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_NSPECTOR GENERAL IS _SSAGB

This is the eighteenth Semiannual Report of the UoSo
Department of Labor's Office of Inspector General (OIG)o It
is being issued in accordance with the provisions of the
Inspector General Act of 1978 (P.Lo 95-452)°

I am pleased to include in this report the discussion of two
activities that I believe are particularly noteworthy: the
preparation of audited financial statements on the
Department and risk analysis reviews of several of our major
agencies using GAO's Control and Risk Evaluation (CARE)
audit methodology°

We can all take special pride in the fact that the
Department of Labor is the first agency to have prepared
these audited financial statements° These audited

statements, together with the risk analysis reviews, provide
the Department with important alternatives in evaluating its
operations and are major steps toward achieving Secretary
Brock's goal to enhance the effectiveness of financial
management systems°

While reflecting on some of our significant contributions to
improve the management and operation of the Department's
programs, I also look forward to our ongoing efforts to
introduce to the administration of Federal programs some of
the newer technology that has been developed for application
in the private sector°

In this regard, we continue to have an important leadership
role within the Inspector General community to utilize smart
card technology to more efficiently deliver Federal benefit
programs while reducing administrative costs, errors in
processing and vulnerability to fraud and abuse°

For the next reporting period, the OIG will continue to
press forward:

preparing routine annual financial statements for all of
the agencies,

working with GAO and the Department to resolve complex
threshold issues related to the application of generally
accepted accounting principles to Federal accounting and
reporting, and

consolidating statements for the Department°
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I know I express the sentiment of the entire Department of
Labor in wishing Secretary Brock much success in his future
endeavors° The SecretaryWs supports his leadership and
direction have been instrumental in achieving many of the
Department's notable accomplishments° His tenure has been
marked by real and sustained progress and he has effectively
defined the challenges facing the Department and the
nationVs work force for the coming decades°

I have appreciated his strong interest and capabilities in
implementing the many OIG recommendations_ and I look
forward to establishing an effective and cooperative working
relationship with the new management team°

Lastly_ I want to cite the excellent performance of all of
the very dedicated OIG employees whose hard work has
produced the accomplishments contained in this report° We
all share in the success of these efforts°

Inspector General
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OVERVI_

This semiannual report covers the activities of the
Department of LaborUs Office of Inspector General for the
period April 1 through September 30, 1987o During this
period, audit initiatives resulted in numerous economy and
efficiency findings and recommendations regarding Agency
operations: the OIG issued 120 audit reports on program
activities, grants and contracts° Investigative results
continued to show positive progress during this reporting
period: 633 investigations were opened, 599 cases were
closed, and there were 582 indictments and 427 successful
prosecutions° The Office of Labor Racketeering (OLR) has
expanded its focus from the more traditional organized crime
elements to investigations of corruption in employee benefit
plans by accountants, attorneys, bankers and other fund
administrators and advisors° This area remains its highest
investigative priority° During the six-month reporting
period, OLR investigations resulted in 87 indictments and 61
convictions, with additional predicate established for the
potential civil recovery of approximately $18 million°

PENSION AMD _ELFARE BENEFITS ADMINISTRATION (P_TBA)

e _he Role of the Independent Public Accountant in _RISA

During this semiannual reporting period the OIG completed a
survey to review PWBA's use of Independent Public
Accountants g (IPAs') audit reports of pension and welfare
plans in ERISA enforcement. ERISA covers 4o5 million
welfare plans and 915,000 pension plans with $1.4 trillion
in assets° The retirement security and welfare of many
American workers depends upon the financial integrity of
these plans° A draft report issued to the agency found
that PWBA makes little use of annual IPA audits to direct
enforcement efforts toward plans requiring further
investigation. Generally, IPA reports were of little use
because they frequently did not identify violations later
found by investigators; did not disclose information on
known violations; did not meet generally accepted auditing
standards and were 2 years old when received by PWBAo
(See page 2.)

