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Mr. Samue T. Mok

Chief Financial Officer

U. S. Department of Labor
Washington, DC 20210

Assistant Inspector General’sReport on the
Findings and Recommendationsto the Chief Financial Officer
Related to the FY 2002 Report on Performance and Accountability Audit

We have audited the Report of Performance and Accountability of the United States Department of Labor
(DOL) for the year ended September 30, 2002, and have issued our report thereon dated January 6, 2003.
We conducted our audit in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financia statement audits contained in Government Auditing
Sandards, issued by the Comptroller General of the United States; and Office of Management and
Budget (OMB) Bulletin No. 01-02, Audit Requirements for Federal Financial Satements

In planning and performing our audit, we considered DOL’s internal control over financia reporting by
obtaining an understanding of the Department’ s interna control, determined whether internal controls had
been placed in operation, assessed control risk, and performed tests of controls in order to determine our
auditing procedures for the purpose of expressing our opinion on the financia statements. We limited our
internal control testing to those controls necessary to achieve the objectives described in OMB Bulletin
No. 01-02. We did not test dl interna controls relevant to operating objectives as broadly defined by the
Federal Managers' Financial Integrity Act of 1982. The objective of our audit was not to provide
assurance on interna control. Consequently, we do not provide an opinion on interna control.

Our consideration of the internal control over financia reporting would not necessarily disclose all
matters in the internal control over financial reporting that might be reportable conditions. Under
standards issued by the American Ingtitute of Certified Public Accountants, reportable conditions are
matters coming to our attention relating to significant deficiencies in the design or operation of the
internal control that, in our judgment, could adversely affect the organization’s ability to record, process,
summarize, and report financial data consistent with the assertions of management in the financia
statements. Material weaknesses are reportable conditions in which the design or operation of one or
more of the interna control components does not reduce to arelatively low level the risk that
misstatements in amounts that would be material in relation to the financial statements being audited may
occur and not be detected within atimely period by employees in the normal course of performing their
assigned functions. Because of inherent limitations in internal controls, misstatements, |osses, or
noncompliance may nevertheless occur and not be detected. We noted certain matters, discussed in the
following pages, involving the internal control and its operations that we consider to be reportable
conditions and other conditions considered as management advisory comments.

With respect to internal control related to performance measures reported in the Department’s FY 2002
Performance and Accountability Report, we obtained an understanding of the design of significant
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interna controls relating to the existence and compl eteness assertions and determined whether they have
been placed in operation, as required by OMB Bulletin No. 01-02. Our procedures were not designed to
provide assurance on interna control over reported performance measures, and, accordingly, we do not
provide an opinion on such controls.

This report does not contain current or prior year findings and recommendations pertaining to our audit of
the Department’ s general controls and security over EDP systems that support the financial statementsin
accordance with GAO audit guidelines. A separate report is being issued to the Chief Information Officer
containing EDP related findings and recommendations for resolution.

The Assistant Inspector General’ s Report, which expresses our opinion on the fair presentation of DOL’s
Fiscal Years 2002 and 2001 principal financia statements, and our reports on internal control and
compliance with laws and regulations, are presented in the Department’s FY 2002 Performance and
Accountability Report.

In order to provide information to management that could help in the devel opment of responses and
corrective actions for the instances of honcompliance, reportable conditions and other conditions noted
(Management Advisory Comments), we are providing the following findings and recommendations to the
Chief Financial Officer (CFO).

This report isintended solely for the information and use of the management of the Department of Labor,
OMB and Congress, and is not intended to be used and should not be used by anyone other than these
specified parties.

ELLIOT P. LEWIS
Assistant Inspector General for Audit

January 6, 2003
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The following chart summarizes the open recommendations by area of concern and the year first

identified:
FY FY FY FY FY FY FY FY FY FY FY Total
AUDIT AREA 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 Open
Crosscutting Issues:
Managerial Cost 2 2
Accounting
Accounting for Grants 1 1 3 1 2 8
Property and Equipment 2 4 1 7
Procurement 3 3
Miscellaneous Revenues 1 1
Performance Measures 3 1 1* 5
Program Specific
I ssues:
Black Lung Disability Trust 1 1 2
Fund
Job Corps Data Center
. 2 2

Operations
Unemployment Trust Fund 1 2 1 4
Total Open 3 1 1 2 1 | 10 2 8 6 34

Recommendations

* Recommendation issued in a separate audit report during FY 2002.
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Compliance with Laws and Regulations
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1. Managerial Cost Accounting

Current Year Findings and Recommendations

a. Implementation of Managerial Cost Accounting

The Department of Labor (DOL) is not in compliance with the requirements for managerial cost
accounting contained in Statement of Federal Financial Accounting Standards Number 4 (SFFAS
No. 4), The Manageria Cost Accounting Concepts and Standards for the Federal Government.
Specificaly, DOL has not defined outputs for its operating programs nor developed the capability
to routinely report the cost of outputs at the operating program and activity levels. While DOL’s
current capabilities support the accumulation and reporting of cost information at the major
program and responsibility segment levels to satisfy the financial statement reporting
requirements associated with the Statement of Net Cost and related disclosures, it does not
adequately link cost information to performance measures at the operating program level for use
in managing program operations on aroutine basis. Additionally, DOL does not use manageria
cost information for purposes of performance measurement, planning, budgeting or forecasting.

These cost accounting deficiencies hamper performance measurement in genera and particularly
where assessment of the economy and efficiency of program operationsis concerned. In
addition, because of the lack of detailed manageria cost accounting information, DOL managers
must make their financia decisions based on the availability of funds. We believe that DOL
needs to use adequate cost information to support performance measurement and reporting and to
allow managers to focus on the cost of significant activities and outputs as a factor in decision
making.

Noncompliance with requirements for managerial cost accounting persists primarily because
DOL has not succeeded in its efforts to implement a functional manageria cost accounting
system. System implementation has not been successful because:

agency and program management responsible for the vast majority of DOL’ s operating
programs have not actively participated in the Office of the Chief Financia Officer’s (OCFO)
implementation effort, and

the OCFO has had the responsibility but not the authority to effectively coordinate and
control the many elements of the implementation project.

During the 1990s, a series of laws, regulations and accounting standards, including the Chief
Financial Officers Act (CFO Act) of 1990, GPRA, the Federal Financia Management
Improvement Act (FFMIA) and SFFAS No. 4 were enacted to provide a framework for Federal
financial management reform. One of the most significant objectives of these statutes was
shifting the focus of program management from the traditional budget process to one based on
managerial cost information. 1t was recognized that obligation based budgets made it difficult to
correlate a program’ s budget with how much it costs to run the program. The question of “How
much is spent within a budget appropriation?’ could be answered but in most cases the question
“What does it cost to provide a product or service?’ could not.

GPRA requires each agency to establish performance indicators and measure or assess relevant
outputs, service levels and outcomes of each program as a basis for comparing actual results with
established goals. Managerial cost accounting plays a critical role in performance reporting.
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Measuring and reporting actual performance against established goalsis essentia to assess
government accountability. Cost information is necessary in establishing strategic goals,
measuring service efforts and accomplishments, and relating efforts to accomplishments.
FASAB has recognized the importance of cost information in relation to performance
measurement and performance reporting in the Objectives of Federal Financial Reporting where
it is stated that:

The topics of cost and performance measurement are related because it is by
associating costs with activities or cost objectives that accounting can make
much of its contribution to reporting on performance.

SFFAS No. 4 was promulgated to provide the requirements for managerial cost accounting in the
Federal Government. SFFAS No. 4 details the framework for managerial cost accounting
capabilities that support financia as well as performance reporting requirements and enhance the
link between financia reporting and performance measurement.

Financia accounting, budgeting and managing are three essential components of accountability in
the Federal Government and are al required for compliance with the management reform
framework defined under the CFO Act, GPRA, FFMIA and SFFAS No. 4. A description of the
relationship between these components, along with discussion of how information should be
drawn from a common data source by al three, is provided in SFFAS No. 4. This data source
congists of al financial and programmatic information used by the budgetary, cost, and financial
accounting processes. It includes all financia and much non-financial data, such as
environmental data, that are necessary for budgeting and financial reporting. Use of the term
"data source” is not meant to imply that all these data are maintained in any one system or
location. Furthermore, the term is used in a broad way to include many sources of information.

Managerial cost accounting, financial accounting, and budgetary accounting draw information as
needed from the common data source. The data obtained by each of these is processed to attain
specific objectives by reporting useful information. The managerial cost accounting processes
consist of collecting data from the common data source, processing that data, and reporting cost
and output information in general purpose and specia purpose reports. Appropriate procedures
and practices should a so be established to enable the collection, measurement, accumulation,
analysis, interpretation, and communication of cost information.

In many areas, SFFAS No. 4 allows for broad interpretation of what constitutes compliance.
However, in our opinion there are certain definitive requirements that can be used to test
compliance with the standard. For example, the standard requires program management to define
outputs and that the unit cost of outputs be provided on a continuous, routine, and consistent basis
for management information purposes. We believe that DOL has not met these basic
requirements. Paragraph 22 of SFFAS No. 4 provides its specific objectives, including:

Provide program managers with relevant and reliable information relating costs
to outputs and activities. Based on thisinformation, program managers can
respond to inquiries about the costs of the activities they manage. The cost
information will assist them in improving operational economy and efficiency.

SFFAS No. 4 aso recognizes the importance of clearly defining manageria cost accounting
activities at paragraph 71 where it is stated that:
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All managerial cost accounting activities, processes, and procedures should be
documented by a manual, handbook, or guidebook of applicable accounting
operations. This reference should outline the applicable activities, provide
instructions for procedures and practices to be followed, list the cost accounts
and subsidiary accounts related to the standard general ledger, and contain
examples of forms and other documents used.

Further impetus for developing cost information is provided by the President’ s Management
Agenda for FY 2002 emphasizing the need to achieve effective and efficient competition between
public and private sources. To support this competition, DOL will need to develop cost
information for activities that may be subject to competition with the private sector or other
Federa entities.

The CFO Act calsfor the systematic measurement of performance, the devel opment of cost
information and the integration of program, budget and financial information. FFMIA builds
upon the CFO Act by emphasizing the need for agencies to implement and maintain systems that
can and do provide timely, accurate and useful information with which to make informed
decisions and to ensure accountability on an ongoing basis. FFMIA requires DOL to implement
and maintain financial management systems that comply substantially with (1) Federa financia
management systems requirements, (2) applicable Federal accounting standards, and (3) the U.S.
Standard General Ledger at the transaction level.

FFMIA states “. .. (w)hen the accounting concepts and standards developed by FASAB are
incorporated into Federal financial management systems, agencies will be able to provide cost
and financial information that will assist Congress and financial managers to evaluate the cost and
performance of Federa programs and activities. ...” The Act lists seven purposes, which
include to:

require Federa financial management systems to support full disclosure of
Federal financial data. .. to the citizens, the Congress, the President, and agency
management; increase the accountability and credibility of federal financial
management; and, increase the capability of agencies to monitor execution of the
budget by more readily permitting reports that compare spending of resources to
results of activities.

FFMIA requires not only that Federal agencies have systems that can provide reliable and
consistent disclosure of financial information but a so that the system capabilities are used. In the
case of manageria cost information, this requires that management provide and document a
framework for the development and reporting of useful cost information (i.e., amanagerial cost
accounting capability).

DOL produces financia statements including the information required for the Statement of Net
Cost and related disclosures. However, DOL has not developed the detailed managerial cost
information useful for decision-making or evaluating program performance on aregular basis.
For this reason, we conclude that DOL does not substantially comply with the FFMIA
requirement for producing manageria cost information consistent with standardsin

SFFAS No. 4.

