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Inspector General’s Message

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

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

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

Nearly six years ago, when I became head of this Office, I stated my intention to strive to
improve our productivity and impact by exploring new ways to bring about program improvements
within the Department and by introducing new technology, particularly computer technology,
to enhance our overall productivity. In the years that I have been with the Department of
Labor, I have been able to see first hand the many contributions, tangible savings, and
management improvements resulting from OIG findings and recommendations. Iam pleased
that much of this has been accomplished. We have utilized ADP tools and techniques to
improve our operational efficiency, which has greatly increased internal coordination of audits
and investigations. We can point to real, sustained improvements in many areas, including
program operations, clarification of legislation and regulations, and an increased sensitivity to
fraud, waste, abuse, and mismanagement issues. These efforts are enabling us to increase our
impact by better ensuring that each audit and investigation contributes to improvements in the
Department’s programs.



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

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

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

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

S€rves.

J. BRIAN HYLAND
Inspector General
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OVERVIEW

This semiannual report covers the activities of the Department of Labor’s Office of Inspector
General for the period April 1 through September 30, 1988. During this period, audit
initiatives resulted in numerous economy and efficiency findings and recommendations
regarding Agency operations: the OIG issued 396 audit reports on program activities, grants
and contracts. The Office of Investigations (OI) opened 517 cases and closed 641 cases. OI
investigations resulted in 605 indictments and 390 successful prosecutions. The Office of
Labor Racketeering (OLR) continues to focus on corruption in employee benefit plans by
accountants, attorneys, bankers, and other fund administrators and advisors. During this
period, OLR investigations produced 81 indictments and 74 convictions. Convictions established
a predicate for fines, forfeitures, and restitutions of $1,474,380.

EMPLOYMENT AND TRAINING
ADMINISTRATION (ETA)

Job Corps Full Scope Audit

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

JTPA Continuing Audit Work

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

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

Job Corps RICO Investigation

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

Unemployment Insurance Fraud

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

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



EMPLOYMENT STANDARDS
ADMINISTRATION (ESA)

OFCCP Should Enforce Federal EEO
Regulations More Effectively and
Efficiently

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

Johnstown Black Lung Program

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

FECA Medical Provider Fraud

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

Davis-Bacon Violations

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

MINE SAFETY AND HEALTH
ADMINISTRATION (MSHA)

MSHA Mine Plan Approval and Selected
Enforcement Activities

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

EMPLOYEE ETHICS AND INTEGRITY

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

OFFICE OF LABOR RACKETEERING

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



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

OTHER ACTIVITIES

Legislative Proposals

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

President’s Council on Integrity and
Efficiency

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



OFFICE OF AUDIT

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

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

Chapter 1
Agency Activities

between ages 16 and 21.  Comprehensive training in

EMPLOYMENT AND TRAINING

ADMINISTRATION

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

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

Job Corps

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

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

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

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



This full-scope audit produced two comprehensive reports,
one covering the financial area and one covering pro-
gram results. It also produced a report on problems
with documentation of eligibility. Concurrently, pro-
gram abuse audit work which resulted in several reports
was conducted and coordinated with the full-scope
project.

The full-scope audit also provides an effective mecha-
nism to identify and prioritize future audit issues. In
fact, several conditions identified in the financial state-
ments and program results audits prompted us to con-
duct additional audit work which identified other inter-
nal control weaknesses in the program.

To effectively perform a full scope audit, management’s
cooperation is essential. Job Corps’ management has
been very cooperative throughout the audit process.
Though some of our reports are still in draft and man-
agement is preparing its formal comments, corrective
actions have already been taken in many areas.

AUDITED FINANCIAL STATEMENTS FOR JOB
CORPS

The financial audit report of Job Corps contains the
following components which are required by generally
accepted Government auditing standards: financial
statements and opinion; report on internal controls;
and report on compliance with laws and regulations.

Financial Statements and Opinion

The consolidated statement of financial position and
the related statements of operation, changes in finan-
cial position and reconciliation to budget reports for
October 1, 1986 through September 30, 1987 were audited.

Anunqualified opinion was given on the financial state-
ments. This indicates that the financial statements are
presented fairly in accordance with generally accepted
accounting principles for Federal agencies. The follow-
ing information is taken from the audited financial
statements.

Although the budget authority for the program is pro-
vided to the U.S. Department of Labor, non-expendi-
ture transfers are made to the U.S. Departments of
Agriculture and Interior to operate the Civilian Conser-
vation Corps on Federal lands. The illustration below
shows the relative program dollars provided to each
Federal agency.

Job Corps Budget Authority

by Agency
Total Budget Authority - $624

Labor
8527 84.5%

Agriculture
$58.0 4%

interior
838.16.1%

{Dollars in Millions)

Job Corps provides funds to contractors and Federal
agencies to operate residential training facilities through-
out the country. In doing so, over 92 percent of its funds
for fiscal year 1987 were expended as shown below:

Job Corps Expenses
by Program Category
Total Expenses $671

Caenter Oporgtiona 8850 B2.0% /.

Nat't & Reglonst Off 320 848
(8slerion & Othor Expenace)

Non-gentor $38 14.0%
Operations

{Doliars in Millions)

Job Corps Expenses

Center Operations
Total Expenses - $550

Rosicential §181 27.68
Iving

Aaminiatration $140 27.1%

Menegement $74 1,68
& Capital

Voostionsl 869 12.60

(Dollars in blllions)




Job Corp Expenses

Non-Center Operations
Total Expenses - $98

Allowances $688.2 60.6%

- ,’
‘ Facllities $1.0 1.0%

Transportation $8.3 8.5%

Outreach, Screening $17.9 18.3%
and Placament

Health $1.7 1.7%
Contractars

(Dollars in Millions)

The Consolidated Statement of Financial Position shows
that most of the assets of the program at September 30,
1987, are in funds with the U.S. Treasury and structures,
facilities, and improvements, as shown below.

Job Corps Assets
Total Assets - $789

{Dollars in Millions)

Y $10 2.0%
Pient & Equigment

Othar Propert:

Btructures, $140 18.0%
Fecttities & tmprovements

Funde with Tressury 8588 71.0% \::

Funds held by the U.S. Treasury appear to be excessive
at the end of a fiscal year only because Job Corps
operates on a program year and not a fiscal year basis.
The majority of the obligational authority for the pro-
gram year beginning July 1, 1987, was still available.
The program would expect to expend these funds through-
out the program year, ending June 30, 1988. The struc-

tures, facilities and improvements account consists of
the owned or leased buildings used to house program
operations nationwide.

Liabilities of the program consist primarily of readjust-
ment allowances and accruals for personnel types of
accounts. Readjustment allowances are the funds set
aside to assist enrolled corpsmembers transition into
society upon termination of their training program.
Personnel types of items reflect future payments of
annual leave, disability benefits, and payroll.

Job Corps Liabilities
Total Liabilities - $54.7
~ FY 1987

(Dollars in Millions)

Accrued Llabilities $37.4 88.4%

REPORT ON INTERNAL CONTROLS

The internal control report identified three weaknesses
that could have a material effect on the financial state-
ments.

Program Accounting and Reporting

DOL and ETA accounting systems available to Job
Corps and other programs do not provide complete
financial information at the program level and the
necessary information is unavailable from a single source.

Accounting controls are at the appropriation and not at
the program level. Job Corps, along with various other
ETA programs, is a part of the Training and Employ-
ment Services (TES) appropriation. Accounting for
these programs is grouped with financial activity for the
entire TES appropriation, which includes other training
programs under JTPA and other statutes in the Depart-
ment’s and ETA’s official books of account.



The Department has no central program accounting
responsibility. The Department’s Integrated Account-
ing System maintains the control accounts at the appro-
priation level. Some accrual accounts also are main-
tained. ETA, on the other hand, maintains the Re-
gional Automation System, where it controls funds at a
national and regional level on a contract and grant basis.
The Office of Job Corps maintains expenditure infor-
mation on a Job Corps center /operator level. They do
not maintain asset and liability information.

None of these systems encompasses all financial activi-
ties. The Departments of Labor, Agriculture, and
Interior each maintain separate and independent finan-
cial management systems. Periodic reports are submit-
ted to the Office of Job Corps by Agriculture and
Interior, but these reports do not include complete
financial information. As a consequence, Job Corps
management does not have readily available informa-
tion on its entire operation. One result was not being
able to identify an antideficiency violation at the U.S.
Department of Interior in a timely manner.

We have recommended the development of a program
accounting system to provide management complete
information on the program’s activities and financial
position. However, Job Corps management has indi-
cated that it believes the cost of such a system would
outweigh its benefits.

Controls to Ensure Enrollee Eligibility

Regulations and ETA policy issuances specify verifica-
tion and documentation requirements for twelve eligi-
bility criteria. Job Corps could not demonstrate that
every enrollee had met the required eligibility criteria
because the necessary verification and documentation
were not always available. The problem appeared to
result from the complexity of the screening system and
inconsistent application of screening procedures which
were difficult to use.

Our review of 1,683 corpsmember files found enroll-
ment documentation was error-free for just 21 files. We
reviewed the documentation only and did not verify
eligibility independently or externally. We issued a
separate report on the eligibility system which evalu-
ated the system for each criterion and suggested im-
provements to streamline and strengthenit. Asaresult,
Job Corps management is planning a complete evalu-
ation of the eligibility system.

Corpsmember Allowance Payment System

Job Corps provides residential enrollees with living
allowances to assist them in adapting to their environ-
ment. Allowances are based on attendance data main-
tained by the center operator. The U.S. Army Finance
and Accounting Center (USAFAC) generates and
accounts for Job Corps allowance checks. Neither the
centers nor USAFAC were periodically reviewing and
reconciling center and USAFAC records for complete-
ness, consistency, and accuracy. Centers were not
submitting accurate or timely reports. As a result,
approximately $1 million in corpsmember advances
had not been reported and/or recorded by the USA-
FAC. We recommended that Job Corps establish a
comprehensive allowance control system. Based onthe
results of special program abuse work at a few of the
centers, we conducted a special survey of USAFAC
functions.

REPORT ON COMPLIANCE WITH LAWS AND
REGULATIONS

The report notes that, as discussed in the Report on
Internal Controls, Job Corps cannot demonstrate uni-
versal compliance with the twelve eligibility criteria.

Audited Program Results Statements

This report presents the first audited program results
statements for a DOL program. The audit report
contains the following components: program results
statements and opinion; report on internal controls;
and report on compliance with laws and regulations.

Program Results Statements and Opinion

Working with Job Corps management, we compiled
and audited the following five statements for program
year (PY) 1986, ending June 30, 1987: Statement of
Program Operations; Statement of Placement Results;
Statement of Training Received; Statement of Program
Standards Accomplishments; and Statement of Partici-
pant Characteristics.

In our opinion, except for the effect of the adjustments
that were necessary due to two scope limitations, the
statements present fairly the status of the Job Corps
program at June 30, 1987. The statements were pre-
pared in conformity with Job Corps reporting require-
ments under JTPA and related regulations.



The scope limitations were:
Participant Eligibility

Our audit procedures were limited to verifying that
information in the corpsmember files was accurately
included in and summarized from Job Corps auto-
mated records. As discussed above, eligibility was not
verified.

Placement Outcomes

The absence of placement information for 30 percent of
Job Corps terminated participants may materially af-
fect Job Corps’ placement results. Job Corps assumes
that the percentage of participants (29 percent) known
to have been self-placed also applies to the participants
for whom information was not available. The state-
ments were adjusted by distributing enrollees where in-
formation was not available to all non-placed categories
which included “cannot locates.” The 29 percent of the
“cannot locates” were allocated to the “placed” cate-
gory as self-placements. We were unable to verify the
validity of this allocation basis.

The following information was taken from the audited
program results statements. In PY 1986, Job Corps
provided placement assistance to 60,946 corpsmembers
with the following results.

STATEMENT OF PLACEMENT RESULTS
TOTAL

PLACED - 56.9%

NOT PLACED - 43.1%

STATEMENT OF PLACEMENT RESULTS
PLACEMENTS

EMPLOYMENT 78.,

MILITARY 2.78%

O0L 18.8%

STATEMENT OF PLACEMENT RESULTS
NOT PLACED

STILL SEEKING 44.1%
EMPLOYMENT

w2 '
S08 cones

FAMILY 10.9%

OTHER 18.3%

NOT SEEKING 22.6%
EMPLOYMENT

Training was provided to 61,523 corpsmembers as fol-
lows.

STATEMENT OF TRAINING RECEIVED
TRAINING ACTIVITIES

MECHANIC 8.0%
MISC SERVICE 8.2%

WELDER &.2%

CONBTRUCTION 21.6%

OTHER 12.1%

UNKNOWN/NO CODE 84.6%




REPORT ON INTERNAL CONTROLS

Our study and evaluation of internal controls disclosed
the following findings which we believe could result in
material errors or irregularities (which may not be
promptly detected) in relation to Job Corps program
results statements.

Differences Exist between the Weekly Corpsmember
Strength Report (WCSR) and the Job Corps
Management Information System (JCMIS)

Job Corps uses two systems, the WCSR and the JCMIS,
to report program results to the Congress, but does not
have proceduresin place to ensure that statistics are re-
ported consistentlyon both systems. JCMIS and WCSR
differ by approximately 3,000 participants. Approxi-
mately 2,500 participant records were not purged after
remaining on the data base for periods in excess of 2
years. Approximately 700 participant transfers per the
WCSR were not identified on the JCMIS data base. We
also found that documentation for the year-end reports
was not maintained, and that while data on Puerto
Rican corpsmembers was not included in JCMIS in PY
1986, it was to be included in subsequent years.

We recommended that Job Corps periodically recon-
cile the JCMIS’ on-board-strength report with the WCSR,
maintain year-end documentation support for program
statistics, and ensure that participants from Puerto Rico
are included in JCMIS. Management has generally
concurred with our recommendations and is developing
corrective action.

Confirmation of Sample Placements Found that 25
Percent of the Placements Were Invalid

We sent 974 confirmation letters to employers, schools,
and participants (in the case of a military placement).
Responses were received to 838 letters with the follow-
ing results.

CONFIRMATION RESULTS

AGREE - 75.4%

DISAGREE ~ 24.6%
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EMPLOYERS CONFIRMATION RESULTS

AGREE - 76.9%

DISAGREE - 23.1%

SCHOOL CONFIRMATION RESULTS

AGREE - 88.9%

DISAGREE - 311%

MILITARY CONFIRMATION RESULTS

AGREE - 813% g




Based on the negative responses, we have recommended
about$24,000 in placement fees be disallowed. In addi-
tion, we found only 7 of the 10 Job Corps regions
monitored placement activities, and invalid placements
which were identified by them were not deleted from
JCMIS.

We recommended that Job Corps standardize proce-
dures for monitoring placement invoices, ensure that
procedures are followed by Job Corps regional offices
and that invalid placement records are promptly re-
moved from JCMIS. Job Corps management con-
curred with our recommendations. They plan to con-
firm PY 1987 placements and disallow fees for errone-
ous placement data. We will provide technical assis-
tance to management.

Placement Contracts Did Not Provide Monetary
Incentives for Placements To Meet Program Goals and
To Ensure Complete Reporting

Our review of placement contracts showed that three
types of contract fee schedules were used to reimburse
placement agencies for placement services. The major-
ity of the contracts called for paying the placement
agencies the same fee regardless of whether the partici-
pant was placed. Another type of contract had separate
fees for participants placed and not placed. However,
no distinction was made as to whether the participants
found their own employment, if the employment was in
a field related to training received at the Job Corps
center, or if the employment paid minimum wage. Only
one contract contained a different fee for participant
self-placement.

We recommended, and management concurred, that
procurement procedures be revised to ensure future
placement contracts contain a fee schedule that pro-
vides:

1. The maximum amount allowed in the contract only
when the participant is placed through the referral by
the placement agencies to ajob related to the Job Corps
training received;

2. A reduced amount if the placement agency only veri-
fies the status of the participant; and

3. A minimal fee for submitting non-placement infor-
mation.

11

Current Placement Criteria Do Not Specify a
Minimum Period of Employment so that Employment
of Only a Few Days is Counted as a Valid Placement

Review of the placement confirmations and informa-
tion on JCMIS indicated that a placement is counted
regardless of length of stay in employment, school, or
military. We also found numerous instances where
individuals were self-employed and the placement was
invalid or questionable.

For positive placements, our confirmation responses
showed the following days employed:

CONFIRMATION RESPONSES
DAYS EMPLOYED

31-90 DAYS - 30%
1-830 DAYS - 23%

91-180 DAYS - 14%

STILL EMPLOYED - 17% '\

OVER 180 - 17%

It should be noted that the confirmation process for
days employed confirmed only the placement status of
the corpsmember with respect to the original place-
ment. Job Corps does not track subsequent place-
ments.

Virtually all placements are considered valid, with a
placement contractor receiving a fee for the placement.
In discussions with Job Corps management, we learned
that Job Corps would consider as valid a placement in
employment for 1 hour so long as the job opportunity
could have provided 20 hours minimum paid employ-
ment, as required by current definition.



We believe that the criteria used by Job Corps to record
placement results need to be revised to specify a mini-
mum length in employment. We also recommended
that Job Corps develop specific placement criteria for
self-employment.

Management concurred with the recommendation to
strengthen self-employment criteria, but believes the
recommendation on retention criteria would be too
costly and difficult to implement. They noted that no
other ETA program specifies a duration requirement
for placements. We believe that for a program that
reported spending over $16,000 per corpsmember serv-
ice year for PY 1986, it is not unreasonable to expect an
adequate minimum length of employment upon com-
pletion of training. Working 1 day should not be
considered a positive program accomplishment.

While Job Corps Historically has Reported
Participants in Training, It Does Not Report
Participants Receiving Placement Services, which is
Inconsistent with JTPA Title II-A Reporting

We recommended that year-end reporting be revised to
accommodate outcome statistics consistent with JTPA
Title II-A reporting and to report the activity in both
training activities and placement assistance. Manage-
ment generally concurred with the recommendation
provided the benefits outweigh the difficulties in chang-
ing the method of reporting program outcomes.

REPORT ON COMPLIANCE WITH LAWS AND
REGULATIONS

The Job Corps program, except for the matters dis-
cussed in the Auditor’s Opinion and the Report on
Internal Control, complied with the terms and provi-
sions of laws and regulations for the transactions tested
that could have materially affected its program results
statements.

Job Corps Enrollees’ Allowance Systems

Job Corps expects to spend over $75 million for living
and readjustment allowances and corpsmember allot-
ments in 1988. Another $10 million was to be spent on
transportation and related meal expenses. USAFAC
makes these payments for the program based on infor-
mation provided by each Job Corps center.

We surveyed the adequacy of the manual and auto-
mated systems as well as procedures and actual prac-
tices in place at USAFAC to process and account for
payments of allowances, allotments, and travel expenses.
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We determined that a number of areas must be strength-
ened to provide adequate control over the allowance
systems. Several of these are discussed below.

USAFAC has limited electronic data processing sup-
port to process corpsmember allowance documents. In
addition, clerical responsibility is assigned by document
type rather than by center. As a result, clerks may not
have all information readily available to process a
document. Inefficiencies and delays result. We have
recommended increased automation and a realignment
of responsibilities. At our exit conference, USAFAC
management stated that it had received authorization
to purchase 10 desktop computers which have subse-
quently been received by USAFAC.

USAFAC was receiving documents and information
that frequently were late, incorrect, and/or incomplete,
resulting in additional clerical and processing time. Of
the 3,915 documents sent to USAFAC in March 1988,
42 percent (1,631) were rejected for incorrect or con-
flicting information. As of March 31, 1988, 168 docu-
ments were in a suspense category because of requests
for information on terminations that had gone unan-
swered by Job Corps centers and 147 were over 120 days
old. We made a number of recommendations to reduce
the error rate and improve communications and ac-
countability.

Job Corps regulations require that corpsmembers not
remain enrolled beyond 16 consecutive absent without
leave (AWOL) days or after 30 AWOL days within a
180-day period. As of February 1987, approximately
1,200 corpsmembers were in non-pay status in excess of
90 days and many Job Corps centers had not responded
to USAFAC requests for information on corpsmem-
bers in a non-pay status. We noted that USAFAC is
unable to invoke sanctions on centers that do not
respond to requests for needed corpsmember status
information. As a result, we made additional recom-
mendations to improve communication and accounta-
bility by the centers.

There are no written procedures to instruct the centers
when and how to return undistributed living allowance
checks after the original allowance register is returned
to USAFAC. (The register is sent to the center with the
checks and is returned to USAFAC annotated for
corpsmembers no longer entitled to allowances.) Many
checks were returned to USAFAC without explanation
several months after they were issued. For example,
one center returned 775 checks in February and March
1988. The checks were issued for pay periods from Sep-
tember 1987 through January 1988. A similar problem



was found with readjustment allowance checks which
were sent to placement contractors. We recommended
procedures for the timely return of checks.

Suspense accounts used to record tax liabilities for
corpsmember Federalincome and FICA taxes were not
reconciled. The accounts should have a zero balance as
appropriate payroll deposits are made. On June 30, 1988,
the balance should have been zero. The actual balance
on USAFAC books was about $2 million.

