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INSPECTOR GENERAL' S MESSAGE

This is the fourteenth semiannual report of the Department

of Labor's Office of Inspector General and marks the

completion of seven years of operation of this Office since

the passage of the Inspector General Act of 1978. I

continue to be pleased at the very real progress that this

Department has been making in addressing some of the problem

areas or issues that we have noted in our prior reports.

I am very gratified with the strong support that I have

received from Secretary Brock. In the half year that he has

served as Secretary he has demonstrated his concern for good

management in the Department and in the operation and

delivery of efficient and effective programs. Similarly, I

have noted a clear trend by Agency managers and their staffs

toward an increased sense of cooperation with my Office.

I am also pleased to see a growing reliance by the

Department upon the OIG for not only detecting fraud, but

for also providing real technical expertise and skills to

the solution of management and operational problems. To

further this, we have made a greater effort to focus our

audit and investigations work on broad programmatic and

management issues, such as some of our initiatives in the

Employment and Training and Employment Standards
Administrations.

In the management of our own programs, we have placed

greater reliance on utilizing ADP tools and techniques to

improve our operational efficiency: initiated five-year

audit plans; conducted fraud, integrity and

labor-racketeering investigations consistent with certain

defined priorities; and greatly increased internal
coordination of audits and investigations. Clearly

cognizant of the resource constraints that government needs
to operate within, these efforts are enabling us to increase

our impact by better ensuring that each audit and
investigation contributes to improvements in the

Department's programs.

Despite these improvements in operations, all of us in the

Department recognize the need to continue to set new, higher
goals and strive to achieve them. I am confident of the

continued dedication and fine work of the employees of the

Office of Inspector General. That effort has made possible

the accomplishments described in this report.
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I trust that the information contained in the following
pages will continue to be helpful to the Congressv the
Secretary, and others who are interested in the efforts of
the Department of Labor to detect and control fraud, waste,
and mismanagement in its programs and operations°

/
Jo BRIAN HYLAND

Inspector General
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OVERVIEW

This semiannual report covers the activities of the
Department of Labor's Office of Inspector General for the
period April 1 through September 30, 1985. Indicative of
audit trends are the numerous economy and efficiency
findings and recommendations pertaining to the operations of
the various Agencies of the Department. Investigations,
meanwhile, continued to show strong statistical increases,
partially attributable to our success in clustering similar
cases for prosecution and in seeking recovery for the cost
of investigations from successful prosecutions. Labor
Racketeering continues to pursue significant employee
pension and health fund embezzlements.

EMPLOYMENT AND TRAINING ADMINISTRATION

The final audit report on Unemployment Insurance Experience
Rating was issued during this semlannual period. Although
we discussed the draft report in the previous semiannual
report, we believe the subject is worth repeating because
of the tremendous external response to the report. Our
audit shows that the application of experience rating has
declined over time to where 49 percent of the cost of the
system in the sampleo states has become socialized.
Financing UI benefits has shifted from a system based on
individual employers' responsibility to a system where all
employers share in the costs, regardless of their individual
unemployment experience. We recommended that ETA establish
an experience rating index, which would reflect the
effectiveness of the states' experience rating systems and
facilitate monitoring and analysis. (See page 3.)

We continue to strongly support establishment of an
Unemployment Insurance quality control system as a means to
improve program integrity by accurately identifying and
correcting payment errors in the multibillion dollar
system° (See page 7o)

In our ongoing review of the Federal share of Unemployment
Compensation, we have issued 14 reports to date covering
approximately $1.7 billion of Federal unemployment benefits
and have found approximately $52 million in audit
exceptions. (See page 8.)

Followup on potential overpayment cases resulting from a
crossmatch of payroll information against unemployment
benefit payments shows that $98,158 out of _535,011 in
overpayments has been collected, to date. (See page ii.)
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Findings during a review of the Unemployment Insurance
operations in the Kentucky State Employment Security Agency
included $3.1 million in interest earnings, which had not
been returned to the UI account. Further, approximately
$932,000 in interest was not earned for the UI account
because the State had excessive daily cash balances and a
delayed billing cycle. (See page 12.)

