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PREFACE

This report covers the activities of the

Department of Labor's Office of Inspector
General for the period April 1 through

September 30, 1982, and is submitted pursuant

to the requirements of the Inspector General
Act of 1978.

The emphasis that OMB, the Secretary, senior

managers within OIG, and the Congress have

placed on fraud and waste issues has, we

believe, created an increased awareness

throughout the Department of the need to be
alert to such issues and an increased tendency

for program managers to work cooperatively
with the Office of Inspector General to

resolve not only past problems but also, more
importantly, to prevent future problems.

Indicative of these trends is the seriousness

with which the Department is implementing 0MB
Circular A-123, which calls for a system of

vulnerability assessments and internal control

reviews of program and administrative func-

tions. While it is premature to assess the

results of this program, we are encouraged by

the high level of senior management involve-

ment and by the strong central planning and

coordination provided by the Office of the

Assistant Secretary for Administration and

Management.

In addition, we have become more involved in

conducting joint projects with other Depart-

ment agencies. One such project, on enforce-

ment of the Employee Retirement Income Security

Act of 1974, is described in this report;

another, a review of vehicle management, has
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recently been completed and will be covered in

a subsequent semiannual report.

Another example of cooperation is our increased

audit coverage of the Job Corps program. This

particular program has historically received

relatively little audit or investigative

coverage by the Office of Inspector General.

Recently, however, there has been growing

evidence that coverage, particularly by our

auditors, should be intensified° Recognizing

this, Assistant Secretary Angrisani and his

staff have worked closely with our office in

making funds and personnel available for a

major catch-up effort to achieve audit cover-

age of approximately 90 percent of the Job

Corps program.

We are also being asked more frequently by

program managers for advice and assistance.

For example, we have reviewed numerous proposed

employment and training contracts and provided

our assessment of potential problems° During

this period, we also assisted the Employment

and Training Administration in reviewing a

state's methodology in computing unemployment

figures to determine if improper practices

were used by the state to qualify for extended

u_employment insurance benefits. We deter-

mined that the methodology indeed was improper

and the Secretary requested the state to

recompute its figures using an acceptable

methodology.

Nevertheless, serious fraud and waste problems

persist. Despite improvements in the

Employment and Training Administration's

financial management and procurement controls,

we continue to question a significant amount

of dollars due to ineligible CETA participants

and unresolved subgrantee audit exceptions.
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These are not new problems; they have been

frequently cltedln previous semiannual

reports.

We plan to continue an active audit and

investigative effort in the Job training
area. In terms of the Employment and Training

Administration, our challenge during the

upcoming months will be to work intensively to

assist the Department in making certain that,

in implementing the new job training legis-

lation, we correct the problems that we found

in the previous program. We believe that this

collaboratlve effort will help ensure that

adequate management and program controls are
established at the outset and that past

problems are avoided.

We are also going to continue our recent

increased audit and investigative coverage of

the Unemployment Insurance program. In 1982,
this program was funded by approximately 21

billion dollars. In the past, OIG has pro-

vided relatively little coverage of this

program. During this reporting period, we

have expended considerable resources on a

nationwide audit of the benefit payment con-

trol systems for the Unemployment Insurance

program. While audit work is still underway,

results to date suggest strongly that there is

much room for improvement and that significant
amounts of states and the Federal Government

money could be saved. We have initiated a

second major nationwide project on the tax

collection systems for the Unemployment
Insurance program, since we believe that they

are also vulnerable to large dollar losses.

We will also be working closely with

Unemployment Insurance program personnel
during this reporting period to identify other

potential audit issues.
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In our last semiannual report, we were

critical of management deficiencies in the

Office of Workers' Compensation Programs and

of leadership by the Employment Standards

Administration in carrying out needed

improvements on a timely basis. During the

reporting period, we have seen increased

activities by the Employment Standards Adminis-
tration management aimed at resolving parti-

cular problems and addressing other major
issues. We are encouraged by this, but are

cautiously optimistic since much yet remains
to be done. The nature and extent of fraud

uncovered by the OIG in this reporting period

alone dramatize the seriousness of continuing

internal control weaknesses in OWCP programs.

