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HlJMAN AEB0lJRCE.S November 18, 1985 
OIVISION 

The Honorable Thomas C. Komarek 
Assistant Secretary for Administration 

and Management 
Department of Labor 

Dear Mr. Komarek: 

Subject: Second-Year Implementation of the Federal 
Managers' Financial Integrity Act in the 
Department of Labor (GAO/HRD-86-29) 

As part of our management review at the Department, we 
assessed Labor's second-year efforts to evaluate its internal 
control and accounting systems under the Federal Managers' 
Financial Integrity Act (FMFIA) of 1982 (31 U.S.C. 3512(b) and 
(c)J l The act is aimed at strengthening management controls and 
accounting systems, thereby helping to detect and deter fraud, 
waste, abuse, and mismanagement in federal agencies. 

Vhile our management report? discussed Labor's imple- 
mentation of FMFIA, it did not discuss the Department's 1984 
year-end report to the President and the Congress. This letter 
presents our views on Labor's 1984 year-end FMFIA report for 
YOU --as the Department's internal control officer--to consider 
in preparing the 1985 year-end report. 

LADOR'S 1984 YEAR-E:I\JD REPORT --.--me.-- ~.- -.-- 

In its 1984 year-end FMFIA report, Labor stated that its 
,systems of internal control, taken as a whole, complied with the 
)requirement to provide reasonable assurance that the act's 
objectives were achieved within the limits described. Labor 
cited as its principal limitation that about 90 percent of the 
Department's funds pass through entities whose operations and 
accounting systems are not under its operational control. Labor 
also stated that its accounting systems, taken as a whole, I 
generally conformed to the Comptroller General's requirements. 

Labor has estahlished a basic framework under FMFIA for 
improving internal controls and accounting systems and has 
identified a number of material weaknesses and necessary system 
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irnF"rov(~Irlt?rit_:1;. iiow~~vct r: , at the end of 1984, Labor's program for 
identifying and correcting weaknesses had not, in our opinion, 
pro'pxw;ct,d 1;~ the point to support its determination that 
internal control and accounting systems, as a whole, complied 
with the act's requirements. Our review of Labor's FMFIA 
activities disclosed the following conditions that we believe 
detract from Labor's 1984 statement about the systems' conform- 
ance to FMFIA requirements. 

--Labor's Unemployment Insurance and Job Training Partner- 
ship Act (JTPA) programs were not effectively covered 
under FMFIA. 

--Labor reported significant internal control weaknesses in 
other programs as unresolved. 

Also, we believe Labor did not have a meaningful basis for mak- 
ing an overall asse ssment of its accounting system conformance 
witt-i tne Comptroller General's requirements. 

We recognize that Labor's 1984 year-end report was based on 
specific language and format provided in December 1982 Office of 
Management and Budget (OMB) guidance, which allows agencies to 
conclude they have reasonable assurance that systems comply with 
the act notwithstanding the disclosure of material weaknesses. 
I-lowever, in our opinion, the OMB reporting format and language 
do not provide sufficient guidance to the agencies for making 
j udgmt?nts on reasonable assurance. This is because the OMB 
guidance does not address the extent to which material :$qeak- 
n e 6 s e s and unevaluated systems preclude agencies from reporting 
that their internal control systems, taken as a whole, comply 
with the act's requirements.2 

In msking such judgments, we believe that agencies need to 
r3 v a 1. 11 a t e .\u,st of their key systems and, in doing so, consider 
four f;lctEr s: (1) the comprehensiveness and quality of the 

Ievaluation work performed, (2) the significance of the weak- 
jnesses disclosed, (3) the status of corrective actions, and (4) 
the extent to which accounting systems conform to the Comptrol- 
ler General's requirements. These factors, collectively, should 
serve as the foundation for the agency's assessment as to 
whether its systems of internal control provide reasonable 
assurance. 

2GAO's overall report, Implementation of the Federal Managers' 
Financial Integrity Act: First Year (GAO/OCG 84-3, Aug. 24, 
19114), recommended that OME clarify and Icevise its guidance on 
what should be contained in the year-end reporting statement. 
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We recognize that management judgment is involved in reach- 
ing a conclusion on the adequacy of internal control systems. 
!rhe size of the organization, diversity of operations, and 
degree of centralization are among the many factors that agency 
management must consider in establishing and maintaining systems 
of internal control. The concept of "reasonable" assurance 
recognizes that the cost of internal controls should not exceed 
their benefits. Because benefits and costs are often not pre- 
cisely quantifiable, many decisions on reasonable assurance will 
necessarily depend in part on estimates and judgments by manage- 
ment that are reasonable under the circumstances. 

Our views regarding how Labor met these factors are dis- 
cussed below. 