DOL'’s core accounting system (DOLAR$) and various agency-specific subsystems are
substantially compliant with Federal financia management systems requirements. These systems
appropriately process, accumulate and report financial, budgetary and other information that form
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the foundation of the common data source. Additionally, these systems provide a common data
source that could provide the information required to produce compliant managerial cost
information, once the detailed manageria cost information is identified by the program managers.

For example, DOLARS$ is the source for information about standard general ledger financia
transactions at DOL and aso maintains information relevant to budget execution and funds
control. DOLARS reports timely, accurate and useful information for specific purposes, such as
preparation of financia statements and assisting managers with budget execution. DOLARS$ dso
contains information that would be useful for manageria cost accounting purposes if DOL
develops manageria cost accounting processes and activities.

DOL’ s program agencies also employ some proprietary systems that process and record payment,
receipt or asset related transactions. Additionally, departmental management entities and the
program agencies maintain other systems for management or administrative activities. These
systems also contain information that is relevant to and reported for specific purposes. Further,
these systems contain information, such as quantities of potential outputs or inputs, that is useful
for manageria cost accounting but must be integrated with other data (i.e., full cost data from
DOLARS) to report useful managerid cost information.

DOL’s managerial cost accounting weaknesses primarily exist because DOL agency and program
managers have not defined outputs and activities or established the framework that provides a
context for useful cost information. Until thisis done, DOL cannot establish appropriate
procedures and practices to enable the collection, measurement, accumulation, analysis,
interpretation, and communication of cost and performance information. DOL hired a contractor
to help with the development and implementation of a functional manageria cost accounting
system. The current CFO was installed during FY 2002 and is continuing with the devel opment
and implementation of a managerial cost accounting process.

The CFO Act instructs agency CFO organizations to develop and maintain an integrated agency
accounting and financial management system that provides for:

- complete, reliable, consistent and timely information which is prepared on a uniform basis
and which is responsive to the financial information needs of management;

- the systematic measurement of performance;

- the development and reporting of cost information, and the relating of cost information to
program performance measurement; and

- theintegration of accounting, performance and budgeting information.

The CFO Act recognizes the importance of appropriate delegation of responsibilities and provides
guidance on that delegation. Responsibilities with specific impact on the ability to integrate
accounting, performance and budgeting are divided between the OCFO and the Assistant
Secretary for Administration and Management (OASAM) under DOL’ s current organizational
structure. The OCFO has primary responsibility for financial management capabilities, including
managerial cost accounting. OASAM has been delegated the responsibility for performance
measurement and reporting, and budget formulation. While the OCFO has responsibility for
Department-wide accounting operations, OASAM has responsibility for accounting operations
for regional and departmental finance centers.

However, the primary responsibility for implementation of manageria cost accounting is not
divided, but resides solely with the OCFO. Therefore, successful implementation of managerial
cost accounting by the OCFO depends on the full support of top management, full cooperation of
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OASAM, and complete acceptance of manageria cost accounting implementation guidance by all
DOL components.

Recommendations:

1. Werecommend that the Chief Financial Officer ensure the development of a comprehensive
Department-wide managerial cost accounting system implementation plan by June 30,
2003. Thisplan should be based on a current assessment of DOL’s compliance with
managerial cost accounting requirements and should:

- provide clearly defined responsibilities concurrent with the authority to effectively
coor dinate and control the many elements of the implementation project;

- provide clearly defined milestones and timelinesto allow for effective management
of the implementation project and the capability to assess progr ess,

- ensurethat activitiesand outputswill be defined for all significant programs and
that per unit output and other relevant cost information will be routinely reported
for those cost objectives;

- ensure theintegration of program, budget and financial information; and

- ensurethat cost accounting activities ar e adequately documented, via a manual,
handbook, or guidebook of applicable accounting oper ations, in accor dance with
SFFAS No. 4.

2. Werecommend that the Chief Financial Officer ensure the full implementation of the
compr ehensive Department-wide plan as described in the above recommendation by
January 28, 2006.

M anagement’ s Response:

In accordance with the provisions and requirements of the Act, the Secretary of Labor has
determined that the Department of Labor financial management systems are in substantial
compliance with the FFMIA.

OI G Conclusion:

The OIG maintains the position that since costs are not captured and reported at the level required
and thereis not in place an integrated system that can be used by managers to manage DOL
programs on a day-to-day basis, the Department has not implemented managerial cost accounting
asrequired by the standard. Therefore, the OIG’s opinion is that the Department is not in
substantial compliance in thisregard. These recommendations are unresolved.
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Reportable Conditions
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Reportable Conditions

1.  Property and Equipment

Current Year Findings and Recommendations

a. Job CorpsReal Property Depreciation

We noted discrepancies in the calculation of depreciation for capitalized ETA Job Corps rea
property. The property relates to 1998 and prior recorded in IAC 072 in generd ledger accounts
#1730 (Buildings) and #1820 (Leasehold Improvements). We reviewed detailed asset listings
from CATARS as of April 30, 2002 for each account and recalculated current year depreciation
expense (7 months) based on the depreciation start dates and useful live of the assets as assigned
in CATARS (using the straight-line method). We noted the following errors:

Account # 1730:

1 We found 13 assetsin CATARS that should have been fully depreciated but continued to
have a net book value (cost minus accumulated depreciation) of $6 million at April 30,
2002. Depreciation expense continued to be recorded each month. When the error was
brought to ETA’ s attention, ETA adjusted these assets to fully depreciate them as of
September 30, 2002.

Account #1820:

1 We found 526 assets that should have been fully depreciated at April 30, 2002. These
items have no current year depreciation expense but continued to have a net book value
of $57 million. When the error was brought to ETA’s attention, they adjusted the assets to
fully depreciate these as of September 30, 2002.

Statement of Federal Financial Accounting Standards (SFFAS) No. 6 Accounting for Property,
Plant, and Equipment, requires the calculation of depreciation to be a systemic and rationa
alocation of the cost of general PP& E over the estimated useful life of the asset. In addition,
GAQO'sSandards for Internal Control in the Federal Government require that internal controls
should be designed to assure that ongoing monitoring occurs in the course of normal operations.
Based on our fieldwork, the depreciation calculation for the items noted above is not a systematic
and rationa alocation and depreciation was not adequately monitored. This weaknessin internal
control over assets valuation resulted in an 11 percent overvaluation of property reported in
DOL’sFY 2001 financial statements.

Recommendation:

1. Werecommend that the Chief Financial Officer ensurethat property valuationsreported
by CATARS are accurate by developing and documenting internal controls that will
include quarterly reviews of the asset cost, netbook value and depreciation expense.

M anagement’ sResponse:

When the Office of Inspector Generd (OIG) raised this issue during its audit fieldwork, the ETA,
Office of Financia and Administrative Services (OFAS), Division of Financia Systems and
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Services (DFSS) andyzed the capitalized rea property activity and discovered that the CATARS
stopped calculating depreciation expense on certain assets because the useful life expired before
the asset was depreciated fully.

In our review of the useful life for the 2,228 assets totaling $795,119,492 that were loaded in
1999 as part of implementing the CATARS to track Job Corps construction activity, we found 512
assets where the CATARS stopped cal culating depreciation expense because the useful life
expired. Werevised the useful life for these assets so that depreciation expense was calculated
correctly through FY 2002 and to prevent this from recurring in the future.

In addition, we found that the CATARS was set up to calculate depreciate expense based on the
book value of the assets rather than the gross asset value for al the assets |oaded as part of
implementing the CATARS in 1999. That being the case, there will dways be a difference in the
depreciation expense calculated by the CATARS and the OIG s calculation of depreciation
expense using the gross asset value until the assets are depreciated fully. In thisregard, we
would like to point out that the objective of depreciation expense is merdly to distribute
capitalized costs ratably over an estimated period to time, and not an exact science.

We agree that there was an oversight on our part as we never expected to encounter thiskind of a
problem. Accordingly, we believe that the issue raised by the OIG as part of the FY 2002 audit
should a0 be closed given (1) the corrective action taken immediately so that depreciation
expense was calculated correctly for FY 2002 and (2) that this was an isolated incidence related to
the beginning balances we loaded as part of our implementation of the CATARS, and not a
recurring issue requiring additional effort or controls put in place to prevent it.

OI G Conclusion:

Had adequate controls been in place to monitor asset values, these errors would not have
occurred. Without effective controls, there is no assurance depreciation errors will be identified
and corrected in the future. Proper internal controls help ensure that the unexpected, when
encountered, will be identified and corrected before large adjustments become necessary.
Although ETA corrected the errors, the underlying problem has not been adequately addressed.

This recommendation is unresolved, pending receipt and review of a corrective action plan with
timeframes for completion.

Status of Prior Year Findings and Recommendations

Accountable Property

In our FY 2001 CFO Findings and Recommendations (OIG Report No. 22-02-004-13-001), we
reported that the Department does not have adequate accountable property systemsin place.
Specificaly, we noted that OASAM, ETA, and ESA do not have adequate written procedures and
systems developed for identifying and tracking accountable property.

We recommended that the Chief Financial Officer ensure that the Assistant Secretary for
Administration and Management establishes written Department-wide procedures,
including JFMIP’s property management system requirements, for identifying and
tracking all accountable property.
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We recommend that the Chief Financial Officer ensure that the Assistant Secretaries for
Adminigtration and Management, Employment and Training and Employment Standards
identify and track accountable property to be incorporated into a property management
system.

Federal law requires the Department to maintain effective control over, and accountability for,
assets for which the agency is responsible, and to safeguard these assets against waste, 10ss,
unauthorized use and misappropriation. These assets include both assets capitalized for financial
statement purposes and other “accountable property.”

In FY 2002, the Department raised its capitalization threshold from $25,000 to $50,000, which
will substantially decrease the number of items requiring capitalization and tracking in the
capitalized property system (CATARYS). Because OASAM, ETA, and ESA do not have adequate
accountable property systems, items below this new threshold will not be tracked in any system,
therefore the potential risk of loss to the Department increases. The status of the
recommendations to each of the agenciesis as follows:

OASAM

In response to our recommendations, OASAM has entered into a contract to conduct a
preliminary review of current DOL property management operations, which includes assessing
the current property management systems at the National and Regional Office levels,
documenting any unmet system core functionality and requirements, describing a target property
environment, verifying baseline inventory information, developing a new property management
database and documenting responsibilities.

Because OASAM is still in the preliminary stages of resolving this recommendation and has not
developed a corrective action plan with timeframes for completion, the first recommendation
remains unr esolvedwith respect to OASAM.

In addition, OASAM did not maintain an accountable property listing for the assets under its
control. Therefore, with respect to OASAM, the second recommendation remains unresolved,
pending receipt and review of a corrective action plan with timeframes for completion.

ESA

ESA did not have a system in place for tracking accountable property in FY 2002. ESA did
provide a summary listing of the number of computers by type and by office/region, but this was
not a detailed listing sufficient for tracking and maintaining accountability. The list will be
updated and expanded once ESA completes its office automation migration project. No other
types of accountable property were included in this listing.

ESA indicated the Department eliminated the requirement for agencies to keep inventories of
accountable property, and since that time the agency has not maintained an accountable property
system. ESA aso stated that they would adhere to any new guidelines established by OASAM
once a new system is established, and that it would be counterproductive to develop an ESA
system without guidance from OASAM, as OASAM isin the process of ng the current
property management system.

The fact that OASAM is working on a Department-wide system, however, does not preclude ESA
from developing an interim system for tracking accountable property. Therefore, this
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recommendation remains unr esol ved with respect to ESA, pending receipt and review of an
adequate corrective action plan.

ETA

In FY 2002, ETA continued to maintain inventories of fax machines, copiers and cell phonesin a
computerized database that includes information on the seria numbers, make, model, room
location, contact and purchase order number of the agreement covering maintenance. A list was
provided of the items being tracked.