A matter of continuing interest to this and

other Offices of Inspector General is the

implementation of C_4B's Circular A-I02,

Attachment P, which calls for single audits to

be conducted of all federal funds flowing to

an organization, rather than separate grant-by-

grant auditing that occurred in the past. The
effective implementation of this policy is a

challenging responsibility for the Office of

Inspector General. We have been assigned

audit cognlzancy by OMB for I01 of 800 state

government units and 134 out of the top 300

local governmental units. As the cognizant

audit organization, we will be working with

these units of government to ensure that state
and local audits are conducted in accordance

with applicable audit standards, that the

quality of the audit process is maintained,

and that OIG and the program agencies get the

maximum use from the audits. In this regard,

we have worked closely with the Office of

Management and Budget and the President's

Council on Integrity and Efficiency in

launching a major evaluation effort of thls
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new policy. We believe that this effort

should provide early warning of any problem

areas and thus help ensure the success of the

entire program.

Two major areas of OIG accomplishments deserve

special mention: the President's Council on

Integrity and Efficiency Computer Matching

Project, and our investigative accomplishments

during this period.

We have had a major role in the Computer

Matching Project sponsored by the President's

Council on Integrity and Efficiency. The

project has been co-chalred by Tom McBride and

Richard Kusserow, HHS' Inspector General. We

believe much progress has been achieved and,

in my view, the project represents a signifi-

cant accomplishment of the President's Council
on Integrity and Efficiency.

During the past six months, the project has
continued to pursue its overall goal of

promoting and facilitating increased use of

computer matching and related techniques to

prevent and detect fraud and overpayment in
federally-flnanced operations.

Among the practical efforts that have been
undertaken are the following:

o An inventory of state agency computer

matching efforts and computer software has

been completed and is being published.

o To facilitate interJurlsdlctlonal matching,

representatives of two states and five

federal agencies developed draft standard
data elements and extraction formats and

circulated them to states for comments and

suggestions.
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o The Department of Health and Human Services

has assisted 66 state agencies in applying

programs to upgrade the accuracy of the

social security numbers in state data bases

used in computer matching.

o A reference paper to assist agencies in

applying the revised OMB Guidelines on

computer matching has been prepared for
distribution.

o A special task force of four state and eight

federal members is examining and developing

recommendations regarding incentives and

disincentives for state matching activities.

Second, our investigative accomplishments

during this reporting period have been parti-

cularly outstanding. During the 6-month

period, our Office of Investigations, which

investigates program fraud and employee

integrity matters, obtained I00 indictments

and 70 convictions. This represents a I00

percent, and 133 percent increase, respec-
tively, over the same period last year. And,

there have been increased efforts by program

agencies to recover funds and to take adminis-
trative actions. These results are attribu-

table to many factors, including improved

coordination with prosecutive authorities and

better case selection and management.

Results in our organized crime and labor

racketeering investigative program have been

equally impressive. During this period, 31
individuals were indicted and 44 convicted.

Our investigations have included nationwide

organized crime-connected schemes, such as the
union insurance business kickback scheme

involving the Laborers' International Union of
North America. We have also been involved in
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breaking organized crime's hold on lucrative
industries, such as the wholesale fish market
in New York.

These investigative accomplishments should,

however, in no way be interpreted as dimin-

ishing our need for law enforcement authority.
The lack of this essential law enforcement

tool has often placed our Special Agents in
dangerous situations and has severely limited

our ability to effectively complete

investigations.

It is, therefore, essential in our view that

our Special Agents be afforded full law

enforcement authority and that legislative

action be taken to provide this authority.

During the period, Secretary Donovan has

continued his strong support of this office,

both in providing backing on every substantive

issue in which there may have been a disagree-

ment between the OIG and program officials and

in providing necessary support in the budget

process to implement an effective OIG program.

Finally, the work and accomplishments achieved

during this reporting period reflect the strong

leadership of Tom McBride who has just left

Washington, D.C., to become Associate Dean of
the Stanford Law School. I know that OIG

employees share my view that much progress was

made during Tom's tenure as Inspector General.

