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ZNSPECTOR GENERAL'S MESSAGE

This is the thirteenth semiannual report of the Department
of Laborgs Office of Inspector Generalo While there remain
a number of problem areas that have occupied our attention
in the past and will continue to be a focus of our efforts
in the near future, it is clear that some very real progress
is being made by the program agencies in carrying out their
missions more efflclently and effectlvely.

Overall, the Department's managers have become more aware of
and committed to the need to conserve limited program
resources, more willing to focus a portion of agency
resources on Internal controls and prevention inltlatlves_
and more responsive in implementing corrective actions or
recommendations that have been made as a result of our audit

and investigative work. Clearly the interests of the
management of the Department are parallel with those of the
OIG--to see that the programs are administered efficiently
and in accord with the purposes of the various statutes and
regulatlons that govern them.

I believe that there has been a growing recognition within
the Department that this office can provide a valuable
service to management and that positive results can occur
when OIG auditors and investigators work closely together to
identify and resolve vulnerabilitles and problems and
prevent fraud, waste, and abuse. I am gratified that
Increaslngly we are being called upon for advice and
assistance in prevention efforts.

In the two years I have headed the Office of Inspector
General, I have found top management to be very supportive
of this Office and its work. Over the next several months,
I look forward to working closely with Secretary William
Brock and his new executive team to identify areas
warranting attention and to develop appropriate corrective
actions°

This slx-month reporting period also marks the time when the
Inspectors General themselves, under the auspices of the
President's Council on Integrity and Efficiency, have begun
their own efforts to assess their productivity and
performance. We, as well as the organizations and programs
we review, need to strive to function as efficiently and
effectively as posslble.
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The staff of the Office of Inspector Generalr as usual_ has

earned my thanks for its dedication and fine contributions
during the last six months° That continued dedication has
made possible the many millions of dollars in savlngs0
recoveries_ efficiencles, and other accomplishments that are
described in this report°

•

Jo BRIAN HYLAND

Inspector General
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OVERVIEW

The core element of OIG's audit and investigative work is
and will continue to be the prevention and detection of
problems and deficiencies. This is demonstrated by our
statistical accompllshments on page 105, detailing results
obtained. During this semiannual reporting period, as in the
recent past, We have continued to focus resources on efforts
designed to improve program management and operations within
the Department of Labor. We believe that this approach can
have a major impact on the prevention of future losses by
directing attention to the identification and correction of
vulnerabilitles and system weaknesses°

EMPLOYMENT AND TRAINING ADMINISTRATION

The bulk of our audit coverage in the Employment and
Training Administration was focused on the Unemployment
Insurance (UI), Job Corps, and Special Targeted programs°

Within the UI area, we reviewed the UI financing mechanism
known as experience rating in order to determine the degree
to which this mechanism is used. Experience rating, which
assigns tax rates to employers in proportion to their
experience with layoffs, has the objectives to promote
employment stability and equltably allocate benefit costs to
employers. We found that financing UI benefits has shifted
from a system based on individual employers" responsibility
to manage their workforce to a system where all employers
share in the costs regardless of their indivldual
unemployment experience° (See page 3.)

A review of the Federal share of the UI program, which is
still ongoing and will ultimately include 45 states, has
been completed and reports issued in six states. The
reports indicate that the six states overclaimed the Federal
share of unemployment benefits by about $8°8 million, with
increased interest costs to the Federal Government as a
result of those overpayments of another $1o5 million. (See
page 7.)

Validation by the states of a crossmatch of employees of
eight participating Federal agencies against unemployment
insurance benefit payments in 14 states disclosed $535,011
in overpayments to clalmants. Of this total, $401,884
Involving 528 cases was determined to involve fraud. (See
page 9.)

A task force is developing and field testing a statistical
model forldentlfying and predicting various patterns of
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fraud and abuse in the UI program° We are hopeful that this
statistical model will assist states in avoiding continuing
large dollar losses° (See page iio) In another type of UI
claimant fraud_ our efforts to cluster as many as 20 similar
cases together for investigation and prosecution has
increased the dollar value and the interest of the UoSo

Attorneys in pursuing these cases° We believe the publicity
associated with these clustered cases can be a deterrent to

others° (See page 66°)

In following up on our prior study of the Job Corps
screening and placement activitiese we selected and
conducted an eligibilty test on a limited sample of 50
active corpsmemberso This review disclosed that 22 percent
of the corpsmembers in the sample were ineligible for the
program° In order to correct deficiencies in the Job Corps
service delivery system_ we are continuing to recommend that
ETA consider integrating the Job Corps outreachp screeningg
and placement functions into the existing JTPA service
delivery system° (See page 12.)

