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Selected Statistics of the OIG
for the Period
October 1, 2001-March 31, 2002

Investigative Recoveries, Cost Efficiencies, Restitutions,

Fines/Penalties, Forfeitures, and Civil Monetary Action .............. $66 million*
Total Questioned COStS . . ... .. i $15.9 million
Dollars Resolved .. ... ... $3.4 million

AlloWed . ..o $300,000

Disallowed . . ... ... $3.1 million
Recommendations That Funds Be Put to Better Use ................. $2.7 million
Audit Reports ISSUed . ... oo 47
Evaluation Reports Issued . . ... ..o 8
Cases OpeNed . ... 230
Cases CloSed .. ... 309
Cases Referred for Prosecution . ........ ... ... ... i 238
Cases Referred for Administrative/Civil Action . ............. ... .. ... .. ..... 10
INAICIMENTS . . ..o 218
CONVICHIONS . . ot 131
Debarments . .. ... .. 15

*  This figure does not include an $85.3 million cost efficiency that was realized by the
government as the result of the State of New York Department of Transportation
cancelling a contract.

Note: The OIG conducts criminal investigations of individuals that can lead to
prosecutions (“convictions™) by criminal complaints, warrants, informations,
indictments, or pretrial diversion agreements. Successful prosecutions may
carry sentences such as fines, restitutions, forfeitures, or other monetary
penalties. The OIG financial accomplishments, which include administrative
and civil actions, are further detailed and defined in the appendix of this
report.
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Inspector General’s

Message

It is an honor to transmit to the Secretary and the Congress the 47th Semiannual Report of the
U.S. Department of Labor (DOL) Office of Inspector General (OIG). During the period
October 1, 2001, through March 31, 2002, the OIG continued to direct its audit, evaluation, and
investigation resources to activities that support its goals of effecting positive change and reducing
vulnerabilities in departmental programs and operations, producing a positive return on invested
resources, and providing quality services to stakeholders. Our work is intended to assist the
Department in its efforts to improve the economic prospects of the unemployed and
underemployed; protect the lives, health, and rights of workers; provide appropriate benefits to
injured or unemployed workers; and ensure accountability over taxpayer dollars invested in
departmental programs.

Among our most significant audit work during this period was our audit of cash balance pension plan
conversions. Through this audit, we determined that employees may be losing millions of dollars as
a result of mistakes by employers. We also began a comprehensive review of audits conducted by
independent accountants under the Single Audit Act on the billions of dollars spent below the
Federal level. Our work is demonstrating that these audits are often inadequate and, therefore,
cannot be relied upon by the Department to determine whether funds have been appropriately
spent. Our audit and evaluations work resulted in over $18 million in costs that were questioned and
in funds that were recommended be put to better use.

During this reporting period, the OIG has worked with DOL’s largest grantor agency, the
Employment and Training Administration (ETA), to help assess weaknesses in its grant
accountability procedures and to draft potential solutions. ETA provides approximately $9 billion in
grants each year, and the way that ETA manages these grants impacts both program performance
and financial accountability. To this end, we have identified the most serious weaknesses that, if
addressed, offer the greatest potential for improving the stewardship of grant monies and the
effectiveness of the programs that they fund. It is the opinion of the OIG that ETA needs to improve
the award, grant execution, reporting, oversight, and audit resolution processes. The audit work
detailed in the employment and training section of this report is illustrative of the weaknesses that
need to be corrected. ETA has indicated that it has established internal goals for improving grants
managementin FY 2002. The OIG is very encouraged by the Department’s efforts in this area, and
we will continue providing technical assistance to ETA and audit oversight as needed.

In the investigative area, our work resulted in nearly $66 million in investigative recoveries,
restitutions, fines, and penalties; 218 indictments; and 131 convictions. Among our most significant
investigative work during this period was our work in the labor racketeering area. For example,
U.S. Congressman James A. Traficant Jr. was convicted on racketeering charges after a joint
investigation revealed that he sought bribes from businesspeople in exchange for his political
influence. In another case, former labor union official John Serpico and two associates were
sentenced on charges related to a multimillion-dollar scheme to defraud several Chicago-based
union pension plans and a labor organization. In another joint investigation, our work led to the guilty
pleas of the owners of a major construction company in New York after our investigation revealed
that they made payoffs to Luchese Organized Crime Family members and union officials of the
construction trade unions. As a result, the State of New York Department of Transportation
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cancelled an $85 million contract with that company. In addition to our traditional investigative work,
the OIG supported the FBI's investigation following the September 11th attacks by conducting
evidence search and recovery, interviewing witnesses, and investigating leads.

During this reporting period, the OIG also issued its annual report on what we consider to be the
most serious management challenges facing the Department of Labor. The following issues
constitute the report, which was included in the Department's FY 2001 Accountability and
Performance Report. These issues are detailed in the appendix of this report.

» Effectiveness of employment and training programs

» Financial performance

» Accountability: budget and performance integration

e Security of pension assets

* Protection of worker benefit funds

* Information technology and electronic government challenges

* Integrity of foreign labor certification programs

» Effectiveness of mine safety and health programs

» Rapid expansion of the Bureau of International Labor Affairs program
* Human capital management

The OIG is continuing to work with the Department to resolve management issues and areas of
concern. My staff and I look forward to continuing to work constructively with the Secretary and the
DOL team to further our common goal of ensuring the effectiveness, efficiency, and integrity of the
programs that serve and protect the American workforce.

QMM J. @M

Gordon S. Heddell
Inspector General
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Executive Summary

Employment and Training

During this reporting period, the OIG has worked with DOL’s largest grantor agency, the
Employment and Training Administration, to help assess weaknesses in its grant accountability
procedures and to draft potential SOIULIONS. .........ooouiiiiii i Page 9

OIG reviews on the quality of audits conducted by independent accountants under the Single Audit
Act on the billions of Departmental dollars spent below the Federal level are demonstrating the
serious shortcomings in the type of audit coverage that is provided to those funds. ....... Page 14

An audit determined that, while the Job Corps spent nearly $22 million annually for student
transportation, no formal, national system existed for controlling these funds. ................ Page 17

In an evaluation of the Youth Offender Demonstration project, we found that approximately 24% of

the youth in our sample were placed in employment. Moreover, we found that not all sites provided
their participants with comparable opportunities to succeed. .........ccccccceiiieeiiiiiiiiiiinneenn. Page 20

Worker Benefits Programs

An audit of two states’ Unemployment Insurance administrative costs determined that the
Department had been overbilled nearly $8 million. ..., Page 29

An audit of cash balance plan conversions found that in 13 of the 60 cash balance conversions
we reviewed the plan had improperly computed lump sum payments. The workers in these
13 plans may have been underpaid an estimated $17 million each year. ........................ Page 32

A Black Lung medical provider was sentenced to nearly six years in jail and fined $42,700, after
being found guilty of 427 counts of dispensing narcotics, including Oxycontin, without a legitimate
L= [or= 1 10T o Yo 1= - PP Page 36

Worker Safety and Health and Workplace Rights

A Brooklyn, New York, general contractor pled guilty during this reporting period to willfully violating
OSHA standards and was ordered to pay a $100,000 fine. The investigation found that the
contractor willfully disregarded OSHA safety rules, which led to the death of one of his employees
after a 5,000 pound steel beam crushed the employee. .........cccoooeeeiiiiiiiiiiiie e, Page 43

Departmental Management

The Department of Labor received an unqualified opinion on its financial statements for the fifth
V== LT 1= Y 1 PSRRI Page 47

The OIG found that DOL could save $2.5 million annually by eliminating underutilized motor
vehicles from its motor vehicle fleet. ... e Page 52
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Executive Summary

Labor Racketeering

The OIG participated in a joint investigation that led to the guilty pleas of the owners of a major
construction company in New York after our investigation revealed that they made payoffs to
Luchese Organized Crime Family members and union officials of several construction trade
unions. As a result, the State of New York Department of Transportation cancelled an $85 million
contract with that COMPANY. ........cooiiiiii e Page 57