He forged strong cooperative relationships

with senior officials of the Department, yet

he was always mindful of the unique role of
our office and of the need to call the shots

as he saw them° He was responsible for

broadening audit and investigative coverage of

D0L programs and for establishing a number of

internal OIG management improvements. Tom was
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an active participant in the President's

Council on Integrity and Efficiency and had a
major leadership role in a number of Council

projects and committees. He will be sorely
missed.

Robert E. Magee

Acting Inspector General
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PART I

SIGNIFICANT PROBL_S, ABUSES OR DEFICIENCIES,
AND RECOMMENDATIONS FOR CORRECTIVE ACTION

EMPLO_ENT STANDARDS ADMINISTRATION

The Employment Standards Administration (ESA),

through its three component offices--the Office

of Workers' Compensation Programs (OWCP), the

Office of Federal Contract Compliance Programs

and the Wage and Hour Division--administers

laws and regulations that provide workers'

compensation to those persons injured on their

jobs, require federal contractors and subcon-

tractors to provide equal employment oppor-

tunity, and set employment standards.

During this reporting period, as in prior

periods, nearly all of the audit and

investigative effort devoted to ESA has been
in the Office of Workers' Compensation

Programs, which administers three workers'

compensation programs through its National
Office and its District Offices. These three

.OWCP programs are the Federal Employees

Compensation Program, which administers the

Federal Employees' Compensation Act (FECA),

that provides compensation and medical

benefits to civilian employees of the United

States Government who are injured on the job

or who contract disease through on-the-job

exposure; the Black Lung Program, which

provides monthly payments and medical
treatment benefits to former coal miners who

are totally disabled as a result of

pneumoconlosis arising from their employment
in or around the nation's coal mines and
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monthly benefits to their eligible surviving

dependents; and the Longshore and Harbor

Workers' Compensation Program, which provides

compensation and medical benefits to injured

longshore and harbor workers as well as
certain others covered by extensions of the

enabling legislation°

In our prior semiannual report, we identified

a number of serious problems in the management

and operation of OWCP programs and identified
actions to be taken by ESA that we believed

necessary to effect long-term solutions°

During this reporting period, ESA has taken

some actions to address these problems° In a

recent review conducted by the OIG, ESA

reported that, out of 112 previously made

recommendations, 72 have been fully imple-

mented and the remaining 40 partially imple-

mentedo While we have not verified these data,

as part of our ongoing studies, we are evalu-
ating ESA's implementation of prior recommen-
dations in selected areas.

Further, several important task forces have

been established by ESA and some key manage-

ment appointments have been made° In addition,
a consultant was hired on the immediate staff

of the Deputy Under Secretary for Employment

Standards to provide expert advice on manage-

ment improvement and productivity efforts

within ESAo Finally, ESA has recently devel-

oped a critical performance standard for top

managers during Fiscal Year 1983 related to

implementation of OIG and General Accounting
Office recommendations° We believe that these

actions demonstrate an increased level of

commitment to resolving fraud and waste

problems in OWCPo
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However, while we are mindful that these

problems are not quickly or easily corrected,

we continue to be concerned about progress

made. Our sense of urgency is intensified by
recent audit and investigative work which
demonstrates the serious kinds of fraud which

can occur when necessary management and

program controls are inadequate.

Following are discussions of issues which have

been previously raised. Included are summaries
of OIG work in the area and of the status of

ESA's implementation of corrective actions.

Bill Payment System Fraud

In previous semiannual reports, we have

described extremely serious problems identi-

fied by OIG work related to the integrity of

the FECA bill payment system. Such problems
lncluded substantial weaknesses in data

_integrity, computer security, bill payment
processes and bill payment controls that have

resulted in potential duplicate payments and
actual claimant fraud. Yet another far more

troubling result of such significant internal

control weaknesses is employee fraud and
embezzlement.

As a result of our earlier investigations of

employee embezzlements in two OWCP district

offices described in previous semiannual

reports, we expanded audits to other district

offices and purposely limited the scope of

these reviews to the detection of employee
fraud. In two of the other three district

offices reviewed, evidence of bill payment

fraud has surfaced, while in the third

district office_ a kick-back scheme we

investigated resulted in two indictments and

two guilty pleas. Although several of the
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investigations are continuing in these

offices, a variety of schemes has been

uncovered, primarily related to creation of

fictitious claims or phony medical providers.