In response to our FY 2001 report regarding ADP equipment, ETA stated that a physical
inventory of al persona computer and LAN printers was started the week of December 4, 2001,
as part of the virus upgrade visit to each workstation. ETA intended to enter the information into
an inventory tracking system, but the system developed complications. However, in response to
our FY 2002 audit follow-up, ETA responded that the inclusion of this type of property in
accountable property is not necessary.

Therefore, it appears that ETA has changed its response from FY 2001, and now takes the
position that computers and ADP equipment do not need to be tracked because they are
inexpensive and rarely stolen. Although price is one consideration that should be factored into
what should be tracked, other factors, such as security of data may also be afactor. Also, while
some computers may be relatively inexpensive, other laptops and servers likely cost severa
thousand dollars. Finaly, while ETA states there have been little if any thefts, this cannot be
supported without a system to track this equipment. Lack of accountability of computer
equipment appears to be a governmentwide issue, as GAO has recently cited deficienciesin
inventory systems found in two other Federal agencies. GAO indicated that lack of
accountability of computer equipment makes the agency more susceptible to fraud, waste, abuse,
and mismanagement. We, therefore, disagree with ETA’ s current position that ADP equipment
need not be tracked, and this recommendation remains unr esolved with respect to ETA.

M anagement’ sResponse:

OASAM Response:  For accuracy and completeness, the report should reflect that thisissue is
being addressed as part of OASAM's overall E-Property Management and Inventory Initiative,
the goal of which isto establish a Department of Labor-wide property management system that
will comply with JFMIP requirements. To date:

- A Basdline Analysis has been completed, which describes current property management
systems and processes in place in DOL. DOL agencies and OASAM regiond offices were
surveyed as part of this analysis, along with site visits to most agencies and selected regions.

- A Gap Analysis has been drafted and is under review. The purpose of this analysisis to identify
and document the differences between current property management systems/processes and those
that are best practices or required for compliance with JFMIP guidance.

- An agency working group has been formed, which will provide ongoing guidance and
recommendations on DOL -wide requirements as this new system initiative moves forward.

- An OASAM inventory working group, with both national and regional office participation, has
been formed to provide guidance to the contractor in the development of an interim system to
collect OASAM inventory data.
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- A Requirements Document has been developed, which describes the requirements for the
OASAM Interim Inventory Collection System.

- Systems design and development work for the OASAM Interim Inventory Collection System
has begun.

Coincident with implementation of a new JFMIP-compliant personal property management
system, DLMS Property Management policy will be revised to correspond
with new practices and procedures.

The draft report should be updated to reflect the progress made to establish a DOL-wide
property management system. Based on this information and the attached projected
timeline for the E-Property Management and Inventory Initiative, we consider both
recommendations now resolved and open with respect to OASAM.

ESA Response: ESA does take serioudy the management, tracking and disposa of non-
capitalized property. Information provided to, and discussed with audit staff during the audit may
not have conveyed the actua state of managing accountable property within ESA at the present
time. ESA has awritten policy in place detailing what type of 1T equipment is to be purchased,
and who is authorized to make purchases. ESA IT Procurement Policy and Procedures are
attached. In addition, IT procurement records, which often detail the serial numbers of the
equipment purchased, are kept in the Branch of Acquisitions Management, Division of
Information Technology Management and Services (DITMS), Office of Management,
Administration and Planning. Once equipment is procured and receipt is validated distribution is
made to ESA Programs in accordance with their procurement plans. Each Program has been
delegated the responsibility to maintain the inventory for their particular equipment. ESA
Programs use various systems to ensure the equipment is received, appropriately installed or
assigned to staff and tracked throughout itslife. Asan example, the Wage and Hour Division
maintains records of its equipment within the WHISARD application's database. Whenever an
employee leaves (and the equipment is reassigned) or the equipment is surplussed or donated,
WHD staff make the appropriate changes to the database. Reports can be produced from that
database showing the location of equipment at any point in time. When it comes time to surplus
or redistribute the equipment it is done so in accordance with written ESA Media Sanitation
Policy and Procedures. These procedures outline to ESA Programs the steps to be taken to
sanitize and surplus/redistribute accountable equipment. Records of surplussed equipment are
sent to the IT Security Officer and are maintained in a secured cabinet in DITMS space. The
ESA Media Sanitation Policy and Procedures, are available for download on the Intranet under
OMAP/DITMSIT Security. In addition, as ESA completes implementation of its modernized
office automation environment, it will use the Microsoft SMS tool to better manage inventory.

ESA will continue to follow its written procedures and maintain this process until the
Department’ s accountable property system is developed and implemented. ESA will aso
participate with the Department, as appropriate, in the development of its property management
system.

ETA Response: Both the Department and ETA contend that tracking should be limited to
capitalized personal property subject to the thresholds established by the Department--currently
$50,000. The OIG finding would require ETA to establish an onerous inventory tracking system
to cover microcomputers (worth $600), monitors (worth $179), printers (worth between $379-
$3,000) and other peripheral items. Prices for such equipment have been dropping steadily and
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dramatically since the original inventory requirements were last addressed by the Department in
1991. At that time, the cost of such equipment warranted the controls. Now, the cost of tracking
would substantially exceed any possible savings generated by potentially reduced losses due to
theft.

ETA's experience with theft of such equipment may be instructive. Even though ETA does not
have a current automated inventory system, it does have a process for reporting thefts of
equipment. There have been perhaps one or two reported thefts in the past five years. If we
assume that inventory maintenance would entail full time employment for two contract staff, the
cost of managing an inventory over the past five years would be approximately $120,000 per year
or $600,000 over five years. Thisis 500 times the value of the estimated |oss.

ETA recently purchased new inventory software that will be full implemented by June 2003. A
complete inventory of all workstations and peripherals in the national and regiona offices will be
completed by June 2003.

OI G Conclusion:

Based on OASAM’s corrective action plan and timeframes for completion, both
recommendations are resolved and openwith respect to OASAM, pending completion and
review of corrective action.

Although ESA has provided us with procedures on media sanitation and I T procurement, it has
not provided us with any agency-wide written procedures or evidence of how accountable
property (including IT and non-1T accountable property) istracked. Therefore, the second
recommendation remains unr esolved with respect to ESA, pending receipt and review of a
corrective action plan with timeframes for completion.

The Department’s capitalization threshold takes into account the materiality of depreciating
versus expensing assets, but that does not mean that items below the threshold do not need to be
accounted for properly. We agree with ETA that cost-benefit considerations should be taken into
account in establishing an accountable property system; however, safeguarding of assets and
security concerns aso need to be considered. In addition, ETA should include property other than
ADP equipment in its accountable property system. Therefore, with respect to ETA, the second
recommendation remains unr esol ved, pending receipt and review of a corrective action plan.

Capitalized Asset Property Management

In our FY 1999 Management Advisory Comments (OIG Report No. 12-00-006-13-001), we
reported that management’ s capitalized asset tracking and reporting procedures are inadequate to
ensure that disposals of capitalized assets are reported in atimely and accurate manner, and that
assets are adequately safeguarded against loss or theft.

We recommended the Chief Financial Officer ensure that:

periodic reconciliations of the capitalized asset subsidiary ledger are performed, using
CATARS Physical Inventory Reports; and

Accountable Property Officers (APOs) and Capitalized Asset Management Officers
(CAMOs) receive adequate training in the disposal of capitalized assets.
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In our FY 2001 CFO Findings and Recommendations (OIG Report No. 22-02-004-13-001), we
also made the following recommendations:

We recommended that the Chief Financial Officer, the Commissioner for the Bureau of Labor
Statistics and the Assistant Secretaries for Mine Safety and Health and Employment and
Training ensure that:

procedures specified in the DLMS are followed for documenting the disposal of an asset at
thetimeit is placed out of service, transferred, donated, etc., not as a meansfor reconciling
the physical inventory; and

accountable Property Officers and Property Management Officers follow procedures
specified in the DLM S for determining liability for lost/missing, stolen, or damaged

property.

The Department is required by law to establish internal accounting and administrative controlsto
reasonably ensure that al assets are safeguarded against waste, |oss, unauthorized use, and
misappropriation (31 U.S.C. 3512). When an asset is disposed, a DL1-55 disposa form is
required to be completed by the APO and submitted to the CAMO for entry into CATARS. The
disposal form should be completed at the time of disposa and indicate the date and method of
disposal. The disposal method is indicated using one of several predefined disposal codes (e.g.,
trade-in, slvaged/scrapped, etc.).

A physica inventory should be taken on an annua basis to determine that al of the itemsin
CATARS exist and arein use. A reconciliation should be performed to identify differences
between the physical inventory and CATARS. The differences should be researched to determine
why they were not located. For items that are not located and for which disposal forms have not
been completed, the DLM S specifies procedures to follow to determine the individua responsible
for the missing item(s) and what financia liability exists. Individuals may be held financialy
ligble if their negligence, carelessness, or dereliction of duty is found to have caused the loss,
damage, or destruction of property.

During our FY 2002 audit, we determined that the Department was not performing reconciliations
of CATARS to the physical inventory. Instead, the Department was comparing what was in
CATARS to what was found and removed items from CATARS that could not be found, rather
than researching to find out the actual disposition of the asset.

We noted at the Department level there were 597 assets recorded as disposed in CATARS, with
an acquisition cost of $19 million (book value of $5 million), as of September 30, 2002. Of these
597 assets, 435 or 73 percent did not have a completed DL 1-55 disposa form. In addition, 416 or
70 percent of the 597 were recorded as disposed at or after year-end, as aresult of the physica
inventory process. In some cases, the physical inventory worksheets used to support the disposals
were simply notated “delete” next to individual assets, without any indication whether the asset
was physically located or its method of disposition. These assets were then recorded in CATARS
using the disposal code “Class of Property Dropped from Accountability.” The Department did
not properly indicate whether these items physically exist and are in use, and we found no
instances where the procedures in the DLM S were followed for determining liability for lost or
mMissing assets.
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In FY 2002, the Department raised the capitalization threshold from $25,000 ($5,000 for WCF) to
$50,000 for al new personal property. The Department issued guidance regarding the new
thresholds and stated they apply to new purchases only. Assets already capitalized should not be
retroactively adjusted. Because the disposal code “Class of Property Dropped from
Accountability” was the primary disposal method recorded in CATARS, it appears that
departmental guidance was not understood or followed. In addition, we found that the
Department did not provide training during the year to the CAMOs and APOs regarding the
disposal of capitalized assets, and we found that the reconciliation of physical inventory reports to
CATARS records did not properly reconcile or clear the missing items in accordance with DLMS
procedures.

Because the physical inventory reconciliation process was limited to a comparison, and assets
were recorded as a disposal in CATARS without being adequately researched and resolved, the
first recommendation remains unr esolved, pending receipt and review of a corrective action plan
with timeframes for completion. Because the Department did not provide any additiona training
or guidance regarding the disposal of assets, the second recommendation is aso unresolved,
pending receipt and review of a corrective action plan with timeframes for compl etion.

At the agency level, we noted the following:

BLS

BL S disposed of 43 assetsin FY 2002, 40 of which were recorded as disposed in conjunction
with the year-end physical inventory. These 40 items had an acquisition cost of $10.9 million and
abook value of $3.9 million. Physical inventory sheets indicated items as “not found” or “N/A.”
The related DL 1-55 forms indicated the disposal codes “ Transferring to the DOL Warehouse”
and “Class of Property Dropped from Accountability.” Because these asset disposals were not
recorded timely, BL S continues to identify and record missing and disposed items at year-end. |If
any of these assets are missing or lost, procedures in the DLMS should be followed to determine
liability. We found no instances where liability for any missing items was determined by the
Accountable Property Officer and Property Management Officers. In response to our FY 2001
report, BLS proposed corrective action that was not effectively implemented in FY 2002.
Therefore, with respect to BLS, the third and fourth recommendations remain resolved and open,
pending effective implementation of a corrective action.