e Xnfo_mation Resources Management in PWBA

PWBA's Information Resources Management was also reviewed
because of concerns over the capability of the agency"s
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major ADP system to contribute to the enforcement of ERISA's
fiduciary standards and the agency's current efforts to
redesign its ERISA Automated Data Base and Access System, at
an estimated cost of over $i00 million° (See page 5°)

o _enslen Plan F_aud

With the passage of the Comprehensive Crime Control Act of
1984 amendments_ the OIG began conducting investigations of
single employer pension plans_ which comprise about 75
percent of the pension plans in existence° While these
cases have proven to be both complicated and labor
intensives the OIG has begun to achieve some indictments and
convictions for these criminal violations° (See page 50°)

E_LOY_ STANDARDS AD_XNISTRATXON (ESA)

e _u_ b_ Medical P_ovide_s a_d Claimants

The OIG has developed several initiatives to detect and
control medical provider fraud and fraud by claimants who
fail to report earned income° A joint OIG and Postal
Inspection Service investigation into fraudulent billing
practices by medical providers resulted in indictments
against four physicians in the Houston area° Another case
resulted in criminal complaints being filed against three
California pharmacists for fraudulently billing the
Department for name-brand drugs while actually substituting
generic equivalents° The OIG also sought major recoveries
from workers compensation claimants who failed to report
earned income° These ex-employees defraud the Government of
sizable amounts since they often can receive benefits for
many years before detection° (See ]page 51.)

_LOY_Z_ AND TRAXNING AD_XNXS_RATXON (_fA)

e _ue_te Rico C_TA Close Out

As part of OIG_s efforts to assist ETA in closing out Puerto
RicoVs CETA programs a report was issued on a follow-up
review of all grants awarded to Puerto RicoUs Balance of
State program° We identified $78ol million in questioned
costs because of deficiencies in the financial management
system and $562_186 in unresolved subrecipient costs
recommended for disallowance° (See page 13o)
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o Federal Share of Unemploymen_ Compensatioa

Between February 1984 and December 1986s the OIG audited the
Federal share of the unemployment compensation (UC) program
in 40 states as well as Puerto Rico and the District of

Columbia° Individual reports were issued to each auditeeo
The reviews covered $10o8 billion of Federal UC benefits and

recommended disallowing a net total of $226°4 million° A
report summarizing the results of these 42 audits was
forwarded to ETA during this reporting period°
(See page 39°)

o Unemployment Insurance Program Fraud

As a result of its continuing investigation into fictitious
employer and employee schemes, 11 more individuals from the
Boston area were indicted in a scheme that has resulted in

unemployment insurance losses of about $750,000° In these
schemes, dummy companies are often established and the
alleged employees then file for Unemployment Insurance (UI)
compensation°

Additionally, our on-going approach of clustering several
similar cases of fraud by UI beneficiaries for simultaneous
prosecution has resulted in the conviction of a number of
individuals° (See page 48°)

In this regards the OIG has completed the developments
production and distribution of a videotape depicting UI
system weaknesses and suggested countermeasures that can
reduce vulnerability to fictitious employee/employer fraud
schemes° (See page 49°)

DRPART_ENTAL _AGE_T

0 PEocuEement

The OIG reviewed contract modifications awarded by the
Solicitor's Office and the Department of Justice which
appeared to conflict with Federal appropriation laws and
procurement regulations. The modifications extended a
4-month, $395,000 sole source contract into a 7-year, $9
million contract° The contract has been terminated and

improperly obligated funds deobligatedo (See page 20°)
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o Financial Management

During this reporting period, OIG presented the first
audited financial statements for two major DOL program
agencies -- ETA and OSHA -- and the first compiled DOL
consolidated financial statements° This represents a
substantial step toward audited financial statements for the
Department° We also compiled financial statements for ESA
and obtained an independent financial statement audit of
OIGo Each financial statement audit and compilation project
was coordinated with a separate review of financial
management systems using GAO's Controls and Risk Evaluation
(CARE) audit methodology°

The OIG has worked closely with departmental management and
GAO throughout these projects° We commend the Assistant
Secretary for Administration and Management, the
Department's Comptroller and key program officials for their
active and cooperative participation°

Audited financial statements for tlhe Department are expected
to be presented during the next reporting period, with
routine annual financial statement audits planned
thereafter° (See page 26°)

