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INSPECTOR GENERAL'S MESSAGE

This report marks the completion of six years of operation
for this Office of Inspector General. It is a period that I
believe has been marked by challenge and change, by great
progress as well as some continuing problems.

The Inspector General Act of 1978 has signaled the advent of
a new era of relationships within agencies and the
culmination of Congressional concern about the way the
government operates and manages the resources with which it
has been entrusted. While I believe that the Congressional
desire for a new awareness and a new way of operation has
been mainly realized, progress must continue to be made both
in terms of our own activities as well as those of the
various agencies of this Department.

During my tenure as Inspector General, I have sought to
focus on those issues and programs that I believe need
attention.

My concern from the perspective of OIG operations has been
to try to do our own job more effectively and efficiently.
In this regard, I have striven to introduce improved
management information, tracking, and control systems within
my Office. I have also streamlined our national field
office structures and concentrated on achieving clear
measurable results.

My objectives with regard to the Department have been to
open lines of communications, build effective working
relationships, and involve all elements of the Department in
a coordinated effort to improve operational effectiveness
while combatting waste, fraud and abuse. Progress toward
these objectives has been steady, and we are able to point
to real, sustained improvements in many areas, including
program  operations, clarification of legislation and
regulations, and an increased sensitivity to fraud, waste,
abuse, and mismanagement issues.

In this regard, I am appreciative of the support and
cooperation from the Secretary, the Under Secretary, and top
management of the Department for the work of the Office of
Inspector General. That support has made our task far
easier than it otherwise might have been.



Finally, I wish to acknowledge the dedication and fine work
of the employees in the Office of Inspector General and
their activities for the six months that are contained in
“this report.

y@%mé%wz
. BRIAN HYLAND

Inspector General
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OVERVIEW

This six-month reporting period has seen the continuation of
efforts toward improving program administration and
management within the Department of Labor (DOL). This is in
contrast to earlier periods, when the OIG was committing
most of its resources to the statutorily mandated financial
and compliance audits of the CETA program. Continued
emphasis was directed toward operational reviews of major
DOL programs within the Employment and Training
Administration (ETA) and the Employment Standards
Administration (ESA), as well as the Office of the Assistant
Secretary for Administration and Management (OASAM). New
attention was focused on the Occupational Safety and Health
Administration. We have also placed increasing emphasis on
prevention activities through training designed to sensitize
supervisors and employees to fraud, waste, abuse, and
mismanagement issues and to provide greater front-end review
of accounting and financial systems that are currently under
development.

EMPLOYMENT AND TRAINING ADMINISTRATION

The Office of Audit advised ETA on the closeout of the $53.7
billion Comprehensive Employment and Training Act (CETA)
program. They conducted reviews of the phasing down of 107
selected CETA sites, yielding disallowances and requested
repayment of $16.5 million. Followup reviews of CETA sites
identified in the phasedown reviews yielded $1 million in
funds returned to the Department while the auditors were on
site and about $46.5 million in additional costs identified
for return to the Department. (See the section beginning at
page 3.)

With the demise of CETA, the Government's primary job
training program, also administered by ETA, becomes the Job
Training Partnership Act (JTPA). The Office of Management
and Budget (OMB) defines JTPA as a "block grant" program,
and during this reporting period, the Office of Audit
discovered inconsistent and conflicting Federal standards
governing the administration of "block grants."™ They
advised OMB of their perceptions and the need to apply
consistent administrative standards to all Federal grants; a
discussion of this problem is contained in Chapter 2 of the
Office of Audit section of this report.

The Office of Audit also conducted reviews of cash
management in the JTPA program, resulting in an innovative
approach to cash management, calling for up-front transfer
of discounted funds to grantees. (See the section beginning
at page 6.)
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In the Job Corps program, ETA has taken positive steps to
implement recommendations made in an extensive series of
audits covered in our last semiannual report. ETA also
agreed to study the feasibility of alternative approaches to
solving Job Corps problems, including increasing linkages
between Job Corps and JTPA. Audit has recommended that Job
Corps establish a Job Corps Study Committee to analyze Job
Corps fiscal accountability and program delivery problems.
(See the section beginning at page 9.)

Audit established a joint task force with the Deputy
Assistant Secretary for Employment and Training to pursue
implementation of strategies for correcting long-standing
weaknesses identified in past audit reports of the
Unemployment Insurance program. Also in Unemployment
Insurance, the Office of Audit conducted a computer match of
Federal payrolls in eight agencies (including Labor) against
unemployment insurance payments in 14 states. The match
revealed that 1,137 Federal employees may possibly have
received $609,361 in unemployment insurance benefits while
simul taneously receiving Federal paychecks. (See the
section beginning at page 12.)

