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THE INSPECTOR GENERAL'S STATEMENT

This SemiannualReport,coveringthe periodfromApril I throughSeptember30, 1994, documents
manysignificantaccomplishmentsof themenandwomenofthe U.S.Departmentof Labor's(DOL)
Officeof InspectorGeneral(OIG). ParticularlynoteworthyistheOIGnationwideauditoftheTargeted
JobsTaxCreditProgram;an extensiveinvestigationofcorruptioninvolvingMineSafetyandHealth
inspectors;theconclusionofan investigationintoa multi-milliondollarhealthinsurancescam;and
theOIG'sauditonthe impactof pensionplanterminationsonparticipants.

Froma legislativeperspective,twoareas critical to themissionof the OIG were addressed in this
Congress.First,largelyasa resultof the OIG activelyworkingwiththe Congressandthe Depart-
ment,legislationto permanentlyamendthe FederalEmployees'CompensationACt(FECA) andits
relatedcriminalstatuteswasintroducedbySenatorHarkinof Iowaandenacted. TheOIG believes
thatthischangeinthe lawwillgreatlydeterfraudandabuseof the FECA program. Second,the
FederalAcquisitionStreamliningAct, introducedbySenatorGlennof Ohio,was passedby Con-
gress.Thiscomprehensiveprocurementreformmeasurecontainsprovisionsthatcodifyandclarify
whatcostscontractorsmaysubmitto theGovernmentandprovidesallFederalagencieswiththe
sameauthoritytoassesspenaltiesagainstabusers.OIG auditshaverepeatedlyidentifiedabuses
and, inMayof thisyear,I testifiedbeforetheSenateCommitteeonAppropriations,Subcommittee
onLaborthatI believedthistobe awidespreadGovernmentproblem.TheOIG isoftheopinionthat
thismeasurewillgoa longwaytowardsdeterringcontractorsfromsubmittingimproperchargesto
theGovernment.

During thisperiod, in keepingwith the Governmentwidestreamliningand reinventionprinciplesof
the NationalPerformanceReview,the OIG initiateda comprehensivereviewof its intemal 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
managementresponsibilities,3Senior ExecutiveService (SES)and 10GS-15 positionshave been
eliminated, for a reduction of one-third of the headquarters SES and GS-15 positions. The OIG
intendsto continue to identify and implementfurther streamlining initiatives.

As in the past, my staffand I remain committedtoworking with Secretary Reichand theDOL man-
agement teamto ensure that DOLprograms andfunds are effectively,efficiently,and economically
managed;and that program resultsare maximized.

_lhspector General
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SIGNIFICANT CONCERNS
OF THE INSPECTOR GENERAL

The TargetedJobsTaxCredit (TJTC) Programwas createdto induce
Ineffective employersto hiredisadvantagedindividualsin exchangefor Federal
TJTC Program tax credits. However,a recent OIG nationwideauditof the program
Should be Eliminated determinedthat92percentoftheemployeesinourauditsamplewould

havebeenhiredregardlessof thetaxcredit. Inmostcases,TJTC eligi-
bilitywasdeterminedafterthe decisionto hirewas made. As a result
of the auditfindings,the OIG recommendedinthe reportand intesti-
monybeforethe HouseCommitteeonGovernmentOperations,Sub-
committeeonEmployment,Housing,andAviationthattheprogrambe
eliminated.TheAdministrationtestifiedatthathearingandbeforethe
House Committeeon Ways and Means, Subcommitteeon Special
RevenueMeasures,thatitdoesnotsupportextensionof theprogramin
itscurrentform.

TheTJTC programwasnotre,authorizedduringthisCongressand,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 ina windfall for em-
ployers rather than in inducingthem to hire the disadvantaged.

The Job Corps Program was created 30 years ago as a residential
education and training programto assist disadvantaged youths to be-Pockets of
comemoreemployable,productivecitizens.The OIGbelievesthispro-Ineffectiveness in the

Job Corps Need gramis an importanttool in helpingdisadvantagedyoungmen and
to be Addressed womento turntheirlivesaroundand increasetheireconomicearning

power.Thisimportantmission,coupledwiththefact thattheprogram's
costsexceed$1 billionperyear,makesensuringJobCorps'success
vitallyimportant.Ata recentcongressionalhearing,the OIG testified
that,while DOL hasgenerallytakencorrectiveactionin responseto
OIG recommendationsto improvethe program,therecontinueto be
pocketsof ineffectivenesswithintheprogramthatneedto beaddressed
by DOL beforeit continuesto recommendthat JobCorpsbe signifi-
cantly expanded. The OIG notesthatwidevariances inoverallperfor-
mance amongJob Corps centers remain. The OIG believes attention
is needed in this important area to ensure that every student entering
Job Corps has the samechanceto succeed, regardless of what center
heor she attends,and to ensure that scarce resources are notwasted.
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Since 1984,theOIG has reported thathundredsof billions of dollars in
Audits of employeepensionfundsarenotbeingfullyauditedby independentpublic
Pension Plan Assets accountantstoensurethattheyarebeingsafeguardedandavailablein
by Public Accountants thefutureto paypromisedbenefits.The limitedscopeauditprovision
Are Inadequate oftheEmployeeRetirementIncomeSecurityAct (ERISA)of 1974isan

importantcontributorto the dangerof incompleteauditingofpension
planassets.The limitedscopeauditprovisionexemptsfromreviewby
anauditorallpensionplanfundsthathavebeeninvestedininstitutions
suchassavingsand loans,banks,or insurancecompaniesalreadyregu-
lated by Federalor StateGovernments.At thetime ERISAwas passed,
it wasassumedthat allfunds investedin those regulatedindustrieswere
being adequately audited. Unfortunately, as has since been discov-
ered, this is far from true. The OIG has long recommendedthat ERISA
beamendedto repeal the limitedscopeaudit provision. Sucha change
will be a major step that will involve public accountants in the kind of
active role that ERISAoriginally intendedthemto take - that of offering
a first line of defense to pension plan participants by apprisingthem of
potential problemswith their pension plans.

