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THE INSPECTOR GENERAL’S STATEMENT

This Semiannual Report, covering the period from April 1 through September 30, 1994, documents
many significant accomplishments of the men and women of the U.S. Department of Labor’s (DOL)
Office of Inspector General (OIG). Particularly noteworthy is the OIG nationwide audit of the Targeted
Jobs Tax Credit Program; an extensive investigation of corruption involving Mine Safety and Health
inspectors; the conclusion of an investigation into a muilti-million dollar health insurance scam; and
the OIG’s audit on the impact of pension plan terminations on participants.

From a legislative perspective, two areas critical to the mission of the OIG were addressed in this
Congress. First, largely as aresult of the OIG actively working with the Congress and the Depart-
ment, legislation to permanently amend the Federal Employees’ Compensation Act (FECA) and its
related criminal statutes was introduced by Senator Harkin of lowa and enacted. The OIG believes
that this change in the law will greatly deter fraud and abuse of the FECA program. Second, the
Federal Acquisition Streamlining Act, introduced by Senator Glenn of Ohio, was passed by Con-
gress. This comprehensive procurement reform measure contains provisions that codify and clarify
what costs contractors may submit to the Government and provides all Federal agencies with the
same authority to assess penalties against abusers. OIG audits have repeatedly identified abuses
and, in May of this year, | testified before the Senate Committee on Appropriations, Subcommittee
on Labor that | believed this to be a widespread Government problem. The OIG is of the opinion that
this measure will go a long way towards deterring contractors from submitting improper charges to
the Government.

During this period, in keeping with the Governmentwide streamlining and reinvention principles of
the National Performance Review, the OIG initiated a comprehensive review of its internal organiza-
tional structure in order to consolidate functions and to the extent possible, eliminate supervisory
and senior management positions, especially within headquarters. Through consolidation of OIG
management responsibilities, 3 Senior Executive Service (SES) and 10 GS-15 positions have been
eliminated, for a reduction of one-third of the headquarters SES and GS-15 positions. The OIG
intends to continue to identify and implement further streamlining initiatives.

As in the past, my staff and | remain committed to working with Secretary Reich and the DOL man-
agement team to ensure that DOL programs and funds are effectively, efficiently, and economically
managed; and that program results are maximized.

nspector General
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SIGNIFICANT CONCERNS
OF THE INSPECTOR GENERAL

The Targeted Jobs Tax Credit (TJTC) Program was created to induce
Ineffective employers to hire disadvantaged individuals in exchange for Federal
TJTC Program tax credits. However, a recent OIG nationwide audit of the program
Should be Eliminated  determined that 92 percent of the employees in our audit sample would
have been hired regardiess of the tax credit. In most cases, TJTC eligi-
bility was determined after the decision to hire was made. As aresult
of the audit findings, the OIG recommended in the report and in testi-
mony before the House Committee on Government Operations, Sub-
committee on Employment, Housing, and Aviation that the program be
eliminated. The Administration testified at that hearing and before the
House Committee on Ways and Means, Subcommittee on Special
Revenue Measures, that it does not support extension of the program in
its current form.

The TJTC program was not reauthorized during this Congress and, there-
fore, will expire in December of this year. As Congress continues to
assess the effectiveness of the TJTC program, the OIG urges that the
program be eliminated, since the tax credit results in a windfall for em-
ployers rather than in inducing them to hire the disadvantaged.

The Job Corps Program was created 30 years ago as a residential
education and training program to assist disadvantaged youths to be-
come more employable, productive citizens. The OIG believes this pro-
gram is an important tool in helping disadvantaged young men and
women to turn their lives around and increase their economic eaming
power. This important mission, coupled with the fact that the program’s
costs exceed $1 billion per year, makes ensuring Job Corps’ success
vitally important. At arecent congressional hearing, the OIG testified
that, while DOL has generally taken corrective action in response to
OIG recommendations to improve the program, there continue to be
pockets of ineffectiveness within the program that need to be addressed
by DOL before it continues to recommend that Job Corps be signifi-
cantly expanded. The OIG notes that wide variances in overall perfor-
mance among Job Corps centers remain. The OIG believes attention
is needed in this important area to ensure that every student entering
Job Corps has the same chance to succeed, regardless of what center
he or she attends, and to ensure that scarce resources are not wasted.

Pockets of
Ineffectiveness in the
Job Corps Need

to be Addressed
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Audits of

Pension Plan Assets
by Public Accountants
Are Inadequate

The OIG Continues to
Uncover Health Care
Fraud Schemes

Since 1984, the OIG has reported that hundreds of billions of dollars in
employee pension funds are not being fully audited by independent public
accountants to ensure that they are being safeguarded and available in
the future to pay promised benefits. The limited scope audit provision
of the Employee Retirement Income Security Act (ERISA) of 1974 is an
important contributor to the danger of incomplete 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 regu-
lated by Federal or State Governments. At the time ERISA was passed,
it was assumed that all funds invested in those regulated industries were
being adequately audited. Unfortunately, as has since been discov-
ered, this is far from true. The OIG has long recommended that ERISA
be amended to repeal the limited scope audit provision. Such a change
will be a major step that will involve public accountants in the kind of
active role that ERISA originally intended them to take — that of offering
afirst line of defense to pension plan participants by apprising them of
potential problems with their pension plans.

