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Inspector General’s Message

This is the twentieth Semiannual Report of the U.S. Department of Labor’s Office of Inspector
General (OIG). Itis with a strong sense of accomplishment that I am issuing it to the Congress
in accordance with the provisions of the Inspector General Act of 1978 (P.L. 95-452). As the
twentieth Semiannual Report, it marks exactly ten years since the passage of the Inspector
General Act that established this office and Inspector General offices like itin 11 other Federal
agencies.

With the passage of this Act in October 1978, the Congress made clear its intent that the
Inspectors General should be a leading force in detecting and preventing fraud, waste, and
abuse in Government programs. In the Congress’ view, as well as in mine, the keystone of our
success in achieving this goal is the degree of independence and objectivity attained by each
Office of Inspector General.

Each of the three Secretaries of Labor under whom I have had the pleasure of serving has
supported firmly the goals, programs, and independence of this office. Secretary McLaughlin
has continued this tradition of strong support. This has assured a broadly positive relationship
between my office and the program offices of the Department: a relationship that has assured
it the independence necessary to conduct effectively our audits and investigations and the
disclosure of problems, balanced with a constructive atmosphere for interaction with the
executive staff of the Department.

Nearly six years ago, when I became head of this Office, I stated my intention to strive to
improve our productivity and impact by exploring new ways to bring about program improvements
within the Department and by introducing new technology, particularly computer technology,
to enhance our overall productivity. In the years that I have been with the Department of
Labor, I have been able to see first hand the many contributions, tangible savings, and
management improvements resulting from OIG findings and recommendations. Iam pleased
that much of this has been accomplished. We have utilized ADP tools and techniques to
improve our operational efficiency, which has greatly increased internal coordination of audits
and investigations. We can 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. 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.



Itis clear that we have had considerable success in achieving those early hopes and expectations
of the Congress, leading the Chairman of the House Government Operations Committee, Jack
Brooks, to state that, since the time of their establishment, the OIGs “have been one of the
most influential forces for good government.”

Since our creation ten years ago, we have made great strides in promoting economy, efficiency,
and effectiveness in Department of Labor operations. But the impact of our operations has not
stopped there. Our involvement in investigating labor racketeering and, through the auspices
of the President’s Council on Integrity and Efficiency, in promoting the use of computer card
technology in the public sector are just two unique cases of the far-reaching, compelling effect
the Department’s OIG has on the entire Government and on the working people of this
country.

Our many accomplishments have been achieved with the help of an excellent, dedicated staff
of auditors, investigators, and program support people who have often gone that “extra mile”
in accomplishing our mission. I am also pleased with the many innovations we have brought
to our work. As a result, during this reporting period we received a commendation from the
Comptroller General for our financial statement initiative. The Comptroller General wrote:
“We applaud the Department of Labor for responding with such initiative by being the first
department to both prepare and audit departmentwide financial statements.” This is
something in which we can all take pride.

AsTlook forward into the second decade of the Inspector General Act, I am more convinced
than ever of the wisdom of the Congress in establishing the Inspectors General and of the
potential of the IG concept to continue to provide an effective mechanism that will improve
Government and make it far more effective and efficient for the American people that it

S€rves.

J. 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, 1988. During this period, audit
initiatives resulted in numerous economy and efficiency findings and recommendations
regarding Agency operations: the OIG issued 396 audit reports on program activities, grants
and contracts. The Office of Investigations (OI) opened 517 cases and closed 641 cases. OI
investigations resulted in 605 indictments and 390 successful prosecutions. The Office of
Labor Racketeering (OLR) continues to focus on corruption in employee benefit plans by
accountants, attorneys, bankers, and other fund administrators and advisors. During this
period, OLR investigations produced 81 indictments and 74 convictions. Convictions established
a predicate for fines, forfeitures, and restitutions of $1,474,380.

EMPLOYMENT AND TRAINING
ADMINISTRATION (ETA)

Job Corps Full Scope Audit

The first full scope audit completed for the Job Corps
program compares program accomplishments against
program costs of fiscal year 1987 and program year
1986. This work produced several reports covering
audited financial statements, program results, problems
with documentation of eligibility, and program abuse.
An unqualified opinion was given on the financial
statements although the internal control report identified
three weaknesses that could have a material effect on
them. As a result of preliminary survey work which
indicated program abuse at centers run by a Job Corps
contractor, we conducted additional work at 26 Job
Corps centers. While we did not find patterns of the
same problems, our tests revealed serious system
weaknesses in the attendance and allowance payments
systems. Job Corps management has taken a very
positive approach to this comprehensive project and
has had hands-on involvement throughout its
accomplishment. (See pages 5-13.)

