




Semiannual ReportOffice of Inspector General
U.S, Department of Labor
U.S. Department of Labor
Elizabeth Dole, Secretary

Office of Inspector General
Julian W. De La Rosa, Inspector General

April 1 - September 30, 1990



THE INSPECTOR GENERAL'S MESSAGE

As the fourth Inspector General for the U.S. Department of Labor, I am honored to have
been appointed by the President to serve in this important capacity and gratified that the
U.S. Senate confirmed my appointment.

The Inspector General function is critical to the effective operations of our Government.
With the assistance of the auditors, investigators, and support staff of the Office of Inspec-
tor General, I look forward to carrying out the responsibilities and obligations prescribed
by the Inspector General Act of 1978. I also look forward to maintaining an effective
working relationship with the Secretary, the Department's Executive Staff, and the Con-
gress while retaining the necessary independence and objectivity to perform my duties.

The prime objective of the Department of Labor is to protect and, if possible, enhance the
health, safety, working conditions, and financial security of more than 100 million Ameri-
cans and their families. These individuals are best served by a highly professional and
diligent Office of Inspector General which conducts broad oversight of Department of
Labor programs, identifies operational problems at an early stage, and investigates poten-
tial criminal activities.

I intend to focus my attention in several areas. First, the Department needs to have a
better balance of civil and criminal enforcement and it must improve the coordination of its
entire criminal enforcement program. As part of this goal, it needs to actively press for
consideration of its Employee Retirement Income Security Act (ERISA) legislative pack-
age in order to better safeguard the health and security of American workers.

Second, I plan to use my criminal investigative resources to the maximum extent possible
and, in this regard, I intend to explore all opportunities, legislative or otherwise, to mini-
mize the restrictions imposed by the March 1989 Department of Justice opinion concerning
the investigative authority of the Inspectors General.

Finally, I believe the Congress should signal its strong commitment to law enforcement by
providing basic law enforcement tools and techniques, such as the powers to make arrests
and carry firearms, to the Office of Inspector General.

I have enjoyed my working relationship with Secretary Elizabeth Dole. I am grateful for
her support and for the spirit of cooperation she has extended to me and my associates and
I wish her well in her new position. I look forward to working with her successor to ensure
that the Department of Labor continues to be a strong and vibrant voice for the American
worker.

Julian W. De La Rosa

Inspector General



CONTINUING CONCERNS
OF THE INSPECTOR GENERAL

Several serious concerns of the Office of Inspector General (OIG) that can have

a substantial impact on the effectiveness of Department of Labor programs and

operations remain in the category of "unfinished business."

The OIG testified on several occasions before the Congress about
Improving Criminal the need for criminal sanctions against perpetrators of egregious
Enforcement Actions white-collar crime involving laws protecting American workers. In

response to the OIG's continuing criticism and a series of some
eight hearings during the last 13 months, as well as considerable
press and media attention, the Department formed a task force to
study the problem and make recommendations to the Secretary.

While the Task Force's September 1990 report made several rec-
ommendations emphasizing voluntary compliance and informa-
tion sharing, which may improve the general enforcement program,
in our opinion, the report failed to address effectively the central
issue of criminal enforcement. The report ignores the problem of
clarifying Department of Justice's Office of Legal Counsel's March
1989 opinion which severely limits the OIG's investigative ability
and limits the Secretary's ability to delegate authority for investiga-
tions. In addition, it does not acknowledge the OIG's responsibility
to coordinate investigations as specified in the Inspector General
Act. The OIG willbe closely reviewing and monitoring the Depart-
ment's efforts and progress in this area.

The OIG also testified during this period about the problem of
Fraudulent Health fraudulent multiple employer welfare arrangements or MEWAs.
Insurance Schemes These schemes continue to result in tragic consequences by holding

thousands of employers and their workers personally liable for
unpaid medical bills even though they believed there was health
coverage.

The OIG will continue to conduct Federal criminal investigations
and assist the States in addressing the MEWA problem. A contin-
ued Federal role is necessary because the multi-State operation of
most of these fraudulent MEWAs severly hampers the ability of
individual States to reach the culpable individuals.



EXECUTIVE SUMMARY

Small Employer HeaBth Insurance Fraud

Fraudulent multiple employer welfare arrangements or MEWAs continue to result
in tragic consequences to thousands of American employers and workers ...................... 1, 39

Pension and Welfare Benefits Vulnerability

The nation's private pension and welfare plans are still open to fraud and abuse
because of inadequate audits by independent public accountants, lack of
independent plan oversight and the absence of a requirement that plans report
significant ERISA violations. Although a draft audit guide finally has been
presented by the AICPA, a final product must be promulgated quickly to address
the continuing vulnerability ................................................................................................ 2, 21, 47

DOL Criminal Enforcement Problems

In a June 1990 report to the Secretary, OIG concluded that, regardless of the role
management defines for criminal enforcement, the Department needs a framework
to capture and report data about its criminal investigations. The report also urged
the Department to revisit the issues raised by two Department of Justice opinions
for reasons of departmental independence and policy. However, these issues were
not addressed in the "Report to the Secretary of the Task Force on Enforcement"
which was issued in September 1990 ................................................................................ 1, 31, 47

