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PREFACE

This is the eleventh semiannual report of the Department of Labor’s
Office of Inspector General. The accomplishments cited in this report
continue to demonstrate that there are serious fraud and management
problems affecting programs and resources administered by or
through the Department of Labor (DOL) and that there are significant
instances of organized crime and labor racketeering in the labor
management field. A particularly noteworthy accomplishment was
the recent landmark court decision rendered in February 1984, in
Newark, New Jersey, which removed officers of an International
Brotherhood of Teamsters local union from their posts for corrupt
activities. This action resulted from the use of the civil provisions of
the Racketeer Influenced and Corrupt Organizations statute. Also
during this reporting period, our investigative efforts have resulted in
195 indictments and 174 convictions, the issuance of 645 audit
reports, and the resolution of $125.2 million from prior audit work.

Statistical accomplishments alone do not convey the extent of our
efforts to work with DOL program agencies to resolve systemic
deficiencies and to prevent future problems. In this latter regard, |
am pleased that we have been actively involved in the design of an
integrity awareness training program to be given for all employees in
the Federal Employees’ Compensation Act program. This is one
example of pursuing prevention through a cooperative venture. | am
sure it will result in improved program effectiveness and integrity and
long term positive benefits. | am especially hopeful that this approach
to the prevention issue can be applied to a wide variety of other DOL
programs.

Our work over the past six months in three program areas deserves
highlighting in this message. The first is the Unemployment Insur-
ance (Ul) program. In our last semiannual report, we discussed a
major audit effort in the Ul benefit payment control area. During this
reporting period, we completed a number of studies related to Ul tax
revenue operations. This body of work points to serious internal
control problems at several levels within the Federal-state Ul system
that result in inefficiencies and lost interest earnings. Also, we are



very concerned that Ul funds in most states are not keeping pace with
current and projected benefit payment levels. Aggressive action by
the DOL and the individual states is required to resolve these prob-
lems. This poses a special problem in the context of New Federalism
and changing views about effecting accountability.

Our Office of Investigations is giving particular attention to the Ul
program that has resulted in several significant investigations, espe-
cially in fictitious employer schemes. We are currently making
personal contact with each state Ul agency to enhance the overall
investigative effort in the program. As we continue our heavy audit
and investigative efforts in this area, we will work closely with the
Employment and Training Administration and the other involved
parties to define these problems in more detail and to identify
workable solutions.

The second program area is that of labor management standards and
pension and welfare benefit programs. This is a very complex area
and one which is involved in major departmental structural change.
During this reporting period, we conducted a survey of the Depart-
ment’'s Labor-Management Services Administration (LMSA) that
identified a series of enforcement and resource issues. On January
20, 1984, Secretary Donovan announced a reorganization of LMSA
that transferred the Pension and Welfare Benefit Programs area from
LMSA and constituted it as a separate DOL Agency. To facilitate the
transition, the Secretary established a Reorganization Task Force on
which | serve. In addition, an enforcement task force has been
established to evaluate enforcement needs and resource re-
quirements of both LMSA and the new Office of Pension and Welfare
Benefit Programs. Deputy Inspector General Raymond Maria is a
member of this task force; his participation will help ensure that the
issues identified in our survey work will be adequately addressed.

The third major area that deserves special highlighting is the Job
Corps program. During this reporting period, we conducted an
extensive number of audits of the centers and found major weak-
nesses in the procurement practices as well as serious problems with
the placement figures. In addition, we also identified weaknesses in
financial management systems and in the qualifications of individu-
als responsible for center operations.

This OIG continues to play an active role in the work of the Presi-
dent’s Council on Integrity and Efficiency (PCIE). With Richard
Kusserow, HHS' Inspector General, | co-chair the PCIE Long-Term



Computer Matching Project. Among the efforts completed by the
Project during this reporting period is a report identifying incentives
and disincentives to the use of computer matching applications in
public programs. A variety of recommendations was made in a
number of areas, including the need for a permanent national focal
point for computer matching, improving planning and evaluation of
computer matches, strengthening information access and exchange
of data, and standardization of verification and other matching
activities.

This office has actively participated in a number of other PCIE
committees, including prevention and executive development ef-
forts, and we have provided staff support to the PCIE Computer Audit
Committee.