The Office of Investigation has taken particular interest in
the Unemployment Insurance program. In recent years,
violations in the Unemployment Insurance program have
included fictitious employer/employee schemes in which
potentially high dollar loss can result. The Office of
Investigations has continued a joint Office of Audit and
Office of Investigations project to detect, investigate, and
prosecute these cases using information in the State
Employment Security Agencies' data bases to develop profiles
of these types of violations.

DEPARTMENTAL MANAGEMENT

Broad efforts continued in two major areas: management
initiatives under the umbrella of Reform '88, and internal
controls tied to OMB Circular A-123 and the Federal
Managers' Financial Integrity Act. Within this framework
special attention was focused on four topics: cash
management, debt collection, procurement, and ADP
management. All but one--debt collection--received some
attention in our previous semiannual report. Significant
here is the number of improvements noted as a result of
departmental efforts, particularly those steps taken in the
procurement area to meet the goals of Reform '88. (See the
section beginning at page 16.)
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EMPLOYMENT STANDARDS ADMINISTRATION

This program has received a great deal of attention from the
0IG, most notably in the area of workers' compensation.

This level of involvement continues with specific efforts
during this reporting period in the areas of Federal
employees' compensation and black lung benefits.,

Workers' compensation programs administered by ESA have
suffered from fraud perpetrated by both claimants and
employees. We have sought to combat such practices, both
through our investigatory activities, and through programs
to increase the awareness of employees. In cooperation with
top managers of ESA's Office of Workers' Compensation
Programs, OIG's Office of Resource Management and
Legislative Assessment (ORMLA) undertook an important fraud
prevention initiative through implementation of an integrity
awareness program for the staff of ESA's Federal Employees'
Compensation Act (FECA) program. The awareness program is
premised on the fact that most employees are not fully
knowledgeable of the laws and rules governing their
behavior, and are often unaware of the serious consequences
of violating such standards. ESA intends to continue to
conduct this training for its FECA offices, and to include
ESA organizations in addition to the FECA program in future
sessions. (See the discussion beginning at page 80.)

Noteworthy regulatory reforms that OIG supported were final
regulations providing for the suspension and debarment of
certain medical providers from participation in the FECA
program. However, improvements are still needed to apply
benefits more equitably and enhance program management. In
this regard, ESA continues unsuccessfully to advocate a
departmental legislative proposal while much needed reforms
could be brought about through the publication of
regulations on medical fee schedules and administrative
procedures. While we continue to support the legislative
proposal, we do not believe ESA should defer regulatory
action in deference to possible legislation.

The most significant of the legislative and regulatory
issues raised during this reporting period involved FECA,
and was contained in a report sent through the Secretary of
Labor to the Congress under Section 5(d) of the Inspector
General Act. Section 5(d) requires that we report any
particularly serious problem or deficiency to the Secretary,
who must transmit that report to Congress--together with any
comments--within seven calendar days. This so-called "seven
day report" was prompted by court interpretations of a U.S.
Court of Appeals decision under FECA. - Since the court of
appeals decision in this case could jeopardize many other
cases, we requested congressional action on a single section

-V—



of the comprehensive amendments to FECA the Department had
sent to Congress on July 27, 1983. While the 98th Congress
did not take action on either the comprehensive FECA
amendments package or the specific section highlighted in
our seven day report, we remain fully supportive of the need
for such reform when the FECA amendments are resubmitted at
the start of the 99th Congress. (The discussion of the
Dorey case begins on page 82; discussion of FECA regulatlons
begins on page 28.) o

Worth highlighting in the FECA program is work conducted by
the Department of Defense in an audit of Defense
administration of responsibilities under FECA and the
so-called "chargeback" system that pays FECA costs. Also
noteworthy is the continued development of the FECA
program's enhanced ADP system, known as "Level II." (For
discussion of these matters, see sections beginning at pages
29 and 31.)

OCCUPATIONAL SAFETY AND HEALTH ADMINISTRATION
MINE SAFETY AND HEALTH ADMINISTRATION

Of special significance during the reporting period is the

fact that OIG began the first comprehensive audit of OSHA.

Major research efforts have been directed to identification
of topics which warrant further audit coverage.