A plan official of several Laborers’ International Union of North America pension and welfare
plans was charged in a 59-count indictment with embezzling more than $2.2 million from
TSN V=T = | oo | R Page 58

Former labor union official John Serpico was sentenced on charges related to a multimillion-dollar
scheme to defraud several Chicago-based union pension plans and a labor organization. The
investigation found that, in return for placing union and pension funds at area banks, Serpico and
another individual received at least $5 million in personal and business loans on terms more
favorable than those available to regular bank customers. ...........cccceeiiiiiiiiiicee e, Page 59

A former union official and the former president of Capital Consultants were sentenced for their
roles in a scheme to defraud clients, which included various union pension plans. The individuals
misrepresented and concealed facts relating to Capital Consultants’ investment of client funds and
exposed benefit plans to significant fiSkS. ... Page 60

Several members and former employees of International Longshoremen’s Association Local 1588
were convicted of embezzling over $750,000 from the Local. .........ccevveeeeeeiiiiiiiiiiieennnn. Page 64

U.S. Representative James A. Traficant Jr. was found guilty of racketeering, bribery, and tax fraud.
Traficant sought bribes from businesspeople in the Youngstown, Ohio, area in exchange for his
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Enhancing
Opportunities
for America’s

Workforce

Employment
and Training



The Department of Labor provides assistance to those new to the labor force and
those wishing to improve their potential to achieve success in today’s job market.
The Department provides opportunities for individuals to obtain the skills necessary
to succeed in the global economy, close the employment gap for out-of-school youth,
and increase long-term jobs for people as they move from welfare to work.

The OIG works to optimize the use of funds appropriated for training and employment
programs by enhancing program performance and accountability. This includes
providing oversight to ensure the overall efficiency and effectiveness of DOL's
progress in moving welfare recipients away from public assistance and into training,

jobs, and self-sufficiency.




Employment

and Training

Grant Accountability

The Department provides almost $9.5 billion in grants each year, mostly in the employment and
training area. Grantees receiving these funds pass a large share down to subgrantees and
contractors. Over the years, the OIG has conducted numerous audits that have raised concerns
about the Department’s ability to manage its grants effectively . Most recently, the OIG has worked
with DOL'’s largest grantor agency, ETA, to help assess weaknesses in its grant accountability
procedures and to develop potential solutions.

The OIG’s recent focus on grant accountability has identified the following five areas that, if
addressed, offer the greatest potential for improving the stewardship of grant monies and the
effectiveness of the programs that they fund:

» Preaward/Award: making sure that grants, subgrants, and contracts are awarded to
entities that are capable of satisfying grant requirements and that such awards comply with
procurement rules

* Grant Execution: ensuring that services are provided in accordance with grant terms,
claimed costs, and program results are allowable

* Reporting: making sure that financial and performance reporting systems are adequate
and sound, reporting terms are clearly defined, and controls exist over the timeliness and
validity of reported financial and performance data

» Oversight: making sure that grantees, subgrantees, and contractors fully understand
compliance requirements, monitoring subawards to identify problems early, requiring
corrective actions, and providing technical assistance or imposing sanctions depending on
the nature and severity of noted deficiencies

» Resolution: issuing proper and timely management decisions and completing corrective
actions to address monitoring and audit findings

The importance of this effort is highlighted by OIG findings during the current reporting period in
which we identified numerous deficiencies related to inadequate performance and/or unallowable
charges. The following audits contain examples of deficiencies relative to the identified areas. They
are summarized in a table on page 13.

Pinellas Workforce Development
Board’'s WtW Grant

The Pinellas Workforce Development Board (Florida) received a
$1.5 million Welfare-to-Work (WtW) competitive grant to place 300 hard-
to-serve individuals in unsubsidized employment over a 36-month
period. At ETA’s request, we conducted an audit of grant activities for the
period July 1, 1998, through June 30, 2001. We found a variety of
procurement, financial, compliance, and program delivery concerns, as
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well as concerns that the grant did not achieve its intended purpose. We
recommended that ETA recover $858,674 in misspent WtW grant funds.
Pinellas County indicated that it was unable to respond to our report
because it did not have the necessary files and did not assume liability
for the grant. However, a transition plan indicates that Pinellas County
assumed responsibility for the grant on January 19, 2001, and took
custody of program documentation prepared before the transition. (OA
Report No. 04-02-002-03-386, issued March 26, 2002)

Industrial Exchange WtW Grant

The Tulsa Housing Authority (THA) received WtW funds from the
Oklahoma Employment Security Commission (OESC) and the Office of
Juvenile Affairs and contracted $561,649 to Industrial Exchange, Inc.
(IndEx). We performed a financial-related and performance audit of
WtW funds received by IndEx for the period December 16, 1998, through
June 30, 2001.

We found that THA circumvented required procurement procedures by
sole-source contracting with IndEx and provided poor oversight of the
IndEx contracts. We further found that IndEx failed to come close to
meeting its contract performance goals and that it mismanaged, wasted,
and misused WtW funds. As a result of these findings, the OIG
questioned the entire $561,649 for the IndEx WtW program. Neither
OESC nor THA specifically responded to our findings regarding poor
financial and program performance. However, OESC stated that not all
costs should have been questioned because some participants received
services. (OA Report No. 06-02-004-03-386, issued March 20, 2002)

Madison County WtW Grant

On October 1, 1999, the Madison County, Alabama, Commission
received a $4.7 million WtW grant to place 640 noncustodial parents in
unsubsidized employment over a 30-month period. In response to a
complaint, the OIG audited financial and program activities related to
Madison County’s WtW grant for the period October 1, 1999, through
September 30, 2001.

We identified a variety of financial, compliance, and program delivery
concerns. We also found that financial accountability over the grant was
unsatisfactory and that the program’s effectiveness was a concern. We
recommended that ETA recover the $358,229 in grant expenditures we
guestioned. We also recommended that ETA consider not extending the
grant beyond its termination date of March 31, 2002, and monitor
Madison County’s grant closeout activities to ensure that the final
Federal reports submitted to ETA are accurate and that any unspent
grant funds are returned. The county disagreed with most of our
conclusions and recommendations. (OA Report No. 04-02-001-03-386,
issued March 26, 2002)

Semiannual Report to the Congress
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City of Gary WtW Competitive Grant

The City of Gary, Indiana, received a $5 million WtW competitive grant.
The OIG audited financial and program activities under the grant for the
period January 4, 1999, through March 31, 2001. We identified excessive,
unsupported, and unallowable service provider claims, other unallowable
costs, and ineligible participants. We recommended that ETA recover
$133,013 in questioned costs identified in our audit and direct the City of
Gary to improve the contract administration system for procuring WtwW
participant services. City of Gary officials generally concurred with our
recommendations but took exception to our recommendation to improve
the contract administration system for procuring WtW participant services.
(OA Report No. 05-02-001-03-386, issued March 18, 2002)

New York Department of Labor
Year 2000 Grant Expenditures

Congress appropriated funds to assist State Employment Security
Agencies in making their automated Unemployment Insurance and
Employment Service systems year 2000 (Y2K) compliant. ETA awarded
the State of New York Department of Labor $14,889,355 in
supplemental Federal funding for Y2K compliance activities. We
reviewed uses made of Y2K funds received by the agency during the
period October 1, 1997, through September 30, 2000.

We questioned almost $4 million in grant expenditures that were not
spent in accordance with Federal requirements. Although New York
concurred in part with the draft report, the State generally believed that
costs should not have been questioned because it had spent its Y2K
funding for intended purposes and in accordance with policy guidance
from ETA. (OA Report No. 04-02-007-03-315, issued January 25, 2002)

Audit of DOL Grants to Assist
Trade-Affected Dislocated
Workers in El Paso, Texas

We conducted a performance audit of the results of Unemployment
Insurance, Trade Adjustment Assistance, North American Free Trade
Agreement—Transitional Adjustment Assistance, and Job Training
Partnership Act (JTPA) assistance provided by the Upper Rio Grande
Workforce Development Board and the Texas Workforce Commission
to trade-certified dislocated workers in El Paso, Texas.