As | review our accomplishments during the past six months, | realize
they reflect the contributions of many people. | particularly wish to
express my appreciation for the staunch support of the OIG mission
by Secretary Donovan and other senior officials in the Department
and for the continued hard work and dedication demonstrated by the
employees in the Office of Inspector General.

J. BRIAN HYLAND
Inspector General
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PART I

SIGNIFICANT PROBLEMS, ABUSES
OR DEFICIENCIES, AND
RECOMMENDATIONS FOR
CORRECTIVE ACTIONS

EMPLOYMENT AND TRAINING
ADMINISTRATION

The Employment and Training Administration (ETA) administers
programs to enhance the employment opportunities of Americans
and provide temporary benefits to the unemployed. This mission is
accomplished through three major programs: the Job Training Part-
nership Act (JTPA) program which replaced the Comprehensive
Employment and Training Act (CETA) program on October 1, 1983;
the Employment Service (ES) program; and the Unemployment In-
surance (Ul) program.

The Federal funds involved in ETA programs comprise the majority of
the Department’s expenditures. For Fiscal Year 1984, ETA’s budget
was $38.6 billion. Of that amount, $5 billion was for the CETA and
JTPA programs and $16.5 billion was for the Unemployment Trust
Fund. ETA programs are characterized by a large decentralized
program delivery system except for those programs, like the Job
Corps, that are administered nationally. The Employment Service
and Unemployment Insurance programs are operated by State Em-
ployment Security Agencies in the 50 states, the District of Columbia,
Puerto Rico and the Virgin Islands. During Fiscal Year 1984, these
state agencies were funded at the same level of effort as in 1983. The
CETA program was operated by more than 470 different local
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governments, known as prime sponsors; under JTPA, the primary
program agents are 57 states and entities. The states and entities have
subgranted with approximately 550 service delivery areas that plan
and operate programs.

During this reporting period, OIG activities related to ETA programs
continued to be preventive in nature and oriented to evaluation of
systems. Substantial deficiencies in various major internal control
and management systems were identified in both the Unemployment
Insurance program and the Job Corps program. Many recommenda-
tions were proposed that, if implemented, could substantially im-
prove the economy, efficiency and effectiveness of these major
programs. Further, we have continued our efforts to assure an orderly
phasedown of the multi-billion dollar CETA program and an orderly
start-up of the new JTPA program.

Unemployment Insurance Program

The Unemployment Insurance (Ul) program is a unique Federal-state
partnership established in this country under the Social Security Act.
Under this Federal-state system, each individual state has been able
to develop programs that are adapted to conditions prevailing within
its jurisdiction. As a result of this, no two state laws are alike. The Ul
program is administered at the state level by State Employment
Security Agencies (SESA) in the 50 states and three other entities (the
District of Columbia, Puerto Rico, and the Virgin Islands). Through-
out this report, the term “state agency” refers to the 50 states and these
three entities.

In Fiscal Year 1983, nearly $23 billion was paid in state unemploy-
ment benefits and Federal-state extended benefits. In addition, SESA
collected $13.4 billion in unemployment insurance tax revenues and
the Department of Labor advanced Federal funds to states as loans in
the amount of $7.8 billion.

During prior reporting periods, we concentrated our efforts on bene-
fit payments because of the high unemployment and resulting in-
creases in program expenditures. During this reporting period, how-
ever, we adopted a more balanced approach by emphasizing tax
revenue operations while continuing our effort in benefit payments.

Our emphasis on tax revenue operations resulted in audit reports
covering five major tax systems (i.e., cash management, reim-
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bursable employers, status determination, field audit, and de-
linquency control) and a historical profile of tax receipts and benefit
expenditures over a 10 year period.

Our continuing efforts on benefit payments resulted in two reports.
One report covered the savings that could be attained by converting
from a weekly to a biweekly payment system. The other covered the
results of a computer matching program that was performed to
determine whether Federal employees were receiving unemploy-
ment compensation in violation of Federal or state laws. In addition,
we continued to track ETA’s efforts to implement recommendations
resulting from our prior review of benefit payment controls.

