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THE INSPECTOR GENERAL'S MESSAGE

This Semiannual Report, covering the period April 1 - September 30, 1992, marks the close of a very
productive fiscal year for the Office of Inspector General (OIG).

During Fiscal Year 1992, the OIG issued 500 audits of departmental programs, reporting questioned
costs of $86.3 million. An additional $42.2 million was recommended by the OIG to be put to better
use. During this period some $70.2 million of costs were disallowed by the Department as a result of
OIG audit recommendations. Comparable achievements were attained through the OIG's criminal
investigations. Law enforcement activities produced 290 successful criminal prosecutions and 333
indictments; and generated almost $58 million in fines, penalties, restitutions, settlements, forfeitures,

and cost efficiencies.

Among the OIG's many noteworthy accomplishments in the past fiscal year is the major role the
OIG played in support of the enactment of the Job Training Partnership Act amendments. The
passage of these amendments demonstrates the positive results that can be achieved through the input
and analysis provided by the OIG to the Congress. This new law, complemented with a
comprehensive regulatory program, is designed to address many of the systemic weaknesses documented
by OIG audits and investigations over the past several years. The significant accomplishments
achieved by the OIG in identifying and combating fraudulent, employer-sponsored health insurance
plan schemes are also worthy of special note.

During this reporting period, I continued to appear before congressional committees to provide
testimony on matters related to Departmental programs and operations. These committees have
always been receptive to my remarks and recommendations. Their interest in OIG activities is greatly
appreciated.

I remain greatly concerned that the Department has not selected a Chief Financial Officer despite
the critical need to fill this position, as demonstrated by the findings of the OIG's numerous financial
management audits.

In addition to my responsibilities as Inspector General, I am honored to have been recently appointed
to serve as Vice Chair of the President's Council on Integrity and Efficiency (PCIE). The PCIE was

established by the President to coordinate and enhance efforts to promote integrity and efficiency
throughout Government. I have been especially granfied to have the opportunity to work closely with
Frank Hodsoll, Deputy Director for Management of the Office of Management and Budget, and my
fellow Inspectors General in this important activity.

In conclusion, I want to commend Secretary Lynn Main'n, Deputy Secretary Delbert Spurlock, and

the Department of Labor executive team for their sustained efforts to improve overall management.
I look forward to continuing to work closely with the Department to ensure that it continues to fulfill

its responsibilities to the American worker.

Sincerely,

Julian W. De La Rosa

Inspector General



REPORTING REQUIREMENTS UNDER
THE INSPECTOR GENERAL ACT OF 1978

The table below cross-references the reporting requirements prescribed by the Inspector General
Act of 1978, as amended, to the specific pages where they are addressed. The information
requested by the Congress in Senate Report No. 96-829 relative to the 1980 Supplemental
Appropriations and Rescission Bill is also cross-referenced to the appropriate page of the report.

Requirement

Inspector General Act Page

Section 4(a)(2)-Review of Legislation and Regulations .......................... 90
Section 5(a)(1)-Significant Problems, Abuses, and

Deficiencies ....................................................... 9

Section 5(a)(2)-Recommendations With Respect to
Significant Problems, Abuses, and Deficiencies ............................... 9

Section 5(a)(3)-Prior Recommendations Not Yet Completed ................... None
Section 5(a)(4)-Matters Referred to Prosecutive

Authorities ....................................................... 5

Section 5(a)(5) and 6(b)(2)-Summary of Instances Where
Information Was Refused .......................................... None

Section 5(a)(6)-List of Audit Reports .................................... 126
Section 5(a)(8)-Statistical Tables on Management

Decisions on Questioned Costs .................................... 119, 120

Section 5(a)(9)-Statistical Tables on Management
Decisions on Recommendations That Funds Be Put
to Better Use ................................................... 121

Section 5(a)(10)-Summary of Each Audit Report Over 6 Months
Old for Which No Management Decision Has Been Made .................... 122

Section 5(a)(ll)-Description and Explanation for
Any Significant Revised Management Decision .............................. 43

Section 5(a)(12)-Information on Any Significant Management
Decisions .With Which the Inspector General Disagrees ...................... None

Senate Report No. 96-829

Resolution of Audits .............................................. 119-121

Delinquent Debts .................................................. 113
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SIGNIFICANT CONCERNS

The Department Needs to Make Pension Plan Audit and
Enforcement Amendments a Legislative Priority

Since 1984, through our semiannual reports and congressional testimony, the OIG
has reported its concerns that hundreds of billions of dollars in employee pension
funds are not being safeguarded by adequate audits. This results from the limited
scope provision of the Employee Retirement Income Security Act (ERISA) of 1974
that exempts funds invested in federally regulated entities from the audit
requirement. This is based on the inaccurate assumption that these institutions
receive adequate audit coverage from other Federal agencies.

