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THE INSPECTOR GENERAL'S MESSAGE

This Semiannual Report, covering the period from October 1, 1992 -March 31, 1993, is the first
issued for transmittal to the Congress by Secretary Robert B. Reich. This reporting period has
been one of transition for the Office of Inspector General (OIG). On March 19, 1993, after
serving as Inspector General for almost 3 years, the former Inspector General, Julian W. De La
Rosa, resigned to return to the private sector. In addition to his responsibilities at the Department
of Labor, Mr. De La Rosa also served the entire Inspector General community as the Vice Chair
of the President's Council on Integrity and Efficiency, which functions as a coordinating body
for the activities of all the Offices of Inspector General. Mr. De La Rosa's leadership and
dedication served as an example to the Department and the IG community.

Among the OIG's many noteworthy accomplishments during this reporting period, I call the
reader's attention particularly to the recently issued audit report measuring and evaluating the
results achieved by participants in the Job Training Partnership Act's (JTPA) Title II-A program.
The results of this audit will be the subject of an upcoming congressional hearing. The OIG is
of the opinion that the findings of this audit will significantly contribute to the debate as to how
effective this program has been in providing needed skills to the Nation's unemployed and
disadvantaged.

Along with the entire staff of the OIG, I look forward to working closely with Secretary Reich
and the new management team that he is assembling. As always, we remain committed to
assisting the Department's management to ensure that the programs of the Department of Labor
are being effectively and efficiently implemented and administered.

Sincerely,/_ )

( Ch_. es "ez-l_Iasten
"--A"dtingInspector General



REPORTING REQUIREMENTS UNDER
THE _NSPECTOR 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 Rescissions Bill is also cross-referenced to the appropriate pages of the report.

Requirement

Inspector General Act Page

Section 4(a)(2)-Review of Legislation and Regulations ....................... 65
Section 5(a)(1)- Significant Problems, Abuses, and

Deficiencies .................................................... 1

Section 5(a)(2)-Recommendations With Respect to
Significant Problems, Abuses, and Deficiencies .......................... 11

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

Authorities .................................................... 9

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

Section 5(a)(6)-List of Audit Reports .................................. 87
Section 5(a)(8)-Statistical Tables on Management Decisions

on Questioned Costs .......................................... 80, 81
Section 5(a)(9)-Statistical Tables on Management Decisions

on Recommendations That Funds Be Put to Better Use ..................... 82

Section 5(a)(10)-Summary of Each Audit Report Over 6 Months
Old for Which No Management Decision Has Been Made ................... 83

Section 5(a)(11)-Description and Explanation for Any
Significant Revised Management Decision .............................. 40

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 ..... . ...................................... 80-82

Delinquent Debts ................................................ 74
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SIGNIFICANT CONCERNS OF THE INSPECTOR GENERAL

Audit Raises Questions About JTPA Program Effectiveness

When Congress enacted the Job 'Training Partnership Act (JTPA) in 1982, it recognized that job
training should be considered as an investment in human capital, rather than an expense. To
determine whether or not that investment has been productive, Congress believed that criteria
needed to be developed that would measure the return on the investment in terms of increased
employment and earnings of participants as well as a reduction in welfare dependency.

With billions of dollars already having been spent, and billions more now earmarked for
expenditure, the OIG initiated a nationwide audit of JTPA Title II-A program outcomes to
determine if the program provided the training and assistance necessary to overcome identified
employment barriers and to determine what happened to participants after they left the program.

The OIG audit of these JTPA program outcomes found that the job training system is being asked
to address education failures, physical dependencies, and emotional and physical disabilities with
no demonstrated pattern that JTPA can successfully treat those barriers.

Health Care Fraud Schemes are Cheating Tens of Thousands of Employees

Criminal investigations by the OIG's Office of Labor Racketeering continue to uncover multi-
million dollar, multi-state health care fraud schemes. The rising cost and unavailability of
traditional health insurance for small employers have created a vacuum in the health insurance
market, and various alternatives t'o traditional insurance have been put forward to fill this void.

One such alternative is the Multiple Employer Welfare Arrangement, generally referred to as a
MEWA. The MEWA (formerly known as a Multiple Employer Trust) is an arrangement among
a group of employers with a common interest who pooled resources and provided health care
coverage for their employees either by self-insuring or through the purchase of insurance.

Over the past several years, however, there has been a surge of "entrepreneurial" MEWAs,
arranged and sold by operators with no relation to the participating employers. A number of
these MEWAs were operated by inexperienced and, in some cases, unscrupulous individuals who
falsely claimed to be exempt from State insurance regulation. Using the preemption feature of
the Employee Retirement Income Security Act as a shield, some fraudulent MEWAs have
swindled tens of thousands of American workers out of millions of dollars in premiums, and left
many millions more in unpaid medical claims.