We worked closely with Job Corps management through-
out this survey. As a result, Job Corps concurred with
our recommendations and is implementing corrective
action. In addition, USAFAC management concurred
with many of our recommendations and noted that
several of them complement its own management ob-
jectives. USAFAC is implementing corrective actions
on many of the recommendations and is studying the
others to determine the most appropriate action.

PROGRAM ABUSE SURVEYS AND REVIEWS

This work was initiated in response to an allegation
referred to OIG by the Office of Job Corps. The
allegation of program abuse concerned one of its Job
Corps center contractors. We conducted limited pro-
gram abuse surveys at four of the centers operated by
the contractor, followed by more detailed reviews at

two of the four centers to determine whether serious

program abuse existed. (See Chapter 4 for additional
discussion on Program Abuse.)

When our preliminary survey work of the contractor
indicated flagrant violation of program regulations, and
that patterns of corpsmembers status changes (pay to
non-pay) initiated by the contractor were not always
credible, we conducted similar but very limited surveys
of corpsmembers status at 26 additional Job Corps cen-
ters.

Program Abuse by Job Corps Contractor

Our detailed reviews at the two centers indicated gen-
eral failure of the contractor to meet certain critical per-
formance standards set forth in its contracts for center
operations, and failure of the contractor to follow pre-
scribed program regulations and procedures.

We believe these deficiencies were caused by apparent
program abuse, failure to follow proper procedures,
inadequate controls, unqualified staff, insufficient staff
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training, and inadequate monitoring. As a result, over-
payments to corpsmembers occurred, performance
measurement statistics were distorted, and a less than
acceptable percentage of corpsmembers completed the
program. In addition, enrollment slots were unavail-
able that could have been used by other applicants who
had the capabilities and aspirations to complete and
secure the full benefit of the Job Corps program.

The contractor has not yet responded to these reviews
but did prepare corrective action plans in response to
our special program abuse surveys. Corrective actions
promised include improved compliance with regula-
tions, especially those relating to AWOL corpsmem-
bers and corpsmembers’ leave; early identification of
corpsmembers with problems; improved documenta-
tion; and improved internal controls.

Based on the poor performance as demonstrated by our
reports, Job Corps management is closely monitoring
the operations of all centers currently operated by the
contractor. For one center with particularly poor per-
formance, Job Corps did not exercise the optionyear on
the contract. The contract has been competitively
advertised and awarded to another organization. For
the second center where we found serious problems,
the contractor promised a host of corrective actions;
performance measurement statistics have improved;
and the third option year of the contract was granted.

In conclusion, the Office of Job Corps has been respon-
sive to our findings and recommendations. In most
instances, they have initiated corrective actions based
on oral briefings even before our reports were issued.
This degree of cooperation fosters improved program
management at all levels.

Job Training Partnership Act
GRANTS TO STATES

The purpose of the Job Training Partnership Act (JTPA)
isto provide job training to economically disadvantaged
individuals, individuals with special barriers to employ-
ment, and dislocated workers to assist them in obtaining
productive employment. Under Titles IT and III of
JTPA, the Secretary of Labor grants funds to 59 States
and entities which, in turn, distribute them to service
delivery areas (SDA) and other organizations. Grants
are used for adult and youth programs, summer youth
programs, and dislocated worker assistance.



RESOLUTION OF AUDIT OF JTPA
PARTICIPANT TRAINING AND SERVICES

REPORT I
PARTICIPANT TRAINING AND EMPLOYMENT

Report I was issued to the Employment and Training
Administration in January 1988 and discussed in our
March semiannual report. In the report, we recom-
mended that ETA develop a means to demonstrate that
the program is showing a productive return on invest-
ment as envisioned by the Congress.

The return on investment concept is the cornerstone of
Section 106 of the Act which states, in part:

“The Congress recognizes that job training s an in-
vestment in human capital and not an expense. In
order to determine whether that investment has
been productive, the Congress finds that--

it is essential that criteria for measuring the
return on this investment be developed; and

the basic return on the investment is to be
measured by the increased employment and
earnings of participants and the reductions in
welfare dependency.”

From OIG’s viewpoint, Section 106 required ETA to
perform a type of pre- and post-program analysis in
terms of increased employment and earnings and re-
ductions in welfare dependency of JTPA participants.
Although ETA had a large multi-million dollar evalu-
ation under way to determine the net impact of the
program and offered this study as resolution for the
audit, the results of the study would not be available
until 1993, too late to be of any use to policymakers in
focusing the program on those areas showing the great-
est return on investment.

We did learn of isolated attempts to satisfy the require-
ments of Section 106. For example, Indiana, Nevada,
and South Carolina have published reports on the
return on investment or net impact of the program
within the State. Additionally, the National Commis-
sion for Employment Policy (the Commission) funded
astudy performed by SRI International on the effects of
JTPA performance standards on clients, services, and
costs. The Commission, established under Title IV of
the Act, has a role in Section 106 to “evaluate the
impacts of such standards.”

The major initiative, however, which ultimately re-
solved the audit recommendation, is a Commission
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project entitled, “Using Unemployment Insurance
Records to Evaluate Pre-Post JTPA Program Earn-
ings.” A cooperative research project currently involv-
ing 11 States, it will address measures of increased
earnings of JTPA participants using the Unemploy-
ment Insurance (UI) wage records to study both pre-
and post-JTPA earnings patterns of certain individuals
who terminated from JTPA during PY 1986; explore
the differences in earnings by demographic subgroups;
compare earnings patterns by type of service(s) provided,
examine how the results of the 13-week participant
follow-up system compare to the information in the UI
data base; and publish a report documenting the strengths
and weaknesses of using the Ul wage records as an
evaluation resource.

The Commission anticipates having a final report pub-
lished as early as April 1989.

ETA has had some involvement in the project: as part
of resolving the audit recommendation with OIG, ETA
has agreed to partially fund the Commission’s project.
In resolving the audit recommendation with ETA, OIG
requested that ETA keep us informed of research
projects which address JTPA outcomes and include
OIG in any future ETA involvement in the Commis-
sion’s project.

Although the report is now resolved, OIG will continue
to work actively with ETA to ensure that corrective
action is taken and that policymakers receive timely
information on the return on investment from JTPA.

CONTINUING AUDIT WORK

The majority of our current JTPA audit work has
concentrated on the level of accountability existent in
JTPA programs.

Although the Congress intended the JTPA system to be
accountable and adhere to various restrictions provided
in the Act, we found that the system has deviated from
congressional intent, and ETA has neglected its respon-
sibilities to ensure compliance with the Act.

The Congress, in passing JTPA, established provisions
to require that 70 cents of every Title II-A dollar be
spent on training. To ensure this level of expenditure
was maintained, the Congress required that SDAs be
accountable for spending no more than 15 percent of
their Title II-A funds for administration and, with
limited exceptions, no more than 30 percent of these
funds for a combination of administration and partici-
pant support.



OIG first reported potential problems affecting compli-
ance with the above provisions in a management letter
to ETA on September 15, 1987. This report discussed
the JTPA system’s inappropriate use of fixed unit price,
performance-based contracts (FUPCs). We suggested
that, based on the limited audit work we had done to
date, FUPC definitions of training need much further
clarification, incremental FUPC payments to contrac-
tors be considered advances against full contract per-
formance, and that profits should be kept to a reason-
able level and considered program income for govern-
mental and non-profit entities. Our March 1988 semi-
annual report also discussed the impact that the use of
these contracts was having on accurate cost reporting,
since FUPC:s are 100 percent chargeable to the training
cost category.

Since that time, we have conducted additional audit
work in several locations. We have concluded that the
use of FUPCs has so impaired the system’s ability to
account for and report program costs properly, that we
have recommended ETA withdraw its regulation allow-
ing FUPCs to be 100 percent charged to training. The
following is a discussion of the results of this additional
audit work.

JTPA COST LIMITATIONS

On July 13, 1988, OIG issued a management letter to
the Assistant Secretary for ETA outlining our concerns
that legislatively mandated limitations and restrictions
on JTPA expenditures are being circumvented and
rendered unenforceable.

We identified four issues which we believe contribute to
the unenforceability of JTPA cost limitations. They are
as follows.

ETA has Failed to Adequately Define the Use and
Restrictions of Fixed Unit Price Contracts (FUPCs)

A lack of program guidance from ETA has allowed
SDAs to use overly broad definitions of terms in 20 CFR
629.38(e)(2) when developing FUPCs. This has a
major impact on cost limitation compliance because the
FUPCs are used extensively by the SDAs.

The regulations at 20 CFR 629.38(b) state costs are
allowable to a particular cost category to the extent that
benefits are received by such category. However, regu-
lations at 20 CFR 629.38(¢)(2) state:

"Costs which are billed as a single unit charge do
not have to be allocated or prorated among the
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several cost categories but may be charged entirely
to training when the agreement: (i) Is for training;
(ii) Is fixed unit price; and (iii) Stipulates that full
payment for the full unit price will be made only
upon completion of training by a participant and
placement of the participant into unsubsidized em-
ployment in the occupation trained for at not less
than the wage specified in the agreement."

We have two major concerns with the application of the
provisions of 20 CFR 629.38(e)(2). First, the regulatory
wording indicates that if the agreement contains the
elements specified in (i), (ii), and (iii), all contract
payments can be charged solely to training. Although
we believe ETA intended placement performance to be
the determining factor to support a single unit charge to
training, some operators believe the only requirement
istodevelop aFUPC agreement. Therefore, regardless
of participant outcomes, if there is a FUPC, all costs are
reported as training. Second, program operators have
developed very broad local definitions of the elements
(e.g., training, placement in the occupation trained for,
and at not less than the wage specified in the agree-
ment) required in 20 CFR 629.38(¢)(2). We recom-
mended that ETA redefine the terms used in 20 CFR
629.38(¢)(2) so such broad interpretations cannot be
used to shift administration and participant support
costs inappropriately to the training cost category. We
also recommended that ETA require unit cost/per-
formance based contractors to maintain expenditure
records so contract payments can be properly classified
ifthe requirements in 20 CFR 629.38(¢)(2) are not met.

ETA has Allowed Reporting Methodology which
Records Expenditures on a “First-In-First-Out” (FIFO)
Basis by Cost Category, rather than Program Year of
Obligation

A lack of definitive program guidance has allowed
recipients to report program expenditures against a
previous year’s unexpended funding authority by cost
category rather than by grant.

The statute allows recipients with unexpended funding
authority at the end of a program year to carry-over
these funds for expenditure the following 2 years. These
carry-over funds are accounted for on a FIFO basis.
This means the first funds available for expenditure at
the start of the program year are carry-over funds. OIG
believes FIFO is a reasonable accounting concept to
record expenditures against program year funding,
However, the recipients have applied the FIFO concept
by specific cost category rather than by program year of
obligation. Asan example, if the SDA had expended all



its administration and participant support funding but
carried over $50,000 originally budgeted in the training
cost category, the SDA would not necessarily report the
first $50,000 of the new year expenditures against the
carry-over funds. If administration or participant sup-
port payments were expended from the $50,000, they
would be shifted forward to the next year’s obligation
and not reported against the carry-over. Conversely,
the first $50,000 of new year expenditures for training
would be reported back against the previous year’s
carry-over balance. This reporting methodology of
FIFO by cost category rather than by program year
obligation allows the recipients to expend administra-
tion funds at a rate in excess of the 15 percent cap by
shifting the reporting of excess administrative expendi-
tures to future funding periods.

We recommended that ETA issue regulations on the
carry-over of unexpended funds from one year to the
next which would establish that the first monies spent in
the carry-over year, regardless of cost category, be
reported back against the previous year of obligation.

ETA has Issued Interpretations which may Allow
Program Records to be Destroyed before Compliance
with Cost Limitations can be Tested

When ETA’s interpretation of maximum and minimum
limitations is coupled with the JTPA record retention
criteria, the recipients could destroyrecords before cost
limitations compliance can be tested.

ETA issued an interpretation of the JTPA II-A Maxi-
mum and Minimum Limitations on Expenditures which
stated that: they would review compliance based on
eachyear’s allotment, and the time period for determin-
ing compliance would be the 2 years of the approved
local job training plan. With the 2-year carry-over
period for expending unobligated funding, the period
for testing compliance would not end effectively for
over 4 years from the first year of obligation. However,
20 CFR 629.35(e) states:

"The Governor shall ensure that procedures are

developed for retention of all records . . . for a
period of three years from the date of obligation of
funds."

Unless States and SDAs have instituted alonger record
retention period, ETA regulations allow grant records
tobe disposed of 3 years after funds were first obligated.
However, the first date for final testing of cost limita-
tions, asinterpreted by ETA, would be over 4 years after
funds were first obligated (this is the Job Training Plan
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period plus the 2 years for expending unobligated fund-
ing).

Further, ETA has not addressed the period for testing
compliance in Titles II-B and III, since these Titles are
not covered by the Job Training Plan.

We recommended that ETA change the interpretation
on the time period for testing compliance with the II-A
cost limitations so testing can be conducted before the
date SDAs are allowed to dispose of their records, and
to establish a time period for testing compliance with II-
B and I1I.

ETA acknowledges that OIG’s concern regarding the
current record retention requirements is legitimate.
With regard to the time period for testing compliance
for I1-B and III funds, ETA contends that compliance
for these programs is measured using allotments over
the course of the 2-year job training plan and the
Governor’s Coordination and Special Services Plan.
While this approach may be clear to ETA, we continue
to maintain ETA has not addressed the issue for the
JTPA system as a whole. ETA’s March 1985 Final
Interpretations on cost limitations specifically provide
that it is the States’ responsibility to determine policy
regarding cost limitations for Titles II-B and III. Fur-
ther, the March 1985 interpretations do not make
reference to the Governor’s Coordination and Special
Services Plan.

ETA Failed to Adequately Clarify at which Operating
Level Cost Limitations and Restrictions Apply

Current regulations are so unclear that the appropriate
level (i.e., State or SDA) to apply cost limitations cannot
be determined. In some instances, the cost limitations
promulgated in JTPA are specifically applicable to the
service delivery area (Section 108). However, the
statute is silent as to the applicability of these limitations
to the State. Current regulations do not define the
operating levels at which cost limitations should be
applied. Cost limitations are unenforceable without
universal understanding of the operating level to which

they apply.

We recommended that ETA clarify the level, State or
SDA, at which each of the JTPA cost limitations apply.
ETA maintains that the current requirements are clear.
However, we continue to believe this issue needs to be
addressed so that the cost limitations can be properly
enforced.



PROCUREMENT OF JTPA TRAINING AND
SERVICES BY THE OREGON CONSORTIUM

On August 23, 1988, OIG issued a draft audit report to
Oregon State officials on selected procurement activi-
ties conducted by the administrative unit of The Oregon
Consortium. The Oregon Consortium is the SDA for
the JTPA program operated by the State of Oregon.
The SDA includes 27 counties throughout the State and
is divided into nine administrative districts, each com-
prising one to five counties. Within each district, a
single contractor is selected to administer the JTPA
program in the district. The nine district operators
receive a yearly, sole source, fixed unit price contract.
With one exception, each district operator received a
yearly contract totaling over $1 million.

Because the program vulnerabilities were so extensive,
and because the State JTPA administrative unit certi-
fied that the SDA’s procurement operation was in
compliance with prescribed standards of program
administration, we directed our recommendations to
ETA’s Assistant Secretary in our final report dated
September 27, 1988.

PROGRAM ACCOUNTABILITY HAS BEEN
ELIMINATED THROUGH THE USE OF
INAPPROPRIATE CONTRACTS

Misapplication of Federal regulations governing the
use and restrictions of FUPCs resulted in major mis-
classification of program expenditures.

The SDA designed its program to operate exclusively
through FUPCs. Ananalysis of the contracts, however,
found they conform neither to the regulatory require-
ments for single unit charging of FUPCs to the training
cost category (20 CFR 629.38(e)(2)), nor to the intent
of JTPA and its regulations which call for actual train-
ing and job placement for specified individuals in speci-
fied occupations. Therefore, the SDA has no regulatory
basis for its decision to report all district expenditures as
training,

Since 1983, the SDA has reported approximately $53.8
of $57.6 million as training expenditures. Included in
this reported total is undetermined amounts of admini-
stration, participant support, and other non-training
expenditures which have been misclassified as training
expenditures. The misclassification completely ob-
scures any ability to determine whether statutory limi-
tations on expenditures of JTPA funds were observed.
Thus, the major element of program accountability and

17

the basis to determine compliance with legal restric-
tions of fund expenditure have been eliminated.

The SDA’s response to our draft report stated that OIG
had overstated the requirements of the law and regula-
tions and ignored the appropriate roles of the State,
SDA, ETA, and OIG in interpreting the statute and
regulations. SDA representatives believed the program
regulations suggest that it is the State and local level, not
the Federal level, where program questions regarding
cost classification, fixed unit price contracting and cost
limitations are to be resolved. The response provided
no evidence to support that the SDA contracts met the
requirements of 20 CFR 629.38(¢)(2).

Werecommended ETA require reclassification of $53.8
million of the SDA’s reported training expenditures to
the proper JTPA cost categories. Upon completion and
verification of proper cost classification, expenditure
totals must be analyzed to determine compliance with
statutory limitations on fund expenditures for admini-
stration and participant support. Any amounts exceed-
ing the legal limitations must be repaid to the Federal
Government from non-JTPA funds.

Deficiencies in the Contract Negotiation Process
Reduced the Funds Available to Provide Training and
Services

Negotiation of contracts without State-required cost or
price analysis resulted in contract unit prices which
could not be supported as reasonable.

The SDA did not provide evidence to support that cost
or price had been evaluated during the SDA’s contract
negotiations, as required by the State JTPA administra-
tive unit. Without accurate information on the actual
costs required to provide specific training and services,
the prices agreed upon may be unrealistic. Unrealistic
prices can result in unreasonable profit margins or,
conversely, contractor bankruptcy. Obviously, both
situations lessen the quality and level of participant
training and services.

A review of 20 of the 45 contracts showed that, of the
$25.8 million of training funds provided to contractors,
an estimated $4.2 million (16 percent) was retained by
the contractors as profit. Because the SDA neither
requires nor evaluates contractor cost and price infor-
mation, no valid gauge of a reasonable unit price exists.
With no basis to determine if the contract prices were
reasonable, it is not possible to determine if the profits
were warranted.



The auditee responded that there was no evidence cited
in the draft report which suggested that the contract
negotiation process resulted in reduced training funds,
nor was there any evidence that contract earnings were
used for anything except allowable JTPA costs.

We concluded that the funds available to provide train-
ing and services to JTPA eligible clients in the SDA’s 27
counties were reduced. The profits represent funds
available but not expended on JTPA training and serv-
ices during the contract period. Because the recipient
has not provided evidence that cost or price was ana-
lyzed, we cannot determine if the contract prices were
reasonable. Therefore, we have questioned the esti-
mated $4.2 million retained by the contractors as prof-
its.

We recommended that ETA require a complete ac-
counting of profits generated from the improperly
negotiated contracts. Any “profit” realized under
contracts ending before June 30, 1986, must be re-
turned tothe U.S. Treasury unless the SDA can demon-
strate the “profits” were expended to provide JTPA
training and services, and were expended within 3 years
of fund obligation. Section 161 of JTPA states that
funds obligated for any program year may be expended
by each recipient during that program year and the two
succeeding program years. Our review of 20 contracts
found approximately $3.4 of the $4.2 million in esti-
mated “profits” falls into this category. All “profits”
realized for later contracts should be returned to the
program and expended to provide JTPA training and
services in accordance with existing regulations and
limitations.

Reported Contract Performance does not Provide a
Realistic Gauge of how Effectively JTPA Funds have
been Utilized or how Meaningful Participant Training
has been

Assertions that FUPCs resulted in increased perform-
ance at decreasing cost could not be supported.

An analysis of three sets of district contracts generally
showed decreases in the number of participants to be
served and increases in unit costs between program
years 1986 and 1987. Additionally, a review of 50
participant files showed that for 16 (32 percent) partici-
pants, no direct causal relationship existed between
JTPA training and performance statistics showing par-
ticipants had either entered unsubsidized employment
or attained employment competency.

The auditee responded to our draft report providing
two bar charts which compared Comprehensive Em-
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ployment and Training Act (CETA) and JTPA costs
per entered employment and numbers of participants
entering employment. The auditee claimed the bar
charts showed FUPCs provided increasingly cost effec-
tive services within the SDA.

The information provided by the auditee was incom-
plete. We do not know the validity of information used
to prepare the bar charts or whether the CETA and
JTPA data are, in fact, comparable. Also, factors other
than contracting methodology could cause changes in
the “cost per entered employment” and the “numbers
of entered employment” figures.

We recommended that ETA provide the necessary di-
rection and assistance to State and SDA personnel to
develop and monitor contracts which meet Federal
regulatory requirements and report measurable per-
formance statistics directly related to the job training
received.