The OIG has long recommended legislative changes to improve the quality of
pension plan audits and to increase the costs of unlawful behavior. Moreover, the
General Accounting Office, the American Institute of Certified Public Accountants,
and other organizations have expressed their support of the OIG's recommendation
that the limited scope provision of ERISA be eliminated. The OIG is concerned
that, despite the Department's agreement with most of our recommendations,
passage of these legislative changes has not been made a Departmental priority.
We urge the Department to rectify this situation.

Employer-Sponsored Health Insurance Still Subject to Abuse

OIG investigations continue to reveal extensive fraud and abuse in Multiple
Employer Welfare Arrangements (MEWAs). With the rising cost of health care,
MEWAs have evolved into a usually legitimate, commercial alternative to
traditional health insurance. All too often, however, the MEWA concept has
provided an avenue for egregious frauds. Through bogus labor unions,
associations, and memberships, a new breed of white collar racketeers has bilked
thousands of American workers out of millions of dollars in paid premiums, leaving
them with millions in unpaid claims and the threat that they will never be insured
for their "pre-existing" conditions. Although numerous bills were introduced in the
Congress that attempted to address various facets of the problem, the Congress
adjourned before action was taken on any of them. The OIG encourages the
Department and the Congress to revisit this issue early in the next Congress.



The Chief Financial Officer Post Remains Vacant

The Chief Financial Officer (CFO), as established by the CFO Act, is the focal

point of the DePartment's financial management and accountability. Although the
Office of Management and Budget approved the Department's reorganization of
financial management activities over a year ago and implementing guidance was
issued 6 months ago, a CFO for the Department of Labor has yet to be
nominated. As detailed throughout this report, OIG financial audits continue to

find major internal control weaknesses in the Department's financial management.
A CFO is urgently needed to provide the leadership necessary to correct these
Departmentwide problems.

The Department Must Capture the Promiise for Improved
Fiscal Accountability Provided by JTPA Amendments

The OIG is encouraged by the recently enacted amendments to the Job Training
Partnership Act (JTPA) and is proud to have played an integral part in the
legislative process. The amendments are designed to alleviate some of the long-
standing problems that have thwarted the success of the program, as reported in
previous OIG reports. Key to the effectiveness of the new amendments, however,
will be developing, promulgating, monitoring, and enforcing comprehensive
regulations that are needed to implement the law. The OIG is working closely
with the Employment and Training Administration to ensure that these regulations
are issued in a timely manner.

Inefficiencies Still Plague Deputation Request Process

In our last report, we set forth the inefficiencies associated with the administrative
process used by the Department of Justice (DO J) to review and act on requests
for the deputation of Office of Investigations (OI) Special Agents as special deputy
U.S. Marshals. Despite meetings with DOJ officials and their agreement to handle
these matters in a more timely manner, we have experienced a significant increase
in the length of time required by DOJ to process these requests. For example,
During the first 9 months of Calendar Year 1992, the DOJ approved almost 500
individual deputations for OI agents. These requests required an average of
almost 45 days for DOJ to process but, individually ranged up to 85 days to be
completed. The delays associated with the DOJ review process are so significant
that they have an adverse impact on tile effectiveness and efficiency of OI
investigations.
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EXECUTIVE SUMMARY

DOL Accounting Operations Need Improvement

A Departmentwide OIG audit of the Consolidated Financial Statements for Fiscal
Year 1991 found that, although the consolidated principal statements presented fairly
the financial position of the Department, significant weaknesses still exist. The OIG
audit concluded that the Department of Labor needs to improve its accounting
operations ............................................ page 14

