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THE INSPECTOR GENERAL’S MESSAGE

This Semiannual Report, covering the period of April 1 through September 30, 1995, documents some of
the most significant accomplishments ofthe U.S. Department of Labor (DOL), Office of Inspector General
(OIG). Duringthis very important period of change in Government, my office continued to work extensively
withthe Department, the Congress, and other Federal Agencies to ensure the integrity and efficiency of DOL
programs, to safeguardthe taxpayers’ investment, and to ensure thatthe American worker is served in the
most efficient and cost-effective way.

Through audits, investigations, and congressional testimony and briefings, my office has focused attention
on: the effectiveness and efficiency of several employment and training programs; fraud in workers’
compensation and unemployment insurance programs; and criminal activity by traditional and non-
traditional organized crime groups.

Justas we strive toimprove operations atthe Departmentallevel, my office has continued to examine ways
to improve the way we do business and how we can maximize our effectiveness. One initiative in this area
has been the implementation of the OIG Strategic Plan. This plan establishes the long-term direction, goals,
and priorities of the organization and outlines the actions needed to achieve them. Animportant feature of
the plan is the built-in participation of staff at all stages of implementation, which | believe will add to our
success.

During my tenure at DOL, | have worked extensively toimprove and streamline the mechanisms that grant
law enforcement powers to OIG criminal investigators. While the Inspector General Act established criminal
investigative authority for OlGs, it did not provide the statutory authority for OIG investigators to execute
searchwarrants, make arrests, or carry firearms. Accordingly, the Department of Justice (DOJ) instituted
case-specificdelegations of U.S. Marshal deputation authority to certain OlG investigators to carry out these
functions. However, this process (which required a specific requestand decision by DOJ for each case)
proved to be cumbersome, time-consuming, and costly. We estimate thatit costus approximately $80,000
per year, and that for other OlGs Government-wide, the costs totalled hundreds of thousands of dollars
annually.

Working with the Federal Bureau of Investigation, DOJ, and other OIGs, this past July we succeeded in
obtaining annual deputation forinvestigators in our Program Fraud Division, as well as for six other OIGs.
This authority was granted on a pilot basis. Upon evaluation, it may resuilt in such authority being extended
to other OlGs and in DOJ support for statutory law enforcement authority for OlG criminal investigators.

I would like to thank my colleagues in the OIG for their efforts to make Government work better. Asinthe

past, my staff and | remain committed to working with Secretary Reich and the DOL management team to

reduce fraud gte, and abuse of Federal funds; to ensure that DOL programs are effective and cost-
Andiggtiminate e influence of organized crime in the American workplace.

Govttr,
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SIGNIFICANT CONCERNS

Access to
Ul Wage Records
is Needed

The OIG continues to have concerns about our lack of immediate
access to state unemployment insurance wage reporting records.
These records are often needed during the course of OIG program
oversight audits or criminal investigations to ascertain or verify wage
and employment information. In many cases, these wage records
arethe only accurate sources of such information and, thus, crucial to
the success of the audit or investigation.

It is important to note that the OlG does have subpoena authority
underthe Inspector General Act of 1978, as amended. However, to
obtainthese records from States that refuse to provide them requires
judicial enforcement, which results in unnecessary delays and has
proven to be time-consuming and expensive.

The States, employers, and the Department’'s Employment and
Training Administration (ETA) have expressed privacy and cost
concerns in providing the data. Arguments have also been raised
that it would create a domino effect with other agencies seeking
similar authority. The problem is compounded by the factthat ETA’s
regulations for the Ul Program specifically state that wage records
should be confidential and released only under certain circum-
stances.

While these arguments have validity, the OIG believes that the
Government'’s interest in protecting the billion dollar programs of the
Department of Laborfar outweighs these concerns. Infact, there are
other Federal agencies that have been given statutory authority to
accessthese records to aid them in the oversight of their programs.
These agencies include the Departments of Health and Human
Services, Agriculture, and Housing and Urban Development. ltis
alsoimportant to note that administration costs for the Ul Program are
paid out of DOL funds.

The OIG urges Congress to provide the DOL-OIG the statutory
authority to obtain Ul wage records without having to resort to
subpoena enforcement proceedings, and to extend such authority to
the Department as a whole.
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Revisions of Tax Credit
Program Need to Address
Weaknesses

Job Training System
Reforms Need to Ensure
Accountability

Fiscal Accountability

In previous semiannual reports, the OIG has called attention to the
ineffectiveness of the Targeted Jobs Tax Credit (TJTC) Program.
TJTC was created to induce employers to hire disadvantaged
individuals in exchange for Federal tax credits. However, during a
1994 OIG nationwide audit of the program, employers acknowl-
edged they would have hired 92 percent of the employees in our
sample, regardliess of the subsidy.

The TJTC Program, which accounted for revenue losses to the
Treasury of about $300 million a year, was allowed to expire in
December 1994. However, legislation is being considered in
Congress that would reauthorize the program with minor
modifications. Notwithstandingthe OIG’s continuing recommenda-
tion that TJTC be eliminated, the OIG is of the opinion that any
legislation reauthorizing the program needs to, ata minimum, ensure
meaningful employee retention by requiring that the 1-year tax credit
period begin only after individuals have been employed for 6 months,
duringwhich notax subsidy is offered. Inaddition, individuals should
be pre-certified and issued a voucher by the employment service
before they are placed on employers’ rolls. Absent such
requirements, many of the same problems that surfaced under the
prior legislation will continue to plague the program.