Because some fraudulent activity on the part
of employees has been uncovered in each of the

offices reviewed, we intend to expand these
reviews to more district offices. Some of the

cases that have resulted from our audits and

investigations and in which ESA has cooperated

and assisted are the following:

o A supervisor in the Fiscal Division of the

Office of Workers' Compensation Programs in

Philadelphia was found guilty on lO counts
of theft of government property and of

conspiracy to defraud the United States.

She was accused, with four other

individuals, including two employees in her

office, of stealing and attempting to steal

about 569,000 from the Department by creating

and approving false documents that resulted

in disability compensation checks being
issued.

This supervisor was recently sentenced to 20

months imprisonment, 5 years' probation and

was required to make restitution of 522,600.

One of the employees, who had pled guilty to

one count of illegal conversion of government

funds and one count of conspiracy, was

sentenced to 5 years' probation and ordered

to make restitution of _4,000. An associate,

who also pied guilty to the same two counts,

was sentenced to 3 years' probation and
ordered to make restitution of 5650. U.S.

v. Watkins et al. (E.D. Pa.)

o Another indictment from an OIG investigation

of OWCP's Fiscal Division in Philadelphia

charges a former OWCP employee with 20
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counts of theft of funds. Employed as a

bill payer, he prepared an4 submitted fraudu-

lent FECA bill payment cover sheets author-

izing payment for medical services that were

never performed. Four associates and
co-defendents received payments totaling

_236,955. UoS. v. Thompson et el. (E.D. Pa.)

o In Washington, D.C., a former OWCP employee

pled guilty to one count of mail fraud,
which involved her mailing fraudulent

disability checks to an associate while she

was employed in District Office 25; she was

sentenced to 3 years' probation. Her

associate pled guilty to one count of

forgery and one count of false pretenses for

his participation in the scheme in which he

received five fraudulent checks totaling

_6,213o He was sentenced to 2 years'

probation° U.S. Vo Lewis and U.S.v.
Williams (Do D.C.)

o A contact representative in OWCP's District

25 Office in Washington, D.C., pled guilty

to a two-count information charging him with

bribery. He had demanded and received a

portion of disability benefits from a
claimant's monthly allotment for allowing

individuals to continue to obtain disability

benefits after returning to work. He was
sentenced to 120 days, 2 years' probation,

and fined _500. A Government Printing

Office employee, who was involved in the

scheme, pied guilty to a one-count

information of bribery. We Joined the

investigation at the request of the FBI.

U.S. Vo Cain and U.S.v. Pratt (D. D.C.)

We have continued to follow up on prior OIG

recommendations, particularly those relating
to the bill payment system. To illustrate, as



part of a follow-up review in the Philadelphia

District Office conducted during the prior

reporting period, we identified 15 recommen-

dations from a previously-lssued OIG study.

Despite agreement by ESA to implement most of

the recommendations, our follow-up verifi-
cation review revealed that ESA had not fully

implemented the 15 recommendations at the time

of our review. However, recently, ESA advised
us that its Internal Control Unit had verified

implementation of the OIG recommendations.

While we are not planning soon another review
of the Philadelphia District Office, we are

completing follow-up reviews of these same 15

recommendations in the New York, Jacksonville,

and Washington, D.C. District Offices. Our
initial findings are that most of the 15

recommendations are being implemented in these
district offices, however, we still feel

strongly that full implementation of all of

the recommendations is vitally needed.

Claimant Fraud

Another major continuing problem is claimant

fraud. During this 6-month reporting period,

we have continued to obtain a significant
number of indictments and convictions of

individuals illegally collecting benefits.

Many of these cases result from a project that

initially was begun in Atlanta and a year ago

expanded nationwide. This study, described in
our prior semiannual report, was designed to

identify, among other things, instances of

claimants' unreported income, which could
result in reduced or terminated benefits. The

Federal Employees' Compensation Program
considers the amount and sources of income

earned by claimants when setting or adjusting

long-term benefit levels. Since the program
relies on annual self-certiflcation of income
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by claimants, the potential for some fraud by

claimants is great.

