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INSPECTOR GENERAL' S MESSAGE

The fifteenth semiannual report of the Department of Labor's
Office of Inspector General (OIG) is issued in accordance
with the provisions of the Inspector General Act of 1978
(P.L. 95-452). It summarizes OIG efforts during the past
six months and highlights significant audits and
investigations of Departmental programs and operations and
labor racketeering cases.

This report illustrates our continued commitment to
improving the economy and efficiency of the Department's
program operations. The most significant recommendations
made in our report stem from audits of program operations.
Our _initiatives are in keeping with the OMB Bulletin 86-8,
"Productivity Improvement Program for the Federal
Government. "

During this period, Investigation achieved a substantial
increase in monetary recoveries through pursuing both civil
and criminal actions whenever possible. We must fully
utilize every dollar available in the wake of budget
reduction to reduce the Federal debt.

I appreciate the continued positive response by Agency
management to our audit and investigative efforts. An
essential element to the overall cooperative effort has been
the Secretary's support of my office. By working together,
we can have a positive effect on improving the delivery of
benefits and services to the American work force.

I welcome the Secretary's comprehensive response to the GAO
study, "Strong Leadership Needed To Improve Management At
the Department of Labor." The Secretary has implemented a
systematic process for providing Secretary of Labor
direction to programs and operations of the Department.
Many of the Secretary's support goals include
recommendations from prior OIG audit reports. The system
also provides for OIG participation in achieving these
go al s.
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I want to thank each OIG employee for your continued efforts
and accomplishments described in this semiannual report. I
particularly appreciate the excellent cooperation and hard
work in preparing the report° We can all take pride in the
significant accomplishments, as well as the findings and
recommendations made during the reporting period.

Inspector General



OVERVI_

This semiannual report covers the activities of the
Department of Labor's Office of the Inspector General for
the period October 1, 1985 through March 31, 1986. During
this semiannual reporting period, we have continued our
efforts to improve program management and operations within
the Department of Labor. Audit initiatives resulted in
numerous economy and efficiency findings and recommendations
regarding Department Agency operations. The increasing
utilization of the clustering strategy by Investigations
delivered a strong statistical increase in successful
prosecutions. Labor Racketeering continued its efforts to
curtail significant employee pension and health fund
embez z iement s.

EMPLOYMENT STANIh%RDS ADMINISTRATION

Efforts to develop a major new ADP system in the Federal
Employees' Compensation Act (FECA) program are at a
crossroads. Subsequent to OIG issuance of a fourth
monitoring report which identified weaknesses in the systems
deslgn specifications (FECA Level II), ESA is now
terminating the existing contract for system development and
implementation. We have recommended that development
efforts be suspended and that a departmental working group
be established to oversee and evaluate efforts to develop a
comprehensive and manageable action plan for meeting FECA
requirements. (See page 5.)

We evaluated promised corrective action pertaining to the
FECA Chargeback System. Several deficiencies have not been

corrected because ESA believed its new ADP system, FECS
Level II, was the quickest and most efficient\means t'o
correct them. However, ESA is now terminating the existing
contract for FECS Level II development and implementation.
(See page 6.)

Final regulations were published on FECA medical fee
schedules and proposed regulations on FECA procedures were
submitted to OMB. (See page 7.)

Investigations of FECA cases produced monetary recoveries of
$666,231. The most prevalent frauds were the submission of
false claims, claims for services not provided and
unreported earnings from employment or self-employment.
(See page 58.)
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In the Black Lung program, we followed up on our
recommendation to require self-insurers to be fully bonded.
In the 6 months since we formally :notified ESA of this
problem, ESA has not yet decided on an appropriate bonding
formula for self-insurers or notified the underbonded

self-insurers to increase their bonding accounts. However,
final action is expected by July I, 1986. (See page 8.)