In response to our FY 2001 report, BLS stated that property staff would prepare a report each
month of all disposals and finance staff would use this report to ensure that CATARS is updated
and the DL 1-55isonfile. BLSaso indicated it will advise Accountable Property Officers and
Property Management Officers of the procedures for determining liability for lost/missing, stolen
or damaged property and follow these procedures. Because these corrective actions were not
effectively implemented in FY 2002, with respect to BLS, the third and fourth recommendations
remain resolved and open, pending effective implementation of corrective action.

ETA

ETA sated it only completed disposal forms when physical inventories were taken. ETA
disposed of 20 items (excluding Job Corps property) with an acquisition cost of $517,000 (book
value of $57,000) during FY 2002, mostly at year-end. Asaresult of the year-end physica
inventory, severa items that could not be located were recorded as disposed using the code
“Salvaged/Scrapped.” For eight assets, no disposal code was identified. 1n addition, one APO
reported that an item on the CATARS physical inventory report was disposed in March 1999.
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Because ETA is still not properly accounting and documenting asset disposals, the third and
fourth recommendations remain unr esolved, pending receipt and review of a corrective action
plan with timeframes for completion.

MSHA

Based on our review of disposalsin FY 2002, MSHA completed disposal forms throughout the
year, and not just at year-end. Therefore, with respect to MSHA, these recommendations are
closed.

WCF

The WCF had 369 assets with an acquisition cost of $4.1 million (book vaue of $267,000)
disposed during FY 2002. Only six of these had a completed DL 1-55 disposal form. For 350 or
94 percent of the 369 assets, the disposal code recorded in CATARS was “ Class of Property
Dropped from Accountability” with 352 of these disposals recorded at year-end in conjunction
with the physical inventory. For 17, or 5 percent of the assets, no disposal code was recorded.
We found no instances, where liability for missing items was determined by the Accountable
Property Officer and Property Management Officers. Therefore, with respect to the CFO, the
third and fourth recommendations are unr esolved, with resolution dependent upon receipt of a
corrective action plan with timeframes for completion.

M anagement’ s Response:

BLS Response: BLSwill prepare aDL 1-55 promptly whenever accountable property is
disposed and record disposals of capitalized assetsin CATARS in atimely manner. BLS aso
will take the following corrective actions: BLS will modify its property system to identify easily
tangible capitaized assets from non-capitalized assets and physically mark these items as
capitalized items to further distinguish them from non-capitalized assets. In addition, the system
will be modified to generate an e-mail notification to appropriate staff, whenever the status of a
capitalized asset is changed to disposed, aerting staff to provide a copy of the DL 1-55 to the
CAMO. For intangible capitalized assets, BLS will work closely with APOs to document these
items better and to ensure that APOs notify the CAMO when an item is disposed. To verify that
these procedures are effective, BLS will conduct a quarterly inventory of al capitalized assetsin
FY 2003.

BL S provides an annua notification to APOs (see, for example, the memorandum from Jim
Sheehy to Cost Center Managers, dated May 23, 2002) on their property management
responsibilities, including procedures to follow concerning lost/missing, stolen, or damaged
property. BLSwill continue to work with APOs to ensure that these procedures are followed.
ETA Response: ETA will develop procedures for the disposal of accountable property (other
than automation equipment) in accordance with the DLMS. ETA is currently participating in the
Department’ s effort to develop a system to track sensitive, large dollar value items not on
CATARS, and items currently captured in CATARS. ETA will follow the Departmental
procedures established and implemented with this new system. Until this new systemis
implemented, ETA will develop and implement interim procedures to document disposal of
CATAR listed assets by January 31, 2003.

OCFO/WCF Response: The Office of the Chief Financia Officer (OCFO) is responsible for
reviewing the timeliness and quality of the two reconciliations related to the Capitalized Asset
Tracking and Reporting System (CATARS). The two reconciliations required in the CATARS
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Users Guide are (1) a monthly reconciliation between the CATARS and DOLARS$ systems, and
(2) an annud reconciliation (by Agency) between the physical counts of property and balances
recorded in the CATARS and DOLAR$ systems. This includes a quarterly reconciliation of the
ending balances for property and accumulated depreciation reported in the financial statements.

The Office of Accounting and Payment Services (OAPS) will meet with FMO-WCF APO to
review the issues related to issuance of the DL-1-55C forms. A process will be established to
ensure they are issued throughout the year as assets are removed from service and disposed.
OAPS will request a copy of al DL-1-55C forms that document the specific asset removed from
the CATARS and DOLARS$ systems and will review the reason for removal from the accounting
records. OAPS will notify all DOL agencies, including FMO, that initiate the DL 1-55C formsto
explain incomplete and/or inconsistent information and report back to the Agency any issues that
require management attention. OAPS will review al quarterly reconciliations to ensure that the
quarterly financia statements are correct and current.

OIG Conclusion:

The first two recommendations related to the physica inventory reconciliation and the training
and guidance for CAMO'’s and APOs were not addressed in the responses. Therefore, these
recommendations remain unr esolved, pending receipt and review of a corrective action plan with
timeframes for completion.

With respect to BLS, the third and fourth recommendations remain resolved and open, pending
review of corrective action in the FY 2003 audit.

With respect to ETA, the third and fourth recommendations remain unr esolved, pending our
review of ETA’s proposed interim procedures.

With respect to the WCF, the third and fourth recommendations are now resolved and open,
pending review of corrective action in the FY 2003 audit.

2. Accounting For Grants

Current Year Findings and Recommendations

a. Excessive Cost Accrualsfor Bureau of International Labor Affairs

The Bureau of International Labor Affairs (ILAB) conducts research on and formulates
international economic, trade, immigration, and labor policies in collaboration with other U. S.
Government agencies and provides international technical assistance in support of U. S. foreign
labor policy objectives. The Office of Financial Management Operations (OFMO) accounts for
grantsissued by ILAB.
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As of September 30, 2002, we noted that ILAB grants had the following summary totals:

Accounts
Obligations Costs Payments Payable
Beg Balance $120 million $ 34 million $11 million $23 million
FY 2002 Activity $ 84 million $ 69 million $15 million $54 million
Ending Balance $204 million $103 million ~ $26 million $77 million

The mgjority of the ending accounts payable balance represents the year-end accrual for costs
incurred but not yet reported by grantees. The OFMO accrual methodology was based on an
estimate that 95.5 percent of the obligation will have been expended as of the end of the fiscal
year. That is, an accrud entry isrecorded in DOLARS to adjust total grant costs to equal 95.5
percent of the obligation. We found that the use of this method for estimating accrued costs at
September 30, 2002, did not result in a reasonable estimate of the total costs incurred as of that
date.

We selected a sample of 18 grants of which 17 belonged to ILAB and one belonged to OSEC.
The sample results indicate that the FY 2002 year-end accrua was overstated by approximately
$47 million. The mgjority of the sample had a June 30, 2002 cost report on file, and the accrua
would represent the final quarter of the year only. We estimated that the September 30 accrua
would approximate the June 30 actual reported costs (if a grantee reported $250,000 for the June
quarter, we estimated the September accrual would also be around $250,000).

For example, Grant E9K00074IL had the following cost reports:

12/31/01 $ 89,446
03/31/02 $242,686
06/30/02 $391,013
Total $723,146

We estimated the accrual for September 30, 2002, should be about $391,000. However,
management estimated the accrua as follows: obligations of $9,000,000 times 95.5 percent
equals $8,595,000 minus recorded costs of $723,146 equals accrua of $7,871,854. Based on the
cost history reflected on the existing cost reports, it is not feasible that the grantee would spend
$7.8 millioninthe fina quarter. Prior quarters averaged only about $300,000 per quarter. In
addition, the total payments drawn by this grantee through September 30 was $983,855, only
$270,000 more than reported costs. Based on these facts, we conclude that the accrual for this
grant was overstated by about $7.5 million. Since the same accrual methodology was applied to
all of the grants sampled, we concluded that the September 30, 2002, accrual was overstated by
approximately $47 million.

We aso noted that the accrual methodology is not documented, and does not include subsequent
verification of the estimated accruals when the actua costs become known, as required by the
cost accrua provisions of Grant Financia System Requirements, issued by the Joint Financial
Management Improvement Program (JFMIP).

Finaly, we noted that certain ILAB grants are coded in DOLARS$ as belonging to ILAB and
others are coded as belonging to the Office of the Secretary. The grants should be under one
code.
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Recommendations:

Werecommend that the Chief Financial Officer and the Assistant Secretary for
Administration and Management ensurethat:

1. A formal written accrual methodology is developed that satisfiesall JFMIP system
requirements. The methodology should include proceduresfor the subsequent verification
of the accrual accuracy, and procedures for adapting the methodology as necessary based
on the verification results.

2. All ILAB grantsare coded in DOLARS$to the correct agency, ILAB.
M anagement’ sResponse:

The OFMO management agrees with the recommendation made by the OIG. Our current
methodology of using 95.5 percent of the obligation less the recorded cost is not an adequate
accrua method for the ILAB grants since these grantees do not spend their funds within one or
two years. We did want to mention that there are three significant factors for the accrual
overstatement:

1. ThelLAB grant amounts amost tripled for FY 02;

2. ThelLAB grant cost reports are submitted twice ayear instead of quarterly;

3. Theaudit took place for FY 02 during the same time we were actualy processing datain the
system and we didn't have prior data to compare since these are mostly new grantees for
foreign countries and these grants are for much longer periods of time.

OFMO will review our current methodology for ILAB grants and select a method of accruing
more in line with the specifics types of ILAB grants. We will look at using one method for
grantees that use their funds very quickly. Well use another method for grantees in Foreign
countries since they don't spend their grants timely and the grant reports are not received
frequently.

The OFMO management cannot address a resolution to the second recommendation. The
RCCs/appropriations which are set up in DOLARS are not handled by OFMO. This seemsto be
aDOLARS table maintenance issue. We aways use the RCC coding structure received from
ILAB agency "K" and cannot determine how and why the entry is showing up in the report as
OSEC agency "4".

OIG Conclusion:

With respect to the first recommendation, we concur with management’ s plans to develop revised
accrual methodologies. This recommendation is unresolved pending a specific action plan with
timeframes for completion of the revised accrual methodol ogies.

With respect to the second recommendation, OFM O management should pursue correction of the
ILAB grant coding in the Detailed Grant Report, to ensure that all ILAB grants are identified by
only one code. This may involve interaction with the OCFO and other parties outside of OFMO.
This recommendation is unr esolved.
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Statusof Prior Year Findings and Recommendations

Grant Accounting Errors

In our FY 1999 audit (OIG Report No. 12-00-003-13-001), we identified significant errorsin the
recording of ETA's grants. We made the following recommendations:

We recommended that the Chief Financial Officer and the Assistant Secretary for
Employment and Training ensure that procedures are established to ensurethat errors
made in recording grant information are identified and corrected on atimely basis. At a
minimum, this should include review proceduresfor data input and utilization of exception
reports which identify transactions with an unusual nature (such as negative cost entries).

In prior years, ETA dtated that controls were in place to identify and correct grant errorson a
timely basis, and that the data verification and edit checks developed in the Electronic
Information Management System (EIMS) should dleviate these issues. While we do not concur
that EIMS in and of itself will aleviate al potential accounting errors, we should note that the
system is not yet complete. EIMS was first implemented in August 1999, with an estimated
completion date of July 2000. This estimate was subsequently changed to FY 2001 for the WIA
program, and FY 2002 for the remaining programs. Currently, EIMS remains incomplete and the
data does not electronically interface with DOLAR$ even though the interface was an integral
part of the origina design. The data captured in EIMS must be manually manipulated before it
can be entered into DOLARS, a process that increases the risk of error and delays the posting of
grant costs.