In MSHA a follow-up review of the Agency's Approval and
Certification Center turned up serious problems. The center
tests "evaluate products used in the mines to ensure they
are safe." The initial review in October 1981 had contained
a series of 10 recommendations; to date, the Agency has
completed corrective action on only five. OIG estimates
that the Agency loses over $3 million per year as a result{
of its failure to implement just one of OIG's
recommendations.

LABOR-MANAGEMENT STANDARDS
PENSION AND WELFARE BENEFITS

A major reorganization of the offices administering this
critical area has demanded serious attention from OIG. Most
notable was our participation in the Executive Steering
Committee to oversee the changes brought about by the
separation of the organizational components responsible for
labor-management relations and pension and employee welfare.
benefit programs (once in a single Agency known as the
Labor-Management Services Administration--LMSA). The Deputy
Inspector General is serving as vice-chairman of the Pension
and Welfare Benefits Program Working Group, which was
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organized to recommend improvements in the Department's
enforcement of the Employee Retirement Income Security Act
of 1974. (See the section beginning at page 38.)

Of course, cases involving the labor-management area played
the central role of the Office of Labor Racketeering (OLR)
in 0IG. OLR's efforts resulted in the indictment of 52
individuals, the conviction of 61, court ordered fines
amounting to $135,000, restitution of $90,000 to employee
benefit plans, and assessment of tax penalties and
additional liabilities against malefactors totaling
$130,000. The most significant cases are detailed in the
OLR section, beginning at page 97.

-

OTHER AREAS

Officials responsible for implementing Department of Labor
programs agreed to a number of audit recommendations for
improving management efficiencies, resulting in annual
savings of approximately $5.2 million (see discussion
beginning at page 51).

In matters relating to auditing practices, the Office of
Audit commented upon disparities in standards for audit
resolution, registering disagreement with the General
Accounting Office's definition of audit resolution (see
section beginning at page 47).

Internally, the Office of Audit has made significant
improvements in operations, among them: increased use of
advanced auditing techniques; a shift in emphasis for
monitoring ADP systems from post-implementation auditing to
proactive monitoring; and use of statistical profiles and
models to improve audit resource allocations (see Chapter ¢
of the Office of Audit section).

The Office of Resource Management and Legislative Assessment
(ORMLA) , concurrent with its awareness program for ESA, has
also been developing an expanded session of its awareness
program. The program, to be conducted jointly with OASAM,
relates to the Department's internal controls program.

Section 4(a) of the Inspector General Act of 1978 requires
the OIG to review legislative and regulatory proposals and
to make recommendations. During this reporting period,
ORMLA reviewed more than 300 items. Among these was the
"seven day report" on the Dorey case (mentioned above).

Also addressed was a longstanding legislative issue of
continued importance--the need for law enforcement authority
for special agents assigned to our Office of Labor
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Racketeering. Also notable during this reporting period has
been the strong support the Department has given for

S. 2090, a bill that would grant limited law enforcement
authority to these special agents. Support of this bill,
the Department indicated, would signal its commitment to
combatting labor racketeering and protecting the reports and
benefits of American workers. (Further discussion of this
iss?e is contained in the ORMLA section beginning at page
85.

As part of the effort to improve OIG operations and
efficiency, ORMLA is undertaking some initiatives in the ADP
field that can serve to increase productivity and improve
the efficiency of OIG operations. The acquisition of ADP
hardware and software, following a detailed OIG ADP Master
Plan, and the training of more than 50 auditors and
investigators to fully utilize the OIG's microcomputers in
the field has been an important initiative. Additional
measures have been the installation of minicomputers in the
OIG headquarters and two regions, with installation in the
remaining four regions scheduled during the next reporting
period. The data based management system, which will reduce
costs by bringing existing OIG information systems in-house,
will be coupled with a communications network to link OIG's
system terminals together and allow for the efficient
transfer, compilation, and analysis of data. (See page 89
for the beginning of discussion of this topic.)

Mindful of the intent of Congress in passing the Inspector
General Act of 1978, that the independence the Inspectors
General be assured, we have taken several positive steps in
the personnel and budget areas. These actions, described
more fully in the ORMLA section of this report (beginning on
page 94) , have been driven by an effort to eliminate any
appearance of the potential for OIG budget and staffing
needs to be determined or manipulated by the agencies
subject to our direct audit and investigative authority.
Other steps to further foster OIG independence have been and
are being taken in the areas of budget and staffing,
personnel, and legal support.
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