Investigative efforts in the Black Lung program were
expanded in the Atlanta and Philadelphia OI regional
offices. Widespread fraud in provider billings, especially
by durable medical equipment (DME) providers, was the focus
of this increased attention. The OIG has recommended that

more stringent qualifying requirements be established, where
possible, by Division of Coal Mine Workers' Compensation
(DCMCW) program officials. (See page 57.)

In the Longshore program, we completed a financial and
compliance audit of the Longshore and District of Columbia
Workers' Compensation Special Funds. The audit disclosed
that the financial statements are being prepared on a cash
instead of an accrual basis and identified several areas of
internal and administrative controls needing improvement.
(See page 8.)

We are evaluating ESA's reply and proposed corrective action
plan to our previously reported survey of OFCCP. (See page
i0.) We also followed up on our recommendations pertaining
to internal controls over Wage and Hour back wage payments.
(See page ii.)

EMPLOYMENT AND TRAINING ADMINISTRATION

In our ongoing review of the Federal share of unemployment
•compensation, we have issued 22 reports to date covering
approximately $3.3 billion of Federal unemployment benefits
and have found approximately $82 million in audit
exceptions. (See page 12.)

Followup on potential overpayment cases resulting from a
crossmatch of payroll information against unemployment
benefit payments revealed 966 validated UI overpayment
cases, representing $523,239 in overpayments for seven
Federal agencies. (See page 17.)

We reviewed Treasury's collection and processing of FUTA as
well as their methodology to withdraw funds from the
Unemployment Trust Fund (UTF) to support their efforts.
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Findings indicate an IRS overcharge of almost $25 million to
the UTF for Fiscal Years 1984-1986. (See page 19.)

We continued to use the cluster approach in addressing
claimant _fraud type cases in the Unemployment Insurance (UI)
program. (See page 67.)

Findings during a major review of the Migrant and Seasonal
Farmworkers program included approximately $4 million in
quesioned costs, improper acquisition of property, and
deficiences in evaluating program results. (See page 24.)

We completed an organizational survey of the Mine Safety and
Health Administration (MSHA) and identified three areas

neeaing immeoiate corrective action. We also identified six
major areas that warrant audit attention and will be covered
over the next five years. (See page 33.)

A followup review of MSHA's enforcement, assessment and
collection procedures was completed to determine whether
MSHA adequately implemented corrective action on the six
recommendations contained in a prior audit report. We found
all but one recommendation either fully implemented or in
need of further improvement. (See page 34.)

OFFICE OF THE SOLICITOR

In our prior semiannual report, we noted a severe shortage
of staff to handle the workload in the Division of Employee
Benefits. We also noted 31 other observations covering the
entire organization. Management corrected some but some are
yet to be adequately addressed. (See page 35.)

DEPARTMENTAL MANAGEMENT

Our survey of information resource management identified 140
automated information systems and some major weaknesses in
the ADP resource planning activities. (See page 38.)

During this reporting period, we completed a review of the
Department's procedures for review and approval of ADP
acquisitions. Based upon our review, several areas in the
approval process still need improvement. (See page 39.)
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An audit of the Federal Telecommunications System (FTS)
discloseU improvement needed in the use of Government long
distance telecommunication resources and identified ways of
reducing costs by more effective and efficient management.
(See page 40. )

A review of Procurement staff qualifications revealed that
all contract and grant officers did not meet the

depa_tmentally required minimum hours of training and
experlence. We also found that regional procurement
authority needs reviewing and possibly consolidating. (See
page 41.)

Debt collection audits in the Employment Standards
Administration and the Occupational Safety and Health
Administration identified that collection activities have

been slow and significant interest and penalty revenue has
been lost on delinquent debts. Both agencies' planned
corrective actions, and except in several instances, will
correct deficiencies noted. (See page 42.)

IkDDITIOHAL ACTIVITIES

New strategies for strengthening our Office of
Investigations (OI) national program were initiated. These
included an enhanced analysis of detected irregularities to
determine if significant systemic problems existed, the
establishment of closer working relationships with
Department program managers, as well as a more active role
in the design of audit programs. (See page 55.)