UNEMPLOYMENT INSURANCE PROGRAM NOT 
EFFECTIVELY COVERED BY FMFIA 

In fiscal year 1984, Labor‘s Unemployment Insurance program 
expended about $19.1 billion from the Federal Unemployment Trust 
Fund, over two-thirds of which came from the deposits of state 
funds and the remainder from federal funds. Paying correct 
benefit amounts to only entitled individuals is a principal 
program goal. Under the present system, states are primarily 
responsible for making correct payments, while Labor oversees 
state use of administrative funds and state payment systems to 

_. ensure effective and efficient operations. 

Labor uses several mechanisms to oversee state and local 
administration of the Unemployment Insurance program. These 
include quality control/random audits and periodic reporting. 
Recent reports have identified many problems in the program at 
both t.he federal and the state levels. These include Inspector 
General (IG) reports that disclosed problems with cash manage- 
ment and payment controls and a GA'3 report on inadequacies in 
Labor's oversight of state actions to correct problems identi- 

'ficd in random audits.3 Due to these problems, Labor began 
'developing a new quality control process designed essentially as 
an expansion of the random audit program. 

Labor's 1984 year-end FMFIA report implied that its new 
quality control system was completed although it was not 
scheduled to be implemented until late 1985. Also, the report ! 
cited as a material weakness that Labor's IG had found federal 
employees were receiving unemployment benefits in selected 

3An Assessment of Random Audit --A New Department of Labor Pro- 
gram to Improve the Accuracy of Unemployment Insurance Benefit 
Payments (GAO/HRD-84-26, Mar. 30, 1984). 
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states and that the TG was investigating potential improprieties 
and illegalities. 

Labor's year-end FMFIA report was incomplete because 
coverage in the vulnerability assessment for the Unemployment 
Insurance program did not appropriately consider the adequacy of 
controls in state unemployment insurance programs. Labor's 
assessment results showed predominately low vulnerability for 
the prograln. Had Labor included an assessment of its oversight 
of state systems, its assessment of program susceptibility to 
fraud, waste, and abuse would have more accurately depicted the 
program's inherent risks. 

JOB TRAINING PARTNERSHIP ACT PROGRAM 
NOT EFFECTIVELY COVERED UNDER FMFIA - 

Labor's current monitoring of state Eiscal control and 
administrative systems for JTPA may not be sufficient to (1) 
ensure that the systems satisfy requirements imposed by both 
JTPA and Labor and (2) detect internal control problems at the 
local service delivery level. Under JTPA program requirements, 
each entity (federal, state, and local) responsible for the 
allocation of funds and program eligibility is to take action 
against its subrecipients to eliminate program abuse and misuse 
of funds. JTPA gives the Secretary of Labor authority to 
monitor all recipients of federal assistance under the act and 
requires him to conduct compliance evaluations each fiscal year 
in several participating states to determine how federal funds 
distributed under this program are used (29 U.S.C. 1575(b)(l)). 

Our report on Labor's management disclosed problems with 
states' noncompliance in several areas, incl:Jding financial 
management, cash management, and monitoring systems. In addi- 
tion, Labor did not always test transactions at the state or 
service delivery level to ensure that state fiscal control and 
administration systems are in place and working effectively. On 

,July 18, 1985, Labor issued revised guidance for 1985 JTPA 
,oversight which requires on-site visits to a sample of service 
deliverers. 

Since states and service deliverers must have fiscal 
controls that meet certain standards, Labor's FMFIA evaluations 
should assess whether those controls satisfy specified stand- 
ards. Labor's 1984 FMFIA assessment rated JTPA low in vulner- 
ability and did not consider appropriate factors, such as those 
above, affecting vulnerability at the state and local levels. 



IINRESOLVED INTERNAL CONTROL WEAKNESSES - - --r-l-. -.-_-~-__ --_. -.---- __. .- - ----- 
$RE REPORTED AS SIGNIFICANT 
'I I 

Labor's year-end report to the President and the Congress 
identified 13 material program internal control weaknesses, most 
of which remained unresolved at the end of 1984. Two were 
identified as resolved to the satisfaction of the Department. 
The other 11 were Department-wide and organization-specific 
weaknesses, most of which will require long-term efforts to 
resolve and that significantly impair internal controls over 
important T,abor missions. The following illustrate some of the 
reported weaknesses. 

--Management of Labor's automated data process (ADP) 
systems was deficient in several areas, including system 
security, and certain systems lacked key controls. 

--Controls over payments to medical providers under the 
Federal Employees Compensation Act and the Black Lung 
program have not been effective, and Labor was developing 
automated fee schedules and new payment systems to 
improve accuracy in these programs. 

--An IG audit found a number of internal control weaknesses 
in screening and placement operations for the $581 mil- 
lion Job Corps program. Eligibility for enrollment 
could not be verified in 49 percent of the cases sampled, 
placement performance information was erroneous, and 
other contractual and administrative activities were 
inadequate. Improvements are expected to be completed 
during fiscal year 1986. 