Therefore, the OIG has devoted a relatively

high level of resources to these types of

cases. During this period, 27 indictments and
18 convictions related to FECA claimant fraud

were obtained. The continuing interest in

prosecuting these cases is due, in part, to

the recognition that the indefinite nature of

the continuing payments to beneficiaries on

the periodic roll makes the total potential

loss to the government over the entire period

extremely significant. Our nationwide FECA

project, which reviewed 10,014 claimant files

and found irregularities in 7,453 files, has
resulted in the termination or reduction in

benefits to more than 500 claimants. If these

claimants had continued on the periodic roll,

benefits totaling almost _5 million annually

would have been paid. While final results are
still incomplete, the total number of cases in
which benefits will be terminated or reduced

will increase.

While the specifics of the incidents differ,

the most significant problem causing over-

payment of benefits is unreported income. In

our prior semiannual report, we discussed the

relative difficulty in detecting income from

self-employment--in particular--without access

to IRS income tax data. A principal tool is

using information gathered by states or federal

agencies relating to wages paid to individuals.

Using computers to compare or match names,

addresses, social security numbers, etc.,

better assures that government benefits are

provided to only those eligible. While some

matching could be performed against social

security wage data, these data are often not

current. Thus, except in long term disability
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cases, social security data is not especially
useful or efficient.

With respect to claimants not self-employed,

OWCP is now taking steps to match its own
records against wage history data collected

and maintained by the state agencies, which
are funded by the Department of Labor.

Although 12 states are not wage reporting

states (i.e. states in which employers

routinely report to the state the amount of

wages paid each employee), more than three-
fourths of the states do have this information

available and ultimately should have it

accessed by OWCP for this purpose. OIG

believes this basic procedure must become a

normal and usual screening operation by OWCPo

Some examples of recent claimant fraud cases

that illustrate the problem follow:

o A former TVA employee entered a guilty plea

to four counts of making false statements,

after being charged with failing to disclose

his employment and earnings while receiving

disability benefits. He was sentenced to 60

days of a 2-year sentence with the balance

of the sentence suspended and 2 years _ proba-
tion following his release from custody° In

addition, he is required to make restitution

in the amount of 556,116, with _20,000 to be
paid immediately and the balance within 20

months of probation. OWCP has established

an overpayment to the claimant of _88,579.

U.S.v. Leathem (W.Do Ky.)

o A U.S. Department of Agriculture employee

was sentenced to i year's probation and

fined _i,000 after pleading guilty to a two

count criminal information charging him with
making false statements to obtain Federal
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Employees' Compensation Act benefits.

Although claiming no employment or earnings,

he was self-employed as a used car dealer

and manager of an auto body and auto paint

shop. OWCP has established an overpayment

to the claimant of _52,285. U.S.v. Delong
(N.D. Ga. )

o A former TVA employee entered a plea of nolo

contendere to an information charging him

with one count of making false statements to

obtain Federal Employees' Compensation Act

benefits. He was sentenced to i0 days in

jail and 4 years' probation. OWCP has
established an overpayment to the claimant

of 3145,067. U.S.v. Langley (M.D. Tenn.)

o A former Postal Service mail equipment

handler received disability benefits from

OWCP while gainfully employed as a custodial
worker for the Chicago Police Department.

He pled guilty to one count of mall fraud

and one count of false statements. Despite

being 62 years old, he was sentenced to 6

months in prison and 3 years' probation.
U.S.v. Glenn (N.D. IIi.)

o A Joint OIG-Postal Inspection Service

"investigation resulted in the conviction of

a Postal Service employee on four counts of

mail fraud, one count of obstruction of

criminal investigation, and one count of

false claims. The charges arose from his

failing to report income from his employment
at the Federal Credit Union in Philadelphia

while on total disability from the U.S. Post

Office. He also attempted to influence a

witness to lle to a grand jury about his

unreported employment. Sentencing is

pending a probation report. U.S.v. Schultz
(E.D. Pa.)

- 9-



o A San Francisco claims examiner, performing

routine checks, became suspicious while

reviewing a case. Rather than merely

accepting a plausible explanation from the

claimant, she pursued the matter further and
recommended referral of the case to OIG.