JTPA GRANT FUND PROTECTION
FORT WORTH CONSORTIUM

Another JTPA audit initiative during this period was
conducted at the Fort Worth, Texas Consortium SDA.
Our primary focus was to build on the single audit work
by evaluating the SDA’s compliance with JTPA and its
regulations which affected financial reporting during
program years 1986 and 1987. Our scope was limited to
programs under Title IT of the Act.

In our final report issued to ETA, we recommended
$300,179 for disallowance and questioned $6,529. Fur-
ther, we recommended that $441,486 in costs charged to
the training cost category be reclassified to administra-
tion.

While the audit covered only a single SDA, the follow-
ing are issues which we have identified in other audit
work as well and which we believe have national policy
implication.

Using Regulatory Provisions to Effectively Waive the
Statutory Limitation on Administrative Costs

Our audit found that costs of 10 fixed unit price con-
tracts were charged entirely to training even though
they did not meet the criteria in 20 CFR 629.38(e)(2).

In responding to our draft report, the State disagreed
with this finding, adding that the practice of charging
costs entirely to training was standard practice in the
State and throughout the nation as well.



We believe that, if the State’s position prevails, the
legislatively-mandated limitation on JTPA administra-
tive costs is, in effect, circumvented.

Allowing Tax-Exempt SDA Contractors to make
Profits on JTPA Funds

We recommended for disallowance profits from JTPA
funds received by tax-exempt entities. We found the
profits were not “necessary and reasonable for proper
and efficient administration of the program.” One non-
profit entity received a profit of $62,443 or 977 percent
over its actual costs of $6,388. Further, the profits were
used to finance a cash management fund, one use of
which was to pay disallowed audit costs. Another
contractor, a public school district, was paid profits
ranging up to 41 percent ($109,834) under fixed unit
price contracts.

The State contended that the issue of profits is irrele-
vant since profits are “plowed back into the programs”
authorized in a non-profit corporation’s charter and are
allowable under the Internal Revenue Code. Since the
charitable purposes are not limited to JTPA activities,
JTPA program funds could be expended for activities
not authorized under the Act.

The State response included a copy of a letter dated
February 1986 from a city auditor. The letter requested
guidance as to whether JTPA service providers were
free to spend the fees they received from their fixed unit
price JTPA contracts on items such as “political contri-
butions, cadillacs, or whatever they choose.” The State’s
reply to the city stated, “Once performance has been
verified and payments made accordingly, the contractor
has no further liability for these funds and the JTPA
audit trail stops as of the disbursement.”

We believe that JTPA program funds were intended to
be used only for purposes authorized by the Act. If the
State’s position prevails, requirements that JTPA funds
be used for authorized purposes is, in effect, circum-
vented.

Leasing Real Property by the SDA from the Private
Industry Council (PIC) is a Potential Conflict of
Interest

We recommended that $122,828 be disallowed for
unreasonable and excessive lease expense incurred for
real property leased by the SDA from the PIC. The
SDA was paying the PIC twice the fair market value for
the rental property. The excessive rental payment was,
in effect, financing the PIC’s mortgage payments and
other costs.
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The SDA, however, was not free to move to a less costly
location because the PIC had the power to approve or
disapprove proposed leasing actions by the SDA. This
potential conflict of interest is further supported by the
fact that, despite the decline in local economic condi-
tions, the SDA did not renegotiate lease terms or move
to a more reasonably priced location.

In disagreeing with our finding, the State advised that
many SDAs lease space from entities with oversight
responsibility of their actions. No explanation regard-
ing the excessive lease expense was offered.

Using Defective Procurement Practices for Service
Provider Contracting

We found little, if any, price competition in negotiating
fair and reasonable prices when fixed unit price con-
tracts were awarded. Additionally, arms-length nego-
tiation of prices and other contract terms is apparently
lacking. These practices caused, in part, most of our
other findings of noncompliance and our recommenda-
tions that costs of $295,107 be disallowed and $416,063
be reclassified.

JTPA regulations contain a single paragraph on pro-
curement which delegates responsibility to the States to
ensure that procurement systems are administered in
accordance with “applicable State and local law, rules
and regulations as determined by the Governor” (20
CFR 629.34). Based on our findings, this appears to be
inadequate criteria for the JTPA procurement process.

The state disagreed with our findings.

ETA has not had an opportunity to respond to the final
audit report. We will discuss their response in our next

semiannual report.
MISSISSIPPI JTPA PROGRAM

In August 1988, we issued a management letter advising
ETA to closely examine the propriety of FUPCs used by
Mississippi to operate its summer remediation pro-
gram. In response to a complaint, we examined the
contract between the Mississippi Balance of State SDA
and the Mississippi Department of Education.

The contract contained a “profit margin” line item of
$1.1 million, which represented 23 percent of the $4.9
million contract. The contract placed no restrictions on
the amount or use of the profits. Further, there were no
assurances the profits would be recycled back into the
program to fund other allowable JTPA activitics. We
believe this planned profit margin was both inappropri-



ate and excessive. In addition, the contract called for a
fixed unit price of $1,225 per participant. We expressed
our concern to ETA that this cost per participant
apparently bears no relationship to the expected cost of
operating and administering the program.

Another item of concern was the proposed purchase of
computer-assisted learning programs for $650,000.
Although the computer programs were purchased us-
ing program year 1988 funds, the programs were not
distributed to the school districts until the summer
program was almost over. We also advised ETA of
budgeted transportation costs that appeared inappro-
priate, and indirect costs that may be duplicated in other
budgeted line items.

The above items compound our concerns about what
we perceive as widespread abuses of JTPA fixed unit
price contracting. Webelieve ETA should review such
contracts and provide greater direction and clarity to
JTPA service providers to identify current problems
and avoid future difficulties.

ETA agreed that OIG’s contract review raised concerns
about questionable procurement practices in the Mis-
sissippi summer program. ETA suggested that an OIG
special audit would be appropriate, after which specific
and suitable action can be taken. Furthermore, ETA
indicated that it would be providing explicit guidance on
the areas of concern related to performance based
contracting when it issues final policy.

KENTUCKY JTPA PROGRAM QUESTIONED COSTS

We are following up on a complaint alleging that JTPA
training funds were used to serve ineligible participants
at the Kentucky Toyota Motor Manufacturing Plant.
We initiated a limited review of the Commonwealth of
Kentucky systems and procedures for enrolling pro-
gram participants and for ensuring that expenditures
are allowable under JTPA.

We found no major system deficiencies. However, our
review disclosed a problem in Kentucky’s interpreta-
tion of Section 123 of the Act which establishes parame-
ters for an 8 percent “State set aside.” Kentucky has
interpreted the language in these provisions as allowing
25 percent of the funds to be used for training individu-
als who are not JTPA eligibles.

We questioned this interpretation of the Act, and alegal
opinion obtained on the issue agreed with our position.
It also raised concerns regarding Kentucky’s use of
Section 123 funds. The 1986 amendments to JTPA
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mandated that funds be used on three high priority
areasincluding: illiteracy among youth and adults, high
school dropouts, and barriers confronted by disadvan-
taged youth who do not plan to pursue additional edu-
cation beyond high school.

JTPA Section 123 funds serving participants at the
Toyota Plant were not used for the type of training
mandated by the 1986 amendments.

We are continuing our audit work. As of July 1988,
approximately $2.6 million were incurred serving 540
potentially ineligible participants at the Toyota plant.

We issued a management letter to ETA’s Assistant
Secretary on September 23, 1988, expressing our belief
that the Commonwealth of Kentucky has misinter-
preted the provisions of Section 123 of JTPA and may
be incurring millions of dollars in unallowable costs.
We recommended that immediate action be taken to
resolve the issue and establish and disseminate policy
and instructions to all State JTPA recipients regarding
the allowable use of Section 123 funds.

REPORT II
SERVICE PROVIDER CONTRACT ELEMENTS

During our 1986-87 JTPA participant training and
services review, we collected a statistical sample of
service provider contracts at 58 SDAs. Ultimately, we
collected 3,878 contracts representing $216.6 million in
JTPA funding.

To determine whether these contracts contained ele-
ments necessary to properly safeguard public funds, we
gave a sample of contracts to attorneys under contract
to OIG who were selected because of their expertise in
Federal procurement law.

The attorneys were asked to determine those contrac-
tual elements necessary for adequate protection of
JTPA funds and to ascertain whether those elements
were present. They subsequently selected 16 elements
based on what is usually found in Federal contracts (5
essential and 11 supplemental) against which to test the
contracts.

Overall, 83 percent of the contracts, representing $109
million or 52 percent of the JTPA funds reviewed, failed
to adequately protect JTPA funds.

Contracts missing one or more of the essential elements
totaled 76 percent, representing $90.4 million or 43
percent of the total dollars reviewed. Contracts con-



taining all of the essential elements but missing five or
more supplemental elements totaled 7 percent, repre-
senting $18.6 million or 9 percent of the total dollars
reviewed.

In analyzing the contracts, we found that they were
substantially inconsistent in the quality of draftsman-
ship and the degree of protection offered. We found
contracts at both ends of the spectrum: from extremely
poor and completely lacking protection for JTPA funds
to very well drafted, comprehensive documents. Some
clauses closely paralleled those found in Federal Gov-
ernment contracts, while others differed greatly.

In a program of this magnitude, the fact that such alarge
percentage of the sampled contracts did not contain
elements necessary to adequately protect JTPA funds is
significant. In our opinion, this has the potential to
result in waste and abuse of Federal funds.

While we recognize that the current design of JTPA
makes it impossible to require States, SDAs, and locali-
ties to utilize a standard contract, much greater protec-
tion of Federal funds would result if the writing of
contracts could be improved.

In response to the report, ETA plans to issue a January
1989 Training and Employment Guidance Letter (TEGL)
outlining the results and concerns raised in the OIG
report. ETA also advised that plans are under way to
develop a contract training package for dissemination
to the States and SDAs.

To date, the general theme of ETA’s responses on the
reports discussed above has been to agree that specific
abuses exist and that further audit work and contract
training is in order. However, ETA continucs to rely on
its August 6,1988, “proposed interpretation” of
20 CFR 629.38(¢)(2), allowing FUPCs to be 100 per-
cent charged to training.

OIG disagrees that the “proposed interpretation” will
bring the system closer to accountability and in compli-
ance with congressionally mandated cost limitations.
The “proposed interpretation” itself is replete with
provisions which effectively expand, rather than limit,
the use of FUPCs. Thus, ETA program management is
sending the wrong signal to the JTPA system when it
continues to promote the use of FUPCs chargeable
100 percent to training, especially after being apprised
officially of their use to circumvent cost limitations and
their negative impact on program accountability.
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The effect of the FUPC regulations is to allow less than
70 percent of an SDA’s Title II-A funds to be spent on
actual training and more than 15 percent on admini-
stration, contrary to law. Since it has no basis in statute,
as acknowledged by ETA, we believe 20 CFR 629.38(e)(2)
should be eliminated in its entirety as contrary to the letter
and intent of the law.

Comprehensive Employment and Training
Act (CETA)

MASSACHUSETTS CETA PRIME SPONSOR
SPECIAL REPORT

The State of Massachusetts contracted with a CPA firm
to audit CETA funds awarded to the Balance of State
Prime Sponsor, using agreed-upon procedures. The
review was performed to assist the State in a final
closeout of its CETA program. The audit period covers
the entire program period, extending from 1973-1984.
The report was issued in August 1988, and is presently
being processed in ETA. The report includes a ques-
tioned cost of $41,067 and indicates that the State still
has a CETA cash balance of $3,636,311 which we
believe should be returned to the Federal Treasury.

Unemployment Insurance Program

The Social Security Act of 1935 authorized the Unem-
ployment Insurance (UI) program which is a unique
Federal-State partnership that is based upon Federal
law, but is implemented through individual State legis-
lation.

This program is administered by the State Employment
Security Agencies (SESAs) in the 50 States and three
other entities, the District of Columbia, Puerto Rico
and the Virgin Islands. Atthe Federal level, the Unem-
ployment Insurance Service (UIS) of ETA is charged
with ensuring proper and efficient administration of the
UI program.

UNEMPLOYMENT FUND CASH MANAGEMENT

We completed a 10-State review to determine the po-
tential interest income that is not realized by the States’
Unemployment Trust Funds because of ETA’s policy
that prohibits States from investing “float” generated
by disbursing unemployment benefits.

“Float” is the period between the time that benefit
disbursements are made by the States and the time that



the payment instruments are returned to the bank or
State treasury for redemption. Float, even if available
only overnight, has significant earnings potential.

We estimated that the nation’s unemployment compen-
sation program could realize an additional $15 million
annually if the Department recognized the States’ in-
volvement in cash management and ensured that reve-
nue earned on benefit payment account “float” was
credited to States’ Unemployment Trust Funds (SUTFs).

Of major concern is ETA’s prohibition against States
investing benefit payment account float. In our opinion,
ETA has misinterpreted the Social Security Act’s pro-
visions and constructed a prohibition on State invest-
ment of float which the Congress did not intend. Fur-
ther, ETA’s prohibitions do not prevent investments
from occurring. As a result, either commercial institu-
tions or the States’ general funds benefit from float
earnings, rather than the States’ unemployment com-
pensation programs.

Before meaningful reform can occur, ETA’s policies
must allow the unemployment compensation program
to take advantage of more effective cash management
alternatives.

OMB has recently issued an official Administration
position on Ul cash management which concurs with
our recommendation to recognize float earnings and
require their deposit into the Federal Unemployment
Trust Fund (FUTF). In response to a congressional
inquiry on treatment of Ul funds under pending cash
management legislation, OMB has stipulated that inter-
est should be earned on funds held at the local level until
such funds are needed to redeem benefit checks.
Additionally, its position is that such earnings should
return to the FUTF, as proposed by this legislation, so
that maximum funds are available for investment by the
Secretary of the Treasury.

Until such time as UI cash management is directly af-
fected by the above-referenced legislation, we continue
to recommend that ETA’s Assistant Secretary assist
States individually in determining the most effective
SUTF cash management systems available and encour-
age their implementation; eliminate prohibitions on
State investment of benefit payment account float; and
implement effective requirements or, as necessary, spon-
sor Federal legislation to ensure SUTFs receive invest-
ment revenue.
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In response to our draft report, ETA declined to recon-
sider its UI cash management policies, indicating that it
intends to continue to base unemployment fund man-
agement actions on its interpretation of existing law and
departmental statutory interpretations. ETA indicated
that its position has not changed since it responded to
the draft report. ETA declined a meeting to further
discuss the issues, because, in its view, there have been
no new developments since prior meetings to warrant
further discussion.

Technical Assistance Review to Identify High Risk
Employers Who Potentially Underpaid State
Unemployment Taxes

In our previous semiannual report, we discussed OIG’s
ongoing development of computerized techniques to
identify high risk employers for SESA field audits.
Since then, we completed technical assistance reviews
in five States and have issued a summaryreport to ETA.

Development of Computer Software

We developed computer programs which read the SESA’s
employee wage history files and calculate taxable wages
for each employer. We then compared our calculations
with taxable wages reported by employers on the tax file
to determine potential underreported taxable wages.
Differences between OIG-computed taxable wages and
taxable wages reported by employers were then multi-
plied by the appropriate tax rate to arrive at potential
underpaid taxes.

A by-product of developing our model are computer
programs that identify and correct many social security
number errors in wage records without requiring time-
consuming manual re-entry. Our sampling showed that
98 percent of the errors we identified were properly
corrected by automated routines.

Results of Review

In the five States reviewed, we identified $10.7 million in
potentially underpaid taxes. Of this amount, $5.4 mil-
lion comes from 773 employers with potential under-
payments of more than $1,000 each. The States are
presently reviewing these cases and recovering those
that are verified.

Our software was especially useful in Louisiana in
identifying employers out of compliance with a newly



established debt service tax. The Louisiana agency
wrote the following concerning OIG’s efforts:

"Through their diligent work, the Louisiana De-
partment of Labor has the potential of collecting an
additional $1.3 million in unemployment insurance
taxes due the State. Also, their assistance with our
new Debt Service Tax realized a potential collec-
tion of $3.1 million.

The software programs designed for the employee
wage history files have assisted in correcting ap-
proximately 33,000 social security number errors,
and has allowed this Agency to pay unemployment
insurance benefits faster with a reduced number of
benefit assignments sent to tax auditors in the
field."

We recommended that ETA disseminate our report to
all SESAs and encourage adoption of the programs.
For those SESAs willing to adopt the system, ETA
should consider waiving its current requirement that
each SESA annually audit 4 percent of covered employ-
ers. We believe the ADP programs provide a better
basis of targeting employers for review than current
ETA requirements.

ETA has responded that, although it is interested in the
programs, it first needs to study them in relation to
other ETA program improvement projects currently
under way.

TRADE READJUSTMENT ALLOWANCES
SURVEY

We completed a survey of Trade Readjustment Allow-
ances (TRAs) authorized by the Trade Act of 1974, to
determine if systemic problems exist which warrant a
national scope audit of TRAs.

TRAs are federally-funded unemployment benefits for
individuals who are out of work because of foreign
imports. TRAs are payable only after exhaustion of
unemployment compensation.

Our survey consisted of financial and compliance re-
views of fiscal year 1987 TRAs paid by Pennsylvania,
Texas, and West Virginia. These three States ac-
counted for $58 million (28 percent) of total fiscal year
1987 TRA payments of $210 million.

We identified no common systemic problems among
the States audited that warrant a national audit. In two
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of the three States, we found problems unique to those
States. These problems have been identified in individ-
ual reports which were issued to the States and ETA.

Our survey disclosed TRA regulatory provisions that
should be clarified to prevent abuses to the TRA pro-
gram and better satisfy the intent of the Act. We also
identified $1.9 million of TRA overpayments.

We recommended that ETA eliminate the vagueness in
the current regulations to ensure that individuals re-
ceive TRA benefits because they are out of work due to
foreign imports, not because they once had a TRA
qualifying separation; and that they receive TRA bene-
fits during legally established eligibility periods.

Also, ETA should require Pennsylvania to repay $1.9
million of estimated overpayments.

EMPLOYMENT STANDARDS
ADMINISTRATION

The Employment Standards Administration (ESA) is
composed of three program offices: the Office of
Federal Contract Compliance Programs (OFCCP), the
Office of Workers’ Compensation Programs (OWCP),
and the Wage and Hour Division.

OFCCP administers an Executive Order and portions
of the statutes which prohibit Federal contractors from
engaging in employment discrimination and require
affirmative action to ensure equal employment oppor-
tunity.

OWCP administers three laws providing compensation
and medical benefits, primarily for on-the-job injuries
and occupational diseases, to civilian employees of the
Federal Government, coal miners, and longshore and
harbor workers.

Wage and Hour enforces minimum wage and overtime
standards, establishes wage and other standards for
Federal contracts, and enforces aspects of other em-
ployment standards laws.

Of ESA’s $242.2 million budget for fiscal year 1989,
Wage and Hour uses the largest portion to enforce a
wide variety of labor standards.

We completed significant work during this semiannual
period in OFCCP and in OWCP’s Black Lung and
FECA programs.



Federal Contract Compliance Programs

The Office of Federal Contract Compliance Programs
(OFCCP) enforces Executive Order 11246, Section 503
of the Rehabilitation Act of 1973, and 38 U.S.C. 2012 of
the Vietnam Era Veterans’ Readjustment Assistance
Act. The Executive Order and statutes prohibit em-
ployment discrimination by Federal contractors on the
basis of race, color, sex, national origin, handicap,
religion, or veteran status. In addition, Federal contrac-
tors are required to take affirmative action in hiring,
training, and advancement of qualified and qualifiable
minorities, women, certain veterans, and individuals
with handicaps. In 1978, responsibility for contract
compliance was removed from 11 major Federal De-
partments and centralized in OFCCP.

OFCCP has abroad-ranging responsibility for ensuring
nondiscrimination and affirmative action by more than
215,000 Federal contractor establishments, employing
more than 30 million workers and having more than
$167 billion worth of business with the United States
Government. To administer the programs for fiscal
year 1987, OFCCP was authorized a budget of $47.9
million and a total of 910 positions located in the
national office, 10 regional offices, and 56 area and field
offices.

OFCCP SHOULD ENFORCE FEDERAL EEO
REGULATIONS MORE EFFECTIVELY AND
CONSISTENTLY

We completed an extensive nationwide program results
audit of OFCCP to evaluate the overall effectiveness
and efficiency of its enforcement operations. Our basic
audit period was October 1, 1984, through September
30, 1986. However, when warranted, coverage was
expanded to include fiscal year 1987.

We found that more effective management in the areas
of program planning, enforcement, and accomplish-
ment reporting would improve Federal contractor
compliance with equalemployment opportunity (EEO)
and affirmative action requirements. Specifically, we
found that OFCCP’s annual program planning process
did not provide enforcement strategies which make the
most effective and efficient use of its staff resources;
that OFCCP needs to take more timely enforcement
actions against Federal contractors who, in some in-
stances, discriminated against or failed to take affirma-
tive actions in hiring, training, and advancement of
protected group members; and that OFCCP was unable
to meaningfully and accurately measure the impact of
its various enforcement programs.
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During the course of our review, OFCCP had begun
several program initiatives which could result in im-
proving the effectiveness and efficiency of its enforce-
ment operations. OFCCP has also begun implement-
ing an extensive training program to reinforce and
upgrade the job skills of its enforcement staff. Since
these initiatives were ongoing during our audit fieldwork,
we were unable to assess their impact on improving
operational performance. However, these efforts should
significantly improve the effectiveness of OFCCP’s
enforcement programs.