In addition, the OIG is concerned with 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 system that is
being used to procure pension plan audits, since the plan administra-
tors are the ones who normally select and pay the auditors of their own
plans. Moreover, the public accountants generally report their findings
directly to the same plan administrators who are responsible for their
being hired. This 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 the chance to be considered by that plan for
future engagements. Furthermore, if the public accountant reports only
to the plan administrator, the administrator may not possess the initia-
tive and/or independence necessary to take any necessary corrective
actions. Although this past Labor Day marked the 20th anniversary of
the enactment of ERISA, the OIG is concerned that very little progress
has been made to correct these vulnerabilities.

Criminal investigations by the OIG's Office of Labor Racketeering (OLR)
continue to uncover multi-million dollar, multi-state health care fraud

'schemes in Multiple Employer Welfare Arrangements (MEWAs). These

are arrangements among groups of employers with a common interest
to pool resources to provide health care coverage to their employees.
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Since 1989, OLR has uncovered several “entrepreneurial” MEWAs,
which are arranged and sold by operators with no relation to the partici-
pating employers. A number of these MEWAs were managed by inex-
perienced and, in some cases, unscrupulous individuals who falsely
claimed to be exempt from state insurance regulation. Using the pre-
emption feature of the ERISA as a shield, some fraudulent MEWWAs have
swindled tens of thousands of American workers out of millions of dol-
lars in premiums, and left many millions more in unpaid medical claims.
It is evident that the large amounts of money residing in pension plans
(estimated at a total in excess of $2.7 trillion) and the billions of dollars
flowing through employee benefit plans is a lucrative target for rack-
eteers.

Recently, OLR investigations have narrowed their focus from typical
MEWA operations to bogus labor unions. Initial indications show that
these “unions” conduct no legitimate collective bargaining and provide
no representation for their members, but merely serve as vehicles for
the sale of insurance outside of the scrutiny of state insurance regula-
tors.

In light of the financial ruin that many American families have suffered
because of the loss of medical coverage and benefits, OLR will con-
tinue its priority to combat criminal activity in employee benefit funds.
Through our investigative efforts, the OLR seeks to prevent these fraudu-
lent health care operations from gaining an air of legitimacy under health
care reform and to prevent the operators from marketing a product des-
tined for abuse.

iv



Semiannual Report to the Congress April 1 - September 30, 1994

TABLE OF CONTENTS

THE INSPECTOR GENERAL'S STATEMENT ...ttt ssve e e et ae e va e i
SIGNIFICANT CONCERNS OF THE INSPECTOR GENERAL ..........cc.ccooiiieeeceeeecee e, i
Ineffective TJTC Program Shouldbe EMINated ... sssesss s s s s s e s e e s e e e e e s e e aa e ii
Pockets of Ineffectiveness in the Job Corps Needto be Addressed ..............c.cccccceeeernieiiicccccinnneeeeeeeeseesssensnneeeeees i
Audits of Pension Plan Assets by Public Accountants Are Inadequate ..............cccocceiiiiiiiiiiiccciccieneee e iii
The OIG Continues to Uncover Health Care Fraud SChemes ........ccccooorririiiiiieiiiiieeccceeeeereevev e iii