As a result of activity by the ETA/OIG Unemployment
Insurance Task Force, ETA has agreed to develop a series of
alternatives to our original report recommendation that
legislative changes are needed to improve cash management.
(See page 13.)

Investigation's clustering approach of grouping similar
cases for prosecution continued to not only increase the
dollar amount of the prosecutions but also demonstrated the
more widespread nature of various UI fraud schemes. Because
these cases are not isolated, U.S. attorneys increasingly
recognize the need for criminal sanctions for the commission
of these crimes. (See page 70.)

We also increased our efforts to emphasize civil recoveries
and the recovery of investigative costs from individuals who
have been successfully prosecuted. (See page 71.)

Within the programs funded by the Job Training Partnership
Act, we continued our efforts to provide technical
assistance and training in financial management to Indian
and Native American and Migrant and Seasonal Farmworker
grantees. (See page 15.)

Our investigative work has co ntinuea into areas of
identified or suspected vulnerability and has been closely
coordinated with audit activities. For example, with regard
to JTPA verification, our investigators have assisted the
audit staff by locating individuals the auditors are unable
to find when performing verification. This method has not
only provided useful support to Audit, but also provides a
source of investigative leadsw since fraud is sometimes
involved.

In the Job Corps, we found that the organizational structure
of the procurement function does not separate contracting
authority from program responsibility, which is inconsistent
with Federal procurement guidelines and sound internal
control practices. (See page 16.)

In the alien certification area, we have discovered

fraudulent attempts to obtain alien certification for
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employment. As a result of our efforts, alien certification

filings have shown a decrease of 60-70 percent, while the

withdrawals of applications increased 200 percent. (See

page 71. )

EMPLOYMENT STANDARDS ADMINISTRATION

A third report on our continuing monitoring of the

development of a major new ADP system in the Federal

Employees' Compensation (FECA) program was issued during

this period. This report focused on omissions and

weaknesses in the general functional design specifications

for the financial management subsystem. We also found
problems with the lack of contractor performance, funding

issues, problem resolution issues, and the absence of

contingency plans. (See page 19.)

A review of vocational rehabilitation services provided to

FECA claimants found the program to be a viable, cost

effective method of reducing FECA payments; however,

opportunities exist for more effective administration of the

program. (See page 24.)

We must again report that regulations are still pending on

medical fee schedules and administrative procedures needed

to better manage the FECA program and that the Department's

proposed legislative package has still not been introduced

in Congress. (See page 25.)

In the Black Lung program, we found that 5 of the 127

self-insured coal mine operators were collectively

underbonded by $116 million. (See page 27.) We also report

on our support of proposed Black Lung legislation, which

would assist in reducing the over $2.5 billion deficit in
the Black Lung Trust Fund. (See page 28.) In addition, we

support the departmental plan to eliminate the over 21,000
case backlog of Black Lung benefit claims awaiting

hearings. (See page 28.)

In an investigative effort performed in cooperation with

program officials to institute a controlled retesting of
miners eligible for oxygen related equipment and to verify

charges by Black Lung durable medical equipment providers,
it was disclosed that 90 per cent of the retested miners

were unqualified for benefits and that overpayments to one

provider totaled $2.1 million. (See page 57.)

A survey of the Office of Federal Contract Compliance

Program found that the 1978 consolidation of responsibility

for Federal contract compliance from ii Federal agencies
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into the Office of Federal Contract Compliance Programs

caused structural imbalances which continue to exist today°

As a result, there is limited effectiveness in carrying out

the mandated mission and functions because of the program's

organization and structure, enforcement procedures, and

failure to regularly measure results° (See page 29°)

We continued to follow up on corrective action taken to

implem_it our recommendation that undistributed back wages

owed to employees for violations of the Fair Labor Standards

Act be deposited in the U.S. Treasury as miscellaneous

receipts (see page 33) and performed a limited review of the

internal controls over back wage payments processed in the

Chicago regional office. (See page 34.)

DEPARTMENTAL MANAGEMENT

During this reporting period, we completed debt collection

audits in the Employment Standards Administration and the

Occupational Safety and Health Administration° In both
areas we found that collection activities have been slow and

significant interest and penalty revenue has been lost on

delinquent debts. (See page 36.)