In FY 2002, we continued to note errors in our grants testing. Errors were noted at both the
regiona offices, which are not recorded through the EIM S system, and for national office grants.
For example:

We identified over $20 million in negative cost entries posted to the PY 2000 Migrant grants
(over 40 documents). These entries reversed costs recorded for prior periods and created
advance balancesin DOLARS. Our review of the cost reports submitted by granteesindicated
that there was no reduction of costs reported for these grants, and no justification for the negative
cost entries recorded by ETA.

We noted negative entries totaling $232.2 million that were posted to certain Unemployment
Insurance (Ul) grants. Our research into this matter identified that the grants were set up in EIMS
with the wrong grant code (these Ul grants were coded with Wagner-Peyser codes). When the
March 2002 cost reports were recorded, the entry reduced the Ul grant costs to agree with the
amount recorded on the Wagner-Peyser cost report. The negative cost entries were recorded by
ETA even though the grantees had submitted final cost reports for the Ul grantsin prior periods,
reflecting that the grants were fully spent.

At the regiond offices, we noted errors in various Job Corps contracts selected for testing.
Specificaly, we noted old accounts payable that had been recorded in error and never cleared
from the system, and instances where the amount recorded in DOLARS for obligations, payments
and or costs did not agree to supporting documentation contained in the contract files.

We do not concur that the errors identified in our audit are immeateria, and conclude that these
errors are indicative of interna control weaknesses. Our findings indicate that improved controls
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are necessary relative to detecting and correcting grant errors on atimely basis at the National and
regiona offices. Accordingly, this recommendation remains unresolved. Closure is dependent
upon implementation of adequate policies and procedures for detecting and correcting grant
errors on atimely basis, at both the National and regiond offices.

Management’s Response: ETA has started the development of the EIMS interface with
DOLARS$. This project is on an aggressive schedule with plans to have it completed by the
middle of 2003.

The purpose of the negative cost entries recorded in the DOLARS for the Migrant and Seasonal
Farm Worker grants was to reclassify costs from the PY 2000 obligations back to the PY 1999
obligations to account for carry-over funds. At this point, the EIMS does not have a function to
consider carry-over funds; ETA isin the process of addressing thisissue. In the mean time, we
are keeping track of carry-oversin an electronic file to prevent cost-entry errors. The coding in
the EIM S has been reviewed and the Ul and Wagner-Peyser codes have been corrected. ETA has
developed an Accounting Procedures Manud that is being finalized. 1t will provide instructions
on the process for re-classifying costs and contains guidance for the posting of costs for JC
contracts. This manual will be issued by September 2003.

OIG Conclusion:

With regard to the Migrant grants, the OIG disagrees with ETA’sresponse. We believe the
entries recorded by ETA transferred the misstatements created by errors recorded in the PY 1999
grants to the PY 2000 grants, thereby understating these entries by over $20 million. We
conclude that ETA should have corrected the errors originaly recorded to the PY 1999 grants.

Nevertheless, we concur with ETA’s plans to complete EIMS and develop a grants accounting
manua that will include procedures to detect and correct errors on atimely basis. This
recommendation remains unr esol ved pending our review of specific procedures outlined in the
manual, and on favorable results of the FY 2003 audit.

Delinquent Grantee Reporting

Over the past severd years, our audits identified delinquent reporting on the part of ETA’s
grantees and contractors. Our FY 1999 audit (OIG Report No. 12-00-003-13-001) included the
following recommendation:

We recommended that the Chief Financial Officer and the Assistant Secretary for
Employment and Training establish procedures for monitoring grantee reporting. At a
minimum, these procedures should provide for the timely identification of delinquent cost
reports and appropriate follow up effortswith grantees.

In FY 2000, ETA stepped up its efforts to obtain and record delinquent cost reports from its
grantees. While written procedures were not developed, ETA submitted a memorandum to the
regiona offices stressing the importance of obtaining delinquent cost reports and developed a
report that identifies grantees with significant advance balances. 1n addition, features were added
to the EIM S cost system to detect and report untimely reporting by grantees (for the WIA
program only). Despite these efforts, our FY 2001 and FY 2002 audits continued to note
delinquent reporting.
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The September 30, 2002 Detailed Grant Report reflects numerous documents where grantees
have not reported any costs since the grant’ s inception, even though the documents reflect large
advance baances. The following provides a summary of these documents by fiscal year:

Year of No. of Reported Advance

Obligation Documents Costs Balance
1997 8 0 $ 2.6 million
1998 18 0 17.8 million
1999 73 0 59.4 million
2000 129 0 71.5 million
2001 118 0 84.7 million

2002 _b* 0 31.4 million *

351 $267.4 million

* The documents listed for 2002 are limited to certain documents inspected during the audit.
There are many other 2002 documents listed in the Detailed Grant Report with large advance
balances, but in many cases a cost report would not have been due until after the end of the year.

ETA bdieves that the number and amount of missing cost reports is not material when compared
to the number of grant documents managed by ETA since 1997 (over 19,000), and stated that it
believes significant progress has been made over the yearsin reducing the number of grantees
who are ddinquent. We agree that progress has been made in this area, and note that the grants
with zero reported costs and advances totaling $267 million reflect a decrease from the prior year
($534 million).

However, this data reflects only those instances where cost reports have never been submitted
since inception of the grant. The September 30 Detailed Grant Report includes numerous grants
where costs were recorded, but the grants still reflect large advance balances and reports are
delinquent. For example, we identified the following:

Reported Advance

Document No. Costs Balance Last Reported
AA10304DX0 225 million 19.2million  September 2001
5320599000 13.8 million 1.1 million December 2000
Y 77419BX0 11.1 million 7.5 million  June 2001

1211990000 64 million  42million  September 1999
AD10801ECO 1.2 million 34 million June 2001

AB10360GS0 43 million 23 million December 2001
AB10384GKO0 13 million 11million September 2001

While it is apparent that additional efforts are necessary to fully resolve thisissue, ETA has
improved its efforts to obtain missing cost reports and expressed its commitment to improve
grantee monitoring. Recent efforts include the establishment of aworkgroup to develop an
oversight and monitoring plan and to address various grants management issues. Based on these
facts, this recommendation is changed from unresolvedto resolved and open. Resolution is
dependent on our review of the policies and procedures developed by the workgroup pertaining to
this issue, and on the audit results over delinquent reporting in the FY 2003 audit. In prior years,
ETA management indicated that efforts would be made to identify those grantees that do not
submit cost reports as “high risk” and that “ high risk grantees would be placed on a cost
reimbursement basis rather than continue to draw down funds in advance.” We concur that the
implementation of this policy would result in reduced delinquent grantee reporting.
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Management’s Response: An ETA workgroup developed a Grant Oversight/Monitoring Plan
which is being reviewed; it will be issued onceit is approved. Currently, ETA performs a cost
anaysis on amonthly basis. The analysisidentifies al the non-S& E grants that have costs less
than the payments at the footprint level. Thisinformation is currently provided to the nationa

and regional offices. The November cost analysiswill be forwarded to the GOTRYCOTRSs.
GOTRYCOTRs will be able to identify delinquent grantees/grants where costs are missing.
GOTRS/COTRs will be asked to review this information and immediately provide feedback to the
grantee regarding delinquent reporting.

OI G Conclusion:

We concur with ETA’s plans to forward information on delinquent grantees to GOTRYCOTRs
and encourage ETA to monitor this process to ensure that delinquent cost reports are obtained and
recorded timely. This recommendation remains r esolved and open pending our review of
specific procedures developed by the workgroup and on favorable results of the FY 2003 audit.

ETA Grant Closeout Process

In our FY 1996 audit report (OIG Report No. 12-97-005-13-001), we reported certain internal
control weaknesses for ETA’s grant closeout process. We made the following recommendation:

We recommended that the Chief Financial Officer and the Assistant Secretary for
Employment and Training ensure that procedures are established to ensure that the
regulatory time requirement for submitting all financial, performance, and other required
documents within 90 days after the end of the grant is met by the grantee or contractor and
that grants are closed out in a timely manner, i.e., 1 year or less.

In FY 2000, the responsibility for closing ETA grants was moved to the Office of Grants and
Contracts Management. Since that time, the Closeout Unit has made efforts to ensure that the
closeout tracking system was accurate and complete, reduce the backlog of grants and contracts
in closeout, and shorten the length of time grants are in the closeout process. The status reports
prepared by the Closeout Unit reflect the following number of casesin the ending inventory:

Grantsin closeout at September 30, 1999 2,353
Grantsin closeout at September 30, 2000 1,810
Grants in closeout at September 30, 2001 1,030
Grants in closeout at September 30, 2002 879

While the number of grants in closeout reflects a steady decrease since FY 2000, our audit
disclosed that the ending balance at September 30, 2002 is understated. The balance does not
include certain regional office grants that expired but were not identified for closeout or included
in the tracking system. These grants were excluded from the procedures used by the Closeout
Office to identify expired grants. When grants are not forwarded for closure on atimely basis,
the length of time from expiration of the grant to actual grant closeout is extended and the
closeout is untimely.

We also noted that grants forwarded to the Office of Financial and Administrative Services
(OFAY) for find certification are often retained for along period of time, which slows down the
closure process. Asof September 30, 2002, 295 grants had been submitted to OFAS, but were
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not yet certified. Included on thislist were very old JTPA grants (FY's 94, 95 and 96) for which
the appropriations have been cancelled. The following isasummary of grants pending OFAS
certification as of September 30, 2002:

Y ear

Submitted No. of Grants
1999 1

2000 46

2001 175

2002 73

Total 295

Many of these grarts have been pending certification for a considerable amount of time. Our
inquiries into this matter disclosed that priority was not placed on certifying these grants, and they
were not moving through the certification process.

According to ETA, agrant closeout module is currently being designed that will streamline the
closeout process and improve tracking of expired grants. Until this module is operational, the
Office of Closeout has issued interim procedures to ensure that all expired grants are forwarded
for closure, and that the existing closeout processistimely. This recommendation remains
resolved and open pending the implementation of improved procedures for processing grant
closeout on atimely basis, and on a notable reduction in the length of time for progressing grants
and contracts through the closeout process, including the length of time required for final
certification.

Management’s Response: ETA’s closeout module is under development; it will be
implemented in 2003. The closeout module will alow ETA’s closeout inventory to accurately
reflect al expired grants and contracts, which will contribute to timely closure. A major result
will be increased accountability and a more effective and efficient means of closing out grant and
contracts consistent with DOL and federal regulations.

ETA currently uses the following process for closeout: At the beginning of each fiscal year, the
Closeout Unit reviews and compares cases reflected in DOLAR$ against the cases reflected in
ETA’scloseout inventory. This procedure prevents the closeout inventory from being
significantly understated. Any case identified in DOLARS that is not reflected in the closeout
inventory will be reviewed to determine if the case should be added for closure.

OI G Conclusion:

We concur with the actions described in ETA’sresponse.  This recommendation remains
resolved and open pending our review of the revised procedures in the FY 2003 audit, and on a
notable reduction in the length of time for processing grants and contracts through the closeout
process.

Accounting for JTPA Transfers

In our FY 1999 audit (OIG Report No. 12-00-003-13-001), we determined that ETA did not
account for funds transferred within the JTPA program, even though funds were moved between
grants and appropriation accounts. While the JTPA program has since been closed, a smilar
Situation currently exists with the WIA program. Under WIA, grantees are alowed to transfer
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funds between the adult and dislocated worker programs. These transfers are captured in EIMS
but are not recorded in DOLARS. Rather, the funds are recorded in the general ledger and
reported to Treasury as if they were expended for the original program component.