We found that approximately $106 million, an average of about $25,000
per participant, was expended to provide training and income support to
4,275 trade-certified dislocated workers in El Paso. Despite this large

Semiannual Report to the Congress
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investment, we found that placement outcomes were overstated,
placement wages for those who entered employment were low, and
needs-related payments provided a disincentive to employment. In
responding to the draft report, ETA essentially agreed with our
recommendations to improve services to low-skilled and limited-
English-proficient workers but indicated that the recommendations that
pertained to operational decisions would primarily have to be addressed
by the State and local boards. (OA Report No. 06-02-003-03-340, issued
November 19, 2001)

American Indian Community House

The OIG audited costs claimed by the American Indian Community
House, Inc. (AICH), for a DOL grant awarded under JTPA Title IV-A for
the period July 1, 1997, through June 30, 1998. The grant was to provide
training and other services to Native Americans who faced serious
barriers to employment.

In our opinion, the JTPA annual status report for the audit period did not
present fairly, in all material respects, the results of AICH’s operations in
accordance with applicable Federal regulations and cost principles.
AICH did not maintain a system to adequately support costs and
properly allocate costs to final cost objectives. For the audit period, AICH
claimed costs of $550,235, of which we questioned $293,419 (53% of
claimed costs). AICH disagreed with the findings and questioned costs
as presented in the draft report. (OA Report No. 02-02-204-03-355,
issued January 24, 2002)

Proteus, Inc., of Des Moines, lowa

The OIG performed a financial and performance audit of a DOL grant
awarded to Proteus, Inc., of Des Moines to provide training and services
to eligible migrant and seasonal farmworkers to strengthen their ability to
achieve economic self sufficiency.

For the audit period July 1, 2000, through June 30, 2001, Proteus
reported costs of $1.16 million for 332 participants, of which we
questioned $215,792 primarily related to participant eligibility. We also
guestioned Proteus’s practice of reporting participants as placements
when the participants maintained the same employment from the time
they enrolled in the program to the time they exited the program. (OA
Report No. 21-02-003-03-365, issued March 29, 2002)
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Entity

Preaward/Award

Execution

Reporting

ETA/Grantee
Oversight

Pinellas Workforce
Development
Board

C Contracts were not competitively
procured

C Fixed price contract requirements
were circumvented, resulting in
higher costs

C Profit was reimbursed contrary to
WtW requirements

C Two Federal agencies were charged for the same costs
C Benefit to program was not documented for certain costs incurred

C Inaccurate and sporadic
performance reports
were submitted

C Grantee did not perform
required monitoring

INdEX

C Subgrantee improperly sole-
sourced contract to IndEx

CIndEx served only 59 participants against plan of 170

COnly 12 participants completed the program

C The majority of costs were administrative; there was no direct benefit to participants

C41% of participants received no wages

C Participants were enrolled in low-skilled work experiences without regard to their
education or prior work experience

C Cost allocation system was not established

C Program income was not accounted for

C Subgrantee exercised
poor oversight

Madison County

C Transactions were improperly

C Only 33 participants were placed, not the 640 stated in the plan

C Quarterly financial

Commission performed between related C Consultant costs exceeded daily limits contained in the grant reports were not
organizations C Costs were incurred prior to grant period prepared on an accrual
C Services were performed without C Equipment was improperly procured basis
formal agreements C Payments were made for donated services, billings were inadequately supported, and
activities did not benefit WtW participants
C Some participants were ineligible
City of Gary C Procurement duties were not C Duplicative, excessive, and unsupported costs were claimed for participant services C Quarterly financial and

segregated
C Service provider agreements were
inadequate

C Unallowable placement costs were paid
C Some participants were ineligible
C Services were paid that were not included in the agreements

performance reports
could not be reconciled
with grantee records

El Paso Dislocated
Worker Program

C Costs averaged $25,000 per participant
C Placement wages were low: over 50% of placed participants earned under $6 per hour
C Needs-related payments served as disincentive to employment

C Placement rate was
overstated

C Grantee indicated a
placement rate of 81%
as compared with 36%
determined by our audit

NY Y2K

C Costs were not vital to Y2K readiness
CUnallowable personnel costs were claimed
C Pre—Grant costs were paid

CETA issued confusing or
erroneous policy

American Indian
Community House

C Costs claimed were not allowable
C Program was charged for costs that should have been allocated to other programs

C Financial statements
failed audit
C Adverse opinion issued

Proteus

C Some participants were ineligible
C Improper placements were claimed

€T




Employment

and Training

Quality of Single Audits

In FY 2002, the Department of Labor has an annual appropriation of
nearly $55 billion. Because over 85% of DOL's annual expenditures are
spent by non-Federal entities, the audit of Federal funds at these entities
is of paramount importance to DOL and the OIG. The majority of these
funds are covered by the Single Audit Act (SAA) Amendments of 1996.
The Act requires that non-Federal entities spending $300,000 or more
in Federal funds receive an independent audit in accordance with the
Act. The purpose of the SAA audits is to determine whether Federal
funds are spent in accordance with applicable laws and regulations and
to make this determination without subjecting an entity to audits from
multiple agencies; hence, the Act requires a “single” audit.

The OIG receives, from the Federal Audit Clearinghouse, SAA audit
reports that contain findings related to DOL programs. The OIG provides
SAA audits to DOL program agencies for resolution and participates
with other Federal agencies on quality control reviews conducted for
single audits of DOL recipients and subrecipients. We have initiated
several studies to determine the reliability and usefulness of SAA audits
to the Department, including use by the OIG in its annual audit of the
Department’s financial statements, as well as the most efficient and
effective method of making such a determination on a recurring basis.
Specifically, we are conducting studies to determine:

» the information needed by DOL from SAA audits;

» the sufficiency of independent audit work performed on DOL
funds via the SAA audits; and

» an efficient and effective means of conducting SAA audit
quality control reviews.

Inadequate Single Audit
Work Performed

During this semiannual period, we completed a limited study of SAA
audit quality and the sufficiency of audit coverage of DOL funds. We
reviewed SAA audits for two states, two state subrecipients, and two
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nonprofits. We reviewed the SAA audit reports, met with the auditors,
and reviewed the working papers supporting the audits.

Our review raised several concerns on the adequacy of audit work
performed. The extent of testing (i.e., the number of sampled
transactions tested for compliance with Federal laws and regulations)
resulted in an audit risk ranging from 20 to 40 percent. Audit risk is the
risk that the auditor formed the wrong conclusion based on his or her
work. For example, in one audit, the auditor tested only 36 payments
totaling $118,000 out of $110 million in DOL funds expended for one
program. Based on this sample size, the audit risk in this audit would be
in excess of 24%. The independent auditor concluded that this
program’s expenditures were in compliance with Federal laws and
regulations after testing only one-tenth of 1 percent of the total
expenditures.

The OIG also identified Federal program compliance requirements that
received no testing by the auditor hired to conduct the SAA audits; most
notable was the lack of eligibility testing for DOL’s training programs for
an entire state. We identified design problems with audit tests, which
resulted in certain Federal funds being excluded from the test
population. Finally, we noted a lack of adherence to generally accepted
government auditing standards, primarily in not sufficiently documenting
the work performed so that an independent reviewer could determine
what was done.

We believe that the concerns we identified can be addressed through
expanded audit guidance, specific training of SAA auditors and Federal
monitors, and improved guidance (via the OMB Circular No. A-133
Compliance Supplement) from Federal agencies on the significant legal
and regulatory requirements of their programs. We presented a briefing
on our concerns at a recent Single Audit Roundtable hosted by the
American Institute of Certified Public Accountants and OMB. We plan
other outreach efforts to the Federal grants management and audit
community.