Program Planning Process

OFCCP’s planning process did not provide effective
and efficient enforcement strategies. Our audit dis-
closed ineffective systems for identifying and selecting
contractors for compliance reviews; inefficient tech-
niques used to evaluate contractor compliance with
EEO obligations; unequal and inconsistent enforce-
ment of Federal EEO regulations; and an ineffective
preaward review system.

OFCCP Did Not Identify the National Universe of
Federal Construction Contractors and Relied on Supply/
Service Contractors To Adhere Voluntarily to
Regulatory Requirements for Identifying Themselves
as Members of the Federal Contractor Universe

Contractors who failed to comply with reporting re-
quirements were omitted from the universes and were
rarely, if ever, subjected to an evaluation of their com-
pliance with EEO regulations. In addition, selection of
supply/service contractors for review was based pri-
marily on a single ranking criteria, and construction
contractors were being selected for review without any
indication of their potential degree of noncompliance
with EEO regulations. Additional selection criteria
were available which, if used, would result in signifi-
cantly improving OFCCP’s ability to identify and select
for review those contractors with the greatest potential
for noncompliance.

The Number of Federal Contractors Subjected to EEO
Evaluations was Reduced Significantly Due to OFCCP’s
Limited Review Techniques

OFCCP limited EEO evaluations to full scope compli-
ance reviews of single establishments. Sole reliance on
this technique restricted the number of evaluations to
just 3 percent of the Federal contractors covered by
EEO regulations. Although the Federal Contract Com-
pliance Manual (FCCM) provides for limiting compli-
ance reviews to the desk audit phase, OFCCP seldom



used this survey technique. In addition, OFCCP’s
utilization of the single unit review resulted in the
expenditure of significant enforcement resources by
repeatedly reviewing individual establishments of multi-
establishment corporations. For example, during a 3-
1/2 year period, OFCCP expended over 7,000 Equal
Opportunity Specialist hours conducting 73 compliance
reviews on the individual establishments of just one
parent ¢orporation.

Federal EEO Regulations Were Not Equally Enforced
for All Federal Contractors

OFCCP made a practice of excluding significant num-
bers of contractors from its standard review selection
criteria based solely on their participation in one of
several self-monitoring programs. OFCCP was unable
to adequately evaluate their compliance with EEO
regulations since the contractors were rarely, if ever,
subjected to compliance reviews. These programs have
been utilized since 1982. In 1984, both the House
Committee on Education and Labor and the Office of
Civil Rights, Federal Highway Administration, U.S.
Department of Transportation, expressed concerns re-
lated to the utilization of these programs. The pro-
grams have resulted in inconsistent enforcement of
EEO regulations and potentially lessen voluntary
compliance by Federal contractors subjected to more
stringent enforcement. Limited enforcement resources
mandate that OFCCP rely on contractors to comply
voluntarily with their EEO obligations. Voluntary
compliance is greatly enhanced when Federal laws and
regulations are equally and consistently enforced.

Preaward Compliance Reviews Still Do Not Meet
Regulatory Intent to Prevent the Award of Large
Dollar Contracts to Contractors Unable or Unwilling
to Comply with their EEO Obligations

The inherent ineffectiveness and inefficiency of the
preaward process has been recognized since 1981, and
was reported in an OIG survey report on OFCCP
operations in September 1985. OFCCP has not, how-
ever, acted to implement OIG’s earlier recommenda-
tion to eliminate the preaward regulatory requirement.
As a result, during fiscal year 1986, OFCCP expended
21 staff years processing 22,000 requests for preaward
clearance. The large majority of requests for clearance
are granted without an on-site review. Even more to the
point, reviews have not prevented the award of a single
Federal contract.
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We recommended that OFCCP strengthen procedures
to identify Federal contractors subject to EEO regulations;
implement multiple criteria models for ranking and se-
lecting, at the national level, Federal contractors for
compliance reviews; more fully utilize desk audits to
evaluate contractors’ potential noncompliance with EEO
regulations; elevate evaluations of contractor compli-
ance with EEO regulations to the parent organizational
level; rescind all self-monitoring agreements which exdude
Federal contractors from standard compliance review
selection criteria; and pursue steps which would remove
Federal regulatory requirements for preaward clear-
ance prior to the issuance of Federal contracts.

Enforcement of EEQ Regulations

OFCCP should take stronger and more timely enforce-
ment actions against Federal contractors who discrimi-
nated against or failed to take affirmative actions in
hiring, training, and advancing protected group mem-
bers. Our audit disclosed that underutilization of pro-
tected group members was not effectivelyidentified and
remedied; that the quality of compliance reviews could
be improved; that the contractors’ internal reviews were
ineffective; thatthe enforcement actions were not timely
utilized; that the monitoring contractor corrective ac-
tions for remedying EEO violations was inadequate;
and that complaint appeals were not processed and re-
solved in a timely manner.

Enforcement Regulations Were Weakened by Oral
Policies and Procedures Issued at the National Level

Implementation of these policies and procedures re-
sulted in lowering the standard for identifying under-
utilization of protected group members and weakening
the regulatory enforcement actions provided to remedy
the underutilization. In determining whether protected
group members are underutilized in construction con-
tractor workforces, OFCCP historically has used what
amounted to the “any difference” rule, i.e., any differ-
ence between availability and utilization was seen as
underutilization. On the other hand, the agency orally
permitted supply/service contractors to use less rigid
approaches. For example, contractors were not re-
quired to declare underutilization in those instances
where their employment of protected group members
was within 80 percent of availability. Oral policy and
procedures which abolished the use of ultimate and
makeup goals also drastically diminished OFCCP’s
ability to remedy the effects of underutilization.



Ineffective Controls Gver the Quality of Compliance
Reviews Impeded OFCCP’s Enforcement of Federal
EEQO Regulations

We identified case quality deficiencies in 57 percent of
the closed compliance cases included in our sample.
Case quality problems were attributable to an ineffec-
tive policy and procedures system and the practice of
using oral policy to direct the program; the lack of
timely accountability reviews; and the lack of effective
quality reviews at the area/field office level.

The Contractor Internal Review Process (IRP) Has
Proven Ineffective in Resolving Complaints of
Discrimination Filed with OFCCP

Based on our sample, IRPs were not only unsuccessful
in resolving 89 percent of complaints, they significantly
delayed OFCCP’s investigations.

Compliance Reiview and Complaint Investigation Time
Standards Were Significantly Exceeded before Formal
Enforcement Actions Were Recommended by OFCCP

During fiscal year 1986, an average of 354 days elapsed
before OFCCP recommended enforcement actions as
a result of complaint investigations. OFCCP’s reluc-
tance to recommend timely formal enforcement re-
sulted in compliance cases being closed by OFCCP
without corrective actions taken to remedy major EEO
violations.

OFCCP Was Not Ensuring that Contractors Fully and
Timely Remedied EEO Violations Identified During
Compliance Reviews and Complaint Investigations

Contractors were not consistently required to submit
corrective action reports which contain sufficient infor-
mation. These reports were not submitted frequently
enough to thoroughly evaluate compliance with concili-
ation agreements. Therefore, enforcement actions were
not being taken against contractors who failed to rem-
edy EEO violations. Inadequate tracking and evalu-
ation of corrective action reports was cited in a 1981
GAO report and again in the 1985 OIG survey report.
Our follow-up review of this condition showed that
OFCCP had not implemented effective corrective ac-
tions to remedy these operational weakness.

OFCCP Was Not Effectively Controlling and Timely
Resolving Complaint Appeal Cases

Significant delays occurred in processing and resolving
complaint investigation decisions appealed to the na-
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tional office. Our review of asample of completed cases
indicated that processing timeframes ranged from 51 to
450 days, and averaged 156 days. These delays were
attributed to the low priority assigned to processing and
inadequate control over these cases.

We recommended that OFCCP:

1. Pursue the necessary steps under the Administrative
Procedures Act to promulgate regulatory requirements
which will clearly define underutilization;

2. Require contractors, in accordance with FCCM pol-
icy, to establish ultimate and makeup goals when neces-
sary to promptly achieve full and equal employment of
protected group members;

3. Reduce to writing and when required, publish for
comment all oral policy currently being used;

4. Develop procedures to utilize trend analyses to effec-
tively identify patterns and remedy causes of case qual-
ity deficiencies;

5. Implement controls to ensure that regional and field
offices are subjected to timely accountability reviews;

6. Require contractors to measure, in corrective action
reports, the effectiveness of corrective actions in in-
creasing the utilization of protected group members;

7. Monitor contractors’ compliance with conciliation
agreements in a timely manner until it has been deter-
mined that effective corrective actions have been taken
to remedy the cited EEO violations;

8. Recommend enforcement proceedings against con-
tractors unable to demonstrate compliance with provi-
sions of conciliation agreement in a timely manner; and

9. Develop and implement controls to ensure that
appeals of complaint investigation decisions are proc-
essed and resolved in a timely manner.

Program Accomplishments

OFCCP did not measure the impact of its various
enforcement programs to ensure nondiscrimination
and affirmative actions among Federal contractors
meaningfully and accurately. Our audit disclosed that:
criteria used to measure program effectiveness were
inadequate; and that financial accomplishments were
not reported accurately and consistently.



OFCCP Used a Variety of Staff Productivity Statistics
in an Attempt To Measure Effective Achievement of
Executive and Congressional Goals

Inresponse to recommendations made in the 1985 OIG
survey report, OFCCP stated that it planned to choose
amethod of reporting which it believed would assess the
program’s impact. However, program accomplish-
ments reporting for the two fiscal years subsequent to
issuance of that earlier survey report were based on the
same productivity statistics. While these productivity
statistics may provide some measure of operational
efficiency, they did not measure the program’s results
related to reduced discrimination and increased af-
firmative action.

Inaccurate Data Was Used To Measure and Evaluate
Program Effectiveness because of Ineffective
Financial Reporting Systems

As a result of using inaccurate data, financial accom-
plishments reported in OFCCP’s fiscal years 1986 and
1987 annual budget request to the Congress were sig-
nificantly overstated. Cases included in our sample ac-
counted for $13.2 million or 45 percent of the $29.1
million of OFCCP’s reported fiscal years 1986 and 1987
financial accomplishments. Case files did not support
$10.4 million of the $13.2 million (78 percent) reported
financial accomplishments. This overreporting was
primarily due to OFCCP’s basing accomplishments on
inflated estimates and erroneously claiming accom-
plishments which were not the result of reported EEO
violations.

We recommended that OFCCP develop and imple-
ment sufficient controls for ensuring that:

1. Contractor corrective action reports are used as a pri-
mary source of meaningful data elements needed to
assess program effectiveness;

2. Program accomplishments claimed and reported are
based on remedies for EEO violations identified and
cited during OFCCP compliance reviews and com-
plaint investigations; and

3. Program accomplishments are claimed and reported
on only after adequate follow-up has occurred which
will ensure that the contractors have taken the agreed
upon actions.
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Agency Response to Draft Audit Report

The Assistant Secretary for Employment Standards
responded to the draft audit report on September 7,
1988. While the Assistant Secretary agreed with many
of the report’s specific recommendations, he disagreed
with others and with the report’s overall conclusions.
He contended that the report contained:

1. Assertions and over-generalized conclusions based
on fundamental misunderstandings about the OFCCP
program, its policies and regulations;

2. Analyses and conclusions dated and removed from
the current state of affairs in OFCCP, since the basic
audit period was October 1, 1984 through September
30, 1986. The report does not reflect progress made
during the review period, nor does it appropriately
consider all relevant information from 1987. The re-
port, as published in 1988, reflects for the most part 2-
to 4-year old findings; and

3. Recommendations which suggest specific decisions
among policy options that seek to preempt the exclusive
policy making mandate of the Secretary, including one
recommendation which conflicts with settled law in
disregard of decisions by the Supreme Court.

The Assistant Secretary requested a cooperative effort
to clarify and resolve specific issues of disagreement
between OFCCP and OIG which could then lead to a
more current and accurate report. The Assistant Sec-
retary also requested formally that the audit be contin-
ued to incorporate consideration of the OFCCP activi-
ties during fiscal years 1987 and 1988.

We Do Not Believe the Assistant Secretary’s
Contentions are Supported

Instead, we believe that:

1. Conclusions reached and recommendations made in
the audit report are based on large volumes of data,
evaluation of OFCCP policy and procedures in effect
during the review, and extensive interviews of enforce-
ment staff and management officials at all levels of
operations.



2.Data analyzed during the review was the most current
available at the time of our on-site fieldwork. Also, our
review of OFCCP’s policies and procedures focused on
those in effect during our audit fieldwork and included
documented changes which had been implemented and
which impacted our potential findings.

3. The audit report contains no instances where the
OIG attempts to preempt the Secretary’s authority to
make policy. The OIG has, however, exercised its right
and responsibility as mandated by the Inspector Gen-
eral Act of 1978, to provide independent and objective
leadership and coordination and recommend policies
for activities designed to promote economy, efficiency,
and effectiveness in the administration of Department
of Labor programs and operations.

Black Lung Program

ESA’s Division of Coal Mine Workers’ Compensation
(DCMWC) administers the Federal Black Lung Pro-
gram under the Black Lung Benefits Revenue Act, as
amended. The Black Lung Benefits Revenue Act of
1977 established the Black Lung Disability Trust Fund
(BLDTF) to shift fiscal responsibility for Black Lung
benefit payments from the Federal Government to the
coal industry.

The Act provides for monthly compensation and medi-
cal treatment benefits to coal miners who are totally
disabled from pneumoconiosis arising from their em-
ployment in or around coal mines. The Act also
provides for monthly payments to eligible surviving
dependents. Benefit costs are paid by coal mine opera-
tors or by the BLDTEF if no coal mine operator is liable
for payment. For fiscal year 1989, Black Lung has a
staffing level of 389 and a budget of $29.8 million. The
appropriation for the BLDTF for disabled coal miners’
benefits totals $633.4 million. Approximately 84,500
claimants are expected to receive monthly compensa-
tion benefits and an additional 42,500 miners are eli-
gible to receive medical benefits.

JOHNSTOWN BLACK LUNG PROGRAM

In response to a complaint, we completed a special
review of selected management practices and proce-
dures at the DCMWC District Office (D.O.) in Johnstown,
Pennsylvania.

Specific areas covered in our review included: assess-
ment and collection of funds due the BLDTF from
responsible mine operators (RMOs); effectiveness and
adequacy of ESA’s accountability review process; re-
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ferral of possible fraud cases to OIG’s Office of Inves-
tigations; procedures to assure due process in the recov-
ery of BLDTF overpayments; practices and procedures
for preparing Certificate of Medical Necessity-Data
Collection Forms (CMN-DCF); and compliance with
standards and procedures for operation of ESA’s
Employee Suggestion Program. The D.O. was gener-
ally in compliance with the last two areas reviewed.

Our review of a sample of case files disclosed that
RMOs were not billed for $271,503 of principal and
interest by the BLDTF. This was contrary to ESA’s
directives and occurred because DCMWC failed to
either calculate the amount due from the RMO or to
calculate it correctly.

We were unable to express an opinion on the effective-
ness and adequacy of the Johnstown D.O.’s accounta-
bility review process because, according to responsible
agency officials, the workpapers from the last reviews
were not retained. However, we did note that the fiscal
year 1986 Accountability Review Report stated that the
Johnstown D.O. exceeded the standard for interest
calculation and assessments against RMOs. This con-
clusion is contrary to our findings discussed above.

Based on our findings, we recommended DCMWC:

1. Review all cases in which a mine operator was deter-
mined responsible to ensure that interest on interim
benefits was properly assessed and collected from the
RMO;

2. Strengthen the controls within the system for moni-
toring the assessment and collection of funds due the
BLDTF from the RMOs, including procedures for
establishing, liquidating and tracking accounts receiv-
able;

3. Retain summary working papers generated by the
accountability review that document cases reviewed
and conclusions reached, and incorporate a standard
into the accountability review process that addresses
the issue of debt collection from the RMO;

4. Adhere to established procedures relative to the re-
ferral of possible fraud cases to the OIG; and

5. Utilize the procedures for recovery of funds from an-
other Federal agency.

ESA concurred with our recommendations and is in the
process of implementing corrective action. Beyond the
$271,503, we directly identified as not properly billed to



RMOs, the D.O. had determined, as of September 13,
1988, approximately $479,000 in additional costs recov-
erable from RMOs. As a result, the D.O. has assessed
RMOs amounting to approximately $750,503 to date
based on our review. Further, the DCMWC Associate
Director has advised us that a review initiated by the
agency in April 1986, which was prompted by an OIG
report issued in 1985, resulted in the collection of
almost $1.2 million in 548 RMO cases. An additional
1,150 cases are still awaiting collection by DCMWC,

Federal Employees’ Compensation Program

The Federal Employees’ Compensation Act (FECA) is
the sole form of workers’ compensation available to
Federal employees who suffer on-the-job injury or
occupational disease. DOL administers the Act, but all
Federal agencies influence how effectively it is imple-
mented. In fiscal year 1989, FECA'’s requested staffing
level is 900 with a $50.1 million budget. With chargeback
collections and the appropriation, ESA will pay out
approximately $1.3 billion for Federal employees’ and
special benefits. Approximately 52,700 claimants will
receive long-term benefits and another 77,000 Federal
employees will receive continuation of pay for short-
term job-related injuries.

OWCP Should Evaluate Non-Federal Workers’
Compensation Techniques To Assess their
Adaptability to FECA

As reported in our prior semiannual report, we studied
various non-Federal workers’ compensation programs
to identify practices and techniques that could be adapted
to the FECA program. The purpose of the adaptations
would be to improve the timely delivery of benefits,
increase operating efficiencies, and contain program
costs.

The agency has responded to our recommendations
stating that they are looking forward to testing some of
the techniques described in OIG’s report. We support
ESA’s willingness to do so, particularly their plans to
use nurses to increase personal contact; to evaluate a
telephone-oriented intake approach; to develop a flex-
ible approach for calling up cases using the expected du-
ration of disability; and to continue efforts to work with
employing agencies to increase the number of claim-
ants who return to work for light duty.

While the agency believes that estimating the total
“expected cost” of a case would not benefit FECA, we
would hope that ESA will reconsider the “estimated
cost” tool in its long-term plans for disability manage-
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ment. OIG believes that this tool can assist efforts in
medical management as well as increase employing
agency awareness and accountability over future com-
pensation costs.

MINE SAFETY AND HEALTH
ADMINISTRATION

The Mine Safety and Health Administration (MSHA)
administers the provisions of the Mine Safety and
Health Act of 1977. The program is designed to reduce
the number of mine-related accidents and fatalities and
achieve a safe and healthful environment for the na-
tion’s miners. Approximately 5,000 coal and 11,600
metal/nonmetal mining operations are under MSHA'’s
jurisdiction. For fiscal year 1989, MSHA had an ap-
proved staffing level of 2,790 and a $162.6 million
budget.

Mine Plan Approval and Selected
Enforcement Activities

In March 1987, the Senate Committee on Labor and
Human Resources held oversight hearings which were

_extremely critical of MSHA’s Coal Mine Plan Safety

Enforcement Program. As a result of this congres-
sional interest and our prior audit work, we initiated a
review in the areas of coal mine plan approval and
selected elements of the inspection process. Our review
was limited to Coal Enforcement because this program
represents 60 percent of the MSHA budget. Also, coal
mining is recognized as one of the nation’s most hazard-
ous occupations, with 63 deaths and over 11,500 work-
days lost due to injuries in 1987.

Our review of MSHA coal enforcement activities iden-
tified systemic weaknesses that created agencywide
vulnerabilities and inconsistencies in the conduct of
coal enforcement activities. These weaknesses were:

1. The lack of Headquarters guidance, oversight and
control over the mine plan approval process;

2. The inadequate documentation of mandatory in-
spections;

3. Inadequate and inconsistent systems for communi-
cating policies and procedures to field enforcement
personnel; and

4. The lack of any national programs to identify and ad-
dress the problems of mine operators who show pat-
terns of violations or who repeatedly violate the same
standard.



Mine plans are critical to MSHA’s enforcement pro-
gram because, once approved, they are used in conjunc-
tion with Federal safety and health regulations as a basis
for mine inspections. Our review disclosed MSHA has
not effectively managed the mine plan approval proc-
ess, and that the process lacks procedural uniformity
and sufficient internal controls.

The cornerstone of MSHA'’s coal enforcement pro-
gram is the legislatively-mandated comprehensive in-
spection of each underground mine four times per year
and each surface mine twice per year. We found MSHA
was not adequately documenting these mandatory in-
spections.

Because MSHA has decentralized its operations through
use of a network of district offices, effective communi-
cation of procedures and guidance to field personnel is
essential to achieving uniform enforcement. Our re-
view disclosed that enforcement policy communica-
tions were fragmented and cumbersome and that in-
spectors had difficulty keeping track of current policies.