The OIG, through its Office of Labor Racketeering, has expended significant resources
conducting criminal investigations in the MEWA area. The OIG supports legislation that will
address this and related abuses in the health insurance arena.

The Trade Adjustment Assistance (TAA) Program i,s Having Only Marginal Success in
Returning Affected Workers to Suitable Employment

The TAA program, originally authorized by the Trade Act of 1974, is scheduled to expire
September 30, 1993. The TAA program was established to assist unemployed individuals who
have lost their jobs, as a result of increased imports, by returning the workers to suitable
employment as quickly as possible. The Act defines a "suitable" job as one that pays at least 80
percent of an individual's former weekly wage. The 1988 amendments to the Trade Act changed
TAA's emphasis by requiring as a condition for receiving basic Trade Readjustment Allowance
benefits (unless otherwise waived) that participants of the program enroll and make satisfactory
progress in approved training courses.

OIG audits of State-run TAA programs revealed that the programs fell short of the goals set forth
by the Trade Act. For example, a review of the TAA program for the State of Wisconsin
disclosed that, although the main objective of TAA is to return affected workers to suitable
employment, only 26 percent of the sample participants ihad obtained employment in positions
that met that criterion. Moreover, although 69 percent of the participants in our sample enrolled
in training, just 11 percent of those who terminated training found suitable employment that was
related to the training that they had received. While another 32 percent of the workers found

employment, they were earning wages that the TAA program defined as being less than suitable.
In addition, an OIG audit of the State of Michigan's TAA program found significant problems
with the administration of the program. Specifically, that audit disclosed that a substantial
number of the workers awaiting recall by their former employer were inappropriately enrolled
in training courses, thereby receiving additional Trade Readjustment Allowance benefits. That
audit questioned nearly $400,000 in training and benefits; paid under the TAA program by the
State of Michigan.

The Targeted Jobs Tax Credit (TJTC) Program's Effectiveness in Stimulating Employment
for the Needy is Questioned

The Targeted Jobs Tax Credit program, administered jointly by the Departments of Treasury and
Labor, was designed to stimulate the employment of members of specified target groups by
offering tax incentives to employers to hire them. On June 30, 1992, the TJTC program expired.
Legislation to extend permanently the TJTC program has been recently introduced in the 103rd
Congress.

As originally authorized, Congress intended the program to be a hiring incentive to employers,
rather than a windfall. In 1981, this intent was underscored when the Congress eliminated a
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provision that allowed retroactive certification of individuals already on employers' payrolls.
However, the OIG believes that recent audit results raise serious questions about the viability of
this program. For example, an OIG audit of the State of Tennessee's TJTC program (highlighted
in the last OIG Semiannual Report) disclosed that participants of that program were employed
in low-skill, high-turnover jobs. Furthermore, a report issued by the General Accounting Office
(GAO) in 1991 found that over half of the employers sampled made no special effort to hire
target group members. GAO's results raise a question as to whether the program is an
employment generator to the extent intended by the Congress.

Similarly, the OIG is finding that many employers hire individuals without TJTC eligibility as
a deciding factor, and that screening for TJTC eligibility typically takes place after the hiring
decision is made. The limited hiring directly attributed to TJTC implies a low return on the
investment of Federal dollars. During the reauthorization deliberations, the Department and the
Congress are urged to carefully consider TJTC's ability to pro'duce a positive return on
investment.

Audits of Pension Plan Assets by Public Accountants Are Still Inadequate

Since 1984, the OIG has reported its concerns that hundreds of billions of dollars in employee
pension funds are not being adequately audited to ensure that they are safeguarded and will be
available in the future to pay promised benefits. The limited scope audit provision of the
Employee Retirement Income Security Act (ERISA) of 1974 i'_ an important contributor to the
danger of inadequate auditing of pension plan assets. The limited scope audit provision exempts
from review by an auditor all pension plan funds that have been invested in institutions such as
savings and loans, banks or insurance companies already regulated by Federal or State
Governments. At the time ERISA was passed almost two decades ago, it was assumed that all
of the funds invested in those regulated industries were being adequately reviewed. Unfortunate-
ly, as the taxpayers have since discovered, this is far from true.

TheOIG has long recommended that ERISA be amended to repeal its limited scope audit
provision. Such a change will be a major step towards involving public accountants in the kind
of active role that ERISA originally intended them to take -- that of offering a first line of
defense to pension plan participants by apprising them of potential problems with the operation
of their pension plans.