Semiannual Report to the Congress
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Job Corps

Job Corps was established in 1964 and is presently authorized under
Title 1, Subtitle C of the Workforce Investment Act of 1998. The overall
purpose of the program is to provide economically disadvantaged youth
with the opportunity to become more responsible and employable citizens.
With annual funding of over $1 billion, Job Corps is the largest Federal
youth employment and training program and serves approximately 70,000
youths a year. Operations of the program are carried out at 118 residential
facilities that provide a comprehensive and intensive array of academic
training, vocational training, job placement, and support services to at-
risk youths and young adults.

Hawaii Job Corps Center

The OIG conducted an audit of the Hawaii Job Corps Center’'s (HJICC's)
$10.7 million in reported expenses for the program year ending
June 30, 2001. The HICC is operated by the Management and Training
Corporation (MTC) under contract with DOL. While our opinion on the
Schedule of Job Corps Expenses was ungualified, we noted several
matters that were required to be reported in accordance with the
applicable audit standards.

Most significantly, we found that the reserves collected over the years to
cover future uninsured losses far exceeded the actual amount paid to
claimants. As of November 2000, the reserve balance was
approximately $6.5 million. Annual contributions during the period 1993
through 2000 averaged $1.9 million, while annual payments against
claims have averaged $1.2 million. We also found that the funds were
not deposited into an interest-bearing account or set aside specifically to
pay future claims. Additionally, it is our understanding that MTC has not
obtained approval from the Office of Job Corps for its self-insurance
program as required by the regulations.

We recommended that MTC submit a written plan to the Office of Job
Corps that details the self-insurance policies and practices used in
charging insurance costs to its government contracts, as required by the
Federal Acquisition Regulations. We also recommended that MTC
ensure that future charges for uninsured losses be based on the present
value of future payments in accordance with regulations. In addition, we
recommended that MTC set aside the funds in an interest-bearing
account. Finally, MTC should determine the present value of the future
payments against the existing reserve and refund any excess balance
(the proportionate share) to the Federal government.

In responding to our draft report, MTC officials stated that they believe
that MTC'’s currentinsurance reserve policies are in accordance with the
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regulations and that the reserve balance is not excessive based on its
estimate of future insurance losses. We hold to our conclusion that the
current reserve account balance significantly exceeds the actual
payments made in any given year since the inception of the reserves and
that the reserve funds should have been set aside for payment of
insurance claims. This recommendation is unresolved and will be
addressed in ETA’s formal resolution process.

Our report also included findings related to MTC’s controls over its
construction and rehabilitation projects, inventories of expendable
supplies, approval of general ledger transactions, and employee leave
balances. MTC has agreed to take corrective actions related to these
findings. (OA Report No. 03-02-003-03-370, issued March 29, 2002)

Job Corps Needs to Strengthen
Oversight of Multimillion-Dollar
Student Transportation System

The Job Corps spends nearly $22 million annually for student
transportation. The OIG audited how effectively the Job Corps program
controls unused airline tickets and pays student transportation charges.
We reviewed transportation expenses in three Job Corps regions
(Kansas City, Atlanta, and Philadelphia) during the 15-month period
January 1, 2000, to March 31, 2001. We found that no formal, national
system existed for controlling Federal funds spent for student
transportation, including making sure trips were for authorized persons
and purposes, and that refunds for unused tickets were returned to the
Job Corps program. Additionally, we found that the regions were not
complying with the Prompt Payment Act. We concluded that Job Corps
lacked adequate necessary management controls to properly account
for the nearly $22 million in yearly transportation expenditures.

At the conclusion of our fieldwork, Job Corps was unable to properly
account for about $5.8 million of transportation tickets dating back to
1994. Based on our preliminary findings, Job Corps officials issued
interim procedures to enhance the accountability of the student
transportation system. Although we commend Job Corps for taking
prompt action to address concerns raised during our audit, we believe
additional action is necessary.

In our final report, we recommended that ETA immediately establish
specific, standardized operating controls that will ensure the appropriate
and prudent use of student transportation funds. We also recommended
that Job Corps management determine which tickets were used and
which tickets were not used nor refunded, and seek refunds as
appropriate.
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In responding to our draft report, ETA generally agreed with our
recommendations and stated its intent to implement them as soon as
practicable. ETA also indicated that after an additional review, it could
account for all but $200,000 of transportation tickets. Moreover, it
indicated that it was able to recover $200,000 in unused tickets issued
for new student travel.

We believe the that actions proposed by ETA will satisfy our
recommendations. However, the OIG is concerned about the current
administrative framework because the new procedures to enhance
accountability rely on the continued use of Transcor to provide travel
services. As we reported in a March 2001 audit report, the existing legal
arrangement (a Memorandum of Agreement) between Job Corps and
Transcor is not a valid contract. We believe that ETA needs to address
this important administrative issue. (OA Report No. 09-02-200-03-370,
issued March 29, 2002)

$450,000 in Questioned Costs
at Two Job Corps Centers

The OIG conducted a financial audit (for calendar year [CY] 1999) of two
Job Corps contractors to determine whether their claimed costs were
reasonable, allocable, and allowable in accordance with Federal
regulations and the Job Corps Policy and Requirements Handbook
(PRH). We audited ResCare, Inc., a publicly owned for-profit corporation
located in Louisville, Kentucky, which received $126.8 millionin CY 1999
to operate 14 Job Corps centers. We also audited Minact, Inc., a
privately owned for-profit corporation located in Jackson, Mississippi,
which received $53 million to operate eight Job Corps centers.

In both audits, we found that the centers’ financial reports presented
fairly, in all material respects, the results of ResCare’s and Minact’s
operations in accordance with the PRH and applicable Federal
regulations. However, we questioned $302,909 in indirect costs and
$59,927 in direct costs claimed by ResCare. The questioned costs
consisted of unsupported bonuses, improperly calculated state income
taxes and excess depreciation, aircraft travel costs, executive
compensation, and other unallowable costs. We also questioned
$100,348 of Minact'’s indirect costs, consisting of vehicle expenses for
personal use and executive compensation in excess of the statutory
ceiling. (OA Report Nos. 02-02-203-03-370, issued January 30, 2002,
and 02-02-201-03-370, issued December 19, 2001)
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$305,000 in Improper Claims for
Property Taxes

During this period, the OIG audited another three Job Corps centers to
determine whether their center operators claimed reimbursement for
property taxes. The Workforce Investment Act prohibits the payment of
such taxes. Our audits of the Iroquois and Homestead Job Corps
Centers did not disclose any improper payments for taxes; however, our
audit of the Sargent Shriver Job Corps Center (SSJCC) did identify such
improper payments.

We questioned $305,352 that Adams and Associates, Inc. (A&A), the
contractor that operates SSJCC, paid in municipal service fees (which
the OIG believes equates to property taxes) to the Devens Commerce
Center during the period May 1998 through July 2001. We
recommended that ETA recover this amount and ensure that A&A
discontinues paying any municipal service fees that are based on square
footage rather than the value of actual services received. In response,
A&A stated that it will comply with the direction provided by ETA.
(OA Report Nos. 02-02-208-03-370, issued March 21, 2002; 02-02-206-
03-370, issued February 20, 2002; and 02-02-205-03-370, issued
March 18, 2002)
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The Youth Offender Demonstration Grants program is a joint venture
between ETA and the U.S. Department of Justice. Its goal is to provide
insights into which strategies are most effective for preventing or
intervening in juvenile crime and to provide transitional work experiences
that will lead to long-term employment. The target group of participants
for these demonstration projects is high-risk young individuals who
generally are disconnected from the workforce development system and
the education system and who are more likely to come into contact with
either the juvenile or criminal justice systems.

Youth Offender Demonstration
Grants Project Needs to Deliver
Services More Effectively to
Improve Program Outcomes

We conducted a study of the services and outcomes of ETA’s Youth
Offender Demonstration Grants projects, round one. In FY 1999,
Congress appropriated $12.5 million to initiate and develop projects
aimed at youth offenders and youth at risk of participating in gang
activity. Grants were awarded in round one for a period of 24 months. In
FY 2001, $13.9 million was appropriated to continue five of the original
11 projects and to expand to nine other sites. Currently, ETA has
$55 million earmarked for a third round of Youth Offender and related
grants to begin in FY 2002.