Finally, accomplishment of the statutory goals of reduc-
ing unsafe and unhealthful working conditions in the
nation’s mines would require MSHA to be proactive in
obtaining abatement of hazards on a short-term basis,
and identifying and resolving the causes of those haz-
ards which result in repeated violations. We found
MSHA has not implemented Section 104(e) of the Act
which provides special sanctions for mine operators
showing patterns of violations, and that MSHA has no
nationwide program for reducing repeat violations.

We recommended MSHA institute controls over the
mine plan approval process, develop standardized re-
port formats to better document mine inspections, and
revise and continuously update inspection manuals and
procedures. Also, we recommended MSHA imple-
ment the “patterns of violations” provision of the Mine
Safety and Health Act and establish a nationwide pro-
gram for dealing with mine operators who repeatedly
violate the same safety and health standards.

Throughout our review, MSHA undertook corrective
actions to address identified weaknesses. Some weak-
nesses had previously been recognized by MSHA’s
management. In those cases, our review provided
additional information on the scope of the problem and
the required corrective actions. Actions initiated by
MSHA during our review included the following:
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1. MSHA requested detailed information from all dis-
trict offices regarding existing procedures used for the
mine plan approval process and the conduct of safety
and health conferences. This was done to establish a
national policy and standards for these activities.

2. In August 1988, MSHA established a committee to
begin development of a national standard inspection
report documentation format.

3. MSHA began to update its enforcement policies and
procedures and to develop revised inspection manuals
and a supplemental administrative procedural manual.

4. MSHA also took steps to establish regulations to im-
plement Section 104 (e) of the Act, which covers pat-
terns of violations.

MSHA concurred with the recommendations contained
in the draft report and has already fully completed
corrective actions on some of the recommendations.
With regard to our recommendation that MSHA estab-
lish a program to address repeat violations, MSHA is
convening a committee to identify elements required
for an agencywide program and has requested OIG’s
input into the process.

PENSION AND WELFARE BENEFITS
ADMINISTRATION

The Pension and Welfare Benefits Administration
(PWBA) administers the Secretary’s authorities under
two Acts which affect millions of individuals: the
Employee Retirement Income Security Act of 1974
(ERISA) and the Federal Employees Retirement Sys-
tem Act of 1986 (FERSA). Under these delegations,
PWBA is responsible for protecting the rights of ap-
proximately 64.5 million individuals covered by ERISA
and about 1 million Federal employees currently en-
rolled under FERSA. Assets held by ERISA plan
administrators and the Thrift Trust Fund under FERSA
are estimated to be in excess of $1.7 trillion and grow-

ing.

PWBA'’S System Development Effort Shows
Progress But Improvements Are Necessary
To Ensure Success

OIG completed its review of PWBA's effort to develop
a new Form 5500 system, the “ERISA Information



System.” During this reporting period, OIG issued
three interim reports and one final report. These
reports discussed continued weaknesses in PWBA’s
system development documentation and project man-
agement. OIG also issued an interim report to PWBA
project management and a draft report to the Director-
ate of Information Resources Management (DIRM)
on weaknesses in the agency and departmental infor-
mation collection and clearance process.

To ensure the success of the development effort, OIG
recommended the Assistant Secretary take action to
improve the system design strategy, documentation,
project management, and project plans. In July 1988,
the ERISA Database Steering Committee met and

PWBA provided additional documentation to DIRM.

In August 1988, DIRM granted approval for continued
Phase B development (Storage and Access System)
which included detailed system design and a phased
implementation of technology. DIRM’s approval stipu-
lated development of additional documentation based
on analysis of the results of the initial implementation.

OIG issued its final report to PWBA on September 23,
1988. The report recommended that the Assistant Sec-
retary defer the detailed functional design and acquisi-
tion phases for the Storage and Access System (Phase
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B) until PWBA improved both the technical and man-
agement areas of PWBA’s system development. These
areas included system design strategy, system docu-
mentation, and overall management and control of the
development effort with specific emphasis on project
management.

Inhisresponse, the Assistant Secretary noted that many
of the OIG’s recommendations were no longer valid
because PWBA had received approval from DIRM to
proceed to the next phase (the design and acquisition of
the ERISA Information System). PWBA will utilize
facilities and software compatible with existing DOL
contracts and systems and follow current DOL policy
and DOL architecture. PWBA described the system
development as a phased implementation approach in
which PWBA will use relatively simple and low-risk
technology during an initial stage of development. PWBA
plans to assess patterns of data usage before commit-
ting to development of a higher, and possibly more
risky, technology.

OIG, however, believes that the recommendations for
improved planning and information resources manage-
ment remain valid throughout the system development
effort.



Chapter 2

OIG Continues to Promote Departmental Accountability with
Second Annual Audited Financial Statements

During this reporting period, OIG issued a draft audit report on the fiscal year 1987
consolidated financial statements of the Department. The Department continues to be the
only cabinet level department to issue consolidated annual financial statements which have

been independently audited.

Along with the consolidated financial statements, we
also audited the separate financial statements of the two
largest DOL agencies: the Employment and Training
Administration (ETA) and the Employment Standards
Administration (ESA).

Each financial statement report contains the following
components required under generally accepted govern-
ment auditing standards: financial statements with
auditors’ opinion, a report on internal accounting con-
trol, and a report on compliance with laws and regula-
tions. Management advisory reports were also issued in
conjunction with the financial statement reports.

In addition to financial statements at the department
and agency level, we compiled and audited the first
financial statements and program output statistics for a
major ETA program: Job Corps.

Although the Department is to be commended for
preparing financial statements and subjecting the finan-
cial statements to audit, the report on internal account-
ing control identifies significant financial accounting
and reporting problems which affect the Department’s
capability to fully comply with GAO and Treasury
requirements.

Comptroller General of the United States Commends
Department

On June 2, 1988, Charles A. Bowsher, Comptroller
General of the United States, in a letter to Secretary of
Labor Ann McLaughlin, commended the Department
for its financial statement initiative.

The Comptroller General stated:

"We applaud the Department of Labor for respond-
ing with such initiative by being the first department
toboth prepare and audit departmentwide financial
statements.

32

We are also pleased to see the display of financial
highlights in DOL’s annual report. The report is a
good example of the direction that federal agencies
should be taking in reporting on their stewardship.
The concept of accountability reporting, while still
newto many federal agencies, is an essential ingre-
dient to bringing agency operations under control.
It underscores for the public, the Congress, and top
management those key measures of performance
that are indicative of successful program admini-
stration.

We commend DOL’s management for stressing
accountability and financial management and we
encourage your efforts in these areas."

DOL CONSOLIDATED FINANCIAL
STATEMENTS

Financial Statements and Opinion

The consolidated statement of financial position and
the related statements of operations, changes in finan-
cial position, and reconciliation to budget reports for
fiscal year 1987 were audited.

In our opinion, the consolidated statement of financial
position fairly presents DOL’s financial position as of
September 30, 1987, and the results of its operations,
changes in financial position, and reconciliation to
budget reports for the year then ended in conformity
with Federal generally accepted accounting principles
(GAAP), with the following qualifications:

1. Accrued State and Federal unemployment insurance
taxes due from employers totaling $3.8 billion were
recorded based on actual tax collections from the next
quarter. The validity of this amount could not be
verified since neither ETA nor the individual States
find it practicable to maintain subsidiary records for in-
dividual employers.



2. Because subsidiary accounting records which fully
identify ETA contractor or grantee advances were not
maintained, confirmation of individual account bal-
ances was impossible and we were unable to attest to
advances to grantees of $559 million shown on the state-
ment of financial position.

3. The liability of $1 billion in future FECA workers’
compensation benefits was not determined using an
actuarially acceptable method.

Audit tests were restricted to the Federal level. Report-
ing of State and local costs will be tested under the
Single Audit Act.

The following information is taken from the financial
highlights section of the audited financial statements.
The chart shows the major categories of revenues by
source for the Department for fiscal year 1987.

MAJOR SOURCES OF REVENUES
FY'87

{Dollars in Millions)

GENERAL REVENUES $6,2567 (16.0%) OTHER $200 (0.0%)

INTEREST $1,664 (6.9%)

COAL PRODUCTION A
TAXES $676 (1.7%)

REIMBURSEMENTS
$1,616 (4.8%)

EMPLOYERS' UNEMPLOYMENT
TAXES $23.483 (71.0%)

TOTAL REVENUES: $33,093,000,000

DOLs fiscal year 1987 expenses are presented on the
Statement of Operations by major function, by DOL
agency, and by major category.
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EXPENSES BY FUNCTION

(ollars in Millions)

INCOME BECURITY~,
$19,011 (76.4%)

HEALTH
8378 (1.6%)

EMPLOYMENT 8 TRAINING
85,980 (20.7T%)

OTHER LABOR SERVICES
8807 (2.4%)

TOTAL EXPENSES: $26,213,000,000

GENERAL AND TRUST
EXPENSES BY DOL AGENCY

FY'87

(MILLIONS)

$20,000]°

$15,000"
GENERAL

BB TRUST FUND EXPENSES

s10,000°

82,018

.\\\\\\V' 206 si80 $166 1 ”29 see ot
"-'-.-._'-'—' ,,,,,,, v 4

ES8A OS8HA MSHA BL8 OLMS PWBA VET8 OTHER
TOTAL EXPENSES: $285,213,000,000

o
ETA

DOL EXPENSES BY MAJOR CATEGORY
FY'87

(Doliars In Millions)}

~ADOOL-OTHER EXPENSES
$1.340 (5.3%)

DOL-WORKERS'
MPENSATION BENEFIT
$1,704 (7.1%)

NON-ETA GRANTS

3272 (118}

TA GRANTS
0,158 (24.4%}

TOTAL EXPENSES: $25,213,000,000




As indicated, the largest category of expenses was
benefits. Benefits for unemployment ($15.7 billion)
and workers’ compensation ($1.8 billion) represent
69.2 percent of the Department’s total expenses. Also,
as highlighted, 87.6 percent of the Department’s ex-
penses, including unemployment benefits and grants,
were actually incurred by State governments, local
governments, or other organizations.

Assets are resources owned by the Federal Govern-
ment that are available to pay liabilities or provide
public services in the future.

MAJOR CATEGORIES OF ASSETS
9-30-87

(Dollgre In Billions)

OTHER A33ETS
91.1 (2.0%) &

INVEBTMENTS

"FUTURE FINANCING $27.0 (80.1%)

S
SOURCES 80.2 l"'“’
\

ACOOUNTS RECEIVABI
98.9 (12.4%)

LOANS RECEIWBLE
83.1(8.5%)

LE

FUNDS WITH TREASURY
87.8 (13.6%)

TOTAL ASSETS: $56,700,000,000

Liabilities are amounts owed or payable to others.

MAJOR CATEGORIES OF LIABILITIES
9-30-87

{Dollars in Blilions)

UNEMPLOYMENT BENEFITS
$11.8 (40.78)

FUTURE WORKERS®
0

LOANS FROM U.8. TREABURY
§7.2 (25.0%)

OTHER LIABILITIER
30.0 (3.2%)

TOTAL LIABILITIES:$27,800,000,000
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REPORT ON INTERNAL ACCOUNTING CONTROLS

The internal control report identified material internal
weaknesses in the following areas: accounts payable
and undelivered orders, ETA grant and contract man-
agement, and valuation of unemployment insurance
receivables. The accounts payable and undelivered
orders weakness is a Department-wide problem; the
remaining weaknesses relate to ETA and thus are also
included in the separate audit report of ETA’s financial
statements.

Departmental management has not yet had an opportu-
nity to respond formally to this draft report; however,
based on its comments related to similar findings in the
audit report of 1986 financial statements, we do not
expect full concurrence.

Accounts Payable and Undelivered Orders

With respect to accounts payable and undelivered or-
ders, the following major variances from established
Federal accounting policy were identified:

1. The proper distinction between accounts payable and
undelivered orders was not made by the Department in
classifying and reporting of accounting transactions.

2. Both accounts payable and undelivered orders in-
cluded amounts which no longer appear valid due to age
or lack of supporting documentation.

3. Miscellanieous Obligating Reports (MORs) recorded
in the Department’s accounting system were not sys-
tematically reviewed and liquidated to accurately re-
flect the outstanding obligations of the Department.

Grant and Contract Management

Regarding grant and contract management, we noted
the following weaknesses:

1. Internal accounting controls over the entry of data
into ETA’s accounting system were ineffective and, in
some cases, disregarded. Of 316 transactions exam-
ined, 46 entries (14.6%) were found to be in error. The
cumulative effect of these errors was $10 million.

2. The process used to accrue unreported grantee and
contractor costs for entry into the Department’s Inte-
grated Accounting System (IAS) was not documented
and did not produce adequate records by individual
contract or grant. As a result, accrued costs of $1.6
billion could not be adequately tested and the accrual
system could not be adequately evaluated.



3. As was also noted in last year’s report on internal
accounting controls, the IAS general ledger balances
for advances and the related expenditures for grants
and contracts were not adequately supported by de-
tailed subsidiary records in ETA’s accounting system,
nor were discrepancies between the two systems re-
solved in a timely manner. Unadjusted balances per the
IAS general ledger and the ETA subsidiary records
reflected discrepancies of $1.5 billion in advances and
$264 milion in expenditures.

Valuation of Unemployment Insurance Receivables

The accounting control weaknesses over the valuation
of unemployment insurance receivables related to in-
adequate reporting requirements for States. In admini-
stering the Unemployment Insurance Program, ETA
requires States to report various types of financial infor-
mation, including delinquent State unemployment taxes
due from employers and overpayments of State and
Federal unemployment taxes. Infiscal year 1987, States
reported cumulative delinquent State taxes of $1.3 bil-
lion and benefit overpayments of $627 million. We
noted that ETA does not require States to report an
allowance for uncollectible accounts or an aging of the
outstanding accounts receivable balance. As a result,
ETA cannot adequately value accounts receivable in
accordance with GAO and Treasury accounting and
reporting requirements.

The report also notes prior years’ internal control
weaknesses relating to ETA advances to grantees; valu-
ation of ETA property, plant, and equipment; Black
Lung accounts receivable; and the liability for future
FECA benefits, which are in the process of being
resolved.

Report on Compliance with Laws and Regulations

The report on compliance with laws and regulations
noted no exceptions. Our prior year finding regarding
the reconciliation of ETA/DOL and Treasury records
has been corrected.

35

EMPLOYMENT AND TRAINING
ADMINISTRATION

Financial Statements and Opinion

Our draft report on the fiscal year 1987 ETA financial
statements identified internal control weaknesses in
accounting controls over grant and contract manage-
ment and in the valuation of the allowance for uncol-
lectible unemployment trust fund receivables. These
findings are described above in the discussion of the
Department’s consolidated financial statements. We
also issued a draft management advisory report which
describes significant weaknesses that require manage-
ment attention but that were not material to the finan-
cial statements. As a result of problems identified in
our fiscal year 1986 management advisory report, we
performed more detailed work and issued a draft report
on the validity of “M” accounts.

ETA and departmental management have not had an
opportunity to respond formally to this draft report.

Management Advisory Report

In the draft management advisory report for fiscal year
1987, weaknesses were identified in the training and
employment, unemployment insurance, and general
administrative functions.

TRAINING AND EMPLOYMENT

The following problems with controls over grants and
contracts were identified:

1. Payments to contractors and grantees as recorded in
the Department’s accounting system exceeded the amount
recorded in ETA’s accounting system by $180 million.
These differences, caused primarily by timing, are not
reconciled.

2. ETA’s accounting system contains data which shows
that reported costs and/or payments related to certain
grantees/contractors exceeded obligational authority
by $48 million.

3. The process of accruing costs through the ETA ac-
counting system was not documented and consequently
not verifiable. For fiscal year 1987, the amount of
accrued costs was $1.6 billion.



4. Controls over the grant closeout process were not
adequate. We found instances where open files could
not be located or where the closeout process had not
been completed in a timely manner. As of September
30,1987, 877 files were still in the closeout process. Our
audit sample of grant closeout files revealed that 26
percent could not be located and 17 percent had beenin
the closeout process for over 6 years.

UNEMPLOYMENT INSURANCE

During our examination of the Unemployment Trust
Fund (UTF), we identified that internal controls over
accounting for the Federal Employee Compensation
account appear to be inadequate. We could not recon-
cile various reports showing the amount of ETA billings
to and reimbursements from Federal employers for un-
employment compensation. For example, reimburse-
ments and credits for fiscal year 1987 were shown
variously as $285 million, $316 million, or $90 million.

We also noted that Treasury administrative charges of
$66 million for the UTF increased by $14 million, or 27
percent, over the past fiscal year. ETA has suggested
that OIG investigate the justification for this increase.

GENERAL AND ADMINISTRATIVE

Our review of ETA debt management records dis-
closed that 22 percent of accounts receivable tested
required audit adjustments.

We also found that 38 of 197 cash receipts tested were
improperly credited to a miscellaneous income account
rather than to the appropriation originally charged.
Consequently, expenditures were overstated by $5 mil-
lion.

Accounts payable and undelivered orders are not prop-
erlystated. ETA personnel did not distinguish between
these accounts when obligating monies for a purchase
order. This has made the reconciliation of these two
accounts impossible.

ETA and departmental management have not yet had
an opportunity to respond formally to this draft report.

Validity of ETA’s “M” Accounts

During this semiannual period, OIG conducted a sur-
vey of ETA’s $193 million “M” account and how the
regional automation system accounts for liabilities, re-
ceivables, and obligations.

36

“M” account is a U.S. Treasury term or account title for
the remaining unspent grant award balances of appro-
priations over 3 years old. Funds in the “M” accounts
are available indefinitely to pay properly made (lawful
and timely) obligations unless a specific appropriation
act has a limitation of time for expending the funds.

The following problems were identified:

1. Large amounts of unliquidated obligations in the
“M?” accounts were not valid. Of the $193 million total,
approximately $142 million could be deobligated: $110
million by updating the financial status of grants and
contracts in administrative closeout process, and $32
million by deobligating “pool” accounts maintained to
pay Comprehensive Employment and Training Act
(CETA) expenditures remaining after the program
expired in fiscal year 1983.

2. Questionable expenditures of $293,527 due to expen-
diture time violations and other accounting errors were
found in the CETA “pool” accounts. In addition to
deobligation, we recommended ETA issue guidance
and clarification concerning time limitations and
strengthen procedures to monitor expenditures.

3. Cash advances to grantees exceeded reported costs
by $152 million. Most of this amount was erroneous due
to time lags for recording cost reports during the admin-
istrative closeout process. QOur audit of a sample of
accounts resulted in the recovery of $534,154. This
amount includes cash recoveries, transfers in obliga-
tional authority, and other financial off-sets. We rec-
ommended accountability of cash advances be strength-
ened and timely analysis be made of closed grants.

4. Accrued expenditure estimates of $63 million were
no longer relevant to “M” account grants. Conse-
quently, ETA’s financial status was distorted for ac-
counts receivable, accounts payable, and undelivered
orders. We recommended that the estimates be elimi-
nated when a grant merges into the “M” account.

5. Routine reconciliations and error corrections are
necessary to improve financial reporting. We recom-
mended that procedures be changed concerning adjust-
ing accounting entries and coordination of accumulat-
ing data between the Department’s accounting system
and ETA’s subsystem for accounting for grants and
contracts.

Correction of the problems identified will require changes
to ETA’s Regional Automation System and, to a lesser
degree, the Department’s accounting system.



AGENCY RESPONSE

ETA does not agree that unliquidated obligations can
be reduced $110 million, or that cash advances are
erroneous by almost $152 million due to not updating
the financial status of grants and contracts in the close-
out process.

ETA’s accounting system has. an automated accrual
(estimate) process for those contract/grants for which
cost data is incomplete. Even though the actual cost
may not be recorded on the individual contract or grant,
such accruals compensate for the missing cost data.

ETA does agree that actual cost should be recorded
when available; however, ETA does not feel that the
missing cost data presents the serious implications
alluded toin neither the draft report in the Departmen-
tal IAS nor the ETA financial statements. ETA feels
that the automated accrual process presents a fair
representation of the true status of cost under the
circumstances.

ETA did not comment on questionable expenditures or
deobligation of CETA “pool” accounts and has not yet
responded in full to the draft report.

OIG continues to maintain ETA’s automated accrual
process is not revelant for grants or contracts in “M”
accounts. Estimating or accrual basis accounting is a
generally accepted accounting principle which attempts
torecord financial transactions in the period they occur.
However, it is not a substitute for timely recording of
actual costs when cost reports are in the hands of ETA.,
We question the accuracy and the propriety of accruals
for the “M” account.

EMPLOYMENT STANDARDS
ADMINISTRATION

Financial Statements and Opinion

The auditors’ opinion on the fiscal year 1987 financial
statements is qualified for lack of actuarial determina-
tion of the liability for future FECA benefits. There is
also a contingency regarding the pending Supreme
Court review of circuit court decisions which could lead
to the reopening of closed Black Lung claims. Our
continued work on the actuarial estimates for FECA
may permit the qualification to be removed from the
final audit report.
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REPORT ON INTERNAL CONTROL

The internal control report identified material weak-
nesses related to the management of Black Lung ac-
counts receivable. Adequate documentation was not
available to support the program estimate of $108
million in interim benefit payments; accounts receiv-
able were not properly or timely established for fiscal
year 1987 payments; and duplicate recordings of ac-
counts receivable were made.