Subsequent OIG investigation, including
undercover work, disclosed that the claimant,

who was actively pursuing--through the office
of one of his UoS. Senators--a retroactive

FECA disability payment of _I00,000, owned

and operated a limousine service and had

previously worked several years as a cab
driver. The claim itself was based on his

employment as a naval ship painter, where he

had allegedly contracted asbestosis, despite

having been on the payroll only I0 weeks

before being fired for excessive absences

and for never even working one full week.

The claimant was indicted and pied guilty to

one count of making a false statement. He

was given a 3-year suspended sentence,

placed on 5 years' probation and fined

_500o OWCP established an overpayment to

the claimant of _8,616o UoSo Vo Holmes

(N.D. Califo)

ESA has been generally cooperative with our
efforts to reduce fraud and abuse within its

programs. In addition to referring a large

number of suspected cases to OIG for investi-

gation, ESA has provided significant staff
resources to assist us in our review of case

files. Besides the OIG-initiated case file

review_ as part of its own operations, ESA

annually reviews long term disability cases°

During Fiscal Year 1981, ESA reports that it

reviewed 52,000 cases and terminated or

adjusted benefits in about 9 percent of the

cases, yielding a savings of _22 million.
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Medical Provider Fraud

Another major problem is medical provider

fraud. Traditionally it has been a difficult

area in which to obtain prosecutions and con-

victions, since gathering evidence is complex.

While efforts are underway by OWCP to identify

false billings, duplicate billings, and

billings for services not provided, there are

other areas, such as conflicting professional

Judgments or medical opinions, that are

extremely difficult to document adequately

enough to be able to obtain a conviction.

Simply stated, a prosecutor is often reluctant

to try a case before a judge and jury when a

conviction may depend on demonstrating beyond
a reasonable doubt that a physician was

providing excessive or unnecessary treatments

or services° Despite these problems, the OIG

has made a strong effort to investigate fraud
by some medical providers.

In our prior semiannual report, we noted that

two physicians had pled guilty to fraud for

filing false claims. During this reporting

period, we have been able to bring some of our

other ongoing investigations of medical
providers to the indictment or conviction

stage.

o A Dallas physician was recently convicted on
Ii counts of mail fraud and 4 counts of false

claims in a scheme that involved a network of

50 businesses through which he submitted
false medical bills of about _l million to

FECA and to various insurance companies°

OWCP is still calculating the DOL loss, which

is expected to be over _I00,000. This joint

investigation with the UoS. Postal Inspection

Service was referred to the OIG by OWCPo

U.S.v. Gifford (N.D. Tex.)
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o In Philadelphia, a physician was indicted on

5 counts of filing false claims and 13

counts of mail fraud° A 2-year investi-

gation by this OIG and the Postal Inspection

Service alleges that he had verified and

treated disabling, work-related injuries for
several postal employees--including under-

cover agents--who were not sick, but claimed

they wanted time off for vacations or other

reasons° The indictment charged that the

doctor had instructed his patients on how to

fake injuries and how to prevent their

supervisors from catching them. UoSo Vo
Gorham (E.D. Pao)

Fraud by Lawyers and Claims Representatives in

the Black Lung Program

Another OIG concern related to OWCP programs

is fraud by lawyers and claims represent-

atives. This is a problem in the Black Lung

Program, because recent cases have shown that

some representatives are accepting unauthor-

ized fees to provide assistance in filing

claims. The law requires that fees for this
service be approved by the OWCP Deputy
Commissioner° Some of the recent indictments

obtained for unapproved fees are the following:

o An attorney was indicted on nine counts of

making false statements and eight counts of

unapproved receipt of fees relating to forms
he submitted to the Division of Coal Mine

Workers' Compensation requesting fees for

representing certain Black Lung claimants;

the fees requested were alleged to be false°

He had convinced the claimants to sign a

contract for prepaid legal services° The

fee for these services is 25 percent of any

lump sum Black Lung award; he collected
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substantial unapproved fees from the
claimants. UoSo v. Clark (M.D. Ala.)

o An information filed against a Rock Springs,

Wyoming, woman charged her with receiving

compensation for assisting Black Lung
claimants without submitting applications

for fee approval through the Black Lung
District Office, as required. The OIG

investigation confirmed that, during 1979

and 1980, she had received _7,758 from three

separate Black Lung claimants in connection
with her assistance on their claims and that

she had not requested approval of any amount.