Based on our work, we found that approximately 24% (214 out of a
sample of 907) of youth, ages 18 to 24 were placed in either subsidized
or unsubsidized employment during the grant period, with earnings
averaging $1,409 per quarter. We also found that ETA had developed a
demonstration project that offered a wide range of types, intensity, and
duration of services to its participants. However, the varying intensity
and duration of services resulted in different employment and
employability outcomes. For example, grant sites varied in their
definitions and practices of termination and activity status, resulting in
the uneven duration of services for youth participants across sites.
Further, we found that not all sites provided their participants with
comparable opportunities to succeed in the demonstration, because the
policies and practices were uneven and often arbitrarily defined and
applied.

We recommended that ETA clarify its policies on enroliment, activity
status, and duration of services in order to enhance service delivery
practices and potential outcomes. ETA agreed with our recommendations
and has already begun to work with its grantees to clarify enrollment and
termination policies and to explore these issues in its revised Federal
review guide. (OCIE Report No. 2E-03-356-0001, issued March 29, 2002)
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President of Nonprofit
Sentenced for Theft of
Government Funds

On January 4, 2002, Ruby Buck, president and CEO of Mississippi
Action for Community Education (MACE), a nonprofit rural development
organization, was sentenced to 41 months in prison and was ordered to
pay $116,800 in restitution. In August 2001, Buck was convicted of
making false statements and theft of Federal funds. Prior to this, in
May 2001, ETA terminated a $3.3 million WtW grant that was awarded
to MACE for training and employing participants in the construction of
pre-engineered homes. This investigation was conducted jointly with the
Corporation for National and Community Services. U.S. v. Buck (N.D.
Mississippi)

Defendants Plead Guilty to
Million-Dollar Fraud

Sandra Naclerio, the former finance director for the Community Action
Agency of New Haven (CAANH), and Milton Greengas, a retired printer,
pled guilty on February 25, 2002, to first-degree larceny charges for their
roles in defrauding CAANH of over $1 million. CAANH is a nonprofit
corporation funded by the State of Connecticut Department of Social
Services, the Department of Housing and Urban Development (HUD),
DOL, and other governmental agencies and provides services to low-
income families and individuals in the greater New Haven area. In 1999,
ETA awarded CAANH a WtW grant of nearly $3 million to serve 1,200
welfare recipients for a three-year period. The investigation revealed
that, between 1996 and 2001, CAANH fraudulently paid over $1 million
to printing companies owned by Milton Greengas, of which over $47,000
was derived from WtW grant funds. Naclerio had approval authority over
CAANH'’s expenditures and paid Greengas the monies largely through
invoices for nonexistent supplies and services. In turn, Greengas kicked
back at least $235,000 to Naclerio. This is a joint effort with the HUD OIG
and the Connecticut State’s Attorney’s Office. U.S. v. Naclerio, U.S. v.
Greengas (D. Connecticut)
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The Department of Labor’s foreign labor certification programs are
designed to provide employers access to foreign workers in specialty
occupations or in areas in which there is a shortage of American workers.
The permanent, H-2A, and H-2B programs are supposed to ensure that
the admission of aliens to work in the United States on a permanent or
temporary basis does not adversely affect the job opportunities, wages,
and working conditions of American workers or legal resident aliens.
The H-1B Visa Specialty Workers program is intended to allow U.S.
businesses to compete in a global market in order to respond to rapid
advances in technology. It requires employers who intend to employ
foreign specialty-occupation workers temporarily to file labor condition
applications with the Department stating that the required wage rates
will be paid and that other requirements will be followed. Proper worker
documentation must accompany these applications before a visa is
issued. Under current law, the Department is required to certify
applications unless it determines the applications to be “incomplete or
obviously inaccurate.” OIG audits and investigations have shown that
the individuals allowed into the United States under this program often
lack the specialized skills necessary for meeting the requirements for
H-1B visas.

The OIG continues to identify fraud in the foreign labor certification
programs, with the majority of cases involving the H-1B temporary work
visa program. These cases involve fraudulent labor condition applications
that are filed with DOL on behalf of fictitious companies and corporations,
individuals who file petitions using the names of legitimate companies
and corporations without their knowledge or permission, and immigration
attorneys and labor brokers who collect fees and file fraudulent
applications on behalf of aliens.

H-1B Technical Skills Training
Grantee Did Not Meet Program Intent

DOL collects a user fee on each H-1B application, which, in part, is used
to finance H-1B technical skills training grants. These grants are
awarded to provide technical skills training to American workers so that
firms can lessen their dependence on high-skilled foreign workers. As of
December 31, 2001, DOL had awarded 52 grants in four rounds totaling
approximately $120 million.

In the first round, The WorkPlace, Inc., received a two-year $1.5 million
grant, beginning March 27, 2000. The OIG conducted a performance audit
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of the grant for the interim period March 27, 2000, through June 30, 2001.
We found that The WorkPlace did notimplement what it had proposed and
agreed to do in the grant. Even though the National Skills Standards
Board had not yet developed standards, The WorkPlace should have
developed alternative standards that could be tracked and measured.
Further, the training that was provided was either non-technical or
contained company-specific, proprietary information that could not be
shared with non-employees. We found that, contrary to the grant
provisions, training was not limited to individuals in the geographic
region covered by the grant. Moreover, training was provided only to
incumbent workers of the participating companies, to the exclusion of
unemployed and underemployed individuals.

In our draft report, we questioned $332,687, including over $190,000 in
administrative costs that were not authorized in the original grant.
Based on an amendment to the governing statute, ETA retroactively
modified all first-round grants to allow administrative costs; we
therefore reduced our questioned costs to $140,000. In response to
the report, the grantee indicated that corrective action had been taken
to address some of our recommendations. (OA Report No. 02-02-207-
03-390, issued March 26, 2002)

New Jersey Woman Collected Nearly
$2 Million in Visa Fraud Scheme

On October 2, 2001, a Newark, New Jersey, woman who posed as an
attorney and her business partner were charged with forging alien
employment certifications filed with DOL. The investigation revealed that
the two had allegedly charged more than 200 alien certification
applicants between $4,500 and $8,000 for each certification, amounting
to nearly $2 million in fees. This investigation with the Immigration and
Naturalization Service (INS) is continuing.

Washington, D.C., Immigration
Attorney Charged with
Defrauding Clients of $350,000

On February 14, 2002, a Washington, D.C., immigration attorney was
indicted on charges of visa fraud and conspiracy. The investigation
revealed that, over the past eight years, the attorney allegedly defrauded
her clients by charging them substantial legal fees and submitting false
documents that misrepresented the aliens’ work experience, education,
prospective sponsors and employers, and current immigration status.
For the nearly $350,000 in fees the attorney collected, she routinely
forged the signatures of the aliens and the sponsors on government
documents. Moreover, she employed some of the illegal aliens as
personal servants. This is a joint effort with the INS and the FBI.
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The Department of Labor is responsible for protecting workers’ hours, wages, and
other conditions when they are on the job, providing unemployment and compensation
benefits when workers are unable to work, and expanding, enhancing, and protecting
workers’ pensions, health care, and other benefits. The Department carries out
programs to ensure compliance with minimum-wage and overtime requirements; to
enable working Americans to be economically secure when they retire; to provide
more pensions for women and employees of small businesses; to provide better access
to health care; and to facilitate community readjustment in those areas suffering from
economic change by shortening periods of unemployment and increasing full-time
jobs and wage replacement.