JTPA Amendments Address Systemic Program Weaknesses

The OIG played an integral role in the process of amending the Job Training
Partnership Act (JTPA) and urges the promulgation of comprehensive and effective
regulations to implement the recently enacted law. Audits and investigations detailed
in this report, reveal the long-standing and systemic fiscal accountability problems
that the amendments are designed to correct ................... page 25

An inadequate procurement system and other administrative deficiencies by the East
Texas Council of Governments led to almost $5.8 million being questioned by an OIG
audit. This amount was predominantly attributable to excessive profits generated by
subcontractors ........................................ page 27

The OIG continued to devote significant resources to conducting JTPA fraud
investigations. OIG efforts resulted in numerous convictions, indictments, and guilty
pleas. For example, four former account executives/placement counselors of the New
York City-based Project Rebound and three others, pied guilty and were sentenced.
Their pleas and sentences stem from their involvement in a scheme that defrauded
the JTPA program of some $632,000 in on-the-job training funds . ..... page 97

Embezzlement by Health Insurance Consultants Results in $8 Million in Unpaid
Medical Claims

An OIG Office of Labor Racketeering investigation of a Washington State insurance
consulting firm led to the indictment of its president and two of his associates on
charges that they cheated thousands of American workers out of about $8 million in
health insurance claims .................................. page 81
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Labor Racketeering Sting Operation Nabs Organized Crime Figures

An undercover investigation, conducted jointly by the FBI and the Office of Labor
Racketeering, resulted in the indictment of three reputed Patriarca organized crime
family members and a Teamsters Union member on charges of conspiracy to bribe
labor union officers and racketeering ........................ page 85

Audiologist Guilty in FECA Fraud Scheme

A New Hampshire audiologist was found guilty on 130 counts of a 136-count
indictment which included charges of mail fraud and making false statements. The
conviction stems from his involvement in a scheme in which he billed OWCP and

Medicare for the same services or for services not performed ....... page 102

Significant OIG Audits Resolved With Program Agencies

Significant audit findings were resolved during this reporting period with various
Department of Labor program offices. These included previously reported audits on
various JTPA grantees and SDAs; OSHA's settlement of, and followup on, egregious
cases; the Solicitor's Office management of their litigation function; and two
information resources management audits. For JTPA alone, audit resolutions resulted
in over $10 million in disallowed costs .............. pages 37, 53, 58, 62, 64

Atlanta Couple Pleads Guilty to Multi-State Unemployment Insurance Fraud Scheme

An Atlanta couple pied guilty to charges of conspiracy and fraud for their
involvement in an eight-state unemployment insurance fraud scheme. They had
previously been indicted on 142 counts of various Federal violations . . . page 100

Twenty Members of the Newspaper Mail Deliverers Union and the Bonnano
Organized Crime Family Indicted for Racketeering Activities

Twenty individuals were indicted in New York for their involvement in a criminal
enterprise which allegedly controlled the systemic theft and sale of New York Post
papers and which was involved in organized crime activity. The individuals indicted
included members of the Newspaper Mail Deliverers Union and the Bonnano
Organized Crime Family ................................. page 88
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SELECTED STATISTICS

April 1 - September 30, 1992

Office of Audit

Reports issued on DOL activities .............................. 246
Total questioned costs ............................... $ 23.0 million
Funds recommended for better use ...................... $ 42.1 million
Dollars resolved ................................... $ 70.5 million

Allowed . . .......... .......................... $ 44.0 million
Disallowed .......... .......... • ................ $ 26.0 million

Agreed funds be put to better use ..................... $ .5 million

Office of Investigations

Cases opened ........................................... 236
Cases closed ............................................ 362

Cases referred for prosecution ................................ 154
Cases referred to DOL agencies for administrative action ............. 119
Indictments 86
Convictions. ............................................. 94

Recoveries, cost efficiencies, restitutions,

fines/penalties, civil monetary actions, forfeitures,
and courtcosts* .................................. $ 5,174,901

Office of Labor• Racketeering • ..

ca:ses opened ................................................ 110
Cases closed ............................................. 44
Indictments .............................................. 85
Convictions .................................................... 62

Fines ............................................. $ .4 million
Restitutions ....................................... $ 7.2 million
Forfeitures ....................................... $ 3.5 million

*For definitions of these categories and a breakdown of the total figure, please see
the appendix to the Office of Investigations Section on page 106.
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