Management Advisory Reports

We issued separate reports for the Black Lung program
and Wage and Hour Division. The management letters
identify weaknesses which, while not material to the
financial statements, warrant management action.

Our management advisory report on the Black Lung
program identified internal control weaknesses in the
compensation and medical bill payment systems. We
recommended improvements in the areas of: establish-
ment of accounts receivable following final adjudica-
tion; review of medical bills; and case maintenance
procedures regarding benefit augmentation.

We also issued a management advisory report on the
Wage and Hour program. We identified areas where
the Wage and Hour Division could improve its manage-
ment of back wages and provided suggested improve-
ments to the program.

REPORT ON COMPLIANCE WITH LAWS AND
REGULATIONS

No compliance exceptions pertaining to ESA were
identified.

EFFECT OF ACCOUNTING
REPORTING WEAKNESSES

AND FINANCIAL

Because of financial accounting and reporting prob-
lems identified in our current and prior year reports on
internal accounting control, the Department is unable
to comply fully with Treasury and GAO reporting
requirements. This problem is illustated by the sched-
ule on page 39, which compares DOL submitted Treas-
ury reports and the audited financial statements for
fiscal year 1986.



One major reason for the differences is the fact that the
U.S. Treasury has provided SF-220 report figures for
the Unemployment Trust Fund and these figures are
limited to the amounts they control rather than all
Unemployment Trust Fund activity. Treasury has
provided these figures since the Labor Department
does not maintain a full accounting for Unemployment
Trust Fund activity.

The Department has contracted to obtain a new finan-
cial accounting and reporting system which should
facilitate correction of these deficiencies. Effective
implementation and oversight by qualified departmen-
tal accountants is essential to its success. OIG plans to
monitor the implementation of the new accounting
system to ensure that it corrects these deficiencies.

AUDITS AT THE PROGRAM LEVEL

We have begun to perform separate financial statement
audits at the program level. Our first such audit is of the
Job Corps program which is discussed in detail in
Chapter 1.
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U.S. Department of Labor
Consolidated Reconciliation of Agency-Submitted Treasury Report to
Audited Statement of Financial Position

September 30, 1986
(In thousands)
Treasury Audited
ASSETS: SF-220 Amounts Difference
Funds with U.S. Treasury and cash $7,032,751 $7,328,902 $296,151
Accounts receivable, net of allowance $5,982,740 $6,730,285 $747,545
Loans receivable 0 $5,103,731 $5,103,731
Investments $21,272,853 $21,272,748 (3105)
Advances $488,239 $805,664 $317,425
Property, plant and equipment, net $224,546 $269,128 $44,582
Future financing sources 0 $10,064,775 $10,064,775
Other assets $457 0 ($457)
TOTAL ASSETS $35.001,586 51,575.233 $16.573.647
LIABILITIES:
Accounts payable $7,630,250 $224 461 ($7,405,789)
Accrued payroll and benefits $4,165 $34,031 $29,866
Accrued annual leave $40,679 $48,670 $7,991
Unearned revenue $16,457 $16,457 0
Loans from U.S. Treasury 0 $9,553,810 $9,553,810
Liability for future workers’
compensation benefits 0 $8,389,537 $8,389,537
Accrued unemployment benefits 0 $11,237,497 $11,237,497
Other liabilities $77.512 $789,294 $711,782
TOTAL LIABILITIES $7.769.063 $30,293,757 $22.524,694
EQUITY OF THE U.S. GOVERNMENT:
Invested capital $210,582 $267,655 $57,073
Management fund balance $130,496 $10,434 ($120,062)
Unexpended appropriations:
Unobligated balance $6,012,327 $3,042,349 ($2,969,978)
Undelivered orders (340) $3,152,452 $3,152,492
Trust fund balance--Federal $20,879,158 $2,530,012 ($18,349,146)
Trust fund balance--State 0 $12,278,574 $12,278,574
TOTAL EQUITY $27.232,523 $21,281,476 ($5.951,047)
TOTAL LIABILITIES AND EQUITY $35,001,586 $51,575.233 $16,573.647
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Chapter 3
Program Fraud Civil Remedies Act

The Program Fraud Civil Remedies Act (PFCRA), Public Law 99-509, was enacted effective
October 21, 1986. The Congress concluded that false, fictitious, and fraudulent claims and
statements in Government programs are a serious problem,; result in the loss of millions of
dollars annually by allowing persons to receive Federal funds to which they are not entitled;
and undermine the integrity of such programs by allowing ineligible persons to participate in
them. Further, the Congress believed that existing civil and criminal remedies for such claims
and statements were not sufficiently responsive.

PFCRA’s intent is to provide Federal agencies with
administrative remedies for losses resulting from false,
fictitious or fraudulent claims of not more than $150,000
and any false, fictitious, or fraudulent written statements
made in connection with a claim or a Federal or Feder-
ally financed contract, grant, loan, or benefit where
accompanied by an express affirmation; and to provide
due process protection to persons subject to these
administrative proceedings.

The administrative remedies provided by the Act, which
are in addition to any other remedy that may be pre-
scribed by law, are:

1. $5,000 for each faise claim, plus twice the amount of
any false claim actually paid; and

2. $5,000 for each false statement accompanied by an
express certification of the truthfulness and accuracy of
the contents of the statement.

The Department’s implementing regulations state that
because of the intangible costs of fraud, the expense of
investigating such conduct, and the need to deter others
who might be similarly tempted, ordinarily double damages
and a significant civil penalty should be imposed.

Designation of Responsibilities
The Act requires the following separation of functions:

1. An “investigating official” to investigate possible
liability under the Act, and report findings and conclu-
sions to a reviewing official;

2. A “reviewing official” to evaluate the adequacy of
evidence of liability under the Act; obtain approval or
disapproval from the Attorney General for proceeding
with a case; and, if approved, issue notice of complaint
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to the defendant and refer complaint and answer to a
presiding officer; and

3. A “presiding officer” to conduct requested hearings
for determination of liability; and to issue a written de-
cision on findings and determinations, including an
assessment of civil penalties.

Implementation in DOL

The Department of Labor issued Final Rules and
Regulations implementing PFCRA in the Federal
Register of December 22, 1987, as 29 CFR Part 22,
Program Fraud Civil Remedies Act of 1986.

These regulations designate the following DOL offices
as having major responsibilities under the Act:

1. Investigating Official: Office of Inspector General
2. Reviewing Official: Solicitor of Labor (SOL)
3. Presiding Officer: Administrative Law Judge (ALJ)

Actions Taken by OIG To Implement
PFCRA

During the 12-month period ending September 30,
1988, the OIG took several steps to implement provi-
sions of the PFCRA.

1. In October 1987, OIG established an Office of Pro-
gram Fraud Audits as the operational arm to investigate
possible liability under PFCRA and to refer potential
cases to the reviewing official.

2. In July 1988, OIG issued the U.S. Department of
Labor OIG Awareness Bulletin No. AB 88-2 (see page
105) to all DOL program offices and DOL employees
describing PFCRA and providing a focal point for re-
porting possible false claims and statements.



3. During fiscal year 1988, particular emphasis was
placed on identifying areas for consideration of PFCRA
within the Department including the Employment Stan-
dards Administration’s Wage and Hour Division and
the Employment and Training Administration’s JTPA
and Job Corps programs.

4. During this period, OIG investigated and preparedits
first three cases. Two of these cases were submitted to
the reviewing official during the 6-month period ending
September 30, 1988; the third case was submitted just
after the close of the reporting period. Two of the cases
come as a result of alleged violations of contract labor
standards under the Davis-Bacon and Related Acts
(DBRAs) and one relates to the alleged fraudulent
receipt of JTPA funds. The maximum potential penal-
ties that can be imposed for the three cases total about
$529,000.

POTENTIAL PFCRA CASES IN WAGE AND HOUR

The area identified by OIG with the most potential for
PFCRA consideration in the Wage and Hour Division
(Wage and Hour) pertains to certified weekly payrolls
required by the DBRAs. By virtue of the labor stan-
dards provisions contained in contract specifications
which are generally in force when working on construc-
tion projects wholly or partly financed with Federal
funds, contractors are required to pay their laborers
and mechanics not less than the wages prevailing in the
locality (DBRA); pay overtime compensation at one
and one-half times the regular rate of pay for work in
excess of 40 hours per week (Contract Work Hours and
Safety Standards Act); and submit weekly a certified
copy of all payrolls affirming that the payrolls were
correct, complete and in accordance with the above re-
quirements (DOL regulations).

No administrative remedies existed prior to PFCRA to
assess civil penalties for falsification of these weekly
payroll certifications.

As of September 30, 1988, the OIG, as investigating
official, has identified 13 Wage and Hour enforcement
findings of false payroll certifications for further inves-
tigation under PFCRA. For two of the cases, the
investigations have been completed and have been sub-
mitted to the reviewing official. In both cases, the em-
ployees were actually paid less than the amounts shown
on the certified payrolls.

In the first case, a firm employed a scheme involving
false statements in order to defraud their employees of
monies due for work on certain federally-funded high-
way construction projects.
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Two officials of the firm conspired to violate the Davis-
Bacon Act’s mandated prevailing wage requirements.
Our investigation, which included information from a
prior Wage and Hour compliance review, disclosed
evidence showing that the company submitted certified
payrolls which were deliberately falsified to reflect
payment of prevailing wage rates when the firm’s labor-
ers had, in fact, received substantially less pay. Based on
the Wage and Hour compliance review, the firm has
since made restitution of the back wages due the em-
ployees.

The maximum penalty which can been imposed by an
ALJ in this case is $225,000: $75,000 against the com-
pany ($5,000 for each of the false statements) plus
$75,000 each against the individuals involved.

Inthe second case, a construction company, working on
a federally-funded construction project, deliberately
submitted certified payrolls which were falsified to
reflect payment of prevailing wage rates and required
overtime compensation. Our investigation, which in-
cluded evidence from a prior compliance review by
Wage and Hour, showed evidence that, in fact, its
employees received lower rates of pay. The company’s
payroll records as well as employee interviews showed
these lower rates of pay. Based on Wage and Hour’s
compliance review, the firm has since made restitution
of the back wages due employees.

The maximum penalty which could be imposed by an
ALJ in this case is a total of $210,000: $105,000 against
the company ($5,000 for each of the false statements)
plus $105,000 against the company officials involved in
the scheme.

Assessment of penalties in the above cases, coupled
with related dissemination of this fact by Wage and
Hour, should assist in deterring potential future viola-
tions of fair labor standards by employers.

POTENTIAL PFCRA CASE IN JOB TRAINING
PARTNERSHIP ACT (JTPA)

Funding for JTPA programs comes from the Congress
to the Department which uses grants to allocate the
monies to the governors of each State. They, in turn,
allocate the funds to prime sponsors. These prime
sponsors, known as Service Delivery Areas (SDAs),
then distribute funding to various local service provid-
ers, who determine which local agencies and businesses
should be contracted with to provide job training to
eligible JTPA participants, i.e., economically disadvan-
taged youth and unskilled adults who need such training
to obtain productive employment.



One program established by JTPA was for on-the-job
training (OJT). Under this program, an employer
contracts for a specified number of JTPA slots and
agrees to provide OJT, as well as a paid position at the
end of the contract period, in exchange for receiving a
50 percent subsidy of the trainee’s salary during that
training. The intent of this program is to encourage
employers to increase their work force with less skilled
workers by compensating them for their investment of
training time required to make the employee produc-
tive.

PFCRA Case Against Employer

This PFCRA case involves an individual who employed
a scheme using false claims to obtain Federal monies
from the JTPA program. Our investigation showed that
the individual submitted false claims to a local service
provider regarding the alleged training and placing in
unsubsidized employment of individuals under JTPA.
We concluded that two of the alleged participants were
never trained or employed and the other participants
were not paid the hourly wage rate required by the
JTPA contract. The employer was reimbursed for 50
percent of the wages allegedly paid all individuals dur-
ing their contracted-for-training periods.

The maximum penalty that can be imposed by an ALJ
in this case is almost $94,000.

Audit Exceptions Against Local Service Provider

In conjunction with developing this case under PFCRA,
we conducted a special program abuse review of the
local service provider. The service provider was paid an
average of $1,200 per participant for the alleged train-
ing. We found that 15 JTPA participants, who were
alleged to have received OJT and then regular employ-
ment at two firms, were not being paid the hourly wages
set forth in the training contracts.

This special program abuse review has resulted in audit
exceptions totalling $62,050. Our review showed that
the local service provider inappropriately submitted
claims for the alleged training and placing (in unsub-
sidized employment) of 15 JTPA participants.

Based upon our investigation in this area and the
aforementioned information developed during a na-
tionwide JTPA audit conducted by the OIG, we plan to
expand our efforts into other JTPA SDAs.
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ACTIONS TAKEN BY SOL TO IMPLEMENT
PFCRA AND OQUTLOOK FOR PROSECUTION

As previously noted, the regulations designate the So-
licitor of Labor as the reviewing official. He has
assigned the function to the Deputy Solicitor for Plan-
ning and Coordination. The first cases under PFCRA
were referred by the Inspector General to the Solicitor
for review shortly before this report was prepared.
These files are being analyzed so that the reviewing
official can, in accordance with the Act, determine
whether “adequate evidence” exists to believe that the
subject of the investigation is liable under PFCRA. If
such evidence is determined to exist, the reviewing
official will then seek approval from the Attorney General
to institute proceedings before an Administrative Law
Judge. In addition, the Solicitor’s Office is in the
process of establishing a structure for the prosecution
of these cases.

Since our first three cases have only recently been
submitted to the reviewing official and none has gone
either to the Attorney General or the presiding officer
for adecision, we have no actual experience to judge the
success of prosecution under PFCRA.

Based on the potentially complicated flow of required
activities and events under PFCRA, we can expect that
the process will be time-consuming, complicated, and
difficult. For example, there is no time limit imposed
upon actions of the reviewing official either prior to the
written notice to the Attorney General of intent to issue
a complaint, or prior to service of the complaint on the
defendant. The Attorney Gencral can take up to 90
days to give approval or disapproval to process a PFCRA
case. After that, there could be a delay by the presiding
officer (ALJ) in holding a hearing. However, there is an
overall statutory limitation that a notice of hearing must
be served on a defendant by the presiding officer within
6 years of the date of submission of the claim or
statement.

PFCRA ANNUAL REPORT

The Program Fraud Civil Remedies Act of 1986 re-
quires that the Secretary prepare and transmit to the
Congress an annual report summarizing actions taken
as a result of activities under the Act during the last
fiscal year. That report will be transmitted by the
Secretary under separate cover in accordance with the
Act.



Chapter 4
- Program Abuse

The primary functions of the OIG are to inform the Secretary and the Congress about problems
relating to the administration of departmental programs; to work with departmental manage-
ment to prevent fraud, waste, and abuse; and to identify corrective actions needed in
departmental operations. By their very nature, potential program fraud and abuse or illegal
acts in departmental programs or operations require immediate reaction and response.

During this semiannual period, we completed signifi-
cant program abuse audit work in Job Corps, ETA
grant procurement and management, and Indian and
Native American programs.

ETA management has been very receptive and respon-
sive to our program abuse work. ETA has made a
number of referrals to us of potential program abuses
and we have investigated these allegations. Based on
our findings, ETA has taken swift and appropriate cor-
rective action.

Program Abuse Audits in Job Corps

Our purpose in conducting this work was to determine
whether serious program abuse existed at various Job
Corps centers and to provide swift response, specific
information, and practical recommendations which Job
Corps could readily use to improve program opera-
tions.

During this reporting period, OIG performed special
program abuse surveys at four Job Corps centers oper-
ated by one contractor, followed by more detailed
reviews at two of these centers. Our survey findings:

1. Indicated flagrant violations of program regulations
regarding accounting for corpsmember attendance and
the related monetary allowances;

2. Raised serious questions regarding the contractor’s
past performance record, i.e., inherent weaknesses in
the contractor’s management, technical skills, and
operational controls; and

3. Indicated that the patterns of corpsmember status
changes (AWOL to administrative leave, administra-
tive leave to AWOL, etc.) initiated by this contractor
were not credible from a programmatic standpoint.
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' The information developed by OIG was presented to

Job Corps so it could be taken into account by the Job
Corps contracting officers and technical evaluation panels
in their consideration of current and future competi-
tions for center operations contracts where this con-
tractor is a prospective bidder.

MORE DETAILED REVIEWS SHOW SERIOUS
PROBLEMS

We then revisited and conducted detailed reviews at
two of the four centers. Our reviews indicated general
failure of the contractor to meet projected goals for
corpsmember completion: only 37 percent of the con-
tracted target training completion rate was met at these
two centers, whereas the contractor was expected to
have 70 percent of its corpsmembers complete their in-
tended training programs. Actually, only about 25 per-
cent (737 of 2,923) of the corpsmembers at these two
centers completed their training programs. The aver-
age cost per corpsmember completing training increases
significantly when the corpsmember completion rate is
only 25 percent instead of the targeted 70 percent.

We noted serious violations of program regulations and
procedures by this Job Corps center operator which
resulted in corpsmembers not being terminated for
excessive AWOL. We noted inadequate control over
the corpsmembers’ allowance system, inadequate con-
trol over and reporting of corpsmembers’ status, and
inadequate corpsmember counseling. Also, the con-
tractor’s monitoring of the two centers was ineffective.

We believe the deficiencies in this contractor’s opera-
tion of the two centers were caused by program abuse,
failure to follow procedures, inadequate controls, staff
which did not meet the educational requirements of
their positions, insufficient staff training, and inade-
quate corporate monitoring. As a result, overpayments



to corpsmembers occurred, performance measurement
statistics were distorted, and a less than acceptable
percentage of corpsmembers completed the program.
In addition, enroliment slots were unavailable that
could have been used by other applicants who had the
capabilities and aspirations needed to complete and
secure the full benefit of the Job Corps program.

Corrective Action Promised by Contractor

In response to our special program abuse surveys, the
contractor prepared corrective action plans. These
plans included increased compliance with AWOL pro-
cedures by establishing an early warning system to
identify corpsmembers who are on the verge of manda-
torytermination from the program because of excessive
AWOL; counseling AWOL corpsmembers to improve
their attendance; and, if all fails, prompt termination as
required. The contractor is taking early steps to identify
corpsmembers with problems. Also, the contractor’s
promised actions included improving documentation,
compliance with leave procedures, and internal con-
trols.

Based on the poor performance and program abuse
identified in our reports, the Office of Job Corps is
closely monitoring the operations of all centers cur-
rently operated by this contractor to ensure that the
promised corrective actions are, in fact, implemented.
For the one center with particularly poor performance,
Job Corps did not exercise the option year on the
contract. The contract has been competititvely adver-
tised and awarded to another organization. For the
second center where we found serious problems, the
contractor promised a host of corrective actions; per-
formance measurement statistics have improved; and
the third option year of the contract was granted.
Program management is continuing to closely monitor
the operations of the center. Finally, this contractor was
in contention in a procurement for operating another
center; the company’s technical rating was re-evaluated
to include the results of our work. The contract was
then awarded to another bidder. The amount of the two
contracts lost by this contractor, including option years,
totals over $49 million.

Audit Work Expanded to Several Job Corps Centers

We wanted to determine whether similar conditions
existed throughout the 106 Job Corps centers which
would indicate a system-wide problem, or whether the
conditions were unique to this contractor’s operated
centers which would indicate insufficient managerial
ability or oversight, or willful program abuse.
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Asaresult, OIG expanded its scheduled financial state-
ment audit work at 26 Job Corps centers to include
limited abuse testing. Our limited tests atthose centers
did not disclose any center operators which granted
leave and allowances to corpsmembers who were AWOL
to improve center performance statistics. However, we
found that, of the 275 corpsmembers tested, 29 percent
had status errors that resulted in pay status differences
between the centers and the U.S. Army Finance and
Accounting Center (USAFAC); and almost 17 percent
had been granted leave not in compliance with regula-
tions.

The Office of Job Corps has contracted for technical
assistance to develop policy guidance, update proce-
dures and manuals as needed, improve internal con-
trols, and develop training on corpsmembers leave and
allowance procedures.

A more detailed discussion of the conditions identified
in these reports is included in our Job Corps section in
Chapter 1.

Costs Recommended for Recovery from Job Corps
Contractor

During this reporting period, OIG issued a draft audit
report on the costs billed by a contractor who performs
support functions for the Job Corps program.

The draft audit report indicated almost $2 million in
various audit exceptions in indirect costs. After applica-
tion of the overhead rates to the $2 million in indirect
costs, approximately $473,700 out of the $2.7 million
reimbursed by the Department to the contractor was
unacceptably charged to the Department’s contract.
The audit found inappropriate charges to the overhead
accounts such as entertainment; rental of personal
residences and the housekeeper’s salary; purchases of
antiques, rare books, silver, crystal, and other personal
items; and foreign travel, including charter aircraft and
limousine rentals.