The OIG assists the Department in effectively administering and safeguarding Federal
employee benefits programs (e.g., unemployment insurance and disability
compensation benefits programs) and in overseeing the nation’s pension system.
Moreover, through our investigative efforts, we protect the integrity of programs by

identifying and causing the termination of fraudulent claims and billings by ineligible
recipients and medical providers.
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Unemployment Insurance Program

Enacted over 60 years ago as a Federal-state partnership, the
Unemployment Insurance (Ul) program is the Department’s largest
income maintenance program. This multibillion-dollar program assists
individuals who have lost their jobs through no fault of their own. While
the framework of the program is determined by Federal law, the benefits
for individuals are dependent on state law and are administered by State
Workforce Agencies (SWASs) in 53 jurisdictions covering the 50 states,
the District of Columbia, Puerto Rico, and the U.S. Virgin Islands under
the oversight of ETA. During this reporting period, we completed a number
of audits and investigations that called attention to systemic weaknesses
and unallowable costs claimed in the Ul system.

The OIG continues to expand its investigative efforts to detect and
investigate fictitious or fraudulent employer schemes used to defraud
the Ul program. In recent years, the program has suffered losses in the
millions of dollars as a result of these types of schemes. Highlighted
below are some of our accomplishments in this area. The OIG is also
concerned with individuals who steal the identity of other individuals
and use the stolen identity to apply for Ul benefits. The use of these
stolen identities complicates fraud detection in that preliminary fraud
screening discloses that the employer and employee actually exist, thus
circumventing those fraud detection techniques that focus on individual
identifiers.

Audit of the Ul Data Validation
Pilot Program

The Government Performance and Results Act and OMB Circular
No. A-11 require that agencies validate and verify performance data.
ETA developed a pilot program to validate Ul program data. The OIG
performed an audit of the Unemployment Insurance Data Validation
(UIDV) pilot program to determine whether management controls had
been designed to provide reasonable assurance that performance data
are complete, recorded in the proper period, and valued appropriately.
We determined that controls had been properly designed as they relate
to the performance data contained in the 53 reporting entities’
management information systems. Tests of the UIDV methodology
performed at one entity disclosed that performance data were properly
reported to ETA. However, we noted and recommended ways to
improve the pilot program by developing more comprehensive written
procedures, changing the data validation frequency from once every
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three years to an annual process for data that directly support GPRA
goals, and requiring documentation retention for three years following
the data validation. ETA agreed with the findings and recommendations.

Our audit also identified two best practices with respect to state-level Ul
validation of program data: Minnesota’s use of the Social Security
Administration (SSA) death match and North Carolina’s validation query
procedures. To prevent unissued Social Security numbers and those
belonging to deceased persons from being used for fraudulent
purposes, claimant Social Security numbers are matched against a
database provided by SSA. Also, one state developed a unique data
extraction program to separate reportable performance data into
individual inquiries, in contrast to the comprehensive method used by
other states. By separating the data, management s able to retrieve and
validate information more expeditiously and hence reduce the staff-
hours necessary to perform the validation. (OA Report No. 22-02-005-
03-315, issued March 29, 2002)

OIG Recommendation Results
in Recovery of $15.7 Million in
Ul Taxes over Three Years

Employers who seek to avoid payment of Ul taxes, Social Security taxes,
workers’ compensation, and other costs associated with an employer-
employee relationship sometimes reclassify employees as independent
contractors. If such an employee subsequently files a claim for Ul
benefits and is denied due to insufficient wages, an SWA claims
representative initiates a “blocked claim audit.” Such an audit entails
contacting the employee’s former employer to determine the reason
wages were not reported for the employee applying for Ul. If this does not
resolve the employment status or wage information needed to process
the claim, the SWA may refer the matter to its field audit staff for further
audit or investigation.

In a prior OIG audit report, we found that many SWAs were discouraged
from conducting blocked claim audits, primarily because ETA did not
consider them as audits for purposes of the SWAs’ workload measure.
As a result of our audit, ETA modified this policy in February 1999.
Subsequently, the OIG followed up with certain SWAs to determine the
results of the revised ETA policy. For CY 2001, SWAs reported that they
identified more than 18,000 misclassified employees and recovered
more than $7.2 million of Ul taxes from audits that would not have been
conducted without the ETA policy revision. As the following table
indicates, these results represent additional recoveries to the previously
reported CY 1999 and CY 2000 results.
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Number of States Misclassified Employees Additional Taxes Recovered
Reporting per Year Identified per Year per Year Due to Policy Change
1999 | 2000 | 2001 | 1999 2000 2001 1999 2000 2001
23 27 30 13,250 | 20,220 | 18,507 | $2,543,549 | $6,002,970 |$7,213,474

(OA Report No. 03-02-007-03-315, issued March 18, 2002)

OIG Recommends Recovery of
$7.5 Million in Ul Administrative
Costs from Two States

DOL provides administrative funds to SWAs to operate training, income
maintenance, and employment services. The OIG conducted audits in
two states to determine whether direct and indirect administrative costs
charged to DOL grants were allocable and allowable in accordance with
OMB Circular No. A-87. Our audit of the New Jersey Department of
Labor (NJDOL) covered the four-year period ending September 30,
2001. Our audit of the Commonwealth of Massachusetts Department of
Labor and Workforce Development (DLWD) covered the three-year
period ending June 30, 2001. Our audits found that both New Jersey and
Massachusetts did not comply with OMB Circular No. A-87 requirements
and overbilled DOL approximately $6.2 million and $1.3 million,
respectively.

New Jersey: NJDOL did not comply with the requirements of the circular,
which state that indirect costs, such as administrative, staff and technical
(AS&T) costs, be allocated to all projects/programs on the basis of
“relative benefits received.” We determined that, for the four-year period,
NJDOL'’s allowable AS&T costs totaled $48 million instead of the over $54
million billed, thus overcharging DOL grants by about $6 million.

Among our recommendations was that DOL direct NJDOL to refund
$6.2 million and adjust its billing practices to preclude further
overrecoveries of AS&T costs. NJDOL disagreed with our findings and
recommendations. Although NJDOL admitted that it did not properly
allocate AS&T costs among all programs, it claimed that DOL was
actually undercharged due to other flaws in its methodology. However,
we determined that NJDOL’s methodology was consistent with its
negotiated written agreement with DOL.

Massachusetts: Our audit disclosed that about $1.3 million of the direct
and indirect costs claimed and recovered by DLWD from DOL grants for
the three years were unallowable because they were not adequately
documented and were based on estimated rather than actual costs,
contrary to Federal cost principles. Specifically, DLWD personnel,
whose salary costs were charged both as direct and indirect costs to
DOL grants, had failed to prepare the required personnel activity (time
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distribution) reports, and their salaries were charged directly to projects
or to an indirect cost pool based on preestablished budget estimates.

Among our recommendations were that DLWD refund to DOL
$1.3 million, adjust its billing practices to preclude further claims for
unsupported and unallowable costs, and implement a time distribution
system for personnel whose salary costs are charged both as direct and
indirect costs to DOL grants. DLWD agreed to implement a time
distribution system but stated that it believes that the costs claimed
against the DOL grants were reasonable and should be allowed. (OA
Report Nos. 03-02-002-03-315, issued March 29, 2002, and 03-02-001-
03-315, issued March 29, 2002)

Former State of Michigan
Employee Caught in Fraud
Scheme

On January 10, 2002, Dorothy Reeser, a former employee of the
Michigan Unemployment Agency, was sentenced to one year in prison
and two years’ probation and was ordered to pay over $210,000 in
restitution for using false identities and Social Security numbers to
secure unemployment compensation monies. The investigation found
that, for nearly seven years, Reeser created numerous fictitious
unemployment claimants using false Social Security numbers. She
issued more than 200 checks to the fictitious claimants, which were sent
to her. This investigation was conducted with the Michigan
Unemployment Agency. U.S. v. Reeser (W.D. Michigan)

