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The Inspector General’s Message

I am pleased to submit this Semiannual Report that covers the period April 1 -
September 30, 1991, and also marks the close of a productive and successful Fiscal Year
for the Office of Inspector General (OIG).

During Fiscal Year 1991, the OIG conducted over 500 audits of the U.S. Department
of Labor (DOL) activities, recommending over $111.4 million for better use, and the
disallowance of some $28.7 million. Our audit regarding problems with reliance on
grantees’ reports under the single audit act spotlighted real concerns about the ac-
countability for DOL funds spent below the Departmental level. The development of
cost-based program results statements for the Job Corps program, discussed in this
report, is a vivid example of our commitment to ensuring DOL program accountability.
These statements clearly show the initial results the program achieved and the cost to
the taxpayer of those results.

The OIG’s investigative activities over this same period resulted in 449 successful
criminal prosecutions, and in recoveries of some $11.8 million in fines, penalties,
restitutions, settlements, and cost efficiencies. One outstanding investigation by the
OIG’s Office of Labor Racketeering led to the arrest of the operators of a fraudulent
multiple employer welfare arrangement which defrauded over 120 businesses and their
employees by causing them to believe that they were covered by health insurance when,
in fact, only minimal coverage was provided. Approximately $500,000 in contributions
was allegedly expended for purposes other than medical claims. Under Federal money
laundering statutes, the Government was able to seize residences, automobiles, office
and mining equipment, business and personal bank accounts, and other assets con-
nected to the scheme. In another investigation by the OIG’s Office of Investigations,
we found that 22 States may have lost millions of dollars in an unemployment insurance
fraud scheme. The perpetrators of this scheme were charged with conspiracy to
defraud the Government by filing numerous fraudulent claims made on behalf of
registered aliens residing in Mexico.

In this report, I again alert the Department and the Congress to the need for strength-
ening theintegrity of the audits of pension plan assets. One important step towards this
goal would be the elimination of the limited scope audit, which is of no value. This and
other concerns are reported because they bear directly on the economy and efficiency
of significant programs and operations of the Department of Labor. Because the laws



administered by the Department touch in such pervasive and substantial ways the lives
of American workers and retirees, these concerns deserve to be raised. The expression
of these concerns underlines the role crafted for the Inspector General in the Act of
1978: that of an objective and appropriately independent auditor, investigator, and
reviewer.

I am eager to work with Secretary Lynn Martin and the Congress to bring about these
and other needed changes. I am pleased with our continuing relationships of coopera-
tion and am hopeful that, by working together, we can assure that integrity and ac-
countability are watchwords for the Department’s programs.
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Julian W. De La Rosa
Inspector General

ii



I P A RN N
Pension Plan Audit
Inadequacies Persist

“No Opinion” Audits
Are of No Value

Significant Concerns
of the Inspector General

In a November 1989 audit report, the OIG described how
the Employee Retirement Income Security Act of 1974
(ERISA) audit process fails to adequately protect covered
pension plan assets or plan participants. Almost 2 years
have passed since the OIG noted its significant concerns
about these problems with the ERISA audit process. The
problems -- and the OIG’s concerns -- persist.

Chief among the OIG’s recommendations to remedy this
problem was the prompt elimination of the “limited scope”
audit provision of ERISA. Under this provision, the inde-
pendent auditor is not required to perform audit tests of
plan assets held in trust by a financial institution subject to
Federal regulation, such as a bank or savings and loan
institution. Our audit found that, of the covered employee
benefit plans audited, over half of the plan administrators
used this exemption. When this occurs, the auditor dis-
claims or does not issue an opinion on the accuracy of the
plan’s financial statements. Itis the position of the OIG, the
Department of Labor, and the American Institute of Certi-
fied Public Accountants that “no opinion” audits such as
these provide no substantive assurance of asset integrity to
benefit plan participants; neither do they provide adequate
assurance to the Department that the private pension plan
system is sound.

It remains the OIG’s position that, because the “no opinion”
audits are of little or no value, the cost required to produce
them is nearly impossible to justify. The OIG believes that
full scope pension plan audits, which would make possible
real actuarial opinions of the financial condition of plan
assets, can be accomplished with little additional cost to plan
participants.



DOL Enforcement
Minimizes Criminal
Remedies

[ e e o e ]
Health Insurance Fraud

Is Still a Problem

The OIG believes that prompt attention and action by the
Department and the Congress are needed to assure passage
of legislation to eliminate the limited scope audit provision
and correct other weaknesses in ERISA. Therefore, it is
urgently recommended that the Department submit such
proposals to the Congress, and that the Congress act promptly
to improve the level of protection for private pension plan
participants.