JTPA Continuing Audit Work

Most of the current JTPA audit work reported on
during this semiannual period concentrates on the level
of accountability existent in JTPA programs. Although
the Congress intended the JTPA system to be accountable
and to adhere to various restrictions provided in the
Act, we found that the system has deviated from
congressional intent and ETA has neglected its
responsibilities to ensure compliance with the Act.

For example, we have concluded that the use of fixed
unit price, performance-based contracts (FUPCs) has
so impaired the system’s ability to account for and
report program costs that we have recommended that
ETA withdraw its regulation allowing FUPCs to be
charged 100 percent to training. Other issues we
identified have national policy implications: the use of
regulations to effectively waive the statutory limitation
on administrative costs which allows tax-exempt
contractors to make sometimes sizeable profits on
JTPA funds; the use of defective procurement practices;
and the misinterpretation of parameters for State set-
aside funds. (See pages 14-21.)

Job Corps RICO Investigation

In conjunction with the U.S. Attorney, we employed the
Racketeer Influence and Corrupt Organization (RICO)
statute to indict two former top Gary Manpower
Administration officials and a job training contractor
on racketeering and racketeering conspiracy as well as
bribery and conspiracy to defraud the DOL. Our
investigations resulted in several other cases involving
the theft and misuse of JTPA funds. (See page 54.)

Unemployment Insurance Fraud

The clustering of single-claimant Unemployment
Insurance (UI) fraud cases continued to yield large
numbersofindictments and disclosed meaningfuldollar
amounts in overpayments. (See pages 54-55.)

Illegal aliens who are not entitled to work but who
establish eligibility for UI benefits pose a new source for
potential loss to the UI Trust Fund. (See pages 55-56.)



EMPLOYMENT STANDARDS
ADMINISTRATION (ESA)

OFCCP Should Enforce Federal EEO
Regulations More Effectively and
Efficiently

OIG completed an extensive nationwide program results
audit of OFCCP to evaluate the overall effectiveness
and efficiency of its enforcement operations. We found
that more effective managementin the areas of program
planning, enforcement, and accomplishment reporting
would improve Federal contractor compliance with
EEO and affirmative action requirements. (See pages
24-28.)

Johnstown Black Lung Program

OIG completed a special review of selected management
practices and procedures at ESA’s Division of Coal
Mine Workers’ Compensation District Office in
Johnstown, Pennsylvania. We found that, contrary to
ESA directives, anumber of responsible mine operators
(RMOs) werenot billed for almost $272,000 in principal
and interest by the Black Lung Disability Trust Fund.
Beyond the amount OIG identified as improperlybilled,
the District Office determined that an additional $479,000
was recoverable from the RMOs. (See pages 28-29.)

FECA Medical Provider Fraud

A joint undercover operation resulted in the indictment
of five doctors for reporting false medical treatment
and services information regarding Federal Employees’
Compensation Act (FECA) claims. In addition, OI
continued to uncover FECA claimants working while
collecting benefits. These cases resulted in significant
fines and restitutions from overpayments. (See page
56.)

Davis-Bacon Violations

OI provided increased investigative support to strengthen
criminal investigations of Davis-Bacon Act and Copeland
Anti-Kickback Act violations. The investigations found
that employers falsified wage records to conceal
underpayment of prevailing wage rates on Federal
projects. (See page 57.)

MINE SAFETY AND HEALTH
ADMINISTRATION (MSHA)

MSHA Mine Plan Approval and Selected
Enforcement Activities

OIG reviewed MSHA'’s coal enforcement activities and
identified systemic weaknesses that created agencywide
vulnerabilities and inconsistencies in the conduct of
coal enforcement activities. We found that MSHA's
mine plan approval process lacks procedural uniformity
and sufficient internal controls; MSHA was not adequately
documenting legislatively-mandated comprehensive
inspections; enforcement policy communications were
fragmented and cumbersome; and MSHA has neither
used special sanctions for mine operators showing patterns
of violations nor established a nationwide program for
reducing repeat violations. MSHA’s remedial response
to these findings has been timely, cooperative, and
comprehensive. (See pages 29-30.)

EMPLOYEE ETHICS AND INTEGRITY

The variety of employee ethics and integrity cases
emphasizes the importance of educating and promoting
awareness of ethics and integrity issues to employees.
(See pages 58-59.)