New Jersey Man Pleads Guilty
in Fictitious Employer Scam

On March 13, 2002, Zackary Epps entered a guilty plea to one count of
mail fraud for defrauding the New Jersey Department of Labor’s
Unemployment Insurance Division of $325,000 over a seven-year
period. In addition, three co-conspirators either pled guilty or were found
guilty of mail fraud. The investigation found that Epps sent false wage
and employment information to local unemployment offices to verify the
employment of as many as 30 co-conspirators. Epps used fictitious
companies to facilitate the scam by falsely reporting that his co-
conspirators were on the companies’ payrolls. Epps’s scheme consisted
of registering four fictitious companies with the State of New Jersey for
the purpose of “employing” his co-conspirators. Epps and his co-
conspirators filed false Ul applications claiming that they had been laid
off from the companies and entitled to benefits. Epps then verified their
employment with the unemployment offices and used a false name to
disguise his involvement. In return, the co-conspirators agreed that they
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would split their Ul checks with him 50-50. This investigation was a joint
effort with the U.S. Postal Inspection Service. U.S. v. Epps (D. New
Jersey)

Defendants Plead Guilty in
Identity Theft Scheme

On February 4, 2002, Eddie Johnson pled guilty to two counts of mail
fraud in a scheme to defraud the State of California Ul program. On
February 20, 2002, Leella Robertson, Johnson'’s girlfriend, pled guilty to
mail fraud charges for her involvement. The investigation revealed that
Johnson orchestrated an identity theft scheme designed to obtain Ul
benefits and filed over 30 fraudulent Ul claims totaling more than
$130,000. Victims of the scheme included 18 Los Angeles City and two
Los Angeles County employees. Johnson used the Ul system to create
fictitious employers and had the benefit checks sent to his residence.
This investigation was conducted jointly with the California Employment
Development Department and the U.S. Postal Inspection Service.
U.S. v. Johnson, U.S. v. Robertson (C.D. California)

Counterfeiting Scam
Thwarted in Missouri

On February 22, 2002, a Federal grand jury in the Southern District of
lllinois issued a superseding indictment charging 16 individuals for their
part in a conspiracy to make, utter, and possess counterfeit securities
totaling $100,000. The investigation revealed that the group established
athree-tier system that distributed approximately 150 counterfeit checks
throughout East St. Louis. The counterfeit checks discovered during this
investigation include checks from the Missouri Department of
Employment Security; St. Clair County, lllinois; St. Louis University; and
lllinois Child Support Disbursement Unit. The OIG is the lead agency in
this joint investigative effort with the FBI, the IRS Criminal Investigations
Division (CID), the SSA OIG, the lllinois State Police, and various police
agencies in the East St. Louis area.
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Retirement Benefits

The Pension and Welfare Benefits Administration’s (PWBA'’s) mission is
to help ensure the integrity of pensions, health plans, and other employee
benefits. This involves over 6 million private employee benefit plans, which
cover approximately 150 million people, including workers, their families,
and retirees, and control approximately $4.8 trillion in assets. In addition,
PWBA facilitates plan participants and beneficiaries in obtaining the
information they need to participate in and protect their benefits, assists
plan officials in understanding their legal responsibilities, develops policies
that encourage the growth of employment-based benefits, and deters and
corrects violations of ERISA and other relevant statutes.

Cash Balance Plan Participants May
Be Underpaid Millions a Year

The Employee Retirement Income Security Act (ERISA) of 1974, as
amended, classifies pension plans as either defined benefit or defined
contribution plans. Defined benefit plans generally use a final average
pay formula that defines benefits. The employer, as the plan sponsor, is
responsible for funding the promised benefit, investing and managing
plan assets, and bearing the investment risk. Defined contribution plans,
conversely, base benefits on the contributions and earnings to individual
accounts established for each covered employee. Employees invest
their accounts, at least in part, as they choose and bear the risk of poor
investment performance. Cash balance plans are a hybrid of these two:
legally they are defined benefit plans, but they include features that
resemble defined contribution plans. As defined benefit plans, cash
balance plans must offer retirement benefits in the form of a series of
payments for life. However, like defined contribution plans, they express
benefits as an individual account balance for each covered employee.

Industry sources estimate that since the mid-1980s, hundreds of
traditional defined benefit pension plans have converted to cash balance
plans. This encompasses over 8 million employees and involves over
$334 billion in pension assets. Employers have converted to cash
balance plans because of their ease, the reduced cost of plan
administration, the portability of benefits, and the plans’ appeal to
younger workers.

DOL’s PWBA and the IRS oversee private pensions. While the IRS has
the exclusive authority to issue regulations regarding participant benefits
and PWBA is bound to follow the IRS regulations, PWBA has concurrent
enforcement authority over participant benefits and works with the IRS
on regulatory issues.
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In a recent audit of cash balance plan conversions, we reviewed a
judgmental sample of 60 converted plans to see whether plan sponsors
complied with ERISA. Our objective was to determine the effectiveness
of PWBA's oversight and, if problems were found, to determine how
PWBA could intervene to protect workers’ benefits.

We found that PWBA had devoted considerable resources to cash
balance plans, focusing on participant disclosure and education.
However, we found that PWBA had not:

» reviewed the manner in which plans calculate accrued benefits
for those employees who leave before normal retirement age
(usually age 65), or

» worked with the IRS to improve the clarity and thoroughness of
the current guidance on computing participant benefits.

More specifically, we found that 13 of the 60 cash balance plans, or
22 percent, improperly computed lump sum payments and that the
ERISA oversight processes were not detecting and correcting the lack of
compliance. Workers who left these plans before normal retirement age
did not receive all the accrued benefits to which they were legally
entitled. These workers may have been underpaid an estimated total of
$17 million each year. If the estimation model used in our judgmental
sample were applied to the estimated 300 to 700 converted plans, we
would project that workers who leave their cash balance pension plans
before normal retirement age may be underpaid between $85 million
and $199 million each year.

The plans underpaid participants because plan administrators did not
(1) properly project and discount participant benefits, (2) use the
appropriate annuity conversion factor, (3) include cost-of-living
allowances, or (4) correctly calculate the opening balance. Of these, the
most prevalent problem, by far, was in properly projecting and
discounting participant benefits.

We concluded that PWBA could take a more active role in protecting
cash balance plan participant benefits. Additional PWBA oversight and
intervention could help prevent future losses to workers in cash balance
plans and correct underpayments, where possible. We recommended
that PWBA strengthen its oversight of cash balance pension plans by:

» directing more enforcement resources to protecting cash
balance plans’ participant benefits;

» initiating specific enforcement action on the 13 plans with
forfeitures identified in this audit; and

* working with the IRS to develop improved guidance for plan
administrators in calculating participants’ accrued benefits.
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In response, PWBA identified potential legal restrictions to enforcing
parts of ERISA and stated that it therefore needed the IRS’s official view
on the potential violations. PWBA provided interim comments on the
recommendations while it awaited a response from the IRS. PWBA took
issue with our sampling methodology’s not being statistical and
questioned our overall methodology. PWBA would not commit to
redirecting enforcement resources to cash balance plan benefit
calculations. PWBA agreed to take appropriate enforcement action on
the other two recommendations, following up on the 13 plans and
working with the IRS, depending on the IRS’s response.

While we did not take a statistical sample of plans, itis possible to identify
systemic problems by nonstatistical sampling or other means. We
believe that our sample is indicative of the population of cash balance
plans. Further, our review of these plans found that 22% of the plans had
underpaid their participants. We believe this is a significant finding. The
fact that problems existed in 22% of the plans reviewed should be cause
for action. Since PWBA is reviewing cash balance plan conversion fees,
it could expand the scope of that review to include participant benefits.
(OA Report No. 09-02-001-12-121, issued March 29, 2002)
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The Employment Standards Administration’s (ESA’s) Office of Workers’
Compensation Programs (OWCP) administers four major disability
compensation programs: the Energy Employees’ Occupational Illiness
Compensation program, the Federal Employees’ Compensation program,
the Black Lung Benefits program, and the Longshore and Harbor Workers’
Compensation program. These programs provide wage replacement
benefits, medical treatment, vocational rehabilitation, and other benefits
to certain workers who experience work-related injury or occupational
disease or to their dependents.