Fraud and integrity investigations showed substantial
recovery increases over last year: from $1.08 million in
March 1985 to $3.95 million in March 1986. (See page 56.)

An investigation of criminal false information charges under
the Occupational Safety and Health Act resulted in the first
conviction. (See page 64.)

L_BOR RACKETEERING

The Office of Labor Racketeering continues a coordinated
approach with other law enforcement authorities to
concentrate on employee benefit and pension plan fraud
cases. The majority of our significant cases and followup
on prior cases involve the vulnerability of employee benefit
plans. (See page 82.)
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Lastly, we support and monitor the legislative action to
grant law enforcement authority to OLR special agents. The
matter ispresently included as an item for study under the
Department's proposed legislation agenda for calendar year
1986.
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OFFICE OF A_DIT

During this reporting period, 273 audits of program
activities, grants, and contracts were issued. Of these:

-- 21 were performed by OIG auditors,
-- 99 by CPA auditors under OIG contract,
-- 50 by state and local government auditors,
-- 95 by CPA firms hired by grantees, and
-- 8 by other Federal audit agencies.

The 273 audit reports issued during this period consisted of
11 program audits, 56 financial and compliance audits, 8
economy and efficiency audits, 54 financial and
compliance/economy and efficiency audits, 1 preaward audit,
4 surveys, 4 fraud control projects, 4 research and issue
idenuification projects, 5 indirect cost audits, and 126
audits conducted under the provisions of OMB Circular A-102,
Attachment P. The Department of labor was the cognizant
agency for 47 of the Attachment P audits.

The Office of Audit section of this semiannual report is
divided into three chapters. Chapter i contains information
on audit activities in Department programs. Chapter 2 is a
discussion of significant corrective actions (page 47).
Audit resolution during the period is covered in Chapter 3
(page 51). Money owed 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 -- Agency Activities

EMPLOYMENT STaNDaRDS AIM4I/_ISTRATION

The Employment Standards Administration (ESA) is composed of
three program offices: the Office of Workers' Compensation
Programs (OWCP), the Office of Federal Contract Compliance
Programs (OFCCP), and the Wage and Hour Division.

-- OWCP administers three laws providing compensation
and medical benefits, primarily for on-the-job
injuries and occupational diseases, to civilian
employees of the Federal Government, coal miners,
and longshore and harbor workers.
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-- C_ administers an Executive Order and portions
of two statutes which prohibit Federal contractors
from engaging in employment discrimination and
require affirmative action to ensure equal
employment opportunity.

-- Waqe and Hour enforces minimum wage and overtime
standards, establishes wage and other standards for
Federal contracts, and enforces aspects of other
employment standards laws.

In OWCP's Division of Federal Employees' Compensation, we
continued to monitor the development of the FECS Level II
ADP system, evaluated promised corrective action pertaining
to the Chargeback system, and continued to support

regulatory reform. In OWCP's Black Lung program, we
followed up on our recommendation to require self-insurers
to be fully bonded. In OWCP's Division of Longshore and
Harbor Workers' Compensation, we completed a financial and
compliance audit of the Longshore and District of Columbia
Workers' Compensation Special Funds. We also evaluated
promised corrective action on our OFCCP survey reported in
our previous semiannual report and followed up our
recommendations for internal controls over Wage and Hour
back wage payments.

Fedec&l Employees' Compensation Program

The Federal Employees' Compensation Act (FECA) is the sole
form of workers' compensation available for Federal
employees who suffer on-the-job injury or occupational
disease. The Department of Labor administers the Act, but
all Federal agencies influence how effectively it is
implement ed.

In Fiscal Year 1986, FECA's staffing level is 841 with a $50
million budget. The appropriation for Federal employees'
compensation benefits totals about $i.I billion.
Approximately 41,000 claimants will receive long-term
benefits.

Fedecal Employees' Compensation System (FECS) Development
and OIG Nonitozing Actiwities

The results of our monitoring the development of the FECS
Level II system for 2 years identified serious concerns that
the current approach to this multimillion dollar project
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