OFFXCE OF LABOR RACKETEERING (OLR)

O _edtech Indictments Include Govecn_ent Officials

OLR is coordinating the various federal investigations for
the UoSo Attorney's Office in the Southern District of New
York of Wedtech, which have resulted in a 58-count
indictment against a current UoSo Congressman, a former SBA
Regional Administrator and various corporate or former
public officials associated with Wedtecho (See page 64°)

o Law _nfo_cement Authority

During this reporting period, the U.So Department of Justice
appointed all qualified OLR Special Agents as Special Deputy
UoSo Marshals on a trial basis for i year° Such authority
has added demonstrably to the effectiveness and efficiency
of OLR field operations by enabling agents to use firearms,
make arrests and execute search warrants° While this

temporary authority has proved beneficial, it does not
adequately meet OLR's need for permanent law enforcement
powers necessary to ensure success and credibility° In this
regard, the Inspector General will continue to advocate
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legislation that would afford full statutory law enforcement
authority for OLR in its own right. (See pages 55 and 67°)

o Labor Racketeering Seminar

To assist Federal, state and local agencies in acquiring
diagnostic skills in labor racketeering, the OIG has
developed and begun offering a 2-day training seminar that
incorporates relevant statutes, investigative strategies and
techniques and case studies. (See page 55.)

OTHER ACTIVITIES

O Legislative Proposals

During this six-month period, the OIG made a number of
legislative proposals to implement the recommendations of
the President's Commission on Organized Crime, authorize
full law enforcement authority for OLR special agents and
make audit reports prepared by IPAs under ERISA subject to
the provisions of the Single Audit Act° Of the 473
legislative and regulatory items reviewed during this
reporting period, the OIG expressed concern about, and/or
support for, several proposed measures. (See page 67.)

O President's Council on Integrity and Efficiency (PCIE)

The OIG has assumed a leadership role in promoting the use
of technological innovations such as smart cards for
delivering Federal benefit programs while reducing fraud and
errors. (See page 72.)

O ADP Initiative

OIG computer specialists designed, developed and implemented
an extremely innovative ADP security system. Since July,
the OIG has responded to about 80 requests worldwide for the
software package, including requests from Parliaments in
Australia, Canada and New Zealand. (See pages 71.)
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OFFICE OF AUDIT

During this reporting period, 139 audits of program
activities, grants and contracts were issued° Of these:

-- 18 were performed by OIG auditors,
-- 22 by CPA auditors under OIG contractp
-- 29 by state and local government auditors,
-- 66 by CPA firms hired by grantees, and
-- 4 by other Federal audit agencies.

The 139 audit reports issued during this period consisted of
9 program results audits, 14 financial and compliance
audits, 8 economy and efficiency audits, ii surveys, 3
research and issue identification audits, 3 special purpose
reviews, 6 indirect cost audits, and 85 audits conducted
under the provisions of the Single Audit Act or OMB Circular
A-102, Attachment Po The Department of Labor was the
cognizant agency for 53 of the Single Audit or Attachment P
audits.

The Office of Audit section of this semiannual report is
divided into three chapters. Chapter 1 contains information
on audit activities in the Department's programs. Chapter 2
highlights our progress in evaluating the Department's
system of financial management (page 26)° Audit resolution
during the period is covered in Chapter 3 (page 39)0 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.

PENSION AND WELFARE BENEFITS ADMINISTRATIO_

The Pension and Welfare Benefits Administration (PWBA)

carries out the Department's responsibilities under Title I
of the Employee Retirement Income Security Act (ERISA) of
1974, which includes regulatory, enforcements research,
reporting and public disclosure activities. Currently,
ERISA covers 4.5 million welfare plans and 915,000 pension
plans with $1.4 trillion in assets. Thus, the retirement
security and welfare of a large number of American workers
depend on the financial integrity of these plans° For
Fiscal Year 1987, PWBA's budget was $33 million and the
approved staffing level was 492.

During this reporting period, we issued draft reports on
PWBA's use of Independent Public Accountants" audit reports
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