During this reporting period, the OIG has been monitoring
congressional efforts to change the Nation’s job training system. In
proposals passed by both the House and Senate, States would
receive Federal funds, in the form of block grants, to operate and
administer their own job training systems.

The OlGraised its concerns that, while both the House and Senate
bills have requirements for reporting performance measures and
goals, there are no requirements for the States to submit financial
reports to the Federal Government. The OIG recommended
inclusion of a provision requiring States to submit yearly financial
reports. Together with the performance reports, the financial
information will enable the Department and the Congress to
ascertain how the Federal funds allocated to each State have been
spent and to better assess the program’s return on the taxpayers’
investment.
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Liability for
Misexpenditures
of Job Training
Funds

Amendments to the
Paperwork Reduction Act
Infringe on

IG's Independence

The OIG alsoraised its concerns with proposed provisions that would
allow States to offset, with subsequent years’ funding, costs thathave
been disallowed or otherwise determined to have beenmisspent. An
exception is made in cases involving fraud or other criminal activity.
Over the years, the Department has disallowed millions and millions
of dollars as a result of costs questioned by OIG audits. These
questioned costs have resulted from our detection of gross abuses
and program mismanagement on the part of job training program
operators, including States, service delivery areas, contractors, and
grantees. Some examples of disallowed costs include the use of
Federal funds for personal expenses, first class travel, expensive
hotels, entertainment, lobbying activities, purchase of expensive
computer equipment for use by non-participants, salaries andfringe
benefits for non-DOL activities, etc.

Currently, the entity receiving the funding is responsible for
reimbursing the Government, with non-Federal funds, for these types
of unallowabie expenses. Underthe proposed provisions, the States
would be allowed to use future years’ program funds, which are
intended for program beneficiaries, to offset the mistakes of program
operators, even though the expenditures are obviously unallowable
butnot fraudulent.

The OIG is of the opinion that such provisions, if enacted, willnegate
intended fiscal accountability and eliminate deterrence against
waste, abuse, and mismanagement of already-scarce Federal
funds.

The Office of Inspector General has a significant concern that the
revised information collection procedures found in the Paperwork
Reduction Act (PRA) of 1995, P.L. 104-13, and its implementing
regulations, will infringe onthe independence of the OIG. In particular,
the OIG is concerned that the internal agency review procedures
create a direct conflict with the reporting and non-interference
provisions of the Inspector General Act. Under OMB’s amended
regulations (60 Federal Register 44978, August 29, 1995), the OIG
will be required to submit all proposed information collections
(subjecttothe PRA)to a deS|gnated agency PRA official for review
and clearance.

This procedure creates a direct conflict with the Inspector General
Act and infringes on the OIG’s independence. The head of an
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agency, through the designated PRA official, would have an
opportunity to delay and/or prevent audits or evaluations deemedto
be potentially contrary to the agency’s interests. Further, the
Inspector General would be required to report to an agency official
below the rank of Deputy Secretary.

The changes in the information collection procedures may also
further impede the ability of the OIG to conduct timely and effective
programmatic audits. Under the new PRA provisions, each agency
must establish its own expanded internal review, public comment,
and approval system, before a proposed information collection is
forwarded to OMB for final approval and the issuance of a PRA
control number. This new procedure portends greater delays in
getting PRA approvals, which means an even greater problem for IG
audits. This sort of delay decreases the impact of audit findings and
recommendations, as well as the likelihood and timeliness of
possible corrective actions by the agency.
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SELECTED STATISTICS
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Office of Audit

Reports issued on DOL @CIVItIES ........oooeiiii e 188
Total QUESHIONEA COSES ... $ 7.1 million
DollarS TESOIVEA ... e $ 13.8 million
AlIOWE .o $ 5.8 million
DisalloWed ... $ 8.0 million

Office of Investigations
Division of Program Fraud:
CaSES OPENEA ... oo 201
S ClOS A .. oo 147
Casesreferred for ProSECULION ... 87
Cases referred for administrative/civil action ... 56
INAICEMIBNES . 82
CONVIC  ONS .o e 82
Recoveries, cost efficiencies, restitutions, fines/penalties,

and civilmonetary actions ... $ 7.7 million
Division of Labor Racketeering:
CASES OPENEA ...t 43
CaSES ClOSEA ... e 45
N O IS .o e e 53
GOV I ONS ..o e e 86
DA S . 19
Fines, restitutions, forfeitures, and civil monetary actions .......................................... $ 6.9 million

NOTE: The Office of Investigations conducts criminal investigations of individuals which can lead to prosecutions ("convic-
tions") by criminal complaints, warrants, informations, indictments, or pre-trial diversion agreements. Successful prosecu-
tions may carry sentences such as fines, restitutions, forfeitures, or other monetary penalties. The Office of Investigations'
monetary results also include administrative and civil actions which are further detailed and defined in an Appendix found on
page 60 of this report.