The OIG has found that the Department’s enforcement
agencies have made concerted efforts to improve their en-
forcement programs. Concerns remain, however, about the
limited pursuit of viable and appropriate criminal enforce-
ment remedies. Even though criminal enforcement coordi-
nators have been hired by all the enforcement agencies,
their duties and responsibilities have not been clearly de-
lineated.

The OIG continues to conduct criminal investigations of
fraudulent MEWASs that masquerade as legitimate provid-
ers of group health coverage. OIG investigations have
disclosed MEWA schemes that create tragic consequences
for subscribing employers and participants by leaving them
liable for unpaid medical bills and sometimes “pre-existing”’
health conditions for which they will never be insured in the
future.

The OIG continues to support, at a minimum, efforts to-
wards legislation which would clarify whether or not a MEWA
is covered by State law or could claim Federal (ERISA)
exemption and Federal registration of MEWAs. Although
the Department has advocated Federal MEWA registration
in past years, nothing has been pursued.



Chief Financial
Officer Implementation
Incomplete

]
Job Training Law
Needs Amendment

The Department’s Chief Financial Officer (CFO) will face
many challenges and opportunities. Although the Depart-
ment has taken major steps to correct longstanding deficien-
cies in financial management, there are critical actions still
pending. Three actions-- completing the implementation of
the integrated financial management system, improving
financial and performance reporting, and implementing the
CFO organization -- are particularly critical.

The OIG has identified problem areas where the Depart-
ment’s CFO can have an immediate, positive impact. As
long as this position remains vacant, the solutions to these
problems will remain elusive. '

Over the past 4 years, the OIG hasreported to the Congress
serious deficiencies in the Job Training Partnership Act
(JTPA) program. The primary issues have been inadequate
targeting of the most disadvantaged, inadequate cost ac-
countability and financial reporting, and lack of uniform
cost principles and uniform procurement standards.

Last year, in an attempt to alleviate these longstanding
problems, the House overwhelmingly passed a JTPA reform
bill. However, the Senate never introduced its version of
JTPA amendments, and the program continued for yet another
year without action to alleviate the concerns we have de-
scribed.

In the 102nd Congress, the House again overwhelmingly
passed (420-6) another JTPA bill, H.R. 3033, which would
correct many of the most serious deficiencies in the pro-
gram. However, the Senate, at the close of this reporting
period, had not introduced a bill to amend JTPA.

The OIG is concerned that another congressional session
will close without badly needed legislative changes to the
JTPA system, allowing only limited changes through the
regulatory process.



Law Enforcement
Authority Needed
for OIG Agents

The OIG again reports the need for full law enforcement authority
for all of its special agents. The OIG’s special agents are classified
as criminal investigators under the same U.S. Office of Personnel
Management position classification that designates all statutory
law enforcement positions. Unlike most other Federal law enforce-
ment agents, however, OIG special agents lack full law enforce-
ment authority. This not only adversely affects the efficiency of the
OT’s operations, but it subjects these agents to unreasonable per-
sonal risks.

Currently, the OIG’s Office of Investigations (OI) uses a case-by-
case deputization process managed by the Department of Justice
(DOJ)tominimize therisks toitsagents and cooperating witnesses;
however, this method is not satisfactory. Although the DOJ has
promised to streamline the deputation request/approval process,
there hasbeen anincreasein the bureaucratic hurdles each request
must clear prior to approval. The OI has also relied on other
agencies with full law enforcement authority to assist in OI cases.
This is not a suitable alternative.

Clearly, the most efficient and effective solution to this problem is
for the Congress to grant full law enforcement authority to OIG
criminal investigators. Another solution is for the DOJ to issue a
blanket deputation for all agents assigned to a particular Inspector
General’s office. These deputations are renewable annually, but
they cover agents for all of their investigations.

The OIG’s Office of Labor Racketeering (OLR) has been granted
blanket deputization authority by the DOJ for its specific investiga-
tive role for approximately 5 years. This process is much more
efficient than the case-by-case approach required of OI, but does
not resolve the overall need for full law enforcement authority for

both OI and OLR.



Executive Summary

Challenges for the Chief Financial Officer

The appointment of a Chief Financial Officer (CFO) for the Department of
Labor is expected to be forthcoming pursuant to the provisions of the CFO
Act. The appointee will face many challenges and opportunities to improve
the financial systems, reporting, and general operating environment for the
Department’s financial management operations.

Forseveralyears, the OIG has performed financial audits, including financial
statement audits, the objectives of which were to improve financial manage-
ment operations. Because of this experience, the OIG is in a position to
highlight certain priority actions which, if completed, would greatly assist in
meeting these original objectives. With the central coordination afforded by
a CFO, the opportunity is at hand to make the Department’s financial

management operations a model for the Federal sector ...