Unemployment Insurance Tax Operations

During this reporting period we issued reports on several major areas
of Ul tax operations. These reports reflect the results of our reviews of
critical tax operations systems as they existed in twelve States —
Alabama, Arizona, Florida, Illinois, Louisiana, Massachusetts, Mich-
igan, New Jersey, Pennsylvania, Virginia, Washingtonh, and Wiscon-
sin. The critical Ul systems reviewed were:

® Cash Management

® Reimbursable Employers
® Status Determinations

® Field Audits and

® Delinquency Controls.

In addition, we prepared a historical profile of states” Ul program
" operations from 1972 through 1982 and made some conclusions and
recommendations from this profile.

Each of the above areas, including the historical profile, are dis-
cussed below:

Cash Management Systems — State unemployment benefits are
financed by state employer taxes (and employee taxes in three states).
Taxes are collected by the states and funneled through each state’s
“clearing” account into the Unemployment Trust Fund where the
taxes are credited to each state’s account.

The Secretary of the Treasury invests those funds that are not required
to meet current benefit payment demands. Interest earned on a state’s
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trust fund account is credited to the state’s account. The states
withdraw funds from the Unemployment Trust Fund to pay benefits.

During Fiscal Year 1982, the states deposited approximately $13
billion in employer taxes into the Unemployment Trust Fund. Interest
earnings on the Trust Fund for this period were approximately $1.2
billion. The primary purpose of our audit was to determine the effect
of cash management practices on the earnings of the Unemployment
Trust Fund.

Cash Management Practices Effect on Earnings — We estimate that
$25 million in interest was not earned by the Unemployment Trust
Fund during Fiscal Year 1982-because of inefficient state agency cash
management policies and practices in the following three areas of
cash managment.

(1) Deposits into the Clearing Account — Some states’ deposits of
employer contributions to the clearing account were not always
timely. The average processing time from receipt of an employer
tax contribution to deposit in the clearing account in the states
reviewed was 2.31 days. We estimate the Unemployment Trust
Fund in Fiscal Year 1982, would have earned approximately $5
million additional interest if all tax contributions had been depos-
ited within one day after receipt. Two major reasons for the delay
in depositing tax receipts were: (1) state adherence to ETA’s
desired level of achievement for depositing tax contributions,
which only specifies that 90 percent of tax dollars be deposited
within three days of receipt; and (2) state performance of exten-
sive audits of tax returns prior to the deposit of tax receipts.

(2) Transfer of Clearing Account Funds to the Trust Fund — Some
states maintained excessive balances in the clearing account. We
estimated that approximately $2.5 million in potential interest
earnings were lost because states maintained more than one
day’s deposit on hand in the clearing account. Excessive cash
balances were caused by: (1) following ETA’s minimum criteria,
which allows two days for transfer to the Trust Fund; (2) including
other state offices, such as the State Treasurer, in the transfer
process; and (3) maintaining bank collected funds to compensate
the banks for services.

(3) Funds Maintained in the Benefit Payment Account — We esti-
mate that between July 1, 1981, and June 30, 1982, as much as
$17.9 million in potential interest earnings was lost on funds in
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these accounts in excess of immediate bank needs to clear benefit
checks. These excessive balances were caused by:

® state legal and administrative requirements that funds be on
deposit in the benefit payment account before checks are
written;

® state procedures that allowed drawdown of funds in excess of
immediate needs;

® compensating bank balances required by the bank to cover
bank services that were not competitively procured; and

® state investment of Ul funds with interest earnings benefiting
the state’s general revenue, not the Ul program.

If all states had competitively obtained bank services and paid
unemployment benefits biweekly, we estimate that $25 million
projected interest earnings could have been obtained with bank
costs of $7.4 million between july 1, 1981, and June 30, 1982.
Interest earnings and bank costs will fluctuate depending on the
level of unemployment.

Recommendations to Increase Interest Earnings — We recom-
mended that ETA sponsor Federal legislation to:

provide for payment of bank costs from administrative funds;
require procurement of banking services by competitive bid;

require segregation of Ul funds from other state funds while such
funds are in state custody;

require immediate transfer to the Unemployment Trust Fund of all
bank collected tax contributions;

require states to drawdown from the Unemployment Trust Fund
only those funds immediately needed; and

require overnight investment by the state of all cash in the clearing
and benefit payment accounts, with the interest to be used exclu-
sively to fund benefit payments.