OFFICE OF LABOR RACKETEERING

The Office of Labor Racketeering continues to emphasize
both criminal and civil enforcement measures to prevent
racketeering from occurring in organized labor. Several
civil court actions resulted from OLR investigations. A
civil suit under provisions of the Racketeer Influenced
and Corrupt Organizations (RICO) statute was filed
against the 18-member General Executive Board of the
International Brotherhood of Teamsters (IBT) and 26
persons alleged to be major La Cosa Nostra members
and associates. (See page 65.) A “decreeship” was
imposed by a Federal court on Roofers Local 30/30B,
Philadelphia, Pennsylvania. (See page 64.) Several civil
actions were filed to support the 1986 court-imposed
trusteeship of IBT Local 560, Union City, New Jersey.
(See page 64.) In a parallel action, the Association of
Bridge, Structural and Ornamental Iron Workers
International imposed a trusteeship over its local 350 in
Atlantic City, New Jersey. (See page 65.)



OLR continues to participate in joint investigations
with other Federal, State, and local agencies. During
this period 63 percent of indictments and 74 percent of
convictions resulted from multi-agency investigations.

OTHER ACTIVITIES

Legislative Proposals

The 100th Congress enacted the Inspector General Act
Amendments, ameasure which we supported, as well as
the Computer Matching and Privacy Protection Act, a
bill with which we had raised specific problems. (See
page 67.) For the 101st Congress, we support several
pending measures which can improve the efficiency and
effectiveness of the OIG and safeguard government
resources. (See pages 68-70.)

President’s Council on Integrity and
Efficiency

The OIG continued its efforts to advance the use of
computer card technology in the public sector. The IG
participated in a successful international conference on
“Smart Card Applications and Technologies” and issued
a compendium of computer card applications. (See
pages 70-71.)



OFFICE OF AUDIT

During this reporting period, 396 audits of program activities, grants, and contracts were
issued. Of these, 33 were performed by OIG auditors, 30 by CPA auditors under OIG contract,
93 by State and local government auditors, and 240 by CPA firms hired by grantees.

The Office of Audit section of this semiannual report has five chapters. Chapter 1 contains
information on audit activities of the Department’s programs. Chapter 2 highlights progress
evaluating the Department’s system of financial management (see page 32). Chapter 3
presents the first report on DOL’s implementation of the 1986 Program Fraud Civil Remedies
Act (see page 40). Chapter 4 showcases concerns with program abuse (see page 43) and audit
resolutionis reported in Chapter 5 (see page 49). Money owed the Department is coveredlater
in this report (see page 75) and is followed by the Appendix (see page 77), which lists audit
reports issued and resolved.

Chapter 1
Agency Activities

between ages 16 and 21.  Comprehensive training in

EMPLOYMENT AND TRAINING

ADMINISTRATION

The Employment and Training Administration (ETA)
administers programs to enhance employment oppor-
tunities and provide temporary benefits to the unem-
ployed. This mission is accomplished through employ-
ment and training programs authorized by the Job
Training Partnership Act (JTPA), the Unemployment
Insurance (UI) program authorized by the original
Social Security Act and other Federal laws, and the
Employment Service (ES) authorized by the Wagner-
Peyser Act. In fiscal year 1989, authorized staffing is
1,753 and ETA’s budget is almost $7 billion. Of that
amount, $2.5 billion is for state UI and ES operations,
$3.4 billion is for JTPA and $134 million is for Trade
Readjustment Allowances. In addition, the UI Trust
Fund totals $13.7 billion.

During this reporting period, OIG had significant audit
activity in Job Corps, JTPA, and UI programs,

Job Corps

The Job Corps program is operated under the Job
Training Partnership Act (JTPA) and is designed to
serve primarily impoverished and unemployed youth

basic and vocational education, work experience, coun-
seling and other enrichment activities within a residen-
tial setting are provided at both federal and contractor
administered centers. Some non-residential training
also is provided. After training, corpsmembers are
provided placement assistance for up to 6 months.

The first full scope audit of the Job Corps program for
program year 1986 and fiscal year 1987 has been com-
pleted during this reporting period. A full scope audit
gives an opinion on financial statements and program
accomplishments from which a return on investment
can be measured by comparing program accomplish-
ments against program costs.

Financial and program performance audit reports contain
three components: an opinion on the financial state-
ments, a report on internal controls, and a report on
compliance with laws and regulations. Financial state-
ment audits determine whether the financial position,
results of operations, changes in financial position, and
reconciliation to budget reports are presented fairly.
Program accomplishment audit reports determine
whether the program results statements are presented
fairly.