Audit of the Federal Employees’
Compensation Act Performance
Measures System

The Federal Employees’ Compensation Act (FECA) program provides
compensation and medical care for Federal employees who suffer job-
related injury, disease, or death. FECA pays out over $2.2 billion per
year in medical and compensation benefits. The OIG conducted an audit
of the FECA program’s six performance measures for FYs 1999 and
2000. These performance measures are indicators of how well the
program accomplishes its mission. Our audit objectives were to
determine whether (1) the agency’s stated mission related to its
authorizing legislation and its reported performance measures reflected
achievement of legislative intent; (2) all performance goals were
measurable and management controls existed over data reporting,
appropriateness, description, and definition; and (3) a system to identify
the full cost of accomplishing these performance goals was developed.

We found that management controls over performance data reporting,
appropriateness, description, and definition could be improved. Also, a
system to identify the full cost of achieving reported performance, which
would provide a more comprehensive picture of program accomplishment,
had not been developed. However, we did find that the FECA program
mission related to its legislative authority and that its performance goals
provided accountability in that they were measurable and outcome
oriented; we commend ESA for its efforts to develop and implement a
strategic and annual performance plan that reflects its mission with
outcome-based goals.

We recommended that ESA establish a performance goal for customer
satisfaction that includes employing agencies, define “lost production
days,” define how the quality index score is calculated, and develop
written procedures describing how the goals are computed and
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reported. We also recommended that management establish a time line
for developing and placing in operation a system that links costs with
performance measures and the budget. ESA generally concurred with
our findings and recommendations and has already implemented three
of the five reported recommendations. (OA Report No. 22-02-006-04-
431, issued March 29, 2002)

Medical Provider Fraud

36

Fraud by service providers is generally perpetrated by submitting claims
for services or goods not provided or delivered, billing for treatment not
related to the approved medical condition or disability, double-billing,
upcoding (billing under a more expensive treatment service code than
that for the treatment actually provided), or unbundling (breaking one
service into several services with separate charge codes) to fraudulently
obtain personal financial gain.

Virginia Doctor Sentenced to
Nearly Six Years in Jail

On November 29, 2001, Dr. Franklin Sutherland of Grundy, Virginia, was
sentenced to nearly six years in jail and fined $42,700 after being found
guilty during a jury trial in May 2001 of 427 counts of dispensing
narcotics, including Oxycontin, without a legitimate medical purpose.
Oxycontin is a Schedule Il painkiller that is highly abused throughout
southwestern Virginia, West Virginia, and eastern Kentucky. The
investigation revealed that Dr. Sutherland, a large provider to the
Federal Black Lung program, was unnecessarily dispensing prescription
narcotics to Black Lung claimants. A review of Dr. Sutherland’s Black
Lung patient files reflected a pattern of unconfirmed and incorrect
diagnoses, unnecessary and excessive office visits, inappropriate
treatments, and the establishment and maintenance of controlled drug
dependence. This investigation is part of a continuing OIG probe into
Black Lung medical provider fraud in rural Virginia with the Virginia State
Police, the FBI, the DEA, the IRS CID, the Department of Health and
Human Services OIG, the Virginia Department of Health Professions,
and the Virginia and West Virginia Medicaid Fraud Control Units. U.S. v.
Sutherland (W.D. Virginia)
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Virginia Doctor Charged in
Health Care Fraud Scheme

On February 1, 2002, a Virginia doctor and his co-defendants were
indicted for illegally conspiring to distribute or dispense controlled
substances without a legitimate medical purpose and for illegally
distributing controlled substances without a legitimate medical purpose
resulting in serious bodily injury or death. This physician provided
services to Black Lung beneficiaries. In addition, the physician and a co-
defendant were charged with health care fraud and with accepting
kickbacks for referrals to another health care provider. The doctor’s
rehabilitation corporation was also charged with health care fraud.

Texas Medical Provider
Charged with Health Care Fraud

Claimant Fraud

An owner of various San Antonio, Texas, occupational therapy
businesses was named in a November 7, 2001, indictment for submitting
over $200,000 in false billings. He had allegedly submitted fraudulent
invoices to OWCP and private insurance carriers for payment of
treatments and services not fully rendered to workers’ compensation
patients. This is a joint investigation with the FBI and the Texas Workers’
Compensation Commission.

Claimant fraud involves the concealment or false reporting of employment
and income by an individual who continues to receive program benefits or
services. In the FECA program alone, over $2 billion in medical and death
benefits and wage loss compensation were paid from July 1, 1999, to
June 30, 2000, with more than 53% of these benefits paid to injured
employees of the U.S. Postal Service, the Department of the Navy, and
the Department of the Army. The OIG continues to work joint cases with
other Federal investigative agencies and advise them on how to conduct
FECA investigations more efficiently and effectively. This has been
especially true, most recently, with Department of Defense criminal
investigative units from the U.S. Army and Navy. It is important to note that
the removal of a single fraudulent claimant from Federal benefit rolls
creates, on average, a $300,000 to $500,000 savings for the government.
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Former DOD Firefighter
Charged with Defrauding OWCP

On March 8, 2002, Darrell K. Schlueter, aformer Department of Defense
firefighter, pled guilty to one count of wire fraud. As per his plea
agreement, Schlueter agreed to pay $113,000 in restitution. He was
indicted on October 10, 2001, for not reporting his self-employment. In
1997, the former firefighter had suffered an on-the-job injury and began
receiving FECA benefits. The OIG investigation disclosed that he had
been earning money as a self-employed landscaper and snow plow
operator and then failed to report over $150,000 in earnings. U.S. v.
Schlueter (E.D. Wisconsin)

Former Ohio Postal Worker
Sentenced to Repay over
$72,000

On January 24, 2002, Michelle D. Wright, a former postal worker, was
sentenced to eight months’ incarceration followed by three years’
supervised release and was ordered to pay over $73,000 in restitution
and fines. In October 2001, Wright pled guilty to charges of making false
statements to obtain Federal employees’ compensation, mail fraud,
making false statements to a Federal agency, and Social Security fraud.
The investigation found that Wright was enrolled in and completed a
modeling class that required extensive physical movement, while she
represented that she was in pain and had limited mobility. This was a
jointinvestigation conducted with the U.S. Postal Inspection Service, the
SSA OIG and the Veterans’ Administration OIG. U.S. v. Wright
(N.D. Ohio)

Former Government Press Worker
Sentenced for FECA Fraud

Willie D. Felder, a former press worker for the Bureau of Engraving and
Printing, was sentenced on February 8, 2002, to six months’ house
arrest and five years’ probation and was ordered to pay $65,400 in
restitution after pleading guilty in September 2001 to charges of making
false statements to obtain Federal employees’ compensation. Felder
moved from Washington, D.C., to Santee, South Carolina, in 1991 and
began operating a convenience store and nightclub but did not report
these employment activities or earnings to OWCP. Over a nine-year
period, Felder's FECA benefits amounted to over $247,000. This was a
joint investigation with the Department of Treasury OIG. U.S. v. Felder
(D. South Carolina)
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ESA'’s Office of Federal Contract Compliance Programs (OFCCP) has
the responsibility for ensuring that employers doing business with the
Federal government comply with the equal employment opportunity and
affirmative action provisions of their contracts. Federal contractors,
subcontractors, and federally assisted construction contractors are
required to take affirmative action to ensure that all individuals have an
equal opportunity for employment, without regard to race, color, religion,
sex, or national origin. In addition, Federal contractors and subcontractors
are required to take affirmative action to employ and advance qualified
individuals with disabilities and protected veterans.

OFCCP Enforcement of
Veterans’ Rights

As the result of a congressional inquiry, the OIG audited OFCCP’s
enforcement of the Vietnam Era Veterans’ Readjustment Assistance Act
of 1974 (VEVRAA). We reviewed 85 complaint investigations and
34 compliance evaluation cases and evaluated 36 survey response