Job Training Partnership Act (JTPA) Problems

OIG work continues to disclose extensive financial difficulties and management
problems in JTPA programs nationwide. Unfortunately, legislation that would have
addressed many of these flaws died. Without legislation, these kinds of problems
will continue .............................................................................................................................. 11, 48

For example, OIG questioned $7.64 million in JTPA expenditures by the Louisiana
Department of Employment and Training which spent the money inappropriately
for a high-tech learning center in which no JTPA participants were trained,
ineffective dislocated worker training with unachievable goals, and duplicate
services already available from other sources such as the Job Service .................................... 12
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The OIG questioned 33 percent of the total JTPA expenses reported (primarily
for less-than-arms-length transactions and improper expenses) in an audit of the
National Urban Indian Council which was doing business both as the Georgia
Association of Native Americans and the Delaware Indian Council. To date,
audit findings from this and previous reports total over $1.1 million ......................................14

After auditing several Opportunities Industrialization Centers of America
(OIC/A) grants, OIG recommended that OIC/A be designated a "high risk"
grantee. OIG also questioned almost 36 percent of the JTPA monies granted to
the Greater Flint Opportunities Industrialization Center in Flint, Michigan ........................14

Employment Service Problems

ETA's failure to impose foreign labor certification fees resulted in a loss to the
Treasury of an estimated $100 million since Fiscal Year 1988. During Fiscal
Year 1991,we plan to review other departmental programs to identify those
which should institute user fees for recovery of program costs ................................................19

DOL Ffinancfia_ Management Problems

OIG's oversight of the Department's new general ledger accounting system
(DOLAR$) identified adverse conditions which prevent the Secretary of Labor
from reasonably assuring the Department's compliance with statutory requirements ........28

Top Union Officials and Reputed Organized Crime Figures lndicted

Eight top officials of the Painters Union in New York City, two reputed major
figures of the Luchese organized crime family, and others were indicted by a
New York grand jury in June. The 153-count indictment charges them under the
New York State Organized Crime Control Act with the crime of enterprise
corruption, bribing a labor official, receiving bribes, grand larceny, coercion,
and conspiracy ..................................................................................................................................43



Selected Statistics

April 1 - September 30, 1990

Audit Activities

Reports issued on DOL activities ............................................................................245
Total Audit exceptions ............................................................................$131.2 million

Recommended cost efficiencies ....................................................$99.3 million

Reports issued for other Federal agencies ................................................................1
Dollars resolved ......................................................................................$347.6 million

Allowed ..............................................................................................$3.6 million
Disallowed ......................................................................................$344.0 million

Fraud and Integrity Activities

Allegations reported ..................................................................................................545
Cases opened ...............................................................................................................304
Cases closed ................................................................................................................521

Cases referred for prosecution ................................................................................138
Individuals or entities indicted ..................................................................................97

Successful criminal prosecutions ............................................................................154
Recoveries, fines, penalties, restitutions, settlements,
and cost efficiencies ..................................................................................$8.5 million

Labor Racketeering Investigation Activities

Cases opened ................................................................................................................62
Cases closed ..................................................................................................................43
Individuals indicted ......................................................................................................76
Individuals convicted ..................................................................................................44
Fines ....................................................................................................................$365,500
Forfeitures ..................................................................._......................................$259,444
Restitutions ....................................................................................................$2,737,731
Backtaxes ............................................................................................................$176,271
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Chapter I

OFFICE OF AUDIT

During this reporting period, 245 audits of program activities, grants, and contracts were
issued. Of these, 20were performed by OIG auditors, 42 by CPA auditors under OIG contract,
26 by State and local government auditors, and 157 by CPA firms hired by grantees.

This chapter has three sections. The first section contains information aobut audits of the
Department's programs (immediately following). The second section assesses progress and
problems in DOL's Federal financial management systems and reaffirms OIG's commitment
to annual audited financial statements (page 27). The third section reports on the Depart-
ment's enforcement program (page 31).

Reports on significant audit resolution are contained in Chapter 5 (page 51) and revised
management decisions can be found in Chapter 6 (page 55). Money owed to the Department,
audit schedules and tables, and a listing of final audit reports issued and resolved this period
are found in Chapter 7 (page 57).