Also, the cignificancc of internal control weaknesses to 
Labor's operations was often not apparent from statements in its 
year-end report to the President and the Congress. For example, 
the significance of ADP weaknesses was not apparent because the 

'report does not indicate that the weaknesses can affect Labor's 
*major programs, which are integrated with and dependent on the 
reliability of its ADP systems. Information to understand the 
significance of Labor's weaknesses was available from other 
sources, including knowledgeable Labor officials. Labor's 
future year-end reports would be more meaningful if they relate, 
the significance of internal control weaknesses to Labor 
operations. 

ACCOUNTING SYSTEMS' COMPLIANCE UNCERTAIN 

Labor's principal accounting systems were approved by GAO 
many years ago, and significant systems updating efforts were 
underway at the end of 1984. Labor's year-end report states 
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that a preliminary evaluation of the Department's accounting 
systems disclosed that, taken-as a wholet the systems generally 
conform to the Comptroller General's principles, standards, and 
related requirements. Labor's report also cites a number of 
material weaknesses and long-term projects underway to update 
major accounting systems. Yet Labor's principal accounting sys- 
tems were in a state of transition with many material weaknesses 
remaining to be corrected, and Labor's evaluations did not 
include tests of systems conformance. We believe, therefore, 
that Labor did not have a meaningful basis for making an overall 
assessment of its accounting systems' conformance with Comp- 
troller General requirements. 

In fiscal year 1984, the Department received $34.8 billion 
in spending authority to perform its mission, most of which was 
for Employment and Training activities, including the Unemploy- 
ment Insurance Trust Fund. To control its financial resources, 
Labor maintains a financial management structure that is depend- 
ent on 17 accounting systems. During 1984, Labor reported 
significant weaknesses in its principal accounting systems, and 
our review of Labor management activities showed the need for 
strengthening accounting systems' structures throughout the 
Department. In that review we found that 

--agency fund balance limitations were often exceeded, 
raising the potential for Anti-Deficiency Act violations; 

--financial reports were not always received or used by 
managers and did not compare actual to planned 
performance; 

--Labor's control over agency financial management im- 
provement Frojects wac ineffective, and its control 
over accupational Safety and Health Administration 
accounts receivable was inadequate; and 

I --capitalized property needed to be adequately controlled / and reported. 

In addition, FMFIA accounting system review efforts were 
minimal. In our first-year FMFIA report (GAO/HRD-84-45, May 3, 
1984), we proposed that the Secretary develop a comprehensive 
approach and related policy and guidance for conducting full 
accounting system compliance evaluations, including provision 
for testing manual and automated procedures, processes, and 
controls and periodically validating the accounting systems 
inventory. Although the Department concurred with our proposal, 
effective actions were not taken in 1984. Systems weaknesses 
existing at the end of 1984 and the lack of testing indicate 
that Labor's accounting systems should not have been reported 
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hunder FMFIA to substantially conform with Comptroller General 
requirements. 

CONCLUSIONS 

At the end of 1984, material uncorrected internal control 
weaknesses existed in Labor's Unemployment Insurance and JTPA 
programs and in other Labor programs and accounting systems 
cited in its year-end FMFIA report. In addition, key elements 
of the Unemployment Insurance and JTPA programs have not been 
subjected to FMFIA evaluations. In our opinion, these deficien- 
cies preclude a determination that the Department's (1) systems 
of internal control, taken as a whole, complied with FMFIA 
requirements and (2) accounting systems, taken as a whole, 
generally conformed to the Comptroller General's requirements. 

We believe that in order to determine whether its internal 
control systems provide reasonable assurance, Labor needs to 
collectively consider (1) the comprehensiveness and quality of 
the evaluation work performed, (2) the significance of the 
weaknesses disclosed, (3) the status of corrective actions, and 
(4) the extent to which accounting systems conform to the 
Comptroller General's requirements. Also, Labor's annual FMFIA 
report should provide sufficient information to determine the 
significance of reported internal control weaknesses. 

:* We recognize that Labor stated it had reasonable assurance 
in accordance with Ol4B guidelines. However, in our overall 
report on first-year implementation of FMFIA in the departments 
and agencies, we recommended that OMB clarify and revise its 
guidance on what should be contained in the year-end reporting 
statement. We suggested an approach that would more fully dis- 
close: the overall status of controls and mtterial wea:;r,esses. 
That approach would identify the functions and operations where 
(1) controls are adequate, (2) controls are not adequate, and 
(3) controls have not been sufficiently evaluated to know 
whether they are adequate. We believe such an approach would 
place the results of Labor's evaluation of internal controls in 
better perspective and lead to more informative reporting. OMB 
did not act on our recommendation. This issue will be discussed 
further in our report on the overall status of the second-year 
implementation of the act, which is to be issued later this I 
year. 

RECOMMENDATIONS 

To improve future reporting on internal controls, we recom- 
mend that, in future year-end FMFIA reports, Labor disclose 

--functions where internal controls are adequate, inade- 
quate, and not yet effectively evaluated and 
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--the significance of reported internal control weaknesses 
to Labor operations. 

Additional recommendations for improving the quality of Labor's 
internal controls and accounting systems and FMFIA processes are 
contained in our report on Labor's management. 

Associate Director 