We also recommended that ETA take adminstrative action to:

revise its policies regarding desired levels of achievement to pro-
vide better efficiency in cash management;

® encourage states to improve agency processing procedures to meet

revised desired levels of achievement; and
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® encourage states to remove state legal and administrative re-
quirements that promote inefficient cash management.

ETA’s Corrective Actions and OIG’s Conclusions— ETA, in general,
concurred ‘with our findings and indicated, to the extent resources
were available, full cooperation in correcting deficiencies noted on
our draft report.

Specifically, ETA had implemented, prior to OIG final report, correc-
tive actions to:

® expedite deposit of state unemployment compensation revenues
into the Unemployment Trust Fund and restrict withdrawals to
amounts necessary for immediate benefit obligations; and

® assist state unemployment compensation program administrators
in their efforts to remove legal and administrative barriers to
efficient cash management.

ETA further responded that our legislative recommendations entailed
considerations beyond those necessary for administrative actions.
Also, further study of the report’s recommendation regarding the
overnight investment of balances in state unemployment fund bank
accounts was necessary to ensure its conformity with Federal law and
with ETA’s position in cases where states are improperly investing
and utilizing earnings from unemployment funds.

We agree with ETA’s comments concerning our recommendations
for legislative change. However, in our opinion, legislative changes
are necessary to ensure states implement corrective actions. Al-
though some states will comply with adminstrative corrective action
plans, legislative changes are necessary to ensure compliance by all
states.

Regarding overnight investment of fund balances, our recommenda-
tion did not intend that the states invest all their state tax collections
— only the residual funds that remain in the bank accounts on a daily
basis. The states should, as previously recommended, immediately
transfer all tax collections to the Unemployment Trust Fund and
withdraw funds only as needed.

Apparently ETA’s position is also that, under the Social Security Act,
the Secretary of the Treasury has sole investment authority of state Ul
funds; and, therefore, states may not invest such funds overnight. We
do not think that the states’ investment of such funds is inconsistent
with the Social Security Act. If interest earned on state investment of
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these funds is used to pay unemployment benefits, the treatment of
funds will be consistent with treatment in the Unemployment Trust
Fund where interest earned is also used to pay unemployment
benefits.

Reimbursable Employer Systems — The 1970 and 1976 amend-
ments to the Federal Unemployment Tax Act (FUTA) extended Ul
coverage to employees of nonprofit and state and local government
employers and their instrumentalities. The law gave these employers
the option to reimburse the state, through payments in lieu of contri-
butions, for unemployment benefits paid to their former employees,
or to pay tax contributions the same as other employers.

Employers eligible to elect the reimbursable payment system for
financing unemployment benefits are exempt from paying the Fed-
eral employer tax required by FUTA. This exemption from the FUTA
tax applies regardless of whether the employer actually elects reim-
bursable status. This tax, which currently is 0.8 percent on the first
$7,000 of an individual’s wages, is used to pay both the Federal and
state administrative costs of the Ul program. It is also used to reim-
burse states for 50 percent of extended benefits (except for State and
local governments), and provide a loan fund for states lacking funds
to pay Ul benefits. During calendar year 1982, the 53 SESAs paid
approximately $792 million of unemployment benefits to former
employees of nonprofit organizations, State and local governments,
and their instrumentalities.

The purpose of our review was to determine the effect of the reim-
bursable employer system on interest earnings of the Unemployment
Trust Fund and to determine the effect of the FUTA tax exemption for
reimbursable employers. We also looked at the adequacy of security
deposits from reimbursable employers, and in some states, the
accuracy of states’ billing for the Federal share of extended benefits.

Effect of Reimbursable Employer System on Interest— Although State
and local government and nonprofit employers are required to
reimburse the state for benefits chargeable to them, we estimate that
approximately $37 million of potential interest earnings were lost to
the Unemployment Trust Fund during Calendar Year 1982, because
Ul taxes paid by contributory employers were used to finance bene-
fits to former employees of reimbursable employers.

States withdraw funds from their accounts in the Unemployment
Trust Fund to pay unemployment compensation to former employees
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