Section 1

Agency Activities

EMPLOYMENT AND TRAINING activities); continued to monitor the Unemployment

ADMINISTRATION (ETA) Insurance Service's developing Quality Control pro-
gram; and completed a review of the Department's
portion of the Foreign Labor Certification programETA oversees the administration of the nation's em-
which is operated by the Employment Service.ployment and training system, principally the employ-

ment security programs of Unemployment Insurance
(UI) and the Employment Service (ES), as well as the Job Training Partnership Act (JTPA)
Job Training Partnership Act (JTPA) programs. To-
gether, these programs are designed to maintain in- Since the last SerniannualReport, the Congress appears
come for the unemployed while assisting them to obtain to have moved closer to passage of needed amendments
employment and, if necessary, provide them training to JTPA. In June, the OIG was asked to testify for the
through JTPA to increase their employability. ETA's third time before the House Education and Labor
Fiscal Year 1990 authorized staffing is 1,753 with a Committee on its recommendations for amendments.
budget of about $7.2 billion. Of that amount, $2.5 The Assistant IG for Audit and Secretary Dole each

billion was for State UI and ES operations and $3.9 bil- testified. Subsequent to the hearing, most of the issues
lion was for JTPA. In addition, the UI Trust Fund raised during testimony were addressed by H.R. 2039,
totaled $45.7 billion in Federal and State cash accounts which was passed by an overwhelming margin of 416

on deposit with the U.S. Treasury. to 1. Additional remarks on this legislation are included
in the legislative assessment section (page 48).

During this reporting period, the OIG conducted sig-
nificant audit activity in JTPA programs (including JTPA programs prepare youth and unskilled adults for

State level, Job Corps and other federally-administered entry into the labor force and afford job training to
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those economically disadvantaged individuals, dislo- was questioned because the expenditure duplicated
cated workers, and others facing serious barriers to em- services already available from the Louisiana Job Serv-
ployment. Under JTPA Titles II and III, the Secretary ice, Title III contractors, or Title III substate grantees.
of Labor grants funds to 59 States and entities which, in

turn, distribute them to service delivery areas (SDAs) Other questioned costs included $82,213 for an employ-
and other organizations. Grants are used for adult and ment and training conference in New Orleans that was
youth programs, summer youth programs, and dislo- inadequately planned and resulted in unreasonable and
cated worker assistance, unnecessary costs, and $212,753 for subgrants to the

Louisiana Department of Economic Development for

During this period, the OIG audits questioned $17 unallowable economic development activities.
million in JTPA expenditures.

LDET officials disagreed with the findings but pre-

Louisiana Department of Employment sented no documentation to support their response.
and Training (LDET): Report I Consequently, the recommendations remain unchanged.
(Audit Report No. 06-90-003-03-340, issued 4/30/90)

Junction City, Kansas Administrative

In the previous Semiannual Report, the OIG discussed Service Contractor
work completed on the Louisiana Department of (Audit Report No. 05-90-045-03-340, issued 5/4/90)

Employment and Training (LDET). The audit ques-
tioned $1.04 million in JTPA expenditures by LDET. At ETA's request, a special evaluation of the internal
This included $783,951 in JTPA costs expended for a controls and subcontractor payments of the Adminis-
high-tech learning center for dislocated workers at trativeService Contractor (ASC)in Junction City, Kansas,
Northwestern State University in Natchitoches, Louisi- was conducted.
ana. Considerable funds were expended to install
satellite communications equipment, television cam- ASC had serious internal control weaknesses attribut-
eras, studio equipment, and computers. ETA reports able to its organizational design and lack of written
that the State repaid $533,340 in August 1990, as a guidance for most financial functions.
partial reimbursement for the TV equipment purchased.

Inadequate internal controls contributed to the basic

Louisiana Department of Employment findings that bank accounts had not been reconciled
and Training (LDET): Report I! timely; there was a lack of followup on dated outstand-
(Audit Report No. 06-89-006-03-340, issued 9/17/90) ing checks; and close-out expenditure reports for pro-

gram years 1984 through 1987 were not filed with the

In September 1990, the OIG issued a second report to Kansas Department of Human Resources.
ETA's Assistant Secretary which questioned a further
$6.6 million in JTPA expenditures. Under audit resolution procedures, the State has 180

days to resolve the audit with the SDA before ETA

Of the $6.6 million, $3.2 million was questioned because takes action. The State has until November 4, 1990, to
LDET failed to administer JTPA Title III (dislocated report to ETA.
worker) funds in a competent, timely manner. LDET

held back almost half the available Title III funds until Greater Flint Opportunities
less than 4 months remained in the program year. As a Industrialization Center (GFOIC)
result, program performance dropped dramatically be- (Audit Report No. 05-90-058-03-340, issued 9/28/90)

cause funds were expended at the last minute for

ineffective dislocated worker training programs with ETA requested a review of the Greater Flint Opportu-
unachievable goals. The OIG concluded that this last- nities Industrialization Center (GFOIC) in Flint, Michi-
minute activity wasted JTPA funds and that the funds gan.
were expended with no regard for the results.

The OIG questioned $540,663 of $1,514,385 paid to
Over $3 million in Title III (dislocated worker) funds GFOIC during Program Years 1987 and 1988. The
was used to establish"Job Link Centers" at universities audit found that GFOIC received $449,571 for im-

in the State. The purpose was to provide a "one stop" proper contract modifications. In Program Year 1987,
location for dislocated workers. The cost of the centers GFOIC requested a $292,000 contract change 5 months
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