Over the years_ audits of the Indian and Native American
programs and the Migrant and Seasonal Farmworker program
have disclosed serious financial management weaknesses. To
prevent these problems in the future, we conducted financial
management training for the grantees to be followed by
technical assistance visits to grantees requesting
additional assistance° (See page 41o)

EMPLOYMENT STANDARDS ADMINISTRATION

Our audit activities have continued to focus on several

Employment Standards Administration (ESA) areas including
the Federal Employees' Compensation Act (FECA) chargeback
system and the development and implementation of the new
Level II ADP system_ as well as the payment of back wages
due employees for violations of the Fair Labor Standards Act
and continued monitoring of efforts to publish regulations
and enact legislationo

As a result of the audit of the FECA chargeback system used
to charge Federal employing agencies for the $1 billion a
year in benefits paid to injured employees, an adverse audit
opinion was given because the chargeback listings did not
fairly present FECA disbursements and recoveries° The major
problems included the failure to record transactions
properly, include all payment records, and utilize error
reports. (See page 18o)
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A number of the continuing problems with the FECA program
could be addressed with the integrated FECS Level II ADP
system currently under development. We recently issued a
second System Development Review Report identifying
potential problems with the availability and source of funds
to complete the system and the schedule for implementation
of vital subsystems. We are continuing to carefully monitor
this systemWs development and to help ensure that it meets
program requirements and supports the management and
administration of FECA. (See page 20°)

We continue to be concerned about the slow progress being
made to initiate and implement needed regulatory and
legislative reform of the FECA program. We have stressed
the need for medical fee payment schedules since our
September 1981 semiannual report to Congress and the need
for revised procedural regulations since our September 1983
report. We also continue to support enactment of a
comprehensive FECA legislative proposal to significantly
enhance management of the FECA program. (See pages 27 and
73 .)

Our Office of Investigations has continued to place emphasis
and commit investigative resources to claimant fraud within
ESA's compensation benefit programs° This fraud is often
committed by concealing earned income that would either lead
to a termination or reduction of benefits° In addition to

actively pursuing criminal investigations of fraudulent
claims, we have also been requesting that the UoSo Attorneys
initiate civil actions under the False Claims Act to recover

any fraudulent payments. (See the section beginning on page
56.)

In cooperation with ESA's Wage and Hour Division, we have
been conducting investigations of violations of a number of
labor-related statutes that have involved kickbacks of part
of employees salaries totheir companies° This may have
allowed some unscrupulous companies to underbid other
contractors who were proposing to pay the required wage and
benefit scales. (See the section beginning on page 53.)

In the Wage and Hour programs, ESA has agreed to develop and
implement a policy that would require certain employers to
submit unpayable back wages into the U.S. Treasury° (See
page 25.)

DEPARTMENTAL MANAGEMENT

Reviews during this reporting period continued to assess the
Department's effectiveness in implementing Reform '88 and
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the Federal Managers' Financial Integrity Act. Specific
Reform "88 review areas included debt collection, procure-
ment, and ADP management°

In the debt collection area, we focused on the Employment
Standards and the Occupatlonal Safety and Health
Administrations where we found that interest, penalties, and
administrative costs were not being assessed as required.
We recommended that both Agencies develop procedures to
ensure the assessment of charges and notify all debtors of
the assessments° (Seepage 31o)

In the procurement area, we continued to evaluate the
Department"s efforts in achieving efficient procurement
reforms° During this period_ we performed expanded scope
reviews of the management of indirect costs, cost allocation
plans and indirect cost rates, equipment leasing policies
and procedures, and procurement budgeting° We concluded
that during Fiscal Years 1979 through 1983_ the Department
overspent at least $40 million in premature, improper,
unnecessary, or unsupported indirect cost payments. (See
page 330)

A survey of leasing versus purchasing practices in four
Agencies of the Department disclosed that 47 percent of the
$2°7 million spent from a sample of leased items had lease
costs that exceeded the purchase costs° Nearly $900,000 of
the lifetime lease costs might have been saved had the
equipment been purchased rather than leased. We assisted
the Department in developing regulations which should
improve the process and result in significant cost savings.
(See page 340)

We performed an evaluatlon of the Department's use of the
Annual Advance Procurement Plans (AAPPs) in the budgeting
process for its more that $400 million awarded in contracts
during Fiscal Year 1984o As a result of this review,
management has issued draft policies addressing the use of
AAPPs and convened a study group to examine current
procedures and feasible operations° (See page 35°)

As part of our research in the Office of the Solicitor, we
noted that legal sufficiency reviews of contracts by the
Solicitor°s Office were discretionary and were not normally
being conducted° This system weakness creates a vulner-
ability the procurement process° The Department has drafted
a policy requiring legal reviews and hired an attorney
experienced in procurement lawo (See page 35°)

In the ADP management area_ the Department has taken steps
to implement recommendations previously made regarding
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