She has signed a pre-trial diversion agree-

ment, taking responsibility for her acts and

accepting a 1-year probation during which

she is not to represent nor write any

correspondence on behalf of Black Lung

claimants. UoS. v. Doak (D. Wyo.)

o A man, who did paralegal work for the

Virginia Black Lung Association, pled nolo
contendere to eight counts of receipt of

unauthorized fees for representation for

Black Lung benefit claims. He allegedly had

illegally charged Black Lung claimants a i0

percent fee for representing them and then
lied about his fees and representation of

claimants to the grand jury. He was sen-

tenced to 2 years' probation and fined

_i000, with _500 suspended. U.S.v. Bowman

(W.D.Va.)

o A recent candidate for president of the
United Mine Workers Union was indicted on 16

counts. Two were felony counts for making

false statements to a DOL official regarding

his representation of a Black Lung claimant

and for impersonating a federal officer to

get a signed statement from the claimant so
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that he could represent the claimant; 14

were misdemeanor counts for Black Lung

misrepresentation. He allegedly received

_21,000 in unauthorized fees from Black Lung

applicants. U.S.v. Carter (S.D.W. Va.)

Financial Management

Three financial management reports on ESA were

issued during the reporting period. The first

of these was a review of OWCP's compliance

with the IRS requirement to issue a Form 1099

to providers of medical, legal, and other

services. The Internal Revenue Code requires

that these forms recording earnings paid be

sent to both IRS and the providers so that the

appropriate tax can be calculated° The second
report was issued following a review of the

internal control procedures and automated bill

payment system in FECA's Philadelphia District

Office. A third report was a somewhat similar

review of internal controls and cash receipts

and receivables in eight other OWCP District
Offices.

Collectively, and also individually, these

reports are evidence of systemic problems in

OWCP's financial management systems and

practices and, they reaffirm many of the

identical problems identified during three

previous loss vulnerability assessments of

FECA District Offices and the Black Lung

benefit payment systems and operations.

The purpose of the first study, regarding

OWCP's Form 1099 reporting practices, was to

determine if OWCP was complying with the IRS

requirement that Form i099's be issued on all

medical, legal or other service providers paid

more than _600 during a calendar year and if

the information was accurate and complete.
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The review found that many of the forms issued

by the FECA and Black Lung program offices

were inaccurate and that the Longshore and
Harborworkers Program did not issue the forms,

as required. The audit report issued to ESA
recommended that OWCP:

-- develop and implement guidelines to

ensure that all OWCP payments are

included on the Form i099's, as required
by IRS;

-- require the FECA and Black Lung provider
files data be verified to ensure that

there is only one file per provider;

-- require that legal providers be issued a

Form 1099, as appropriate, and that the

Black Lung computerized payment system

issue Form i099's, as required.

ESA was aware of many of the problems and was

in general agreement with the findings for the

period covered by the report--the most recent

year for which data were available. Since the

review, ESA has undertaken actions to correct

many of the deficiencies noted.

Of the other two financial management reports

on ESA, the first focused on internal control

procedures within the FECA Philadelphia

District Office. This report was issued

separately, since--as was discussed pre-

viously--two separate embezzlement schemes

totaling more than _300,000 were involved.

Except for that situation, and the fact that

the study in the Philadelphia District Office
also included a review of the automated bill

payment systems, the second report on the

eight other OWCP District Offices did not

markedly differ from the kinds of findings--if
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not the degree--as those in the Philadelphia
District Office.

In general, the studies found that there were

inadequate controls to safeguard assets

against fraud. Problems were found in the

areas of cash receipts, accounts receivable,

separation of duties, the automated bill

payment systems, and the lack of supervisory

oversight during the time cash is received.