In addition to those problems associated with limited scope audits, the Inspector General recently
addressed the public accounting community on some of the potential conflicts of interest that are
inherent in the audit procurement process. Specifically, the current pension plan audit process
is flawed by the very system that is currently being used to procure pension plan avdits, since the
plan administrators are the ones who normally select and retain the auditors of their own plans.
Moreover, public accountants generally report their findings directly to the plan administrator who
is responsible for theirbeing hired. This circumstance creates an awkward situation at best, and
a potential conflict of interest at worst, since a public accountant who finds fault with a plan may



be jeopardizing his chance to be considered by tlhat plan for a return engagement. Furthermore,
if the public accountant reports only to the plan administrator, the administrator may not possess
the initiative and/or independence required to take any necessary corrective actions. Although
the Department of Labor has looked to the public accounting profession for a solution to this
problem, very little progress has been made.

Criminal Penalties Need to be Strengthened iin Order for Workers' Safety and Health to
be Adequately Protected

Currently, under the Occupational Safety and Health Act (OSH Act), a willful violation of an
Occupational Safety and Health Administration (OSHA) rule, resulting in the death of a worker,
is considered a misdemeanor and subject to a maximum fine not to exceed $10,000 or 6 months
in prison. Repeat violations are subject to a maximum fine of $20,000 or 1 year in prison. The
OIG encourages the enactment of legislation that elevates the existing penalties from a
misdemeanor to a felony for those willful or repeated violations of OSHA regulations that result
in the death or serious bodily injury 'of workers. Strengthening the criminal enforcement
provisions of the OSH Act in this manner will send a strong message about the Department's
commitment to serious enforcement of the law.

Law Enforcement Authority Still Needed for OIG Special Agents

This is the fifth consecutive Semiannual Report setting forth the OIG's concerns about the lack
of law enforcement authority for its special agents. The safety of OIG agents is at risk, and the
case-by-case deputation process used by the Department of Justice (DO J) with respect to the
Office of Investigations (OI) is inadequate. For example, during calendar year 1992, OI
submitted requests covering more than 600 individual agent deputations in 96 separate
investigations. The average DOJ approval processing time for these requests jumped significantly
from 23 days in calendar year 1991 to 40 days in calendar year 1992. Further, the calendar year
1992 submissions included 16 cases in which the turn-around time exceeded 60 days, with the
longest turn-around time being 85 days. The delays associated with the DOJ review process are
so significant that they continue to have an adverse impact on the effectiveness and efficiency
of OI investigations.

Unemployment Insurance Funds Vulnerable to Fraud

OIG audits and investigations have demonstrated that the Unemployment Insurance (UI) program
continues to be vulnerable to multi-million dollar losses due to long-term third party, interstate
fraud schemes. OIG investigations have revealed several UI fraud schemes, with dollar losses
potentially totaling hundreds of millions of dollars. Although the OIG is continuing its
investigations in this area, there is an immediate need for an increased nationwide effort by both



the Department of Labor and the State Employment Security Agencies to detect and prevent fraud
in the UI program.

The Department of Labor Needs to Improve its Enforcement of Workers' Minimum Wage
and Overtime Laws

A significant problem in the Department's enforcement efforts is its inability to protect the
Nation's minimum wage earners from unscrupulous employers. In September 1991, the OIG
issued an audit report reviewing the effectiveness of the Wage and Hour Division's enforcement
of the minimum wage and overtime provisions of the Fair Labor Standards Act of 1938. This
audit concluded that there are flaws in the Wage and Hour Division's ability to detect violations
of the Fair Labor Standards Act and in its effectiveness in deterring subsequent violations. In
addition, the audit disclosed that the Wage and Hour Division's management information system
needs to be improved.

Persons Convicted of Federal Employees' Compensation Act (FECA) Fraud Continue to
Draw Federal Workers' Compensation Benefits While Being Incarcerated

In April 1992, the OIG provided the Congress with the results of a study that assessed the actions
taken against 63 FECA claimants who were convicted of defrauding the FECA program during
Fiscal Years 1990 and 1991. That study revealed that over 50 percent of those FECA claimants
who had been convicted of defrauding the FECA program continued to receive FECA benefits
because the Department does not have the statutory authority to terminate benefits solely on the
basis of a criminal conviction. Although the actual number of incarcerated individuals receiving
FECA benefits is relatively small, the OIG believes that the Department and the program face
serious embarrassment for continuing to provide benefits to individuals convicted of FECA fraud.
In addition, the OIG believes that individuals incarcerated for any felony offense should have
their full FECA benefits suspended while they are in prison. Furthermore, the dependents of
these claimants should only receive benefit amounts comparable to those now available as
survivor benefits. The OIG advocates legislative changes to address this situation.
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