The draft audit report recommended that the Depart-
ment recover $473,700 consisting of $174,200 recom-
mended for disallowance and $299,500 in questioned
costs. OIG is awaiting comments from the auditee and
is currently auditing this same contractor’s expendi-
tures and billings for 1986 to the present.



NONCOMPETITIVE, SOLE SOURCE ETA GRANT
REVIEWED: HUDSON INSTITUTE

In February 1986, the Department of Labor’s Employ-
ment and Training Administration (ETA) awarded the
Hudson Institute a noncompetitive grant to perform
research and identify policy issues relating to employ-
ment and training issues. This grant, to prepare a
“Workforce 2000” report and related policy issue pa-
pers, was originally estimated to cost $900,000. The
grant has been modified six times to expand the scope
of work, and the grant now totals $2.1 million.

On October 30, 1987, the New York Times published an
article alleging that the grant award to the Hudson
Institute was “a victory for the Old Boy network.” The
article prompted the OIG to conduct a special purpose
review of the facts and circumstances surrounding the
award of the “Workforce 2000” grant to the Hudson
Institute. The review disclosed:

1. Questions about whether there were violations or the
appearances of ethical violations by the former Assis-
tant Secretary for Employment and Training.

2. Departmental procurement policy needs to be en-
forced and strengthened.

3. ETA provided oversight, but the oversight was un-
structured and did not include compliance monitoring.

Questions about whether there were violations or the
appearances of ethical violations by the former Assis-
tant Secretary

The former Assistant Secretary for Employment and
Training had not only a professional relationship, but
also a personal relationship, with the then President/
Chief Executive Officer of the Hudson Institute and did
not disclose that relationship to his procurement staff or
to the Department’s Procurement Review Board (PRB)
when he personally selected the Hudson Institute for
the sole-source grant award.

We recommended that the Solicitor of Labor deter-
mine and issue a report on whether the former Assis-
tant Secretary for Employment and Training, during his
tenure as a public official, violated any conduct stan-
dards in connection with the noncompetitive grant to
the Hudson Institute.
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Solicitor Response

The Solicitor of Labor stated that he would be respon-
sive to our request. The Solicitor further stated, how-
ever, that because the former Assistant Secretary is no
longer an employee of the Department of Labor, and
that because the OIG draft report did not set forth
allegations of any criminal violations, the former Assis-
tant Secretary is no longer subject to remedial discipli-
nary action (i.e., in the absence of criminal violations,
the Department’s ethics and conduct regulations are
the basis for remedial actions which, by their very
nature, can be imposed only upon current employees).

Departmental Procurement Policy Should be Enforced
and Strengthened

Even though departmental policy encourages competi-
tion for grants, we concluded that ETA and the PRB did
not adhere to that policy when the Hudson Institute was
awarded the noncompetitive “Workforce 2000” grant.
However, ETA disagrees with our conclusion. It be-
lieves that a sole source grant was justified and that all
procedural requirements for sole source grants were
met.

Furthermore, to encourage competition and ensure
integrity in the award of the Department’s discretionary
grant funds, we concluded that additional procurement
policies and procedures are needed for noncompetitive
discretionary grants. We found that the following pro-
curement policies and procedures exist for contracts:
criteria for sole-source awards; requirements for mar-
ket surveys; criteria for severability work; and require-
ments for competition advocacy functions. However,
similar DOL, as well as Federal, procurement policies
and procedures do not exist for noncompetitive discre-
tionary grants.

We recommended a series of actions by the Assistant
Secretary for Administration and Management to give
the Department’s procurement staffs additional policy
and procedural guidance to ensure that the Department
follows its established policy of making maximum prac-
tical use of competitive procedures for awarding discre-
tionary grants, and to ensure integrity in the award of
DOL’s discretionary grant funds.



OASAM and ETA Responses

The Assistant Secretary for Administration and Man-
agement concurred with or made constructive modifi-
cations to nearly all of OIG’s recommendations. The
Assistant Secretary further stated that this concurrence
was “. . . evidence of our [DASAM’s] strong commit-
ment to an effective and fair procurement process.”
The Assistant Secretary stated that the Department
would, among other things, take the following correc-
tive actions:

1. The Department will amend the sole-source request
forms to obtain certification from Department of Labor
officials regarding any past or existing relationships
with interested performers.

2. The Department’s Procurement Review Board will
review potential conflict of interest situations and make
appropriate recommendations to the Assistant Secre-
tary for Administration and Management.

3. The Assistant Secretary will issue a memorandum to
all agency heads and other political appointees of the
Department reminding them of the need for public of-
ficials to avoid any action which might create the ap-
pearance of a violation of the conflict of interest rules.

4. The Assistant Secretary will issue a memorandum to
the Agency Heads and procurement staffs reminding
them of the need to conscientiously apply the require-
ments for competing grants found in the DOL’s Long-
Term Procurement Plan and Secretary’s Order 11-79.

5. The Assistant Secretary will convene a group of DOL
policy and procurement officials to properly implement
our recommendation that a "Notice of Solicitation" be
published in the Commerce Business Daily whenever a
noncompetitive discretionary grant is contemplated.

6. The Department’s internal operating regulations will
be amended to require that all modifications of con-
tracts and grants which are outside the scope of the
original procurement must be processed as a new pro-
curement.

7. The Department’s internal operating regulations will
be amended to extend the departmental and DOL
agency competition advocate functions to include grants
of discretionary funds as well as contracts.
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The Assistant Secretary did not concur with our recom-
mendation to have the Competition in Contracting
Act’s (CICA’s) criteria for sole source contracts also
apply to sole-source discretionary grants. He stated that
the “Congress explicitly applied the CICA to contracts
only.” While the Assistant Secretary concurred with
our intent to compete discretionary grants “where
appropriate,” he maintained that the Department should
not adopt the “rigid methodologies” of CICA in award-
ing grants.

The Assistant Secretary for Employment and Training
informed us that ETA favors public announcement of
proposed sole-source grant awards, and the establish-
ment of specific criteria by the Department for Pro-
curement Review Board members who are required to
conduct impartial reviews of requests for procurement.
The Assistant Secretary further responded that ETA is
willing to review the feasibility of a meaningful disclo-
sure process with the Office of the Assistant Secretary
for Administration and Management and the Solicitor’s
Office.

The Assistant Secretary also pointed out that ETA has
made considerable gains in competing discretionary
grants. According to the Assistant Secretary, in fiscal
year 1987, 7 of 51 (14 percent) new discretionary grants
were awarded using competitive procedures. In fiscal
year 1988, 43 of 65 (66 percent) new discretionary
grants were awarded competitively.

ETA provided oversight, but the oversight was un-
structured and did not include compliance monitor-

ing

Although ETA provided considerable oversight of the
Hudson Institute “Workforce 2000” grant, our review
showed that the required compliance monitoring did not
occur. The absence of structured compliance monitor-
ing permitted the Hudson Institute to submit research
papers that were not in conformance with the terms of
the grant. Also, Hudson failed to submit the required
monthly reports on staff utilization and the required
quarterly progress reports.

We recommended that the Assistant Secretary for
Employment and Training require the ETA program
agency staffs to develop and implement a structured
and systematic monitoring program for “research”
contracts and grants.



ETA Response

With respect to the Hudson Institute grant, in late
September 1988, ETA sent a monitoring team on-site
to ensure that the Hudson Institute fully understands
and complies with its contractual terms during the
remaining life of this grant.

OIG will consider the Solicitor of Labor and the two
Assistant Secretaries’ comments in finalizing the audit
report. In addition, we will review the Solicitor of
Labor’s determination and report when it is issued on
the ethical questions we raised. We will also summarize
the Solicitor’s determination and actions in our next
semiannual report to the Congress.

Financial and Compliance Audit of the
Hudson Institute Grant

In September 1988, we issued an interim financial and
compliance audit report on $812,000 in costs billed by
the Hudson Institute under the grant from February
1986 to September 1987. The report identified audit
exceptions in three areas. First, the Hudson Institute
chose not to credit the grant with the income from the
sale of the “Workforce 2000” book ($13,000). Second,
the Hudson Institute did not fully support expenditures
for consultant fees ($82,000). Finally, at the time of the
audit, the Hudson Institute had not submitted indirect
cost proposals for 1986 and 1987 to support the $327,000
of overhead and general and administrative expenses
allocated to the grant (since submitted but not yet
audited).

InOctober 1988, ETA issued its initial determination to
the Hudson Institute, sustaining all of our audit excep-
tions.

During the audit, we also identified an additional $48,000
in income from the sale of the “Workforce 2000” book
after our audit period; ETA will also be addressing this
audit exception.

Indian and Native American Programs

Indian and Native American programs are federally
administered programs authorized by Title IV of JTPA.
Their purpose is to provide job training to economically
disadvantaged, unemployed, or underemployed Indian
and Native Americans. Fiscal year 1989 budget author-
ity is $59 million.
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Although the enactment of the Single Audit Act has
reduced our activities in performing financial and
compliance audits, we perform these reviews in support
of investigations or by request of program administra-
tors. OIG completed two such special requests where
potential program fraud or abuse had been alleged.

NATIONAL URBAN INDIAN COUNCIL/NATIONAL
INDIAN BUSINESS COUNCIL

From 1986 to the present, ETA’s Division of Indian and
Native American Programs has entered into grant agree-
ments with the National Urban Indian Council (NUIC)
and the National Indian Business Council (NIBC) to
provide various training and employment services for
Native Americans.

At the request of ETA, OIG initiated two audits which
reviewed the propriety of the space and equipment
expenses on four of these grants: three to NUIC and
one to NIBC. Our objective was to determine whether
these costs were allowable in accordance with the pro-
visions of the grant and applicable Federal regulations.

We found that all the grant charges for space and
equipment rental were the result of less-than-arm’s-
length transactions; we recommended disallowance to-
talling $170,218, less depreciation and other allowable
expenses. We could not determine the allowable ex-
penses or depreciation because the chief executive and
the chairperson of the board of directors refused to give
us access to appropriate records.

Prior to our audits, the Inspector General’s Office of
the Department of Health and Human Services (HHS-
OIG) issued an audit report in 1986 on its review of
HHS grants to NUIC. The HHS-OIG had also found
that these NUIC grantees were involved in several less-
than-arm’s-length transactions concerning rental of space
and equipment.

Considering the HHS-OIG report and the serious
questions concerning less-than-arm’s-length transac-
tions and conflicts of interest in our two reports, ETA
has taken this grantee off the Letter-of-Credit and is
requiring the grantee to submit documentation of costs
incurred prior to reimbursement. ETA has also inten-
sified its monitoring of this grantee. In addition, our
financial and compliance audit work is continuing on
the four grants awarded to NUIC and NIBC.



FRESNO AMERICAN INDIAN COUNCIL

In 1987, ETA’s Division of Indian and Native American
Programs entered into a grant agreement with the
Fresno American Indian Council (FAIC) to provide
various training and employment services to Native
Americans in central California. In February 1988,
OIG and ETA jointly conducted a special program
abuse review of selected grant line items. The special
review produced the following findings:

1. The grantee failed to maintain an acceptable financial
management system which would provide accurate and
complete disclosure of financial transactions.
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2. The grantee failed to have adequate internal program
management procedures in place to prevent program
abuse.

3. OIG has confirmed recommended disallowances of
$22,640 for fiscal years 1985 and 1986. The funds were
spent on unauthorized projects. In addition, the grantee
needed to reimburse the JTPA grant for cash advances
made for non-JTPA expenses.

4. Program income generated by the grantee with JTPA
funds, participants, and staff were not retained by the
grantee to carry out JTPA program objectives. The
grantee must reimburse the JTPA account for all such
funds.



Chapter 5
Audit Resolution

Audit Resolution Activity
($ millions)

Period Audit Reports Amount Total
Ending Resolved Disallowed Allowed Resolved
3/31/87 223 $84.8 $38.6 $123.4
9/30/87 149 $98.0 $40.3 $138.3
3/31/88 308 $24.6 $43.7 $68.3
9/30/88 384 $6.8 $3.3 $10.1

Detailed information about audit resolution activity for the period may be found in the Appendix to this report.

Significant Resolution Actions

MANAGEMENT COMMITMENTS
TO RECOVER FUNDS

The following are examples of significant resolution
actions taken by program officials which resulted in the
disallowance of costs claimed by the Department’s
contractors and grantees.

Minnesota Department of Jobs and Training Unem-
ployment Insurance Automation Support Account (Audit
Report No. 05-88-008-03-315)

OIG audited $2,271,018 of Unemployment Insurance
Automation Support Acount (UIASA) grants awarded
to Minnesota for fiscal years 1984 through 1986. The
audit cited exceptions totaling $553,649 because Min-
nesota bought equipment not authorized in the UIASA
grants, used equipment for activities not authorized,
had unused equipment, and either did not obligate
funds properly or let obligational authority expire. ETA
disallowed the entire amount.
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Employment Security Commission of North Carolina
Unemployment Insurance Automation Support Ac-
count (Audit Report No. 05-88-009-03-315)

OIG audited $2,442,493 of UIASA grants awarded to
North Carolina for fiscal years 1984 through 1986. The
audit cited exceptions totaling $459,186 because North
Carolina bought equipment not authorized in the UIASA
grants. ETA disallowed the entire amount.

Pennsylvania Office of Employment Security Unem-
ployment Insurance Automation Support Account (Audit
Report No. 05-88-010-03-315)

OIG audited $6,774,204 of UIASA grants awarded to
Pennsylvania for fiscal years 1984 through 1986. The
audit cited exceptions totaling $641,286 because Penn-
sylvania charged excessive costs to the grants and main-
tained questionable resources-on-order. ETA disal-
lowed $491,286 of excessive costs charged to the grants.
Pennsylvania has submitted acheck for the full $491,286.



Inappropriate Permanent Change of Station
Reimbursement (Audit Report No. 02-7-014-10-105)

An OIG review of an allegation indicated that a DOL
employee was improperly reimbursed $9,487 for relo-
cation expenses relating to a permanent change of
station (PCS) move. The reimbursement should not
have been made because the PCS was requested by the
employee for his personal benefit, and the PCS at
Government expense was authorized after the em-
ployee had actually relocated, which is contrary to
Government travel regulations. The employee is reim-
bursing the Government the full $9,487.

MANAGEMENT COMMITMENT TO REMEDY
ADMINISTRATIVE ACTIONS

Non-monetary audit recommendations are important
because they direct attention to improving internal
controls and operating procedures. They also propose
shifting program emphasis and policy direction and
making legislative or regulatory changes. Corrective
actions constitute reasonable remedies and include
descriptions and timetables of specific actions taken,
completion dates, and evidence to prove recommenda-
tions were implemented.

The following are examples of significant resolution
actions taken by program officials to remedy adminis-
trative deficiencies.

Follow-up Review of the Quality of Independent Public
Accountant Audit Reports

During this reporting period, OIG initiated a review of
the quality of Independent Public Accountant (IPA)
reports and supporting workpapers for audits of pen-
sion and welfare benefit plans covered by ERISA. This
project directly follows up an earlier recommendation
contained in OIG’s report titled, “PWBA Should Ex-
pand the Role of the Independent Public Accountant in
ERISA Enforcement.”

The follow-up project is designed to:

1. Identify specific reporting problems mentioned in the
earlier report;

2. Quantify the extent of audit and reporting deficien-
cies through the utilization of a random sample of ap-
proximately 300 audit reports selected for review; and
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3. Develop a selection procedure designed to assist in
the identification of deficient reports for an ongoing
quality control review by program officials.

Deficient reports or workpapers identified as aresult of
our review will be referred to PWBA for appropriate
corrective action with the IPAs or State Boards of
Accountancy.

Participation with PWBA and the American Institute
of Certified Public Accountants in the Revision of
Industry Audit Standards

As a result of an OIG recommendation, this office and
PWBA are participating with the American Institute of
Certified Public Accountants (AICPA) on the revision
of the industry audit standards for audits of pension and
welfare benefit plans covered by ERISA.

To assist with the revision process, OIG formally pre-
sented to the AICPA the results of our review on the
quality and usefulness of Independent Public Account-
ant audit reports prepared for pension and welfare
benefit plans.

OIG has a keen interest in the ERISA safeguards
afforded to all plan participants. These safeguards
include the annual audit reports and the Secretary of
Labor’s oversight of the pension and welfare benefits
industry.

As we presented our findings to the AICPA, we made
several recommendations for improvements to the
industry audit standards and the reporting process. In
our opinion, the majority of those recommendations
can be implemented without additional legislation. The
industry audit guide is illustrative of where changes can
be made to:

1. Define clearly that plan participants are the audit
clients;

2. Stress the importance of the interest and reliance that
plan participants and the Secretary of Labor place on
information presented in audit reports;

3. Stress the importance of the Secretary of Labor’s
oversight responsibility on behalf of plan participants;

4. Clarify definitions of all known ERISA violations;
and



5. Require disclosure of all known ERISA violations to
the Secretary of Labor.

OIG remains committed to ensuring that adequate
safeguards exist for plan participants by making tools of
the IPA audit reports which are available to the Secre-
tary to oversee the pension and welfare benefits indus-

try.

Reported Payments Under the Longshore and Harbor
Worker’s Compensation Act (Audit Report No. 02-84-
073-04-432)

The audit report showed that reported payments did
not accurately reflect the total compensation paid dur-
ing the period covered, and that the Division of Long-
shore and Harbor Workers’ Compensation (DLSHWC)
assessed penalties rather than charged interest on late
assessment payments. Penalties are not provided for
under the Act.
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The inaccurate reports resulted from a lack of internal
control through a reconciliation of reported payments
and DLSHWC records, and specific reporting instruc-
tions to self-insured employers and insurance carriers
on how to report prior years’ adjustment activity. The
DLSHW(C assessed penalties because it misinterpreted
the advice of its Associate Solicitor.

ESA’s response to our recommendations indicates that
it has taken or is in the process of taking corrective
action to verify the accuracy of reported compensation
payments, including reconciliation procedures and in-
tends to seek independent audits to verify the reported
payments. In addition, DLSHWC agrees that interest
rather than penalties should be charged for late pay-
ment.



OFFICE OF INVESTIGATIONS

From April 1 through September 30, 1988, the Office of Investigations (OI) opened 517 cases
nationally; closed 641 cases; referred 452 individuals for prosecutionand another49individuals
to DOL agencies for administrative action. Investigative results for this semiannual period
were 605 indictments, 390 successful prosecutions, and $4,390,443 in recoveries, fines,
restitutions, settlements and cost efficiencies. Accomplishment statistics for fiscal year 1988
and comparative indictment/conviction results spanning the past six fiscal years are as follows.

MONETARY RESULTS
FY 1988

(Dollars in Thousands)

COST EFFICIENCIES
$2,037

RESTITUTIONS
$3.100

SETTLEMENT
$162

RECOVERIES
82,832

TOTAL - $9,162,000

EMPLOYMENT AND TRAINING
ADMINISTRATION (ETA)

Job Training Programs

The problems relating to the Job Training Partnership
Act (JTPA) program have created manynew challenges
for Ol Special Agents. Poorly written contracts, lack of
uniform substantive program regulations and
administration, the disparity in the implementation of
regulations and reporting requirements, and other
problems associated with combating fraud and waste
have been previously reported. Little has been done to
correct these administrative problems.
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I INDICTMENTS CONVICTIONS

Previous reports have listed our investigative findings
on this issue. Office of Audit reports on JTPA Participant
Training and Services (AIRS No. 06-86-801-03-340,
issued January 25, 1988) and JTPA Service Provider
Contracts (AIRS No. 06-88-802-03-340, issued during
this reporting period) not only confirm our previous
observations, but more specifically identify and establish
the extent to which they exist throughout the program.

Developing cases in this inconsistent administrative
environment, coupled with weak and often ignored
regulations, is always labor intensive and often impossible
when using standard investigative procedures and
prosecutive approaches charging such crimes as
embezzlement, false statements, and false claims. In



order toidentify and prosecute those who would corrupt
this program, our Special Agents, in conjunction with
U.S. Attorneys, are developing new approaches which
include the use of laws dealing with extortion, racketeering,
conspiracy, and specific program funding. The complex
financial obfuscations by some JTPA grant recipients
must be translated into fact patterns readily
understandable to a prosecutor and ultimately to a
judge and jury.