SELECTED STATISTICS

ApPril 1 -September 30, 1994 .. ... ettt e e sesrrer e e e s s s et raa e e s e s s s s s e baa e e s eessnann 1
OFFICE OF AUDIT ...ttt et eee e et e st eeaaesaeesaeesseeaseessbeaasesertaesrsessseeasseanssessseassessnenns 2
Employment and Training AdminNIStration ...............coooiiiiiiiiiiiiiiiiiiiiierrrre e sres s s s s s s s sssasesesanaaaaaeanans 2
State EMployment SECUTITY AGENCIES .........ccuuiiiiiiiiiiieiiiieieeieeiiiittiiieeeteereaeerrtttrtsteseammmersrasaaaaasasssssssasiarsressas 2
JTPATRRIES L1 N I PFOGIAMS ......uiieriiieiieeeeeitiiieeertnseeeeseeeseseeennerarraseessssusasssnsnstsemsssesrrsessssnssssnsssssetesseersnnssseses 6
JTPA THIE IV PIOGIAMS ...ccoeeiiiiiiiiinreieeeieeesiorerreeeresssssseetrseeessssesssnnnerasessesessssstsessssasassssesssnsssnssssassssssssssnnnnnenes 7
Ol VWOIKET PrOGIAMIS.....ccciiiiiiiiiiiieeitiriirseeeestaerrrnanieseseeseesrnssssesneserestnsnsssnssssassssnsssnsessnnnsssssssssnssnnssssserensnnsnnes 12
Internal Controls Implemented by ETA to Prevent Excessive Cash Drawdowns .................uuviiiiiiiiiiniiicccciineneenen, 13
Pension Plan TermMINAtIONS .. ...ttt et eer e e e s e sse st saeeeeeene s e s ssesesssnseerenesesannnns 13
Financial ManageIMENt ...............oooiiiiiiiiiiiiiiiiiiiiiirrree ettt eeeeetr et reeeeeeeeteeeeetettr et er e s e baaa bbb rsaensssssaaeaessssararaenaans 18
Revised Management DECISIONS .............ccoiiuiiiirenireineie ittt e e eete et e s s s sae e r e s s s mnen e e s eensetenssennsnes 30
OFFICE OF INVESTIGATIONS ........oooiiiiiiiiicteeeeeetee e eeitee e e s svarae s e e sne e v e s seeantesaessesstraeessennsnneenns 31
Summary of Program INVEStIGAtIONS ...........cccciviiiriieerrerinirenciiinenssrrereessnteeseesereeesssssseesssesnneeessennranesssssens 31
Significant ACCOMPIISAMENLES .............oooooneeieeeeeccccrtrre et eesceennrreeeeesese st bansaressseseessssessnsnrsesressnnnns 33
Federal Employees’ Compensation ACt (FECA) ........coiviveieireirceniiiiieeeniseteessecitees s srnneessssnreessssssasesssssensesns 40
JOb Training Partnership ACE (JTPA) .......uueiiiiiiiirrrrriiiiiiteee e s sseesisreneeeeeeesssssessssssetanesssesassssssastssssssssessssessnsnnaseees 43
Unemployment INSUFBNCE (U] .........eeeeeeeieieiiiiriiiieeie e eeeernivtteeeseescessrennseteessssessesssssrsssssessessersesssssnsnnsessssnssnnns 45
Employee Integrity .........cccoeeeeeveeeeceereeernn. etununiiiseeseseesseseseeenietiaaarreaaaessaseasestesreteteee ettt entatnraabanraatbatrarrraaes 45
BIACK LUNG PTOGRAIM .......viiiiiiiiiiieeeeeinineeeseeseeerissnsneeesssssnressessaressassseneessansnssessessesesssaeraneessassssnnsssssnsessssssasessns 46
L A To Lo 14T B o (o T PP S U PURUOU 47
Complaint Analysis OffiCe ACHIVILIES ......ccciciicceeneercriisiisisssssnonmenesssissnnmnmnssstsssssessssssssessssessssssosssssannssaseesassass 47
Appendix - Office of Investigations Financial ACCOMPlIShMENLS ........ccccocmririieriiiivcscnnnnnnnnininisseenams 48




Semiannual Report to the Congress April 1 - September 30, 1994

OFFICE OF LABOR RACKETEERING...........coo ettt vttt st ste e e esaesveeasessessensensans 49
Continuing EMphasisS ON IMPACT ... e srre e e s seree e e s s sbeeasssssnnans 49
Significant ACCOMPIISRMENES ..o e s s tree e s s s ssrrae e e s s ssaaassnsnnns 50
EmPpIoyee Benefit PIANS ..........ccoorriiiriirreeeen ettt s e s sse st e ee e e e e eeaess e nsansssssaaaesseesassessssennnssssennsasans 50
Labor-Management REIALIONS ............uviiieiriieiieiieirceee et rvte e rertrre s e se s rae e s e seatrseessessssssesssrssseassesssnnes 60
INEEMAI UNION AFFAIIS ...eeiiiii ettt et ee e r e an e s s essssesesesrsrresssssesssssansnsnsssssssnssnsnes 64
Other INVeStIGative ACHIVILIES .........ccoueiiiiiiiciireee et e e e et eee e e e e e e e e e eeee s nnsesssrnseaeaaesaeeaesensnnnnrnnns €6
EXECUTIVE DIRECTION AND MANAGEMENT ...t 69
Office of Resource Management and Legislative ASSeSSMeNt ....................vviiiiiiiiininireeeennreereereeeeeeneen. 69
Legislative and Regulatory Assessment and REVIEW ..........ccccciieiiiiiiiiiiiiiiiiiiicccccercrrerreees s e e s e e e e eeeeeeeeasnaneees 69

Issues Reviewed or Addressed inthe 103rd CONGIESS .........cieeeieeeeeriiiiiieieeeeeereeceereerrereereessseseeessensseeeesennns 69