We recommended that the Chief Financial Officer and the Assistant Secretary of Employment
and Training ensure that controls are implemented over JTPA transfers or similar provisions
of successor programs (such as the Workforce Investment Act), including:

proceduresto account for JTPA (WIA) transfers, which ensure that transfers between
appropriation accounts are accounted for in accordance with OMB guidance and that all
program costs are accurately recorded for each program.

During FY 2001, a meeting was held with members of OIG and ETA staff, aswell asthe OIG
and ETA solicitors. It was agreed at this meeting that ETA’s solicitor would provide alega
opinion regarding the transfers (one had aready been issued by the OIG attorney) and that the
matter may be forwarded to OMB to determine the appropriate resolution. No further action was
taken by ETA during FY 2002; however, according to management, the ETA solicitor recently
decided not to issue an opinion on this matter, rather, the matter was referred to OMB for
resolution. This recommendation remains unr esolved pending our receipt and analysis of
OMB'’s opinion regarding this issue.

Management’s Response: ETA iswaiting for OMB’s opinion on thisissue and will determine
the next steps once this opinion is received.

Grants Accounting Procedures

Inour FY 1997 audit report (OIG Report No. 12-98-002-13-001), we reported that the lack of
written grants accounting procedures for ETA hampered the accuracy and consistency of the
grants accounting function.

We recommended that the Acting Chief Financial Officer and the Assistant Secretary for
Employment and Training ensure that the Office of Regional Management (ORM) and the
Office of the Comptroller (OC) coordinate the development of standard written grants
accounting procedures for use by the regional offices

Based on our site visits to the regional offices, we concluded that written procedures are
necessary to provide consistency at the regions in areas such as. processing Job Corpsinvoices,
reviewing data recorded in DOLARS for accuracy and completeness, certifying information
recorded by granteesin EIMS, and monitoring grantees to ensure that cost reports are submitted
or recorded in EIMS on atimely basis.

In FY 2001, due to the fact that many responsibilities for ETA’s grants were shifted from the
regions to the National Office, we extended this recommendation to include procedures
performed at the National Office. In particular, we concluded that procedures were necessary to
document the process by which EIMS grant costs are downloaded and recorded in DOLARS, and
the manual process used by ETA to allocate certain WIA costs between program components.

ETA indicated that it is willing to develop written grant accounting procedures and that this
process will be coordinated with a workgroup recently established by ETA to address various
grants management issues. This recommendation is changed from unr esolvedto resolved and
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open, pending the issuance of written procedures which address the accounting functions
performed at both the regional and national offices.

Management’s Response: An ETA workgroup developed an extensive Accounting Procedures
Manual for the regions. This manual was completed and issued to the Regional managers on

February 21, 2003. ETA’s National Office staff is drafting a second manual for usein the
national office. This manual is expected to be issued by September 30, 2003.

OI G Conclusion:

We concur with the actions described in ETA’ sresponse. This recommendation remains
resolved and open pending our review of the grant accounting manuals issued by ETA.

3. Unemployment Trust Fund

Status of Prior Year Findings and Recommendations

Unemployment I nsurance Benefit Over payments

In our FY 2001 audit (OIG Report No. 22-01-006-13-001), we reported certain deficiencies in the
internal controls over Unemployment Insurance benefit payments. We identified that Ul
overpayment data collected by the Benefit Accuracy Measurement (BAM) unit reflect little
improvement in the Ul overpayment rates over the past severa years, in fact, the overpayment
rate remained relatively flat since 1989 at about 8.5 percent. Furthermore, while the BAM
national average for overpaymentsis around 8.5 percent, some states reflect significantly higher
overpayment rates. We aso noted that the BAM data reflect significantly higher overpayments
than those established and reported by the states' Benefit Payment Control (BPC) system, $2.3
billion versus $669 million, respectively. We discussed this difference with management, and
were told that a significant portion of the $2.3 billion in overpayments represents instances which
are either non-recoverable or are not detectable given current operating procedures. We made
four recommendations, of which three were closed. The open recommendation follows:

We recommended that the Chief Financial Officer and the Assistant Secretary for Employment
and Training ensure that OWS management:

Develop awritten plan to utilize the data produced by the BAM unit as the impetus for
improving internal controls over the benefit payment process. Specifically, the plan should
address:

- procedures to analyze overpayment rates for purposes of identifying statistically valid
improvement, or lack thereof, in overpayment rates at the national and state levels;

- methodsto assist the states in developing system improvements, such as best practice
studies; and

- improved monitoring of the statesto ensure that corrective actions are implemented
when necessary.

In response to the prior year finding, management provided the OIG with a detailed corrective
action plan and timeline, as well as descriptions of certain actions aready put into place during
FY 2002. The corrective action plan described planned changes to the methods in which BAM
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and BPC Ul overpayments will be measured and compared, as well as proposed GPRA measures
and goas. While we generaly concur with the corrective actions described by management,
certain actions listed on the final timeline were not fully described in the written plan, and certain
decisions regarding the measurement of |east-detectable and nonrecoverable overpayments have
yet to be finalized. This recommendation is resolved and open. Closure is dependent upon the
OIG' sreview of the final corrective action plan, and on our review of how the least-detectable
and nonrecoverable overpayments will be measured.

Management’s Response: On November 8, 2002, ETA’s Office of Workforoe Security
provided the OIG with the requested plan for reducing unemployment insurance overpayments.
The plan clarifies appropriate tasks for reducing overpayments; indicates completed tasks; and
establishes firm, practical time frames for completing tasks.

OI G Conclusion:

Asindicated in the draft report, we generally concurred with the actions described by

management in their corrective action plan. However, certain actions listed on the fina timeline
were not fully described in the written plan, and management did not address how least-
detectable and nonrecoverable overpayments would be measured and monitored. This
recommendation remains resolved and open. Closure is dependent upon the OIG's review of the
fina corrective action plan, and on our review of how the least-detectable and nonrecoverable
overpayments will be measured and monitored.

Unemployment benefit paymentsreported by States on form 2112 and recorded in
DOLARS$ were under stated.

In our FY 2000 audit report (OIG Report No. 22-01-006-13-001), we reported certain
deficiencies in the reconciliation process for unemployment benefits reported by the states and
those reflected on Treasury statements. We found that ETA’ s reconciliation process does not
cover state unemployment benefits, and the OCFO’ s reconciliations identified significant
misstatements in advances to states and state unemployment benefit expenses. Furthermore,
states reported drawdowns net of the Federal income taxes paid on their behalf by Treasury and
reported benefit payments net of Federa income taxes withheld from claimant payments on the
state benefit account shown on ETA form 2112. The net benefit payments were recorded in the
Unemployment Insurance Data Base (UIDB) and used to reduce gross state drawdowns recorded
in DOLARS$. We made four recommendations of which two have been closed. The
recommendations still open follow:

We recommended that the Chief Financial Officer and the Assistant Secretary for Employment
and Training ensure that:

Reconciliationsusing FMRS and Treasury data are performed timely and include
comparisons of drawdowns for State benefitsin addition to drawdowns for Federal
benefits.

ETA monitors the reconciliation process on a quarterly basis and provides the OCFO
status reports on the results of the reconciliations.

According to ETA, the following factors precluded reconciliations of FMRS and Treasury data
during FY 2002: (1) implementation of a new program which added benefit payments not
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previously captured on ETA form 2112, (2) benefit payments from Reed Act funds which do not
have a separate transaction code from administrative payments, thereby requiring manual
adjustments for states, (3) state noncompliance with the requirements to adjust prior period

2112’ sto properly report withholding amounts, thereby requiring additional manual adjustments,
and (4) state noncompliance to adjust unemployment insurance balances subsequent to prior
years reconciliations.

Asaresult, ETA has requested OMB approval to revise the ETA form 2112 to capture al current
benefit information, and has stated its intention to review the FMRS to identify any programming
changes necessary to prepare reconciliation reports and reduce or eliminate manua adjustments.
When those and other future actions determined necessary to prepare reconciliation reports for
the states are completed, ETA plans to conduct a quarterly reconciliation coinciding with the
OCFO quarterly financial statements. ETA plansto begin this process no later than September
30, 2003.

We concur with the plans set forth by ETA, and consider these recommendations r esolved and
open. Closureis dependent upon initiation of the reconciliation and monitoring process and
substantial correction of the ETA 2112s.

Management’s Response: ETA is pleased that the OIG concurs with our plan. The planis
progressing according to schedule.

4.  Job CorpsData Center Operations

Status of Prior Year Finding and Recommendations

In our FY 2001 CFO Findings and Recommendations (OIG Report No. 22-02-004-13-001), we
reported that Job Corps does not have an adequate accounting system in place to process
approximately $80 million (annually) of student allowance and bonus payments. Specifically, we
noted that a general ledger was not maintained to record the financial activities of the Student Pay
Allotment and Management Information System (SPAMIS). This system is maintained at the
Job Corps Data Center in San Marcos, Texas.

We recommended that the Chief Financial Officer and the Assistant Secretary for Employment
and Training ensure that the Office of Job Corps:

Require the current contractor for the Job Corps Data Center to provide a complete and
accurate accounting of the resources transferred from DOL and resume operation of a
general ledger system complete with a reconciliation process and other relative procedures.

Require Job Corps staff assigned to the data center to monitor and report on the progress
of the data center in bringing the accounting records up to date, as well as ensuring that
the processes put into place are performed on a routine basis as part of regular operations.

Management concurred with our finding and proposed steps that would reestablish the genera
ledger and use it on aregular basis to assist in regularly reconciling banks statements against cash
drawdowns and student payroll. During our FY 2002 audit, we found that Job Corps had
purchased a new accounting software package. The implementation of this new system had been
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originaly scheduled for completion by April 30, 2002. However, at the time of our audit in mid-
August, the new system was nearing completion, but not fully operational.

As we could not test the information contained in the new accounting system, these
recommendations remain resolved and open Closure is dependent on our review of the fully
implemented system during our FY 2003 audit.

Management’sResponse: The origina implementation date was not met due to problems
encountered in installation of the new accounting system for the general ledger. All of the
problems have been resolved, and the system was implemented in September 2002.  An updated
status report was provided to the OIG in October. The system will be reviewed by the OIG
during their FY 2003 audit.
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Management Advisory Comments
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Management Advisory Comments
1. Procur ement

Status of Prior Year Findings and Recommendations

Purchase Card Activity

The Department of Labor’s purchase card program is centraly coordinated by OASAM but
operated on a decentralized basis at the agency level throughout the various procurement, finance,
and program offices. Asaresult, the internal controls over purchase card activity vary from
agency to agency, and within each agency, the controls are only effective to the degree the
individual cardholders, approving officials, Agency/Organization Program Coordinators
(A/OPCs), and procurement and finance offices fulfill their respective duties.

Controls over purchase card activity continue to be a significant governmentwide issue. GAO
and agency Inspectors General have issued reports detailing purchase card fraud, waste, and
abuse at various Federal agencies. Thisissue has been the subject of numerous congressional
hearings. In addition, OMB has issued memorandain FY 2002 instructing agencies to review the
adequacy of the internal controls, prepare remedia action plans, and take immediate
adminigtrative action against any employees found to have abused purchase cards.

Our audit results for FY 1999 through FY 2001 have identified the following weaknesses:

purchases in excess of the $2,500 micro-purchase limit; and
missing credit card statements and supporting documentation.

We made the following recommendations at the Department level:

In the FY 1999 management advisory report (OIG Report No. 12-00-006-13-001), we
recommended that the Chief Financial Officer and the Assistant Secretary for Administration and
Management:

Revise the credit card policiesto clarify what documentation agencies must maintain to
support credit card purchases.