As a result of our previous recommendation that the

Department needed to significantly improve its overall

management of indirect costs, the Assistant Secretary for
Administration and Management formed an indirect cost

technical workgroup to address the issues raised in our

audit report. (See page 38.)

In reviewing the Department's management of consultant
services, we found a weakness in the failure to obtain the

required independent review by the Procurement Review Board
of certain consultant or related services actions. However,

one major reason for this condition is the lack of a clear

definition of consultants in OMB guidance. (See page 39.)

An audit of the Department's Working Capital Fund disclosed

that the financial statements presented fairly the financial

condition of the fund and the results of its operations;

however, the evaluation of internal accounting and
administrative controls disclosed several areas where

improvements were needed. (See page 39°)

ADDITIONAL ACTIVITIES

A limited review of the Occupational Safety and Health

Administration's New Directions Grant Program found that the
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program seems to have excellent results when funding is not

prematurely terminated prior to completion of the full grant

cycle. (See page 34.)

In the Office of the Solicitor, severe case backlogs created

by a lack of sufficient legal staff in the Division of

Employee Benefits caused us to inform the Solicitor that

this weakness will need to be reported in the annual

internal controls certification by the Secretary to the
President and Congress. (See page 40.)

As a result of a review of the Department's appellate

function, we concluded that improvements are needed in the

operations of each organization and that Department-wide

changes could further improve the overall effectiveness and

efficiency of the function. (See page 41.)

In keeping with past practices to highlight initiatives we

believe should receive separate attention in the semiannual

report, we discuss a comprehensive OIG approach to planning

future audit work in major agency programs. (See page 45°)

In addition, joint endeavors between Audit and

Investigations will have a positive impact by employing both
disciplines in conducting a review.

We also have improved cooperation with the program agencies

-- particularly in the Black Lung and UI areas. As a

result, agencies have provided a great deal of assistance in

various investigations.

In the area of ADP, we made major strides in meeting the ADP

goals set forth in our ADP Master Plan. (See page 79.)

LABOR RACKETEERING

Concentration of investigations by the Office of Labor

Racketeering (OLR) into employee benefit and pension plans

continues to produce significant cases of embezzlement.

The cases demonstrate the continuing vulnerability of

employee benefit plans. (See page 84.)

Finally, we remain concerned and stress the need for

legislative action to grant law enforcement authority for

OLR special agents. This authority includes the power to

make arrests, administer oaths to witnesses, carry firearms,
and execute search warrants. (See page 77.)
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OFFICE OF AUDIT

During this reporting period, 346 audits of program
activities, grants, and contracts were issued. Of these:

-- 35 were performed by OIG auditors,

-- 80 by contract auditors under OIG's direct
supervision,

-- 64 by state and local government auditors,

-- 139 by CPA firms hired by grantees, and

-- 28 by other Federal audit agencies.

The 346 audit reports issued during this period consisted of
45 program audits, 93 financial and compliance audits,
6 preaward audits, 13 postaward audits, 8 indirect cost
audits, and 181 audits conducted under the provisions of OMB
Circular A-102, Attachment P. The Department of Labor was
the cognizant agency for 84 of these audits.

The Office of Audit section of this semiannual report is
divided into three chapters. Chapter I (below) contains
information on audit activities in the program areas within
the Department. Chapter 2 is a discussion of an initiative
we began during this semiannual period that will have a
major impact on our audit planning process throughout the
Department. Specifically, we are using the audit survey for
long-term planning and are reporting on the results of our
work in the Office of Workers' Compensation Programs
(page 45). Audit resolution during the period is covered in
Chapter 3 (page 49). Money owed to the Department is
separately reported later in this report followed by the
appendix which contains tables on audit activity including
audit reports issued and resolved.

Chapter 1 --.Activities by Program

EMPLOYMENT AND TRAINING ADMINISTRATION

The Employment and Training Administration (ETA) administers
programs to enhance employment opportunities and provide
temporary benefits to the unemployed. This mission is
accomplished primarily through employment and training
programs authorized by the Job Training Partnership Act
(JTPA), the Unemployment Insurance (UI) program authorized
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