



Because our review was performed prior to the effective date
of program operations, the review was limited to the status
and adequacy of systems development, not systems imple-
mentation. The audit work covered two broad functional

areas: internal operations of the state's or entity's adminis-
tering agency and state oversight of service delivery areas.
The audit did not include systems at the service delivery area
level unless there was a single statewide service delivery
area. Nor did it include state central service systems, such as
automated data processing systems, over which the state
agency administering JTPA had no direct control.

The JTPA and its implementing regulations emphasize the im-
portance of internal control systems to ensure program ac-
countability. Under JTPA, the extent of liability for misspent
funds by a state or subrecipient, as well as the method of re-
payment required for such misexpenditures, is related di-
rectly to the adequacy of the administering entity's systems
of internal control.

In considering whether and how to impose a repayment
sanction on a recipient, JTPA requires the Secretary of Labor
to determine whether a recipient has observed specified
"standards of administration." The standards of administra-

tion contained in the JTPA regulations require adequate in-
ternal control systems in the following critical areas: cash
management, procurement, management systems, reporting
and record keeping, eligibility determinations, matching
funds, property management, and oversight and monitoring.
Internal operations covered by the audit included systems
for:

o ensuring that JTPA funds are properly controlled and ac-
counted for at the state level;

• ensuring that financial and statistical reports submitted to
the Department of Labor are accurate and timely; and

• performing self-evaluations and taking prompt corrective
action in both programmatic and financial areas.

Under JTPA, the proper expenditure of funds is the responsi-
bility of both the states and their subrecipients. JTPA re-
quires that recipients repay misspent funds, and the regula-
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tions require that the Secretary may hold the states
responsible for the misexpenditure of funds by one of its
service delivery areas or subgrantees. However, the state or
local recipient may avoid liability for the misexpenditure of a
subgrantee if it has established adequate control systems
over its subgrantee. In determining whether to impose a
sanction against state or sub-state recipients for violations of
a subgrantee, the Secretary must determine if the states have
adequate subgrantee oversight and monitoring systems.

Oversight systems evaluated by our audit included systems
for:

• preparing contracts or grants with the service delivery
areas that are clear and enforceable;

• monitoring and auditing the financial and programmatic
performance of service delivery areas;

• ensuring that corrective action is taken promptly on defi-
ciencies noted in monitoring and audit reports; and

• timing the transfer of funds to service delivery areas to co-
incide with the immediate needs of the service delivery
areas and to prevent excess cash balances.

Audit Findings and Recommendations--At the conclusion of
our field work on August 25, 1983, only four of the 57 entities
reviewed were considered by us as ready to effectively begin
JTPA program operations. These states will receive nine per-
cent ($264.1 million) of total requested Fiscal Year 1984 fund-
ing. Nine states or entities, in our view, had made inade-
quate progress in developing systems. They will receive
three percent ($82.3 million) of total requested Federal
funding.

Forty-four states had made varying degrees of progress in de-
veloping systems necessary for effective program implemen-
tation. These forty-four states will receive 88 percent ($2.4
billion) of Fiscal Year 1984 requested funding.

For each of the seven critical systems evaluated in these 44
states, the following table shows the degree of systems de-



velopment in terms of the percentage of functions within
each system which are either completed and adequate or
need improvement. It should be noted that the percentage
for each system on the chart represents a composite "score"
of a variety of separate internal control areas which were in-
dividually reviewed and rated in our audit. For example, un-
der financial management, there were 21 subcategories, such
as bank reconciliations, cash receipts, EDP physical protec-
tion, etc.

Degree of Systems Development

Completed
and Needed

Adequate [mprovement
Systems (Percent) (Percent)

State-Level Systems
• Financial Management 54 46
o Financial and Statistical Reporting 68 32
• Self-evaluation and Auditing 41 59

Oversight of SDA's
• Contract or Grants Preparation 50 50
• Monitoring and Auditing 41 59
o Corrective Action 34 66
• Cash Management 77 23

Although, as the table indicates, a substantial number of
functions need improvement, the states had time between
the end of our field work on August 25, 1983, and the Octo-
ber 1, 1983, start of JTPA to improve these functions. The au-
dit results have been provided to each state for action con-
sistent with their responsibilies as grant recipients of JTPA
funds.

We recommended that ETA provide immediate technical as-
sistance and guidance to the nine entities that have made
slow progress in systems development. In addition, we rec-
ommended that ETA review all entities during the first few
months of JTPA operations to determine if:
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• draft procedures and controls were adequately com-
pleted;

• planned procedures and controls were adequately devel-
oped; and

• all necessary systems were implemented and working ef-
fectively.

Slate and ETA ResponseBSome states initially objected to
our audit. They stated that it was being conducted before
they had time to develop systems scheduled to be audited,
that their staff time was severely limited and that the audit
was not consistent with their perception of the Federal role
under JTPA. However, as the audit progressed, most states'
objections diminished and states found the audit to be of
value in improving their operations. Recommendations and
suggestions made at the exit conferences in each state were
almost always positively accepted. In addition, many states
found the audit guide, which was provided to them prior to
the audit, to be a valuable resource document and plan to
adopt or modify the the guide as a tool for monitoring their
subgrantees. A number of states have accepted our offer to
provide them with training in using the guide.

In response to the natonal report, ETA has made plans to
provide immediate assistance to the nine states with prob-
lems and the few states identified as having marginally effec-
tive systems. ETA also plans to monitor implementation of
systems in all other jursidictions during the first six months
of this Fiscal Year. ETA will use the individual state's or en-

tity's audit report as a benchmark against which to measure
its progress.

ETA's plans include the formation of assistance teams that
will be coordinated by ETA's National Office. ETA asked, and
we have agreed, to provide assistance to these teams.

A secondary benefit of the audit and the audit guide was the
establishment of a systems-oriented framework for use on
future JTPA program audits or reviews. This framework may
assist the Secretary in meeting his statutory responsibility to
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determine the adequacy of recipient's systems when consid-
ering sanctions. The audit guide will be useful to reviewers at
any level in the JTPA program delivery system.

Comprehensive Employment And Training Act

On September 30, 1983, the Comprehensive Employment
and Training Act was replaced operationally by the Job Train-
ing Partnership Act. As required by JTPA, all programs under
CETA must have concluded by September 30, 1983, and fund-
ing for administrative activities related to CETA closeout will
continue only through March 31, 1984.

Because of the large dollar amounts allocated and the num-
ber of grantees that operated CETA programs during its ten-
year history, the closedown of CETA has been an enormous
undertaking. As noted in the last semiannual report, ETA has
taken several actions to help ensure that the CETA closeout
effort is successful. ETA developed and provided closeout
guidance to prime sponsors. ETA closeout teams provided
training to both ETA field personnel and prime sponsor rep-
resentatives to assist in the orderly phase-out of the CETA
program.

We assisted ETA in the CETA closeout training by providing
technical assistance on audit matters and the safeguarding of
assets. This effort began in March and continued through
June 1983. We also coordinated with ETA to ensure that
prime sponsors made appropriate audit arrangements during
the final year of CETA operations. In addition, we planned
and are currently conducting a special purpose review of 56
selected prime sponsors. We are considering reviews of ad-
ditional prime sponsors. Field work for 26 prime sponsors
began in August, one month after all prime sponsors had
submitted required closeout plans to ETA. An additional 30
reviews began in September. All reviews are scheduled to be
completed prior to the actual closeout of CETA on March 31,
1984. These reviews will identify and verify assets and liabili-
ties held by the prime sponsors. Information developed from
the review will be used to ensure that assets and liabilities

are properly identified, transferred to JTPA where applicable,