In addition,the OIG isconcerned with someof the potentialconflictsof
interestthat are inherent inthe audit procurementprocess. 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 theauditors of their own
plans. Moreover,the publicaccountantsgenerally report their findings
directly to the same plan administrators who are responsible for their
being hired. This createsanawkwardsituation at best, and a potential
conflict of interestatworst,since a publicaccountantwho finds faultwith
a plan maybejeopardizing the chanceto be consideredby thatplan for
future engagements. Furthermore,if the publicaccountantreportsonly
to the plan administrator, the administrator maynot possessthe initia-
tiveand/or independence necessaryto takeany necessarycorrective
actions. Although this past Labor Day markedthe 20thanniversary of
the enactmentof ERISA, the OIG is concerned that very little progress
hasbeen madeto correct these vulnerabilities.

Criminalinvestigationsbythe OIG's Officeof Labor Racketeering(OLR)
The OIG Continues to continue to uncover multi-million dollar, multi-state health care fraud
Uncover Health Care schemesinMultipleEmployerWelfareArrangements(MEWAs). These
Fraud Schemes are arrangementsamonggroupsof employerswith a commoninterest

to poolresourcesto providehealthcarecoveragetotheiremployees.

.°.

III



SemiannualReportto theCongress April1 - September30, 1994

Since 1989, OLR has uncovered several "entrepreneurial" iViEWAs,
whichare arrangedandsoldbyoperatorswithnorelationtothepartici-
patingemployers.A numberof theseMEWAswere managedby inex-
periencedand, in somecases,unscrupulousindividualswho falsely
claimedto be exemptfromstate insuranceregulation. Usingthe pre-
emptionfeatureoftheERISAasa shield,somefraudulentMEWAshave
swindledtensof thousandsofAmericanworkersoutof millionsofdol-
larsinpremiums,and leftmanymillionsmoreinunpaidmedicalclaims.
Itisevidentthatthe largeamountsof moneyresidinginpensionplans
(estimatedat atotalin excessof $2.7 trillion)andthebillionsof dollars
flowingthroughemployeebenefitplans is a lucrativetarget for rack-
eteers.

Recently,OLR investigationshave narrowed their focus from typical
iViEVAoperationsto boguslaborunions. Initialindicationsshowthat
these"unions"conductnolegitimatecollectivebargainingandprovide
norepresentationfor theirmembers,butmerelyserve asvehiclesfor
the saleof insuranceoutsideofthe scrutinyofstate insuranceregula-
tors.

In light of the financial ruin that manyAmerican families havesuffered
becauseof the lossof medicalcoverageand benefits,OLR willcon-
tinueitspriorityto combatcriminalactivityinemployeebenefitfunds.
Throughourinvestigativeefforts,theOLRseeksto preventthesefraudu-
lenthealthcareoperationsfromgainingan airof legitimacyunderhealth
care reformand toprevent the operatorsfrommarketing a productdes-
tined for abuse.
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SELECTED STATISTICS
April I - September 30, 1994

Office of Audit

ReportsissuedonDOLactivities......................................................................................... 178
Totalquestionedcosts............................................................................................ $13.2 million
Dollarsresolved..................................................................................................... $ 23.4 million

Allowed........................................................................................ $11.9 million
Disallowed................................................................................... $ 5.8 million
Agreedfundsputtobetteruse ...................................................... $ 5.7 million

Office of Investigations

Casesopened ..................................................................................................................... 168
Casesclosed....................................................................................................................... 186
Casesreferredfor prosecution.............................................................................................. 115
Casesreferredforadministrative�civilaction ........................................................................ 108
Indictments........................................................................................................................... 108
Convictions............................................................................................................................ 77
Recoveries,costefficiencies,restitutions,fines/penalties,

andcivilmonetaryactions..................................................................................... $2.1 million

Office of Labor Racketeering

Casesopened ....................................................................................................................... 57
Casesclosed......................................................................................................................... 56
indictments............................................... ................................................................. ,............ 76
Convictions............................................................................................................................ 76
Fines........................................................................................................................ $ 0.6 million
Restitutions.............................................................................................................. $ 2.9 million
Forfeitures............................................................................................................... $ 6.2 million

NOTE: The Office of Investigationsand the Office of LaborRacketeeringconductcriminalinvestigationsof individualswhich
can lead to prosecutions("indictments")by criminalcomplaints, warrants, informations,indictments,or pre-trialdiversion
agreements. Successfulprosecutionsmay carrysentencessuch as fines, restitutions,forfeitures,or other monetary penal-
ties. The Office of Investigations'monetary resultsalsoincludeadministrativeand civilactionswhich are further detailed and
definedin an Appendixon page48 of thisreport.