Establish proceduresfor all agenciesto follow and identify the consequences of instances
of missing cardholder statementsor lack of adequate documentation.

Ensure that cardholders, approving officials, and other financial management and
procurement staff are trained in the Department’s credit card use procedures and in their
respective responsibilities.

Our FY 2002 audit revealed that although there has been some progress, weaknesses remain. At
the Departmental level, we noted the following:

Management informed us that its revised credit card policy manual is expected to beissued in
March 2003. In the meantime, OASAM stated, it will prepare a memo to the agencies that will
emphasize what supporting documentation is required. This memo had not been completed at the
time of our fieldwork.

Ol G Report No. 22-03-003-13-001 34



CFO FINDINGS AND RECOMMENDATIONS

During FY 2002, OASAM did not issue any interim guidance on the consequences (such as the
suspension or revocation of cards) of missing or untimely statements. However, OASAM did
indicate that it will incorporate this guidance in its new policy manual expected to be completed
in March 2003.

OASAM performed a procurement review of BLSin FY 2002, including BLS' credit card
training. In response to the recommendation that OASAM ensures that responsible personnel are
trained on credit card procedures, OASAM da so referred agencies to outside training, such as that
conducted by GSA. OASAM has not completed the procurement management reviews and the
assessments at all of the agencies related to credit card training.

As aresult, these three recommendations are resolved and open, pending receipt and review of
the revised purchase card policy manual, the completion of the procurement reviews, and
completion of the training assessments.

M anagement’ sResponse:

For accuracy and completeness, the draft report should reflect that OASAM has taken or
scheduled for implementation the following responsive actions:

In August 2002, DOL Spotlight Number 764 was issued to employees, outlining responsibility
for safeguarding and proper use of DOL purchase cards. It specifically highlighted responsibility
to: (1) safeguard the storage and availability of purchase cards, (2) ensure that only authorized
officia purchases are made, (3) train cardholders, and (4) the non-transferability of purchase
cards to other individuals.

The DOL Purchase Card Handbook is currently being updated to reflect policy changes, ncluding
restricted or prohibited purchases, ethics and record retention requirements, reconciliation of
statements, and purchase card logs. In addition, criteriawill be included that will be used to
determine if, when, and how credit card accounts are to be suspended or terminated indefinitely
(e.g., abuse or change in employment of the cardholder). The revised Handbook will be issued by
the end of the 2nd quarter in FY 2003.

A standardized checklist for Agency/Organization Purchase Card Coordinators to use when
reviewing purchase card accounts and a desk reference for cardholdersis being developed. This
checklist will alow A/OPCsto periodically review their Agency purchase card programs for
compliance with established departmenta thresholds, limitations and training requirements. This
guidance is scheduled for implementation by the end of the first quarter of FY 2003.

In January 2003, OASAM will host a Purchase Card Conference in Washington, D.C. The
conference will be directed to A/OPCs, approving officials and others from the procurement
community. It isaimed at establishing a more uniform approach to managing the purchase card
program. The conference will be used to promote increased oversight and control of the purchase
card program and ensure the appropriate use of the card. As part of the conference, we will
include training on verification/reconciliation of cardholder purchases, required documentation
(including procedures in cases of missing cardholder statements or lack of adequate
documentation) and information on purchasing limits. In addition, Citibank will conduct training
on how to query specia and ad-hoc reports.
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OASAM isworking with agency financia management servicing offices to implement a training
program for al current and new cardholders, approving officias, and A/OPCs. Employees with
purchase cards have sixty days from the date of their appointment to complete the training, or for
employees aready on board, 60 days from December 13, 2002 as outlined in the memorandum
entitled "Mandatory Purchase Card Training." The General Services Administration (GSA)
currently offers free web-based purchase card training for cardholders and approving officials.
These courses will be the primary tool to conduct the training, and will be supplemented by other
sources as the need arises. OASAM is continuing to conduct procurement management reviews
to confirm compliance with departmental guidance and procedures. The most recent review
involved the Mine Safety and Health Administration and was conducted during September 9-12,
2002.

We continue to consider all three of these recommendations r esolved and open and expect that
full implementation of the foregoing actions will close the above findings. As each milestoneis

accomplished, we will provide you with the necessary documentation so that your report can be
updated.

OI G Conclusion:

Based on management’ s response, these recommendations remain resolved and open, pending
our review of the implementation of corrective action during the FY 2003 audit.

2. Black Lung Disability Trust Fund

Status of Prior Year Findings and Recommendations

I naccur ate Responsible Mine Operator (RMO) Accounts Receivable Balances

The FY 1999 Management Advisory Comments (OIG Report No. 12-00-006- 16-001) included
recommendations concerning RMO Accounts Receivable Balances sent to the Salicitor’ s Office.
These accounts often remain at the Solicitor’s Office for extended periods of time but are not
updated as appropriate while there.

The following recommendation remains open:

DCMWC should update each account receivable no less frequently than once a year for
disability benefits and medical bills paid since the account was last updated; and

During the previous fiscal year, DCMWC stated that the Enforcement Section staff would update
the accounts receivable records for cases in the Solicitor’s Office to reflect the total amount of
benefits paid. During our audit testing for FY 2002, we noted that only 3 of 15 accounts had
correct balances. The remaining 12 accounts were not updated with benefits and or medical bills
for monies paid in the past 12 months. Therefore, this recommendation remains resolved and
open. Closure is dependent on the results of the FY 2003 audit.

M anagement’ s Response:

An accounting code for enforcement cases and related system reports, critical eementsin
complying with the OIG recommendation that these cases be updated at least once ayear, were
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completed in the first quarter of FY 2003 concurrent with the audit work in progress for FY 2002.
The code and reports are tools that simplify an annual update of the accounts receivable and
facilitate general monitoring of the accounts. These system-generated reportsidentify total
benefits paid in enforcement cases since the last update of the account receivable. Those amounts
can be added periodicaly to the account receivable.

Following discussions with OIG auditors of the audit findings in FY 2001, DCMWC staff updated
the accounts receivable records on enforcement cases. This activity took place at the very end of
FY 2001 (9/28/01) and the beginning of FY2002. Of the 15 cases sampled during the FY 2002
audit, 11 were updated during this period. Of the remaining four cases, three were found to have
no exceptions and one was updated in July.

Discussions with auditors during the FY 2002 audit work revealed their preference for the
accounts to be updated at the end of afisca year rather than at the beginning to reflect the most
accurate total receivables at the year'send. Therefore using the reports that are now available
through use of the accounting code for enforcement cases, the accounts will be updated in the
fourth quarter of the fiscal year.

OIG Conclusion:

This recommendation remains resolved and open. The accuracy of the RMO Accounts
Receivable balances will be reviewed during the FY 2003 audit. Closure is dependent on the
results of the FY 2003 audit.

Suspense Account in Black Lung Accounting System (BLAS)

The FY 1998 DOL Management Advisory Comments (OIG Report No. 12-99-009-13-001)
reported that the Black Lung Accounting System (BLAS) had a suspense account with a balance
of approximately $7.5 million as of September 30, 1998. Many amounts in the suspense account
relates to complex bankruptcy issues or repayment of funds embezzled by former employees.
The account aso contains unresolved cash receipts dating back to 1985. Because of this
situation, individual account receivables in BLAS do not aways reflect the correct balance. We
made the following recommendations:

The Chief Financial Officer and the Assistant Secretary for Employment Standard ensure
that the suspense account is substantially cleared and procedures developed to ensure it
remains only a temporary clearinghouse for unidentified receipts. Procedures should
include the following:

- Research and resolve the amounts in the suspense account that have been outstanding
for more that one year, beginning with the amountsin the account for the longest
period of time, i.e., starting with the 1985 amounts.

- Implement a policy and procedure, that requires that items temporarily placed in the
suspense account be resolved within a prescribed time frame, which should not be
longer than one year.

From our FY 2002 audit work, we found that, although the balance in the suspense account has
been reduced substantialy (from $7.5 million in FY 1998 to $1.5 million in 2002), the amount
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still needs to be resolved and applied to proper accounts receivable. While severa of the amounts
in the account still date back to 1985, we found that the Division of Coal Mine Workers
Compensation (DCMWC) did review the suspense account, compare it to the receivables
account, and resolve the amounts on a monthly basis. A reduction in the suspense account of

11 percent ($1.7 million in FY 2001 to $1.5 million in FY 2002) has occurred as a result of
management’ s monthly review. Additionally, an accounting solution has not been developed for
non-claimant related monies that belong to the Black Lung Disability Trust Fund (BLDTF)
(repayment of embezzled monies).

In FY 2002, DCMWC aso stated that an informal policy was in place to resolve old and current
amounts contained in the suspense account. However, DCMW(C has not developed policies and
procedures to research and resolve the amounts in the account for more than one year nor has it
implemented written policies and procedures that require items temporarily placed in the
suspense account to be resolved within one year.

The first recommendation remains resolved and openpending a corrective action plan that
includes the resolution of old accounts (1985 forward). The second recommendation remains
resolved and open pending the implementation of the written management policy to resolve
current accounts within a prescribed timeframe not to exceed one year.

M anagement’ s Response:

Response to First Recommendation: As noted in the audit report, in FY 2002 DCMWC reduced
substantialy (from $7.5 million to $1.5 million) the suspense account balance. We continue to
address this recommendation and, subsequent to the end of Fiscal Year 2002, have taken
additiona steps and eliminated a substantia portion of the remaining suspense files:

A computer program was devel oped which identified suspended transactions that were
older than two years.

Following extensive research on these cases the program determined that there was no
possibility of resolution based on existing information and deleted them from the
suspense account.

The files so deleted were written to a CD-ROM in case posting information for these
transactions ever becomes available.

As aresult of the stated policy on management of the suspense file (Director’s
memorandum of June 16, 2002) and the steps initiated to resolve suspended transactions,
the suspense file currently has been reduced further to $550,542 for which thereis a
reasonable expectation of resolution.

Response to Second recommendation: As recommended, new procedures have been established
for reviewing items in the suspense account.

A report of suspended items with specific (but incomplete) identifying data elementsis
distributed once a month to each District Office (DO).

District Office personnel research these reports and determine the proper data e ements
needed to affect posting of the items and request the National Office (NO) accounting
section to correct the file and post to the account receivable.
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We believe, however, that policy requiring suspense file account resolution within two yearsis
more realistic than the single year recommended by the auditors. Requisite identifying
information, given appeals and other unavoidable delays, is often received over ayear after the
account is set up making it impossible to meet a one-year resolution time frame.

OIG Conclusion:
These recommendations are now resolved and open. The adequacy of the efforts undertaken to
write-off old and outstanding balances and the procedures established by DCMWC to resolve

suspense items established subsequent to the audit will be reviewed during the FY 2003 audit.
Closure is dependent upon the results of the FY 2003 audit.

3. Accounting For Grants

Status of Prior Year Finding and Recommendation

Tracking Grant Closeout

In our FY 2001 audit report (OIG Report No. 22-01-006-13-001), we reported that DOL=s
granting agencies need a means by which they can track, in DOLARS, whether or not a grant has
been closed. Currently, it is difficult for granting agencies to identify grants and contracts that
have not yet been submitted for closure. In addition, there are no controls to prevent transactions
from being posted in DOLARS after the grant has been closed and received final certification,
and grants can be archived from DOLARS without consideration of whether or not the grant has
been closed. There are thousands of grant and contract documents recorded in DOLARS, and the
granting agencies need an efficient means of identifying open versus closed grants.