Measures Requiring Congressional ACHION ..........cociivieeiiiiiiiiit ettt e er e s eeeeessetnvnrreeseereesaseeseeeannnans 72
SPECIAl ProjJECts OffiCe......... ..ot crrccrtteee e e e e e s sttt eee e e e eeeseeseessssnsnnsbssnnserseaesesessesssssnrnnens 74
Reporting Requirements Under The Inspector General Actof 1978 .................oviiiiiiimiiiiieeiiieieeeeeeeeeeeaaen 76
AUDIT SCHEDULES ...ttt ettt st b et e eeeebesasetnesaasaebeeseesbensenen 77
Money Owed the Department Of LADOT ............uuiii i e e e e s aa e e e e e e e 79
Summary of Audit Activity Of DOL PrOGIamS ..........ccoiriiiieiireiiieeriiieeeececiineee e esrereeeesrssetseeessesnsrasessessssaessessnssnes 80
Summary of Audit ACtivity Of ETA PrOGIAMS........uu e iiiiieiiieieereeeeeeere s et et s e e e eeeeeeeeeeeeeeee e resassaaraesseseaeasasasasasaannees 81
Summary of Audits Performed Underthe Single AUGItACE ... e 82
Summary of Audits Performed Under the Single Audit Act - Multi-Agency Program Reports ...............ccccceeeeeeee. 83
Audits by Non-Federal Auditors, PCIE Semiannual Reporting - Summary Results of IG Reviews ....................... 84
Summary of Audit Resolution Activity - Questioned COStS ...........c.cccceiiiciiiiee e e 85
Summary of Audit Resolution Activity - Unsupported Questioned COSLES ............cccoeviviciiiiiiicecciien e, 86
Summary of Audit Resolution Activity - Funds Putto Better Use ..............cccueoiiiiiiiniiiniecnie e 87
Unresolved Audits OVErB MONENS ............ooiiiiiiiiiiieiiiee e e s e e e e e e s e e s eee s nnnnneaaaesaeeasenans 88
Summary of Final Action Activity - DiSQlloOWed COSES ...........cccociiiiiiiiiiiiiiiee e e eere e e s eneas 80
Summary of Final Action Activity - Funds Put to BetterUse ..............c.c.occeveeeeeennnn. e e et e e et e e e aaaaa———————— 91
Significant Recommendations Resolved for Over One Year on which

Corrective Action Has Not Been Completed (as of September30, 1994) ............ccocvvevvivviieiiiiniiiniirereeee e, 92
FIiNal AUAIt REPOMS ISSUBA ........oooeeiiiiiieieiieiiiiteeit e eee s s e e e e e e e eeeeeaeaeaaseeereesen e b abbaaaaseenansasenneseesses g5

vi



Semiannual Report to the Congress April 1 - September 30, 1994

SELECTED STATISTICS
April 1 - September 30, 1994

Office of Audit

Reportsissued on DOL activities ... 178
Total QUESHIONEA COSES .......ccoueiie e $ 13.2 million
DOMArS rESOIVEA .........ooiiiiiieeiee ettt e e $ 23.4 million
ANIOWEA ...t $ 11.9 million
DIiSAllOWEd ...t $ 5.8 million
Agreed funds puttobetteruse ...............ccccovvvvviviiiiiiiiiiiiiiiins $ 5.7 million

Office of Investigations

CaSES OPENEA ... 168
(03171 o] [0 1= Yo IO 186
Casesreferred for ProSECULION .............ouueiiiiiiieeee e e e e aeenes 115
Cases referred for administrative/Civil @Ction ...............veiiiiiiiiieeee e 108
[ To [[o 12 0= 0| RSP 108
CONVICHIONS ..o ettt e 77
Recoveries, cost efficiencies, restitutions, fines/penalties,

and Civilmonetary aCtIONS ...........oovveiieeeeeeeeee e $2.1 million

Office of Labor Racketeering

CASES OPENEA ... et e e e e ettt eaaeees 57
(OF= 1= T3 o] (o LT o TR 56
INAICIMENES ... et e et et et e ta et e e e e anaas et 76
(07070 1V. To" (To] o - J OO PO 76
T aT=E U $0.6 million
RS I ULIONS ..ottt e e et e e e s e e e e e e e e e e e e e e e e e e e e e e e a e eeaaes $ 2.9 million
FOMBIUIES ... e et $ 6.2 million

NOTE: The Office of Investigations and the Office of Labor Racketeering conduct criminal investigations of individuals which
can lead to prosecutions (“indictments") by criminal complaints, warrants, informations, indictments, or pre-trial diversion
agreements. Successful prosecutions may carry sentences such as fines, restitutions, forfeitures, or other monetary penal-
ties. The Office of Investigations' monetary results also include administrative and civil actions which are further detailed and
defined in an Appendix on page 48 of this report.