Our recommendations to correct the identified

weaknesses included the following:

-- handling of cash receipts be limited to

a few officially designated employees;

-- cash receipts be secured and deposited
on a timely basis;

-- mail opening be carefully supervised,

daily logs be maintained, and cash

transfer receipts be utilized for

intra-office transactions;

-- separation of duties be maintained;

-- cash receipts and check cancellations be

prompt, with monthly reconciliations to
accounting records; and

-- accounts receivable reports be

accurately prepared, and detailed

accounting reports be reconciled and
corrected.

In the report on the Philadelphia District

Office, recommendations relating to the

automated bill paying system were also made,

including that the district office should:
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-- reestablish procedures for supervisory

approval of bills in excess of the bill

payment clerk's authority and require

that only original bills be accepted for

payment;

-- establish adequate internal control

procedures;

-- discontinue utilizing contractor

personnel to process bills and restrict

their activities to bill keying;

-- require claim examiner approval in order

to change a case file status;

-- institute procedures to prevent bill

payment clerks from obtaining computer

passwords, thereby limiting access to

the automated payment system; and

-- adhere to the i0 percent sample

requirement for verification of bills

from medical providers.

ESA was in general agreement with the findings

and recommendations contained in these two

re_orts and has indicated that many of the
recommendations have been implemented. We

will be carefully monitoring ESA's implemen-
tation efforts.

Containment of Medical Costs

This area has been one of intense

Congressional attention as a result of both

perceived weaknesses in controlling costs and

the potential for significant savings. Under

the Federal Employees', Black Lung, and

Longshore and Harbor Workers Compensation

Programs, payment of certain fees is
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authorized to physicians, hospitals, clinics

and other medical service providers for

diagnosis and treatment of covered injuries
and occupational diseases. Historically, as a

result of inadequate controls, these programs

have been relatively easy prey to abuse and

fraud by unscrupulous medical providers and
claimants.

One preliminary step toward improvement, which

has been previously recommended by the OIG, is

to develop and implement automated fee sched-

ules of normal and customary medical fees

against which medical costs billed to the

programs can be evaluated.

In a letter dated August 30, 1982, to Senator

William Roth, Chairman of the Permanent

Subcommittee on Investigations and the

Committee on Governmental Affairs, Secretary
Donovan stated that the automated medical fee

schedule would be implemented in November
1982. ESA has since informed OIG that the

proposed regulations will be published in

November and that, during the comment period,

OWCP will test the proposed fee schedule.

After reviewing the comments received and the

test results, final regulations will be

published and a schedule implemented before
the end of March 1983. OIG continues to

believe a fee schedule can be a valuable tool

in helping control medical costs.

Related to the fee schedule is an ongoing

pilot program in one district office whereby

hospital costs for drugs, intravenous and

medical supplies are automatically being
screened for the amount billed and the

appropriateness of the product for the

condition. Data are not yet available from

ESA on this effort, nor has this new pilot
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program been reviewed by the OIG, so we are

not now in a position to provide an evaluation
of it.

ESA reports another effort to control medical

costs through a joint ESA/Postal Service

project to ensure early reemployment for
employees who have been on FECA compensation

and to emphasize recovery of payments from
third parties who are liable for the injury of

a covered employee. With regard to reemploy-
ment of FECA claimants, in our prior semiannual

report we discussed serious problems relating

to most agencies' efforts to reemploy claimants

or take other measures to help contain rapidly

escalating costs. As part of that discussion,

we described an inter-agency study of the role

of employing agencies in the operation of the
Federal Employees' Compensation Program. That

inter-agency study, under the auspices of the

President's Council on Integrity and
Efficiency, identified several needed

legislative changes, including clearer
delineation of responsibility and authority

for the operation of some aspects of the

Federal Employees' Compensation Program and

recommendations for alternative funding of the

program to provide a greater incentive to many

employing agencies to control costs. Other
recommendations included the allocation of

qualified staff and establishment of agency

management systems to better implement effec-

tive injury compensation programs so that

claimants can be expeditiously returned to
work.

In response to the May i0, 1982, report of the

inter-agency working group and in support of a

recommendation by the President's Council on

Integrity and Efficiency, Secretary Donovan

announced an inter-agency task force on
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