We recommended that the Chief Financial Officer work with the granting agenciesto
develop a method, using DOLARS, that will provide the agencies with the necessary
information for closed versus open grants, would restrict access to closed grants, and
would ensure that grants are not archived from DOLARS prior to grant closure.

In FY 2002, no actions were taken by management regarding this recommendation; therefore, this
recommendation remains unresolved. Resolution is dependent upon development of an
appropriate corrective action plan.

M anagement’ sResponse;

Management has reviewed the recommendations and has determined that the modifications
requested would not be cost effective given the fact that the system is scheduled for replacement
starting in FY 2004. We will incorporate these recommendations into the functional requirements
analysis for the new system.

OIG Conclusion:

This recommendation remains unr esolved pending our review of management’s
functiona requirements analysis for the new system.
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4. Performance M easur es

Status of Prior Year Findings and Recommendations

The following prior year audit recommendations were issued in the cited audit reports directly to
the appropriate Assistant Secretary. We request that the CFO work with the respective Assistant
Secretaries to address these recommendations.

Unemployment Trust Fund

Two recommendations are resolved and open from OIG Report No. 03-93-034-03-315, and one
recommendation is resolved and open from OIG Report No. 03-95-011-03-315. The open
recommendations and current status are as follows:

The total amount of claimant over payments outstanding at the beginning of the fiscal year
plus the amount of overpayments established and recovered during the fiscal year should
be included as a baseline measurement.

With the implementation of the Benefit Accuracy Measurement (BAM) program, management
initiated action to collect overpayment and underpayment information, and subsequently review
thisdatain their quality control process (BAM). The current GPRA measure utilizes a broad-
based approach and states “ Unemployed workers receive fair unemployment insurance benefit
digibility determinations and timely benefit payments.” However, Unemployment Insurance
Program Letter (UIPL) No. 33-02 dated July 31, 2002, proposes operational definitions for Ul
overpayments and GPRA measures addressing the overpayment problem. The UIPL was vetted
with state partners for their input, and should result in new GPRA measures for FY 2003. Until
full implementation of its new measures, this recommendation remains r esolved and open. OIG
will review all FY 2003 GPRA measures and evaluate thisissue for closure at that time.

M anagement’ sResponse;

ETA ispleased to report that the GPRA goal for FY 2003 was changed to the following to be
more responsive to current concerns —“Make timely and accurate benefit payments to
unemployed workers, facilitate the reemployment of Unemployment Insurance claimants, and set
up Unemployment Insurance tax accounts promptly for new employers.”

To meet thisgoal, ETA established the following measure to specifically reduce overpayments —
“Establish for recovery at least 59percent of al estimated detectable overpayments.”

OI G Conclusion:

This recommendation remains resolved and open. OIG will evaluate OWS GPRA measure,
including baseline data, during the FY 2003 audit.

U1 S should review validation methods for all other data e ements contained on the....
Unemployment | nsurance Required Reports.

In December 2001, OWS received clearance to implement the Ul Data Validation system
nationwide. At this point, about one third of the states have been trained in the system and are
implementing it. The target date for Ul Data Validation program implementation is estimated at
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July 2003. This recommendation remains resolved and open. We plan to schedule audit follow-
up work after the UIDV program is fully implemented to evaluate whether this recommendation
can be closed.

M anagement’ s Response:

OWS isimplementing a system that will validate about 1200 of the 2400 elements states must
now report: The most important data eements will be vaidated; between UIDV and BAM
reviews, we have systems to validate three of the four Ul GPRA indicators (the fourth indicator
cannot be validated because it is not yet implemented). We will await the results of OIG’s
planned follow-up audit designed to close this finding.

Ul S should increase the period being validated from one month for quantity and one
quarter for quality to an entire year.

At this time, OWS management has not increased the validation period to an entire year.
Management has undertaken an initiative to standardize approximately 2,400 data elements.
Currently, they validate one month’s or quarter’s data using both quantity and quality validation.
Thisis to ensure that the validations can be accomplished at reasonable cost. Extending the
validation period should only marginaly increase costs once programming is completed to create
an automated environment (that is not manpower intensive). States can then be encouraged to
validate additional quarters and compare results with completed quarters. Thisissue remains
resolved and open. The UIDV system must be fully implemented and the validation period
increased to close this recommendation. We will perform audit follow-up work in FY 2003 after
the program is fully implemented.

M anagement’ sResponse;

Because most reports are fully automated, a test and correction of report-writing code over a short
period of timeis as good as over alonger period, ETA does not believe thereisvauein
lengthening the validation period.

OI G Conclusion:

The OIG does not concur with management’ s position that there is no value in lengthening the
validation period. Given this circumstance, the OIG considers the status of this recommendation
to be changed from resolved and opento unresolved, and will perform audit followup work to
validate ETA’s belief that there is not sufficient value in lengthening the validation period. A
major consideration will be the estimated cost of increasing the validations compared to the return
on thisinvestment. Once an audit is completed, we can work with ETA officidsto resolve this
issue.

Occupational Safety and Health Administration (OSHA)
In OIG Report N0.05-95-003-10-001, we made the following recommendation:

We recommended that OSHA continue development of meaningful and relevant measures
of OSHA'’s performance that can be linked to program costs.
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During FY 2000, OSHA participated in a pilot project conducted jointly by the OCFO and a
contractor to apply cost accounting principles to the activities of the Voluntary Protection
Program. This pilot was an initial step toward recognizing and understanding the problems and
opportunities involved in implementing a cost accounting system. OSHA has not devel oped the
capacity to consolidate data from a variety of financial and other system sources to link financia
data to performance measures. OSHA islimited by the current agency and departmental
financia and personnel systems and their incompatibility. This recommendation remains
resolved and open. Once OSHA can match program costs to GPRA measures, this
recommendation can be closed.

M anagement’ s Response:

OSHA has implemented a performance measurement system in accordance with the agency’s
Strategic Plan. OSHA remains committed to devel oping a cost accounting approach as part of its
performance monitoring, and will continue to work with Office of the Assistant Secretary for
Administration and Management and the Office of the Chief Financial Officer to implement this
recommendation.

OIG Conclusion:

This recommendation remains resolved and open until OSHA performance measures can be
linked to program costs.

Employment Standards Administration (ESA)

In OIG Report No.22-02-006-04-431, we made the following recommendation:

We recommended ESA require DFEC to establish atime line for developing and placing in
operation a system that links performance measures, associated costs, and the budget.

DFEC currently does not match program costs to performance measures and comply with the
intent of Statement of Federal Financia Accounting Standards No. 4 (Managerial Cost
Accounting Concepts and Standards for the Federa Government). Specificaly this standard
requires agencies to accumulate and report the full costs of accomplishing its performance
measures. This recommendation remains unresolved until DFEC provides a corrective action
plan to the OIG.

Management’s Response (ESA):

OWCP has prepared a draft timeline that moves DFEC into a full cost-accounting environment
based on performance by FY 2005. A copy of the draft timeline will be submitted under separate
cover.

Management’s Response (OASAM):

In view of the need for a coordinated, Departmental approach to the integration of performance,
budget and cost accounting, recommendations should not be directed to individual agenciesto
establish independent systems and time lines for linking performance measures, associated costs,
and the budget. In response to the President's Management Agenda, the Department has
developed a plan with time lines to accomplish budget and performance integration, and this plan

Ol G Report No. 22-03-003-13-001 42



CFO FINDINGS AND RECOMMENDATIONS

has been accepted by the Office of Management and Budget, resulting in a progress score of
Green. DFEC and al other agencies will adhere to the Department's plan. Accordingly, the
status of this recommendation should be changed to resolved and closed.

Management’s Response (OCFO):

The OCFO concurs with the OIG’ s recommendation.

OIG Conclusion:

The recommendation that ESA require DFEC to establish atimeline for developing and to place
in operation a system that links performance measures, associated costs, and the budget, remains
unresolved pending OIG’ s review of a corrective action plan that includes an appropriate
timeline assuring afull cost accounting environment for OWCP. During the FY 2003 audit, we

will also revisit this recommendation in response to any departmental managerial cost accounting
planthat may be developed.

5. M iscellaneous Revenues

Status of Prior Year Finding and Recommendation

Working Capital Fund Allocations

Our FY 1999 audit (OIG Report Number 12-00-006-13-001) reported that the method used to
allocate object class No. 2507, Forms and Publications, does not allocate expenses incurred on an
appropriate basis.

We recommended that the Chief Financial Officer ensuresthat a method is developed for
allocating forms and publication costs which provides an equitable allocation of such costs
based on actual usage.

In FY 2002, the Department indicated it plans to select a contractor to review its cost recovery
and pricing methodology for the Working Capital Fund. Two proposals have been submitted to
the DWCFF for consideration. The DWCFF anticipates the project will be completed in FY 2003.
Therefore, this recommendation is resolved and open, pending completion of the WCF cost
recovery and pricing methodology review.

M anagement’ sResponse;

The Office of the Chief Financia Officer, Working Capita Fund Financing, met with Mr. Denard
Southall from the Office of the Assistant Secretary for Administration and Management to
discuss current methodology used to allocate object class 2507, Forms and Publications to the
Department of Labor agencies. The current procedure includes three sources of costs and cost
assignment processes.

1) Type 2-Allocation of known usage: The system alocates costs to a series of users benefiting
from the services (agreement holders) based on reported usage of the identified service.
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2) Warehouse-Forms & Publications Issuances Per Line Item: Tasks performed to support this
charge occurs when the customer submits a requisition for forms/publications to OASAM.
The warehouse staff have to enter each separate line item listed on the requisition form into a
computer, identify the location and availability of the item(s) requested, generate a pick list,
locate and remove the item from the shelves, and prepare the item(s) for shipment. The
requisition can include one to multiple items and the level of effort is dependent on the
number of items on the requisition form.

3) Warehouse-Forms & Publications I ssuances Per Requisition Filled: The tasks performed to
support this charge are based on a pre-determined charge per requisition for paper stock from
the requesting agency. The level of effort to fill one requisition does not vary substantialy
and one standard rate approximates the services rendered to fill a standard requisition. The
cost to measure, record and separately bill for this service would be cost prohibitive and
would not provide a benefit to either OASAM or the requesting DOL agency.

The Office of the Chief Financial believes the alocation methodology is correct and complies
with the current Working Capital Fund Policy and Procedures.

The Office of the Chief Financia Officer is responsible for ensuring that agencies are equitably
charged for the WCF services they receive. Therefore, the pricing strategies used to determine
these charges undergo a biennial review. The OCFO will review itswork plans for FY 2003 and
schedule atime and obtain the resources to review and/or update pricing strategies for FY 2003.

OI G Conclusion:

This recommendation remains resolved and open. Closure is dependent on OIG review of the
results of the biennial review of WCF cost recovery and pricing strategiesin FY 2003.

6. Unemployment Trust Fund

Status of Prior Year Finding and Recommendation

Unemployment Compensation Advisory Council

During our FY 1997 audit (Report No. 12-98-002-13-001), we noted that the Unemployment
Compensation Advisory Council (UCAC) required by the Socia Security Act has not been
reestablished. Section 908 of the Socia Security Act makes no provision for delaying the
establishment of anew Advisory Council, and the issues for which the Council is responsible are
significant to the Ul program. We made the following recommendation:

We recommended that the Assistant Secretary for Employment and Training ensure that
the Unemployment Compensation Advisory Council is reestablished asrequired by Section
908 of the Social Security Act.

Asof FY 2002, anew UCAC has not been established, nor has atime frame been provided asto
when another council would be discussed or established. This recommendation remains
unresolved pending establishment of a UCAC.
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M anagement’ sResponse:

The Assistant Secretary for Employment and Training will discuss the establishment of this
council with the Secretary of Labor.

OI G Conclusion:

This recommendation remains unr esol ved pending establishment of a UCAC.
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