Revision of ERISA Audit Guide

The improvement in the quality of ERISA benefit plan audits by independ-
enl public accountants has long been a goal of the OIG. Working in concert
with the American Institute of Certified Public Accountants and the Pension
and Welfare Benefits Administration, a revised audit guide has been com-
pleted. Implementation of the guide, together with legislation to eliminate
“limited scope” audit provision, would go a long way towards meeting this

ZOAL cuiieeierreterere e R bR

Improved Accountability for the Job Corps Program

Both the Chief Financial Officers Act and the Job Training Partnership Act,
under which the Job Corps Program operates, recognize that a measure of
program performance is necessary before a valid assessment of “return on
investment” can be made. The OIG has taken a major step in this direction
with the completion of cost-based program results statements (audited
financial statements matched with audited program results statements).
These statements show the initial results the program achieved and the cost
of the results. This is a necessary step in the process of developing valid

performance measures for the Job Corps program ..........cccceccvveviecccncuincnnnne




ETA’s Grant and Contract Management Information System (GCMIS)

The Employment and Training Administration (ETA) is developing a new
automated system to account for grant and contract obligations, payments
and expenditures. This development effort has numerous problems, includ-
ing unresolved issues between ETA and OASAM, Department-wide coordi-
nation problems, and issues of funding and system development planning ....

Law Enforcement Authority Needed for Special Agents

The OIG is concerned that case-by-case deputization by the Department of
Justice of some of OIG’s criminal investigators does not adequately meet the
need for permanent law enforcement powers necessary to ensure the safety
of OIG’s witnesses and AZENLS .........ecvuvuruerceierieriiiiiirtnineeereeteeeetesee s esaeseseseens

JTPA Fraud Charges

Investigations this reporting period resulted in the indictment of the mayor
of Waterbury, Connecticut, for nine counts of fraud relating to the embezzle-
ment of JTPA funds and the indictment of a former Georgia State Represen-

tative for involvement in theft of JTPA training funds ......c.ccoeeccnniinnnnece.

Removal of Casinoe Union Leaders

Using the civil provisions of the Racketeer Influenced and Corrupt Organi-
zations statue, the Federal Government has removed union officials and
alleged associates of La Cosa Nostra organized crime family from positions
of power in an Atlantic City, New Jersey, casino union .......c.ceceeeceereveeveveevcnne
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Selected Statistics
April 1 - September:30, 1991

Audit Activities
Reports issued on DOL activities ........coceeeuerrueerneeercnereeereneeneenesesessenns 270
Reports issued for other Federal agencies ..........cooeeevvcvieenenencsccennenne 2
Total questioned COSES ...t $ 18.7 million
Funds recommended for better use ........cccceceeevrcveceeveenenene $ 8.3 million
Dollars resolved .....c.oeiieieicinicicincincesceeneseeeneeeene $117.4 million
AJIOWEQ ...ttt sestesassessssessssensens $ 2.2 million
DiSalloWed ......ccooeeeeererirrrrereeeereceeeaneeneneeessssseseasessssssens $ 6.9 million
Agreed funds put to better use ... $108.3 million

Fraud and Integrity Activities

CaSsEs OPEMEA ....couvvviuiiiiniriiiiciiiir e sse et be e 270
CaSES ClOSEA ....ucuiviriiniciicririiiiit st sesessesenen 554
Cases referred for prosecution ..........eeeenininisinicicecncscrininieciecenennes 211
Cases referred to DOL agencies for administrative action ..................... 100
INAICEMENTS ..ottt as s ae e 195
CONVICLIONS «.eeviriiiiiririiniiineircteteteree ettt sesseaesasssesessesesssssones 185
Recoveries, cost efficiencies, restitutions,

fines/penalties, and settlements ..o $3.3 million”

Labor Racketeering Investigation Activities

- CaSES OPENEA ..ottt se s ne st s easaenes 59
CASES CLOSEA ..ottt ettt e esbr e e sreessseesseesssessssesssaessssesssasssnsesnns 45
INAICEIMIEIIES coveeeeeierieeeeeteceee et ce e esteestreessreesssesseesssaeesssessssessssesssneenssesnnes 66
CONVICHIONS veevveeenrrierreereeisrreesteeeteessseeesseessseessssessseessseesssssssnsesssessssesssssenssesssnssnns 69
FANES oottt cere e ssste s se e ss st essssssssensssensesentenssensanensen $394,000
RESHEULIONS covvinviciiiiiieeecteetecreeresreeresteereersesesseessensesseessersesssessessenssenss $934,000

"For definitions of these categories and a breakdown of the total figure, please see
the appendix to Chapter 2, page 56.