While this shows the expertise and ingenuity of our
agents, this extraeffort should be unnecessary. Stronger
program definition, such as more precisely written
contracts and consistent implementation of regulations
and instructions, coupled with better administrative
oversight would reduce the opportunity for wrongdoing
in the program. In those instances where problems do
arise, these necessary improvements would allow
investigations to be resolved without expending time
learning differing procurement procedures and eligibility
requirements. Recent case examples include:

Two former top Gary Manpower Administration
(GMA) officials and a job training contractor were
indicted on June 21 by a Federal Grand Jury at
Hammond, Indiana, on charges of racketeering,
racketeering conspiracy, bribery, and conspiracy to
defraud the U.S. Department of Labor. From 1974
to 1984, GMA was responsible for administering
Federal job training funds received by the City of
Gary, Indiana. The indictment, which resulted
from ajoint investigation with the Internal Revenue
Service, alleged that from about June 1980 through
October 1980, the administrator and director of
operations exacted approximately $49,000 in bribes
from PLUS, Ltd., a GMA contractor. It further
alleged that, from February 1983 to about October
1983, the former director of operations, who left
GMA to become a principal of DECAR, .Inc,,
another GMA contractor, along with the indicted
contractor and administrator, engaged in another
bribery scheme involving over $145000. The
indictment also alleged that the defendants conspired
to defraud DOL by unlawfully using DOL funds to
lease and operate a restaurant and lounge in the
Sheraton Hotel at Gary. The indictment seeks
forfeitures of at least $228,557. If convicted, each
defendant faces a maximum sentence of 105 years
in prison and a fine of up to $622,000. U.S. v. Cain
and Sullivan (N.D. Indiana)

Aninvestigation of a JTPA contractor for allegedly
using DOL funds to operate a travel service disclosed
that the individual was under independent
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investigation by the FBI for non-JTPA related
violations of wire fraud, extortion, and conspiracy.
A coordinated effort by OIG with the FBI and the
Department of Justice ultimately resulted in the
individual entering into a plea agreement for theft
of JTPA funds and extortion. U.S. v. Vickery (W.D.
Oklahoma)

In Houston, Texas, two individuals were named in
an indictment charging them with theft of JTPA
funds and conspiracy for their role in a fraud
scheme. The individuals owned an insurance agency
and received a substantial JTPA contract to provide
secretarial, insurance processing, and computer
programming training. The indictment alleged
that the defendants falsified training documents
and failed to pay participants as required by the
contract. U.S. v. Forward and Forward (S.D. Texas)

The director and president of the National Institute
of Youth Safety, Inc.,, a Delaware corporation,
were recently indicted on charges of fraudulently
obtaining and misusing JTPA funds. The defendants
entered into contracts with various service delivery
areas and contractors to train and place JTPA
participants in full-time jobs. However, the indictment
charged that some participants were paid
approximately half their salary, mostly in cash,
while others were given cash to sit at home and
falsify reimbursement forms. U.S. v. Clemmons
(E.D. Arkansas)

Asaresult of prior indictments charging conspiracy
and mail fraud, on June 3, 1988, the former Assistant
Director and Financial Officer of Northwest
Vocational Technical School and others pled guilty
to conspiring to defraud the State of Arkansas by
submitting false vouchers. The scheme involved
the creation of businesses to fabricate invoices,
which were submitted for approval and payment
under various State and JTPA contracts. The
defendants are awaiting sentencing. U.S. v. Taylor
et al. (W.D. Arkansas)

UNEMPLOYMENT INSURANCE (UI)

The UI program reported that alleged UI fraud
overpayments nationwide, as detected by the State
Employment Security Agencies (SESAs), exceeded $124
million for fiscal year 1987. This underscores the
Inspector General’s motivation and continuing
commitment to ensure the integrity of the UI program
by detecting significant fraud and enhancing deterrents



by aggressively seeking prosecutions. During this period,
several enforcement strategies were continued, which
included clustering single-claimant investigations, seeking
Federal and local prosecutions, identifying fictitious
employee/employer schemes, promoting benefit
payments control through prosecutions, and identifying
internal breaches of trust.

To efficiently manage its very limited resources, OI
clustered single-claimant fraud investigations and
prosecutions at the Federal and State levels in Arkansas,
Florida, Indiana, Louisiana, Michigan, Missouri, and
the District of Columbia. In these jurisdictions, 192
clustered UI indictments were returned representing
fraud overpayments which exceeded $448,000. The
following is a typical cluster of cases:

In August, 32 individuals were indicted for mail
fraud, having been accused of submitting false
claims for UI benefits while employed. The
indictments alleged that they obtained approximately
$61,000 in benefits. This investigation was conducted
jointly with the Caddo Parish Sheriff’s Office and
the Louisiana Department of Labor. U.S. v.
McEachern et al. (W.D. Louisiana)

In a joint project with the Mississippi SESA to
demonstrate the effectiveness of benefit payments
control through prosecutions, OI presented 124
cases in 49 of the State’s 82 counties during this
period, all of which resulted in indictments. As of
this date, 70 defendants have been convicted, while
fines and court costs total approximately $72,000.
UI losses were approximately $115,000 in these
cases and full restitution of this loss is expected.
Mississippi v. Wells et al. (D. Mississippi)

Fictitious employee /employer schemes still present the
greatest single threat to Ul integrity, particularly recidivist
activity, which continues to surface. These schemes are
pervasive, due to the widespread nature of the activity
and the lack of SESA interstate enforcement jurisdiction:

On May 13, a federal grand jury in Illinois returned
a 27-count indictment charging a recidivist with
mail fraud. It alleged that he conducted a fictitious
employee/employer scheme and illegally obtained
approximately $9,000 in UI benefits from Minnesota
and Oregon before indictment. Previously, he was
convicted of a similar scheme in California, where
he is presently incarcerated. U.S. v. Dolliole (N.D.
Illinois)

55

In another fictitious employee/employer scheme
previously reported, a Newport News, Virginia
man received the strictest sentence yet imposed in
acase of this type on May 16 at Richmond, Virginia.
He was sentenced to 15 years’ imprisonment with 5
years’ probation to follow and was ordered to pay
fines and restitution totaling approximately $16,000.
On March 22 he was convicted on 33 counts, which
included mail fraud and making false statements.
He netted over $30,000 in UI benefits before
detection. This was a joint investigation with the
Postal Inspection Service. U.S. v. Lang (E.D.
Virginia)

The following exemplifies the kinds of internal Ul cases
investigated by the Office of Investigations:

On August 12, a tax compliance auditor, who had
been an employee of the Louisiana Department of
Labor since 1967, was suspended without pay based
upon allegations that he submitted false travel
vouchers for travel not incurred.

On September 14, a clerk in the Berwind, Puerto
Rico, SESA office was indicted for theft of Federal
program funds. He was accused of a scheme where
he reactivated closed UI claimant cases causing the
computer to generate checks which he negotiated.
He obtained approximately $6,100 before detection.
U.S. v. Pizarro (D. Puerto Rico)

Another vulnerability to potential loss by the UI system
occurs when illegal aliens, who are not legally entitled to
work or receive UI compensation, establish a base
period for potential UI claims by using false documents.
The following is an example of our work with other
interested Federal and State agencies to address this
problem:

Agents of the US. Border Patrol developed
information about an organized group that smuggled
illegal aliens from Mexico by selling them fraudulent
Social Security Administration cards and other
documents which allowed illegal aliens to gain
employment in the DeQueen, Arkansas, area. This
led to a task force investigation which included the
Border Patrol, the Department of Health and Human
Services’ OIG, the Immigration and Naturalization
Service, the Arkansas State Police, the U.S. Attorney,
and the DOL Office of Investigations. We identified
139 employees of Pilgrim’s Pride Industries who
obtained employment under false pretenses. On



June 13, nineteen individuals were arrested at
Pilgrim’s Pride plant for smuggling aliens and the
illegal sale of Social Security Administration cards.
On July 14, six individuals pled to single-count
criminal informations. Four were sentenced to 1
years’ imprisonment, credit for time served (64
days), 2 years’ probation, and by order of the court
“referred to the Border Patrol for processing.”
Another subject was sentenced to 94 days
imprisonment, while the last received 1 year’s
probation. U.S. v. Valdez et al. (W.D. Arkansas)

EMPLOYMENT STANDARDS
ADMINISTRATION (ESA)

Workers’ Compensation Programs

Payment for authorized services to claimants is a part of
ESA’s responsibilities in administering certain benefit
payments to individuals under the workers’ compensation
and Black Lung programs. Investigations into
irregularities within these programs continue to receive
priority attention by Ol. Typical of these types of
investigations are the following:

A joint investigative effort with the U.S. Postal
Service, which should have significant impact on
fraud and abuse of the Federal workers’ compensation
system within the State of Alaska, culminated in the
indictment of five medical doctors in Alaska. The
indictments, returned on July 13, alleged that the
doctors falsified information relating to purported
medical treatments for services rendered under the
Federal Employees’ Compensation Act (FECA).
During the investigation, OIG agents made
undercover visits to the doctors involved stating
that they had not suffered any injury or illness, but
rather wanted time off from work for personal
reasons and travel. The doctors, according to the
indictment, then prepared reports for the Postal
Service and DOL which reflected that the agents
had suffered job-related injuries or illnesses, when
these doctors knew no such injury or illness had
occurred and no medical treatment was warranted.
U.S. v. Savikko et al. (D. Alaska)

A former postal employee was sentenced on July 14
in U.S. District Court, Middle District of Florida,
to 5 years’ probation and ordered to make restitution
totalling $66,276. The subject operated an automobile
body shop and towing business while fraudulently
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receiving FECA benefits. The subject also committed
perjury in previous testimony to an OWCP Hearing
Examiner. U.S. v. Sorrentino (M.D. Florida)

On August 15, a criminal information was filed in
the United States District Court, Eastern District
of New Orleans, Louisiana, charging a former
fireman at the New Orleans Naval Station with
making false statements to obtain FECA benefits.
While receiving over $32,000 in disability payments,
the subject served as a full-time lieutenant in the
U.S. Naval Reserve, attended school and obtained
his law degree. The defendant was subsequently
sentenced to 5 years’ supervised probation and
ordered to make almost $32,000 restitution. Dallas
OWCP personnel and the Naval Investigative Service
were instrumental in the successful conclusion of
the investigation. U.S. v. Yarbrough (E.D. Louisiana)

On June 29, 1988, a six-count indictment was returned
charging a former postal employee with making
false statements to the US. Government. In February
1986, while inthe performance of her official duties,
the subject reported having been injured during an
alleged robbery. The investigation disclosed that
the subject was not impaired as claimed and that
she was gainfully employed while fraudulently
claiming and receiving FECA benefits. U.S. v.
Nelson (E. D. Michigan)

On August 23, 1988, a federal grand jury returned
athree-count indictment charging a former civilian
army employee with making false statements to the
U.S. Government. The subject worked for three
employers, earning over $27,375, while fraudulently
obtaining FECA benefits by not reporting this
income. In order to cover-up his activities, the
subject used his wife’s social security number. OWCP
determined an overpayment of $97,912.98. U.S. v.
Head (N.D. Georgia)

On July 15, 1988, the manager of a health care
company that provided oxygen equipment to
claimants for Black Lung benefits was sentenced in
Federal District court to a suspended 3 year
imprisonment term, ordered to make $10,390 in
restitution, and fined $3,000. The individual was
convicted of filing false statements with DOL
surrounding his alteration of blood tests results
used as the basis to qualify claimants for oxygen
equipment. The companyreceived reimbursement
for unnecessary services based on the false test
results. U.S. v. Bevins (S.D. West Virginia)



On August 4, 1988, a woman was sentenced to 3
years’ probation during which she must perform 20
hours of public service work a week, was fined
$1,000, and was ordered to pay $5,919 restitution as
a result of a guilty plea to one count of making false
statements to obtain Black Lung benefits, The
defendant was the widow of a deceased miner
eligible for Black Lung benefits. She concealed her
re-marriage in 1970, which made her ineligible for
continued benefits. She was also ordered to make
restitution for that portion of the Government’s
loss within the applicable statute of limitations.
U.S. v. Greer (S.D. West Virginia)

On June 18, an individual entered a pre-trial
agreement approved by the Federal District Court
in Charleston, West Virginia. He admitted to mail
fraud and bribery violations. As part of the agreement,
he was placed on one years’ supervised probation.
OI initiated its investigation upon receiving
information from the DOL’s Black Lung office that
a claimant attempted to bribe a claims examiner to
approve his Black Lung claims for benefits. During
the investigation, the ineligible claimant offered an
OIG agent, posing as a claims examiner, $30,000 to
insure that his claim would be approved. Had the
claim been approved, the subject would have received
a retroactive payment of approximately $50,000
and monthly benefits of $507. U.S. v. King (S.D.
West Virginia)

Wage and Hour Division

OTI has supported and strengthened the Wage and Hour
Division’s (WHD) enforcement activities by proactively
conducting criminal investigations of Federal contractors
who have violated the provisions of the Davis-Bacon
Act and the Copeland Anti-Kickback Act. In addition,
OI has sought to enter more joint efforts with WHD to
identify criminal violations of the Fair Labor Standards
Act (FLSA). Examples of this continuing effort are
cited below:

On August 3, a federal grand jury returned a 38-
count indictment charging three individuals with
violations of conspiracy and false statements. They
allegedly conspired to submit falsified payroll records,
certifying that prevailing wages had been paid on a
painting contract at a Marine Corps Air Station on
the Island of Oahu. The $472,980 interior painting
contract was awarded to this contractor, who had a
long history of Davis-Bacon violations and who had
been debarred in 1986. He continued to operate
under numerous company names on both Federal
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and State construction projects in Washington,
Oregon, California, Arizona, Hawaii, Colorado,
and Texas. U.S. v. Mantikes, et al. (District of
Hawaiti)

On May 9, two officers of an electrical contractor
company were indicted by a federal grand jury in
Miami, Florida on 96 counts, including conspiracy
and making false statements. The contractor allegedly
falsified payrollreports to concealunderpaid wages
on federally-funded work performed on the Miami
AreaMetrorail Stations. If convicted on all counts,
the two could each face a maximum sentence of 245
years’ incarceration and approximately $960,000 in
fines. U.S. v. Guerra (S.D. Florida)

On April 20, a federal grand jury in Cleveland,
Ohio returned an eight-count indictment against
both the owner and his company for the submission
of false statements. On eight different occasions,
the subject, while working on a federally-funded
contract with the City of Akron, prepared and
submitted certified payroll forms in accordance
with the Davis-Bacon Act, on which he allegedly
falsely represented that he had paid the required
prevailing wages to his employees. Investigation
determined that he did not pay his employees
approximately $47,000 which he certified he had.
On September 23, following an eight-day jury trial,
the owner and the company were found guilty of
one count of the indictment and acquitted on the
remaining counts. Sentencing is pending. U.S. v.
Gironda (N.D. Ohio)

On July, 21 in Federal District Court, Detroit,
Michigan, two officers of a contracting firm pled
guilty to an information charging violations of the
Fair Labor Standards Act (FLSA). The company
also pled to a charge of false statements. The
company’s president and the secretary/treasurer
admitted by their pleas that during the period April
1984 to April 1986, the company failed to pay some
of its employees overtime compensation and failed
to keep proper payroll records as required by
FLSA. A plea agreement negotiated in this case
specified that the company is to pay $44,887 in
restitution to the affected employees and required
the defendants and two related companies to enter
into a consent judgement in a civil case filed against
them in U.S. District Court bythe U.S. Department
of Labor. The defendants agreed to a permanent
injunction requiring them to comply with the FLSA
overtime and record keeping provisions. U.S. v.
Guzman et al. (E.D. Michigan)



PENSION AND WELFARE BENEFITS
ADMINISTRATION (PWBA) and
OFFICE OF LABOR-MANAGEMENT
STANDARDS (OLMS)

Under the provisions of the Inspector General Act of
1978, OIG was given a very broad mandate and
responsibility to investigate fraud in any program or
operation of the Department. Special Agents of OIG
are the only Departmental employees officially classified
by Federal personnel regulations as criminal investigators.
With the professional expertise of our agents, and the
broad responsibility mandated by the Congress in the
Inspector General Act, OI is undertaking a more
aggressive proactive effort to identify, investigate, and
seek prosecution of criminal violations within PWBA
and OLMS. Historically, Departmental personnel who
are not classified as criminal investigators have pursued
these matters. The following are examples of this
effort:

On June 6, a former postal employee pled guilty in
the Eastern District of New York to embezzlement
of union funds as a result of an OI investigation.
The subject was a Postal Service window clerk and
president of American Postal Workers Union Local
2939. The investigation determined that the employee
embezzled postal funds and then attempted to
replace that money with money taken from the
union’s treasury. Sentencing is pending, U.S. v.
Calonita (E.D. New York)

On June 6, a former president of the First National
Health Benefit Administrators was sentenced to
120 days’ confinement in a community treatment
center, 5 years’ probation, and ordered to make
$19,700 restitution. He pled guilty to 4 counts of a
13-count indictment which charged him with
embezzlement of $54,000 from two health benefit
plans. U.S. v. Parham (C.D. California)

ETHICS AND INTEGRITY ISSUES

All Government employees have specific standards of
conduct and conflict of interest laws which apply to the
performance of their duties. Investigations of possible
wrongdoing or misconduct by DOL employees and
persons or firms acting in an official capacity directly

with DOL remain a priority of the Inspector General.
The following examples are representative of the ethics
and integrity investigations which culminated during
this reporting period. Some illustrate the variance in
DOL program management’s commitment to take
positive action to prevent or deter similar action in the
future.

On April 15, a former district director of the Office
of Labor-Management Standards (OLMS),
Nashville, Tennessee, was sentenced to 18 months’
imprisonment, with 6 months to serve and 12 months’
probation for criminal contempt after pleading
guiltyto providing protected grand juryinformation
to a newspaper reporter. The reporter then used
this information in an article published in a local
newspaper. The judge admitted that the sentencing
decision was a difficult one to make considering the
employee’s excellent past performance and career;
the fact that he had gained nothing financially by his
action; and that he had voluntarily retired from
Government service to improve relationships
between the OLMS and the U.S. Attorney’s Office
as a result of the disclosure. However, the judge
felt that the security of the grand jury system must
be observed, especially by those in supervisory and
management positions. U.S. v. Ward (W.D.
Tennessee)

In another case where a DOL employee received a
prison term, a former MSHA inspector who had
previously entered a nolo contendere plea to 2
counts of bribery, was sentenced on September 19
to 2 years’ imprisonment with 1 year to serve, and
3 years’ probation. He was also fined $1,000 and
ordered to make restitution of $500. His guilty plea
was accepted as part of an agreement in which 18
other counts charged in a January indictment were
dismissed. The former inspector had been charged
with soliciting and accepting approximately $10,000
in cash or other items of value from various coal
mine operators with which he had official inspection
oversight. U.S. v. Jessee (W.D. Virginia)

In another investigation by OI, two high-level OSHA
management employees, including an acting regional
administrator, received written reprimands for their
personal involvement and directions given to
subordinates regarding entries made on travel
vouchers. An investigation determined that 25
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OSHA employees, at the direction of, or with the
knowledge of these two, submitted false travel
vouchers for costs reportedly associated with an
area directors’ meeting. These management
employees directed others to file travel vouchers
claiming per diem costs as if they were in a high cost
area even though they knew this was not true. In
addition, it was determined that room costs for all
travelers were subsidized by a master account, and
a suite was subsidized for one OSHA employee.
The investigation further revealed a number of
weaknesses in the procurement process for official
training meetings. Upon learning of the nature of
the investigation by OIG, the Office of the Assistant
Secretary for Administration and Management
(OASAM) and the Office of the Comptroller
published a conference planning checklist for
distribution to all DOL employees. OASAM is
currently recovering approximately $2,500 from
culpable OSHA employees.

The Bureau of Apprenticeship and Training’s
management suspended a clerical employee for 14
days without pay and required her to repay DOL
approximately $2,000 in overpaid salary after an
OIG investigation disclosed that she had falsified
time and attendance records and leave slips. This
scheme resulted in her being paid a regular salary
for hours not worked and no charge being made to
her leave during periods she was absent from the
office.

Another integrity investigation involved the theft of
DOL funds by a DOL employee who entered false
information into the automated procurement
payment system, causing the generation of a check
in the amount of $4,896. Entry was gained to the
system by the use of an identification number
assigned the employee, a payments clerk. The
investigation revealed that the check was mailed to
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an address frequented by the employee’s brother.
The employee pled guilty in U.S. district court in
August 1988 to one count of theft of public funds.
Sentencing is pending. U.S. v. Green (D. District
of Columbia)

On August 10, a federal grand jury in Dallas, Texas,
returned an indictment charging a DOL employee
with seven counts of false statements. The scheme
was detected by the Office of Workers’ Compensation
Programs (OWCP) through their medical payment
monitoring system and reported to OIG for
investigation. It is alleged that the subject, an
OWCP bill payer, embezzled funds through
fabricated medical bills, which generated eight U.S.
Treasury checks totaling $42,800. They were sent
to a post office box rented by the subject. If
convicted, the subject could face a maximum sentence
of 35 years’ imprisonment and fines totaling $70,000.
U.S. v. White (N.D. Texas)

In an attempt to recover lost funds, a civil action
was filed on May 19 in the U.S. District Court for
the District of Columbia secking a $588,000 judgment
against a DOL contract court reporter. The suit,
filed by the Federal Government, charged a Kansas
woman with overcharging the U.S. Department of
Labor for court reporting services. The woman was
the principal operating officer and director of a
Texas corporation that provided stenographic
reporting services in cases heard before the
Department’s Office of Administrative Law Judges.
Aninvestigation found that from May 1982 through
December 1983, she submitted, or caused to be
submitted, false vouchers totaling $149,382. Treble
damages of $448,145 and $140,000 in forfeitures
are being sought under the False Claims Act. U.S.
v.Jackson (D. District of Columbia)






